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[. REPORT

EVOLUTION OF CHILE'S
ECONOMY DURING 1991

A, Overview

he Chilean economy evalved favourably in 1991, with a significant reduction in
inflation and a distinct recovery in the level of output. These resulis were achieved

together with a notable performance in the external sector and higher levels of domestic
saving.

Monetary policy played a fundamental part in these achievements, being directed rowards
a gradual consolidation of the results of restrictive measures adopted in 1990 and a cautious
handling of the lower cost of imports. The task was made easier by a responsible fiscal

policy, careful of financing greater expenses by means of greater income, so that public
saving was significantly higher.

Within the framework of monetary policy implemented in 1991, the Banco Central gradually
lowered real interest rates paid om its deposits in the financial market. From the end of

1990, successive reducrions brought the real annual interest rate on the Bank's 90-day
indexed promissory notes (PRBC) down from 6.8% to 4.7% by the end of 1991 In this
way, market deposit and lending rates were lowered to more moderate levels in keeping
with overall macroeconomic stabilisation in the conrext of a falling rate of inflation. Ar
the same time, in order to improve the profile of its internal debt marurity dates, the Bank
reintroduced as from March one-year indexed promissory notes (PRBC). However, this
time it decided to increase market participation in the fixing of longer-term inrerest rates
by inviting offers for these instruments instead of fixing the rate as in the past.

The marked upturn in activity compared to 1990 was wranslared into GDP growth of 6%

This result is an average of the steady rendency 1o growth throughout the year, 2 normal
snowhall recovery following a restrictive period {Chart 1),

Gioods and services exports took the lead in product growth, increasing 12.9% in real
terms, while consumption grew 5.1%, less than both the 6% product growth and the 7.1%
increase in national income. This means that in 1991 national saving as a proportion of
real GDP reached its highest level in recent years, standing at 20.8% (or 19% as a proportion
of neminal GDP). Although gross fixed-capital formation dropped slightly, around 1%
compared to 1990, due to completion of some very large projects and o belated effects of
the restrictive period, total investment continued at a higher level than in previous years
and, furthermore, showed a promising rising tendency towards the end of the year
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GDF grew most significantly in service sectors, the only exception being fishing which
grew 8.3%. The service sector showing the greatest real annual growth was ransport and
telecommunications (11.9%), followed by wade (8.6%) and electricity, gas and water
(T.8%) while the other sectors grew more slowly than the product.

Outpur recovery brought with it increased employment, although with the customary
delay which meant that unemployment actually increased at the besinning of the year but
then fell steadily until it was down.to 5.3% at a national level by the end of 1991, one

of the lowest unemployment rates in many years.
Tighter policies put into effect in 1990, together with prudent handling of interest rates

in 1991, meant that the sharp recovery in cutput was accompanied by a substantial drop
in inflation. Consumer price inflation went down to 18.7% in the twelve months from
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December 1990 ta December 1991, satisfactorily lower than in the previous year when it
had reached 27.3%.

Not only the monetary policies already mentioned but also the lower cost of imports
contributed 1o lowering the inflation rate. [mport tanffs were reduced from 15% o 11%
at mid-year, the exchange rate dropped and the goods Chile imports, especially fuels, were
at lower prices on international markers, all of which reduced import cost pressure which
was translared into constantly lower inflation.

Settlements and collective agreements signed in 1991 broughr relarively balanced wages
and salary adjustments. These initial agreements, which normally las for two years, resulted
in earnings increases averaging 1.4% over past inflation. Since this figure is lower than the
wo-year productivity growth tendency, it represents a systematic reduction in the nominal
increase in salary costs. However, at the same time, the inflarion rate was falling so real
salaries rose (Chare 1),

In 1991, exchanpe-rate policy continued similar to that of 1990, avoiding marked real
exchange-rate fluctuations. Chile again faced a considerable inflow of foreign cumency
which required a constant, thorough analysis of the determinant factors affecting shoet-
term exchange rate as well as the evolution of medium- and long-term rates in order to
assess the evenmual new structure of the balance of payments. To this end the Bank
continued buying currency on the formal market whenever the observed exchange rate fell
helow the lower limit of the band (+ %) within which the referential dollar floats. The
referential exchange rate continued to be adjusted according to intemnal inflation less the
discount for relevant external inflation. This exchange-rate maintenance policy meant
that the Banco Cenrral accumulared 3,000 million dollars in 1991 by way of these purchases.

The result of this policy was that the mean real exchange rare, excluding Latin America,
fell no more than 4% in 1991 compared o 1990 and that the Banco Central continued
accumulating international reserves which amounted o US$ 6,640 million by the end of
the year, equivalent to eleven monthis of goods imports. However, it also meant a Banco
Central financial deficit because of the difference in the interest rates it pays on its
internal liabilities and those it receives for its intenarional reserves.

To a certain extent, excessive currency inflow was due to the differential between internal

and external interest rates, so several measures were taken to offset, directly or indirectly,
this inflow of short-term foreign currency. From the beginning of March till mid-June, the
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external inflation discount was eliminated, as a transitory measure, and two compensatory
revaluanions of 0.7 percentage points were made, one at the beginning and the other at
the end of April. Larer, in the second formight of June, when tariffs and the referential
exchange rate were lowered, extemnal credits were subjected to a 20% reserve reguirement
and this measure was complemented by widening the stamp tax to include foreign debr.

Ar the same time, continuing its policy of opening the capital account gradually and
selectively, the Banco Central in February authorized banking companies to acquire abroad
low risk financial assets up to an amount equivalent o 15% of the public’s foreign-
currency term deposits. The following month the Banco Central authorized commercial
banks to use their resources up to the equivalent of 30% of these deposits in financing
external trade and this percentage was raised to 40% in April and 60% in May. On the
other hand, from mid-June banks were allowed to finance external made transactions

14



between third countries belonging to the LAIA for an amount equivalent to 25% aof their
toreign-currency term deposits. Similarly, Chapter XIX, Tide [, of the Compendium of
Rules on International Exchange was modified to allow foreign investors who had entered
capital under these regulations to remir their capital as from the fourth year of its entry
if previously they accumulared in the Bank a percentage of the rotal investment.
Furthermore, the norms stipulated in Chapter XII of the Compendium of Rules on
International Exchange regulating natural or juridic persons' investments abroad were
made considerably more flexible and the time allowed for exporters to make their retums
and currency liquidations was lengthened.

All these measures, and others of relatively less importance, meant that the movement of
shart-term capital was reverted. In fact, it changed from an inflow of USS 1,250 million
in 1990 to a net outflow of US$ 220 million in 1991. In addition, net inflow of medium-
and long-term capital was reduced by US$ 1,000 million due to less inflows to investment
funds, smaller sums of external-debe promissory notes conversions and repatriation of some
Chapter XIX capital. Direct foreign investment, not considering portfolio investment and
extemnal debt promissory notes, increased US$ 340 milkion compared o 1990.

However, this more moderate entry of capital did not prevent an important balance of
payments surplus which reached US3$ 1,240 million, mainly due to the favourable
performance of poods and services mansactions. The current account also showed a positive
balance of US$ 90 million.

