
sorne cases to cove r debt servic.e and new :Lnvest:ments. 1/ ,Beginning in
1976, the consolidated operatiag balance of the public enterprises has shown
a s ur pLu s equivalent t o aLmos t 2 percent of GOP, and the overall balance,
including investment, has bee.n app r oxí.ma te Ly ze r o ,

244. Enterpr.ise budgets are now e xp e c t e d t o yie.ld a net pr of í t , the
procecds of which are transferred to the Treasury. Conceptually, investment
reRou:ces are alloc.ated not as a functian of each enterprise's retaincd
€nrninU::l and bo r rov í ng pllL/er--i. e. as an internal dec í s í on oí t he individual
enterprise.--but as a consequenc8 of investment priorjties established far
t he pub I Lc, s ac t or a e él v.ho Le , Th í.s Lnc Lud e s the c opp e r corporation (CODELCO).
,,¡bich 18 rcqu í r ed ro de Lí ve r a Ll, for:cign exch ange proceeds to the Central
'dHllk, r ec e í.ví.ng back on Ly that amount ne(~ded t o ccve r centra11y budge t ed
OPGI~1t ing cos t s , Lnve s rme nt;s , ami debt; service. 1:)

:U~·). As in the case of the central gove.r nmen t, sorne o f the impravement
in t he f Ln.rnc í.a L sí t at í on of the en t e rp rt se s has coma through persoonel
r cduc t í.ous (se e Vol. 111, Table 5.7.2). A large pa.r t; of the Lmproveme n t ,

Di: cou r s,,, Ls a t ur í bu tab Lo t o the di ve s t í.t ur e of u.any of the enterprises
acu u Lr c.d o r í n t e r ve ne d by tll!; [JlJ Gove r runen t , Hany, if not most of these
en t c rp r t s e s , \)~:c,~ op c r atí ng at; sub s t anr í a L Lo s s e s , and a condition of their
r o t u. n L0 che original O\l[lk~t'S \la:; r ha t t hn La t t e.r as s ume a11 accumulated
(! l'[1 L:.!; au d '¡di ve any larn"l g,: e la i [1,3 . aga í.ns t t lie gove r nmen t. Finally t the
elle" p r t se s suar e d in the gr:neral aus t e r í.ty and s hortage of foreign exchange,
e', 1 . 11. •.).Jl:lll~l1t Love L, \12 e d,;:!cpJy cu t. 111 the. ca s e of CODELCO, t lie mí s s í.on
f ou '.1 thdt i.L vzas fai.ling to í nve s c sume; f'!qual t o dep r ec í at í.on of exí.s t í.ng
r ap Lra I, stock.

~~!~.o.]o. Al.r hough the Government has movud rapidly to reduce the role of
Lb\2 S t ar« in t he cconomy vrh í Lc s h i f t í.ng Lnc r eas í.ng responsibility to the
p~¡vdte seetoe far directing the aJJocatiun of resources, it is necessary
r o k('.c,:pin pe r sp e c t í.ve the enormous continuing Lmpo r t anc e of che rema::ining
s[at~ 'nterprjses. Of Chile's 100 largesc nonfinancial enterprises, according
r) bo~' value, tho companies in which the State owns 50 percent oc more
o: t:lJ, d!ilrroS:lt t he end of 1976 accounted for 79 percent of total as s e t.s
pnrl. ,'·1 p u r c c.n t; of net; -ro r zh , 1..1 The Sr a te controls all of the t op ten enter-
p r+s ':5 ,nd ")O o f thc t op 25. By the í r ve cy s í ze as \o1e11},a8 for economic
dnd political reasons, rhe largest of the~e enterprises-!which incJude CODELCO,
I::UDESl'., G!ILECTRA, CP.P, ENAP. and so on+-w i Ll, r emaí n in t.he pub Lí,c sec.tor
.Lr h í.n nn} Forc aae ab J e fur:ure and t hus se!: a Lamí t: to the feasib1e re duc t í on
uf.. t lie Sr 'L'~'~::;df r e c c r o l e in the ec onomy, In sho r t , tha State Ls and
;lill CU[d'í IlU(~ to be responsible for a sig:lificant fraetion of the national

,.

])
3/

T1Y;l e t at e nLt r at e and coal c omnan tes (SOQUL'1J.CH an d ENACAR) and the
ll."1cional airllne CLAN) contjnu~d to ceceive operating subsidies in
1~77. The state railroad received budget surport to cover pensioa
pay mcn t s f r ora Lr s r e t í r ernen t; f un d and ext e r na L debr. se rví.ce , The
r o r t aut.hor í ry (e1PúRCHI) ~ shipping corupany ~:El'IPREl1AR), urban bus
comp. ny (ETC), and LA!~ also r ece í.ve d t r ans f e r s [O cover deb t se rvt ce.
1"112 operations oí ClJüELCO are di.scussed Eurtlter in Chapter IV.
CoLoc ado r a Nacional de Valores, Informe EC.ODDlJj.ico, No. 18, Se p t embe r 1977.
Fo r J. comp Le t e listing, see VoL III, Tab Le B.25 •

._- ..... _---
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patrimony. 'Ihe pr-ope c management and growt.h of that patrimony t,¡il1
necessarily continue ca require that a considerable fraetion of the nátion's
resourees be allocated via the decision-making mechan í sms of the public
s ec t or .-~...-- '"

Honetary Policy

2{~7. As discussed in Chapcers 1 and 11, mortetary policy ",as for decades
virtually nouexí.s t en t as an independent tool of macroeconomic policy. Central
Bank reserve cr ea t í.on and credit expans í.on were functions largely 'of the
public sector deficit. Moreover, during the 1971-73 periods control aver tbc
deficit progressi\lely deteriorated as governmel1t agencies and enterprises
s kí.r tcd che budge t.a ry pr ocens and bo r r owed fr:eely f r'om the Central Bank,
e í.r.he r d í r ac t Ly o r rhr ough captive commer cLa l, bank s, In che initial months
a ft e r t.he mi.litary aasume d control of t.he gcve rnmen t , the pr ec ar í ous f Lnanc+el
.' . t uar í.cn oí: t e b anka t hems e Lve s , as vlell as che administrative df Ef í.cu Lt í.cn
anJ confut'ion ar.ising during r:-heir transition back ta private m.¡nership.
p rov í dad él \]c"k Lnc t Lt ut Lona L base f or tbe control of monetary aggr egat ea.
Eur t lie ruio r e, LnfLat.Lona ry exp ec t a ttons had by 1973 greatly reduced the public'
o í.Ll Lnr;nef¡" t o hold moriey balances, rendering mone tary palicy at; best a blunt
Lns t rumm t; f or Lnf Luenc ing the 1ellel al: aggregate demando

Z.Hl. The Covernmsn t tnus f ace d, in e f f ec t , the task of r acon s t ruc t í.ng
t he f í.nanc í.a L sy s t ern, establishing the Central Bank" s control ove r the
I:hh1ctal::y aggregates, in coordinatian l;¡ith the r e.f or ms simultaneously occurr ír
in fis~al rn nage~~nt aud foreign exchange policies, and facilitatíng the
sy s tern"s pcxf ornu nce in allocating financial r e sour ces in a marmer cons í stvn'
o Lr h the f r e e marke t o r f.en ta t í.on of the neo eccnomí.c strategy. Among tne
IT~~3Ures t~ken uere:

(

(1) The progressive ra~s1ng and ultimate eliminatian of the legal
ceiling on intereot rates;

¡¡:cC:~

J <:'rr

(2) Th a Laga.l í zat í.on and exemp t í.on f rom incorne taxa t íon of monet ary
correctian clauses for a11 financial obligations with greater
than cne=y ea r matur í.t í es, 1/ Lar e r aho r t ene d to a daily bas í n; e

(3) rh~ nationalizatían Df the Central Bank, establishment oi its
policy- Bking authoriiy over all institutions receiving
deposita from che public, and prohibition of its lending to
entitl.cs other than the centxral governme:nt, connercial banles,
and other financial institutions;

fI
b
'r
t,

(4) The subjection of finance companies and ather private financia!
institutions to the supervisory authoriey of the Superintendcnc~
of Banks) reo2!I!Gd the Superintcndency oí Banks and Financial
lnstitutions;

t¡[

];) Fo rraal.Ly , any compensatian far Lns s of purchasing power was legal y
treated as interese snd thus subject to the eeiling. Exceptiona
~·lere made only f:or SINP._Pt BECH, and the Central Bank, each of whi eh
operated under its ~in speci¿l legislatian.

