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The E x e c u t i v e  Directors c ,ons ide red  t h e  s t a f f  r e p o r t  f o r  t h e  1 4 8 2  
A r t i c l e  LV c o n s u l t a t i o n  w i t h  C h i l e ,  t o g e t h e r  w i t h  a reques t  f n r  a tvo-year  
statid-by acrangeaent  e q u i v a l e n t  t o  SDB 500 m i l l i o n  (EHS/62 /227 ,  12 /13 /82 ;  
Cor .  1, 1 /5 /83 ;  and  Sup. I, l / y i i 3 ) ,  and a requesi  by C h i l e  f u r  a p u r c h a s e  
u n d e r  the compensatory f i n a n c i n g  f a c i l i t y  e q u i v a l e n t  t o  SDK 295 mil . : i ion 
(EBS/82 /228 ,  12 /13 /82 ;  and Sup. 1, 1 / 7 / 8 3 ) .  They  a l s o  had  b e f o r e  them a 
r e p o r t  on r e c e n t  economic deve lopmen t s  i n  C h i l e  (SM/82/160, 8 / 1 5 / 8 2 ;  and 
Sup-  1, 12/13/52).  

Tne s t a f f  r e p r e s e n t a t i v e  from t h e  Western Nemisghcre D s p a t u m e n t  made 
t h e  following s t a t e m e n t :  

The s t a f €  has j u s t  r e c e i v e d  t h e  following i n f o r m a t i o n  on r e c e n t  
deve  lopmen ts . 

A summary of t h e  C e n t r a l  Bank a c c o u n t s  for.  J a n u a r y  6 ,  1983 
i s  g i v e n  in T a b l e  1 (Annex 1). T t  i n d i c a t e s  t h a t  t h e  net domsscic 
assets  of che  C e n t r a l  Bank are  w e l l  below the c e i l i n g  a p p l i c a b l e  
Eor t h e  J a n u a r y  l-$larch 31, 1983 p e r i o d  and t h a t  t h e  sum of 
t h e  n e t  i n t e r n a t i o n a l  reserves and t h e  depos ilrs r e l a t a d  t o  
b a l a n c e  of  payments  l o a n  - d i s b u r s e m e n t s  e x c e e d s  t h e  t a r g e t  
programed € o r  March 31,  1983 by USS202 m i l l i o n .  

The n e t  o f f i c i a l  i n t e r n a t i o n a l  r e s e r v e  loss d u r i s g  1982 
was US$1,392 m i l l i o n  and the  b a l a n c e  o f  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  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 l a se  of US$1,100 n i l l i o n  ana b a l a n c e  of 
payments s u p p o r t  l o a n  d i sbur seme ,n t s  of U$$550  m i  I l i o n .  As t h e  
program allows f o r  a l a r g e r  n e t  i n t e r n a t i o n a l  r e s e r v e  Loss when 
b a l a n c e  of payments  l o a n  d i s b u r s e m e n t s  f a l l  s h o r t  of t h e  e x p e c t e d  
. l e v e l ,  t h e  outcome f o r  1982 was w i t h i n  Che e x p e c t e d  limits. 

The r a t e  of i n f l a t i o n  measured by t h e  chn11gP-s 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  L992, compared w i t h  
an estimate of 19 .6  per cent ,  T a b l e  2 (Arl i i@x I:) proi r ides  t h e  
p r o f i l e  of t h e  month ly  r a t e  of i n f l a t i o n  d u r i n g  3.930-82. T h e  
decline i n  t h e  ra te  of  i n f l a t i o n  in November a n d  December a p p e a r s  
c o r i s i s t e n t  w i t h  t h e  r a c e  of i n f l a t i o n  i n  1983 o f  2 5  p e r  c e n t  
p r o j e c t e d  i n  t h e  program. 

T h e  unemployment r a t e  .in t h e  Greater Sant i . ago  Are;i, wh.ich 
hPd reached  a5 h i g h  a l e v e l  as  2k,h per c e n t  i n  t h e  Sepcember- 
November 1982 p e r i o d ,  d e c l i n e d  t o  21.9 p e r  c e n t  i n  t h e  Oc tobe r -  
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  t h e  l a s t  q u a r t e r  o f  1982 have  I n c r e a s e d .  I n  
December 1982,  t h e  m o n t h l y  nominal  shor t - te rm l e n d i n g  r a t e  was 



5.5 p e r  c e n t ,  compared w.tth L 0 3  per ceric I n  September .  hi t h e  
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 t e  rose t o  4.6 p e r  
c e n t  from 3.6 p e r  c e n t  in Se!itcrnber. T h e  r i s e  i n  real  terms 
h a s  been more pronounced ,  a s  d e p o s i t  r a t e s  i n  December 1982 
were 4.2 per  cent and 3 . 3  per  c e n t ,  respecLively, compared 
w i t h  zero  and -0.7 per  cent  in September 1.982. 

Mr. E r b  asked w h e t h e r  t h e  s t a f f  had  f i g u r e s  f o r  t h e  g rowth  of  t h e  
economy, and of i m p o r t s ,  on a f o u r t h - q u a r t e r - t o - f o u r t h - q u a r t e r  b a s i s .  

T h c  staf E r e p r e s e n t a t i v e  f rom the Wes te rn  Hemisphere Depar tment  
r e p l i e d  t h a t  r ea l  economic  g r o w t h  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  be well above  the  p r o j e c t e d  growth 
of 4 per c e 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  i m p o r t s  on t h e  same b a s i s .  

Mr. Donoso made t h e  following s r t t t e m e n t :  

I w i s h  t o  thank 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  p a p e r s  
on t h e  1982 A r t i c l e  IV c o n s u l t a t i o n  w i c 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 angemen t  and  t h e  
compensatory f i n a n c i n g  f a c i l i t y  

- A f t e r  d e c a d e s  o f  slow g r o w t h  and s p o r a d i c  € i n a n c i a 1  d i f E i -  
c u l t i e s ,  the C h i l e a n  economy f a c e d  t major c r i s i s  i n  t h e  Eirst 
h a l f  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 r e d 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  r a t e s  
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 ,  hype r -  
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 E i c i a 1  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  1 9 7 4  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  .in t h e  c o n r 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  r e fo rms .  

T h e  a im of t h a t  program vas t o  a c c e l e r a t e  the r a t e  of g rowth  
through open:',ng t he  economy t o  international r r ade  and  competi-  
t i o n ;  S 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  from the p u b l i c  s e c t o r  
t o  t h e  p r i v a t e  s e c t o r ;  s t r e n g t h e n i n g  and  e n l a r g i n g  t h e  s c o p e  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 r e e i n g  pr ices  and e l i m i n a t i n g  
economic d l s t o r t i o n s  S O  as  t o  i i l iproire 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 t h e  r a t e  of i n t e r e s t  were f r e 3 d .  The average 
t a r i f f  on i m p o r t s ,  which  was 105 per c e n t  i n  1 9 7 4 ,  was r educed  
to 0 4  per  c e n t  i n  1975,  33 per c e n t  i n  1976 ,  20 p e r  c e n t  i n  i 9 7 7 ,  
I4 p e r  c e n t  i n  1 9 7 8 ,  10.9 p e r  c e n t  i n  1979 ,  and  10.1 per c e n t  
Sr. 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 .  

_l__l__-_l- 

1/ T h e  o n l y  i m p o r t s  t o  which< t a r i f f  above 10 p e r  c e n t  i s  
a p F l i e d  a r e  a u t o m o b i l e s  above 850 cc.  L a t e l y ,  t he re  have  been 
i n c r e a s e s  i n  t a r i f f s  a p p l i e d  t o  speciEic i m p o r t s  where dumping 
h a s  been a s c e r t a i n e d .  These t a r i f f s  a r e  t empora ry .  



Fisca . i  e x p e n d i t u r e  decreiised E7 p e r  C ~ R L  i n  reai. terns 
between 1973 arid 1980, 'The f i s c a l  d e f f c i t ,  which amounted t o  
5 5  per  c e n t  of r h e  totcal fiscal expendi tures  in 1973, vas  reduced 
and Cheii t r a n s f o r m e d  i n t o  a s u r p l u s  i n  :1976-50. Approximately 
400 enterpr ises  u n d e r  s t a t e  c o n t r o l  were t r a n s f s 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  enterprises e l i m i n a t e d  t h e i r  
losses and genera ted  an operational s u r p l u s  of arourid r?sS5CK) mif- 
l i o n   TI im. 

Fiscal.  expe r . . d i tu re  i n  s o c i a l  areas and programs .increased 
t h e i r  share  f r o m  30 per cent  of t o t a i  f i s c a l  e x p e n d i t u r e  i.n 
1973 t o  more t h a n  5 0  p e r  c e n t  in 1980. T h i s  implied a n  a b s o l u t e  
i n c r e a s e  i n  f i s c a l  e x p e n d i t u r e  €or social p u r p o s e s ,  Nuiwrvus 
o t h e r  re€orms were a l s o  impl;!mented d u r i n g  t h i s  period. Among 
them w e  c o u l d  men t ion  t a x  L%forms ( 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 t h e  i n t r o d u c t i o n  of a va lue-a  dded 
t ax ) ,  a n d  t h e  social s e c u r i t y  r e fo rms . ( in t roduc t ion  o f  a sys tem 
of compulsory s a v i n g s  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  accounts  managed by s p e c i a l i z e d  p r i v a t e  e n t i t i e s  1 (. 
T h e r e  have a l s o  been refcjrms i n  t h e  p .1 t l . i~  hea l th  s y s t e m ,  i n  
t h e  e d u c a t i o n a l  s y s t e m ,  as well as i n  xos t  p r o d u c t i v e  s e c t o r s ,  
always ai.ming a t  'ncreasing t h e  p a r t i c i F a t i o n  of the  p r i v a t e  
sector a n d  improv ing  resotirce allocation. 

T h e  performance of the C h i l e a n  economy improved sc rorigly 
under  t h e  program. T h e  r a t e  of i n f l a t i o n  d e c l i n e d  from uore 
t h a n  500 per c e n t  i n  1973 to 3 1  p e r  cent  i n  1980, Afr.er a 
reduct ion i n  1 9 7 5 ,  G D P  grew a t  t h e  r a t e  of 1,1 pc'r cent  in 1976 
arid f rom t h e n  on a t  a n  a v e r a g e  a n n u a l  r a t e  of 8 pzr c e n t  u n t i l  
1980. The a n n u a l  r a t e  o f  growth  of emp!.oynient d u r i n g  1976-80 
was about 3.4 p e r  cen t ,  which  compares f a v o r a b l y  with the annual  
r a t e  of  1 .9  per c e n t  d u r i n g  t h e  decade of cfie 1960s. 

A t  t h e  same time, t h e r e  were p o s i t i v e  r e s u l t s  from p o l l c i e s  
implemented t o  r e d u c e  poverty. T h e  r a t e  of InLCant: m o r t a l i t y  
was r educed  €rom 79 per 1,006 c h L I d r e n  b o r n  a l j v e  i n  1'37'3 t o  39 
pa r  1,000 c h i l d r e n  b o r n  a l i v e  in 1980. 'Cmpressj v e  advances 
were also a c h i e v e d  i n  ediicatioll  a n d  n u t i - i  t i o n -  

A s  a r e s u l t  of t h ?  r e d u c t i o n  i n  import: t a r i f f s . ,  accompanied 
by a real  d e p r e c i a t i o n  of t h e  p e s o ,  n o n t r a d i t i o n a l  e x p o r t s  
Lncreased from less  than US$ZOO n i l l l i o n  per y e a r  d u r i n g  1970-74 
t o  $ 1 , 2 1 0  m i l f i c l n  i n  1980. E x p o r t s  of c c p p e r ,  whi.ch amounted 
t o  75 p e r  c e n t  of  t o t a l  expor t s  i n  11370-74, d e c l . i n e d  i;: r e l a t i v e  
terms t o  50 p e r  cen t  of e x p o r t s  in 1974-80. T h e  'Lmpnr:ant 
remainfng  2roblem i n  1980 was t h e  r a r e  o f  unemployment ,  sr.i.i.1 
a t  a l e v e l  of  L.!..8 p e r  c e n t ,  t hough  ..teadi?.y Eal - l ing .  

Af te r  1 9 7 6 ,  t h e  d e f i . c i t  it?  he cur ren t  ~ C C O I I I I C  o f  th- b d a i i c ?  
of p a y m e n t s  grew f r o m  4 ' p e r  c e n t  of  GOP in 1977 t o  7.1 per 
cent  of G9P i n  1980, r e f l e c t i r k ;  t h e  i n s u f f i c i e n c y  cjf c1omesti.c 



'- 6 - 

savings t o  f i n a n c e  g r o w i n g  i n v e s t m e n t .  T h e r e  were no prob.Lems 
i n  o b t a i n i n g  tlic f o r e i g n  resources ,  a n d ,  g i v e n  t h e  monetary  
p o l i t y  being a p p l i e d ,  t h e  f i n a n c i n g  of t h e  d e f i c i t s  o c c u r r e d  at: 
t h e  same time as a s y s t e m a t i c  i n c r e a s e  i.n i n t e r n a t i o n a l  reserves. 
The :encrease i n  extc-rtial d e b t  w a s  a l m o s t  a l l  p r i v a t e  d e b t .  

E n  mid-1979, when a l l  potential p r e s s u r e s  f o r  c r e d i t  expan- 
sion a r i s i n g  from t he  p u b l i c  s e c t o r  d e f i c L t s  had been e l i m i n a t e d ,  
a r a t e  of exchange  of Ch$39=US$l rrJas 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  vis-;-*vis o t h e r '  major 
cur renc ies  i n  t h e  last q u a r t e r  of 1980. Iil a d d i t i o n ,  i h e r e  was 
t3 r e d u c t i o n  of t h e  n o m i n a l  p r ices  of a n  i m p o r t a n t  number of  
C h i l e a n  e x p o r t s .  Th?  a v e r a g e  r e d u c t i o n  i n  nominal  p r i c e s  i n  
iJ.S. d o l l a r s  of goods amounting t o  50 per c e n t  of C h i l e a n  e x p o r t s  
w a s  15  per c e n t  d u r i n g  1981. P r i c e s  of i m p o r t s  d i d  not. change 
d u r i n g  the per iod ,  s o  t h a t  t he  economy f a c e d  i! d e t e r i o r a t i o n  i n  
i t s  terms of zrade. To t h e  loss  of income resulting From t h e  
d e t e r i o r a t i o n  i n  terms of t r a d e  was added  t h e  i n c r e a s e  i n  i n t e r -  
national ra tes  of i n t e r e s t  t o  be a p p l i e d  t o  t h e  service of t h e  
e x t e r n a l  debt .  

Because  t h e  peso  i s  f i x e d  t o  t h e  U.S. d o l l . a r ,  t h e  a p p r e c i a t i o n  - 
of t h e  dollar i n v o l v e d  an a p p r e c i a t i o n  o f  the peso w i t h  respect. 
t o  t h e  c u r r e n c i e s  of C h i l e ' s  m a j o r  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 of tradeables 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  t h e  d e c r e a s e  i n  the 
nominal  p r i c e s  of e x p o r t a b l e s  a l ready  ment ioned .  D u r i n g  1981,  
t h e  r e d u c t i o n  i n  t h e  p r i c e  of t 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  w h o i e s a l e  p r i c e  i n d e x  of -3.9 per cent. 

A w i d e s p r e a d  system of wage indexation ex is ted .  The minimum 
i n c r e a s e  i n  wages t h a t  a f i r m  engaged  i n  c o l l e c t i v e  barga:.ni.ng 
c ~ l d  o f f e r  was o n e  t h a t  would b r i n g  r e a l  wages 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  bargaining s e s s i o n .  Governwent 
employees and n o n u n i o n i z e d  w o r k e r s  r e c e i v e d  wage I n c r e a s e s  
e q u i v a l e n t  t o  inflation ,ince the l a s t  a d j u s t m e n t ,  whenever  t h e  
increase i n  p r i c e s  accumuLated t o  a c e r t a i n  pre-established f igu:e ,  

T h f 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  Lhe p r i c e s  D f  noli- 

t r adab le  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 t d i t y .  The 
Lncreqse i n  consumer prLces d u r i n g  1981  was s t i l l  a t  t h e  r a t e  
of 9.1 per- cent.. Wages i n c r e a s e d  i n  r e a l  terms,  and the r e l a t i v e  
p r i c e  of r radeahles  d e t e r i o r a t e d  d u r i n g  t h e  y e a r .  

Because  of t h e  i x 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 p e r c e i v e d  r l s k  of d e v a l . u a t i o a ,  
t h e  d o m e s t i c  r a t e  of i n t e r e s t  rose  in t h e  l a s t  months o f  198:) 
and  d u r i n g  1987, t o  a b o u t  25-30 p e r  ceric a y e a r  Fcl  r e a l  terms, 
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  ia r ea i  terms i v  1979 a n d  
1980. 



DurFcig 1979-13c!, a n  a p p r e c i a b l e .  sp read  betwe.en i n t e r e s t  ra:es 
pa id  on f o r e i g n  bor rawing  and i n t e r e s t :  ra tes  p a i d  t o  n a t i o n a l  
d e p o s i t . o r s  i n  t he  f i n a n c i a l  sys t em e x i s t e d .  T h i s  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  d o m e s t i c  i n t e r e s t  r a t e s  bec,ause 
t h e  interna:L r a t e  of i n f l a t i o n  had  been  h i g h e r  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  
brought  down t h e  i n t e r n a l  r a t e  of i i1f la t i .Cn,  t h e  mafntenance of  
t h e  sp read  i m p l i e d  h i g h  rea l  d o m e s t i c  i n t e r e s t  rates.  

The 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 the i n c r e a s e  i n  
t h e  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. Tile 
d e c r e a s e  i n  t h e  p r i c e  of t r a d e a b l e s ,  t he  i n c r e a s e  i n  r e a l  wages 
a n d ,  t h e  i n c r e a s e  i n  t h e  r e a l  i n t e r n a l  r a t e  of i n t e r e s t  slowed 
down t h e  i n c r e a s e  i n  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 r .  
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  1982. 

Aggreca te  demand still remained  h i g h  and v a s  fS r t anced  w - i t h  
e x t e r n a l  r e s o u r c e s  i n  198.1, bu t  f e l l  ir? 1.962. T h u s ,  a f t e r  a n  
i n c r e a s e  in t h e  c u r r e a t  a c c o u n t  d e f i c i t  t o  1 4  p e r  c.ent of GDP 
i n  1981, the r e d u c t i o n  i n  demand d u r i n g  1982 almost h a l v e d  t h e  
l e v e l  of i m p o r t s ,  while GDP 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 unemployment rose above 20 p e r  c e n t .  ‘ the r e d u c t i o n  i n  
income an.d i m p a r t s  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  First t ime i n  y e a r s .  

__ 

Xeasures were t a k e n  t o  f a c i l i t a t e  t h e  economic recovery 
d u r j q g  t h e  p e r i o d  Way-July 1982. All. f u t u r e  wage i n d e x a t i o n  wzs 
a b o l i s h e d  i n  r e l a t i o n  t o  b o t h  p t i v a t . e  and p u b l i c  employment. 
The wage fl.oor 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  measu res  were e x p e c t e d  t o  
f a c i l i t a t e  any n e c e s s a r y  rea 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 i r t u a l l y  e l i m i n a t e d ,  L i m i t s  on t h e  terms of  exporc  p r e f i n a n c i n g  
and impor t  c r e d i t s  were r e l a x e d .  A u n i f o r m  5 per c e n t  r e s e r v e  
r e q u i r e m e n t  on f o r e i g n  bo r rowing  was e s t a b l i s h e d  i n  p i ace  of 
reserve r e q u i r e m e n t s  t ” a t  v a r i e d  a c c o r d i n g  t o  the m a t u r i t y  of 
t h e  loan .  

Banks were a l l o w e d  t o  r e l e n d  t h e i r  f o r e i g n  bor rowings  i n  
pesos .  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 r b i t r a g e  by 
t h e  f i n a n c i a l  i n s  t i  t u t  i o n s  and r educe  t h e  ra te  of i n t z r e s  t .  

The peso  was d e v a l u e d  on J u n e  15 t o  r e s c o r e  comper:tiveness 
t o  t h e  C h i l e a n  economy. O n  September  29  t h e  peso  was f i x - d  a t  
t h e  ra te  of ChS66 = US$l a d j u s t a b l e  d a i l y  on t h e  b a s i s  oE i n € i a -  
t i o n  i n  t h e  previous month minus 1 per c e n t  a month. To deal. 
w i t h  the  emerg ing  f i s c a l  d e f i c i t ,  a number of measures  were  
t a k e n  i n  t h e  f i r s t  h a l f  o f  11382. In J u n e  1382, t h e  salaries of 
h i g h e r  paid employees  of t h e  p u b l i c  s e c t o r  were c u t  by L O  p e r  
cen t  i n  a d d i t i o n  :o the e l i m i n a t i o n  of t h e  autoinat.ic adjustment. 
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Taxes on tobacci~ p roduc t s  ursr-r r,i ised., T h e  prograined clei l i r t - .  
i n  t a r i f F s  on i m p o r t s  O F  h i g h l y  priced a u t o m o b t l c s  was h a l t e d .  
lncencives t o  sect Le overdue t a x  L l a b k l i t i e s  were introduced, 

T h e s e  measures e l i m i n a t . e d  the r i g l d i  t ies  mrik:ing ad justme!i.t 
in t h e  economy d i f f i c u l t .  A l l .  of t h e m  were c o n s i s t e n t  w i t h  t i l e  
basic economic s t r a t e g y  of t h e  C h i l e a n  Government ,  i . e .  t o  
promote a d j u s t m e o r  and  growth by r e l y i n R  on m a r k e t  f o r c e s  and 
p r i c e  incen t ives  t o  p i d e  r e s o u r c e  a l l o c a t i o n .  