This result was affected to a great extent by the reduction of the net non-financial services
balance, down from LSS 490 million in 1990 to only US$ 5 million in 1991, Another
determinant factor mentioned earlier was the increased trade-balance surplus which: rose
from LSS 1,270 million o US$ 1,580 million thanks to the 7.5% increase in exporr values
which mare than offset the 5.4% uptum in import values.

The satisfactory results of foreipn accounts together with the positive outlook for
employment, growing levels of saving and investment, and adequate evolution of aggregate
sepply and demand stand the country in a strong position from which to continue its
sustained growth accompanied by falling inflacion.



B. Economic activity and employment

' n 1991, GDP grew 6% with a steadily sustained increase in activity throughout the

* year. Ourput in the first quarter was 1.4%, in the second quarter 5.6%, in the third
6.2% and in the fourth it reached 9.9% (Table 1). A similar endency was shown by the
Monthly Indicatoe of Economic Activity (IMACEC). This index had shown a very different
picture in 1990 when it fell steadily throughout the year.

The 1991 upturn in Chile’s economic growth when activity in other economies of the
world has been subdued, with symptoms of recession in the United Szares and Canada,
crisis in East European countries and sluggish growth in Latin Amencan and Caribbean
countries, shows that the restrictive period begun in 1990 has now been left behind and
confirms the soundness of Chilean economic expansson.

B.1 Qutput by sector

Chverall healthy output was seen in every sector of the economy, outstandingly in transpont
and communications and fishing (Table 2). The 11.9% growth of transport and
communications is again explained, as in recent years, by the surge in communications.

The fishing wctor’s notable recovery from a drop of 10.3% in 1990 1w expansion of 8.3%
in 1991 resulted from the large volumes caught for industrial use thanks to recovery of the
biomass. This sector’s averape growth for the year is more spectacular considering the
problems in the first half of the year when the outbreak of cholera caused a sharp drop in
demand for fresh fish.

Trade growth of 8.6% was mainly based on trade in imported consumer goods rather than
in home-produced poods.

The electricity, gas and water sector grew 7.8% due to increased electricity generation as
the hydro-electric stations nommalized after the prolonged period of drought and also
because overall productive reactivity increases demand for electric power. The start-up of
three new generating stanions, Alfalfal, Canutillar and Pehuenche, also conribured.

The upturn in mining activity, from a minus growth in 1990 (-0.7%) to almest 5% in 1991

was mainly due to the start-up of La Escondida copper mine and a new iron pellet plant
at Huachiparo.
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Apriculture, livestock and forestry registered only 1.2% growth and this was the result of
contradicrory tendencies of livestock production on the one hand, which showed sustained
growth, and depressed apricultural output on the other hand. Agriculture was seriously
affected by drought, in the case of yearly crops planted in 1990 and harvested this year, and
horticulrure by the cholera cuthreak. However, output for export, especially of fruit and woodpulp,
increased and helped 1 compensate for the kower production of yearly crops.

Manufacturing cutput recovered sharply from practically zero growth in 1990 1o 5.5%
growth in 1991, thanks to increased activity in several industries, mainly: rubber products
(42%), plastics (22%), printing and publishing (29%), textiles and clothing {11%), pulp
and paper (%%) and non-metal mineral products (8%).

Construction output also registered a satisfactory expansion of 4.7% in 1991 (it was 1.5%
in 1990 due to housing and non-housing construction which more than offser the fall in
construction associated with great engineering projects, several of which were complered
in 1990

Although GDP grew 6%, real available gross national income grew 7.1%. The rise in non-
copper export prices and the fall in the price of oil and other intermediate goods impinged
on the exchange rate improving the goods and services terms of rade index which increased
1.2% with respect to 1990, There was also a significant increase in current transfers.

B.2 Composition of expenditure

As regards demand, in 1991 growth in volume of goods and services exports toak the lead,
increasing 12.9% (Table 3). Particularly important were the 10.1% increase in volume of
copper exports, due to La Escondida’s contribution to ouput, and the growth in volume
of other export products which reached 14%.

The volume of goods and services imports grew 8.5%, of which a significant part were
consumer goods (especially domestic electrical appliances and cars) which: registered a
31% increase in real terms, and intermediate goods which grew 11%. This expansion can
be explained by many factors, particularly cutput recovery, real exchange-rate reduction
and lower import tariffs. The volume of capital goods impores fell by 11.6% although the
negative tendency was reverted in the fourth quarter of the year,
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Total consumption growth was about 5.1% due to private consumption increasing 5.4%
and government consumption 3.6%. Private per capita consumption was 3.9% higher than
in 1990, Increase of government consumption, as regands net purchase of poods and services
and hinng personnel to provide goods and services, was concentrated on health and
education and o a lesser exrent on general public administration.

Fixed capiral investment slipped 1% compared to 1990, This slight fall was basically
because of the completion of several large-scale investment projects which had made an
important contribution to the 1939 and 1990 figures. Nevertheless, this variable made a
strong and sustained recovery throughout the vear reaching an investment rate of 18.1%
for 1991. Recovery of the fixed capital investment rate was largely due to the vigorous
growth of the construction sector in housing, public works and industmial buildings. Despire
the drop in investment as a whole in the first half of the year, the rate for 1991 was one
of the highest in recent years.

Ciross national savings grew 14.5% in real terms compared 1o the level registered in 1990,
a year in which the real increase was 0.1%. As a proportion of real GDF, national savings
edged up from 19.2% in 1990 o 20.8% in 1991. {In terms of nominal GDP, the saving
ratio went up from 17.5% in 1990 to 19% in 1991.) Savings growth is explained by both
increases in public saving, that is, govemment and state-owned companies, and in private-
sector saving. Maineaining a high and growing level of internal saving, together with
external solvency, is one of the fundamental requirements for dynamic, sustained economic
growth in coming years.

B.3 Employment

The economic activity uptumn in 1991 had a strong, though somewhat belared, impact on
national employment (Chart 3).

As economic activity picks up, employment responds, but more slowly and this, combined
with seasonal factors, meant that unemployment in fact increased during the first few
months of the year. However, the last few months brought rapid improvement and 1991
ended with a national unemployment rate of 5.3%, one of the lowest in Chile’s history

{Table 5).

Unemployment reduction is explained in part by the changes in the work force which in
1991, as in 1990, increased slowly. From mid-1991, with the sustained intensification of

18



CHART 3
Mational unemployment rate
{Moving quarter averapes]

% o= e C
g A ﬁu*ﬁmtﬂrﬂ—hwwmﬂ

7.5

7.0

E.5

ﬁﬂ r . -

55 : b, i

45 oo ot s SR
Jan. Feb. March aprl May June July Aug. Sepl. Oct. MNow. Dec

Sounce: Mational Barca of Sesbnc

economic activity and strengthening investment, new jobs were created and employment
increased. In the fourth quarter, employment was 1.8% up on the same period of 1990 and
80,000 new jobs were created in the year (Table 5).