\ r
'1.

, I
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(5 ) The strengthening of the Finance Mi.nister's control ovet
virtually all important economic policy variables thraugh
creatían af a Monetary Counei1 with ful1 responsibility for
determining policy in the areas of maney, credit, interest
rates, debt., capital m.arket actillity, foreign exchange,
tariffs and other trade matters. and veto power aver a11
loans to the central gavernment;

(6) The issuance by t.he Treasury and the Central Bank of
indexed securities in an e.ffort to dampen manetary

xpansd on and provide naninf1ationary financing far
the fiscal defic~t; !I

(7) The move tovazd multipurpose financial institutions, via the
relaxatiop of restrictions on the types of operations that
che var-í.ous he r at ofcr e highly s pec.í.aLí.zed financial institu-
tions mey undertake, in arder to increase competitian, snd
take advantsfle of potential scale acanomies; !/

(8) The sale baek to thc private sector of most of the banking
ahares acquired by the State during the Allende Government; 31

(9) The eH ination of quantitative credit limits en commercial
b<1l1k lending operations; and f1na11y,

(lO) Tho pr ogreusf ve. eliminatian cf special credit lines f r óm
tile Cerit r a L Bank .

2/.9.
f inanc í a I
fOl."ces of
goverument

Thcse structural reforms are intended to establish a competitive
system in uhich the alloca t í on of resources Ls determined by the
upply and deuiand as reflected by the rate of interest. The .
r et aLnc responsibili ty f or setting and enforcing the overa11 rules

JI Mte 1976, uhen the peso fiscal" defieit t<1?S eLínrínat.ad , thí.s forro
of f í.nanc í.ng t-73S discontinued. !he restoration of public confidence
han also permitted several of the public enterprises to issue thelr.
mm securities on the open market. thus avoiding further re1iance
on budgetary transfers or Central Bank credits. Among the enter-
prise", succeGsfully issuing commercial paper or debentures have
Le en C'!\_P, IAHSA and LANo

t./ 'l'hu s c oremezc í.a L anks are now authorized to lcnd for hous.ing and
to open sav í nga and investment departments for othet Long+term
operations and devclopment banks are a110Hed t o f í nanc e work í.ng
capital and mcr t gages ,

3/ The Decr ee , pr omul.gated in Deeember 1974, prohibited the State
fro oon í ng c omrae r c f a L bank shares and defined procedures by
uldch e xf s t í ng holdings vlere to be disposed of 1:;y the end of
1977. Subse quant de Lays , howsver , and the repossession of
ene bank already d í ves t ed because of .í r regu l ar í.t í es in the new
rosnageraent have cause d the final date to be extended to 1980.

. ,



~.(
.'., of the game aIld io.r re.gulaeing in á nondi$criminatory fashion the total

supp Iy of credit :f.n the i);lter.est of maeroeconomic growth and atabil1ty¡ mosr:
sped:f:te quant.Lea.t Lve and quali,tative e.ontrola ha ve' been eliminated. The
reforma undertaken so far have produced a relatively -well developed financial
atruc tur'e , a.Ltnough sorne serious pr ob.Iems sti11 .remain. 'Iba difficulty of
this transformatión was magnified by the severe liquidity eonstra1nts pl.aced
on both the banks and the productiva sec tora of the economy by, the heavy debts
snd high. inflation rates inherited from the past and the severe austerity

',' pxog ram: and ecouomí,c recession through which the economy has had simultaneously
to pass_ Sorne pieces of the reform, particular1y those having t;odo with the
long end of the financial system~-i.e'J the capital market--remain to be
work.ad out as. the authorities \i1ere necessar í Iy preoceupied with the poU.cy
demanda of t he short term·.

.',, ,

t

Mane] aud Credit .,
)'

250. I'he majoz t ool s of Cbilean monenary p.ol:icy traditional1y were ::l

the pOi,Ter to fix the reserve requirem.ent on commercial bank depcaí t s , to set
quantitative limita on credit expansion on a bank-by-bank basis J' ta red íscount
c onuaer cd.aL bank Loans , and to fix interest ra ces , Years of inflation' had 1..'
v iJ.:t U:1 11y deat r oyed the marketabi1ity of 'goverrunent securities. thus pr ecIud.í.n';
th~ deve Lopuierrt of open markat; operations. 'The remaining tools were largely
maaníng l.ean so. long as tllf! Central Bank ~'Jas required to finan.ce· the deficits
of t he pub 1Le .aec t al".

j'I:"

.1

251. As the fiscal defidt has been redueed and the f ecua oi credit has .
shifted to the prívate sector, monetary policy has taken on greater signiU-
cauc e , Sinc.e 1973, quanti tative and selecti ve cred::I:tcontrola w'ere progress~
LvoIy r e l.axed , aLt hough the Ind tLaI maintenancé of high reservé requí.reaents
ke pt cr ed í t expnnaf.on closely tied to the ned í seount po l.í.ey and seIect Ive
crcdit lines ·oE the Central Bank, The fncreasing sales of public debt Inst ru
menta have served to absorb liquidity, but there st:ill is no effective o{len
markat oper a t Lon, Ln t he sense of a sec ondary market; ~>1heréthe Central Bank
could purchase and seU securities in sufficient volume to effect desired
changes Ln t he money supply. The rnonetary aut hor í r í es do not believe that H
uou Id ce' desirable, a t rhe present time,· too use a aec ondaey markat f'or thís
pur pose , 1101'eove1', elle bulk of these sécur-í t í ea were 1nit1a11y bought; by thc
social security instjtutions ol' by commercial banks as part Qf 4. mandatory

;'¡
u:
I U
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"techn í.c a l," reserve requir.ement, and are chus be t t e r vie •...red as an adjunct to
reserve policy. 1/

252. 1h8 freeing of prices and the Gavernment' S effarts to maintain
cupl oymant; and restare purchasing power led to a rapid expansion of money
and c.redit du r Lng t h.e last quarter of 1973. M1 more than doubling in nominal
ti~rm:;(TabLe 111. L7). Velocity evidently declined, hoveve r , ~TÍth the resolu-
tion oE political uncertainties. Credit to the publie sector continuad ta
Iue l morie t ar y expans í.on during 1974 (see Table 111.18), hut at a significantly
re duccd rateo t1osc. notable na s tne Lower cr ed í. t requirement of the public
1!llt0.rp1:ises. as total bank í.ng system credit to the pub l.í.c sector ou t s í.de
tlh~ ccn t.r a L government contracted for the first time since 1970. 00 the
ot ucr h nd , gr ovrt u oi cr edí.t t o tbe private sector was ext r emeIy rap í.d, and
ov.ira Ll, tne ne t domes tic as s e t s of the banking system grelo] s ome 85 pe r cenr
l:d:ltivB to t he stock o f mooey and quasi-money exí.s t í ng at the end of 1973. Jj

II The maj or pub Lí,c deb t; instrumenta in use are:

l. Discountable Treasury BilIs (Pagares Descontable~ de Tesoreria).
N0gotiable aho r t+t e rrn paper of 35-91 day maturities issued da í Ly ,
Uncí I Hny 1976, t hn r a t e of d í s coun t Has de t e rrní.ne d at auction;
sincc chen, the dilily •.ate has been determined immediately prior
to sale by r.he Tr-e aau re r on the b así,s of market condi t í ons ,

2. ~~~c!iys'¡~JIl?l(~_Savin¡:s Certifir:ates CC.ARs). Nonnegotiable securi ties
í.s s i e d by Central Bank, indexed, with ma t ur í r í.as oí more than
one y83r, and a 7 percent rate of interest.

