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Since the circulation of the Staff Report and Request for an Exten-—
ded Arrangement (EBS5/85/122, 5/13/8%), the staff has visited Santiago on
two occasions.l/ This supplement presents the mission’s findings
regarding economic developments in Chile during the first five months of
1985, and describes the measures taken at the end of June to strengthen
the trade balance. it also presents the elements of the balance of pav-
ments financing package for 1985 and 1986 worked out in principle with
Chile”s external creditors. The financing package differs trom the one
assumed in the economic program in a number of aspects, including timing
of disbursements, source of financing, and credit terms. These changes
in the timing of the flows of financing wmade it necessavy to introduce
technical revisions to the quantitative performance criteria for the
period July 1-December 31, 1985 presented in EBS/85/122 that do not
affect the thrust of adjustment effort of the a2conomic program. The
text of the extended arrangement and the letter from the Chitean author-
ities with its annexed economic policy memorandum incorporating these
changes as well as a number of other revisions explained in this Supple-
ment are attached (Attachments T and 11}, The proponsed dratt decisions
on the 1985 Article IV consultation and on the request for an extended
arrangement have also been revised.

1. Economic indicators

Performance under the economic program, in support of which the
authorities have requested an extended arrangement, was mixed during the
Ficst five months of 1985. The current account of the balance of

1/ The first visit took place May 26-June 7, 1985, The staff
representatives were Mr. Muniz (WHD), Ms. Breaner (WHD), Mr. Petersen
(ETR), and Mrs., Silva de Berta (Secretary-WHD)., Mr. vaan Houten (WHD)
visited Santiagn June 27-July 2, 1985 to coordinate the gquantitative
performance criteria for 1935 with the external financing package
negatiated by Chile with its external creditors.



payments is estimated to have improved less than expected, but other
economic aims generally were achieved. Table 1 presents the performance
under the indicative economic program through June 30, 1985,

Real GDP in the first quarter of 1985 is estimated to have in-
creased by 1 percent from the last quarter of 1984 and by 3 percent from
the first quarter of 1984 (Tables 2 and 3). These rates of growth are
somewhat faster than had been anticipated. The national unemployment
rate has hovered around 13 percent since November 1984, but the number
of employed workers, not including those enrolled in special work pro-
grams of the Government, increased by 1 percent during the first quarter
of 1985 over the first quarter of 1984 (Table 4), Preliminary data for
the second quarter of 1985 polat to a weakening of economic activity
relative to the first quarter of the year. The rate of inflation for
the first semester of 1985 was 17 percent compared with 13 percent
projected for that period (Table 5).

The stock of real financial assets held by the private sector
increased by 3.7 percent during the first quarter of 1985, a rate equal
tn the one experienced in the first quarter of 1984 (Table 6), but
substantially higher than the projected rate of 0.4 percent., This rapid
rate of growth may have been related to the faster than expected eco-
nomic growth and to higher real interest rates than had been
ptojected, The increase was particularly pronounced with regard to real
holdings of quasi-money as real money balances declined by 3 percent.
Data for April and May indicate that the rate of growth of holdings of
real private financial assets has begun to slow down,

Real interest rates have declined from the very high levels of
December 1984 and January 1985 but still remain higher than projected
under the program. The real annual interest rate paid on 90-day
deposits (calculated by adjusting interest rates for inflation over the
same period) averaged 12,7 percent in December and January, declined to
7.8 percent in February and March, but increased to 9.6 percent in April
and May.

2. Monetary policy

Central Bank credit policy in the first half of 1985 was somewhat
tighter than projected as indicated by the margin available under the
indicative net domestic assets celling and by the higher than projected
real rates of interest in the domestic financial market. The Central
Bank cut back its selective credit programs and limited its domestic
debt refinancing programs to commitments outstanding at the beginning of
the year. At the same time, the authorities made further progress in
enhancing the role of market forces in the determination of interest
rates.

In accordance with the authorities intentions described in para-
graph 28 of the economic policy memorandum {(Attachment II), in late May
1985, the Central Bank reduced the interest rate subsidy on swap




operations related to foreign credits from 4.6 percent a year to

4.0 percent. In early July the authorities lowered the subsidy tu

3.4 percent and modified substantially the system of foreign currency
swaps. QOutstanding swaps of dollars derived from the repayment of
toreign currency loans by domestic residents to local banks were con—
verted into long-term foreign currency deposits at the Central Bank., In
turn, each bank received a medium-term line of credit denominated in
pesos adjusted for inflation. The rate of return on dollar deposits at
the Central Bank was set a LIBOR (six months) plus 3.4 percent. The
premium is to be reduced each month by 0.2 percentage points until
eliminated. Swaps of dollars derived from new external borrowing by the
private sector are to continue unchanged; however, the remaining subsidy
of 3.4 percent will be eliminated over time but without a preannounced
schedule. These measures are expected to strengthen the role of market
forces in determining interest rates and help ensure that extercnal
private capital flows reflect autonomous decisions by the private
sectac.

The above described change in the system of swaps and the lowering
of subsidy payments are expected to lower the aperational losses of the
Central Bank. To reduce these losses further, the authorities have
announced that as of July 1, 1985, the preferential dollar subsidy un
the service of certain foreign currency denominated debts, will be
gradually phased out on debt equal to or in excess of USS50,000, accord-
ing to an announced schedule which will eliminate the subsidy by the end
of 1986, well ahead of its envisaged elimination during the period.

This subsidy in the meantime will be paid with central bank promissory
notes which will be adjusted for inflation, will pay 3 percent interest
semiannually and will have a maturity of eight to ten years., The sub-
sidy foer eligible debt of less than US$50,000 will remain unchanged and
will be paid with central bank promissory notes adjusted for inflation
and paying 3 percent interest semiannually with a maturity of six

vears, Eligible debt amounting tu less than US553,000 represent approx-
imately 5 percent of the total debt previously eligible for the subsidy.

The reduction in the subsidy on the foreign debt payments, together
with the reduction in the interest rate on swap operations mentioned
above, are estimated to reduce the operational losses of the Central
Bank from a projected level of 3.5 percent of GDP in 1985 te about
3.0 percent, and to about 1.5 percent of GDP in 1946,

3. Fiscal policy

The deficit of the nonfinancial public sector was reduced from more
than 2 percent of GDP in the last quarter of 1984 to about 1 percent in
the first quarter of 1985 (Table 7). Preliminacy data indicate that the
deficit in relation to GDP was reduced further in the second quarter of
1985,

General government current revenue in the fiecst guarter was about
ChS5 billion lower than expected bhecause of shortfalls in transfers Erom



the enterprises and in import tariff revenues, as well as higher value
added tax rebates than projected., Net capital revenue was about Ch$10
billion less than projected. Tariff revenues ran below projections,
notwithstanding higher than projected imports, because of the drop in
the general tariff from 35 to 30 percent in late February.lj The lower
transfers from the enterprises was attributable to the disruption expe-
rienced by certain public utility corporations following the March
earthquake.

Most categories of general government expenditures were held below
program levels during the first quarter, more than offsetting the
revenue shortfall, Only interest payments on the public debt ran ahead
of the program projection, mainly due to higher than projected
inflation,

In May 1985, the authorities implemented several fiscal measures to
offset a likely shortfall in net income tax collections related to
higher than expected income tax credits. The most important measure was
a suspension of the cost of living adjustment for social security recip-
ients that was to have taken place in June 1985, which is expected to
reduce expenditures by Ch$11.2 billion during 1985. Other measures,
including a modification of the unemployment subsidy system and
increased luxury taxes, are projected to provide fiscal relief equiva-
lent to Ch$3.4 billion In the remainder of 1985.

At the end of June the authorities announced a number of measures
which, although aimed primarily at strengthening the foreign trade
position, are likely to have a negative impact on public Einances,
estimated at the equivalent of 0,5 percent of GDP in the second
semester. This impact is projected to be compensated by lower than
programmed transfers to the private sector in the second half of the
year, a better than programmed performance by CODELCO (the Chilean
Copper Company) and an improvement in tax collections as a result of a
tightening of tax administration.

With respect to the contingency spending plan for the second semes-
ter of 1985 described in paragraph 23 of the economic policy memorandum
(Attachment IT), the authorities are in agreement with the staff that
the contingency clause cannot be activated on the basis of the perform-
ance of the noncopper trade balance in view of the shortfall in the
first five months of 1985. However, that same paragraph also provides
for the activation of the contingency clause if long-term external
financing not contemplated in the economic program is obtained for
repairing the damage caused by the March 1985 earthquake.

In this regard, the authorities have informed the staff that Chile
has ohtained additional financing for earthquake recenstruction in the
second semester of 1985, in an amount of USS43 million (equivalent to

1/ The reduction had not been anticipated until .June 1985.




appraximately 0,25 percent of GOP}, becanse of larger dishursements on a
number of existing loans from the Inter-American Develapment Rank and
the World Bank., The staff is satistied that the increased dishursements
are directly related to the reconstruction effurt and that the higher
dishursement lavel will be miintained through 198n. Hence, it would
appear that the contingency plan can be activated in an amount of US3$43
million, ov 0,25 percent of GDP. Accordingly, the limit on the net
indebtedness of the nontinancial public sector applicable to September
11, 1985 as contained in Table U of the economic palicy memorandum
(Attachment IIY may be raised by Ch33.2 billion and thar for December
31, 1985 by Ch$e.7 bitlinn. Loan dishursements will he monitored to
ensure that this program criteria is met.