C. Inflation and wages

< ignificant progress in reducing inflation was made in 1991 and the rarget set in
' Seprember 1990 of around 18% was met. In fact, from December 1990 to December
1991, consumer-price inflation was 18.7%, substantially lower than the 27.3% registered
the previous year (Chart 4 and Table 6). Wholesale-price inflation showed a similar steady

downward progress ( Table 6).
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Tightening of monetary policy at the beginning of 1990 to dlow down the over-expansion
of activity was fundamental 1o bowering the inflation rare. If this decision had not been
taken, prices would have continued rising and brought the economy to an unsustainable
pitch in 1991 As it was, the strict measures adopted to constrain expenditure provided the
hasis for halting and reversing the tendency o expansion. Later, during the process of
normalizing interest rates in the second half of 1990 and 1991, the benefits of Lower
inflation made themselves felr. It was then possible to improve output.

The anti-inflationary impact of the adjustment policy only became fully evident in the
1991 nflanion rate, due, in part, to the inherent lag in effects of monetary policy on prices.
The relatively slow response of prices had already been noted in the expansive cycle of
1968 and 1969, While outpur grew strongly towards the end of 1988 and beginning of
1989, it was not until the end of 1989 that the gradual rise in prices speeded up. In the
same way, the restrictive adjustment o ageregate demand was passed on slowly o prices
and salaries, at the pace that economic agents adjusted their contracts, decisions and
expectations to the new conditions.

The internarional situation in the second half of 1990 and beginning of 1991 also had a
negative effect on Chile's progress in reducing inflation. Between May and July of 1990,
the annual inflation rate had already been reduced to 25% and showed a tendency 1o
continue falling. However, this process was interrupted by the Persian Gulf crisis at the
begmning of Auvgust which made intemarional oil prices jump. The adverse impact on
costs was eventually reverted, but the adjustment policy to reduce inflation was only seen
to. bear fruit towards the end of 1990, when the monthly rate fell below 1% and the
accumulated consumer price rise between November 1990 and February 1991 was only
2%, Although these figures were clearly lower than the undetlying rendency of inflation,
because they were the result of fuel prices' return to normal and seasonal price falls in some
foodstuffs which had reached unusually high prices in September and October, they were
quite consistent with the aims of the policies adopted.

Seen from another angle, the contrbution of righrer monetary policy to relieving
inflationary pressure was also evident in wage sertlements agreed by collective hargaining
in 1991, These agreements, which normally last for two years, gave ininal rises reaching
on average 1.4% over past inflation (Table %). Since this figure is significantly lower than
the two-year productivity growth rate, it allowed for a gradual but persistent reduction in
the nominal increase in salary costs. However, with inflation falling ar the same time, the
result was an important increase in real earnings (Table 8).
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The gradually falling cost of imported goods also contributed o the significant reduction
in inflation in 1991, Reduced cost of imports was partly due to the downswing of the
international el price pendulum which meant thax the domestic price of gasoline, which
had risen 62% between December 1989 and December 1990, was reduced 5% in nominal
terms in the following twelve months. Thus, in December 1991, its price in real terms was
only about 2% higher than in the same month of 1989,

Furthermore, in 1991, internal prices of imported goods other than fuels rose only moderately
due, in part, to the economic measures taken in June which were motivated by the
improved structure of the economy's extemnal sitwation. These measures conssted of lowering
customs duties from 15% to 11% and revaluing the referential dollar which allowed the
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observed exchange rate 1o fall and, consequently, the cost of importing was reduced by
54%. Additionally, in 1991, intemnational prices of the poods Chile imports rose less than
international inflarion and even fell, in nominal terms, compared to the previous year. In
fact, according to preliminary estimates, comparing 1991 averages with those of 1990
reveals a drop of 4.3%. Consequently, the slower pace of intenal price rises of imported
products reflected both intemal and external factors.

The favourable effect on inflation of lower imported goods prices was, however, attenuared
by considerable increases in some food prices which rose 28% in the rwelve-month December
1990 to December 1991 period, having a marked effect on consumer price inflation
(Table 7). Nevertheless, prudent and cautious handling of monetary policy maintained
adequate macro-economic stability and at the same time reinforced the tendency towards
lasting reduction of inflation.

It is worth noting that the Banco Central cash deficit rogether with the exchange
transactions it carried out during 1991 did not exert pressure on inflation. The Bank was
well able 1o place the financial instruments necessary to regulate monetary expansion and
keep inrerest rates consistent with macroeconomic stabiliey. In fact, whenever there was
a large volume of exchange transactions or a considerable number of financial papers
reached marurity at the same time, the Bank had no problem neutralizing the potential
expansive impact on base money, expenditure and inflarion.

So, in 1991, progress in reducing inflation was accompanied by output growth and this
satistactory result was made possible thanks to a tightening of monetary policy in 1990 and
to the measures introduced in 1991, together with a balanced fiscal policy.

D). Money and interest rates

D.1 Monetary policy

] n 1991, the Banco Central continued using the real interest rates it pays for its shart-
term financial market deposits as the main inserument of monetary policy. Regulating
mterest rates according to the economy'’s current macroeconomic conditions allows monetary
aggregates o adjust passively to demand.
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Following the Banco Central's significant increase of its promissory note interest rate in
the first half of 1990, market rates, together with those of Banco Central instuments,
tended to fall. The slide of both interest rates, produced by successive reductions in interest
on Banco Central 90-day promissory notes  Table 10) was possible thanks to the moderation
of domestic spending since the second quarter of 1990. Chan 5 shows the close relationship
between these two interest rates. It is clearly seen that the second half of 1990 brought
a downtum in both interest rates and this continued throughout 1991, At the end of 1990,
the Banco Central offered its 90-day indexed promissory notes at 6.8% but, by the end of
1991, this rate had fallen to 4.7% (Table 10). In the same way, real %0- to 365-day deposit
interest rates dropped from 9.4% in 1990 o 5.4% in 1991 (Table 11 and Chart 6).
Similarly, real lending interest rates, which are the most decisive as regards expenditure,
in both consumer goods and private investment, dropped most notoniously from an average
of 13.3% (1990} to £.5% (1991) (Table 11). The mean banking interest rate differential
—spread— for these mransactions also fell almost 0.8 percentage points in 1991 compared
tor the 1990 level.
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The main financial instruments of monetary policy continued ta be 90-day Banco Central
indexed promissory notes (PRBC) which were on offer all year. In fact, this instrument was
offered at a fixed real interest rate in accosdance with the Banco Central’s assessment of
the econoemy (Table 10). 30-day discountable promissory notes (PDBC) continued to be
offered at variable nominal rates, according o the Banco Central's projected 30-day inflation.
In March, one-year Central Bank indexed promissory notes (FREC), which had been
suspended since August 1990 were reintroduced, but it was decided ro welcome bids for the
amount and interest rates and the Banco Central should make the final decision as to the
rate accepted. This new instrument allowed the Banco Central to refinance its debt ar a
somewhat longer term than beforchand and in this way improve the coming due profile
of thar debr. This method of accepting bids instead of offering for sale at a fixed rate
enhanced the market’s role in determining longer-term interest rate.

The foregoing description is fundamental to understand Banco Central monetary policy
since the beginning of 1991, which consists basically in fixing only short-term (30- ro 90-
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day) promissory note interest rates and accepting bids for its longer-term promissory notes.
The aim is 1o use short-term interest rates as instruments of monetary policy —as happens
in mvost other countries— and to give the market more freedom in establishing long-term
rates. At the same time it was considered convenient to reactivare long-term financial
instruments in order to improve the distribution of the maturity profile of Banco Central
internal debt.