A s  can be seen i n  EBS/82/227, page 31, T a b l e  8 ,  t h e  C h i l e a n  
economy has gone t h r o u g h  a t remendous  ad jus tmenr .  d u r i n g  1982. 
The deficit 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 w n t  was 
reducsd from 9.9 per cent of GDP i;? 1981 t o  1 . 4  p e r  cen t  of !;DP 
i n  1982. At t h e  same t i m e ,  GDP f e l l  12.8 per cen t  i n  rea l  terms 
d u r i n g  1982. Combi.ning eht?..r-;e f . i h , i r e s ,  we can  e s t  in late the reduc- 
t i o n  i n  r e a l  doinest ic  e x p e n d i t u r e s  & u r i c 8  1 9 8 2  t o  have been 
around 20  p e r  cent  i n  r ea l  terms. T h u s ,  n o  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  domestic e x p e n d i t u r e  a r c  needed  t o  g e t  co a s u r p l u s  i n  
the goods and nonfactar  s e r v i c e s  accoun t  o f  2.8 p e r  c e n t  of CUP 
i n  1383, as con templaced  i n  t h e  program, i f  GUY grows 4 p s r  c e n t  
. i n  r ea l  terms. 

T h e  new exchange - r a t e  systeiri  t;tioul~d lead t o  an average re21 
exchange  r a t e  d u r i n g  1983 at: Least 30 per  c e n t  hig!ier th , in  t!:e 
average r ea l  exchange r a t e  d u r i n g  1982. T h e  r e d u c t i o n  i n  r e a l  
wages and t h e  h i g h e r  r e a l  exchange r a t e  s h o u l d  make p o s s i b l e  
the  t a r g e t e d  increase  i n  GDP f o r  1983 2nd the  improvement i n  
the t r a d e  a c c o u n t .  

To k e e p  demand u n d e r  c o n t r o l ,  t h e  program c o n t e m p l a t e s  a 
l i 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  n o n f i n a n c i a l  p u b l i c  s e c t o r .  
This limit is c o n s i s t e n t  w i t h  tlie p17irined o v e r a l l  d e E i c i t  oE 
;he p u b l i c  s ec t lo r  of 1 . 7  per cent of  GDP f o r  1983. 

T h e  o v e r a l l ,  d e f i c l t  o f  publ ic :  s e c t o r  du.ring 1982 amounted 
t o  4 p e r  c e n t  of  GDP. To  reducil  t h i s  def i r . I . :  t o  the t a r g e t e d  
l e v e l  qf 1 . 7  p e r  cent  of CDP i n  1983 ,  and  g i v e n  a n  e x p e c t e d  
r e d c c t i o n  .In general. government revcn1..ies Fn 1983, t .he authorities 
p l a n  t o  make r e d u c t i o w  i n  current.  e x p e n d i t u r e s  of t h e  g e n e r a l  
G o v e r r i m e n t  amounti.ng to 7.L p e r  cent  of GDP and  to b r i n g  about  
a n  i n c r e a s e  i n  t h e  s u r p l u s  of  p u b l i c  e n t e r p r i 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  on goods and  s e r v i c e s  prov ided  by  thosi:! e n t e r -  
p r i s e s ,  

T h e  mone ta ry  program f o r  1983 assuaes a s a t e  of ic:fLatiori 
of 35  per c e n t ,  a n  increase of  4 per c e n t  i n  real. money and 
quasi-money h o l d i  rigs, and U s S 4 E 5  r n i l i i d n  of lossss i i i  !:;~erna-- 
t iona ;  r s s e r v e s  f o r  t h e  year . .  T h e  prograrwd i n c r e a s e  [,)f 40 p e r  
c e n t  i n  t h e  n e t  d0mest.i.c a s s e t ?  of the F inanc ia l  s y s t e m  c o n s i s -  
t e n t  w i t h  t h o s e  a s s u m p t i o n s ,  h i i l l  bo t o t a l l y  c?ianneled as c r e d i r  
t o  t h e  p r i v a t e  s e c t o r ,  a s  no domestic. c r e d i t  t o  t h e  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 .  renal:\ dur ing  1.983 arid .i.98fLctl 
amouncing t o  7.2 p e r  cent  of GDP and  4.7 p e r  c e n t  :;€ GDP, respec- 
t i v e l y .  The a u t h o r i t i e s  a r e  c o n f i d e n t  t h a t  fori3ign f . I : ~ n c . i r ~ i g  
w i l l .  be avai.1abi.e i n  t h e  r e q u i r e d  amounts .  Should 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  or  any of  the assumptions 
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 i . t i e s  s t a t i d  
ready a p p l y  t h e  R ~ C ~ S S ~ ~ Y  c o r r e c t i v e  measures fnc 1.ud.ing t h e  
t i g h t e n i n g  of c r e d i t  c o n d ’ i t i c n s .  

The r e d u c t i o n  of F m p c r t  d u t i e s  t o  a un i fo rm 10 p e r  c e n t  
l e v e l  i s  a c.lear i n d i c a t o r  of my a u t h o r i t i e s ’  s t r o n g  coruri~.itment 
t o  an open economy. They have main ta ined .  t h i s  fea ture  o f  t he i r  
p c l i c i e s  d u r i n g  198.1 a n d  1982 i n  s p i t e  of  t h e  o b v i o u s  p r e s s u r e s  
t o  ra ise  t h e  l e v e l  o€  p r o t e c t i o n .  They see t h e  progress of the. 
C h i l e a n  economy as s trong1.y r e l a t e d  to t h e  m a i n t e n a n c e  o f  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  f reedom 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 n a t i o n a l  t r;i:isac t i o n s .  

For  i m p o r t a n t  reason5,  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 f o r  invisibles, and  
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  t o  t h e  s e r v i c l n p  of  a t e r -  
n a l  d e b t s  c o n t r a c t e d  b e f o r e  August  6 ,  1982 o n  a t empara ry  b a s i s .  
They p l a n  t o  e l i m i n a t e  t h e s e  measures b e f o r e  t h e  end o f  ,1983, 
as con templa t ed  i n  t h e  program. 

Mr. 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  b o t h  - t h e  r e q u e s t  f o r  
a ai tand-by a r r angemen t  a n d  t h e  u s e  of t h e  compensa tory  financ.i .ng 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  hat: c u l m i n a t e d  i n  t h e  cvei i ts  of 1 9 7 3 ,  C h i l e  had  suc-  
ceeded i n  r e t u r n i n g  t o  a s t r u n g  ba lance  of  payrnetits 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 r n m  3b0u t  500 p e r  c e n t  i n  1373 t o  30 per  
c e n t  i n  1980. Rea1 CIIP had  grown a t  an a v e r a g e  ra te  of 7 per c e n t  a yea r  
i n  1976-80, e x p o r t s  had grown r a p i d l y ,  and Chile’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  t iad been  a t t a i n e d  i n  t h e  e x t e r r i z i  
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  
reduc. ing d o m e s t i c  i n f l a t i o n ,  arid t h e  exchange  r a t e  h a d  been Eixod t o  
h e l p  t o  achieve.  t h a t  g o a l .  T h a t  p o l i c y  had b e e n  e n t i r e l y  j u s t i f i e d  iu 
t h e  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 sca l ,  and monetary  p o l i c i e s ,  bu t  it 
was l e s s  c lear  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 t h e  wage p o l i c y  
b e i n g  pu r sued  a t  tha t :  t i m e  a n d  s i n c e  inodified.  t iowever,  t h e  p o l i c y  h a d  
been  undermined by t h e  d r a s t i c  change  i n  t h e  terms o f  t r a d e ,  a c l e a r  
examp1.e t h a t  p u r c h a s i n g  power p a r i t y  should n o r  be the o n l y  c r i t e r i o n  of 
exchange  r a t e  p o l i c y .  T h e r e  had  been  an abrilptr de te r ior ; i t io : i  of t h e  
e x t e r n a l  s e c t o r  and of  in te r r ia1  economic  a c t i v i t y .  The a u t h o r i t i e s  
abandonment of t h e  f i x e d  exchange  r a t e  i r .  the. 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  measa res  was welconie. T h e  a c t i o n  s h o u l d  g r e a t  Ly h e l p  i.n the 
r e c o v e r y  o f  Chi l e ’ s  international c o m p e t i t i v e n e s s  and  i n  t h e  r e c o v e r y  
of  o u t p u t .  



He endorsed the f i s c a l  siieamres t a k e n  by t h e  C h i l e a n  aufhor:tf-s i o  
i n c r e a s e  reveme,  Mr. Knfka c o n t i n u e d ,  . incI .ud lng  t h e  c r e a t i o n  o f  new 
income and p r o p e r t y  t a x e s ,  iricreases i r r  p u b l i c  s e c t o r  t a r i f f s ,  a n d  s a l e s  
of  public sector asse ts .  He a l s o  e n d o r s e d  the measitres aiswd a t  dec reas -  
i n g  expend i ' u re s  by e l i m i n a t i n g  wage i n d e x a t i o n .  ' I t  was . important.  LO 
rnenrlon t h e  w t h o r i t i e a '  . 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  t h e  e x p e n d i -  
c u r e  r e s t r a i n t s ,  t h e  l e v e l  of unemployment. T h e  authorities s h o u l d  be 
~ n c o u r a g e d  - t o  s t r e n g t h e n  fiscal p o l i c y  by a u s t e r i t y  measures i n  gene ra l  
g o v e r n a e n t  e x p e n d i t u r e s  t o  h e l p  r e d u c e  the d e f i c i t ,  u t  i m a t e d  a t  10.3 per  
cent  af GDP a t  the end of 1 9 8 2 ,  and  p r o j e c t e d  t o  d e c l i n e  t o  7.2 per c e n t  
of CUP i n  1983, w i t h  t: f u r t h e r  r e d u c t i o n  t o  4 . 7  p e r  cent of GDP i n  1984-  

Conmeating on monetary p o l i c y ,  Ffr, Kafka c o n s i d e r e d  t h a t  t h e  abandon-  
m e n t  of a f i x e d  exchange  r a t e  in J u n e  1952 s h o u l d  h e l p  t o  reducc? c a p i t a l  
o u t f l a w s  and p e r m i t  an increase i n  the a v a L l a b i l i t y  of  d o m e s t i c  s a v i u g s .  
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 p o l i c y  c o n s i s t e n t  w i t h  t h e  a i .?rhuri-  
ties' desire t o  r e s t o r e  f i n a n c i a l  c o n f i d e n c e  among d o a e s t t 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  m e a s u r e s  adop ted  i n  t he  p r e v i o u s  t w o  
weeks was t h e  m o d i f i c a t i o n  o f  t h e  s u b s i d y  t o  f o r e i g n  curreiicy 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  t h e  new k i n d  o f  s u b s i d y ,  p a i d  
i n  t h e  form of bonds ,  was u n n e c e s s a r y ,  a t  l e a s t  t o  t h e  e x t e n t  b e i n g  
gran ted .  The whole m a t t e ?  could  be S 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 e m ,  p o s s i b l y  t h r w l g h  a m p l i f i e d  l o s s - c a r r y - f o r w a r d  p r o v i s i o n s .  
I n  any e v e n t ,  t he  c o u r a g e o u s  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 ies 
a u g u r e d  w e l l  f o r  t h e  resumption of a d e q u a t e  growth rates and f o e  the 
a b s o r p t i o n  of unemployment t o  the e x t e n t  t ha t  Lhe w o r l d  economy w ~ ~ i l d  
p e r m i t  . 

- 

Mr. F e i t o  o b s e r v e d  c h a t  t h e  f i r s t  q u e s t i o n  to  be answe.-?ri was why 
had e x t e r n a l  shocks hdd a c o n s i d e r a b l y  more s e r i o u s  impac t  oli the r e a l  
economy i n  Chile t h a n  i n  other 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  o f  t h e  18 per  c e n t  d e c l i n e  i n  GDP growth, from a p o s i t i v e  5.3 pe 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  in 1 9 8 2 ?  P a r t  of t h e  a n s w e r  
c o u l d  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  i n  C h i l e ' s  terms of t r a d e ,  t h e  rea l  e f f e c t i v e  a p p r e c i . a r i o n  
a €  t h e  peso, and t h e  increase i t 1  i n t e r n a t i o n a l  i n t e re s t  r d t e s .  However, 
o t h e r  similar economies had been a f f e c t e d  by t h o s e  c x t e r n a l  s h o c k s  w t  t h o u t  
e x p e r i e n c i n g  such a.1 o u t s t a n d i n g  d e c l i n e  in r e a l  GDP. T h u s ,  t h e r e  had 
T O  be o t h e r  f a c t o r s ,  s p e c l f i c  t o  t h e  C5i lcan  economy, behind  the  d r o p  i n  
o u t p u t .  

T h e  p r i c i n g  of l abo r  s e r v i c e s  and t h e  w o r k i n g  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  ma jo r  causes of t h e  r e l 2 t i v e l . y  p o o r e r  p e r f o r -  
mance of t h e  Chilean rea l  economy, Mr, F e i ~ o  continued. Acc;)rding t o  
many o b s e r v e r s ,  t h e  b e h a v i o r  of  r e a l  wages a n d  t h e  process o f  financi.a:L 
i n t e r m e d i a t i o n  were r e spons  i b i e  f o r  t h e  cendeucy  o f  t he  C h i l e a n  economy 
t o  s u f f e r  f rom h i g h  unemployment,  d e s p i r e  c o n s i d e r a b l e  growth i n  o u t p u t ,  
and f o r  real 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 igher  t h a n  inKerrl;.lt:iorial 



r a t e s .  The coab inaLion  r t t  groi.'fng i m p e r f e c t i o n s  I n  t h a s v  f ac to r  m a r k e t s  
w i t h  I n c r e a s e d  f i b e r a l i z a t t o n  i n  the goods narket and t h e  weakening o f  
war1.d economic c:>ridItini?s had impused a severe squeeze on the ;ratled 
goods s e c t a s ;  i t -  had a t s o  i m p t i i r e d  t h e  -performance of o t h e r  b r a n c h e s  of  
c h e  economy. 

The p r i c e  mechanism had not b e e n  allowed t o  Zunc t fon  f r e e l y  i n  t h e  , 

h b o r  mark.et, as it h a d  i n  t h e  goods market, Pir. F e i t o  o b s e r v e d .  U n t i l  
r e c e n t l y ,  l e g i s l a t i o n  govemfng t h e  d e t 2 r m i n a t i o n  or" wages arid s a l a r i e s  
had  r e s u l t e d  i n  downward r i g i d i t y  i n  t h e  purchasing power of  wages. 
A d j u s t e d  f o r  changes  i n  t h e  consumer p r i c e  i n d e x ,  wages and ' sa lar ies  had 
i n c r e a s e d  by an average of about 10.5 p e r  c e n t  i n  1951, a c c o r d i n g  t o  
Table  10 of  SM/82/36h), and s imi la r  i n c r e a s e s  had t a k e n  place i n  e a c h  of 
t h e  preceding chree  years. I t  was d o u b t f u l  w h e t h e r  p r o d u c t i v i t y  g rowth  
had Increased a t  a sfrailar r a t e ,  e s p e c i a l l y  i n  t h e  most  recent t w o  yearso 
It: was even  more s e r t o u s ,  p a r t i c . u l a r l y  for  t h e  sectors exposed  t o  i n c e r -  
n a r i n n a l  c o r n p e t i t t o n ,  t h a t  s u c h  an i nc rease  i n  r e a l  wages had t a k e r .  
place f.n t h e  f a c e  o f  s h a r p  d e c l i n e s  i n  t h e  ' terms of t r a d e  and  s i g n i . f i c a n t  ' 

reduct i o n s  .in t h e  prices o f  t r a d e a b l e s .  

The behavior  of r e a l  wages i n  Chile p o i n t e d  t o  t h e  need f o r  cons:i.s- 
t e n i l y  between i I b e r a ' l . i z a t i o n  i n  t h e  g s o d s  marke t  and 11bera l . i za t ion  i n  
f ac to r  markets, Mr. F e l r o  c o n s i d e r e d .  If an economy was opened u p  t o  
lntcrnatinnal c o m p e t i t i o n  w i t h o u t  thG necessary f l e x i b i l i t y  i n  t h e  marke t  
f o r  l a b o r  so rv lces ,  t h e  growth  of t h e  t radeable  s e c t o r  w o u l d  soon come 
t o  a h a l t ,  and t h e  sec tor  would eve r i tua l . l y  be reduced i o  i t s  o r i g i n a l  
s i z e .  There?ore,  he agreed w i t h  the s t a f f  t h a t  t h e  abandonment o f  the 
wage i n d e x a t i o n  system an.d t h e  l ower ing  of t h e  wage f l o o r  f o r  col. lective 
b a r g a i n i n g  s b o u l d  h e  1 n s t r u m e n t a l  i.n r e s t o r i n g  growth to  t h e  t r a d e a b l e  
s e c t o r  and i n  h e l p i n g  t h e  recoverv of' t h e  whole ec:onomy. 

The func t ioning  o f  the f i r t a n c i a l  system had been another cause o f  
t h e  c u r r e n t  recession i n  C h i l e ,  Mr. Fe i to  went o n .  Two quest ions had t o  
be exp?.air;ed.: f i r s t  t h e  reasons w h y  r e a l  ra tes  of i n t e r e s t  haci been  
higher t h a n  i n t e rna t iona l  r a t e s  .l.n reeect years ,  and second,  t h e  reasons 
f o r  t h e  f i n a n c i a l  cris1.s t h a t  h a d  t a k e n  place i .n 1981. and  1982.  On t h e  
l a t t e r  q u e s t i o n ,  t h e  s t a f f  gave  the impress io i i  i n  SM/82/.160 that :  the  
o r i g i n  o f  t h e  f1.nancI.aL c r i . s i s  was i n  t h e  f i n a n c i a l  system i t s e l f  a n d  
t h a t  i t  r e su l t ed  Erom, i o r e r  a l i a ,  o v e r l a n d i n g  and low-quality l e n d i n g  
by some banks and o c h e r  f i n a n c i a l  i n s t i t u t i o n s .  However, :I.n E R S / 8 2 / 2 2 7 ,  
che view was e x p r e s s e d  t ha t  t h e  o r i g i n  o f  t h e  f i aanc i - a l  c r i s i s  l a y  i n  
t h e  weakening o f  t h e  r e a l  econamy. B o t h  phenomena h a d  t o  h a v e  p l a y e d  a 
p a r t ;  h e  i n v t t e d  t h e  s t a f f  to set. o u t  -in straightforward terms t h e  
na jo r  d e v e l o p m e n t s  ' l e ad ing  to t h e  f i n a n c i a l  c r i s i s .  

T h e  pe r s i s t ence  of h i g h  r e a l  i n t e r e s t  r a t e s  ~ ~ 1 i 1 . d  i n d i c a t e  h i g h  
p r o d u c t i v i t y  of i n v e s t m e n t ,  Mr. F e i t t o  r e m a r k e d ,  o r  & low r a t e  of d o m e s t i c  
sa  v i  ngs c OU pi.ed w. i  t ii c o nt irois pr eve i i t  i ng CB p i  t: a1  inf 1.0~:. f r oiii e l  i rn i. na t i n g  
t h e  excess denand f o r  credit, o r  a combination of  bo th  f a c t o r s .  TR 1982, 
t h e  growing  fiscal. d e f i c i t ,  t h e  e x p e c . t a t i o n s  of  d e v a l u a t i o n ,  and t h e  
l i k e l i h o o d  of h i g h e r  l e n d i n g  r i s k s  m i g h t  h a v e  c o n t r i h t e d  t o  t h e  e x p l o s i v e  



-. 1.2 - 

r i s e  i n  t h e  a l r e a d y  h i g h  i n t e r e s t  ra tes .  I n  any  e v e n t ,  t h e  ].ow r a t e  of 
d o m e s t i c  s av ings  i n  t h e  ecanoniy a n d ,  i n  p a r t i c u l a r ,  t h e  r e i a t i v e l y  weak 
r e s p o n s e  0.f Einanilial s a v i n g s  to i n c r e a s e s  i n  r e a l  i n t e r e s t  ra tes  s h o u l d  
be no ted .  The s i t u a t i o n  was a l l  t h e  more p u z z l i n g  i f  a c c o u n t  was raken 
of t h e  fac,t t h a t  p u b l i c  s e c t o r  s a v i n g s  had u s u a l l y  accounced  €or t h e  
g r e a t e r  shzre  of natIcrna1. and d o m e s t i c  s a v i n g s  u n t i l  1987.. In T a b l e  8 ,  
EBS/82/227,  t h e  sav ings  r a t e  of t h e  p r i v a t e  sec tor  was shown as  2 .7  pec  
c e n t  i n  1980 and 2 . 3  p e r  c -n t  i n  1981. He i n v i t e d  t h e  s t a f f  o r  Mr. Donoso 
t o  comment on t h e  r e a s o n s  Eo< 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 K  h o u s e h o l d  s a v i n g s  t h e  major 
f a c t o r  behind t h e  low r a t e ?  I n  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 oT t h e  program p e r i o d  
i.n 1984. O b v i o u s l y ,  t h e  b a l a n c e  of  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  program would be v i a b l e  o n l y  i €  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 ra te  of n a t i o n a l  p r i v a t e  s a v i n g s  o f  7 . 1  per  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  o € . 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 i shed .  

The  C h i l e a n  a u t h o r i t i e s  were t o  b e  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  or' 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 ,  
b I r .  F e i t o  s u g g e s t e d .  The  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 
u n d e r  t h e  s tand-by  arrangement c o u l d  of €er  a n  o p p o r t u n i t y  t o  c a r r e c t  
some s t r u c t u r a l  d e f i c i e n c i e s  and t o  i m p r o v e  r h r  long-run s t a b i l i t y  of 
t h e  economy. He s t r o n g l y  s u p p o r t e d  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  
the proposed  d e c i s i o n s .  

Mr. E r b  commented t h a t ,  w i t h  regard  t o  t h e  compensa tory  f i I ianc . ing  
f a c i l i t y  r e q u e s t ,  h e  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  X V  c o n s u l t a t i o n  and  r e q u e s t  f o r  
s tand-by  arrangernenr  ( F R S / 8 2 / 2 2 7 ) ,  t h e  . s t a f f  a p p e a r e d  t u  g i v e  more emphas i s  
t o  the  r o l e  of t h e  exchange  r a t e  L n  t h e  expor 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  compensacory f i n a n c i n g  . f 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 ,  the staff s t a t e d :  "A weakening .In w o r l d  marke t  condi -  
t i o n s  and t h e  r e a l  e f E 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 . e . ,  noncopper ,  e x p o r t s  a s  wel.1." L n  E B S / 8 2 / 2 2 8 ,  i n  t h e  s e c t i o n  
" C a u s e s  of t h e  S h o r t f a l l  and  Export P r o s p 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  ro l e  of t h e  exchange  r a t e  i n  c o n t r i b c t l 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  the  need f o r  documents  d e a l i r i g  w i t h  t h e  curnpen- 
s.%tof-y finar.ej .ng F a c i l i t y ,  .which o f t e n  s t o o d  al-one when a r e q u e s t  f o r  
r.ompensatory f i n a n c i n g  was not  accompanied  by an A r t i c l e  IV c o n s u l t a t i o n  
r epor t  o r  by a request Ear 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  arrangement, 
t o  be coniprehonsive i n  t r e a t i n g  tlic i s s : i e ,  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  
t o  t h e  u s e  o f  the compensa to ry  E i n a n c i n g  facility. He i n v i t e d  t h e  s t a f f  
t o  comuent on che  a p p a r e n t  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  case. 