4. Balance of payments developments

The improvement in the current acconnt of the balance of pavments
in the first quarter of 1985 was smaller than envisaged in the program
{Table 8), The current account deticit was USS130 million larger than
axpected, principally because the t[ide surplus fell short of the pro-
jection by USS150 milli
were in line with the projection, and the larger than programmed current
account deficit was financed by short-~term commervrcial credits and a
reduction of private assets held abroad., The net international reserve
target was met with an ample margin.
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The smaller than programmed trade surplus was dee, about equally,
to Lower noncopper export prices and a smaller decline in imports in
relation to projectlions. The value, price, and volume of copper exports
were in line with the program estimates, bhortfqllﬂ in e«pnrt prices
affected particularly Ehpurtb of silver, gold, fishmeal, woodpulp, and
wood,  The volume of noncopper exports increased by close to 8 percent,
however, as had been projected, Imports declined less rapidly in the
first quarter of 1945 than expected primarily on account of substan-
tiaily larger {mports of capital goods and spare parts,

Taking intn account recent trends in exports and imports and the
decline in world interest rates from the levels envisaged In the program
projections, and allowing far USSL70 million in once And for all inter-
est "deferrals" in the sceond semester of 1935 as agreed with Chile’s
foreign bank creditors,l/ the staff has projected that under present
policies the external current accont deficit for L1385 as a whale will
be smaller than had been programmed by about USSAO million {0,4 percent

af nradecrad ODRY
:F projected GDP),

1/ The interest "deferruls" are achieved by changing the interest
pa?ﬁents schedule fur certain loans from a three month basis to a six
month basis thus effectively eliminating interest pavments on these
loans for the first quarter; the change in the schedule will have no
impact »nn pavments in 1986,



This projection assumes a trade surplus of some US5335 million less
than programmed. Copper exports are expected to be in line with the
program estimate, but noncopper exports are now expected to be some
US$200 million lower than originally projected because of an 8 percent
drop in prices (rhe program had assumed for the year as a whole no
change in prices). The volume of noncopper exports is projected to
increase by 7 percent, or close to the rate of growth that had been
envisaged., The value of Imports 1s expected tu exceed the amount origi-
nally projected by about US$LL5 million (US$B0 miltion of which was
accounted for in the first quarter); on this basis lmports would be some
11 percent less than in 1984, whereas the program had assumed a decline
of 15 percent,

The lower rthan anticipated trade surplus is expected to be more
than offset by an improved services account, Net interest paywments
abruad would be about USS5300 million less than programmed on the basis
of lower prime and LIBOR rates {n relation to program estimates (USSL30
million and once and for all interest deferrals {equivalent to USS170

million), In addition, net payments on nonfactor services are likely to
o oearma [TCET 10 med 113 e loaowe #ham antimnimarad mad{~lgy hanaiioa ~F R R Y
(5~ DRI Uaog Ll Ly Rl L Llull 1T D0 Lilall alcicipatcu ia Lyl LY vciauaoc Ui LlldUL AQiliLe
payments to Chile resulting from the March earthquake.

In reviewing the situation with the staff the authorities were of
the opinion that the demand pressures observed so far in 1985 repre-
sented the lagged effects of the easing of demand management in late
1984, They noted that demand policies had been tightened since the
beginning of the year and that the value of imports has been declining
recently to a monthly rate consistent with the program for the remainder
of the year. Nonetheless, they agreed that the noncopper export per—
formance needed strengthening if the economic program was to succeed,
Hence, in late June, the authorities announced an extensive package of
measures aimed at improving export perfourmance and economic efficiency
over the medium term.

The general tarilff level was reduced from a uniform 30 percent to a
uniform 20 percent, which went well beyond the intentions of the author-
ities contained in paragraph 18 of the economic policy memorandum
(Attachment II).L/ To create confidence in the stabllity of the newly
estahlished tariff level, the authorities intend to enact a law requlir-
ing that any future tariff change be subject to legislation rather than
effected through decree.

1/ The general tariff level excludes countervailing duties imposed on
a number of items, broadly in line with GATT procedures, to offset
subsidies in the major exporting countries. Also the variable levy on
imports of a few selected agricultural products remained unchanged in
terms of pesos.




7.8 percent against the dollar to a level of Ch$168.9 per U.S. dollar.
Simultaneously, it was announced that the peso would be adjusted on a
daily basis through August 1983 at a rate equal ta 1.7 percent per
month, after which the system of daily adjustment at a rate equal to the
previous month™s rate of inflatien less an estimate for international
inflation would be resumed. At the same time, the intervention points
of the Central Bank were raised from 0,5 percent on either side of the
daily rate to 2 percent.

A number of modifications to the tax system also was introduced as
a means of providing additional incentives Eor exports. Thus, the stamp
tax on expart credits which ranged up to 2.4 perceat per annum was
eliminated and a stamp tax of similar magnitude was introduced on the
value on import credit transactions. Alse, it was announced that the
scheme providing tariff rebates for imports of raw materizls nsed as
inputs for the production of exports will be extended te producers of
goods exported indirectlv. Alsg, for ifondividual categaries of exparred
products, the sale of which did not exceed 8US$2,5 millinn in 1984,
exporters will be given the option of a subsidy equal to L0 percent of
the net export value from their sales until such sales reach IIS57.5 mil-
lion in lieu of the above mentioned import duty drawback scheme.

For exported goods held in free zones outside Chile, the maximum
period for requiring sale to the Central Bank wf the foreign exchange
proceeds obtained trem the sale of such goods, will be lengthened. To
improve exporters access to credit, the limit on Chilean banks”™ export
credit without guarantees will be increased from 5 to 15 percent af
capital and reserves and the limit on amounts with guarantees will be
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5. External finmancing for 1985-8h

In late .June 1985, the Chilean authorities reached agreement in
principle for external financing equal to US551,955 million to till the
remaining financing gap in the balance of payments for l985-86
{(Table 9). Of this total, USS1,385 miltion is to come from inter-—
national commercial banks, US$400 million from successive structural
ad justment loans subject to approval by the Executive Board of the World

Bank, and USS170 million in restructuring of principal payments due
official bilateral creditors,l/

The internatinnal bank pnrtion of the financing, as agreed with the
Advisory Committee of Banks, consists of US$789 million in new money,
US$300 million in cofinancing with the [BRD (half of which will receive
the latter’s guarantee), and USS300 million in improved terms on exist-
ing credits and refinancing of bank credits not previously
contemplated. The new foreign commercial hank resonrces will be

1/ (Official creditors have agreed to meet on July 17, 1985 to discuss
the Chilean request for restructuring in this amount.



provided for a term of twelve years, with five years grace, and a spread
of 1 5/8 percent over LIBOR or 1 L/4 percent over prime. A reduction in
the interest spread on credits previously restructured in 1983-84 and on
the new money provided in 1984 will provide relief totaling US$55 mil-
lion in 1985-86 and US$200 million during the period 1985-91.1/ A

change In the timing of interest payments on these revised contracts

from a three month to a six month basis will reduce iInterest payments in
1985 by USS$170 million but will have no impact on 1986.

[n addition, the Chilean authorities have reached agreement with
the Advisory Committee of Banks to restructure US$4,469 miilion in
amortization due during 1985-87 on public and financial sector credits
outstanding on January 30, 1983 and USS$1,463 willion in 1985-87 amorti-
zation due on private corporate sector credits outstanding as of the
same date. The public sector amortization payments are to be restruc-
tured for a period of twelve years, with six years grace, at a spread
over LIBOR of 1 3/8 percent with no front end fee, and will receive a
state guarantee, The private financial sector amortization payments can
be individually restructured under mutually acceptable terms or restruc-~
tured with state guarantee at a spread of 1 3/8 percent over L1BOR; for
such restructured debt to receive the state guarantee, creditor banks
will have to pay a commission to the Chilean Government of 1/2 percent
in 1987, 3/4 percent in 1990, and 7/8 percent in 1994, In addition, the
Chilean government reserves the right to charge a guarantee fee of
Chilean banks receiving a guarantee under this scheme.

Amortization of private corporate sector debt outstanding on Jan-
uary 31, 1985 and coming due during 1985-87 may be restructured through

mutual agreement between individual debtor and creditor; or, alterna-

U4 L QLT iucd LoLwo il LIV IQGUd (LR VLR il L ALy, &l l

tively, the debtor may deposit the equivalent peso amount of the foreign
exchange due with the Central Bank, which will in turn restructure these
amounts under the same terms and conditions as those that apply to the
restructuring of public sector debt. No public guarantee would be
provided on the restructured debt of the private corporate sector.

The existing short-term trade facility of USS1,700 million will be
renewed through 1987 but to maintain the government guarantee on these
lines, creditor banks will be limited to charging a maximum spread of
1 1/8 percent over prime or 1 3/4 percent aver LIBOR. The participation
fee for this facility has been reduced from 1/4 percent to 1/8 percent
per year,

The financi ng p
state guarantee on p

scribed above incorporates the option of a
ebt only in the case of the

1/ In the case of the debts restructured in 1983-84 the spread over
LIBOR was reduced from 2 1/8 percent to 1 3/8 percent a vear, and the
prime rate was eliminated as a reference interest rate. For the new
money provided in 1984 the spread over LIBOR was reduced from 2 1/4 to
1 3/4 a year, and the spread over prime from 2 1/8 to Ll 1/2 a year.




restructuring of private financial system debt due in the period 1985-

87. As mentioned, the exercise of the option by foreign banks entalls

the payment of a guarantee fee. The staff is satisfied that these pro-
visions adequately limit the contingent liability of the Government and
are consistent with the statement with respect to the extension of a

A -l e
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andum (Attachment II).

Until this financing package is formalized with the commercial
banks, they have agreed to extend through December 31, 1985 all amorti-
zation due on credits outstanding as of January 31, 1983, The interest
spread to be charged on these extensions will be equal to the agreed
spreads for the restructuring of amortization due during 1985-87 des-
cribed above.