D.2 Evolution of monetary aggregates

With a policy hased on interest rates, like the one followed by the Banco Central de Chile,
the evolution of observed money essentially reflects movements in the amount of money
demanded by economic agents which, in wum, depends on economic growth, the cost of
maintaining real balances, seasonal factors and certain other mansitory influences.

For example, higher output levels or lower costs of maintaining money will produce a rise
in the demand for real monetary halances which will be ranslared into an increase in the
amount of real money. This is exactly what happened in 1991, Output was considerably
higher than in 1990, while nominal interest rates, which represent the cost of holding
money, fell because of the lower real interest rates and also because of the 8.6 percentage
point drop in inflation compared to 1990. This was reflected in a 40% annual nominal
prowth of money (measred as MLA) which corresponds to real growth of around 18%
(Table 12). It should be noted that during 1990, for the same reasons but moving in
opposite directions, nominal money grew only 12% which for that year meant a drop in
real money of 12%.

The foregoing reveals how sensitive is the demand for real monetary balances in Chile
with respect mainly to the cost of holding money. The later moved ematically duning 1950
and 1991, partly because of the sharp changes in consumer prices which were magnified
by the real interest rate changes deriving from the tightening of monetary policy in 1990
and its gradual easing until the end of 1991. Chare 7 shows the monthly evolution of
money in 1991, As already mentioned, MIA showed brusque changes —its nominal amount
increased during six months and fell in the other six months— reflecting interest rate
volatility and real interest rate fluctuations. In the first quarter there was notorious expansion
of M1A (32.5%) which can mainly be explained by the low inflation rate in that quartec.
In the second quarter, as inflation rose, the tendency was reverted and money fell in
nominal terms, bringing the MIA twelve-month vaniation after six months down to 19.3%.
The third and fourth quarters saw growth of MLA due 1o more dynamic economic activiey
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CHART 7
Broad private money (M1A)
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and the habitual seasonal factors associated with the months of September and December
when there is usually important money growth.

In short, significant variations in monthly monetary balances derive mainly from seasonal
factors, sharp monthly inflation rate changes and random fluctuations of demand for

This suggests that it is unwise to allow short-term menetary policy to be guided by the
evolution of particular monetary aggregates. In fact, attempting o stick to a rule of even
growth for the amount of base money or money would produce simnificant, frequent interest
rate flucruations with the consequent adverse effects on the financial sector, investment
and output. On the contrary, pronounced fluctuations in shor-term demand for money
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justifies an interest rate stance of monetary policy which would contribute to operational
stability of the financial sector and of ageregate spending with the consequent favourahle
effects on investment, output and employment. This chviously does not mean that moneeary

aggrepate evolunion has no part to play in steering monetary policy, but that it must
indicate monetary policy in the longer term.

In 1991, base money varied greatly month by month, increasing in the year by 50.7%. The
main difference with M1A%s annual evolution can be explained by the appreciable growth
in base money registered in December (28.9%) which in tum was due o unusual reserve
expansion that month (49.7%). As is well known, the reserve consists of notes and coins
in cash available in the financial system or demand deposits in the Banco Central.
December's sinuation was transitory, being reverted the following month, and was due to
the financial system delaying November's reserve requirement which therefore had ro be
completed in the first few days of December.

Base money variarions basically stem from exchange transactions and net lending of Banco
Central financial instruments. In both 1990 and 1991, exchange operations contnbuted to
inceeasing base money while net promissory note lending had the contrary effect.
Notwithstanding, it should be stressed that whenever exchange transactions reached an
important volume or there were considerable intemal debt marurties, the Banco Central
nullified the base money generated in this way by placing new promissory notes. A clear
example of this occurred in October 1991 when base money shrank in real terms in view
of the Banco Central having to buy a significant amount of foreign currency.

E. Balance of payments and exchange policy
E.l1 Exchange policy

n recent years, exchange policy successfully contributed to maintaining a relarively

high and steady real exchange rate which was of great imporance in developing
Chilean exports. Qutstanding export sector growth —from 1985 to 1991 goods exports
jumped from US$ 3,800 million to almost US$ 9,000 million, thar is 15.5% on average
a year— is evidence, in part, of the result of this policy. Goods and services exports, which
represented 27% of real GDP in 1985 grew to 33% in 1991, which underscores the
importance of this sector in the Chilean economy'’s overall development in these years.
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Hawever, it should be bome in mind that the evolution and long-term tendency of the
real exchange rate is also affected by factors beyond the Banco Central’s exchange policy.
It is neither possible nor convenient for the Banco Central to constantly madify the
tendency imposed by the market. Noe is it ideal to allow complete freedom since exchange
rte frequently responds abruptly or over-reacts to ansitory situations. Such fluctuations
can have negative effects on trade flows, investment and domestic output since they
produce uncertainty and lack of confidence. Thus, the Banco Central’s role must be to
attenuate transitory flucruations of exchange rate. Evidently the less developed is the
financial market in terms of having instruments that will cover risk, the more relevant is
the Bank's job. In short, the Banco Central fully assumes its role of attenuating marked
transitory flucruations in foreign currency values, bu it is also fully aware that when
sructural changes take place that require modification of the real long-term exchange
rate, it is unable, with the instruments available, 1o alter that course.

In practice, in 1991 exchange policy followed the same methodology as in previous years.
That is, the referential dollar value fixed by the Banco Central was adjusted according
the UF variation discounting foreign inflation pertinent to Chile. Similarly, the £ 5%
variation from the referential dollar value for the purchase or sale of foreign currency by
the Banco Central was maintained. This is the range, determined in June 1959, within
which the average bank exchange rate (observed dollar) floats. By this means, the referential
dollar remains almost constant in real value while the observed dollar may be as much as

5% above or below that value.

Throughout 1991, the dollar’s tendency continued the same as since mid-1990, hovering
around the lower limit of the range of fluctuation. This situation, explained by the important
inflow of foreign currency, the positive evolution of external rade and the end of the
1988-89 period of political uncertainty, indicared thar market forces were pushing towards
a revaluation of the peso. However, the Banco Central did not respond to this pressure
until it was sure that it was a matter of strucrural change and not a transitory one. Holding
the dollar ar the lower limit of the range during much of 1990 and 1991 meant that the
Banco Cenral had to acquire US$ 1,500 million and US$ 3,000 million in each of these years
respectively in order to avoid a bigger exchange mte drop. Purchasing this amount of foreign
currency negatively affected the Banco Cenral’s financial simuation, in fact, to nullify the
monetary effect of these excessive foreign currency purchases, it had to issue intemal debt on
which it paid higher interest than that received on the intemational reserves acquired. Although
in the shost term this does not present operational problems, if it continues much longer it can
cause undesirable effects on monetary policy handling and domestic savings.
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In 1991, the Banco Central introduced a series of measures to dissuade short-term foreign
currency inflows which were artracred by the interess rare differential and were pressuring
the exchange rate down. Firstly, from March nll mid-June the external inflation discount
was ehminated and two compensatory revaluations of 0.7 percentage points each were
made ar the beginning and end of April, &0 as not to alter the referential exchange value.
Eliminating the extemal inflation discount was intended to increase the cost of borrowing
abroad and thus stem the transitory inflow of capiral and, in fact, in the second quarter
of the year net short-term capital inflow dropped appreciably. Private and banking sector
short-term trade lings fell US$ 450 million, helping to strengthen the exchange rate and
thus reducing the Banco Central’s purchasing of dollars.