The a d j u s t m e n t  progracn c h a t  t h e  a u t h o r i t i e s  had  p l a n n e d  w i t h  t h e  
s c l p p o r t  of t h e  Fund was b a s i c a l l y  sound ,  Mr. E r b  c o n s i d e r e d .  H e  a g r e e d  
u i t h  the authorities' d e c i s i o n  r o  alter the i r  e a r l i e r  p l a n s  t o  i e s t o r e  
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C h i l e ' s  i n t e r n a t i o n a l , .  c o n p e t i t i v e n e s s  t h r o u g h  dl?marid r e s t r z i n t  a n d  a 
r e d u c t i o n  i r t  nominal wages. T h a t  p o l i c y  had been  c o s t l y  i.n l o s t  o u t p u t  
atiu h i g h  uaemployment. The move t o  a inore f l e x i b l e  exchange r a t e  p o l . i c y ,  
c o g e t h e r  w i t h  demand r e s t r a i n t  b a s e d  on the c o n t i n u a t  i o n  a€ t h e  eff<;;rt  
t o  c o n t a i n  t h e  d e f ! c i t  of t h e  n o n f i r t a n c i a l  p u b l i c  s e c t o r ,  and  r e a l  wage 
r 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 an a d j u s t m e n t  p a t h  ':hat b o u l d  
minimize  t h e  shor. t - r u n  cos ts .  

The a u t h o r i t i e s  s h o u l d  be comme.nded f o r  t h e i r  e f f o r t s  t o  implement  
t h e  c u r r e n t  a d  j u s t inen t  program w h i l e  p r e s e r v i n g  t h e  c e n t r a l .  f ramework o f  
t h e i r  o p e n  t r a d e  and payments  s y s t e m  t h a t  h a d ,  alo!:g w i t h  t h e i r  commitment 
t r S  market-determixed p r i c i n g ,  s e r v e d  them w e l l  i n  recznt: y e a r s ,  Mr. E r b  
o b s e r v e d ,  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  bas ic  a p p r o a c h  would 
be c o r r e c t e d  a s  s o o n  o s  p o s s i b l e .  T h e  a u t h o r i t i e s  s h o u l d  also b e  coinmended 
for : - o n r 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 ,he p l a n n e d  
r e d u c t i o n s  i n  1983 a n d  1984. 
programs t o  r e a s o n a b l e  l e v e A s .  T h e  more f I 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 wotlld p l a y  n? major . r o l e  i n  a c h i e v i . i g  b o t h  b a l z n c e  oE payments  
a d j u s t m e n t  and t h e  e x p a n s i o n  a €  r e a l  erorioinic a c . t i v i t y .  The a u t h o r i t i e s  
w ~ i e  aware th;,t t i l e  tempr'rarv c o n t a i n m e n t  of r e a l  wage  growth was n e c e s s a r y  ' 

i r i  oLue; i/.,.ii ik.:: i ? . ~ - , p :  ! . ' F  rLxchange r a t e  p 0 l i - j .  c;) be *..ffective. 

They had  c?, ; l ta ined e x p e n d i t u r e  on emproyment 

The  s t a f f  correcr . ' ly  s t a t e d  t h s t  t h e  a u t h o r i t i e s '  most p r e s s i n g  inme- 
d i a t e  problem was t h e  m a s s i v e  n e t  r e d u c t i o n  of  f o r e i g n  d e b t  h'y t h e  Ch i -ean  
p r i v a t e  s e c t o r ,  Mr. Erb c o n t i n u e d .  H e  u n d e r s t o o d  t h a t  t h e  a u t h o r i t i e s  
had pu r sued  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 C e n t r a l  Bank j.ii t h e  
l a t t e r  p a r t  of 1 9 8 1  and  most  of 1982 t o  r e -e s t ab l i sh  c o n f i d e n c e  in i rhe 
ismestic f i n a n c i a l  syscem. Net c r e d i t  exparwi-on of  t h e  C e n t r a l  Ea& h i jd  
been p r o j e c t e d  t o  slow s i g n i f i c a n t l y  i n  t i l e  f o u r t h  q u a r t e r  of 1982,  He 
welcomed t h e  n s s t  r e c e n t  i n f o r m a t i o n  from t h e  s t a f f  t hac  n e t  domestic 
assets of  t h e  Central 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  
the  January-M-.ch p e r i o d .  I t  was a mat te r  of  c o n c e r n ,  however ,  t ha t  n e t  
i n t e r n a t i o n a l  reserve l o s s e s  i n  1382 had  exceeded  e a r l j  er  pro ject!.ons a s  
b a i a r c e  of payments s u p p o r t  l o a n 5  ha< f a l l e n  s h o r t  of a p e c i a t i o m .  T h e  
i n c r e a s e  in t h e  growth of  n e t  d o m e s t i c  asse ts  o f  t h e  C e n t r a l  Bank was 
expec ted  t o  s low from a n  annual. r a t e  of 1 2 3  p e r  c e n t  . i n  1982 t o  32.7  p e r  
c e n t  in 1983, w h i l e  net  d o m e s t i c  assets o f  t h e  f i n s n c i a l  s y s t e m  were 
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 t = n t ,  cornparei  w l t h  3 0  per 
c e n t  i n  1982, 

The  a u t h o r i t i e s  were. f a c i n g  a di. lemma, Mr. E r b  remarked,  s i n c e  c r e d i t  
had c o  be a v a i l a b l e  t o  t a k e  care o €  t h e  L i q l l i d i t y  prohlems o f  p a r t s  of  
the  j : r iva ie  s e c t o r ,  b u t ,  a t  t h e  same t ime,  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  :if e conomic  a n d  f i n a n c i a l  s t a b i I . i z a t i . o n  gay t.o be a c h i  2ve.l 

and i f  . f u r t h e r  c a p t t n l  f l i g h t  was t o  be a v o i d e d .  The a u t h o i i r i e s  had 
deve loped  s p e c i a l  t o o l s  t h a t  wou1.d h e l p  them co p u r s u e  boch o b j e c t i v e s ,  
nu t  h e  was conce rned  t h a t  t h e  e x p a n s i o n  o f  c e n t ' s 1  bank c red i . t  in excess 
oE t h e  programed rats---possib.Ly e v e n  a t  t h e  programed r a t e - - - c o d d  
Lnduce f u r t h e r  n e t  c a p i t a l  o u t f l o w s .  Such expansf on n;i,ght n o t ,  t:!.ieret.:;;, 
lead t o  art e q u i v a l e n t  n e t  i n c r e a s e  i n  t h e  a c t u a l  a v a i l a b i i i 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 ,  b u t  r a t h e r  t o  l a r g e r  than a n t 3 c i p n t e d  r e d u c t i o n s  
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in i n t c 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  Les c1ear.L). coilla no t  a E f o r d  
s u c h  deve lopmen t s .  h e  i n v i t e d  tne  s t a f f  o'r Mr, Donnso t o  comment f u r t h e r  
O R  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 b~ a v a i l a b l e  t o  
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 
r e s e r v e  p r o t e c t i 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  ra te  had been  p u t  i n t o  e:'fect on J a n u a r y  1,  
1983, Mr, E r b  n o t e d ,  ecc.ompanied 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 r v i c e  p a y m n t s .  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. 
c o i n ~ l e r e  e l i m i n a t i o n  of  the  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  migh t  
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 .  T h e  q u e s t i o n  of t h e  l eve l  of i n t e r n a t i o n a l  r e s e r v e s  
and t 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 c i g n  d e b t  p o s i t i o r  
of t h e  Ch i . l ean  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  success  
o f  t h e  program of  deve lop rncn t s  af  f e c r 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  
programs that t h e  Board had r e c e n t l y  approved  ar t h a t  h a d  been r . e g o t i a t e d  
by t l - ,~  s t a f f  and a p p r o v e d  by managemene had p l a c e d  s p e c i a l  emphas is  P:I 

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 w 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  ; e l o p n e n t s  o r  t h e  p o l i c y  framework n e c e s s a r y  t o  suppor t .  deve lop -  
ments  i n  b o t h  t h n  c r 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  aL6y less i m p o r t a n t ,  
bu t  t h a t  such  p o l i c y  c E c r t s  r e q u i r e d  t h e  s u p p o r t  o f  a d e q u a t e  f inni i r i -ng.  
T n  t h a t  Co.n tex t ,  more i n f o r m a t i o n  r e l a t i n g  t o  p r o 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  been  u s e f u l .  For  example, w h a t  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 u p o n ?  Gihat a s s u m p t i o n s  
u n d e r l a y  t h e  p r o j e c t e d  iricrease 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 j t  increase r e l a t e  t o  t h e  ne t  i n c r e a s i t  i n  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  r e s e r v e s  was rel.ev,int t o  exchange  r a t e  
p o l i c y ,  M r .  E rb  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 
system was a n  improvenen t  o v e r  t h e  f i x e d - r a t e  p o l i c y  m a i n t a i n e d  from 1C79  
t o  J u n e  1982 ,  t h e r e  das a d a n g e r  t h a t  t h e  r e v l s e d  sys t em woull'i remain 
i n s u f f i c i e n 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 o a l a n c e  
of payments 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  rese ;ve  
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  re-J iew,  e s p e c i a l l y  d u r i n g  a p e r i o d  s u c h  a s  t h e  
p r e s e n t ,  when t h e  economy was u n d e r g o i n g  t ransi t l ion.  H e  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 r n a t j - v e s  t o  t h e  p r e f e r e n t i a l  
exchange  r a t e  s y s t e m  implemen ted  t y  t h e  a u t h o r i t i e s  t o  a i d  t h o s e  par t s  
of t h e  p r i v a t e  s e c t t s r  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  
mul t  l p l e  c u r r e n c y  p r a c t i c e  wou. ld  be e l i m i n a t e d  e a r l y  i n  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  and the  Fund. Whi le  
che u s u a l  q t l 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  in t 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 R 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  normal  d e g r e e  of u n c e r t a i n t y .  

F4r. L a s k e  n o t e d  t h a t  C h i l e  had e x p e r i e n c e d  a s e v e r e  economic a n d  
f i n a n c i a l  c r i s i s ,  b r o u g h t  a b o u t  p r i m a r i l y  by the p ro longed  d e t e r i o r a t i o n  
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i n  t h e  wor ld  economy. E x p o r t s  ear ! i ings  f o r  C h i l e ' s  t r a d i t i o n a l  expor t .  
comrodi  t i s - .  had f a l l e n  p r e c i p i t o u s l y ,  m i n l y  because of  fa'L Ling prices 
f o r  i t s  mining products .  'There had also been a s i g n i f i c a n t  d e c l i n e  i n  
e x p o r t s  of n o n t r a d i t i o n a l  goods,  an  e v e n t  f o r  which a misguided  citchange 
irate 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  l-ze h e l d  
c e s p ~ n s i b l e ,  a t  l e a s t  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 ,  graiifying 
chiit t h e  a u t h o r i 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 teps  ti, c o r r e c t  t h e  
s i t u a t i o n .  In c i ie  exchange, r a t e  a r ea ,  a f t e r  some u n c e r t a i n t y  t h a r  a p p e a r e d  
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  r e q u e s t  by t h e  
E x e c u t i v e  Board,  the a u t h o r i t i e s  had f i n a l l y  s e t t l e d  on a c r a w l i n g  peg  
s y s t e m  inirtally l i n k e d  t o  t h e  U.S. d o l l a r .  E q u a l l y  impot:ant was t h e  
r ep lacemen t  of f u l l  wage i ,ndexat i .on  by 8 sys t em of f r e e  c o l l e c t i v e  b a r -  
g a i n i n g  based  on t h e  r e a l  l e v e l  o f  wages p r e v a i l i n g  -in mid-1979. 

The c r a w l i n g  peg s y s t e m  int:roduced i n  September  i982 had r e p l a c e d  a 
f ree  f l o a t i n g  of the peso t h a t  had been i n  e f f e c t  f o r  a L i t t l e  w r ~  thar! 
a m o n t h ,  Mr. Laske cont'lnued. The f l o a t i n g . r n t e  had Seen p receded  by a 
peg t o  a c u r r e n c y  b a s k e c ,  i d e n t i c a l  i n  i t .s composition, bilt  n u t  i n  i t s  
wei .gh t lag ,  t o  t h e  SDR b a s k e t .  C h i l e ' s  f o r e i g n  t r a d e  was heavily d i r e c t r e d  
toward t h e  Un i t ed  S t a t e s ,  t h e  ma jo r  i n l u s t r i . a L  c o u n t r i e s  of Europe ,  and 
Japan. T o g e t h e r ,  those c o u n t r i e s  a c c o u n t e d  f o r  about t w o  t h i r d s  of C h i l e ' s  
exports and i m p o r t s .  He d i d  n o t  q u e s t i o n  t h e  present a p p r o p r i a t e n e s s  of 
t h e  new sys tem a d o p t e d  i.n September 1952,  b u t  he wondered w h e t h e r  the 
a d v a n i a g e s  o f  t h e  a d j u s t a b l e  d o l l a r  peg were greater t han  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 ,  Pir. i a s k e  o b s e r v e d ,  
was i t s  d a i l y  a d j u s t w r i t  t o  an i n f l a t i o n  d i f f e r e n t i a l .  I t  was an i n t i r r -  
es t i n g  fea.ture,  b u t  %ts o p e r a t i o n - a 1  a p p l i c a t i o n  was u n c l e a r .  The ChfLeari  
consumer p r i c e  i n d e x  was compsred t o  w o r l d  i n f l a t i o n ,  a v a r i a b l e  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 e s t i m a t e d .  
F o r  t h e  f i r s t  s i x  t o  s e v e n  months of t h e  o p e r a t i o n  of t h e  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 i a l  had been set  a t  I p e r  cent.  T h a t  
r a t h e r  c r u d e  measurement c o u l d  well l e a d  t o  e i t h e r  overshooting o r  u n d e r -  
-hoot ing  of t h e  o f f i c i a l  exchange  ra te .  ':her=: I re ,  c l o s e  m o n i t o r i n g  of  
wor ldwide  i n f l a t i o n  deve lopmen t s  and  o c c a s i o n a l  ,ad justmeri t  o f  t h e  i .n f la - -  
Lion d i f f e r e n t i a l  u sed  i n  the derermLnat i .on Q f  thL- c r a w l i n g  peg mi.ghc b e  
necessary i n  o rde r  t o  avoid unwar ran ted  a p p r e c i a t S \ m  o r  d e p r e z i a t l o n  of 
t h e  peso .  

His a u t h o r i t i e s  had s e e n  press r e p o r t s  t o  t h e  e f f e c t  t h a t  the  Chilea;: 
a u t h o r i t i e s  had ancounced ,  on rkcember 18, 1-96?, t h e  e l i m i n a t i o n  uf the 
p r e f e r e n t i a l  exchange 'rate f o r  t h e  serv . ic i .ng  of g!d p r i v a t e  s ec to r  d e b r ,  
Mr. Laske  s t a t e d .  He i n v i r e d  t h e  s t a f f  o r  Yr. !)onosc t o  conlinerlt on the 
v a l i d i t y  o f  t h e  r e p o r t s ,  and  also on t h e  s u g g e s t i o n  by Hr, Kafka Lhat 
p r i v a t e  s e c t o r  d e b t o r s  c o u l d  be compensat2d f o r  t h e  loss e x p e r  ien;:i..ci a f t e r  
t h e  exchange r a t e  d e p r e c i a t i o n  th rough  appropriate p r o v i s i o n s  i n  the  tax  
ccide ra ther  t h a n  t h r o u g h  a d , i c e c t  s u b s i d y .  He j o i n e d  Kr. E r b  i .n hopi. i?g 
t h a r  t h e  a u t h o r i t i e s  would E i n d  it p o s s i b l e  t o  e l i m i n a t e  ehe p t e f i ? r e n t i a l  
exchange  r a t e  a t  a n  e a r l y  s t a g e  i n  t h e  srand-by pros;ram. 
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The o t h e r  i m p o r t a n t  a c t i . o n  t a k e n  by the a u t h o i : i t i e s  was t h e  e Li.miria- 
t i o n  of t h e  wage i n d e x a t i o n  scheme,  Mx. 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 i 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 f i n e  i n  i n f l a t i o n  arid 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 h e  a u t h o r i t i e s  r e c o g n i z e d ,  tha t  a fa lL  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 : i o w i n g  t h e  r ise  i n  r ea l  wages that had con t in t i ed  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 l . t y  a n d  t h e  . c o n c u m i t a n t  r i s e  in 
unemployment. The  d e p r e c i a t i o n  of t h e  p e s o  s i n c e  t h e  abandonment of the 
o l d  exchange r a t e  s y s t e m  in J u n e  1982 tiad caused a s h a r p  i n c r e a s e  . i n  t h e  
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  increases here forecast 
f o r  1983. T h e r e f o r e ,  the  new l i b e r a l i z e d  s y s t e m  of wage d e t e r i n i n a t i o n  
would be exposed  t o  a s e v e r e  t es t .  P r e s s u r e s  t o  compensa te  as much a s  
p o s s i b l e  f o r  r e c e n t  pri.ce i n c r e a s e s  by  r a i s i n g  nominal  wages could become 
s t r o n g .  If those F i s u r e s  c o u l d  n o t  be r e s i s t e d ,  t h e  a u r h o r i t i e s  w o u ! d  
have  t o  s tand  ready  t o  t a k e  commensurate  a d j u s t m e n t  a c t i o n s  i n  exchange * 

r a t e  and f 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 b r o u g h t  'about 
by t h e  d o m e s t i c  impact  of t h e  d e c l i n e  i n  f o r e i g n  demand f o r  Chile's 
e x p o r t s ,  Mr. Laske  o b s e r v e d .  I n  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  o n  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  save them f rom € a t l u r e  as a result  of l o a n  I.osses 
and w i t h d r a w a l s  o f  d e p o s i t s .  H e  welcomed the measu res  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 n  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 he  o p e r a t i o c i s  
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 c 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  
w h i c h  a bank ' s  e x p 2 s u r e  t o  a s i n g l e  bo r rower  and t o  t h e  b a n k ' s  own s u b -  
s i d i a r i e s  would be na r rowly  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.nded 
co ELnanc ia l  i n s t i t u t i o n s  i n  1982 a p p e a r e d  t o  have c r e a t e d  a l a r g e  cushi:,I-i 
.J€ l i q u i d i t y .  Accord ing  t o  T a b l e  5 in EBS!52/%27, t h e  n e t  d o m e s t i c  a s s e t s  
of the 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 a b o u 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  a s s i s t a n c e  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, ot' w h e t h e r  f u r t h e r  e x t e n s i o n s  o f  emerge~icjr 
a i d  had hecome, o r  migh t  become, n e c e s s a r y .  T h e  p u r c h a s e  of the "bad  
loan"  p o r t f o l i o s  by t h e  C e n t r a l  Rank 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  t h e  t h r e a t e n e d  i n s t i t u t i o n s .  

The  c u r r e n t  a c c o u n t  a €  t h e  C h i l e a n  b a l a n c e  of p a y m e n t s  had r e c o r d e d  
a huge d e f i c i t  Ln 1981,  Mr. Laske  n o t e d .  I t  had  been reduced  s i g n i f i c a n t l y  
Ln 1982, o z a i n l y  t h r o u g h  a markgd r e d u c t i o n  o f  Linports. For  1983 ,  a f:lrtller 
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 ,  prf marily th rough  . i n c r e a s e d  e x p o 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  wor ld  economy, and  a s t r e n g t h e n i , n g  
o €  C h i l e ' 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  tlwo p o s t s h o r t f a l l  
y e a r s  assumed a r e l a t i v e l y  l a r g e  i n c r e a s e  i n  t h e  w o r l d  markct p r i c u  f o r  
copper ,  a n  i m p o r t a n t  facto::  i n  C h i l e ' s  e x p o r t  per formance .  H o w e v e r ,  
recovery i n  t h e  U n i t e d  S c a r e s  and  o t h e r  i n d u s t r i a l  countries d i d  n o t  i ~ p p e a r  
co  be %mmi.nent. If C h i l e ' s  e x p o r t s  grew a t  a slower r a t e  t h a n  av,;su!ned 
f o r  t h e  program, t h e  a t h o r i t i e s  ~ 0 i i 1 . d  f i n d  i t :  n e c e s s a r y  t o  t i g h t e n  demanc! 
management f u r t h e r  S O  as t o  prevent a sliari'er chan p r o j e c t e d  d r  : 1 Lne i r ,  
i n t e r n a t i o n a l  r e s e r v e s .  