3. Central Bank Bills (?_~?r.es ~el Banco Central). Th í.r ty -d ay r'en ewab Le
pa pe r Ls suo d Ly rhe Central Bank to finaocial f ne r í t ut í ona to II(JJd
?!s part aL rheir techaical reserves. Interr::Bc rate fj;:(;:d
periodically by the Central Bank.

Lh f_ertifica tes of Eí.n anc LaL Savi nBs (CAE's). Three-month bea re r paper
issued by the Central Bank with a flo3ting interest rate deter-
m~ned at auction.

5. ~~Dificates of foreign Exchange Cover (CEPACs). Zero-inreresr
LI~;H"er paper Lssue d by Central Bani<., denorninated in U. S. dollars,
\7i l:h t\1O-year. m t ur í cy, far app Lí.cat í.on on Ly to Lmpor t s or other
foreign exchange transactions.

]j Ihe exact percentage. change. is affec.ted by rhe choice of exchange
rate applied to assets 2nd liabilities. Given che. rapid inflatian
and lar¡:;:.e exchange rare adjustlIlcnts oc::curring during the periad, the
calculation is oec eas a r í Ly s ornewha t; arbitrary and shou Ld be taken on1y
as an arder of magnitude. Quarterly calculations are offered for
subsequent years, thereby reducing the exchange rate problem, hut at
t he cos t of .í.ncr odu c Lrrg s orne s e a sona L distortions resu.lting, for
exampl.e, f rotn the perí od í c í.ty of public debt amor t í za c í on , Edna Ll.y ,
uh í Le the pereent cnarige s re Lat íve to the exí s t í.ng base of liquid
financial assets appears vety large, aceount should be taken of
the extremely small size to \Jhich that base had shrunk in real terroso
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Table HI.f7: CHILE - GROWTH OF MONE"i SUPPt.Y -BY QUARTERS, 1973(IV)-1978

(Percent)

Pesos of December 1969Current Pesos
Change
During
Quarter

Change
From Year'

Ea.rLí.er

Change
Durin,g
Quarter

Changa
From Year
Earlier. IYear/Quarter

1973 ( IV) 107.8 419.0 34.9 2.8 -
1971~ ( 1) 24.1 376.2 -4.4 -15.1

( II) 23.3 31~1.7 -18.1• 2.l~
(III) 35.1 330.1 -3.2 -18.3
( IV) lI2.9· 195.4 2 •.8 -37.9

1975 ( 1) 32.9 216.4 -17.4 -32.9
( 11) 23.8 217.7 -26.3 -39.2
(trI) L~3.4 237.2 10•.1 -30.9
( IV) 5L3 257.2 20.5 -19.1

1976 ( 1) 23.9 233.0 -10.3 -12.1
( Il) 21J} 226.6 -12.0 5.8
(ITI) 28.2 192.0 3.7 -1.3
( IV) .")0.0 189 .l~ 28.8 5.6

1977 ( 1) 2 7 .l~ 197.5 7.2 26.1
( II) i i .« 173.0 -0.7 42.1
(III) 15.5 1l1S.8 3.6 42.3
( 11/) 30.2 113.5 18.6 30.3

1978 ( 1) 22.6 ios.« 14.3' 39.4
( 11) 1.9 87.9 -4.6 3/+.0
(Ill) u.a. n.a. n s a; n.a.
( 1 \7) n.a. 65.0 n.a. 26.6.

Source: Vol. III~ Table 6.2

Given the very high commercial bank reeet:'verequirements in effect, the
cxpans í.on had to ba fundad pri.marily by the Central Bank, either· directly
or indirectly through rediscounts, refinancing, and toleranee of reserve
defici.l?;l1cies G 11 The nourí.na L money supply grew almost three-fold. Never-
thelGss, the Gx-pansion of mouey lagged far behind the rate of inflation as

1/ On January 1,1974, the reserve requir.ement on demand deposd t a waa
raised to 80 percent of the average da.ily deposit levels of
DecGmber 1973t plus a marginal requirement equal to 95 percent of
Lncrement s from that base. On Oetober 1, 1974 .• the base ,reserve
r equ í remeut \,¡as ralsed ro 100 percent of the average daily deposita
of Se¡_:;tember wi th a marginal requirel'uentof 80 per'cerrt , The interest

'rate charged on reserve deficiencies ~a8 also increased sharply--to
25 percent--and collected rnonthly. HOHEver, to soften the contrac-
tionary effect, the banks were given until Harch 1975 to complete
a phased elimination of their reserve deficits. (The evolution of
reserve requirements over time, by financial institution and type
of liability, is given in Vol. 111, Table 6.7).

.: ~--, l-
.¡ ",
I (•.-t,
~ I
)

.....-
; I'r¡
) ¡---
I 0\
! ,-'1,
· ":Q~ 1::)

l-l· ~~, i r-;J
11.,

; r",
'o' ..j: ,.~

I ~ :~

. .1 ~:;
18

1-1
· r.:J
I ¡:"11 I·q

! [Ci
4~ .~

: :---t
I 1=1
I :-:-
I o:;
1>'

: ':?'
t :_J
f ",...;/1

: ',
, ,-'o:

'1
I



" ••...- - -...-~ - ""'---- ..-- _ - _ --: ....-- _ - , - - ~-_. _-_ - -- _ .•. ~-- .-:..:..' - - .....•__ .....:_ ...•. __ -o _~7~ :< =~ S:....?~L~ ~- .....,
=-:----:::=: -- .._.." <'J:¿ t:-, ,:_,= .: --- ~=.J:.~~;::-:;~Of P::?IOD, 1973(rv) - 1977 .,

'"
(?er"cent)

'..'>

P -J 13 r- 1 e s E e '1' o R-'-'
Central ?ubl-ic Net

Pri vat.e GOVern,- )eceatral~ al ~nt'e1"'- ti E../
Domesticd/

Period Sector ment Af"encles rises COD2LCO SI ,:!,_P Ot.~e]" Total Assets -

1973: 4th Quarter 20.5 16.1 -16.6 23.2 -1.9 20.8 55.6

1974: Year 46.0 19·9 - 6.0 4.0 -1.9 ~/ !_I 16.1 85.1

1975: 1st Quarter1!J 6.5 23.9 -10.1 6.2 2.5 3.7 1.0 21·5 25.5
2nd n 12.4 -4.8 3.5 -2.2 -2.6 4.0 1.8 -7.4 12.8-
3rd If 6.9 0.6 2.6 -3.6 -1.4 4.4 13.4 10.9 11.9-
4th n 14.3 13.3 4.9 -3.9 3.5 4.9 2.4 15.3 32.3-

1976: 1st 11 7.8 7.6 3.7 6.0 1.4 4.2 -0'.0 15.5 8.4-
2nd n 13.9 3.0 1.7 2.7 -3.7 6.5 -3.2 1.0 15.4

1-"
3rd 11 17.2 1.4 3.1 1.8 -0.5 9.2 1.0 9.8' 1.3 ro- \Q
4th 11 19.5 8.9 0.8· -2.5 -2.0 5.7 0.0 9.3 34.5-

1977: 1st 11 22.3 12.2 2.8 -0.2 0.9 12.3 -1.7 20.6 22.1~

al Includes social secur ity sy st.em , and municipalities.
DI Exc Luding CODELCO.
"'(;/ Consists primarily of import cred,its financed from abroad and interest on foreign currency obligations.
di Iric Ludes a.Lso 1 et unc Lase if'ied as set s , interbank :f1oat, Official capital .and surp í us , and r-eva.Luat í cn

ac ccunt s .
e/ Included in decentra1ized agencies.
rl Included in Jlublic enterprises.
s/ In .Janua.ry 1975. the central g;overnment as sumed substantial out standing debts of the decentralized agencies

and pub1ic ent.er pr'Lses to the banking sys t em,

Source: Vol. III, Ts,ble 6.1
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the df!mand for real monéy balances declined. Inflationary expectatiónst

as evidenced by increasing velocity, seemed to worsen as the year pro-
gressed. 1'he stock of quasi-money increased slightly less rapidly than
H" reflecting in part the grawing relative attractiveness of alternat.ive
f Inanc í a L instruments out s í de the bank í.ng syste.m.