These measures could evidently be effective only for a limited time and since foreign
currency continued to flow in, because of the interest-rate differential with the United
States, and because trade flows and direct investment in Chile's external accounts continued
bouyane, other measures had to be taken. So it was that on June 15, the Banco Central
established a 20% reserve requirement on extemnal credits, reduced the referenial exchange
rate by 1% and re-established the 0.3% discount into the exchange regulations. To
complement these measures, import tariffs were reduced from 15% to 11% and the stamp
tax was extended to cover foreign debr. The external credit reserve requirement, applied
only during the first year of the loan, aimed to make the cost of indebtedness in domestic
currency the same as that in foreign currency, on loans of a year or less. For longer-term
external credits marginal reserve is zero. To avoid problems of liquidity that could arise
with the reserve on medium- and long-term loans, the Banco Central Council, on July 1,
decided o offer the option of paying the equivalent of the reserve cost in repurchase-
obligarion Banco Central Chapter XIV promissory notes. This means that to cover the
reserve the investor does not need to obtain larger credits than oniginally estimared.

Lowering of tariffs and the 2% drop in the referential exchange rate are both measures of
a structural nature. As already mentioned, they were adopted since it could be clearly seen
that the inflow of capial and the improved trade flows were of a permanent narure. Their
object was to make external savings contribute more towards financing investment.

However, these measures, though important, were not enough to stem the inflow of short-
term <apital nor to enhance the role of external saving because the United States Federal
Reserve interest-rate cut was deeper and more lasting than had been expected.



The Banco Central's policies were vital to keeping real exchange rate up. Despite strong
pressures down, the mean real exchange rate (excluding Latin America) in 1991 was only
4.2% lower than in 1990 (Chart 8 and Table 15). However, this was achieved only by
great effort on the part of the Banco Central which suffered heavy bosses from excessive
purchasing of foreign cumency to maintain exchange parity.

Towards the end of 1991, downward pressure on real exchange rate was even more telling,
justifying the opinion held since mid-year. Despite all the measures tken to combat the
falling value of the dollar, it remained at its lowest level and showed no signs of recovery.
Furthermore, external accounts were particularly sound-the current account in 1991
registered for the first ime in 15 years a US3 93 million surplus. Market awareness of these
factors led to expectations of revaluation and this, in tum, reduced the expected cost of
foreign currency indebtedness. Thius, short-term capital found even more rewarding territory
and the Banco Central was obliged to buy yet more foreign currency,

This situation, combined with assessment of the change that Chile’s external position had
already undertaken, and foreseeably would uphold, led the Banco Central in January 1992
to revaluate by 5% the referential dollar and widen the floating range of the dollar on the
formal exchange marker to £ 10%.

E.2 Balance of payments

Provisional figures register a balance of payments surplus in 1991 of some US$ 90 million
and a capital account surplus of US$ 860 million. Errors and omissions of 1US$ 290
million bring the overall balance to US$ 1,240 million (Table 16).

The positive current-account balance, although moderate, deserves special attention because
it contrasts with the US§ 825 million deficit of 1990 and also because the current account
has normally shown a deficit which reflects the Chilean economy's need to complement
domestic saving with external saving. Also worthy of note is the capital account which in
1990 showed a net balance of short-term capital of US$ 1,250 million and in 1991
changed to net amonizations of US$ 220 million. This change in capital-account
composition and the improvement of US$ 900 million in the current account underpin
Chile's firm external position achieved in the last years.

E.2.1. The current account

The US$ %0 million current-account surplus was basically due to vigorous export growth
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and o the upurn in non-financial services rrade. At the same time, the trade halance
surplus reached LSS 1,380 million, with exports amounting to US3 8930 million and
imports to LSS 7,350 million.

Exports grew 7.3% in value this year, mainly thanks to non-copper products sales which
increased 17.7%. Copper exports fell in value 4.7% because of the low intemational
market value {106 cents per pound compared to 121 cents in 1990), whereas the volume
exported had increased by 10.1% (Tables 17 and 18). A large part of this increased volume
was due to the start-up of the Escondida mine which contributed 275,000 tons of copper
concentrate worth LSS 471 million.

Non-copper exports should be considered in two caregories: the group known as main
products and the other products which are known as non-traditional. Exports of the first
eroup increased 12% while those of the second group increased 4%, a similar rare as
shown in 1989 and 1990, Non-mraditional goods exports (which in 1991 amounted to over
LUS$ 2,500 million) as a proportion of total exports have grown steadily in recent years
reaching 28.2% in 1991.

Among non-traditional exports, some products have reached outstanding values, for instance,
sea products, agro-industrial products, non-traditional fresh fruits (chermies, plums, peaches,
raspherries and kiwis) and in the manufacturing industries, furniture, wood chips and
foorwear. This underscores how these export produces have made remarkable inroads into
world markets.

The FOB value of poods imports grew moderately, 4.5% compared to 1990, The year began
with a slight fall but quickly recovered from the second quarter onwards, ending the fourth
quarter 15% up en the same period of 1990. This shows that although the economy began
to pick up towards the end of 1990 there was no immediate recovery of impots, and also
that the measures taken at the end of the first half-year, that is reduction of tariffs and
exchange rate, did affect imports. However, imports of consumer and intermediate goods
behaved differently from those of capital goods. Already in the first quarter of 1991,
consumer- and intermediate-goods imports began to pick up, reaching in the year as a
whole 34% and 8% growth respectively, whereas the value of capital-goods imports was
12% down on 1990. This drop was to a large extent due to the completion of several big
projects. However, it should be noted thar capital-goods imports were markedly lower
(20%) in the first nine months of the year but in the last quarter they increased 11%
compared to the same quarter of 1990 and 30% compared to the preceding quarter.
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The 8.1% increase in intermediate-goods imports was produced despite the 8.4% drop in
tuels and lubricants which in the first half of the year had been 8.5% up because oil prices
were still higher than they had been in 1990 before the Persian Gulf crisis. Other
intermediate-goods imports rose 13.9%.

Uptum in the non-financial services account in 1991 amounted o US3 480 million.
Improvement was evident in several sub-sectors, but particularly in travel. According to
provisional figures, income from tourism jumped 42%, thanks to the grear influx of ourises
during the high season. Consequently, this sub-sectos, almost insignificant in 1990, became
a strongly contributing factor to surplus in 1991. The increase of incoming tourism in the
last couple of years explains the expansion of hotel and catering capacity in many regions
of the country. Another important contribution to improvement of this account was made
by the pont services sector, which showed a recovery of almost US$ 100 million ( Table 19).