6., Effects of the refinancing package on the economic program and
performance criteria for 1985

The above described financing arrangements negotiated by Chile with
its foreign creditors differ in a2 number of aspects from the financing
package assumed in the economic program. The principal differences
relate to the timing of disbursements and to the sources and terms of
financing. The schedule of disbursements has been shifted toward the
second semester of 1985 and into 1986. Hence the recuperation of the
net international reserves of the Central Bamk is now programmed to be
slower than originally contemplated and the net international reserve
gain of USS380 million which had been envisioned for 1985 is now program-
med for 1986. These changes, which do not affect the adjustment effort
envisaged under the economlic program, have been incorporated in the
revised quantitative performance criteria for the second semester of
1985 (Table 10),

The time required to negotiate the external finmancial package has
led to a delay in the start of the extended arrangement. To maintain
the degree of monitoring of the economic program that had been envis-
aged, the midyear review with the Fund has now been set for January 31,
1986, Before that date understandings are to be reached with the

Chilean authorities on the nperformance criteria nnn'linn'h'la to the period
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January l-June 30, 1986. The delay in the initiation of the extended
arrangement also has led to a shift of the schedule of purchases under
the arrangement by one quarter. The schedule of purchases for calendar
year [985 has been reduced from three purchases totaling SDR 187.)5
million to two purchases totaling SDR 125 miilion, Scheduled purchases
for 1986 and 1987 remain unchanged at SDR 250 million a year, and the
scheduled purchases in 1988 have been increased from SDR 62.5 million to
SDR 125 million. A revised projection of the Fund”s position with
respect to Chile is presented In Table 1l. These changes have been
incorporated in the revised extended arrangement (Attachment I) and the
revised letter and its annexed memorandum on economic policies (Attach-
ment IT).
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/. Medium—-term scenario

The staff has prepared a revised medium-term scenario in light of
the changed outlook for commodity prices and international intevest
rates {Table 12), Assuming an average increase in total export volume
of 6 percent and in unit value of 3.5 percent over the 1985-87 period,
export revenues are projected to be somewhat lower than originally
envisaged. The export shortfall, however, is projected to be offset by
the effects of the reduction in interest rates. Hence, with unchanged

currant accountk taroets imnnrf laua1e ars nrn1 cted at 1nu01c hrnnﬂ]u
LaLitian aulonnl algELS, HMpLiLc 1oVo Lo ie gjectec at i 2Ioad i

similar to those originally envisaged. Taklng into account the Effectb
of the recent depreciations and the continuing diversification of the
economy, the expected growth of imports should be consistent with the
projected average growth rate of the economy of 3 percent in real
terms. For 1988-90 the deviations from the original projections also
are relatively minor.

8. Proposed decisions

It is expected that by July 15, 1985, the scheduled date of the
Executive Board discussion of Chile’s request for an extended arrange-
ment, management will not have received sufficient assurances from
Chile”s external creditors on their commitment with respect to the
batance of payments financing package for the period of 1585-85. Hence,
the draft decision on Chile”s request for an extended arrangement pro-
posed for adoption by the Executive Board has bheen redrafted to make the
decision conditional on the receipt within a period of 30 days of writ-

ten assurances that the required financing will be forthcoming.

Chile maintains multiple currency practices arising from the sub-
sidy on certain foreign interest payments and principal repayments by

the private sector on foreign debt contracted before August 6, 1982 and
the size of the spread between the exchange rates in the official and
parallel markets in which a number of current invisible transactions
take place., Chile also maintains exchange restrictions arising from the
limitations placed on the sale of foreign exchange for tourism and from
a 120 day deferment period on import payments. In view of the steps the
authorities have taken toward phasing out the subsidy on debt repayments
and their intention to liberalize the exchange restrictions, the staff
proposes that the Executive Board grant temporary approval for the
multiple currency practices and exchange restrictions through July 14,
1986, or the next Article IV consultation with Chile, whichever 1is the
earlier.




Proposad Decisions

The following draft decisions are pruposed for adoption by the
Executive Board:

I. 1935 Consultation

. The Fund takes this decision relating to Chile”s exchange
measures subject to Article VIIT, Sectinon 2 and 3, in the
light of the 1935 Article IV consultation with Chile coneluded
under Decision 5392 (77/63) adopted April 29, 1977 (Surveill-
ance over Exchange Rate Policies).

2. Chile maintains multiple currency practices and exchange
restrictions as described in EBS/85/122, Supplement 1, In
view of the authorities”™ intentions to reduce their reliance
on these multiple currency practices and exchange restric-
tions, the Fund grants approval for their retention through
July 4, 1986, or until the next Article 1V consultation with
Chile, whichever is the earlier.

T1. Extended Arrangement

l. The Government of Chile has requested an extended arrange-
ment for a period of three years for an amount equivalent to
SDR 750 million,

2. The Fund approves the extended arrangement set forth in
EBS/85/122, supp. 1, subject to paragraph 3 below, and waives
the limitation in Article V, Section 3{(b)(iii) of the Articles
of Agreement,

3. The extended arrangement shall hecome effective, not later

than August 15, 1985, on the date on which the Fund finds



financing of the expected balance of payments deficit until

1986,

July 14,
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Table 1. Chile: Performance under the Indicative Limits of the
Economic Program for 1985 1/
Mar. 31 April 30 May 31 June 30

(In billions of Chilean pesos)

Net domestic assets of the

Central Bank

Limit 326.5 374 .0 374.0
Actual 315.3 350.6 351.4
Margin 11.2 23.4 22.6
Qutstanding indebtedness of the
nonfinancial public sector
Limit 926.1 987 .7 987 .7
Actual 924.0 975.4 978.0
Margin 2.1 12.3 9.7
(In millions of U.S. dollars)
Net international reserves of the
Central Bank
Target 690 477 477
Actual 797 623 622
Deviation 107 l46 145
Stock of short—term external debt
owed by the nonfinancial public
sector and the Banco del Estado
Limit 910 910 910
Actual 899 864 891
Margin 11 46 19
Contracting and guaranteeing of
foreign debt by the public sector
A. With maturity 1-10 years
Ceiling 650 650 650
Actual 41 46 48
Margin 609 604 602
B. With maturity 1-5 years
Subceiling 250 250 250
Actual 9 10 13
Margin 241 240 237
C. Refinancing and rescheduling
operations
Ceiling 1,970 1,970 1,970
Actual 280 354 452
Margin 1,690 1,616 1,518

374.0
367.8
6.2

477
516
39

310
873
37

1/ Foreign currency is converted at Ch$130

March, and at Ch$138 = USS1 for the period April-June.

USS1 for the period January-



Table 2. Chile: Indices of Industrial Production and Sales

(Percentage change)

1984 1985
1 II I1I 1V 1

Production
Over same quarter of

previous year 12.6 9.9 7.3 4.5 -1.2
Over previous quarter -2.6 11.2 -2.1 -1.5 -7.9
Sales
Over same quarter of

previous year 5.6 9.4 4.5 4.7 2.4
Over previous quarter -1.5 7.1 ~1.8 1.1 -3.6

Source: Chilean Association of Manufacturers (SOFOFA).

Table 3. Chile: Real GDP 1984-85

(Percentage change)

1984 1985
T 1T ITI v I
Over same quarter of
previous year 6.4 7.9 6.8 4.3 3.0
Over previous quarter 2.3 bl  —=4.2 0.3 1.0

Source: Central Bank of Chile.




Table 4. Chile: Unemployment 1/

{Percent of the labor force)

1984 1985
January-March 15.5 13.0
February—-April 15.9 13.0
March-May 15.8
April-June 16.2
May-July 16.0
June—August 1h.1
July~September 15.7
August-October 15.3
September—November 15.9
October—-December 14.0
November-January 13.0
December—-February 12.8

Source: National Institute ¢f Statistics.

1/ Three-month moving average.

Table 5. Chile: Consumer Price Index

(Percentage change)

Over Over Same
Previous Over Month of
Month Dec. 1984 1984
1985
January 3.1 3.1 26 .8
February 2.0 5.2 29.6
March 2.8 8.2 29.9
April 2.3 10.6 30.9
May 2.0 12.9 32.0
June 3.7 17.1 35.1

Source: National Tnstitute of Statistics.
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Table 6. Chile: Change in M~7 Over Previous Quarter

{(1In percent)

1984 1985
I 11 IIT IV 1
M-7 8.3 2.4 6.8 11.0 14.4
Money 12.5 -3.5 1.8 1.3 5.2
Other liabilities 1/ 7.3 3.8 7.9 13.1 16.2
Memorandum items
Inflation rate (CPI) 2.4 4.0 4,2 11.0 8.2
Change in exchange rate (pesos
per U.S. dollar) 0.8 3.7 25.7 11.1 14.8

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

1/ Includes time and savings deposits, mortgage bonds, and Central
Bank bonds.