253. Hith. decl1ning copper revenues j' the expanaf on of credit;: to the pub líe
sector accelerated in the last quarter of 1974 snd the first quarter of 1915,
and the nominal money supply r ose 1+3 percent and 33 p.ercent, respective1y, in
t ho tHO periads.,!_1 Anot l.e r gr ov.tng sour-ca of monet ary expansian vas the
substantia1 Central Bank financing of ",,1thdra~'la1s f r om the Savings and Loan
System (SINAP); as depos í tora became increasingly conce rned about its so lvency,
aud t he freeing of Lnt e r es t r a tes and the extended use of indexing made other
finan La L Ln s t r umant s mor e attractive.

25/;. The expan s í.on of credit s Lowad sharply thraugh the firs.t three
qua r ter-s of 197 5 ~]ith the virtual e Lí.mí nar Lon of the public sector def í c í t .
Al1, effort Oim m,de to s í ow the nat vlithdrat,¡al of funda from SINAP by f r ee íng
il·. f r ora interest rata c ont.r ol.s on non+tndexed depasits and credits of Leas
than one-yeal:" lIl:lturity 3_1 and aut:horizi.ng it to issue indexad notes of
gr ea t er t han one+yea r tna tur i ty , '1:111i1e sorne new funda were thus attracted te
t l.c Sy st e. .• ot ha'r meaau r es further reduced the attractiveness of its major
ex ís t í ng Lnst r m ent , t lie Readjustable Mortgage Security (VHR), and the net
uithdr.aHals, f Lnauc.ed by Central Bank credits, accelerated. 3/ Meanwhile, the
gr o.rt h of bank credít to tbe private sector oas conat r adnad by higher reserve
requirements. 2nd quantitative restrictions on the growth af bank loan port-
f olLo s o Ot har meanu ces Lrrt r oduced in an effort to reduce liqui.dity included:
th,z f r ae Lng of Lnt.er es t char ged by commercial banks on local curr ency Lcans oí
leso tl~n ane ycar; the extensian of reserve requirements to a11 nonbank
f í nnnc í a I tns t í tut íons ; Inc reas í.ng the mínimum hold:f.ng periad af an interest-
bcar í ng as set f r om f our to thirty days; aut.hcrí.z í.ng commerc í.aI banks to accepr
tr.L"111 depoa í r s ; and raisÍng the maximum a í ze of State Bank terro sav íngs accounu
e l í g í bIe f or nonet ar y cor rec t í.cu as ~1el1 as the rate of interest paid on sud
aecounts.

1/ The rapid increase in credit shown to the central government Ls snmewhat
deceptive, reflecting in part thc assumption af debt obligations of
the decentralized agencies snd public enterprises.

2/ SIlTlLP had been aut hor í zed s í nce Oct ober 1971~ to engage in shcz t+t.era'
opera t.í ons , but interest rates had beeo f í.xad too lO~<1 to be compet í t íve
uith the priva te finance companies.

3/ in an at tempt to 5J ou the .•rí thdrawa L of VHRs from the SINAP, existing
holdings were partial1y frozen in June 1975, esch depQsitar being allrn~~
t he option of to1ithdrs\.¡ing a maxí.mum e.quivalent to US$lOO per rnont h per
account 01" of c onve-r t f ng the Vl1.Rs í.nt o negotiable fi ve-year Reudjuo tab le
Martgage Bonds CBJilla). This conver s í on optian was t.ermí.nat ed in D(::cciUl, ,(
1975 and r ep l.ace d í<1Í th the option to conver t VERs i nto a s pec ía L í ssue rd
Central Bank Read jus tab Ie Savings CertHtcates (C.ARg) having phaae d
maturities of 1 (O 15 years. In retrospect, it appears tllat the un-
certai.nty and f'ur ther 10s5 of confidence in SINAP and Lt s sav í.nga
instruoents caused by these rneasures rnay have se r ved to acce Ler a te thc'l
net outfloVls from the system.
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? ')5. Despite these ef f orts , the nominal money supply rosé by more than 250
pc r cen t; du r í.ng 1975. Instead of the public sec to r defieit, thé majar source of
expans í.on ove r the course of the year had becorne fcreign exchange operat.ions re-
sulting from increased capital repatriation and sho~t-term inflows as well as the
r,r,mth of non+c oppe r exports and depressed tmport.s , all conve r ted at a sharply

ie h L(',hE.i" (in pesos t e rms ) r at e of excnange , Nevertheless, MI again con t rac t ed
in real te rms and had become equivalent to less than 4 percent of the GDP.
Llre re ITas a no t ab Le decline in velocicy during the second na Lf of the year, as
rlin ausce r í.t y pr ogr am \.laci seen to be t ak í.ng hold and inflation decelerating.

y, 256. An important turning point in monetary policy cccu r re d in 1976.
Ihe e Lí.mí.nat í.on of th.e public sector deficit h ad gr e a t Ly reducec;l the Lat te r ta
c r edí.t; dema nds , e xc ep t f or f or e í.gn debt service, t he r eby perruitting a
significanc relaxation oE constraints on l~nding tu the private sector. At
th e .:;::\m~time, the sb.arp re duc t í on in the rate of í.nf Lar í.on was reflected
Ll the decline 1n Lnf Lat Lona ry exp ec t a t í.ons , and the resultant s teady increase
i[l t.lL~ tL~,tn"nrl. f o r ¡:-1\a1 money balances perrnitted the authorities to move
t: oua 1 d g r adua L r e s t or at í.on . of more no rmaL levels of liquidity in the economy,
Coos ..«[u cu t Ly , quan tí.t a t í ve cr e dLr con t ro Ls ve re endad in May 1976, and a
[HO['.t:0.SS Lvo r educ (iO(1 o f r e s e r ve r eq uirements was Ln í t.La t ed during the
SQc.QOll ha] [ of [-he: ye ar and cont.inued t.h r o.igh 1977.

1

257. Heanuhile, the majar ~ource of reserve money creation had become the
r ap í.d bu iLdup of international r e se rve s 'tlhich grew 'JS$455 million over the
cour s e of ¡-\lC! y ea r , \-lith surplusses on bo t n cur r enr; and capital account s .•
ConcQl"ned \1i. r h the mone t ary e f f ec t s of this rate af reserve gr ovt.h, and seeing
che po s s í bLLi ty of s t r í.k í.ng an Lmpo r tant b Lov againsc inflationary exp ac tat í ona,
r lre Co vc r nrce n t t\lic.e app r ecí.a t cd che peso~-in .Ju Iy 1976 and March 197:7--arid
s t.oue d í r s cr awl , In add í.t í.on, a !:"I-lO-year mínimum maturity was placed on
fo~eign capital entering under Article 14 of the Foreign Exchange Law, and
suc h Lnf l ows, t,lhen brough t rh rough commer c í.aL banks , \·l.ere made subject to the
orrtinary reserve requirements on foreign c~rrency dapesits. These funds cen-
t Lnuad ro f10\o1 in in large amount s , hove ve r, as che appreciating peso ruade
r he large nominal interese ra t e differential be tween 'the domestic and in ter-
na t í ona L f í.na nc ía L ma r ke t s even more attrar:tive in real t e rms...