Net outflows for financial services in 1991 were similar to 1990, bur there were important
changes in their composition. External-debt interest payments fell by abour US$ 200
million, thanks to the interest-rate drop and the reduced debt on which interest was paid,
while remittances net of profit, before tax, increased US$ 300 million. However, this
increase in remittances, a high percentage of which is explained by profits from the
Escondida mine and Chapter XIX investments, has also meant a nise of around US$ 110
million in the randfers account because of taxes applied o them. This increase in the
wransfers account, together with other official transfer payments and a slight drop in non-
official transfers, resulted in an overall improvement of some US$ 130 million in this
ACCOunt.

At the same time, interest received, despite the interest-rate drop, increased almost US$

115 million due to notably higher average intemational reserves held in 1991 (Tables 20
and 23).

E. 1.2. The capital account

According to provisionary figures, the capital account produced a positive balance of US$
860 million due to medium-and long-term credits, for the most part associated with
investment projects and direct foreign investment carried out mainly under the provisions
of DL 600. Shoet-term capitals, on the other hand, registered a net outflow of US$ 220
million, in sharp contrast to the inflow of US$ 1,250 million registered a year ago
(Table 16).
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CHART 8
Real effective exchange rate (exchuding Latin Americal (*)
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Net medium- and long-term capital income in 1991, whether in the form of credit or
investment, dropped about USS 1,000 million compared to 1990, because of lower levels
of foreign investment (US$ 560 million) and, to a lesser extent, increased investment
abroad, and because of the reduction in medium- and long-term financing. A determinant
factor in the foreign-investment decrease was lower income from investment funds which
had maintained an exceprional level in 1990, There was much less investment in the
form of foreign-debt conversion as a result of the high prices of Chilean foreign-debr
promissory notes in international markets. In the second and fourth quarters of 1991,
repatriation of the capital of some of these transactions meant that in net annual rerms
foreign investment subject to Chapter XIX provisions was negative by USH 40 million.
On the other hand, Chilean investors abroad were far more active, mainly thanks to the
easing of Chapter XII provisions in the Compendium of Rules on International Exchange.
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Their investments soared from US$ 8 million net in 1990 1o US$ 98 million net in 1991
(Table 21) of which USS 84 million correspond to informal exchange marker transactions
(Table 22).

Considering the 1991 direct foreign investment figures, without including porfolio
investment (investment fund and ADRs) and foreign debt promissory note investment,
there remains a positive result much higher than thar of 1990, This tradinonal, more

permanent concept of foreign investment, increased in 1991 by USS 340 mallion (Table 21).

The effective net inflow of foreign medium- and long-term financing, other than foreign
investments not considering extraordinary amortizations which are counterpart to
investment, reached a positive total of arcund US§ 650 million, which is lower than in
1990. This includes US$ 200 million corresponding to Chile's issuance of bonds which
wok place parallel to and at the same time as the foreign-debt renegotiation process.

As regarde the substantial drop in shor-term financing, it should be noted that this
downward trend was already apparent in the first quarter, became more abrupt in the
second and began to revert towards the end of the year, as there seemed more likelihood
of a revaluation of the peso. This net fall was influenced by the Banco Central measures
adopted during the year aimed at discouraging short-term capital inflows which were
pushing the exchange rate down.

Furthermore, lessening the stock of short-term liabilities in 1991 was assisted by the net
public-secror debr reduction {including Codelco) whose short-term debr was reduced by
153 660 million in the year.

When analyzing the drop in short-term capital inflows it should be remembered that not
all flows registered in the halance of payments —whether incoming or cutgoing— exert
pressures on the formal exchange market. Only part of such flows are channeled through
the formal exchange market and can thus affect exchange rate, but others exert a pressure
by other vias such as the informal market and direct transactions with the Banco Central.
Consequently, public-sector short-term credits, which dropped significantly by way of a
deliberate external-debt repayment policy, show up negatively on the halance of payments,
and yet they were not translared into less sales for or more purchases of foreign cumency
within the banking system but into a drop in public-sector rerm deposits in the Banco
Central. Similarly, the US$ 200 million obrained by Chilean bonds issuance did not exert
pressure on the foreign-currency market.
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Among short-term capitals, the lines destined to finance extemnal trade fell by some US$
750 million in the first three quarters of the year (compared to growth of around US$ 470
million in the same period of the previous year) and increased about US$ 360 million in
the fourth quarter. What happened in the second and third quarters reflected the substirution
of external credit channels for other sources of financing such as foreign-currency deposits

and resources made available by the commercial banks' liquidation of Banco Ceniral
PIOMISSOTY NAOLes.

F External debt

¢ hule's total external debt by December 31, 1991, amounted 1o US$ 16,405 million,
_ US§ 1,020 million lower than in the previous December. Reduction of shopt-term
debe by US$ 1,170 million was a decisive factor in this overall result, since medium- and
long-term external debr increased slightly by US$ 150 million. On the other hand,

international reserves reached the record level of US$ 6,640 million by the end of 1991
(Tables 23 and 24).

Shaort-term external debt reduction was, to a great extent, achieved by the policies mentioned
earlier aimed at discouraging the use of this kind of financing by the public sector
(US$ 660 million) and by the private sector (US$ 500 million).

Medium- and long-term external debt increased by US$ 150 million net mainly because
of increased use of credits (disbursements less amortizations) for US$ 680 million of which
the non-financial private sector took the largest portion (US$ 630 million). On the other
hand, an accounting increase for exchange-rate variation worth US$ 70 million and transfer
of loans from short-term to medium-term amounting to US$ 150 million were also important.

On the contrary, debe reductions through conversion mechanisms amounted w US$ 810
million (Table 26).

Public-sector indebtedness was lowered, as a proportion of the whole, from 56% in 1990
to 33% in 1991, continuing its steady descent observed since 1988 (Table 24).

External debt increased with pracrically all creditors, except with banks or financial
instirutions with whom it was considerably lower and o a lesser extent with suppliers. This

was becawse of the change in project financing since both public and private investments
used resources from multilateral financing organizations — [DB, IBRD, [FC. Banking
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sector credit debt was lowered by the debr conversions already mentioned (US§ 810
million) which were partially made up again by new loans from this group.

Strong development of the current account, together with significant economic expansion
led by exports, was translated into a strengthening of the country’s extemal situation. This
is bome out by several external debt indicators (Table 25). The ratio of extemal debt 1o
poods and services exports dropped 25 percentage points in the year and the coefficient
of total interests to goods and services exports fell by 2 percentage points. Ar the same
time, the ratio of servicing of medium- and long-term external debt to goods and services
exports also fell 2 percentage points. Finally, ir is worth noting thar towards the end of
1991 inrernational reserves were equivalent to eleven months of goods and services imports
which bears out the positive evolution compared 1o the values registered in previous years.
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segroral gross domestic product

SECTOR

Agriculture, Livestock and Forestry

Fishing

Mining

Manufacturing

Elecricity, Gas and Water

Constrection

Trade

Transpart and Communications

Others

Total GNP

(*) Prowvissonal figuenes.