Table 7, Chile:

Public Sector 1984-85

(In percent of GDLP)

Qquarterly Operaticons of the Consolidated Nonfina

1984 _
1 11 111 v P
General povernment current
revenue b. 6.7 7.0 7.6
Taxes on income and propercy 1.1 ] 1.0 I .4
Taxes on poods and services 3.2 3.5 3.5 4.0
Taxes on international trade (1.h 1.8 7.8 (1.8
Social securicv tax 0.7 0.7 0.7 0.7
Other tax (net of IVA rebate) -0.73 -0.3 -0.3 -0.3
Nontax revenue 1.1 .2 Pl 1.0
Operational surplus of the
public enterprises 2.3 2.8 2.7 3.3
Of which: CNDELCH n.7 0.9 n.7 1.2
ENAP Pol 1.t 1.4 1.3
Met transfers to general
government -1.7 -2.0 -1.9 -2.5
General government current
exzpenditure 6.8 7.2 7.4 8.9
Wages and salaries 1.5 1.6 1.6 1.7
Goods and services ub 0.8 0.9 1.0
Sncial security payments to
private reciptents 2.3 2.4 2.5 2.8
Transfer and subsidy payments
to private sector 1.9 1.9 1.9 2.4
Interest on public debt 0.3 0.5 0.5 1.0
Other 0.z - - —-—
Current account surplug of the
public sector (4.4 0.2 0.4 -0.4
Net capital revenue 0.1 0.6 0.3 0.4
Revenue M.k 0.8 n.7 0.8
Less: financial investment 0.5 -03.3 -0.4 -0.4
Capitral formation 1.2 1.6 l.6 2.3
GCensral government 0.6 0.6 ) 1.0
Public enterprises N.h 1.0 n.9 1.3
Nverall surplus or deficit (=) -0.7 -0.8 -0.9 -2.4 1
Financing n.7/ 0.8 0.9 2.4
External 1.1 1.2 0.9 .7
Internal (h.h 0.4 0.1 1.7
Memorandum items
Programmed deficit (-} -1.5 -1.5 -0.8 ~0,7
Nominal ¢DP 1,893 1,893 1,893 1,493

Sources: Min{stry «f Finance;

and Fund staff estimates.
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Table 7. Chile: quarterly Operations of the Consolidated Nonfinanclal
Public Sector 1984-85

{In percent of GDP)

1984 1985
1 I1 111 IV Prel. 1
General ponvernment current
revenue 6.5 6.7 7.0 7.6 6.3
Taxes on income and property 1 0.8 1.0 1.4 0.8
Taxes on goouds and services 3.7 3.5 3.5 4.0 3.5
Taxes oun international trade O.n 0.8 n.8 n.8 0.9
Social secaritv tax 0.7 0.7 0.7 0.7 0.6
Other tax (net of IVA rebate) -0.3 -0.3 0.3 -0.3 =04
Nentas revenue 1.1 1.2 1.1 1.0 0.9
Operational surplus of the
public cnterprises 2.3 2.8 2.7 3.3 2.5
Of which: CODELCD 0.7 n.9 0.7 1.2 0.8
ENAF 1.1 .1 1.4 1.3 1.3
Net transfers to general
EOVEernment -1.7 -2.0 -1.9 -2.5 -1.8
General government current
expenditure 6.8 7.2 7.4 8.9 6.6
Wages and salaries 1.5 1.6 1.6 1.7 1.4
Goods and services 0.6 0.8 0.9 1.0 0.5
Social security payments to
private recipients 2.1 L 2.5 2.8 2.0
Transfer and subsidy payments
to private sector 1.9 1.9 1.9 2.4 1.8
Interest on public debt 0.3 0.5 0.9 .0 0.7
Other 0,z - - -— 0.1
Current account surplus of the
public sector .4 0.2 0.4 0.4 0.4
Net capital revenue 0.1 0.6 0.3 0.4 -0.1
Revenue ALk 0.8 0.7 0.8 0.5
Less: financial investment 1,5 -0.3 0.4 -N.4 0.6
fapital furmation 1.2 1.6 1.6 2.3 1.4
Ceneral government 0.6 .6 n.A 1.0 0.6
Public enterprises 0.h 1.0 0.9 1.3 .8
uverall surplus or deficit (-} -0.7 -0.8 0.9 ~2.4 1/ -1.1
Financing n.7 0.8 0.9 2.4 1.1
External N1 1.2 0.9 0.7 n.7
Internal O.h -0.4 0.1 1.7 0.4

Memorandum items
Programmed deficit (-} -1.5 -1.5 -0.8 -0.7 -1.2
Nominal CDP 893 1,893 I,893 1,893 2,610

—

Sources: Ministry of Finance; and Fynd staff estimates.



Table 8. Chile: Balance of Payments, L984-85
{in millions of U.S. dollars)
1984 1985
Prel. Rev. [nitfial
First Proj. Proj.
1 I1 111 v Year Quarter Year Year
Current account -299 -469 =739 ~554 -2,060 -439 -1,298 -1,380
Trade balance 227 164 -95 -4 293 175 754 1,088
Exports (973 (1,137) (827) (813) (3,650) (932) (3,730) (3,949)
Copper fa02/ Jan3/ /3757 /3847 [1.,6047 /13777 /11,7277 1,739/
Gther /571/ 7594/ 1452/ f430/  [2,046/ /555/ /2,003/ /2.,210/
Imports (-740) (-873) (-922) (-817) (-3,357) (-757) (-2,978) {-2,861)
Nonfinancial services -144 -184 -138 -3 -497 -39 -358 1/ —469
Financlal services -393 -508 -519 -534  -1,955 =535 -1,794 2/ -2,099
Transfers 11 59 14 15 99 101 190 100
Capital account 193 628 égﬁ_ 385 1,790 203 1,377 1,460
Direct investment 17 25 b 17 67 20 115 125
Scheduled amortizatlion -395% -388 -346 -377 -1,507 -381 -2,284 -2,293
Medium- and long-term
gross dlsbursements 4006k 815 724 nRa7 2,633 419 2,511 2,531
From frnreign banks (285) (h42) (470} (443) (1,839} (298} (1,747) (1,747)
Refinancing /2857 f252/ 1235/ /248/)  /1,019/ 7298/ 1,747/ f1,747/
New loans f-=1 /3907 /2354 /195/ /820/ /--/ -7 f==1
Other disbursements (L2u (174) {254) (244) (729) (rr2 (764) (784)
Nonfinanclal publlie
sector 7192/ jlan/ 176/ 179/ /5877 /92/ 7529/ 7529/
Private sector 3/ 129/ f347 78/ 765/ 1205/ /36/ f235/ 1255/
Change in medlum- and
long—term assets -4 R L 4 g o 11} -—
Short-term capital 240 211 174 -29 5496 126 147 H
Nonfinanclal public
sector (-26) (163) (32 (-40) (129) (62) (40) (40)
Private sector 3/4/ (2686) (48) (142) (1 (464) (64) (1971 (-39)
Commercial credits -71 -42 25 82 -6 9 -28 -60
Financing package 906 5/ 1,156 6/
Errors and omissions -9 67 11s -b7 107 -52 =52 -
Overall balance of payments =115 226 -38 -236 -163 -287 n 80
Valuation adjustment of
official reserves 9 30 =3 45 31 =27 -27 -
Changes in official reserves
(increase -} 106 -256 41 191 82 315 - —80

Sources: Centrai Bank of Chile;

I/ Including US$hhH million in insurance
2/ TIncluding interest savings of USSi170
3/ 1Includes Bance del Estadan.
4/ TIncludes repatriation of assets held
S/ Excluding US$170 million of interest

account.

b/ Includes USS1O) milillon of SAL disbursements.

and Fund staff estimates.

payments on earthquake damage.
million from extension of payment period.

abroad.

savings which have been included in the current
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Table 9. Chile: External Financing Package 1985-86

(In millions of U.S. dellars)

Rev.
1985 1986 Total
Financing requirements 1,076 879 1,955
Current account deficit 1,468 1/ 1,250 2/ 2,718
Previously identified financing -392 ~451 ~-B43
Increase in net foreign reserves - 80 80
Total financing package 1,076 3/ 879 4/ 1,955
World Bank structural adjustment
loans 125 275 400
Refinancing of maturities of
certain nfficial credits 67 103 170
Foreign bank financing 884 501 1,385
World Bank cofinancing 5/ (194) (106) (300)
New credits . (520) (265) (785)
Change in interest payment dates {(170) { —=) (170)
Repricing of certain foreign
bank loans (—-) (55) ( 35)
Refinancing of foreign bank
credits not previously
contemplated 6/ (--) (75) ( 75)

Sources: Central Bank of Chile;

and Fund staff estimates.

1/ Prior to reduction of US$170 million on account of deferment of

interest payments.

2/ Prior to reduction of US$55 million on account of repricing of

certain foreign bank loans.

3/ Deferment of interest payment in an amount of US$170 millfon is

treated as part of the financing package.
4/ Repricing of certain foreign bank loans is treated as part of

financing package.

5/ Half of which is to be guaranteod by the World Bank.
6/ These are additional teo the refinancing of principal payments to
foreign banks falling due in the period [985-87.

the



Limits and Targets

1985 1986 1/
July 1- Sept. 30- Jan. 1- Mar. 31-
o Oct. 1 Dec. 31 Apr. 1 Jun. 30

(In billions of Chilean pesos)

Net domestic assets of the
Central Bank 2/ 3/ 421 .7 463 .6 ves .o

Outstanding indebtedness of
the nonfinancial public
sector 3/ 4/ 1,052.7 5/ 1,125.9 5/ .o e

(In millions of U.S. dollars)

Net international reserves of
the Central Bank 3/ 4/ 756 t,111 . -

Contracting and guaranteeing
of external debt by the
public sector 6/ 650 650 vee ces

Of which: debt with maturity
of more than one year and
less than five years 250 250 e “es

Rescheduling of external debt 1,970 1,970 - P

Stock of short-term external
debt owed by the nonfinancial
public sector and the Banco
del Estado 910 910 7/ N ‘e

Source: Memotandum on the Econumic Policies of Chile.

1/ These limits and targets will be fixed no later than January 31,
1986.

2/ Defined as the difference between (i) the sum of the Central Bank's
liabilities to the private sector, its medium~ and long-term foreign
liabilities, and (ii) the net internatlonal reserves of the Central Bank.

3/ These limits will be adjusted for revision in the base data for
December 31, 1984.

4/ The limits on the outstanding indebtedness of the financial public
sector, the sublimits on the outstanding domestic indebtedness of the
nonfinancial public sector, and the targets for the net international
reserves of the Central Bank are tested at the end of each period.

5/ These limits shall be raised in accordance with the provisions of
the contingency public spending program for the second semester of 19B84.

6/ Refers to external debt with maturity of more than 12 months and
less than 120 months.

Z/ A lower limit of US5890 million is set for December 31, 1986.
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Table 12. Chile: Balance of Payments, Medium-Term Projections, 1984-90 .