?580 Central Bank rediscount lines ~.¡ere also expanded in 1976. Never+
t.lteless, the s t r ong gr ov t.n of hanking s y s t em deposí.t s and the reduetion in
reserve re qu.i.r emen t s , along w í t h the d.í.mí.nu t Lon of public sector damands ,
r esu l u~d In a signi fic.ant shif t of lending ac t í.v í t y f r om the Central n ank
r.o rh e p r í.va ce c orrmer c í a L banks. 1) Dur írig 1976, the Cenrral Bank ac count ed
[o¡:- éibout: one-rhird of total credit expansion as ccmpared to 85 percent in
1')75.

Part oí the growth of reserVeS in the banking system, particularly late
in che year, r e su l t ed f r cm che 'flÍthdr3Mal of deposits fram the private
f í.na nce comp an í e s \.ínere confidence had bee n shaken by a number of
oank rup t c í e s a r.d e é.SEoS o: ;::E.nagEr:::enc a r r agu Lar í t ies.
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259. Tite 1110ney &upply ha;s..baen gr.ew:fng raptdly" i~ teal:, terma since the
mic1d1e of 1976~ with ,the' a~t.llor::lt1es attempti:ng to,. w<!1.1lt the fine tina bet:ween
providing 'phe liquidity need$ 9f a recovering .ecpnom.y ill. tl;e tllr.()es of a, .
lusjor st,ructural. transfomat1.o-n. and tbe ra-ignition Qf ':f:nfliJ,tt:onary expecta~
tlons. ~mong a populace tha.t cl0.sel1 Illonito.ts and has become .highly sensitized
to changas in financia! indicato:r·a. S.1.1perimposed en eMe $nort-te~ manageaen; ;
effort have beell a seri,es ofmeasures designed ta tnodif1~ the struetu~1! Qf the
financial sy-s.tem itaelf, makinglt more capabl.a ()f ~esponding ef.ficient:ly to.
market forces, on the one hand, and more sensit·ive to tbe aver-all regulatory.
pover s of the moneta:ry authorities ~ ca tne qther •. Inevltably, tbere llave been
soma con.flicts betwe.en aho:rt-terttJ, and long-term objectivéf? The difficulty' is
p2rhapa moat dramatically illustratéd by tne very high int~rest rates that
llave prevailed at a time when a. major long-term, prior.i'ty h eo st1mulatze"
investruent.

I ,

i, b •• IntcT:'eat Rates

;¡ , ,.1

260,.. The mnxitnum legal fnt~t'é9·t 1C~teduring tne secarla. half of 1973 was
60 percent per annum, with taJ(.CSand Oother ehazges brin.ging the actual nominal
coat to the bor'rcoar up to about 90 parc.ent. Af! in prevlous per.iods, there- "
f ore, those el1.terpri~ea \'¡,ith accas s to regulated ctedit enjoyed negative real
inte.cest: ratea. 1'he large m<:Jjority of private firma,. howEPie:r~ undoubtedl.y
hud t o rely on internaUy genaxa ted funda ar on i:nte:t-enterpl'iae et"edits .
t ranaac't ed through tha "Lnf orraa l." financial market, perlulp,s tbrough the
int.:1:inediation of pdvate finance cOIllpanies 01:' other unregulated ptokers •.
Uith t.heLr Laxger retain'ed earnings and ¡l'mperi()r .acceaa ti] foreign loans '8.9

t.e Ll, as subsidized dOllie~tic cr.ed í t , the .systelll general1Y favored .the larger
enl:dl~pt;ifle5. At the sama time. the dependence on interna!;!.}" g~nera1:ed fímds
f or Loth \lOrldng capital and 1.nvestment resultad in low dividend payout s and
probnbly act ed t o inhibit development ()·f the stock market. '

~I

l',

', ;'

{
;'. ,
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'T~ 261G In l{arch 1971~,rhe .'1II4ximUlll legal interest rate wa~' raised tQ .

90 percent, and then raieed again in. May to 200 percent. In real terma,
hOHever, bank lending 'tates remained negat1 ve. Alao in .May,1974, interest
r;3.ta ce í Hngs were ráised entirely from the Loans of nonbank financial .
í nat í.tut Icna; ~t1mulating the ent.ty of ma:ny new finallce· cOlllpa,nies into, the
mar'kef and permitting them to attrac.t funds away from both the commercial
banks and rhe eav.ínga and loan associations. .E1na.l1y, interest rates
tLr oughoun the aystem we~e effectively freed troJ)! cont r o.l.s in Hay 1975.

I l.!. '

,"

262. Tables 6.·9¡_6 .•l0 ,in Volll1l!e lIt and ~F1gure rll~2 tta;c~ the evolu-
ti orr since 1974 (lf ahort-teX1l1 (thi.rty-day) interest rates paid tI? depoflitor,
and eharged ta nonagzd cu'leura.I bor rovecs by cOIll!llerdal banks, financ·e ('.(X!·'

and savings and loan associations (AP.Ps). 1/ With the freeing of lnterNl¡
rares , rhe nominal coat <)f bank b()rrowing shot up f rom 9 .•6 per cent; pez ~l(¡II'.

in April 1975 re 19.0 percent in May, reaching 21..2. pezcent; iR July. Of
ccur se, en an armua I liél$is. the rare far July., for exanip Ie, exc eeded 900 PI,

,1

., ;

1/ Famers with aceeas te ,the bankfng. sy.ste;lD .gener.t;llly enjoyed some~'1r,ar:
lO')le-r interest ra.tes as a. result 01:' preferent:f..al discQtlut ratea, at
Cant ra L Bónk.
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At t.he s ame time, the mon th.Iy rate of inflatíon declined s ha rp Ly , l?O that the
tí.gh r.ness ni credit arrd the lag in Lnf Lat Lona ry expectat í.ens ce su Leed in
extr arnaLy high real rates of interest.. ave.r agf ng more thari 7 p er c en t pe r mont-h
f or r h í.r t y+d ay mouey during the final six months of the year , Depos í t or-s for
tite s an.e p e.r i.od r e c e í.ve d an average of just under 2 pe ruen t pe r month in real
t e rms , Lnd.í ca r.Ltrg a g r os s sp r e ad be tve.en depo s í.t s and Loan s of 5-1/2 pe r c en t,

Th~ Central ~ank attempted to apply sorne downward presSure on interest tates
by "sug.ge.s tí.ng" in Uctober 1975 t ha t nominal s av i.ngs .accoun.t interest be
Lí.ni t e d to n p e r c en t pe r mou th , Th e moral suasion was mor e rigorously enf or ced
upon c. d!h(!,orcidl bank s r han o Lhe r í n t e rme dd.a r í e s arid r e su.I t e d in a sudden flQ,w
or dapo s í.t s f:rom t hc f o r mar t o che I a t t e r, In De c embe r , the suggestion was
\vithr.lr311n, an d t he Governrnent has s í nc.e r e s í.s t ad p r e s su rn s to intervene
directly in the determinacian of int2rest rates.

,
l' ¡

1.63, Sh o r r+z e rtn Ln r.e r e.s t r a t e s ch.ange d very little in hominal r e rms
dur i ng t he f l1:5 t s erna s t er o[ 1976, th e r aal, bo r r.owt.ng rate averaging 2.9 per-
cunr pe r mon t h f or comma r c í.a L banks , 3. (f percent I or Loan s from the saví.ngs
arid Loan í ns r t t ut t.ons , and 307 pe r c en t f r om the I í.nanc e coop an í.e s , Oeposit.
l",1CeS h a d bl!COU1_2 s l i gh t Ly rie ga t Lve in real t e r ms in the case of cornmercial
b~~ks ~uJ ~llghtly positivo for the nonbank institutions, indicating a
s t í 1 V...:.L·Y .cub o r , n r LaL gross mon t liLy s pr ead of 3-4 percent.