Commenting on t h e  s e t ' v l c e s  a c c o u n t ,  Mr. .i.,aske returirked tha t  t h e  pro- 
j e c t i o n s  f o r  t h e  prugrr ia  tiere based on a U.S. p r i m e  ra te  of 1.3 p e r  cen.t.  
R e c e n t l y ,  t h e  pr ime ra te  had f a l l e n  below t h a t  l e v e l ,  a deve lopment  t h a t  
s h o u l d  ease t h e  c o n s t r a i n t s  i>n C h i l e ' s  c u r r e n t  acci lunt .  He a s k e d  w h e t h e r  
the 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  of 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 payments  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 e c t o 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 in r e c e n t  y e a r s ,  Mr. Laske c o n t i n u e d ,  and t h e  p r e s e n t  problems 
stemmed, f n  p a r t ,  f r o m  E o t 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  12rge.  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 o  
c o n t i n u e  bor rowing  a b r o a d  i n  1982,  o ther  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  hac1 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  medium-term and  long- te rm 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 EBS/82/227;  h e  u n d e r s t o o d  t h a t  s u b s t a n -  
t i a l  amounts had a l s o  been borrowed on s h o r t  m a t u r i t i e s .  For example ,  
i n  SN/82/160,  t h e  s taEf  s t a t e d  t k a t  t h e  s t a t e  copper  company had covered 
i t s  1981 f i n a n c i a i  d e f i c i t - - w h i c h  h a d  amounted t o  as  much a s  0.7 p e r  c e n t  
of GDP--through s h o r t - t e r m  borrowing a b r o a d .  I n f o m t i o n  o n  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  t h e  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 f u l t  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  mar.irrity 
s t r u c t u r e .  The b a l a n c e  of paymenrs 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  rhan  direct p r i v a t e  i n v e s t m e n t ,  or' more t h a n  - 
$600 m i l l i o n .  Did  t h o s e  p r o j e c t i o n s  also p r o v i d e  f o r  ttie renewal  o f  
s h o r t - t e r m  d e b t  i n  19837 

The p o l i c y  program f o r  ttie' 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  
c 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  t h e m s e l v e s  t o  e 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  m e a s u r e s ,  Mr. Laske c o n s i d e r e d .  The i m p l e m e n t a t i o n  
o f  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  hone arid a b r o a d  
i n  t h e  a b i l i t y  of  t h e  C h i l e a r !  a u t h o r i t i e s  t o  d e a l  with the  problems 
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  b e  a t t a c h e d  E O  t h e  c o n s t a n t  
m o n i t o r i n g  o f  t h e  s i t u a t i o n  b y  tkie a u t h o r i t i e s  and  t h e  !;ta.fE. He assuned 
t h a t  a d d i t i o n a l  measures were b r i n g  d i s c u s s e d  a n d  t h a t  a c t i o n  would be 
c a k e n  if developmeilT.:s r e q u i r e d  i t .  A c l o s e  w a t c h  an e v e n t s  as t h e y  
unfolded was c e r t a i n l y  e s s e n t i a l  t o  t h e  Succe!j:j o f  t he  ad:justment ef Tcjrt 
s i n c e  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 t h a n  t h e  u s u a l  d e g r e e  
of  u a c e r t a i n t y .  Me s u p p o r t e d  Mr. E r b ' s  comments r e g a r d i n g  t h e  treatmg.nt 
of t h e  exchange r a t e  i s s u e  i n  E B S / 8 2 / 2 2 8  arid E ~ S / 8 % / 2 2 7 .  F u r t h e r m o r e ,  
i n  o n e  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  of paymer,ts 
p r o j e c t i o n s  were shown ir? U.S. d o l l a r s ,  w?:il.e i n  t h e  o t h e r  t h e y  were shown  
i n  SDRs. It woii id be e a s i e r  Eor the r e a d e r  1.f b o t h  p a p e r s   sed t h e  same 
p r e s e n t a t i o n .  

''& 
Mr. Lovato  comsiented t h a c  & h e  C h i l e a n  economy was . i n  a s t a t e  o f  

d i s a r r a y .  The  s t a f f  had p r o v i d e d  a number of d i s t u r b i n g  f i g u r z s  concern- 
i.58 t h e  r e a l  economy--a p r i j e c t e d  de lz l i r ie  i n  rei21 G D P  i n  1982 o f  a lmost  
i 3  per c e n t ,  an estimated d e c l l r i e  i n  i n d u ~ t r t i ~ l  prcidiictf.on of  20 p e r  c e n t ,  
and clneinployaeot  soari.:ig t o  s t a g g e r i n g  Levels,  24 p c r  c e n t  i n  ci-ie t l l i r d  
q u a r t e r  of 1982,  a l - t h o u g h ,  a c c o r d i n g  t o  s ~ u p p i e i n e n c a r ' y  i i i foro:at i .on provi .ded  
by the s t a f f ,  i t  h a d  declj.neci i.n t h e  fourt l l t  qi . tar ter .  U e s p l . t e  those 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  wa; c o n f i n e d  t o  t h e  e x t e r n p l  o u t l o o k  and t o  the! 
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  r e c e s s i o n  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  was 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 e r e d  
by t h e  C h i l e a n  economy i n  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  w o r l d  demand, and a d e c l i n e  
f.n c a p 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 e a l  wages and h i g h  rea l  
i n t e r e s t  rates.  To some extent ,  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 an i n d e x a t i o n  s y s t e m  based  on past  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  b e  
5 e e n  s imply  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  r a t e s ;  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  donoejci-. r i s k  premium a n d  e x p e c t e d  exchange  r a t e  movements. 
However, a t e n t a t l v e  case c o u l d  be made t h a t  t h e  h i g h  l e v e l  of 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 e c o r d e d  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 .  T h e  staff 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 of ERS/82/227 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 i b e r a t e  p o l i c y  of mone ta ry  
c o n t r a c t i o n ,  r e f l e c t e d  in h i g h l y  n e g a t i v e  ra tes  of change  f o r  n e t  d o m e s t i c  
assets  and b a s e  money c r e a t i o n .  Did  t h e  s t a f f  share h i s  v i e w  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  a n  i m p o r t a n t  p a r t  i t ,  e n g i n e e r i n g  t h e  1982 r e c e s s i o n ?  

M r .  Donoso had  men t ioned  i n  h i s  s t a t e m e n t  cwo 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  i n  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. Lova to  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 seen 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  
Piscal 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  a s  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 ,  Mr. L o v a t o  n o t e d  t h a t  t h e  l a r g e  
increase i.n C e n t r a l  Bank net  d o m e s t i c  assets  r e c o r d e d  i n  t h e  f i r s t ,  h a l f  
o f  1982 had been i n t e n d e d  s o l e l y  to '  s t a b i l i z e  t h e  f i n a n c i a l  i n t e t m e d i a r i e s  
that had been  e x p e r i e n c i n g  pxoblems. The  i n c r e a s e  was supposed  t o  have  
been  t empora ry ,  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 .  
iiowever, r e a l  economic  a c t i 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  wha t  would b r i n g  abou t  r e v i v a l  i n  
t h e  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  increase i n  e x p o r t s  
be a b l e  to  gene ra tp ,  s u f f i c i e n 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 ta f f  and  t h e  C h i l e a n  a u t h o r i t i e s  ch ink  would happen  
t o  d o m e s t i c  demand behav io r?  The  o n l y  v a r i a b l e  i m p l i c i t l y  ass igned  I 
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 
from wage t o  p r o f i t  e a r n e r s ,  on t h e  a s s u m p t i o n  t h a t  a major d e c l i n e  i n  
r e a l  wages would increase c o r p o r a t e  p r o f i t s ,  bo th  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  i n v e s t m e n t  would  t h e r e o y  b e  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  W ~ S  a t  a L Q W  
p 0 t 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 i a l  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  no t  a p p e a r  t o  be c o n d u c i v e  to such a r e c o v e r y .  
F u r t h e r m o r e ,  consumer e x p e n d i t u r e s  were bound t o  be s e v e r e l y  h u r t  by 
t h e  d e c l i n e  i n  househo:!.ds ' s p e n d i n g  p o w e r  caused by che  combinat t o r i  of  
f a l l i n g  Fricomes and s o a r i n g  unemployment 
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Domestic demand c ~ u . l d  iI0t be totail:$ i 8 n o r e d ,  Mr. L o v a t s  rJei:t o n ,  . if 
t h e  a u t h o r i t i e s  were ccncerned w i t h  g e n e r a t i n g  r e a l  income g rowth ,  espe-  
c i a l l y  si.ncc a c r u c i a l  target oE t h e  medium-term a d  ju s t inen t  program was 
t o  improve t h e  d m e s t i c  savings capac i ty  of  t h e  economy i n  o rder  t o  make 
i,t less dependent  on fore igr i  f i n a n c i a l  r e s o u r c e s .  S i n c c  t h e r e  was h i s t o r -  
i c a l  e v i d e n c e  t h a t  g ros s  savlngs had responded v e r y  s lowly  throughout 
t h e  1970s i o  t h e  p r e v a i l i n g  h i g h  i n t e r e s t  r a t e s ,  che o n l y  avenue  t h a t  
t he  a u t h o r i t i e s  migh t  be tempted  t o  t ake  i .n o r d e r  t o  b r i n g  a b o u t  h i g h  
s a v i ~ g s  was a mass.ive r e d i s t r i b u t i o n  of incomes to c la s ses  and groups 
w i r h  a h i g h e r  p r 0 p e n s i t . y  t o  s a v e .  He invited the s t a f f  t o  comment on 
t ha t  p o i n t .  

Given t h e  d o m e s t i c  u n c e r t a i n r i e s ,  Mr. Lovato  o b s e r v e d ,  extorr ia l  
: :)olicy became a l l  t h e  more importa .nc f o r  p romot 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 ,  r e i i ance  on 
e x t e r n a l  bor rowing  was t o  be r educed ,  a n d  the c o u n t r y ' s  c o m p e t i t i v e  
p c s i t l o n  was t o  b e  i:nproved. Those  were th.e e s s e n t i a l  i n g r e d i e n t s  o f  
t h e  Fund-supported program, and i t s  success o r  f a i l u r e  w0u.l.d c r u c i a l l y  
depend on che d e g r e e  of response o€ the economy t o  t h e  mea-,ures and ' 

a d j u s t m e n t s  implemented on t h e  e x t e r n a l  f r o n t .  The r e a l  apprpciar iot-1 of 
ti?<? peso- - in  excess of 30 p e r  c e n t  o n  a n  e f f e c t i v e  b a s i s  b e t i e e n  J u n e  
1979 and A p r i l  1932--11ad p resumab ly  been i n t e n d e d  by t h e  a u t h o r l c i e s  t o  
h e l p  i.n t h e  a t t a i n m e n t  of t h e i r  a n t i - i n f l a t i o n  t a rge t .  However, i t  had 
been a serioiis ra lstake and had had a dainaging e f f e c t :  or! the  c w n t r y ' s  
e x p o r t  p o t e n t i a l .  On t h e  demand s i d e ,  i t  had s w i t c h e d  fo re ign  demi3ild 
for p r .Lce - - sens i t i ve  Chilean e x p o r t s  to competi.ng SOUKCeS. Hore i m k - o r -  
tantly, on  t h e  s u p p l y  s ide ,  i t  had had a d e p r e s s i n g  e f f e c t  on t h e  p r i ces  
of t r a d a b l e  goods r e l a t i v e  to n o n t r a . d a b l e  gvods, t h i l s  d i s c o u r a g i n g  o u t p u t  
i n  t h e  Erradable s e c t o r  and c h e r e b y  decreasing t h e  s u p p l y  o f  s x p o r t a b l c s .  
Exchange r a t e  p u l . i c y  h a d ,  therefore,  compounded and a g g r a v a t e d  t he  adverse  
e f f e c t s  on Chile's e x p o r t  e a r n i n g s  a r i s i n g  f r o m  the d e t e r i o r a t l a g  terms 
of t r a d e .  

The changes i n  t h e  exchange Kegime c a r r i e d  o!it i n  a succession o f  
s c e p s  i n  i 9 E 2  had improved t h e  nea r - t e rm o u t l o o k  f o r  t h e  c n u n t r y ' s  e x t e r n a l  
a c c w n t S ,  Mr. L o v a t o  remarked .  Those aedsuretj were, t h e r e f o r e ,  welcome; 
?hey were crucial t o  t h e  success  o €  t h e  program. The a s s u m p t i o n s  and 
f o r e c a s t s  aade by t h e  s t a f f  f o r  exports and G D P  growth  depended on t h e  
conduc t  of a p r o p e r  exchange r a t e  p o l i c y  combined w i t h  a passibhe r eve r sa l  
oE t h e  a d v e r s e  rems  of t r a d e  t r e n d s .  

tie a p p r e c i a t e d  t he  authorities' resolve .in s t t e m p t  Eng t o  r ed res s  a 
v e r y  p r e c a r i o u s  situation, Hr. L o v a t o  s t a t e d ,  b u t  h e  had s e r i o u r j  douht:s 
a h o E t  the viability of an a d j u s t m e n t  program L h a t ,  i n  p r e s e n t  ci .rcurr-  
tjtaCt<:es was bound t o  a g g r a v a t e  t h e  i i n r sh  s o c i a l  and econ:.,!ni.c c o s t s  
a l r e a d y  b e i n g  borne by t h e  ChFlean  p o p u l a t i o n .  :'in eque 1.l.y severe ;  b:jt 
a ~ r e  gradualist, approach would havo ber . te r  s e r v e d  t h e  p u r p o s e  o f  removing 
the country's present  economic d i . s t r e s s ,  Wi:h c h o s e  r e s e r v a t i o n s ,  h e  
c o u l d  suppor t  t h e  r e q u e s t  f o r  the s t a n d - b y  arr:i:lflf:etUerlt arid f o r  B draw-i ng 
unde c f: 'ne compr m a to ry  f i. na r i c  i rig f a c i 1 i cy . 



Mr. Tayior said t h a t  h e  was FIX broad  agreement w : i t h  t h e  s t a f f ' s  
analysis  of Ch i l e ' s  econcmic  d i f f i c u l t i e s ,  and with the po l i cy  responses  
deve loped  i n  c o o p e r a t i o n  w i t h  t h e  C h i l e a n  a u t h o r i t i e s .  Given t h e  size of 
t h e  problcros 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 two- 
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 t e  v e h i c l e  f o r  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 t h e  a p p r o p r i a t e  
p r t 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  a more 
f l e x i b l e  exchange r a t e  p o l i c y  and firmer wage r e s t r a i n t  t h a n  had p r e v i o u 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  ridrr:h and June'  L982 t o  
l i m i t  t h e  s i z e  of the emerging p u b l i c  s e c t o r  d e f - l c i t  s h o u i d  be commended, 
Mr. T a y l a r  c o n t i n u e d .  T h e  i n t e n t i o n  t o  r e d u c e  t h e  d e f i c i t  t o  1 . 7  per  
c e n t  of GDP i n  1983 and  t o  eliminate i t  e n t i r e l y  i n  1984 i .mplied a p o l i c y  
of severe  fiscai r e s t r a i n t .  FI.sca1. management i n  t h e  C h i l e a n  economy 
had been p ruden t  and c o m p e t e n t  o v e r  a number of yeais; >he  strong legree 
of  r e s t r a i n t  b e i n g  a s k e d  f o r  was l i k e l y  t o  be a c h i e v e d .  With u f i e m p l o y m e n t  
a round 25 p e r  c e n t ,  i t  was u n d e r s t a n d a b l r ' t h a t  t h e  a u t h o r i t i e s  s h o u l d  ocake ' 

s t r o n g  e f f o r t s ,  w: l i : . in  t h e  f iscal  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 new p r o d u c t i v e  e f f o r t s  i n  t h e i r  econoay. However, a X I Q ~ ~  

s u s t a i n e d  reduct i o n  of unemployment would depend on a c h i e v i n g  a marked 
Lmprovernent 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 o n  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 real wage l e v e l s .  Wage 

s r a t  i o n  i n  consumer prices t h a t  had o c c u r r e d ,  and t h o s e  p r e s s u r e s  would  
need t o  be f i r m l y  r e s i s r e d  i f  t h e  a d v a n t a g e s  of  a more c o m p e t i t i v e  exchange 
r 2 t e  were t o  be r e t a i n e d  by t h e  p r o d u c t i v e  s ec to r .  He i n v i t e d  the s t a f f  
o r  Hr. Donoso t o  comment on t h e  prospecis f o r  wage r e s t r a i n t  i n  1.983. 

- pressures were l i k e l y  t o  be s t r o n g  i n  1984 i n  t h e  f a c e  of t h e  s h a r p  accel-  

A more f l e x i b l e  exchange  f a t e  p o l i c y  would a l s o  be i m p o r t a n t ,  
Wr. Taylor  noted .  Some a s p e c c s  of exchange  r a t e  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 arguable r h a t  t h e  d e v a l u a t i o n  h a d  
o c c u r r e d  t o o  l a t e ,  g i v e n  the s u b s t a n t . i a l  r e a l  appreciation t h a t  i-lad ti3k<?rt 
p l a c e  th rough  1981. Since deva.luatLon i n  June 1982,  the a u t h o r i t i e s  
seemed t o  have l a c k e d  a c o n s i s t e n t  s t r a t e g y  f o r  dea l i ng  w i t h  t h e  r a t e .  
The volume of transactions b e n e f i t i n g  from the p r e f e r e n c i a 1  r a t e  was 

c i r c u m s c r i b e d ;  neve r the Ies s ,  uncertainties remained i n  t h a t  area. He 
jo ined  o t h e r  speakers i n  urgir lg  t h e  a u t h o r i r i c s  t o  proceed as rap id1 .y  ;is 
t h e y  could t o  u n i f y  t h e  s a t e ,  i f  possible by t h e  end  of 1983. It would 
be a n  ' imp~3rtant  move i n  the di . rect . ion of f u r t h e r  r e s t o r t n g  c o n f i d e n c e .  
He welcomed t h e  announcement i n  December 1982 tha t  t h e  a p p l i c a t i o n  of 
t h e  or:eferenti.al r a t e  would  be l i m i t e d ,  as well as the a u t h o r i t i e s '  
~1 ornm i. t m e  n r: t o  e 1 i mi ria E e t h e  va r i ous erne r ge n c y e xcha nge ra c c r e s  t r i c t i ons 
L, ~ = f r ? r e  ., ~ the end of 1983.  

The most i n m e d i a t e  prnb.lem was LO d e a l  W ~ . L ~ I  neL capital outfiokts 
and t c )  pro tec r ,  t h e  reserves ,  Mr. T a y l o r  c o n s i d e r e d ,  the dec l ine  o f  wl~lc 'n  
*Fa!j due, i n  p a r t ,  t o  & h e  s i z a b l e  e x t e n s i o n  o E  credit i n  1982 b1.r che 
C e n r r a l  Bartic t o  financial i n s t i t u t i o n s  .in d i f  FLcul ty .  A k e y  f a c t o r  
w w i d  be t h e  establishment O F  f i c m  c o n r - r o l  o v e r  t o t a l  domestic c r e d i t  
expansion; h e  !Gelcorned the s t eps  a l r e a d y  t a k e n  in t : h a t  direction, i n c l u d i ! i g  



t h e  announcement o f  a s h a r p  r e d u c t i o n  i n  the i s sue  o f  new bank n o t e s  i n  
t h e  Eirst q u a r t e r  of 1983. 
n e t  c r e d i t  expans ion  by the 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  and  t o  
increase t h e  scope of open  m a r k e t  o p e r a t e o n s  w e r e ,  t h e r e f o r e ,  a n  e s s e n t i a l  
and  a p p r o p r i a s e  p a r t  O F  t h e  program, 

The m e a s u r e s  t inder t h e  program t o  c o n t a i n  

I n  1982,  t h e  f a l l  i n  r e s e r v e s ,  c o u p l e d  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 on 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  part i n  b r i n g i n g  abou 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  y e a r ,  
Mr. Taylor  c o n t i n u e d ,  a development  t h a t  m i s t  have  c o n t r j 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 of  
c a p i t a l  i n f l o w  r e s t r l 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 t n t i e s  a b o u t  t h e  
exchange  ra te  appea red  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 eas t  t e m p o r a r i l y .  He n o t e d  t h e  s t a f f ' s  statement a t  t h e  b e g i n n i n g  of t h e  
m e e t i n g  t h a t  i n t e re s t  ra tes  had i n c r e a s e d  aga ln  toward t h e  end of 1982, 
a d i q 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  i n t e r e r ;  t r a t e  movements 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  moires t o  s t r e n g t h e n  t h e  C e n t r a l  Rank's 
Lnf luence  o v e r  market rates. 
r a t e s  w t t h  f l e x i b i l i t y  and care ,  i f  inore 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  i n c e n t t v s s  were t o  be e s t a b l i s h e d  i n  t h e  economy. 

It would be n e c e s s a r y  t o  manage i n t e r i s t  

Commenting on t h e  e x t e r n a l  d e b t  s i t u a t i o n ,  Mr. T a y l o r  n o t e d  t h a t  - 
e x t e r n a l  i n d e b t e d n e s s  repa ined  h i g h .  The  a u t h o r i t i e s  s h o u l d  encourage  
h i g h e r  nondebt c r e a t i n g  i n f l o w s  ~ and  t-hey s h o u l d  t a k r  a pruden t  approach  
t o  ex te rna l .  borrowing. I n  chat 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  o f  one t o  t e n  y e a r s '  m a t u r i t y  w a s  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  debt was r e l a t i v e l y  moderatie, h i s  a u t h o r i t i e s  
remained conce rned  i n  general  a b o u t  t h e  a b s e n c e  of a q w n t i t a t i v e  s h o r t -  
term l l r n i t  t o  comykrnent t h e  medlum-term l i m i t s  i n  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  on t o t a l  p a r a s t a t a l  
debt from all sources would p r o b a b l y  c a p t u r e  much oE the short-term 
f nf lows .) 

Ne cou ld  s u p p o r t  t h e  reques t unde r  t h e  compensa tory  f i n a n c i n g  facFl- 
it]/, Mr. Taylor: s c a r e d .  The re levant  c r i t e r i a  had been s a t i s f i e d ,  a n d  
a l t h o u g h  t h e r e  was scope f o r  d i f f e r i n g  views abou t  w o r l d  c o p p e r  p r i c e s ,  
he  b e l i e v e d  that: t h e  s taf  f p s  p r o j e c t i o n s  n f  c ~ p p e c  e x p o r t  e a r n i n g s  were  
r e a 5 o n a b l e .  Li-ke a the r  speake'rs, h e  would h a v e  p refer red  a m o r e  e x p l i c i t  
t r e a t m e n t  i n  EBS/82/228 o f  the d e g r e e  t o  wh.ich t h e  s h o r t f a l l .  had been 
outsl.de t h e  a u t h o r i t i e s '  co 'n t ro l .  His a u t h o r i t i e s  b e l i e v e d  t h a t  de te r -  
m i n e d  p o l i c y  s t e p s  were bei.ng t a k e n  to  r e c t i f y  t h e  C h L I e a n  economy's 
ecoaomic  problems o n  t h e  basis o f  the F u n d ' s  advice .  They a l s o  b e l i e v e d  
tha t :  t h o s e  QrOblWUS h a d  t o  a. g r e a t  e x t e n t  b e e n  t h e  result of recession fn 
C h i l e  '8 aa j o r  e x t e r n a l  m a r k e t s ,  afid t h e y  no ted  t h a t  demand management 
pol. icics had  been  prudent: over  t h e  y e a r s .  'in l i g h t  of  those f a c . t o r s ,  Fund 
a r ; s i s t a n c e  was certainly m e r i t e d ,  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 Chi le .  