1984 1985 1986 1987 1988 1989 1990

{In billions of U.S. dollars)

Trade balance 0.3 0.8 1.1 1.5 1.9 2.3 2.6
Exports (3.7) (3.7) (4.2) (4.8) (5.5) (6.4) (7.3
Imports (-3.4) (-3.0) (-3.1) (-3.3) (-3.8) (-4.1) (-4.7)

Nonfactor services -0.5 -0.4 -0.5 -0.6 -0.6 -0.7 -0.8

Factor services ~2.0 -1.8 -1.9 -2.0 -2.1 -2.2 -2.2

Transfers 0.1 0.1 0.1 .1 0.1 0.1 0.1

Balance on current
account -2.1 -1.3 -1.2 -1.0 -0.7 ~0.5 -0.3

Direct investment 0.1 0.1 0.1 0.1 0.2 0.2 0.2

Scheduled amortization -1.5 -2 .4 -2.8 -2.7 -3.3 -2.9 -2.4
0f which: to com-

mercial banks (-1.1) (-2.0) (-2.4) (-2.3) (-2.8) (-2.3) (-1.7)

Capital inflows 3.4 3.5 4.0 3.6 3.8 .2 5
Medium and long term (2.7) (3.5) (4.0) (ave) (.od) (o) (uve)
Short term (0.7) (-=) ( —) (eve) (osd) (en.) (oos)

Overall balance -0.1 - 0.1 - - - -

(As percent of GDP)1/

Memorandum items

Current account deficit 10.7 7.1 6.1 4.5 2.9 1.8 1.0

Interest payments on
the external debt 11.2 10.3 10.3 9.9 9.3 8.5 7.7

Total external debt
outstanding at
year end 96 .1 107 .4 105.2 97 .4 89.3 80.4 71.9

(As percent of exports)2/

Memorandum items
Current account deficit 45.8 29.9 23.5 17.3 10.9 6.5 3.4
Total debt service

payments or ex-

ternal debt 1/ 8l.6 96 .4 94,1 80.5 82.6 66.7 53.6
0f which: interest
payments (48.8) (43.8) (39.2) (36.3) (33.0) {29.4) (26.1)

Total external debt

outstanding at
yvear end 410,1  460.1 415.8 378.7 340.6 300.7 266 .2

Source: Fund staff estimates.

1/ As percent of GDP in U.S. dollars at average market exchange rates.
2/ Exports of goods and nonfactor services.
3/ 1Including refinanced amortization payments.
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Chile: Extended Arrangement

Attached hereto is a letter, with attached memorandum, dated
, 1985 from the Minister of Finance and the President of the
Central Bank of Chile, requesting an extended arrangement and setting
forth:

(a) the objectives and policies that the authorities of Chile
intend to pursue for the period of this extended arrangement;

(b) certain policies and measures that the authorities of Chile
intend to pursue until July l4, 1986; and

(¢) understandings of Chile with the Fund regarding reviews that
will be made of progress in realizing the objectives of the program and
of the policies and measures that the authorities of Chile will pursue
throughout the period of this extended arrangement.

To support these objectives and policies, the International Monetary
Fund grants this extended arrangement in accordance with the following
provisions:

L. For a period of three years beginning on the effective date of this
extended arrangement, Chile will have the right to make purchases from
the Fund in an amount equivalent tn SDR 750 million, subject to para-
graphs 2, 3, 4, 5, and 6 below, without further review by the Fund.

2. (a) Until July 14, 1986, purchases under this extended arrange-—
ment shall not, witheout the conseat of the Fund, exceed the equivalent
of SDR 250 million, provided that purchases shall not exceed the equiva-
lent of SDR 62.50 million until November 14, 1985, the equivalent of SDR
125 million until February 13, 1986, and SDR 187.50 million until

May 14, 1986,

{(b) Until July 14, 1987, purchases under this extended arrange-—
ment shall not, without the consent of the Fund, exceed the equivalent
of SDR 500 million.

(¢) The right of Chile to make purchases after July 14, 1986 with
respect to the second year and after July 14, 1987 with respect to the
remaining perind of this extended arrangement shall be subject to such
phasing as shall be determined.

3. Purchases under this extended arrangement shall be made from
ordinary and borrowed resources in the ratio of one to one, provided
that any modification by the Fund of the proportion of ordinary and
borrowed resources shall apply to amounts that may be purchased after
the date of madification.
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4. Chile will not make purchases under this extended arrangement:

(a) (i) during any period in which the data at the end of the
preceding calendar quarter indicate that the limit on the total indebted-
ness of the nonfinancial public sector, as specified in Table 1 of the
memorandum annexed to the attached letter, has not been observed, or

(ii) during any period in which the continucus ceiling on the
net domestic assets of the Central Bank of Chile, as specified in Table
2 of the memorandum annexed to the attached letter, is not observed, or

(iii) during any period in which the data at the end of the
preceding calendar quarter indicate that the net international reserve
target, as specified in Table 3 of the memorandum annexed to the
attached letter, has not been met, or

(iv) during any period in which the continuous celling on
the stock of short-term foreign debt owed by the nonfinancial public
sector and the Banco del Estado, as specified in Table 4 of the memo-
randum annexed to the attached letter, is not observed, or

(v} during any period from January 1, 1986 to March 31, 1986,
if the data at the end of 1985 indicate that the limit on the stock of
short-term foreign debt owed by the nonfinancial public sector and the
Banco del Estado established for December 1985, as specified in Table 4
of the memorandum annexed to the attached letter, has not been observed,
or

(vi) during any period in which the continuous ceilings on
the contracting and guaranteeing of medium~ and long-term external debt
by the public sector, on the rescheduling of external debt by the
public sector and by the private sector with the guarantee of the
public sector, or on the contracting and guaranteeing of medium-term
external debt by the public sector, as specified in Table 5 of the
memorandum annexed to the attached letter, are not observed, or

(vii) if the scheduled uniform tariff reductions, as speci-
fied in Table 6 of the memorandum annexed to the attached letter, are
not implemented, or

(viii) if the intentions with regard to certain exchange re-
strictions and multiple currency practices that are specified in
paragraph 34, fifth and seventh sentences, of the memorandum annexed
to the attached letter, are not carried out, or

{ix) during any perlod after July 14, 1986, in which under-
standings have mot been reached between Chile and the Fund regarding
the elimination in the period covered by this extended arrangement of
the multiple currency practice as contemplated in paragraph 35 of the
memorandum annexed to the attached letter, or if such understandings,
having been reached, are not being observed, or
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(b) during any period after January 31, 1986, in which the midvear
review contemplated In paragraph 4 of the attached letter, including the
specification of guantitative performance criteria until June 30, 1986
as contemplated in tables 1 through 5 amnexed to the attached letter,
has not been completed, or while the understandings reached, including
the above noted ceilings. are not being observed, or

(c) during any period after July 14, 19886 with respect to the
second year, or after July 14, 1987 with respect to the remaining
period of the arrangement in which suitable performance clauses have
not been established, as contemplated in paragraph 4 of the attached
letter, or while such clauses, having heen established, are not being
observed, or

-
[« 8
~

(i} imposes or (ntensifies restrictinns on payments and
transfers for current international transactions, or

(ii) except as contemplated in paragraphs 34 and 35 of the
memorandum annexed to the attached letter, introduces or modifies
multiple currency practices, or

(iii) concludes bilateral pavments agreements which are
inconsistent with Article VIIL, or

(iv) imposes or intensifies import restrictions for balance
of pavments reasons.

When Chile is prevented from purchasing under this extended arrange-
ment because of this paragraph 4, purchases will be resumed only after
consultation has taken place between the Fund and Chile and understandings
have been reached regarding the circumstances in which such purchases
can be resumed,

3. Chile will not make purchases under this extended arrangement during
any peried of the arrangement In which Chile has an overdue financial
nh]tonr1nn tey the Fund or is fFa 111nc: tn meet a renurchase exnpectation

Siipgdu A (I PR v g L RN Ls ralll a o lopuLLiabt oL

pursuant to the Guidelines on Corrective Action in respect of a noncom-
plying purchase.

. Chile’s right to engage In the transactions covered by this extended
arrangement can be suspended only with respect to requests received by
the Fund after (a) a formal ineligibility, or {(b) a decision of the
Executive Board to suspend transactions, either generally or in order

to consider a proposal, made by an Executive Director or the Managing
Director, formally to suppress or to limit the eligibility of Chile.

When notice of a decision of formal ineligibility or of a decision to
consider a praposal is given pursuant to this paragraph A, purchases
under this arrangement will be resumed only after comsultation has
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taken place between the Fund and Chile and understandings have been
reached regarding the circumstances in which such purchases can be
resumed.

s under this extended arrangement shall be made in the
other members selected in accordance with the policies
and procedures of the Fund, and may be made in SDRs if, on the request
of Chile, the Fund agrees to provide them at the time of the purchase.

8. The value date for purchases under this extended arrangement,
involving borrowed resources, will be determined in accordance with
rule G-4 (b) of the Fund's rules and regulations. Chile will consult
the Fund on the timing of purchases 1involving borrowed resources in
accordance with rule G-4 (d).

9. Chile shall pay a charge for this extended arrangement in accord-
ance with the decisions of the Fund.

1N {23 MPhdla oaball wamoima haoa Fhaoa anvsoce nfF i+ iAoy Fhoak oo Fo
1iS e ia) i 1iii128 Sndis LcpuLuilasc Lll.c CLLU.UU!IL oL ics uLLCllLy Lilal LlCcoullLo

from a purchase under this extended arrangement in accordance with the
provisions of the Articles of Agreement and decisions of the Fund,
including those relating to repurchase as Chile's balance of payments
and reserve position improves.

{b) Any reductions in Chile's currency held by the Fund shall
reduce the amounts subject to repurchase under (a) above in accordance

with the principles applied by the Fund for this purpose at the time of
the reduction

(¢) The value date of a repurchase in respect of a purchase
financed with borrowed resources under this extended arrangement, will
be normally either the 6th day or the 22nd day of the month, or the
next business day if the selected day is not a business day, provided
that repurchase will be completed not later than seven years from the
date of purchase.