2ht). In a ddí. t í on to t ho accelerated exp an s Lon of credit begun du r í.ng
(h~~ s e cond half of 197ó. a number of measures VIere t a ken that we.r e e xp ec r ed
l u.l Lr ec tLy to n f f e c t; sho r t+t e rm interese r a t es , In Hay, tbe Central Bánk
11c¿l,.l [O pay í nr e res t on comma r c í a I ha nk reserves. Thaz , along w í t h che
,.ur, _,!uent. lo·.kLing of reserve r e qu í r emen t s , v.as intended to reduce bank í ng
c\)~;[~; t1.11d pe rini t a decline Ln the gr os s spread. The r eva Luaj.Lon of che peso
t n .Ju l y 1976 ,11~;ohad .a majar Lmpac t 011 Lnf Lat í.onary expe c t.ar íons and í.ncze as ed
['h-: -i.L'I1Flnd f o r rsoriey 'aud q uas í+mon ey , At t he same time, t.h e mínimum rnat u r i ty
t ha r cou I ti be indexed was Lowe r e d from one year to 90 days in arder to neutral-
í.zc i.nfLat ionary exp ec t a t i.on s , r e duc e interest rates f o r cha.t matur íty range,
and cn c ou'r ag., t ue g r ow t h o f Lon ge r+t e rme d deposits. Also du r í.ag t he secoud
qunr t e r , th e AAPs, f í.nanc e comp an í.e s an d , La t e r , b ank a we r e au th o rí.z ed to act
as b rok e r s in i n t e rmcdí.at I ng cormaer c í a.l paper without t.ncur r í ng a c on tí.nge n t

11<:.1,1lit y OI: a dd ít í.oua L r e s e r ve obligation. This was Ln t an de d to increase the
f l o.. o f c r e d í t a nd improve b ank p r'of í.t.ab í.Lí.t y , while at the s aae time attract-
ing Hccivicy auay from the largely unregulated and financially precarious
Lnf or maL f íuanc i a L se c t o r , Average nominal Lnt e r es t; rates on deposits did
Eal L in resl?onf';r~ to t h e s e mea su r e s , bu t by lesa t hari che r a t e of Lnf Lat í.cn ,
StUL s Loue r ¡.Ias the reduction of the i.nterest rat e on bank Loans, which
ave r ago d iuo Le r.han 5.5 percent per mon t h in real t e rms in che second semast e r
of 1976. I'h e gross nominal sp r ead rose from 2.5 pcr cen.t in June t o 4.1
per cen t in l)cC:l~mber and 4.6 pe rc en t during the f í.r s t tvo mon trrs of 1977.
Since Fe b r u a r y 1977 t ha gross spread has shown a stron.g downwar d t rerid raach+
ing nine-tRQrhs of a percent in December 1978.

265. Somewha t gr ea t e r succ ess wa s ach í eve d by the second rava Iuat í.en
in tlarch 1977. Coupled \.¡ith f ur t he r reductions of the reserve r'equt r emerrt ,
increased interest earned on reservest snd a strong grbwth of bank time
depo5it5, the b2nk lending rate bagan to fall more rapidly rhan the rate of
c.h an ge of tn e consumar pr í.ce indexo As a r e su l t , the real Olan thly Lnt e r é.st
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rute of thirty-day bank c red'Lts fell from 8.:f parcant in 'November 1976 to 2.4.
per eent; by September 1977, the gross spread ln the Lat ce r mon,ths having fallen
to 1.4 percent. Interest rates rose again sharply during the final quarter
of 1977. Short-term real interest rates charged in 1978, while 5ti11 consid-
ered h í gh , vere consistently Lower than rates recorded for the corresponding
month: in 1977. In s.p í.t e o f these variations, the average real rate has been
s10171y falling since the second SClliester of 1975. The corresponding average
mcnr h l.y ra t.o s f or 1976 through 1978 are as f oLl.ows : {f.Z/., 3.85 and 3.00 pez+
('21,¡:. On an annua L uas í,s the s e r a t.ea vIere 65, 57 and 43 percent, respectively.

266. In view cf the extraordinarily high interest rates prevailing in
Chile s í nce their f r aa í.ng in mid-1975, it Ls not surprising that it has
co.is t í t ut ed a majar nat í.cua l. í asue , To begin wí t h , there is considerable
dí.aagr aement; and surprisingly little hard i,formati(lu regarding the interest
1'<,(;:8 ac tua l Iy being pa í d by th majarity oi enterprises. The shcr t+t erra
('):.:l11 :s f or uh í ch da t a are sys temat í.ca Ll.y ava í.LabLe rep:tesent only a fraction
oc r o ta L c.lcQdit, anrl , it í s fur t ue r ar gued , the za tes being reported are those
ct~rBcd nt the rnargin aud are significantly higher ~han the terms offered
pd.!ll2 cus t onner s , One uí.de Iy cited st udy , ca.r r í.ed out in late 1976, reported
t l.a t 1J13.ny l ar ge and mad í.um f Lrrns (.Jere mí.x.í.ng eredits f r orn a variety of aourcas
u í t.h a \J i[hted average annua L real Lnt e r es t r a te o.é 25 percent. 1...1

267. Ncver the l.ens , tní su ton Int er ví.ews vrí.t.h a large number of enterpr1ses
suggest that tbis study signjficantly underp.stimated the costs of borrowing in
Chile, cvun f or those en t e.rprí sc s that had d r eLat í. ••••ely high degree of aecess
t o rOJ..-eign. Ioans , lile average annua l, real cos t of shor-t+t e rm, local currency
h.rnk c r e, L dur í ng the Last quar r er of 1976 appears to have been around 64
P,'¡-C.f!I1t, ia the r t lian the 55 percent uae d í.r. t he c í.tad study, and Lower rates
\/ocdd L10l: L'1Je be en ava í LabLe f r om the nonbank institutions. Interest on
indc:zcd Loans a\leraged about 12 percent. 'I'lie cost cf foreign credit to the
Ih¡!:["(W"r' f nd í ca t ed in t.ue study does not apparently include the eharge for
r h:~ r equ i red J oca 1 bank guar ant.e e , whí.ch amount e d te. a bout 5 percent dur í.ng
tll:; r e l c varrt periodo Fjnally, it doe s not appe ar that foreign eredits, even
1'0'_ the Jar ges t enterp:ci ses, wou1d have exce eded 40 percent of 'Che total.
[lJ1PUcatjon of t hese c or r ect í.cns generates an estimated ave r a ga real Lnt e r es t
¡_,,-tc~ of more than 37 percent, and r hí.s must be ví.ewcd as indicative on1y f or
{.lliL=:'s Jar.ger corpo ra t í.ons , Smaller ent e r pr í se s in late 1976 were probably

------------
11 The ca l cu l a t í on was made as fo.l.Iovs r One+t.hí rd of total credit was

est1rnuted to come from the short-term financial market at an average
. nnua I real interGst of 55 per cent ; an ot her 16 percent frem official
lending agencies and development banks, or credit lines discountable
at rha Central Bank , Hi th indexad interest r a t.as avcraging 11 pereent;
and finally, 52 percent frolD. foreign ]oans at 3.U average interest rate
oÍ 10 percent.
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paying something batween 50 and 80 percent per year in real terms for t heí.r
fin; .c í.ng . II

268. Throughout the periad studied, real short-term interest rates have
vory substantially exceeded the rates attached to indexed long-term securitie •
~ nl~ber oi factors have contributed to this phenamenon. One has been the
sr r eng th and intransigence of inflationary expectations whdch have persistently
lagged behind the declines in the actual rate of pr.í ce Inc rease , Anot he r h,1:J

be<2u the suall dE:mand for long-term financing because of the large unutilizcrl
capac í t y exLs t í.ng in many sectors of the ec onomy: the unce r t a í nt í ea pr esent ed
l.y t he d rac t í ca l Iy a l t e r ed international trade r eg írne ; and the severe shor t-'
term financial 1iud creared by the economic recession, the prior buildup of
j nven t or í ea in 1971f> t he he avy debts Lnue r í.t ed f r orn the pas t , and the sudden
a ppe aranc e of pO{Ji tivc real Lnt e r es t r a tes. Finally, QUe cannot ent í.r el y rul ~
out th pons í b í Lí t.y of at Leas t tacit colluslon among the relatively l ímí.ted
n.uube r cf f í nn.ic í.a 1 Lns t.I tutions.