?fro J o y c e  rem:irked t - h a t  t h e  ChL!ea;l economy had beeti  q u h j e c f  t o  
cons ide rab le  s t r e s ses  o v e r  t k e  p r r v i o r i s  decade .  T h e  severe f i n a n c i a l  
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c r i s i s  e x p e r i e n c e d  i n  t h e  e a r l y  1970s had  had a major impact  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  I 7asure  of  s u c c e s s .  However, s i n c e  mid-1981, 
economic developments  i n  C h i l e  had b e e n  worr isome.  As t h e  s t a f f  p o i n t e d  
o u t ,  t h o s e  r e c e n t  d i € € i c u l t i e s  c o u l d  I n  large measure  be a t t r i b i i t e d  t o ,  
€ i r s t ,  t b e  worldwide economic slowdown; s e c o n d ,  t h e  Cec 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 n d ,  
t h i r d ,  t h e  d e c l i n e  i n  c a p i t a l  i n f l o w s  t h a t  had m a i n t a i n e d  the peso a t  a n  
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 l n e  i n  C h i l e ' s  i n t e r n a t i o n a l  
carnpe t i t t v e n e s s .  However, d e v e l o p m e n t s  also r e f l e c t e d  economic p o l i c i e s  
pursued  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 ,  and  i n  some c a s e s  impeded,  
t h e  r e q u i r e d  ad J u s t m e n t .  T h e  a t t e m p t  t o  r e s t o r e  i n t e r n a t i o n a l  compet i -  
t iveriess t h r o u g h  demand a n d  wage r e s t r a i n t  p o l i c i e s  a lone  had not been  
e n t i r e l y  s u c c e s s f u l ;  i t  had c r e a t e d  i t s  own problems,  e s p e c i a l l y  i n  the 
p r iva t e  sector. D e c i s i v e  p o l i c y  improvements  were c lear ly  r e q u i r e d ,  a n d  
some i m p o r t a n t  s t e p s  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  t h e  e x c h a n g e  r a t e  measures .  

The most immedia te  problem f a c i n g  t h e  a u t h o r i t i e s  was t h e  m a s s i v e  
n e t  r e d u c t i o n  of f o r e i g n  d e b t  by t h e  p r i v a t e  s e c t o r ,  M r .  Joyce c o n t i n u e d .  
In v iew o f  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  shown by i n t e r n a t i o n a l  b a n k e r s ,  and  t he  large number of b u s i n e s s  
f a i l u r e s  i n  C h i 1 7  i n  1982, i t  was essent ia l  t h a t  t h e  C h i l e a n  a u t h o r i t f e s  
took t h e  measures 6 c e s s a r y  t o  restore i n t e r n a t i o n a . 1  conf  Fdence. In t h a t  
r e g a r d ,  t h e  normal  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  took  on  a n  added s i g n i f i -  
c a n c e ;  he hoped 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  would not  h e s i t a t e  c o  k e e p  
t he  Fund i t i f i r m p d  rind t o  c o n s u l t  quickly i f  i t  a p p e a r e d  . t h a t  the events  
were n o t  go ing  i l ~  well  as e x p e c t e d  a n d  c h a t  a d d i t i o n a l  measures might  b e  
c a l l e d  f o r .  We p a r t i c u l a r l y  welcomed Mr. Donoso's assurance t h a t  t h e  
a u t h o r i t i e s  s t o o d  r e a d y  t o  a p p l y  correcrive measures  i f  t h e  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 n o t  f u l f i l l e d .  The progrsm i t s e l f  provided 
a c o n s i s t e n t  s e t  of p o l i c i e s  t h a t  i:ould iiriderpin t h e  r e q u i r e d  economic 
recovery .  Be agreed  br9adl.y w i t h  t h e  t h r u s t  of t h e  s t a . f f  ' s  a n a l y s i s ,  
and he supported e a c h  o f  t h e  proposed d e c i s i o n s .  

Commenting o n  f i s c a l  p o l i c y ,  M r .  Joyce welcomed t h e  Government ' s  
determtnation t o  reduce the  p u b l i c  S e C t O K  d e f 1 . c i l  t o  less t h a n  2 p e r  c e n t  
O E  GDP i n  1983. TradPtionally, t h e  C h i l e a n  a u t h o r f t i e : j  had prac:t i c e d  
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  deficit w a s  e x p e c r e d  to  
be e i i r n i n a t s d  by 1984, f o r  which f i rmer  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  acd  capitnl. e x p e n d i t u r e s ,  i n  p a r t i c u l a r  on :he p u b l i c  wzge b i l l .  
H e  noted that .  i t  was pl.arined t o  hold pub l fc ,  s e c t o r  wage increases be1 .o~  
t h e  l e v e l  o f  i n f l a t i o n  in 1983. However, rhe s t a f f  d i d  not i n d i c a t e  hou 
f a r  the a u t h o r - i t i e s  e x p e c t e d  t h a t  t h e y   COLI^^ go toward of f s e t t t n g  t h e  
r a t h e r  large i n c r e a s e  i n  real. wages t h a t  had o c c u r r e d  in 1982. F u r t h e r -  
inare, the a u t h a r i t i e s  p l a n n e d  not  o n l y  t o  cont inue cxfsttng c?inpl.aVrnc?:.rt 
programs h u t  a l s o  t o  i n i t i a t e  ttew ones. Given the  h i g h  level o€ u n e a p l o y -  
rnent i n  Chile, h e  c o u l d  a p p r e c i a t e  w h y  c h e y  f e l t  o b l i g e d  t.o take iileasur<i:.s 
e o  l . i m ! &  t h e  ! ; a r c i s h i p s  of  t h e  C u r r e n t  r i tcessian,  b u t  h e  hoped  t h a t  t h o s e  
e x p e n d i c u r e s  c o u l d  be u n d e r t a k e n  u i i h i n  t h e  t a r g e t  l e v e l s 7 ,  since the  
s t a f f  w a s  c ~ r r e c t  i n  L d e n t l f y L n g  r e d u c t i o n s  i n  t h e  p u b l i c  s e c t o r  d e f 1 c . i  t 



as a major ele!nent I n  t h e  p rogram ' s  derndnd managemcnr: e f f o r t s .  'rie a g r e e d  
w i t h  t h e  d e c i s i o n  t o  m o n i t o r  and c o n t r o l  the s i z e  of t h e  p t i b l i c  d e f i c i t :  
t h rough  s e t t l i n g  performance c r i t e r i a  on total .  na t iona l  Lndeb tedness  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  d e b t  of the  nonf f n a n c i a l  p u b l i c  
sector. 

In SM/82/160, Mr. Joyce n o t e d ,  t h e  sLaff ind ica t c?d  t h a t  r e a l  wages 
had increased a t  an a v e r a g e  y f  more t:mn 10 p e r  cenr  a ' y e a r  between 1978 
and 1981, presumb1.y a ra te  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 
cleor  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 h e r e f o r e ,  t h e  d e c i s i a n  of t h e  a u t h o r i t i e s  in J u n e  1982 to a b o l i s h  wage 
Lndexat ion ,  i n  p a r t i c u l a r  t o  a b o l i s h  t h e  sys tem of rnzkfng a n  i n i t i a l  wage 
9.ffer ir c o l l e c t 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  compensa te  
automatical ly  f o r  p a s t  i n f l a t i o n .  However, t h e  s t a f f  a p p e a r e d  L O  i F , > l y  
i n  a fooLr?nte on page 15 of E R S / 8 2 / 2 2 7  t h a t  t h e  a l i t h o r i t i e s  were c o n s i d e r -  
i n g  the e s t a b l i s h m e n t  o f  a n o m i n a l  wage f l o o r  t h a t  would  be l i n k e d  t o  
t h e  real  wages of the p r e t * i o u s  c o l l e c t i v e .  b a r g a i n i n g  pe . r iod .  H e  i n v i t e d  
t h e  s t a f f  t o  co.9rnent f u r t h e r  on hog t h e  s y s t e m  migh t  work  i n  p r a c t i c e ,  
s i n c e  i t  appeared t h a t  S U C ?  a p o l i c y  c o u l d  l i m i c  t h e  maneuverab%l . i ty  of 
t h e  a u t h o r i t i e s  i n  a d j u s t i n g  r e a l  Gages. The s t a f f  had n o t  p r o v i d e d  
much  ita on r e c e n t  . t r e n d s  i n  wage settlemerits, and f u r t h e r  i n f o r m a t i o n  
would Se welcome. For  example ,  what  was t h e  Tmpl i c t i t i on  of t h e  statement 
on page 1 5  of EBS/S2;227 t h a t  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  
CantractSs was t o  be lowcted t o  che real  l e v e l  of J u l y  i979? Did  t h a t  
mean t h a t  t h e r e  had been, o r  t h a t  there  would  be, a s i g n i f i c a n t  weakening  
I n  wage deinands? 

The auihorities a p p e a r e d  t o  be t a ' k ing  r h e  a p p r o p r t a t e  measures to 
c o n r a i n  t h e  expansim of central. bank n e t  c r e d i t ,  Mr. J o y c e  c o n s i d e r e d .  
H e  noted t h a t  t h e  Central Rank d:id n o t  i n t e n d  t o  provi .de  n e t  c r e d i t  t o  
t h e  prtbllc.  sec tor  i n  .1983 an? tha t .  t h e  monetary program f o r  1983 was 
regarded as  c o n v l v t e n t  with t h e  h a l v i n g  of 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  
i t  was e n v i s a g e d  chat, there w u l d  be a fu r th2 r  d e c l i i i e  i n  n e t  t n t e r n a -  
t i a n a l  reserves. Howe-:er, t h e  s i t u k i t i o n  in the commercial banking  s e c t o r  
was worrisome. T h e  o v e r e x t e n s i o n  o f  t h e  commercial  b a n k i n g  s y s t e m  I.n 
recent  years had r e su? . t ed  in 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  some b a n k s  
i n  1982. 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  Rank.; i n  l a t e  
,1981 t o  s r rengthen  t h e  system of p r u d e n t i a l  c o n t r o l s  o n  t h e  l o a n  portEo-- 
Lias of  ef:e banks w e r e  welcome, b u t  i t  was n o t  c l e a r  whether those  new 
measures w e r ~  consistent, or v h e t h e r  t h e  s t a f f  c o n s i d e r e d  them s u f f i c i e n t .  
T h e  p o l i c y  introduced by t h e  Ccanrra? 3ank i n  Ju1.y 1382 CL, p u r c h a s e  t h e  
"bad loan" p o r t f o l i o s  of f i n a n c i a l  i n s t i t u t i o n s  ami t o  a l l o w  t-hem t o  

t o  have received o n l y  c o n d i . c i o n a l  s u p p o r t  ?ram the s t a f f .  'rie agreeti 
wiCh t h e  staff's v i w d  t h a t  t h e  policy tiad t o  be " temporary  ar:d s t r i c t l y  
circumscribed,  tie it, was noc c l e a r  whettier t h e  measures were seen by 
the a u r h a r i t i c s  as p u r e i y  t e m p ~ r a - ~ ; ~  or whether  the f i n a n c i a  t ins ti. tutions 
themselves were c x p e c t t n g  that t h e y  would be ab ie  :o write o f f  ."bud I.oans" 
I n  t h e  f u t u r e .  He i n v i t e 2  the  s t a f f  r)r M r .  Donoso to cornment o n  t h a r  
pa io t :  1 

, + L i t e  - *- o f f  t h e  uncoLlested p o r t F o n s  o f  tile l o a n s  o v e r  t e n  years  a p p e a r e d  

I .  * 
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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 more 
F l e x i b l e  exchange  r a t e  v a s  welcome, M r .  J o y c e  wen:: on. A s  a r e s u l t ,  
there had a l r e a d y  been  a s u b s t t n t i a l  d e p r e c i a t i o n  of t h e  peso. T h e  
present p o l i c y  o €  m a i n t a i n i n g  t h e  rea l  e x t e r n a l .  v a l u e  of t h e  p e s o  wou ld ,  
i f  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 b a s i s  f o r  t h e  r e q u i r e d  b a l a n c e  of 
payments a d j u s t m e n t .  However, h e  was conce rned  a b o u t  the 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 i  d e b t  s e . r v i c e  payments.  
Given the c u r r e n t  env i ronmen t  of h i g h  d e b t  s e r v i c e  burdens  € 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  from t h e  reces- 
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  s u c h  m e a s u r e s  t o  a l l e v i a t e  the impact  of the exchange  
ra te  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 multiple c u r r e n c y  p r a c t i c e  couLd 
pose  an i m p o r t a n t  d r a i n  on government  r e s e r v e s .  He welcomed t h e  i n c l u s i o n  
i n  t h e  per formance  c ' r i t e r i a  of 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 m a t i a n  
i n  EBS/82 /227  r e g a r d i n g  how e l i m i n a t i o n  w a s  t o  be b rough t  a b o u t ;  he  
wondered whe the 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  o f  
payments a p p e a r e d  o p t i m i s t i c ,  Mr. Joyce s t a t e d .  The i n c r e a s e  of 1 7  per 
c e n t  i n  t he  v a l u e  of e x p o r t s  w a s  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  w h e t h e r  t h e  5 p e r  
cent decline i n  i m p o r t s  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  1982 
w a s  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  f 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  
inElow of nore  t h a n  $1 b i l l i o n ,  of w n i c h  $654  m i l l i o n  was e x p e c t e d  to 
enter  through 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  6 3  per Cent 
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 -  
n e s s  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  i n  
C h i l e .  Was t h e r e  a n y  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  f 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 ,  
Mr. J o y c e  o b s e r v e d .  The  t empora ry  shortfalls 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 i n f o r m a t i o n  on  t h a t  a rea  would have  been welcome. His 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 .  They commended c h e  C h i l e a n  a u t h o r i t i e s  
fo 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. They 
were conce rned  a b o u t  the i m p o r t a n c e  of r e s t o r i n g  c o n f i d e n c e  i n  i n t e r n a -  
tional marke t s  a n d ,  t h e r e f o r e ,  t hey  were  conce rned  a b o u t  t h e  c a p i t a l  
inf low p r o j e c t f o n s  and a b o u t  t h e  realism of  t h e  t r a d e  t a r g e t s .  

Nr. El-Khour i  commented t h a t ,  d u r i n g  che second  h a l f  of the i 9 7 O s ,  
the Chil i .an a u t h o r i t i e s  had followed economic p o l i c i e s  t ha t  had r e s u l t e d  
f 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  of 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 i s e n  t o  
d s u s t a i n e d  h i g h  l e v e i ,  employment had i n c r e a s e d  r a p i d l y ,  d n d  t h e  'oalanc? 
of payments had  moved i n t o  s u r p l u s .  I n  1982,  h o w e v e r ,  t h e  e C O r i U m : i ' S  p c r f o r -  
mince had d e t e r i o r a r e d  r a p i d l y ,  p a r t l y  ,?s a resulL o f  c x t e r n a l  d e v r l o p r n e n t s .  



- 2 5  - 

The d e t e r i o r a t i o n  i n  C h i l e ' s  terms of t r a d e ,  a s  well as t h e  e x c e 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  Lates, had  had a s i g n i € i c s n t l y  a d v e r s e  e f f e c t  
on t h e  economy. T h o s e  f a c t o r s ,  t o g e t h e r  w i t h  c e r t a i n  domesc ic  m a l a d 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.) a n  i n t e n s i f i c a t i o n  of i n f l z i -  
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  l o s s  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 taken 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  a n d  d o m e s t i c  i m b a l a n c e s  Mr. E L-Khouri c o n t i n u e d .  
W h i l e  some of t h o s e  m e a s u r e s  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 f f 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 e n g t h e n i n g .  
The 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  arrangement 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 

set  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  c h a n g i n g  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  o h j e c -  
t i v e s  of t h e  s t a b i l i z a t i o n  program. The re fo re ,  he s u p p o r t e d  t h e  r e q u e s t  
f o r  t h e  s tand-by  arrangement. 

T a b l e  4 of At tachment  3 of E B S / 8 2 / 2 2 7  s e t  o u t  t h e  c e i l i f i g s  on t h e  
n e t  d o m e s t i c  assets  of t h e  C e n t r a l  Bank, Mr. El-Khouri  no ted .  The cei l i , . rgs  
were s p e c i f l e d  over  the d u r a t i o n  0 2  the q u a r t e r s .  What W ~ C  the  d i f F e r e n c e  
between t h a t  s p e c i f i c a t i o n  and one I n  which the 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 ,  wha t  were t h e  i m p l i c a t i 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 e v a n t  co 
o t h e r  pragrams, but  t h e y  a p p e a r e d  t o  be p a r t i c u l a r l y  r e l e v a n t  i n  C h i l e ' s  
case b e c a u s e  of t h e  p r o m p t n e s s  w i t h  which monetary d a t a  were b e i n g  r epor t ed  
t o  t h e  Fund.  

The requesL 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  m e t  all the 
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  t h a t  some D i r e c t o r s  had r a i s e d  r e g a r d l n g  the  
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 e v i s i o n s  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  a n d  demand. 
Were t h e  r e v i s i o n s  made i n  t h e  c o n c e x t  of t h e  World Economic Oiit louk 
e x e r c i s e  o r  simp1.y on a n  ad hoc  b a s i s ?  I t  appea red  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 f o r  d i f f e r e n t  c o u n t r i e s ,  dependj-ng 011 t h e  
t i m i n g  of reques ts  f o r  purchases  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 ,  

M r .  Polak  s t a t e d  t h a t  t h e  o p e n i n g  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 f e s  i n  EBS/82 /227  Set  the t o n e  f o r  much o f  
t h e  Board's consideration of Chi le ' s  request. A L 1  D i r e c t o r s  would agree 
c h a t  t h e  f i r s t  s e n t e n c e  was t h e  starting poii-it of t h e  d i s c u s s i o n :  "The 
deep r e c e s s i o n  and t h e  f i n a n c i a l .  c r i s i s  i n  C h i l e  have a d v e r s e l y  a f  fccred  
c o n f i d e n c e  a t  hame, a s  well .as a b r o a d ,  i n  t h e  a u t h o c i t . i o s '  a b l l i . t y  t o  
macisge t h e  economy." T h e  second s e n t e n c e  carrectLy s t a t e d  t h a t :  "The 
1iimediat.e aim of t h e  f i n a n c i a l  p rogram i s  t.o se t  out: a c o n s i s t e n t  set Q E  
p o l i c i e s  des igned ,  t o  r e g a i n  confideficcl  and s e t  t h e  basis f o r  e c o n o m i . ~  
r e c o v e r y .  . . e " '  T h e  p'rogram was c l e a r l y  addressed t o  t h a t  go;!:., ~ n d ,  
t h e r e f o r e ,  t h e  Fund s h o u l d  s u p p o r t  i t ,  However ,  the t h i r d  sentence was 
less encouraging:  " T h e  fFnancia1 program b u i  I t  upon the b a s  I C  econcmic 
s t r a t e g y  of t h e  C h i l e a n  Government:  i , e o ,  t o  proniorr a d j u s t m e n t  and 



economic  g rowth  by r e l y i n g  on marke t  f o r c e s  a n d  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  see of economic o b j e c t i v e s ,  
b u t  of t h e  a l t e r n L t i v e  p u r s u i t  of o n e  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  
u b j e c t i . v e s  of economic  pol . icy.  A s  a c o n s e q u e n c e ,  t h e r e  were ~ ~ t l n y  f e a t u r e s  
of C h i l e ' s  basic economic s t r a t e g y  t h a t  d i d  n o t  i n s p i r e  c o n f i d e n c e ,  e v e n  
a l l o w l n g  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 had 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 ,  w h i c h ,  i n  
c o n j u n c t i o n  w i  r h  t h e  exchange  ra te  p o l i c y ,  had c o n s i s t e n e l y  produced  h i g h  
real i n t e r e s t  ra tes  i n  C h i l e ,  Mr. Polak c o n t i n u e d ,  The s t a f f  i n d i c a t e d  
cha t  rates had been i n  excess  of 25 p e r  c e n t  a year t h r o u g h o u t  198.1 and 
most of 1982. Those  h i g h  rea l  i n t e r e s t  ra tes  c r e a t e d  t h e  need f o r  con- 
t r o l s  on c a p i t a l  i n f l o w s ,  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 c h  of 
t h e  C h i l e a n  a u t h o r i t i e s .  T h a t  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 L t  had c o n s i d e r e d  t h e  s t a f f  p a p e r  
' " I n t e r e s t  Rats 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 "  (SPi/82/213, 1 1 / 1 2 / 8 2  1. 
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  I 

a p p l i c a b l e  t o  C h i l e ,  h e  c o u l d  n o t  accept  f u l l y  what t h e  s t a f f  s t a t e d  on 
page 22 of EBS/82/227, 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 he  a u t h o r i -  
~ F e s '  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  a l l o w  - f r e e  i n t e r e s t  rates 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 promote g rowth  In d o m e s t i c  s a v i n g s . "  

_- 
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 

impact  on d o m e s t i c  s a v i n g s ,  Mr. Pollak n o t e d .  But n e i t h e r  had t h e r e  been 
an  e f f i c i e n t  a l l o c a t i o n  of c r e d i t  flows. T h e  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  
with t h e  exchange  sate, had r e s u l t e d  i n  a r e d u c t t o n  I n  real  d o m e s t i c  
e x p e n d i t u r e  of 20  per c e n t ,  a c c o r d i n g  t o  Mr. Donoso's s t a t e m e n t .  It: had  
a l s o  produced  s h a r p  increases i n  t h e  a l r e a d y  h i g h  unemployment l e v e l  i n  
C h i l e .  

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  o f  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  t o  f r e e  m r k e t  f o r c e s ,  Mr. P o l a k  o b s e r v e d ,  b u t  
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  as ,  
c a p i t a l  i n f l o w s ,  and a l s o  t h e  wage i n d e x a t i o n  s y s t e m ,  which had  c a u s e d  R 

s h a r p  i n c r e a s e  i n  real  wages.  The abandonment of  t h a t  ays t em was welcome, 
but C h f 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  statement: 
t h a t  ". ..wage p o l i c i e s . .  . " - - spec i f ica l ly  e n d o r s e d  by t h e  staLf l a t e r  i n  
t:he p a p e r -  " . . .have been  a d o p t e d  w i t h  a view to e n s u r i n g  t h a t  t h e  g a i n s  
i n  een~is  of t he  economy's c o m p e t i t i v e n e s s  will be maximized." T h a t  
s t a t e m r n t  suggested t h a t  real wages would be  mlnimized .  