11. During the period of the extended arrangement, Chile shall remain
in close consultation with the Fund. These consultations may include
correspondence and visits of officials of the Fund to Chile or of
representatives of Chile to the Fund. Chile shall provide the Fund,
through reports at intervals or dates requested by the Fund, with such
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Chile in achieving the objectives and policies set forth in the attached
letter and memorandum.

12. TIn accordance with paragraph 4 of the attached letter, Chile will
consult the Fund on the adoption of any measures that may be appropriate
at the initiative of the Govermment or whenever the Managing Director
requests consultation because any of the criteria under paragraph 4
above have not been observed or because he considers that consultation
on the program is desirable. 1In addition, after the period of the
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extended arrangement and while Chile has outstanding purchases under

this extended arrangement, the Govermment will consult with the Fund

from time to time, at the initlative of the Government or at the request
of the Managing Director, concerning Chile's balance of payments policies.
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Mr. Jacques de Larosiere
Managing Director
International Monetary Fund
700 19th Street, N.W.
Washington, D.C. 204381

1. During the past two years, the Chilean authorities have implemented
an economic program which was supported by a two-year stand—by arrange-
ment from the Fund in the amount of SDR 500 million. In this period,

the emergence of unforeseen difficulties, including a domestic banking
crisis, a sharp drop in the price of copper, and high foreign interest
rates, led the Government to undertake substantial policy adjustments,
including a major devaluation of the peso, to maintain the program on
track and establish a sound basis for economlc recovery. As a result,
Chile was able to purchase from the Fund the full amount of the resources
available under the stand-by arrangement.

2. Notwithstanding these adjustment efforts, the Chilean economy
remains highly dependent on foreign sources of financing. Given
Chile's very high external indebtedness, this dependence needs to be
reduced substantially if sustained economic growth is to be achieved

over the medium term.

3. Hence, we have framed a ttedium-term economic program designed to
reduce Chile's reliance on external savings and achieve a moderate rate
of economic growth with low inflation. The strategy of the Chilean
Government 1s to promote balance of payments adjustment and economic

orowth 1’\\7 relvine on market forces nn.“ nrice incentives as a2 nrincipal
growin relying mary IoTrCesg price ncer a principa.

gulide to resource allocation in the economy. In support of this medium-
term strategy and the policies that are described in the attached
Memorandum on the Economic Policies of Chile, the Government of Chile
wishes to request a three-year extended arrangement from the International
Monetary Fund in an amount equivalent to SDR 750 million.

4, During the period of the extended arrangement, the authoritles of
Chile and the Fund will consult periodically, in accordance with the
policies of the Fund on such consultations, about the progress being
made in the implementation of the program described in the attached
memorandum, and about the policy adaptations judged to be appropriate
for the achievement of its objectives. With respect to the program for
the first year the Government and the Fund will comsult before the end
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the program. Also, before July 14, 1986 and before July 14, 1987, the
authorities will reach understandings with the Fund on the policles and




performance clauses relating, respectively, to
vear of the extended arrangement.

Enrique Seguel
President
Central Bank of Chile

Attachment

ATTACHMENT II

the second and third

Yours truly,

Hernan Buchi
Minister of Finance
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Memorandum on the Economic Policles of Chile

I. Background and Recent Developments

1. Following a period of rapid growth in economic activity and domestic
spending, the Chilean economy experienced a large contraction in 1982.
In that year, real GDP fell by 14 percent, real domestic expenditure

was reduced by 25 percent, and unemployment rose to as high as 25 per-
cent. This sharp drop In economic activity and demand reflected reces-
sion in the industrial countries, a decline in Chile's terms of trade,
high interest rates abroad, a reduction inm net capital inflows, and a
weakening of Chile's competitiveness. These conditions also lowered
confidence, triggered a high rate of business failure, and adversely
affected the domestic financial system.

2. To redress the country's economic difficulties, the authorities in
June 1982 improved Chile's competitiveness through a sizable deprecia-
tion of the peso and the abandonment of wage indexation, and in late
1982 adopted a medium-term financlal program. The objectives of this
program were to restore confidence and economic growth in a framework
of an improved balance of payments performance and low inflation. To
achieve these objectives, the program called for the implementation of
a consistent and adequate set of basic price and demand management
policies and included measures to support the financial and private
sectors.

3. The financial program faced serious difficulties at the start. 1In
January [983, the weakening of the financial system led the Government
to intervene and liquidate a number of privately owned financial insti-
tutions. Although necessary to begin restoring the soundness of the
financial system, this action led to a decline in confidence. Foreign
banks stopped lending to Chile and net international reserves declined
sharply.

4. To stabilize the financial system, stop the loss of international
reserves, and return to the path of the financial program, the author-
ities in March 1983 formulated and began to implement an emergency
plan. Under this plan, the authorities applied disciplined credit

and fiscal policies, continued to maintain the competitiveness of

the peso, and obtained from foreign banks the refinancing of principal
payments falling due in 1983 and 1984 as well as the new financing
envisaged in the financial program.

5. The emergency plan was successfully implemented and Chile began to
make progress toward financial stabilization and economic growth.
Credit expansion and reserve losses were kept within the targets of
the financial program, inflation declined, and economic activity and
employment, which had remained stagnant during the first half of

1983, registered a recovery in the second half of the year. 1In turn,
domestic savings and the trade surplus of the balance of payments
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increased significantly with respect to 1982, and the current account
deficit of the balance of payments declined sharply. Ceonfidence
strengthened as ewxchange rate policy contlinued to be credible and the
gituation of the financial system began to improve.

6. Economic activity continued to expand during the [irst semester of
1984. Real GDP increased by 7 percent in relation to the comparable
period of 1983 and employment also rose strongly. The credit expansion
of the Central Bank as well as the net borrowing requirements of the
nonfinancial public sector were within the projected range and inflation
declined to an annual rate of 13 percent.

7. By midvear, hnwever, adverse external developments began to exert
considerable pressure on the public finances and the balance of payments,
Forelign interest rates rose substantially more than had been expacted
and, contrary to expectations, copper prices weakenad considerably.

These developments undermined confidence in the viability of the real
exchange rate and import demand surged.

3. As these adverse external developments were expected to persist for
some time, the Covernment tock action to protect the balance of payments
and strengthen the fiscal performance. On September 17, 1984, the
authorities devalued the peso by 19 percent in relation to the U.S. dol-
lar and raised import duties from an average of 21 percent to a uniform
rate of 35 percent.

9. The decline in real income on account of the deterioraticn in the
terms of trade, higher interest pavments abroad, and the devaluation

led to a deceleration in the rate of growth of economic activity during
the second half of 1984, Even so, for 1984 as a whole real GDP is esti-
mated to have increased bv A percent. Inflation rose to an annual rate
of 34 percent in the second semester of 1984 from 13 percent in the
pravious six-month pericd as the depreciation of the peso and the
increase in tariffs resulted in a sharp rise in the price of tradable
commodities. For the year as a whele, Inflation amounted to 23 percent.

II1. Macroeconomic Policies

0. One of the main impediments to sustained economic growth in Chile
is a heavy debt service burden. Economic policy, therefure, aims at
reducing substantially the external current account deficit and estab-
lishing the conditions for a sustainable rate of economic growth.

11. During 1982 and 1933 Chile made an important adjustment cfforc.
The external current account deficit declined as the trade balance
shifted from a deficit of over & percent of GDP in 1981 to surpluses
averaging 2.7 percent of GDP in 1982-83. The bulk of the adjustment
in the trade balance in 1982 and 1983 was associated with reduced
domestic demand, high unemployment, and lower imports as the value of
exports stagnated. In 1984, an expected further improvement in the
current account did not materialize because of a deterioracion of the
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terms of trade and high import demand associated with a larger than
projected rate of economic growth and the expectation of a major depre-
ciation of the peso. Given these developments, the Government realized
that a further reduction in the current account balance of payments
deficit that would not impair medium-term growth could only be achieved
through a change in relative prices that would lead to a stimulation of
exports and fuller employment of resources.

12. Accordingly, the Covernment devalued the peso in September 1984 and
has prepared a medium-term economic program covering the period 1985-87.
This program rests on policies that would foster growth in exports and
domestic savings while providing for moderate expansion in economic

activity and low inflation.

13. Economic events in Chile are highly conditioned by external factors.
During the 1985-87 economic program the terms of trade are projected to
improve moderately, and nominal foreign interest rates are projected to
decline somewhat from the levels reached in 1984,

l4. Under the assumptions noted above, the external current account
deficit is projected to decline from 10.5 percent of GDP in 1984 to
4.5 percent of GDP in 1987, principally because of an increase in the
trade surplus from about 1.5 percent of GDP to about 8 percent of GDP.
The projected increase in the international trade of Chile calls for a
strengthening of the official international reserve of the Central
Bank. Hence, the program contemplates an increase in the net inter-
national reserve of US$80 million durign the three year period of the
extended arrangement. The increase is projected to take place during
[986. Domestic savings, particularly that of the publiec sector, is
projected to increase gsharply over the program period if the projected
rate of investment is to take place and GDP 1s to grow at a moderate
pace. Inflation is targeted to decline from an annual rate of 34 per-
cent in the second half of 1984 to an annual rate of 15 percent in
1987. 1In turn, the ratio of external debt to exports would decline
from 5.0 in 1984 to 3.5 in 1987. The economic scenaric for the years
1988-90 shows that if sound economic policies are continued in that
period, Chile would make further progress toward growth in the context
of a further substantial reduction in the size of the Chile's external
indebtednass in relation to exports. The policies that will be pursued
over the medium term to achieve the above-mentioned objectives are
described below, together with the specific policies for 1985.