269. Tha hith average real interest rate calculated aboye 15, in larec
p~~t, the rcsult of the concentration of operations at the short end of
th2 ¡;j;J.rket.RLa1 interest charged on indexed long-terro transactions does
Dot appaar Rroa~ly out cf 1ine ~ith the likely oppartunity cost of capital
i'l Chile pr a.ie nt Ly , Tl,e point is, of cour se , somewhat circular, inasmuch es
t ue UnL1SU·ll1y hihh shnc t+t crm interest r a te has tended t o a t t r ac t loanable
f uud» ro r h__t end of t ue mar ke t , Thr ough 1976, howeve r , the high interest
r, te prohalJly did not represent an important impediment to long-term
inVC!stI1lent. Hore significant, in the mj s s í on "s judgmE:nt> wer e the general

uc or r a í nr í.eu c r ea t ed Ly the difficult mac r oec onom í c situatían t hr ough
oh í c l, Ch.í Ie HélS pas c í n.g and the unkncwn microeconomtc iruplicatians of
th:: truJy na j cr po l ley r ef ortns wh í ch had been invoked. !:_I

270. Nevertheless, ",dth economic recovery now well unde rway , the per+
s í s r ence of such high shor t r term interest r a tas inhibits the development 01'
a eap Ita I market and malees j_ t d:i.fficult to achieve the leve]. of í nves tracnt
r equ í r ad to compl.e t e t he structural t r ansf t í on Lnt.ende d by the Governmcnt ' f.;

e c onomí.c pr og ram and to se t the basis f or ac ce Lera te d long-term gr ont h,
Moreovcr, sjruilar to ~rl~~ occurred in the past, so constricted a financial
oyc t ern í3ives c í e ar financial advantage ro t ho se enterprises o í t h ac ce s s [O

f or e í gn f unds, t hose \.1hi eh can dr aw upon larga r et.a.í.ned earnings--eitbe ti
().I!1 or f r o othe:.. member s of the conglomerate family--and tho se Hith COl'¡:G.:.'

ties to L<1nks, deve]opment companies, and ather fi.nancial intermediaries.

1/ The ver y larga gap be tceen f ore í gn and domestic interest rates ~¡as 11'<"
tained by a number of f ac t ors ine luding the UJo-year minimum matur í ty
r e quf r ad o f f í.n anc La L f.n f Lovs , t he l imi t of 100 percent of c.api tal ~.I ~

r eser ves pLaco d on c ommerc í a L bank guarantee authority, t he c r clit
ceilings imposed by foreign lenders, and tte imperfect informatían
exjstjng on both sides of the market. levertheless, very substanrial
funds did fJow in in response to the interest rate differential •. 0

attractive I,¡as t he arbirrage opportunity that se vera I enre rpr t.sesC:O!!'

to the mission t ~t they were willing to import goods for resale at
1itt1e or no (even negative) profit in arder to acquire the accoinu. '1'

trade credits that could be turned over in the domes t í c money narl 1;1

5:..1 Indeed, the irnmediate rcas on for aut hor í z í.ng the development banks r
enter short-term operations was reportedly the difficu1ty they ~~rc
having in placing long-term funds.
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Table 111.19: CHILE - QtJARTERLY CHANG.ES IN EMPLOYMENT LABOR FORCE AND THE
RATE OF UNEHPLOYMENT IN GREATER SANTIAGO, 1973(IV)-19782./

(Percent)

Change in
Employment

1971~ ( 1) -2.4
( T.I) -0.8
(tII) 2.5
( IV) -0.2

1975 ( I) -3.8
( Ir) -3.5
(ID) -0.9
( IV) 2.1

1976 ( L)
( II) 5.0
(IlI) -0.3
( IV) I~.5

1 '077 ( f. ) 1.2
( 11) 3. LI

(IU) O .tI
( Iv) -0.1

1978 ( [ ) 1.3
( TT) 3.0
(lIT.) 1.6

Change in
Labor Force

Unemployment as
percent of Labor FOrce

0.4
1.1_¡.

0.2
0.2

-0.3
-0.3

1+.7
1. L+

2.7
-3.1

2.0
1.4
2.1+
0.2
0.3
3.1
0.7
2.8

9.2
10.3
9.4
9.7

13.3
16.1
16.6
18.7
19..8
18.0
15.7
13.6
13.9
13.0
12.8
13.2
14.7
12.8
13.7

al Survey taken during last month in quarter •

Source: .pperid í.x Table 1.15

f orce thus brought the rate of unenp Ioyment up to a 9-10 pere.ent range for the
erití, e yna r , The s harp contr ac t í.on of ec.onomí.cactivity in 1975 inevitably:
o.ffo.ctcdthe labor market. Nevertheless, the decline ln average annual employ-
ment , 5.!f percerrt, vas Les s than half t he rate of decline of out put •.11 The
peak. tn-trough decline in total ernployment, from D.ecember 1974 to Septeniber 1975,
mea:'lured 8.1 per.cent and v7aS ac compan í ed by aubat.autía I withdraHals fram the
lJbor force as inferred by the fall in the participatian rateo

276. Although absolute employment began to recovér during the fourth
qu rter oi 1975, the participation rate a1so rebounded. Consequently, un-
empLoyment conr í nuad to mount , reac lríng a. high of 19.8 percent of the
Sailtiago labor force in l1arch 1976. An increase in the participatíon rate
¡,¡ould no rma lly be expe c t.ed to ac company econornic r ecover-y , but the s í ze of tne
reaction shoun in the surveys se<?1DS greater than justified Ly the lllodest
Impr ovcmeut; in empLoynerrt tha t oc cur r ed . A disaggregation of the data by
sex sl.own tha t the male par t í c í par í on rate fel1 and r eruaí.ned depr essed until
the r ecovery of emp Loymant had a lready been unde rway f or six mont hs , The
f2male participation rate, on the other hand, held fairly steady through 1975

n-Comprising the aver a.ges of the four qua r t.erLy surveys in each year. It is
a lso 11k81y that che rate of output decline in Cr eat.e r Santiago exeeeded
the nat t onwí.de drop of 11. 3 pe rce nt,
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612. Because qf the enormous difficulties iri'lolved ~n valuing asséts
afear slx years of t hr ee-rd Lgí.t lnflation, poor maintenance .• and reehnoLogj.ea L
obsolescence, concencratlon on rate of réturn calculations would probably
be academic. 'Ibe mission'g concern 15 inatead focusli!d on the issue of
resource mob.íLfza t í.on and the ne.ed to place the gr owth of pub Líc enter-

"'. pr Lsé pr of ít s inta the overall po.Lí.cy f ramework tha t > \.¡hether p Ianned or
r ~lil1y-nl11y, will determine the aí ze and use of future national aav íngs ,

I
1

1
6l3. Table V. 6 shoved the eno rmous pot ent í a L of t he state-owned copper
mines for gem:rating pr cf í t s and public sector sav íngs , In addition, the

'1\ ',' capper sector continuas to serve as a major attraction for fareign savings.
whether tapped by CODELCQ'sexternal borrowing capacity or through dlrect

I f or eí.gn mvest.ment s in n.e\·1 raines. The Gavernment' s poHcy in this regard,
hcwcver , has not ye t been enunclated. For example, although increases in
nrí n.íng capac í.ty are pr obab Iy achievable at Lower' c ost; in the existing CODELCO
mlrres, it may be preferable in the medil,lIllterm ta channel the latter's profits
to other seetora Hhile explolting coppel"g relative attractiveness to foreign
risk capital. The point. once again, i8 the need ta integrate this majar
r evenu ~ source into an over a Ll. decision-making f raaewo rk af f ec tíng the level
and U~C of the nat10n'9 sBvings capacity.