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  f o r c e s ,  Mr. P o l a k  w e n t  o n ,  C h i L e  
tiad p r a c t i c e d  a f i x e d  exchange  r a t e  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  
c h e  fact t h a t  i t  hsd  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 z v i n g  p roduced  a n  e f f e c t i v e  a p p r e c i a t i o n  of  a s  much as  
30 per  c e n t .  The new p o l i c y  o b j e c t i v e s  were unc iep - r ,  and  the stafE made 
c o n f l i c t i n g  s t a t e m e n t s  a b o u t  them. T n  t h e  s e c t i o n  on wages,  t h e  s t a f f  
s t a t e d  that: " T h e s e  a c t i o n s  in t h e  wage f i e l d  are i n t e n d e d  t o  sustain 
t h e  rea l  d e p r e c i a t i o n  of t h e  peso."  I n  t h e  n e x t  p a r a g r a p h ,  d e a l i n g  w i t h  



- 27 - 

external s e c t o r  p o l i c i e s ,  t he  exchange  r a t e  managevieat p o l i c y  o f  t n e  
a u t h o r i t i s s  was d e s c r i b e d  aR " t o  m a i n t a i n  t h e  r ea l  value of t h e  peso over 
L i m e .  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  value of t h e  peso"  i n c o r -  
r e c t l y :  i t  was a mn.asure 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 F  
presumably  meant t o  r e f e r  t o  t h e  real e f f e c t i v e  exchange  r a t e .  Even s o ,  
t h e r e  remained a c o n f l i c t  between 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 r i o n  and 
t h e  ma in tenance  of t h e  r e a l  e f f e c t i v e  ra te .  

I t  . 

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 t h e  most 
i n t e r e s t i n g  c o n c l u s i o n  o f  t h e  s t a f f  a p p r a i s a l  was contained i n  the l a s t  
p a r a g r a p h  O R  page 2 1 ,  Mr. P o l a k  c o n s i d e r e d .  Commecting on f u t u r e  r e l a -  
t i o n s  berween -the Fund and C h i l e ,  t h e  s t a f f  s r 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  provisions f o r  c o n s u l t a c i o n s  u n d e r  
t h e  s tand-by  a r r angemen t . .  .." 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  stafE 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 ~ e : ? t  c i rcum-  
s t a n c e s .  The  s t a f f  had  c o r r e c t l y  emphas ized  che  need € o r  c l o s e  consuLta -  
tions t o  ensure tha t :  p o l i c y  c h a n g e s ,  o r  the c o n f i r m a t i o n  of e x i 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 t h e  s tand-by  a r r a n g e m e n t .  
He urged t h e  s t a f f ,  in the c o u r s e  of c a n s u l t a t L o u s ,  t o  rake fu1.L a c c o u n t  
of t h e  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  or! 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 .  He s u p p o r t e d  t h e  r e q u e s t  under  t h e  coiupensa- 
t o r y  f i n a n c i n g  f a c i l i t y .  

M r .  Zhang s t a t e d  t h a t  h e  s u p p o r t e d  each  of t h e  proposed  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  he 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  
s t and-by  program was comprehens ive ,  t h e  ' 7vernment of C h i l e  i n t e n d e d  t o  
reduce i ts  budget d e i i . c i t s ,  and i t  planrl,d t o  take strong action on c h e  
wages f r o n t .  

The  s t a f f  representative from t h e  Wes te rn  t iemisphere Department 
o b s e r v e d  t h a t  the p r e f e r e n t i a l  exchange  r a t e  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 c i t i p l e  c u r r e n c y  p r a c t i c e  as w e l l  as a burden  on 
inonetary p o l i c y .  T h e  i m p a c t  of  t h e  measure on the monetary  progran 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 development t h a t  a number af 
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  as  so3n as p o s s i b l e ,  a view with which t h e  s t a f f  
agreed .  T h e r e  was a t e n d e n c y  2 o r  t h e  o f f i c i a l  r a t e  a n d  t h e  p r e f e r e n t i a l  
r a t e  t o  conve rge  s i n c e  t h e  o f f i c 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 ,  l e s s  an a l lowance- -1  per cent  p e r  month--for w o r l d  
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  ra te  moved F n  a c c o r d a n c e  w i t h  
p a s t  i r i f l a t i o n ,  O K ,  f a s t e r  than t h e  o f f i c i a l  rate.  Under t h e  p r e v e n t  
system, however,  t h c  two r a t e s  would no t  converge u n t i l  abour  t h e  end of 
1984. N e v e r t h e l e s s ,  the a u t h o r i t i e s  had  commit ted  themse lves  t o  elimi- 
n a t i n g  t h e  s y s t e n  by the e n d  of  1983, T h e r e f o r e ,  a~ saine p o i n t  i n  1983, 
t h e r e  would have  t o  be e i t h e r  a n  a c c e l e r a t i o n  o f  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  r a t e  cr t h e  e l i m i n ; t i o n  of  t h e  sys t em,  w i t h  
che  s u b s i d y  p a i d  by ano the r  method, i f  t h e  a u t h o r i t i e s  wished t o  r e c 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  of t h e  tax s y s t e m ,  
as s e v e r a l  D i r e c t o r s  had s u g g e s t e d .  
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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  Chile's r e c e s s i o n ,  t h e  s t a f f  r e p r ~ -  
s e n t a t i v e  n o t e d ,  had  been t f ; 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 i a t i o n  f o r  a l rnos t  t h r e e  y e a r s .  W i t h  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 n ,  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. In a d d i t i o n ,  t h e  C h i l e a n  
economy was an open  one, and 9 0 t h  t h e  e x p o r t  s e c t o r  a n d  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  r e a 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  
~ 2 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  t w o  y e a r s ,  i n f l a t i o n  had been  a b o u t  30 p e r  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., b u t  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  a n d  
i n t o  1982. I n  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  I n  t h e  economy, d e s p i t e  t h e  c r e d i t  expansiG, ,  by 
the C e n t r a l  Bank t o  meet 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  banking i n s t i -  
t l t t i o n s .  Month-to-month changes i n  real i n t e r e s t  ra tes  had  beer- 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 an ex post 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 ? p a r e  month-to-month s h a r p  changes  
i n  the ra te  of i n f l a t i o n .  

The increase i n  r e a l  i n t e r e s t  ra tes  i n  t h e  l as t  months of 1952 had 
been a n e c e s s a r y  consequence  of t h e  need  t o  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 i o n  i n  1982 had been  e x c e s s i v e ;  
t h e  pr2gram 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  0. - . ~ l l d  be a t t a i n e d  a n 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 the p o s s i b i l i t y  of a n  economic r rp turn  and o n  t h e i r  g o a l  of 
r e d u c i n g  t h e  r a t e  of  unemployment f u r t h e r ,  b u t  t hey  u n d e r s t o o d ,  c o r r e c t l y ,  
c h a t  t h e  immedia te  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 d 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  s t e m  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 ,  d o m e s t i c  
i n t e r e s t  r a t e s  would h a v e  t o  r i se .  Because  oE t h e i r  c o n c e r n ,  however ,  
t hey  had begun t o  u s e  t h e  r e d i s c o u n t  r a t e  a s - a n  i n d i c a t o r  t o  h e l p  a v o i d  
" o v e r s h o o t  i ng " o f i n t ere s t r a t  e s . 

T h e  c r i 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 €  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 thz h igh  f o r e i g n  i n d e b t e d n e s s  of 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  on  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 o €  f i x e d  exchange  ra tes ,  on t h e  e x p e c t a t i o n  
t h a t  t h e  s y s t e m  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  f o r e i g n  e a r n i n g s  had b e e n  f a c e d  w i t h  a n  i n c r e a s e  i n  
d e b t  s e r v i c e  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.  Thus ,  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  
z x p o s u r e  i n  d o l l a r s  expla.inec! t o  a l a r g e  e x t e n t  why many f i n a n c i a l  iilsti- 
t . u r i o n s  had been f a c e d  w i t h  nonpe r fo rmtng  assets .  D i r e c t o r s  had  gene ra l1 .y  
a g r e e d  w i t h  t h e  measures t a k e n  by the a u t h o r i t i e s  t c  d e a l  w i t h  t h e  s i t u a -  
t i o n ,  i n c l u d i n g  the w r i t e - o f f ,  o v e r  a t e n - y e a r  p e r i o d ,  of the "bad l o a n "  
p o r t f o l i o s .  T h e  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  measure 
i n  both L i m e  and coverage.  



The q u e s t i o n  w h e t h e r  t he  meesures were s n f f . i c i e n t  t o  r e s t o r e  t h e  
h e a 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  w h e t h e r  r u r t h e r  measures w o i i l d  be 
needed ,  was nor 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 ! i t a r i . v e  commented. 
A t  t h e  moment, t h e  program assumed t h a t  no i1dditionaL l a r g e - s c a l e  € inancLng 
would be necessary 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 .  Tha t  
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  element of r i s k .  T h e  a u c h o r i t  les were 
p r e p a r e d  t o  meet t h e  s h o r t - t e r m  I f - q u i d i t y  problems o f  banks i n  d i f f i c u l -  
t i es  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. 
if :he p rob lems  remained  l i m i t e d ,  t h e y  c o u l d  brr hand led .  If a € i n a n c i a 1  
i n s t i t u t i o n  ran i n t o  d i f f i c u l t i e s  i n  1983,  the Cenr ra f  Hank coul.,d p r o v i d e  
I . i q u f 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  t h e  sa le  of a C e n t r a l  
Bank iris t rument  t o  t h e  market; a l r c r n a t i v e l y ,  i t  c o u l d  i . l e n t i F y  those 
r i n a n c i a l  I.nstJ.tt.it1ons r e c e i v i n g  ri g r e a t e r  par t  of t h e  r e € l o v ,  and  i t  c o u l d  
make a p p r o p r i a t e  a r raEgernents  w i t h  t h o s e  i n s t i t u t i o n s .  A number of a l t e r -  
n a t i v e s  were tinder c o n s i d e r a t i o n  by t h e  C h i l e a n  au tno r i t i e s ,  

The ' s t a f f  a g r e e d  t h a t  

?. 

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 l o w  f o r  a number o f  
years,  t h e  s t a f f  r e p r e s e n t a t i v e  n o t e d .  I n  t h e  early 1970s, private s a c t o 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 hey  had t u r n e d  p o s i t i v e - -  
amount ing  t o  abou t  3 p e r  c e n t  of GDP i n  1980. N e v e r t h e l e s s ,  t h e  r a t e  of  
p r i v a t e  sav ings  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 ree  
i n t e r e s t  r a t e s  had o f f e r e d  the saver a h i g h  r a t e  o f  r e t u r n .  l'he suhjecr  
had been d i s c u s s e d  i n  C h i l e  f o r  a .number o f  y e a r s  a n d - t h e  explanatLon 
had been couched i n  terms o f  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 p e r i o d ,  and i t  had been 
expec, ted 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 :  t h e  permanent inco lut  
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  consumpt t an  
p a t t e r n  a t  t h a t  h i g h  l eve 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 .  T h e  argument went on  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 t he  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  w o u l d  be 
some t ime b e f o r e  h i g h  ra tes  of g rowth  would  r e t u r n ,  t h a t  income would 
grow more slowly, and t h a t  t h e r e  wou ld ,  t h e r e f o r e ,  be a t endency  tfi 
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  s a v e  at: 8 h i g h e r  r a t e , ,  
I n  a d d i t i o n ,  t h e  p o l i c y  ixleacures t h a t  had been t a k e n  wouId tend t o  sh. t 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 ec to r s  of the  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  s a v e .  

c 1 -  3uiiie had  ask.ed w h z t  advantages  t h e  p r e s e n t  exchange r a t e  s y s t e m ,  3. 

c r a w l i n g  peg l i n k e d  t o  t h e  d i E f e r e n c e  be tween dornesric and wor ld  inflation, 
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  o f  c u r r e n c 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  observed.  A case c o u l d  be made f o r  L ink i  i\g t h e  exchange 
ra te  t c  t h e  U.S. d o l l a r ,  s i n c e  most of Chi.le*s t r a d e  W P S  denominated  I n  
d o l l a r s ,  o r  t o  a b a s k e t  of c u r r e n c i e s .  T h e  p r a c t i c a l  i : l i fCe,rences between 
t h e  present sys t em and  a l i n k  t o  a c u r r e n c y  ha.skot: wez-2  n o t  g r e a t .  r h e  
i m p o r t a n t  p o i n t  stressed by 3ir o r s ,  with wiiich t h e  s t r i f f  agreed,  was 
t h a t  t h e  a u t h o r i t i e s  s h o u l d  m a i n t a i n  f l - e x i b i l l t y .  The p r e s e n t  system 
was 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  t h e  b e s t ,  and the s t a f f  ha\? 
strongly urged the authorities r?ot t o  l e n g t h e n  t h e  announcement  o f  t h e  
gt1ar.antee.s u n d e r l y i n g  t h e  s y s  tern beyond t h e  p r e s e n t  :;ix-moI?th p e r i o d .  

." 



Commenting 03 t h e  balance of paymen t s ,  the  s t a f f  r e p r e s e n t a t i v e  r toced  
chat irnpcjrts were e x p e c t e d  t o  d e c l i n e  f u r t h e r  i n  1983, but  3y a moderate 
amount compared t o  t h e  Yharp c o n t r a c t i o n  c h a t  had o c c u r r e d  i n  1982. One 
D i r e c t o r  had a sked  i.f s u c h  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 u p t u r n  
i n  rea l  a c t i v i t y .  P a r t  of t h e  e x p l a n a t i o n  l a y  i n  t h e  change i n  t h e  
exchange  ra te ;  t h e  r a t e  had moved i n  f a v o r  of d o m e s t i c  p r o d u c t i o n  arid 
against i m p o r t s .  I f  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  y r o s e d  co r recz t  I 

t h e r e  would be a tendericy t o  r e d u c e  speo.ding, p a r t  of which wou1.d be i n  
t h e  form of less e x p e n d i t u r e  on i m p o r t s .  

The s t a f f  a l s o  e x p e c t e d  a m o d e r a t e  u p t u r l i  i n  exports  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  went on.  Copper ,  a c c o u n t i n g  f 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  m a r g i n a l l y  i n  
volume, w h i l e  i t s  p r i c e  had been  p ro jeccec i  t o  a v e r a g e  7 5  cents p e i  pound 
on t h e  London H e t a i  Exchange  (LMF,) i n  1983. D i f f e r e n t  v iews  had been  
e x p r e s s e d  conci.-riiin.g w h e t h e r  t h e  p r o j e c t i o n  was t oo  h l g h  or  t o o  Iov; 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 c e  o€ 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 cen t s  p e r  pound LicfE. 
Thus ,  t h e  s t a f f  p r o j e c t i o n  of 75 c e n t s  per  pound c o u l d  be c o n s i d e r e d  
cons e rva t ive . 

A n o t h e r  f a c t o 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 r h e  
exchange  r a t e  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 t € i c a n t l y  a f f e c t e d  
by t h e  d e c l i n e  i n  C h i l e ' s  c o m p e t i t i v e n e s s  o v e r  t h e  prev ious  two o r  t h r e e  
y e a r s :  f o o d ,  v e g e t a b l e s ,  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  ions  c h a t  t 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 .  In 
t h e  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  r e c o v e r  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  d r e s u l t  o f  
n o n c o m p e t i t i v e a e s s .  The  i n d u s t r y  was w e l l  e s t a b l l s h e d ,  and i t  used  inodcrn 
a n d  e f f i c i e n t  machinery .  On t h e  s e r v i c e  s i d e  of the c u r r e n t  a c c o u n t ,  t h e  
s t a f F  had based i t s  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. 
pr ime  ra te  of 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  t o  be h i g h ;  i f  t h e  
pr ime r a t e  a v e r a g e d  11 p e r  c e n t  i n  1983, Chile's c u r r e n t  a c c o u n t  wo i i ld  
improve by about S l ~ i O - l S O  m i l l i o n  as a r e s u l t  of l ower  i n t e r e s t  payments .  

C a p i t a l  flows c o u l d  be c o n s i d e r e d  i n  t h r e e  c a t e g o r i e s ,  t h e  staff 
r e p r e s e n t a t i v e  s u g g e s t e d ,  namely ,  di.rect i c v e s t m e n r ,  f i n a n c i a l  f l ows  t o  
t h e  p r i v a t e  s e c t o r ,  a n d  E i n a n c i a l  f l o w s  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  L983 t h a n  i n  1.982, a b o u t  
$4.50 i n i l l i o n  compared w i t h  $480 m i l l i o n .  1 . c  s h o u l d  b e  no ted  t h a t  b o t h  
amounts  w e r e  l a r g e  cornpared w i t h  t h e  two o r  t h r e e  p r e c e d i n g  years. P a r t  
of t h e  f lows arose from R number of  l a r g e  p r o j e c t s  .Ln t h e  min ing  s e c t o r  
t h a t  had been s t a r t e d  i o  1982 a n d  were e x p e c t e d  t o  c;on.tinue a t  about  t h e  
5ame l e v e l  i n  1.983. A n o t h e r  par t  was e x p e c t e d  t o  be i n  the form o f  
c a p i t a l  c o n t r i b u t i o n s  by f o r e i g n  banks t h a t  had  a n  i n t e r e s t  i n  f i n a n c i a l  
i n s t i t u t i o n s  i n  C h i l e .  The  t o t a l  of n e t  € . i n a n c i a 1  f l o w s ,  b o t h  p u b l i c  
a n d  p r i v a t e ,  was e x p e c t e d  t o  be a b o u t  $660 m i l l i o n ,  of which $200 million 
was e x p e c t e d  t o  go t o  t h e  p r i v a t e  s e c t o r .  However, abou t  $150 million 
of  t h a t  amount: was to  be borrowed by a commerc ia l  bank  t h a t  was p u b l i c l y  
owned, a n d  t h a t  i n f l o w  c o u l d  be consid.erec! pub:Lic  s e c t o r  borrowiiig.  T h e  



o t h e r  $50 m i l l i o n  was expec ted  t o  a r i s e  from a r e t u r n  t o  a more normal 
pat tc r r i  of t r ade  t i n a n c i o g .  Thus, the s t a f f  expec ted  on?.! a modest new 
i n f l o w  I n t o  the Ctzil.ean private 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 h e  nonf i n a n c i a 1  p u b l i c  s e c t o r  was cqtlal 
t o  t h e  d e f i c i t  of t h a t  s e c r o r ' a s s u m e d  i n  t h e  progrard, t h e  s t a f f  repre- 
s e n t a t i v e  not-ed. However, i t  was not n e c e s s a r y  t h a t  t h o s e  t i ic t  a:uounts 
c o i n c i d e .  If t h e  p r i v a t e  s e c t o r  was ab le  t u  borrow m c e  t h a n  t h e  e x p e c t e d  
amaunt, t h e n  t h e  p u b l i c  sec t& c o u l d  borrow less  and t h e  program r e q u i r e -  
ments would still be satisfied. The Dreakdown of t h e  t o t a l  $660 m i l l i o i l  
of c a p i t a l  i n f l o w s  was based 9.p t h e  s t a f f ' s  best  judgment of what  v a s  
Lik.el.y t o  happen  i n  1983. As . l o r  t h e  r e a s o n a b l e n e s s  of  t h e  a s s u m p t i o n s ,  
i t  was worth n o t i n g  that, i n  December 1982, when w o r l d  market  c o n d i t i o n s  
had  been d i f f i c u l t  f o r  any Lat.in American c o u n t r y ,  C h i l e  had been ab le  
to obtain a $300 m i l l i o n  l o a n  f o r  one. of i t s  p u b l i c  companies.  I n  f a c t ,  
t h e  Loan had been o v e . r s u b s c r ' i b e d ,  amoun t ing  e v e n t u a l l y  t o  $31.5 million; 
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  terms, 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  go0.d c r e d i t  r a t i n g  t h a t  i t  might  e x p e c t  t o  o b t a i n  
t h e  amount of f i n a n c i n g  necded i n  1983, 

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  pressure 03 wages 
i i i  1983, t h e  s t a f f  r e p r e s e n t a t i v e  continued. The s t a f f  noted t h a t ,  
because o f  t h e  h i g h  r a t e  o f  unemployment,  wage demands i n  r e c e n t  months 
had been limited. The 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  e m p h a s i s  
was b e i n g  placed on employment s t a ' h i l i t y  r a t h e r  t h a n  on l a r g e  nominal  
wage increases. I n  t h e  p u b l i c  s z c t o r ,  i t  was expec ted  t h a t  employees 
of  t h e  C e n t r a l  Government would receive a n  i o c r e a s e  of ab'out 10--.12 per 
cent  i n  t h e  middle  of 1983, a l t h o u g h  a f i n a l  f i g u r e  had no t  y e t  been  
dec ided .  

- 

The c o n s i s t e n c y  ,af the C h i l e a n  a u t h o r i t i e s '  s t r a t e g y  had been ques- 

Th; s t a f f  d i d  not  b e l i e v e  t h a t  t h e  marke t  orientation 
t i o n e d  by Mi. FoLak, t h e  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 
Department  no ted .  
of  t h e  a u t h o r i t i e s '  s k r a t e g y  had caused t h e  recess ion  o r  t h e  f i n a n c i a l  
problems t h a t  C h i l e  das e x p e r i e n c i n g .  I n d e e d ,  i t  c o u l d  be a r g u e d  tha t  
i n a d e q u a t e  implementation of t h e  s t r a t e g y  had r e s u l t e d  i n  a c e r t a i n  
i n c o n s i s t e n c y  i n  p a l i ' c i e s ,  a s  i n  t h e  i n d e x a t i o n  of wages and t h e  fixing 
of  t h e  exchange  rate: Bo th  t.hose fundamen ta l  p o l i c y  a r e a s  b2d been 
a d j u s t e d  a p p r o p r i a t d y ;  thus, i t :  was w o r t h  emphas iz ing  that .It was n o t  
t h e  s t r a t e g y  p e r  se  t h a t  h a d . b e e n  i n c o r r e c t  b u t  t h e  manner: i n  which i t  
had been, a t  times, implernenred. 