15. The success of an export-oriented economic growth strategy will be
critically dependent on exchange rate policy. The September 1984 step
devaluation of the peso improved Chile's competitiveness substantially,
The authorities believe that Chile's present real effective exchange
rate is consistent with the growth and balance of payments objectives

of the economic program, taking into account Chile's future debt service
payments, the continued availability of moderate foreign financing, and
the level of tariffs. Nevertheless, the authorities will follow closely
domestic and external developments, particularly the behavior of the
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terms ot trade and fureign interest rates, and will take appropriate
exchange rate action to protect Chile's balance of payments and growth
vbjectives,

lhy During the first year of the economic preagram, the pesn will be
devalued daily on the basis of the difference between domestic inflation
in the previous month and the external rate of inflation relevant for
Chile, estimated at no more than 0.3 percent per month, This estimate
of relevant external inflation will be reviewed quarterly and the
exchange rate will be modified as appropriate to ensure Chile's compet-
itiveness.

17. The uncertainties generated by the adverse external developments

in mid-1984 resulted in a spread between the official and parallel mar-
ket exchange rates that rose to as high as 25 percent. Since then, as

a result of the depreciation of the peso and the tightening of monetary
policy, the spread has narrowed to about & percent. The Government
axpects this spread to decline further as the eccenemic pregram is imple-
mented successfully.

19, A low uniform tarift lavel and the absence of trade restrictions
were kev elements of Chile's growth strategy in the late 1970s. The
trade system of Chile remains virtually free of quantitative and other
nentariftf import restrictions, notwithstanding the imposition of a
aumber uf such barriers to Chile's exports by certain trading partners.
The Government intends to continue to refrain from imposing such import
restrictions, and also continues to believe that a low uniform tariff
level is essential to achieve export-oriented growth and etficient
impart substitution. Since early 1983, for fiscal reasons the uniform
tariff level has been raised in several stages {rom 10 percent to the
present level of 3% percent., Tn accordance with its economic strategy,
the fovernment has announced a schedule of uniform tariff reductlions

te a level of 25 percent to be completed ne later than June 30, 1986,
This =schedule is shown in annexed Table A. 1In the cuurse of 1985, the
Government will review the advantages of further progress in this
regard, taking into account, among other factors, the impact on the

fiscal situation.

19, The Government will tollow a policy of wage restraint te strengthen
external competitiveness, raise the level of emplovment, and keep infla-
tien low.  For 1985, the Government's wage policy is deslgned to help
keep inflation to no more than 25 percent. Consequently, public sector
wage increases will be limited to the adjustments already implemented

in January 1985. As in the past, the Government will abstain from
interfering with wage negotiations in the private sector and will main-
tain flexibility in the labor markets. Except for the minimum wage,
wage settlements in the private secter will continue to be determined
vither by collective bargaining or individual agreecment.
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20. The pursuit of fiscal discipline has been and continues to be a
key element in Chile's economic strategy which mainly relies on private
initiative as the driving force for economic development, In the
course of the economic program, as reliance on external savings is
reduced, the nonfinancial public sector deficit will be reduced cor-
respondingly to enable the private sector te finance the investment
opportunities offered by the improved external competitiveness of the
country,

21. Hence, the economic program envisages the virtual elimination of
the overall deficit of the nonfinancial public sector in the course of
the next three years from a deficit equivalent to 4.8 percent of GDP in
1984, Similarly, the net financing requirements of the nonfinancial
public sector, defined as the sum of the overall deficit and net capital
revenues, are projected to decline by an equivalent amount in terms of
GDP from the 6 percent estimated for 1984. To assist in the country's
efforts to Iincrease domestic savings, public sector savings will need
to increase strongly In the course of the economic program from the
level of 0.5 percent of GDP estimated for 1984. The Government intends
to achieve this fiscal adjustment mainly by restralning the growth of
expenditures to avoid a significant increase in the tax burden, which
could adversely affect private savings decislons. The Government is
committed also to adjusting the prices of goods and services sold by
public enterprises as necessary to reflect changes 1in their opportunity
cost or help finance investment outlays.

22. The nonfinancial public sector program for 1985 entails an overall
deficit of 3 percent of GDP and the total net financing requirements,
as defined in the previous paragraph, are programmed at 4 percent of
GDP. Ceneral government current revenue ls projected to increase from
27.7 percent of GDP in 1984 to 29.3 percent of GDP in 1985. To achieve
the programmed Increase in revenue, the Government has raised the
import tariff, tightened coverage of the value added tax and increased
taxes on certain goods. The increase in the average effective import
tariff is expected to raise revenue by 2 percent of GDP, more than
offsetting the loss of revenue estimated at 0.6 percent of GDP associ-
ated with the implementation of second year of a tax reform designed to
stimulate private saving and investment. In addition, the transfers
from publicly owned entitles to the General Government are expected to
increase because of improved operating surpluses related mainly to
higher copper prices, and increases in the domestic prices of petroleum
products implemented in September 1984 and January ]985. General gov-
ernment spending in 1985 is projected at 33 percent of GDP, a rate
virtually unchanged from the previous year. Investment outlays on
housing and infrastructure are programmed to rise in relation to GDP
while current spending, mainly on wages and salaries, is projected to
be reduced in relation to GDP. Capital spending by the public enter-
prises in relation to GDP 1s also programmed to remain similar to that
of 1984, As the Government's policy continues to be to restrain the
growth of the nonfinancial public sector in relation to GDP, expenditures
will be kept within the above described levels. The program establishes
cellings on the stock of debt of the nonfinanclial public sector to all
lenders. These ceilings are shown in annexed Table 1.
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23. In addition to the fiscal policy for 1985 described above, the
program contemplates a contingency spending plan equivalent to up to
0.5 percent of GDP for the second semester of 1985. The implementation
of this plan is contingent upon the behavior of net saving by the pri-
vate sector In the first semester and will be determined on the basis
of a number of relevant factors, including the behavier and trend af
the non-copper trade balance In the first semester in relation to the
program projection, inflation, and domestic Interest rates. Any part
of the contingency spending plan not activated on the basis of the
above mentioned criteria may be carried out provided that long-term
external tinancing not currently contemplated in the economic program
can be obtained for repairing the damage caused by the recent earth-
quake.

24. The Govermment's fiscal policy will be supported by a prudent mone-
tary policv, consistent with the growth, inflation, and balance of pay-
ments objectives of the economic program, For 1985, monetary policy is
designed to help keep inflation to no mere than 25 percent and to
achieve an overall balance of payments equilibrium. These demand
management policies are consistent with a continuation of economic

growth in 1985,

25. cCentral Bank operatinns became increasingly complex in 1983-84, as
a result of the crigis of the tinancial system and adverse developments
in world financial markets. 1In this perind, the Central Bank obtained
medium-term loans from foreign banks, extended emergency support to the
financial svstem, and implemented a wide set of short—- and medium-term
credit programs to reduce the debt burden ot the private sector, improve
the liquidity of the tinancial system, and support economic activity.
In addition, since lare 1982 the Central Bank has engaged in swap
operatinns and accepted foreign currency deprnsits to provide a foreign
exchange hedge to banks with rescheduled foreign liabilities and induce
net capital inflows. The above developments, which were considered
unavnidable in view of the existing circumstances have reduced the
flexibility of monetaryv management, affected credit allocation, and
expused the Central Bank to substantial capital and operatienal losses.

26, Since the access of Chile's private sector to international finan-
cial markets is likely to remain Llimited for some time, the Central
Bank must continue to channel resources from abroad to the domestic
Financial syvstem. At the same time, the Central Bank intends to reduce
substantially its discretionary role and operating losses to alleviate
the rigidicties that are hampering monetary management. This policy
will require a reduction in the scope of domestic debt refinancing
programs and nther programs involving subsidies. Accordingly, the
Central Bank in 1985 intends to limit its debt refinancing programs to
its commitments at the beginning of the vear and to ahstain from renew—
ing existing special short-term credit operations or establishing new
selective credit facilities  These policies will permit the Central
Bank tn increase its reliance on nonselective nperations at market
rates to rechannel resonrces to the econvmy. The Central Government
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will continue 1ts policy of absorbing the losses of the monetary author-
ity through recapitalization of the Central Bank, and will ensure that
the costs of the recapitalization are adequately provided for in the
financial plans of the Government., The authorities have under consider-
ation a number of alternatives to cover these costs. In view of the
complexity of the lssues involved, these alternatives will continue to
be the subject of discussion and review Iin the course of the economic
program in order to ensure the long-term efficlency of resource alloca-
tion.

27. 1In Chile interest rates are determined mainly through market
forces., However, the Central Bank exerts Influence on interest rates
through its large share of intermediation at predetermined rates, swap
operations, and other subsidized operations. In addition, during 1983
and most of 1984, the Central Bank indicated to financial institutions
the maximum nominal interest rate to be paid on 30-day deposits. The
indicated rate is determined on the basls of expected domestic inflation
plus a premium. This policy, which is intended to provide for positive
real interest rates, has been useful in guiding interest rates during a
period of difficult financial conditions, and has contributed to a

shift toward longer-term deposits. As the Government's objective is to
expand the role of market forces in the determination of interest rates,
the Central Bank's objective is to eliminate the indicated rate as the
domestic financial system regains 1its strength. Meanwhile, it will

give much greater weight to the level of comparable foreign interest
rates when setting the domestic indicated rate. Interest rates on the
Central Bank's remaining selective credit operations will be set on the
basis of the real cost of its external resources. The Government will
abstain from changing the present basic indexation system for operations
of the financial system (Unidades de Fomento)} for existing credits.