1988

57

4.2

By

23

6.1

0.8

11.5

5.8

74
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TABLE 3

Components of GDP expenditure (a)

COMPONENTS FERCENTAGE CHANGES FERCENTAGE OF GDP

oz -

=

1984 1990 1991 (k) 1989 1930 1991 ()

COMSUMPTION TS5 LH i) T63 153 4.7
Private Consumption 8.4 0.7 54 67.0 65,1 65.7
Crovernment Consumption 0.9 1.6 35 9.3 93 9.0

INYESTMENT 25 =25 1.9 2148 20.8 0.0

Giross Fixed Capital

Formation 208 6.8 1.0 18.6 19.5 18.2
Changes in Inveniory - - - EN | 1.3 1.5
EXPORTS 15.7 1.6 12.% 9.4 £ 330
IMPORTS 153 11 8.5 274 27.0 T

{a) Calculations based on Chilean pesos of 1977,
(b} Pravisional figures



TABLE 4

wavings and investment coefficients La)

COMPONENTS FERCENTAGE CHANGES PERCENTAGE OF GIP
1989 1920 1991 (b) 1989 15950 1951 (b}
TOTAL SAVINGS 325 25 L9 1.8 208 H0u0
Giross Domestic Savings 22.1 1 Jr 14.5 19.6 19.2 e | B
External Savings 50,1 -26.5 -151.4 2. 1.6 -8
TOTAL INVESTMENT 2R -2.5 1.5 21.8 20.8 2000
Fixed Capital Invesmment 208 6.9 -1.40 1586 19.5 182
= Constracion and Ciber
Works 1x2 37 4.6 104 10.5 104
- Machinery and Equipment  33.7 L —T.4 813 .y TR
Changes in Inventory - - - = H 13 [

{a} Calculasons based an Chilean pesces of 1977,
(B} Provistonal figures.
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TABLE 5
Mational employment and unemployment (*)
Charterly moving averapes ending in the specified month
[Thcasandy of persons)

LABOR EMPLOYED LUNEMPLOYED
FORCE
Teaal % Varation  Total % Vanation Toaal % Vanaoon
from from from
previous et i pre Vi
pericad period perid
4,327 Ql 1T 11.% 457 e 4
4.4 .8 1500 15 A0l =1£1
of 5 16 4 (K2 449 k. =32
4,504 30 4,50 52 2500 =213
4672 P 4,502 X0 =0 =33
4,731 1.3 4424 0.7 ELL] S8
4, T (UL 4467 1.0 236 =5.4
4,70% L1 4 468 L1 235 .7
4 a9 =3 4,440 6 245 S5
4,678 =2 4417 L5 261 49
4,656 -5 4374 =10 283 B3
4 652 ={1.1 4350 .5 30 65
4545 02 4,332 =04 313 EX
4,654 0.2 4323 =2 Iz 04
4,633 L] 4,328 ol E ik =21}
652 04 4,350 05 o -1.2
4 6R6 07 4,301 as 155 =23
4720 04 4 460 1.4 268 ]
4731 0.6 4 466 0. i 126
4,749 1.0 4479 02 oy 1] 1533
4,768 1.7 4470 0.7 ' 17
4,732 1.2 4435 0.5 04 127
4,679 0.5 4376 0. X3 rA |
4,647 1 4,333 =4 34 4.0
4,678 o7 4332 {0 b {1k
4,714 1.7 4,351 0% 352 131
4,749 15 4,352 1.5 ELT) 169
4,754 o] 4,424 1.% kD 108
4.T15 1.9 4473 1.9 EIE] 1
i, T4 1.4 4540 1.8 254 5.1

i*} Inchading population aged 15 and cver,

Source; Mational Burcau of Sratistics
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TABLE &

BATE CONSUMER FRICE
IMDEX
(Apeil 1989 = 100)
Index Changes
Month 12 meoniks
1587 Average TE 4 = 215 (™)
1588 Average .5 - 12T (=)
1959 Avcrags 1052 - 214 (")
19540 Average 1316 - T3 (%)
1991 Average 161,35 - 187 (*)
15540
January 1194 1.5 231
1naT 03 23.3
March 1236 24 i35
April 124.8 1.8 4.5
May 126.7 15 24.3
June 12905 2.2 24.8
July 1316 1.7 24.6
August 134.3 20 LY
Sepesniber 1409 49 283
October 1462 Lh 04
November 147.5 0.4 204
e mbser 1483 05 .3
1591
Ranuary 1489 0.4 248
February 149.1 i1 24.5
March 15309 1.2 230
April 1536 1.8 231
My 157.5 15 2.3
June &4 18 238
July 163.3 1B 4.0
August 165.2 12 230
Seplember 1674 1.3 185
Cicrober 1T2.2 29 17.8
November 1738 ik 17.8
Diecember IT6,0 1.2 18.7
() December 1o Decensber change:

Soarce: National Buress of Suatistics.
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TABLE 7
L ONSUmer Py ITHEEX

[Percemtage changes in 12 months)

DATE OYERALL [RE1, L] HOUSING CLOTHEG TRANSFORT OTHERS
INDEY AND OO ML
MICATRIMNS
1987 December 1.5 234 2X3 R =) 183
1958 December 1.7 13.6 |28 16.6 gl } 107
11539 December 1.4 158 153 13.3 ) 16T
19 December Fp B 54 13.6 ALy e
19461 December 187 18 152 L5 i 165
1590 ;
January 231 IR 19.4 124 =) 162
Febnuary 235 58 M1 10e (¥} 16,7
March 219 134 ngs 11.1 {*) ME
Apnl 4.8 n7 pLE: S 13.2 119 53
May 4.3 4 ng 14.5 300 ]
Jupe 248 Py 3 16.2 In4 m32
July 4.6 M5 37 1.6 7 .l
Augusl 258 10 47 14.7 IEE na
September 293 50 8.5 15.7 JE1 TED
Cianber 30k ] RS 171 1.6 IER
Movember 254 153 oo ] 16.1 I8 33
Decermnber 213 pLk: B4 13.6 Ir7 e
11
January 4.8 0.9 8.0 11.6 2.8 J6
Febnuary 4.5 ILE 6.8 123 2.6 a4
March 23.0 pi by 14 14.1 red 1] 264
April Fi | 150 il 175 202 266
May Pl e oA oo 20.0 188 49
Jups Fit ok Lk 9.8 18.1 e
July 4.0 0.4 203 2.9 164 46
A st 2310 o e 212 20 15.1 241
September 188 1 166 0.3 6 el
Cicrober 178 pEE: 15: 21.3 5.1 ny
November 178 pac B 157 0.7 4.5 0.5
Dreemiber 18.7 119 152 rrl . 6.5

(*} Transpon and Communications began in be caboulned os a separaie sector in Apnl 1985

LSource: National Bureau of Stalistics.