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  R e l a t i o n s  
Department n o t e d  t h a t  toile D i r e c t o r  had r e f e r r e d ,  i n  passing, t o  che i s s u e  
of s h o r t - t e r m  borrowing. Tbe s t a f f  was p r e p a r i n g  a reporz o n  t h e  general  
i s s u e  of s h o r t - t e r m  i n d e b t e d n e s s  i n  which s h o r t - t e r m  d e b t  q u e s t i o n s  w o u I d  
be discussed ,  Aaot t ler  Dire&tor had asked a b o u t  the i m p l i c a t i o n s  of t h e  
c e i l i n g s  on n e t  domesttc assets .  The  normal pracirlce was t o  f o r m u l a t e  
those  c e i l i n g s  e i c h e r  i n  terms of s t o c k s  o u t s t a n d i n g  a t  t h e  end of t h e  
s t a t e d  p e r i o d ,  o r  in cerms of c u m u l ~ a t i v e  changes  i n  t h e  s t o c k  over  t h e  
p e r i o d .  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  L R  t e r m s  of s t o c k s  ZL 

$. 



t h e  end of t h e  p e r i o d .  T h e  i m p l i c a t i o n  was that, when a c o u n t r y  requested 
a d rawing ,  t h e  c e i l i n g  had t o  be observed on t h e  basis of t i l e  I a t e s r  
available data, I€ 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 recen t  
d a t e ,  t h e  drawing could  not  be made. However, i f  a t  a l a t e r  s t a g e  w i t h i 3  
t h e  q u a r t e r ,  n e t  doiner;tf.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 i i g ,  and  
i f  a l l  t h e  o the r  c r i t e r i a  we're b e i n g  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  a t  t h a t  p o i n t .  

A number of D i r e c t o r J  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 
t h e  c o n s u l t a t i o n  c lause i n  t h e  s t a f f  a p p r a i s a l ,  t h e  s t a f f  r e p r e s e n t a r i v e  
cont inued.  The p a r t i c u l a r  a t t e n t i o n  drawn t a  t h e  c o n s u l t a t i o n  c lause 
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  a p p r o a c h  c o u l d  be a p p l i e d  more 
g e n e r a l l y .  L i k e  r ev tew cl.auses, c o n s u l t a t i o n  c l a u s e s  were a necessary 
supplement t o  t h e  q u a n t l t a t i u e  p e r f o r m a n c e  c r i r 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 n 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 per fo rming  as e x p e c t e d .  I f  t h e  economy was not  performing as e x p e c t e d  
and t h e  c r i t e r i a  were not  m e t ,  the c o u n t r y  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 ead  t o  c o n s u l t a t i o n  t o  d e t e r m i n e  the r e a s o n  
€ o r  the Lack of  p e r f o r m a n c e  as measured  by t h e  q u a n t i t a t i v e  c r i t e r i a .  
It might  be  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 ause  had become a s t a n d a r d  
f e a t u r e  of t h e  F u n d ' s  a r r a n g e m e n t s  w i t h  members, t o  which no particular 
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 h e  c lause  acqui red  
t h e  ro l e  and s c o p e  t h a t  t h e  staff s o u g h t  f o r  it i n  t h e  p r - s e n t  c a s e ,  
much would be done  t o  avoid t h e  i m p r e s s i o n  t h a t  t h e  Fund ' s  programs had 
become t o o  r i g i d  and p r e c i s e .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  R e s e a r c h  Depar tment ,  commenting o n  
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 ,  s a i d  t h a t  some D i r e c c o r v  had 
s u g g e s t e d  t h a t  the  s ta f f  c o u l d  have  dea l t  m r e  e x p l i c i t l y  w i t h  t h e  e f fec t  
o f  t h e  exchange  r a t e  on t h e  c a l c u l a t i o n  of the e x p o r t  s h o . r t € 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 had  a p a r t i c u l a r l y  a d v e r s e  impacr 
on two sec . to r s :  wood and  t h e  g r o u p  of commodities r e f e r r e d  t o  a s  " o r h c r  
e x p o r t s . "  O n  page 11 of EBS/82/228, t h e  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 o f  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 . l o n  
and  by t h e  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 t n d i r e c t  re fe rence  t o  t h e  e f E e c t s  of t t . e  o v e r v a l u a t i o n  of t h e  exchange 
r a t e  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 a i n t e d  
out t h a t  C h i l e  h a d  l o s t  market s h a r e s  i n  t h e  s h o r t f a l l .  y e a r .  H o w e v e r ,  
the s t a f f  tiad ncx r 2 f e r . r e d  t o  t h e  r o l e  o f  t h e  exchange r a t e  rrxpLicic:ly 
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  its couunenrs i n  c h a t  s e c t i o n  
t o  t h e  facc t h a t  t h e  s h o r t f a l l  was overwhe lming ly  rel.at.ed t o  p r i ce  deve.1- 
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 o f  E B S / 8 2 / 2 2 8 ,  
che s t a f f  had i n d i c a t e d  t h a t  t h e  volume of expor t s  o f  major co inmodi t les ,  
a c c o u n t i n g  fo r  more t h a n  7 0  p e r  cent of e x p o r t s ,  had Increased by 12  per 
cent  i n  the  s h o r t f a l l  y e a r ,  whereas p r i c e s  f o r  that group of c.ommodi.cies 
had f a l l e n  by 8 per cent .  The group reEercod  t o  a s  " o t h e r  e x p o r t s "  W A S  

no t  i n c l u d e d  % n  Table  4 ,  b u t ,  a s  n o t e d ,  t h e  s t a E f  had i w n t i o n e d  t h e  
adverse e f f e c t s  of the a p p r e c i a t i o n  of t h e  exchaage rz re  as a f ac to r  i n  
t h e  shortfa:Li f o r  t h o s e  e x p o r t s .  



One D f r a c t o r  had a.sk*-d abuui; t h e  f r e q u e n c y  w i t h  w h i c h  p r i c e  
pro jec t ions  idere made by t h e  s t a f f ,  t h e  s t a f f  representative eoiitirtued. 
Projections were made f o r  each paper on a request € o r  c.ompensatory 
Elaancing. T h e  sts ,f€ t ook  into a c c o u n t  t h e  most receni i n f o r m a t i o n  on 
market dcvelapaents, as well  as projectfans =de  i n  connect Lori w i t h  the 
World E C O ~ Q ~ C  Outioak and p r o j e c t i o n s  made by e c n i ~ o m i s t ~  i i 1  o the r  i n s t i -  
TuCions, parricular1 .y  in the World Bank. T h e  market p r i c e s  were rheri 
r e l a t ed  E O  t h e  export unir values of t h e  pa r t  Icil.Lar c o u n t r y  unde r  c o a s i d -  
e r a t i o n ;  t h e r e  c o u l d  be s u b s t a n t t a l  var i .a t i ,ons  between changes  i n  market 
prices  and changes i n  u n i t  v a l u e s ,  depeyiding on t.he pa r t i cu la r  circum- 
s tances .  

T h e  p r o j e c t i o n s  f o r  C h i l e  had been made i n  X\laven;ber 1982 whe:i t h e  
iJon.don Metal Exchange p r i c e  of coppe t - - to  take the most i m p o r t a n t  e x p o r t  
comnodity--had been  6 5 . 5  c e n t s  per 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 pro jec t ions  f o r  t h e  12 months t o  Septernber 1983 suggested a 
pr ice  a b o u t  t h e  same as t h a t  which 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 HenLsphere  Department had ment ioned  w i t h  reference t o  caleqdar  
year 1980; abou t  7 5  c e n t s  pet- pound. S i n c e  t h e  cime t h a t  t h e  p ro j ecc i .ons  . 

had been made, the  p r i c e  had moved up from 65 cen t s  p e r  p o u n d  t o  71 c e n t s  
per paund i n  da . i l y  t r a d i n g .  It would  be I.ncorrect; t o  USE! one day ' s  trading 
a8 3 justification, b u t  it i nd ica t ed  t h a t .  raarket p r i ces  were  moving i n  
Khe d i r e c t i o n  o f  t h e  pro$ecti .on macle i n  November I982 f a r  t h e  1 2  months 
t o  September 1983. Recent p r o j e c t i o n s  o f  coziper prices made o u t s i d e   he 
Fund were more o p t i m i s t i c  Chan t h o s e  made b:j t h e  s t a f f ,  p r i m a r i l y  because 
the staff had learned from exper ' ience t o  e l r e K C i S e  c a u t i o n  i n  j u d g i n g  the 
prospects  f o r  a n  u p t u r n  i n  t h e  w o r l d  economy. 

-_ 

A Direc tor  had wondered why the balance of payments d a t a  i n  
EBS/82/227--rhe p a p e r  on r h e  Articie I V  consultation arid s t e n d - b y  r e q u e s t - -  
were p r e s e n t e d  i n .  t e rms  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 R.esearch D e p a r t m e n f  o b s e r v e d ,  whereas i n  ERS/82/228--the paper o n  the 
compensatory € i n a n c i n e  f a c i l i t y  t e q u e s t - - t h e  balarice or' p3.ymenCs d a t a  were 
exp.ressed i n  terms o €  S U K s .  In EUSf82 j228 ,  a l l  ca.lcuLat i.ans were expressed 
t n  SDRs;  i t  was s tandard  p r a c t i c e  t o  do  E O  f o r  papers compensatory 
f i n a n c i n g .  The  b a l a n c e  of p a y m e n t s  data  used  i n  EBS/82!228 w e r e  c o n s i s t e n t  
with, a n d  i n  f a c t  w e r e  based u p o n  t h e  dat:j u s e d  i n  t h e  s t a n d - b y  paper. 
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Mr. Zhang asked  WhetheK the  s t a f f  might  comment F u r t h e r  on t h e  reasons 
fur the s e v e r i t y  of the  r e c e s s i o n  in C h i l e  compared with  o the r  c o u n r r l e s .  
The s t a f f  r e p r e s e n t a t i v e  had ment ioned  C h i l e ' s  l a r g e  expor t  s e c t o r ,  b u t  
that sector a c c o u n t e d  f o r  a b o u t  only 18 per cent o f  W, n o t  a n  u n u s s a l l y  
large p r o p o r t i o n .  The  volume of e x p o r t s  i n  1981 and 1982 had been  a b o u t  
t h e  oame 8 s  t n  1979 i n  d o l l a r  ternis. 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 income i n  C h i l e  i n  r e c e n t  years':' If so ,  
what had been the  impact  on s a v i n g s ?  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 ainong u p p e r  income g r o u p s  i n  C h i l e  had been  h igh .  Thus ,  i t  was 
a n  open question w h e t h e r  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 savings. 

The stilff r e p r e s e n t a t i v e  f rom t h e  Wes te rn  Hemisphere Depar tment  
r e p l i e d  t h a t  t h e  o p e n n e s s  of  t h e  economy depended on b o t h  e s p o r t s  and  
imports.  In t h e  p 'e r iod  of t h e  f i x e d  exchange  r a t e ,  when C h i l e  had been  
a b l e  t o  o b t a i n  a great d e a l  of 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 ,  as  a r e s u l t ,  t h e  d o m e s t i c  i n d u s t r y  had been  s l o w l y  
p r i c e d  o u t  of t h e  marker .  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  expor t  i n d u s t r i e s .  I n v e s t m e n t  had ,  i n  
f a c t ,  d e c l i n e d  s h a r p l y  i n  1982,  as  i n d i c a t e d  i n  T a b l e  8 of E B S / 8 2 / 2 2 7 .  
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 COP i n  1 9 8 1  to 
15.4 per c e n t  i n  1982, t h e  d e c l i n e  b e i n g  p a r t i c u l a r l y  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 the 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  
from t h e  Western  Hemisphere Depar tment  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 economic  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  growth of nomina l  wages d u r i n g  the p e r i o d  of t h e  
f lxed exchange ra te  € n d i c a t e d  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 t f t  o €  
income toward t h e  wage-ea rn ing  s e c t o r  a t  t h a t  time. T h a t  s h i f t  had 
been  i n s t r u m e n t a l  i n  making the. 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 
l a r g e  r i se  i n  i m p o r t s  and ,  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  in 
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  1980 
and 1981 had amounted t o  a b o u t  100 p e r  c e n t  i.n nominal t e r m s ,  e x p r e s s e d  
i n  pesos. However, b e c a u s e  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  increase in 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  i m p a c t  
on p r i ces  t h a t  might  have  been e x p e c t e d  f rom the i m p a c t  of t h e  f i x e d  
exchange  r a t e  on i m p o r t  p r i ces  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 of  
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 b e n e f i -  
c i a l  e f f e c t  for  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. D a l l a r a  thanked  t h e  s t a f f  f o r  the a d d i t i o n a l  i n f o r m a t i o n  t h a c  I t  
had p r o v i d e d  concerning t h e  b a s i s  f o r  t h e  1982 capital account projections. 
I t  would be h e l p f u l ,  i n  gene ra l . ,  i f  s u c h  i n f o r m a t i o n  c o u l d  be i n c l u d e d  i n  
the 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  in s u p p l e m e n t s ,  
accompa-nied, a s  a p p r o p r i a t e ,  by the caveat  r e q u i r e d  when dealing w i t h  
d e t a i l e d  c a p i t a l  account  p r o j e c t i o n s ,  The 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  
the r e c e n t  bo r rowing  e f f o r t s  by a n  of Eicial  government e n t i t y  was e n c o u r -  
aging, bur t h e  privace sector's debt situation :in 1983 remained u n c l e a r .  
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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 r a n d i n g  l e v e l s  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 L 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  
envi ronment  f o r  C h i l e ,  o r  t o  t h e  r e d u c t i o n  i n  t h e  r a t e  of growth of n e t  
central  bank 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  arid, t h e r e f o r e ,  c o u l d  
i r 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 r o b l e m  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 ?  

T h e  s t a f f  r e p r e s e n t a t i v e  from t h e  W e s t e r n  Hemisphere Department  com- 
mented t h a t ,  i n  o r d e 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  become t i g h t e r  and rea l  d o m e s t i c  
in te res t  rases would have  t o  r ise ,  a p r o c e s s  a l r e a d y  u n d e r  w a y ,  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 continuing i n  1983. I n  1982,  
p a r t i c u l a r l y  j n  t h e  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  w 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  1983 t h e r e  would be  t h a t  much 
less  of a n  overhang t o  be reduced .  U n t i l  December 20 ,  1982 ,  t h e  s u b s i d y  
had encouraged  t h e  rcpayment  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 ,  but  i t s  impact  a t  p r e s e n t  was l e s s  t h a n  i t  had been. H e  a g r e e d  
t h a t  t h e  i n t e r n a t i o n a l  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 .  Rut 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  was a l s o  i m p o r t a n t ,  s i n c e  t h e y  had l e a r n e d  t h e  
l e s s o n s  of 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 years. The program assumed 
t h a t  most of t h e  e x p e c t e d  r e s e r v e  loss  would o c c u r  i n  t h e  f i r s t  h a l f  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 n t e n t i o n  t o  t i g h t e n  
d o m e s t i c  c red i t  f u r t h e r  i f  t h a r  was what was r e q u i r e d  t o  c rea te  t h e  con- 
d i t i o n s  f o r  t h e  p r i v a t e  s e c t o r  t o  meet i t s  c r e d i t  needs  t h r o u g h  f o r e i g n  
financing. 

N r .  E l - K h o u r i  commented t h a t  i t  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 t o n  Ln t h e  m i d d l e  of 1983. 

The s t a f  f r e p r e s e n t a t i v e  f r o m  t h e  Exchange and T r a d e  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 ,  but  t h e  rev iew was n o t  
i t s e l f  a p e r f o r m a n c e  c lause  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  
se t  on a q c a r t e r l y  basis t h r o u g h o u t  t h e  year,  a n d  t h e r e  was 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 l t e r i a  and  a r e v i e w  as  per formance  c j 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 2  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 ,  a s  he had i n d i c a t e d  e a r l i e r ,  i t  
wou ld  be u s e f u l  i f  c o u n t r i e s  w e r e  t o  pay c l o s e r  a t t e n t i o n  c o  t h e  consul -  
t a t i o n  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  envi ronment  was 
u n c e r t a i n ,  o r  when a program w a s  n o t  working  o u t  as had been expected. 

Mr. Gomel r e c a l l e d  t h a t  Mr. L o v a t o  had  r a i s e d  t h e  q u e s t i o n  of t h e  
o u t l o o k  for  d o m e s t i c  demand i n  1983. The 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 i n  o r d e r  t o  i n c r e a s e  p roEi t s  a n d ,  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  8 needed i n c r e a s e  in 
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  r e m a i n  h i g h .  and t h e  f i n a n r i a l .  s t r u c t u r e  r jas 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 .  



The s t a i f  ceprescntae ive  from the 2ieotarn Hemisphere D e p < i r t t ~ e ~ i t  
s a i d  t h a t  both t h e  s t a f E  and t h e  a u t h o r i t i e s  e x p e c t e d  t h a t  t h e  u p t u r n  I n  
t h e  economy would  be slow. W i t h i n  the a u t h a r i t i e s '  s t r a t e g y ,  t h e  e x p o r t  
sector was i n t e n d e d  t o  be t h e  en,g[.ne o f  growth ,  b u t  performance i n  t h a t  
area would o b v i o u s l y  depend a g r e a t  deal. on deve lopmen t s  i n  t h e  w o r l d  
economy. A t  t h e  same time, the a u t h o r i t i e s  had p u t  t o g e e h e r  an ecoiiainfr 
p-rogram t h a t  t hey  b e l i e v e d  was c o n s i s t e n t  and  t h a t  would g i - ve  t h e  p r i v a t e  
s e c t o r  a measure  of confidence that t h e  economy would ' fmprove  i n  the 
f u t u r e .  Fiowever, i t  was w o r t h  r e i t e r a t i n g  t h a t  d o m e s t i c  consumem were 
not  e x p e c t e d  TO 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 A c t i n g  Chairman noted  t h a t  Pir. El-Khouri  had a sked  a b o u t  t h e  
meaning of t h e  n e t  domestic asset  c e i l i n g s  i n  t h e  stand-by a r r a n g e m e n t .  
I t  was i m p o r 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  t h o s e  c e i l i n g s .  
O n  page 3 5  o f  EBS/82/227, t h e  s ta f f  had referred t o  "the limit" ( s i n g u l a r )  
o n  t h e  iiet d o m e s t i c  assets  of t h e  C e n t r a l  Bank of C h i l e  d e s c r i b e d  i n  
T a b l e  4 of At tachment  1x1. However, i n  T a b l e  4 ,  t h e r e  were  f o u r  i.ndivt.d- 
u a l  c e i l i n g s ,  one  f o r  each q u a r t e r .  The s t a f f  r e p r e s e n t a t i v e  from. rhe 
Exchange and T r a d e  R e l a t i o n s  Depar tment  had i n d i c a t e d  t h a t ,  if t h e  ac-tual 
d a t a  came w i t h i n  t h e  ceiling values by t h e  end o f  t h e  p e r i o d ,  t h e  inember 
c a u l d  draw unde r  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  c e i l i n g  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  d rawing  unde r  rhe  
p r e s e n t  a r r angemen t  c o u l d  t a k e  p l a c e  on Nay 15, 1983; i t  would be j udged  
In l i g h t  o f  t h e  pe r fo rmance  c r i t e r i o n  on n e t  d o m e s t i c  a s s e t s  as  of March 31, 
1 9 8 3 ,  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  dornescic asset t e s t ,  
t h roughou t  t h e  e n t i r e  f i r s t  q u a r r e r ,  b u t  t h e  c e i l i n g  on  n e t  domestic a s s e t s  
i n  t h e  second q u a r t e r  had been exceeded  b y  the t i m e  of the second d r a w i n g ,  
f o r  example on A p r i l  30, 1983, what were t h e  implications? 

The s t a f f  r e p r e s e n r a t i v e  from t h e  Exchange and Trade  R e l a t i o n s  
Department r e p l i e d  t h a t ,  i n  those c i r c u m s t a n c e s ,  t h e  country c o u l d  riot 
draw. The ceilings were normally expressed '3n a quarrerly basis, a n d ,  a5 
long 3s t h e  c o u n t r y  o b s e r v e d  them for t h e  q u a r t e r  i n  q u e s t i o n ,  a l l  o t h e r  
t h i n g s  b e i r g  equal, i t  would be encLtLed t o  drdiu'* The n e t  domestic asset 
c e i l i n g ,  however,  had  t o  h a v e  been crbserved on t h e  basis of t h e  mose 
r e c e n t  d a t a  a v a i l a b l e  at t h e  t i m e  of r h e  r e q u e s t  f o r  the c o u n t r y  t o  he 
a b l e  t o  draw. I n  the A c t i n g  C h a t r m a n ' s  example ,  t h e  Dotit r e c e n t  dat'i 
a v a i l a b l e  i n d i c a t e d  t h a t  t he  second quarter c e i l i n g  had been exceeded  on 
A p r i l  3 0 ,  1983; t h e r e f o r e  t h e  c o u n t r y  could not  roake t h e  drawing. t l ~ w e v e r ,  
i f  l a t e r  i n f o r m a t i o n  became a v a i l a b l e  that: n e t  don;estlc a s s e t s  h a d  r e tu rned  
w t t h i n  t h e  c e i l i n g ,  and  a l l  t h e  o t h e r  performance c r i t e r i a  had c o n t i n u e d  
t o  be observed ,  r h e  c o u n t r y  became e n t i t l e d  t o  draw again. 

Mr. J o y c e  % o r d e r e d  what  w o u l d  happen  i f ,  oil May 15,  1983, a t  t h e  
tfrne of t h e  reqnes& f o r  a d r a w i n g ,  t h e  o n l y  figures a v a i l a b l e  were 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 t r y  had met t h e  per fu tmanct .  
c r - l t e r i a  € o r  t h e  f i r s t  q u a r t e r ;  b u t ,  a day o r  two l a t e r ,  dat .3  became 
available t o  show t h a t  t h e  c e i l i n g s  f o r  thG: second q u a r t e r  had beer] 
cxceeded. C o u l d  t h e  drawing, once  a u t h o r i z e d ,  be interr i . ipt .ed? 

The A c t i n g  Chairman s a i d  that i t  IJRS h i s  understandTng t h a t  drawings 
were :tot i n t e r r u p t e d  once i n s 1 : r u c t i i ~ n s  had heen  iseueui. 