28. The authorities have an outstanding commitment to eliminate the
practice of paying interest on swap operations and a premium on foreign
currency and foreign currency related deposits. During 1984, the rate
of interest paid on swaps was reduced from 5.6 percent to 4.6 percent,
The Central Bank will continue to reduce gradually the remaining sub-
sidies on capital inflows with the intention of eliminating them by the
end of 1985, Progress in the area of monetary management will be
reviewed with the Fund before the end of January 1986,

29. The policies described in paragraphs 26 to 28 above have been
incorporated in a monetary program that establishes ceilings on the net
domestic assets of the Central Bank. These ceilings are shown in the
annexed Table 2, Also, as a guide to credit policy, targets have been
established for the net international reserves of the Central Bank as
shown in the annexed Table 3.

30. A major aim of financial management will be to re-establish a
solvent private financial system. 1In May 1984, the Central Bank began
purchasing the bad loan portfolios of nonintervened banks up to 250 per-
cent of capital and reserves. During 1985, the Government expects to
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apply a similar scheme to the intervened financial institutions. How-
ever, as these Inscitutinns have numerous substandard loans, their
capital must be increased. As it is unlikely that the private sector
will be able to recapitallze these institutions in full, in January
1685, legislation has passed that will permit the Government to recapi-
talize thew directly up to a maximum of 49 percent of the capital of
each bank. The legislation provides that state participation in the
capital of the banks shall not exceed a period of 5 years, and that the
shares shall be sold to the private sector at an annual rate no less
than 20 percent of the initial state participation. The law also
provides for a government transfer to the Central Bank to cover the
potential lnsses arising from these operations.

31. The authorities are preparing a new general banking law which will
provide for increased powers of supervision for the Superintendency of
Banks and Financial Tnstitutions, as well as for oather measures aimed
at strengthening the financial system. The legislation is expected to
enter into effect by the end of 1985. 1In addition, draft legislation
has been prepared which would permit the establishment of a deposit
insurance scheme once the domestic financial warket conditions have
improved sufficiently. At the present time, and until December 31,
1985, all deposits of the financial system are guaranteed by the
Government,

32. The basic price and demand managem=nt policies described ahove
should help Chile reduce its reliance on external financing. Accord-
ingly, the Government's eceonomic program calls for a reduction in net
external financing from US$2.0 billion in 1984 to USS1.0 billion in
1987. For 1985, the economic program contemplates net external financ-
ing of USSl.4 billion., The Government has approached its main foreign
creditors and is confident that the required financing for 1985 will be
obtained., In view of the heavy schedule of principal pavments due
during 1985~87, the Government will seek rescheduling of at least part
of these payments. The public sectnr external debt, including guarantees
on private external debt, has risen rapidly in the past two years. This
has entailed a sharp rise in the future debt service burden of the pub-
lie sector. 1In view of the need to reduce the rigidities confronted by
monetary management, referred to in paragraph 26, and the substantial
adjustment which will be required of the nonfEinancial public sector,
referred to in paragraph 21, the public sector is no lenger in a posi-
tion to extend a guarantee to newly contracted private sector external
debt, nor to the rescheduling of principal payments by the private sec-
tor falling due in 1985 and in subsequent years.

33. To control the maturity structure of Chile's external debt and
improve the path of future debt service payments, the program includes
ceilings on the outstanding stock of short-term debt owed by the nonfi-
nancial public sector and the Banco del Estado, as well as ceilings on
the countracting and guaranteeing by the public sector of external debt,
including rescheduling operations, with maturities of over one year but
less than ten vears. A subceiling on debt maturities of over one vear
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but less than five years has also been established. These ceilings are
shown in the annexed Tables 4 and 5,

34. To help ease the pressure on the official reserves, a 120-day
deferment period for import payments was established in 1983, and the
regulations governing sale of exchange for a number of invisible trans-
actions were temporarilly tightened with the objective of impeding
unauthorized capital ocutflows. At the present time, the Central Bank
has established maximum travel allowances for tourism and business
travel. All bona fide requests for foreign exchange requiring central
bank authorization, except those for tourism, are approved without
delay. As the effects of the September 1984 devaluation on the balance
of payments are expected to take some time to be fully manifested, the
liberalization of the exchange system will need to proceed in stages,
Accordingly, the Central Bank will reduce the current restrictions on
the sale of foreign exchange for tourism by raising the travel allowances
from present levels up to the levels existing as of December 1, 1982 in
three equal steps to be completed by September 1985, March 1986, and
September 1986. The Government intends to make furthar progress In
this regard in the course of 1987. The Central Bank wlll reduce the
120-day deferment period to 90 days by December 31, 1985 and will
eliminate it by December 31, 1986. The economic program will take into
account the effects of this measure on the external financing require-

ments of the economy.

35. Since late August 1982, the Central Bank has subsidized debt ser-
vice payments with respect to foreign currency denominated debt outstand-
ing as of August 6, 1982. The subsidy is determined by the difference
between the official exchange rate and a referential exchange rate.

The subsidy scheme gives rise to a multiple currency practice in the

case of certain foreign debt service payments by the private nonexport
corporate sector. The authorities intend to reduce the scope of the
SUbSid}' in the course of the economic progran in accordance with their
policy to reduce substantially the losses of the Central Bank, as
described in paragraph 26. However, existing agreements with Chile's
foreign bank creditors do not permit a reduction in the subsidy until
March 1, 1986. Hence, the Government intends by May 15, 1986 to amnnounce
a schedule that would reduce the scope of the subsidy and eliminate the
remaining multiple currency practice in the period covered by the
extended arrangement.

36. Chile's exchange system is temporarily characrerized by the exist-
ence of multiple currency practices and restrictions on payments and
transfers for current international transactions. The Government of
Chile will take measures that will permit the elimination of these
restrictions and practices before the end of the period of the requested
extended arrangement In accordance with the schedules established above

or to be established in the course of the arrangement.

J
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Table 1. Chile Limits on the Total Tndebtedness on the
Nonfinancial Public Sector 1/
(In billions of pesos)
Date Total Limit
December 31, 1984 (actual stock) 894.8
March 31, 1985 926.1
June 30, 1985 987 .7
September 30, 1985 1,052.7
December 31, 1985 1,125.9
March 31, 1986 cee 2/
June 30, 1986 ees 2/

1/ The above limits shall be:
(1) adjusted for revisions in the base data for December 31, 1984;
(2) raised in accordance with the provisions of the contingency
public spending program for the second semester of 1985. The increase
in the limit for September 30, 1985 shall not exceed Ch$é billion, and
that for December 31, 1985, Ch$!13 billion. The contingency spending
plan may be activated either on the basis of the behavior of the non-
copper trade balance and related factors in the first semester of 1985
or on the basis of the availability of long-term external finanecing for
repair of damage caused by the earthquake of March 1985; and
(3) adjusted downward for any revenue in excess of ChS$0.8 billion
derived from the sale of stock by CORFO, its affiliates or other public
enterprises, uniess compensated by new credits to the private sector.
2/ These limits shall be fixed no later than January 31, 1986.
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Table 2. Chile; <Ceilings om the Net
of the Central Bank 1/

(In billions of pesos)

Period Ceilings
January 1-March 31, 1985 326.5
April 1-June 30, 1985 374.0
July 1-September 30, 1985 421.7
October 1-December 31, 1985 463.6
January l-March 31, 1986 ...2/
April 1-June 30, 1986 ees2/

L/ The above ceilings shall be adjusted for revisions in the base
data for December 31, 1984.

2/ This ceiling shall be fixed no later than January 31, 1986.
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Table 3. Chile: Targets of the Net International Reserves of
the Central Bank !/

{(Tn millions of U.S. dollars)

Date Targets
December 31, 1984 (actual stock) 1,111
March 31, 1985 690
June 30, 1985 477
September 30, 1985 756
December 31, 1985 1,111
March 31, 1986 cea2/
June 30, 1986 ees2/
. 1/ The targets shall be adjusted for revisions in the base data for

December 31, 1934,
2/ This target shall be fixed no later than January 31, 1986.
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Table 4. Chile: Limits on the Stock of Short-Term External
Debt Owed by the Nonfinancial Public Sector and the
Banco del Estado 1/

(In millions of U.S. dollars)

Limits
January 1-December 31, 1985 510
December 31, 1985 stock 890
January 1-June 30, 1986 ees2/

l/ Net of gross short—-term foreign assets of the Banco del Estado.
Limits shall be adjusted for revisions in the base data for December 31,
1984.

2/ This limit shall be fixed no later than January 31, 1986.




- 43 - ATTACHMENT IT

Tahla © rhilp - ad nes oo the Contracrineg and Cuaranteeine
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of Foreign Debt by the Public Sector
{In millions of U.S. dollars)
Rescheduling
Period Ceiling 1/  Subceiling 2/ Ceiling 3/
January -
December 31, 1985 650 250 1,970
January l-June 30, 1986 NN Y NN

lf Ceiling on
maturity of over
and rescheduling
2/ Subceiling
with maturity of

the contracting and guaranteeing of foreign debt with
12 months and below 120 months. Excludes refinancing
operations.

on the contracting and guaranteeing of foreign debt
over 12 months and below 60 months. Excludes

refinancing and rescheduling operations.

3/

Ceiling on

refinancing and rescheduling operations. For this

purpose any nonpayment of a scheduled debt service payment by the
public sector will be treated as a rescheduling operation as it occurs.

4/

The same treatment will apply to
by the public and private sectors on account of debt service payments.
This ceiling shall be fixed no later than January 31,

iy A =

-1 B - - ™~ ~t
the deposits made at the Central Bank

1986 .
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Table 6. Chile: Schedule of Uniform Tariff Reductions

The tariff on any item
shall not be higher than:

After June 30, 1985 30 percent

After June 30, 1986 25 percent

For purpose of establishing compliance with the concept of uniformity
of the tariff, tariff surcharges determined on the basis of technical
procedures of the GATT, shall not be taken into account. The case for
each surcharge is to be reviewed on a six-month basis,

The above schedule of uniform tariff reductions shall not apply to
the following products: powder and condensed milk, butter, cheeses,
wheat, sugar, and edible oils.