61(1. One of the moat important Laaues affecting public sector programmiilg
and public f í nance s , as \-lell as exchange rata and credlt policies, er ems
f r om t he volatility of coppez pr í ce s ; Future upward movement.s of the coppe r
p~icea, if tt~y resulted in an appreciation ai the peso, would suppress the
grctJtH of uorr-coppe.r expor t.s , The uncertaintles created' by an exchange .
rate as volatile as copper prices \vo.uld aLeo deter export s , At the aame
time, internat:1onal reserves must be ma.intained suff:l,ciently high ta buffer
t ha ec onomy against tlide swí.ngs in external resource ava.í.Lab í If t íes , Al1 oí
t ní.s is knovn ; indeed 1t has been discussed and analyzed in Chile tal' years .•
Yet, no Chilean government has Leen able to deal satisfactorily with this
pr ob l.era , The ~lJndfall pr of í t s from a c opper price rise will accrue to the
Government, and it must be the Gover:runent that decides to spend er to save
ii:. Prior administrations found it virtually impossi.ble to resí.st; the
pr:essure$ to spend, either dfrectly through increased fiscal outlays ar
indirectly thr ough an €!ffectively apprec í at'ed exchange rateo

.' ,,'

615. Breaking the link between copper pr1ces and domestic dema.nd requires
a mecha,nism to eosure that copper profits 1n high price years .are held abroad
or other.wise ete r I l.Lzed to be dr awn doun in pe r Lods of low copper prices. The
Government i5 nOH consideriog establishing such a mechanism. llith ChUe's

.international rQserves DOY restored to a reasonable level relative to import
". demand, implementation of this mechanism shculd go forward w1thout delay. 1/

·u·

!/ Economí.c history 1s replete .it!J examp.Ias , frem Spa í.n in the 5i810 de 01'0

to OPEe today, of government failures to apply prudent demand controls
whan faced .li th windfall export receipts. Only Papua+New Guinea has
successfully addressed this p?oblem by eSEablishing a special foreign
currency account aí mtLar to t ha t out1ined aboye to "no rmaLfze " the
f 10\-1 of copper rece:i.pts to its 'I'reasu'ry ,

, "
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adminiStratión and che. t'ate ·of inflatiórt. 1n general. it can be saí d tha.1t the
1975 reform Improved the system's horizontal equity by remóving large nuiaboru
of special axce pt Lons , exenpt í.one and na t.e.s , !he effective p.rograseíveneae o.e
the system was also enhanced by, inter a Lía , the extension of withholding, t he
taxa t í.on of unddst r í.bur ed corporate earnings, and tha indexation of the
property tax base. On the othar hand, the'taxation of capital gains and
net ~•.orth ~"ere ended, and the systeUl has become increasingly depeudent 011
indirect taxes, particularly the VAT. The latter t.ax was a1so extended to
includ~ a number of basle wage goods previously exempted. Glven the high
unemployment rate o f recent years , the excens í oa of such a high VATmust tuvo
ha d a very adver se impac.t on Chile'.s poor ,

656. In 17ie\17of the above-mentioned lack of data , the very high futuro
savings r equ í rement.s of the economy, and Che need to find alternativa revenuc
sources to substitute for high payrol1 taxes. the mission does not now
recomruended any major changes Qf the t.ax sys t.em toward greater progresslvil:y.
As the transition proceeds, however, a~d reduction of the tax burden becorncs
desirable, it ts to be hoped that first attentíon be 'giv.en t ó lowering the
very high burden of indirect taxes , principal1y, the VAT. Rec ons í.de re t í.ou
15 also urged of the inclusian of food in the VAT•

.•..
rr"JJ.,'

." ! .

~ "í ",'~. r. '



- 279 - ....._ - .•. - ..

extend1ng social security pension coverage to Lnc Luda thelli. The former
optian, properly administered, is preferable both for avoiding unnecessary
r esource wast:e and for supporting human dignity. Finally, oí.t h inflation
substantially reduc.ed and continuing to decelerate, it IJQuld s iem propitious
to be g í.nt l.e tran sí.ti on t owa rd a mar ke t determinatian of wages t.hr ough a
raví.t.aLí.zac process of collective bargaining. The real ~,Jag~gains of the
pa st tIlOye rs, as generated by the legal adjustment formula, caunot; b
sustained Yithout seriously retarding tle growth of employruent. At the
sam llw_. th rigidity 1n inter-sactoral, inter-firm, and inter-functional
~uge diffcr~nrials introduced by acroBs-che-board legal pay adjustments mar
t·nd to exace rbe.te the a Lr eady d if.ficult pr ob Lems of frie ticnal unemp Loyment ,

3. The Otmership oE Productive Aseeta

653. The primary deterninants of inc:ome distribution in the long run
are likely to be emp loyeent and the oone rsh í.p of ~ or aecess to , non-labor
productive assecs. Although corroborating data are lacking, it appears
ce r t a í n tha t the ovnar shf.p of industrial as ae t s and agricultural Land 'has
becouL more hiehly concentrated since their return to the private sector
af er 1973. A number of factors have led to concentratian in the industrial
sector. Among tnam are t he diffícult financi.al situatioo many firma
f aced on their r'et urn t o pr í vate ownarsh.í.p, the compounding of this 1111-
quidi.ty by t he reduced caah f Lcus of t he 1975-76 recession and the freeing
of interest rates, and the financial advantages of those large cnrerprises
which have preferred ac ces s to foreign c rcd í t and/or to t he r esources of
a dome tic financial-industrial-comrnerclal conglomerate. Within the agri-
cultural sector, t he: major problema are the financial \<1eaknessand t.ec bnfca L
and managnr La.I backwa rdnes s of most; land reform beneficiaries and their
Lí.m ít.ed ac cess to .credit and technical assistance services.

654. The negati.ve ImpLí.cat í.one of t.he trend t o..•.zar d as se t; c oncentra t í.on
for efficient resource allocation and employment have already been mentloned.
Trada liberalization and the resultant pressures of international competition
are haavf.Ly depended upon ta minimize actual market power and the thr eat; t o
efficie.ncy and Inc.ome.d í.str í but í orr. Chile's distance from wor Ld production
centers, however. provides many industries with an important degree cf natural
procect1on and the opportunity to earn significant rnonopoly rents. Horeover,
large concentrations of economic power seldom rema in divorced forever from
politlcal Ln f Luerrce and may ultimately undermine the economic s t rat.egy t.t se Lf .
In adclition to t he assistance recommended for srnal l, enterpri.ses, therefore,
tbe mission urges the Covernment to tighten and vigorously enforca its
ancitrust laws and regulations, with particular attcntion to the links that
ex í st be tween financia! and non-financial institutions.

4. Taxea

655. The gre.atest improvement in the Chilean tax structure in the last
six ycars has be en the elirni.nationof a highly regressive inflation "t.ax."
However, no study has been made of the i.ncidence or Overall progressivity
o f t ax collections s í nce the maj or reform ca rrí.ed out In 1975. Such s t udí.es ,
however, would provide only a rough guide to future collections given the
larga changes tha t haya occurrnd in, for example, the ef f í.c.Lancyof t ax
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