The staff 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  R e  Lat icrns  
Department added t h a t  t h e  important p o i n t  was t h a t  the ce. i l . ing had  t o  be 
observed a t  a n y  g iven  p o i n t  i n  t i m e  whan  a drawing  was b e i n g  requestedo 
For purposes of the c e i l i n g  OII n e t  d o m e s t i c  assets ,  the end-of-quarter 
da t a  d lc?  n o t  have a n y  p a r t i c u l a r  s i g n i f i c a n c e  once t h , e  q u a r t e r  h a d  passed. 

PIr. Dorioso n o t e d  t h a t  a number of D i r e c t o r s  had cc?mented on tne 
problem of unemployment. The a u t h o r i t i e s  i n  C h i l e  had  t a k e n  nany i n i t f a -  
tLves t o  mitigate t h e  problem. For zxample,  a program had b e e n  s t a r t e d  
to create  jobs f o r  11)0,000 f a m i l y  heads; by O c t o b e r  1982, 70,000 p e r s o n s  
had been employed u n d e r  t h a t  program. S i n c e  March 1982, a s u b s i d y  had 
been 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  workers above t h e  number of 
employees u n d e r  contract on March 1. A f u r t h e r  s u b s i d y  was a v s i k a b l e  i f  
t h e  persons h i r e d  had been  w o r k i n g  i n  o the r  government - s u p p o r t e d  employ- 
ment programs. SubsFd ies  had a l s o  been g r a n t e d  t o  r e o p e n ,  o n  a t emporary  
basis, c e r t a i n  p l a n t s  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  w i t h  loca l -  
i z e d  unemployment, a n d  a s i m i l a r  program o p e r a t e d  i n  s ta te -owned for t l s t r ies ,  
Another  program, e x p e c t e d  t o  p r o v i d e  40,000 jobs jn 1983,  h a d  been set  up 
t o  m l i l d  s a n i t a r y  f a c i l i t i e s  i n  houses of low-income r e s i d e n t s .  

Those programs h a d  c o n t r i b u t e d  t o  t h e  r e d u c t i o n  i n  t h e  r a t e  o f  Iinern- 
ployment  chat had o c c u r r e d  in recent months,  Mr. Danoso c o n t i n u e d .  I n  
Santiago, i t  was e s t i m a t e d  t h a t  unemployment had been reduced by 3 . 5  per 
cenc,  a t  l e a s t  p a r t  of-which was t h e  r F y u l t  of d i r e c t  governmefir. a c t i o n .  
Thus,  t h e  authorities were making e v e r y  e f f o r t  t o  reduce unemployment 
w i t h i n  t h e  context of the 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  o rde r  t o  reduce t h e  c u r r e n t  a c c o u n t  d e f i c i t .  As t h e  s t a f f  
had pointed a u t ,  the f u n d a m e n t a l  c o n c e r n  w i t h  the  p r o b l e m  of unemployment, 
i n  conjunction w i r h  the  s c a r c i t y  of resources ,  had l e d  t h e  C h i l e a n  a u t h o r -  
l t i e s  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 o s i v e  p u b l i c  i n v e s t -  
ment p r o j e c t s .  

Commenting o n  the. f i n a n c i a l  s y s t e m ,  Mr. Uonoso no ted  t h a t  t h e  mcne- 
t a r y  a u t h o r i t i e s  had  i n t r o d u c e d  a new measure in rnid-L'?UZ, namely,  t h e  
a c q u i s i t i o n  by t h e  Cent ra!  Bank of the  p o r t f o l i o  of "bad loans" of t h e  
financial i n s t i t u t t o n s .  A rjpeclaf f e a t u r e  of t h e  new s y s t e m  was t h a t  
thocje f i n a r t c i a 1  i n s t i t u t i o n s  coope ra t ing  w i t h  t h e  C e n t r a l  Bank exchdnged 
t h e i r  "bad l o a n s "  f u r  bonds issued by t h e  C e n t r a l  Rank .  T h e  bonds h a d  
E O  be r e p u r c h a s e d  o v e r  t he  coming t e n  years a t  t h e  r a t e  of 5 per c e n t  
per semeeter. T h e  i n s t i t u t i o n s  remained  i n  a s o l f d  p o s i t i o n  i n  terms of 
a s s e t s  r e l a t i v e  t o  l i a b i l i t i e s ,  making i t  u n n e c e s s a r y  fo r  t h e  d e p o s i t o r s  
t i )  become concerned about their  d e p o s i t s ,  and t h e r e b y  avoid.; "8 l i c u i d i t y  
problems f o r  t h e  i n s t i t u t i o n s .  A t  t h e  same t i m e ,  n o  r e a l  change i n  t he  
ne t  asset  p o s i t i o n  o €  rile financial i n s t i t u t i o n s  was i n v q l u e d  s i n c e  chcy  
were comrcitted to r e p u r c h a s i n g  t h e  "bad Loaas." 'The had  been  t o  
a l l o w  those f i n a n c i a l  i n s t i t u t i o n s  f a c i n g  p rob lems  t o  cont inue  o p c r a t  ir!g 
u n t i l  ecmomic  rccovery allowed them t o  generate r r s u u r c e s .  

I; was a l s o  i m p o r t a n t  t h a t  t h e  a u t h o r t t i e s  h a d  sought:  ~ C J  a v o i d   he 
need f o r  ceo t ta i  bank c r e d i t  t o  cop2 w i t h  L i q u i d i t y  problems a r i s i n g  
from d e p o s i t o r s '  u n c e r t a i n t y ,  Mt-. Ut>nC>scj remarked.  t!i>k.ever, i t .  vouLd 
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s t i l l  be poss ib le  t o  close down a g i v e n  i n s t i t u t i o n ,  i f  necessa ry ,  but 
t o  do SO w i t h o u t  c a u s i n g  p rob lems  f o r  t h e  f i n a n c i a l  system as  a who le -  
It was true that  l i q u i d i t y  problems m i g h t  occur because of withdrawal of 
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  s u c h  a development  co111d l e a d  t o  
c r e d i t  e x p a n s i o n  above  t h e  ceilings e n v i s a g e d  i n  t h e  program, However, 
s u c h  e x p a n s i o n  s h o u l d  prove t o  be t e m p o r a r y ,  because  d e p o s t r 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  t h e  system. 

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  1983 
t o  c o v e r  t h e  e x p e c t e d  c u r r e n t  a c c o u n t  d e E i c i t  and reserve losses had been 
r a i s e d  in t h e  d i s c u s s i o n ,  M r .  Donoso o b s e r v e d .  It  was wor th  not ing,  t h a t  
t h e  n e t  c a p i t a l  o u t f l w  f rom the p r i v a t e  sector  i n  1982 had occurred a t  
a cime of enormous u n c e r t a i n t y  r e s u l t i n g  f rom changes i n  the exchange  r a t e  
a n d  f rom t h e  low ra te  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  o f  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 .  Thus ,  
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  the p r i v a t e  s e c t o r  t o  r e p l a c e  i t s  
€oreign d e b t  w i t h  d e b t  denomina ted  in p e s o s .  The s u b s e q u e n 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 .  r e s e r v e s  
had begun i o  r e c o v e r  by t h e  end of 1982.  I f  i n t e r e s t  rates remained  
p o s i t i v e ,  t h r o u g h  a n  a p p r o p r i a t e  c r e d i t  po l . icy ,  i t  s h o u l d  be p o s s i b l e  t o  
main tafn  t h e  l e v e l  of f o r e i g n  d e b t  o f  t h e  p r i v a t e  s e c t o r ,  It a p p e a r e d  
f e a s i b l e  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  t h r o u g h  
foreign i n v e s t m e n t  and t h r o u g h  t h e  use of f o r e i g n  r e s o u r c e s  by the p u b l i c  
f i n a n c i a l  s e c t o r  in the e v e n t  t h a t  there 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 t n g  f o r  t h e  p r i v a t e  sector. He s t r e s s e d  t h a t  his a u t h o r i t i e s  were 
c o n f i d e n t  t h a t  c a p i t a l  flows t o  t h e  p r i v a t e  s e c t o r  would o c c u r  a s  e x p e c t e d  
i n  t h e  program, g i v e n  t h e  e x p e c t e d  e f f e c t  of t h e i r  c r e d i t  p o l i c y .  

The m u l t i p l e  c u r r e n c y  p r a c t i c e  had  c l r e a d y  been modified as explained 
i n  t h e  s u p p l e m e n t a r y  i n fo rma t ion  p rov ided  by t h e  s t a f f ,  Mr. Donoso remarked  
The differential between t h e  o f f i c i a l  exchange ra te  and the p r e f e r e n t i a l  
ra te  w a s  being pa id  i n  bonds ra ther  t h a n  cash f o r  d e b t s  above $20,000. 
The monetary  a u t h o r i t i e s ’  control wver t h e  growth  o f  n e t  d o m e s t i c  assets  
w o u l d  thereby 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  s e r v i c e  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  on  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  the 
ex is tence  of the r a t e  w o u l d  no t  n e c e s s a r i l y  a f f e c t  che -_- n e t  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 .  Tha t  i n d e b t e d n e s s  would depend more on the 
comparison of t h e  c o s t s  of u s i n g  e x t e r n a l  o r  i n t e r n a l .  r e s o u r c e s .  Those 
c o s t s  were 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  ra te  p a i d  on  foreign loans. Such a c r e d i t  policy had e x i s t e d  €or some 
m o n t h s  i n  1982,  but  i t  had s i n c e  been  t i g h t e n e d ,  with a resulting i n c r e a s e  
i n  t h e  i n t e r n a l  ra te  o f  i n t e r e s t .  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  continue t he  new c r e d i t  p o l i c y  and t h e r e b y  t o  r e v e r s e  tho net  c a p i t a l  
outf lows 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 c i a 1  exchange rate. He 
erophasized t h a t  the l i m i t s  imposed on t h e  a c q u i s i t i o n  o f  f o r e i g n  c u r r e n c y  
f o r  i n v i s i b l e  t r a n s a c t i o n s  were t e m p o r a r y ,  and that  a l l  bona fide requests 
were b e j n g  honored  by t h e  C e n t r a l  Rank. 
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Th9  A c t i n g  Chairman made the f s l l o w i n g  siunming up: 

I n  c o n c l u d i n g  the Art ic le  IV c o n s u l t a t i o n  wtth C h i l e ,  
E x e c u t t v e  Directors g e n e r a l l y  expressed t h e i r  agreement  w i t h  
t h e  t h r u s t  o f  t h e  s t a f f  a p p r a i s z l ,  a n 2  c h e y  aDproved C h i l e ' s  
request fo r  t h e  u s e  of Fund resources.  

Directors noted L h a t  economic :or idi t ions i n  Chile i n  1982 
had been ex'irernely d i f f i c u l t .  The economy had e x p e r i e n c e d  a 
d e e p  r e c e s s i o n ,  the r a r e  of uaemploynent had been h i g b ,  t h e  
e x t e r n a l  s e c t o r  had been i n  s e v e r e  d i s e q i i i i i b r i u m ,  and conf  f d e n c e  
i n  rhe C h i l e 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  f o r  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  
o n  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  the 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  ' d e c i s i o n  
t o  d e a l  w f t h  the c o n s t r a i n t  i n  c l o s e  z o l l a b o r a t i o n  w i t h  t h e  Fund. 

The C h i l e a n  peso  h a d  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 h a d  been i n s t i t u t e d  w i t h  t h e  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  r e a l  e x t e r n a l  v a l u e  of t h e  peso  would be 
k e p t  a t  a r e a l i s t i c  l e v e l .  Wage indexal l ion  had been abandoned,  
and t h e  wage f l o o r  f o r  c o l l e c t i v e  barga in ing  had been lowered. 
D i r e c t o r s  s t r e s s e d  t h a t  those p o l i c i e s ,  even 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:  involve a s i g n i f i c a n t  r e d u c t i o n  i n  
househo ld  incomes i n  t h e  s h o r t  r u n ,  were fundamental- t o  res t o r i n g  
C h i l e ' s  c o m p e t i t i v e n e s s  and  to the  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  r e sumpt ion  of economic g rowth ,  and a consequen t  r e d u c t  ion 
i n  unemployment i n  due  c o u r s e .  

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  d r o p  
i n  t h e  world market p r i c e  oE c o p p e r  had r e su l t ed  i n  a d e c l i n e  
i n  f i s c a l  r evenues  and had l e d  tc  t h e  emergence o f  an o v e r a l l  
p u b l i c  sectol: d e f i c i t  i n  1932 f T r  t h e  f i r s t  time i n  s e v e r a l  
yea r s .  D i r e c t o r s  s c r o n g l y  comr.?uded t h e  a u t h o r i t i e s  €o r  t h e i r  
a c t i o n s  t o  l i m i t  t he  d e f i c i t  t o  a manageable s i z e  i n  1 4 8 2  a n d  
t o  r educe  i t  i n  1983 t o  1 .7  p e r  c e n t  of C D P ,  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  a n d  c a p i t a l  spending, t h e  a d o p t i o n  O F  
new t a x  measures, i n c r e a s e s  :In p u b l i c  s e c t o r  t a r i f f s ,  a n d  s a l e s  
of p u b l i c  s ec to r  assets .  

D i r e c t o r s  drew a t t e n t i o n  t o  t h e  measu res  t h a t  had been 
Laken t o  re-cstabiish c o n f i d e n c e  i n  t h e  d o m e s t i c  f i n a n c i a l  
sys t em,  and t h e y  emphas ized  t h e  impor t ance  a€ pruden t  c r e d i t  
inanagement if t h a t  o b j e c t i v e  was to  be e c h i e v e d .  D.irectoKS 
r e f e r r e d  w i t h  c o n c e r n  t o  t h e  h l g h  rate of  Central  Rank c r e d i t  
~ X ~ ~ R S ~ O R  i n  recent months ,  and  many o b s e r v e d  t h a t  t h e  e f f e c t i v e -  
iless 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  
i m p l i c i t  i n  t h e  e x i s t i n g  p r e f e r e n t i  aP exchange  ra te  f o r  e x t e r n a l  
d e b t  s e r v i c e  payments.  They ~ i e l c o r n ~ ~ d  t h e  t i g h t e n i n g  of c r e d i t  
expans fon  artd t h e  r n o d i f i c a r i o n s  of t h e  p r e f e r e n t i a l  exchange ra te  
Ln a way w h i c h  f a c i l i t a t e s  m o n e t a r y  con t ro l .  They  encouraged  t h e  



a u t h o r i t i e s  t o  e l i rn . tna t r  t h e  s y s t e m  a l t o g e t h e r  i n  o r d e r  t o  
a v o i d  r e d u c t i o n s  i n  t h e  p r i v z t e  sec tor ' s  f o r e i g n  d e b t  and t h e  
c o n s e q u e n t  l o s s  of fore ign  reserves, Directors 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 r e n t i o n  to  c o n t i n u e  allowing i n t e r e s t  r a t e s  t o  
be 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 u e n c e  t h e  t r e n d  of  marke t  ra tes  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 .  
C h i l e ' s  u n d e r t a k i n g  to strengtl-ten t h e  s u p e r v i s i o n  of  the o p e r a -  
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 the a u t h o r i t i e s  € o r  the 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  loris and the  r e d u c t  ion arid m a i n t e n a n c e  of impor t  d u t i e s  
t o  a uni form 10 p e r  c e n t  had been  ma jo r  f a c t o r s  i n  t h e  a t t a i n m e n t  
of h igh  economic growth  rates i n  t h e  second h a l f  of t h e  1970s and, 
together 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, 
t h o s e  p o l i c i e s  s h o u l d  a i d  i n  t h e  r e s u m p t i o n  of economic g rowth .  
They s t r o n g l y  e n c o u r a g e d  t h e  a u t h o r i t i e s  t o  m a i n t a i n  and  e n s u r e  
the n e c e s s a r y  f l e x i b i l i t y  i n  exchange  r a t e  p o l i c y  during the 
p e r i o d  of s t a b i l i z a t i o n  arid t r a n s i t i o n  i n  t h e  C h i l e a n  economy. 

Given t h e  climate of uncertainty i n  t n t e r n a t i o n a l  f i n a n c i a l  
marke t s  and  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  - 
stressed 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  s h o u l d  s t a n d  r e a d y  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  
r a rge t  and t o  restore c o n f i d e n c e .  I n  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  whe the r  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  
i n f l o w s  i n  1983 would be a t t a i n a b l e .  They, t he re fo re ,  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  unde r  
t h e  s tand-by  arrangement 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: 

The decisions were: 

Exchange Measures S u b j e c t  t o  Ar t ic le  VI11 
_l__l____ 

1. The Fund t a k e s  t h i s  d e c i s i o n  r e l a t i n g  t o  Chile's exchange 
measures  s u b j e c t  t o  A r t i c l e  V I I I ,  S e r t i o n s  2 and 3 ,  i n  t h e  l i g h t  
of t h e  1982  A r t i c l e  IV c o n s u l t a t i o n  w i t h  Chile c o n c l u d e d  u n d e r  
D e c i s i o n  No. 5 3 9 % - ( 7 7 / 6 3 ) ,  a d o p t e d  A p r i l  2 9 ,  L977 ( S u r v e i l l a n c e  
over Exchange Rare  Policies), 

2. C h i l e  m a i n t a i n s  a mul t  Lple c u r r e n c y  p r a c t i c e  a r i s i n g  frcm 
t h e  mafnrenance  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  
payments  f o r  p r i v a t e  s e c t o r  debt  c o n t r a c t e d  before  August 6 ,  1982, 
and  maintains an exchange  r e s t r t c t i o n  arising from t h e  l i m i t a t i o n s  
p h c e d  on t h e  sale o f  f o r e i g n  exchange  f 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  v i e w  of t h e  t e m p o r a r y  
n a t u r e  of these m e z s u r e s ,  r h e  Fund g ran t s  a p p r o v a l  for t h e i r  
r e t e n t i o n  u n t i l  n o t  l a t e r  t h a n  December 31 ,  1983. 

Stand-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 years  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  the s t a n d - b y  a r r angemen t  a t t a c h e d  
t o  EBS /82/227. 

3. The Fund wa ives  the l i m i t a t i o n  i n  A r t i c l e  V ,  
S e c t i o n  3 ( b ) ( i i i )  of t h e  A r t i c l e s  of Agreement. 

D e c i s i o n  No. 7298-(83/8), adop ted  
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 Financing F a c i l i t y  
_I- l___ll 

1. The Fund has  r e c e i v e d  a r e q u e s t  Erom t h e  Government  o f  
Chile  f o r  a purchase  of SDX 295 million under t h e  D e c i s i o n  on 
Compensatory F i n a n c i n g  of Expor t  F l u c t u a t i o n s  ( E x e c u t i v e  Board 
Decis ion No. 6 2 2 4 - ( 7 9 / 1 3 5 ) ,  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  
req u e s  t . 

D e c i s i o n  No. 7299-(83/8) ,  adop ted  
J a n u a r y  10, 1.983 

DECISIONS TAXEN SINCE PREVIOUS BOARD MEETING 

The f o l l o w i n g  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  Board w i t h o u t  
m e e t i n g  i n  t h e  p e r i o d  be tween EBM/83/7 (1/7/83) and  EBM/83/8 (1/10/83) .  

2. CABLE EOOM - SHIFT WORK 

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  se t  f o r t h  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 .  EXECUTI"JE BOARD TRAVEL 

Travel by Executive Directors  as s e t  f o r t h  in EBAP/83/6 (1/6/83), 
EBAP/83/7 (1/6/83), a n d  EBAP/83/9 (1/7/83) is approved. 

APPROVED: June 20, 1983 

LEO V.Al;c' HOUTVEN 
Secretary 
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Tab1.e 1. Chi le :  Summary Accoun t s  of t h e  C e n t r a l  Bank 

(In billions of  Chilean pesos)  _ _ _ -  I/ 

198.1  146.1 121.. 4 130.2 1 2 1 . 9  137.4 -- -- "19.9 -- Ne i I n t c  rna t  i o  n a l  res e rves  

D e p o s i t s  r e l a t e d  t o  b a l a n c e  
o f  paymen t s  s u p p o r t  loans 40.7 --- l O " 2  -- -- - - -. -- 9 .5  10 .2  _- -- - 

Net domes t i c  as s e t s  

I'leii I um- and long-term 
Foreign l i a b i  I I t  l e s  

- 1 3 2 . 8  -107.6 -61.3 - 2 3 . 1  -28.0 -21.4 -6 .0  - - 

45.6 .--- 4 2 . 9  46.0 45.8 -- _ - -  43.5 -- 44 D 3 
_I- 

35.2 

I.:ahf L i t i e s  t o  t h e  private 
45.0 -- s e c t o r  51.9 46.2 41.2 46 .0  46.0 44.5 -- 

O f  w h i c h :  
Cur rency  i ssue ( 4 3 . 6 )  ( 3 7 . 4 )  ( 3 k . 7 )  (39.1) (39.1) (36.9) ( . . . I  

Menorapdurn . I tems:  .- 

Net international reserves 
l ess  d e p o s i t s  r e l s r e d  t o  
balance.  of p a y m e n t s  s u p p c r t  
1 c f i l  1% '19.9 198 .1  146.1 111.9 12o*(D 1 1 l . 7  96.7 

( I n  m ' i l l t o n s  of U.S. d o l l a r s )  ( 3 , 1 8 7 )  ( 2 , 8 7 1 )  ( 2 , 1 1 7 )  ( 1 , 6 2 2 )  ( 1 , 6 2 2 )  (1 ,5092 (L ,307)  

SOIJTCE?: C e r t r a l  dank  o f  C h i l e .  

I /  At: Ch$h9 -- USS1 f o r  1982. -. 
A t  Ch$74 = IJS$l f o r  t h e  f i r s t  quarter of  1983,  
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Table  2.  mile :  H o n t h l y  Changes i n  t h e  C o n s u m e r  
F r i c e  Index 

( I n  p e r  c e n t )  

1980 1981 1982 

J a n u a r y  
February 
March 

Apr L l  
May 
J u n e  

J u l y  
August 
Se p t emb t:: r 

0c t o  ber 
Novem5e r 
De cemhe r 

2 . 1  1 . 6  0 . 7  
1.8 0.3 -0.8 
2.9 0.8 0.4 

2 . 5 ,  I . 2 -0.1 
2.3  . 1.3 -0.5 
1 .9  0.1 0.7 

2.0 0.6 
2 . 2  1 . 2  
2 .1  0.9 

2.9 0.3 
2.6 0.2 
1.9 0.5 

- 

2.0  
3.2 
4 .3  

4 . 8  
3.3 
1 . 2  

Source: C e n t r a l  Bank  o f  ChLle. 