TABLE §
Cieneral index of wapes
{December 1952 = [0}

DATE BOMIMNAL REAL
Index Percentage Chanpe Index Percenlage Change
Maonth 12 mosths  Aversge Month 12 maniks  Avemge
{a) {al
I9B7 Average 3173 - 21y 19T 944 - 05k -02
I9RR Average 29000 - I75m 222 1006 - d3ghy 63
1989 Average EELE: - 33 192 1005 - 11 ik 1.9
155} Average 4415 - I3Rihy IH4 Tkl 4 - 3018 1.8
1591 Averape ShoE - N9mb X7 1095 - 27 (b 49
15454
Jamaary 007 13 6.5 26.5 45 08 18 28
Fehroany 008 03 252 259 (15 LUEL] 1.6 22
Maich 4077 1.7 258 25,8 £LE =17 1.5 20
Apnl 4181 16 261 26.0 15 LI} 1.2 1.8
Mny 4271 1.2 26.T 261 1052 LI 20 1.8
Jane 43410 l.& 210 6.3 1de -6 1.E 1.8
July A58 LT 280 265 1056 1.0 7 1.9
Aupust 453.3 1.7 285 268 1053 =11 1 &0
Sn.y.:m 458 8 |2 284 27.0 101.6 =15 L& 1.7
o 4753 14 312 274 101.4 -2 (L& 1.6
Woyember 457.7 6 312 2718 1031 1.7 1.4 1.6
Decembar 5176 .1 11g =4 B8 56 5.0 1.8
1991
January 1.0 27 11 iz 111.4 i 6.7 6.7
February el ] 02 130 330 111.5 0ol 6l &7
March 5115 09 1B 16 111.2 0.3 1.2 64
April 5.7 1.3 3.3 K rd || LR ELE] -0.5 a8 By
May 552.4 14 9.3 2.3 1.5 -1.1 41 &1
Jumst 5505 1.3 bR 1.0 10E9 L 4.1 58
July LT 05 26.2 W3 75 =12 1.8 5.2
.i.l.lnﬂil. L6319 (1] a4 e 1.5 =1.0 1.1 4.7
Seplember 5H1.T 31 2658 2 10E 4 1.8 6T 49
Ohctoher S0 2 25 255 IR.E | (e i =i} 4 6.5 31
Mavember 0T 7 1.0 24.6 8.3 1041 1.0 5= 1
Decembser GI0E i 21.2 7.7 101.8 15 =7 49

{a) Change belween the cumulative avenge to sach month and the cumulative average fo the same mosth
of the previous yes,
(b} December 10 December change.

Source: Manonal Bureas of Statistics.
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TABLE 9

Initial real adjustments agreed in collec

negotiation

Ve
i




TABLE 10

Interest rates on Banco Ceniral indexed instruments

{Ansval rane over isdewed uns-UF)

DATE FRBEC
Ol 180-day

1988

January 4.1 4.3
July 11 4.7 4.6
July 27 4.5 4.7
August 10 4% 50
Drecember ¥ 3l e
1989

January 4 5.5 50
April 24 b 6.0
June 7 [ ()
September 5 6.8 (a)
1950

January 5 BT 89
June | BT 8.9
Augus 17 .2 (a)
October 31 1.2 (a)
Fovember 27 6.8 {a)
1951

January 30 .5 ()
February 20 6.2 (a}
March 18 i {a)
Movember & 3.2 {a}
December ) 4.7 {a)

360-day

4.5
4.6
45
52
i

(L]
4
{a]
(a)

.2
L 4
(a)
{a}
(a)y

()
{a)
5.9 ()
54 (b)
4.9 (b)

6.9
(%
6.9

9.7
(@)
(a)
(a)
{a)

{a}
{a)
{a)
{a)
(&)

(n) Suspended As from March 1991 Meday Bamco Central indexed promissory ndcs (FRBC) were

reistroduced sccording to bids,
i) Mean rage bid.



DATE

1786 Average
1287 Average
1948 Average
1989 Average
1550 Avernge
1991 Average

1989

First Cruarier
Second Cuaner
Third Cruarier
Fourth Cuarier

154}

First Chaarter
Second Ouarier
Third Quarter
Fourth Crarer

19491
January
February
March
Agpril

May

June

Jaly
Aulguest
Seplember
Oiciober
Movembser
Decemiber

0. to 365-day indexed interest rates

TABLE 11

iFinancal spmem monthly averges)

DEPOSIT RATE LENDING EATE

4.1
43
At
6.8
0.5
54

55

7.0
B

1.9
10.7
EE
.4

6.2
6.l
5.7
3.5
5.5
|
3.2
53
2
53
5.0
4.8

47

17
1.3
T4
B4
133
35

H2
Bk
0.5
1.4

150k
14.8
I 3.0
103

L L
9.2
BB
B4

BB
.2
g5
Bl
g1
B0
)

SPREAD

36
3.0
30
27
18
EN|

Z.H

25
2.8

Al
4.1
4.2
39

A0
3.1
3.1
8
33
3.5
10
32
1.8
28
3.0
1.9



TABLE 12

Pa'h‘t'l‘l[;’lﬂ;‘ ti!'.:lnL-'.-.'.x (i1 M MOmEtary apregares

DATE - ____YEAR —12-MIRT
E MlA M7 E Mia M7 E MIA MT
1959
January b LR e i XL . g w5 Ny
Febmaary -6 19 23 PR T 21 322 336
March il 314 29 47 &5 107 M3 39 331
_pA,]PdI 4% -23 0.5 4.8 I8 11.7 e w3 317
ay =14 0.1 24 83 58 144 1 20 35
Jumst 48 =13 A% 135 34 189 IBD 3T M4
July =47 14 47 B2 5 g HY RB1 . 3rg
Auguast =T =03 i1 i 54 M5 187 150 373
Sepacmber 105 65 27 103 Jxy 199 X6 217 T
Dclober =1.8 =30 1.6 B4 66 120 17.%  1l& 380
Movembser -5 -05 2.3 2.8 6.1 3646 138 153 4].2
Drecember 193 182 6.0 16 253 444 6 M3 448
1594540
January 06 =09 25 06 09 25 192 2.1 410
Fehnuary 1.2 48 28 e =57 54 215 130 414
March 18 6.7 4.0 44 1L Gh 223 163 432
Apmil &3 1.7 1.3 110 &4 110 219 "0 438
May 06 =19 23 1.6 04 135 264 190 434
Jiane 26 32 27 ER -2& 165 174 178 419
Taly =53 =13 1.5 1.9 =40 204 155 136 405
August 14 50 16 34 48 1225 28 B4 dh3
September 114 120 16 130 LI 68 N9 140 415
Oactober =12 -84 28 137 -6 304 IBT B7 4%
November =46 =11 40 85 -H6 147 4 81 438
Diecember 136 Ik 48 I3 120 422 253 120 422
15491
Janiary a3 117 3.2 I 1] 41 31e 411
=5 1.7 21 A7 198 53 3.7 420 42
Masch 21 T a3 g 325 .8 ng 473 399
Apail Tl 26 hd 158 M) 8.2 319 411 34
23 49 0% 195 X33 9.0 0 M8 366
liane =12 - 3Rk 33 180 193 127 60 3731 315
July =12 1 1.2 85 144 162 4.7 334 ¥
Aipus -6 14 24 BT 160 150 204 423 38
September | Ir i S | 13 546 W5 19 T 419 307
Cicinber 57 =22 14 185 167 154 I 533 371
Movesnber =13 59 ig 169 193 307 150 458 3110
December e 175 15 507 400 357 .7 400 357
E Base money.
MIlA

: Money in circulation + non-financial privale sector curment accounts net of float + demand deposits

acther then curfent accouns,

MT:  MIA + private sector time deposits + demand and time savin deposits including those for housing
+ Bamca Central instruments held by the public inon-financi private sector) + Treasury promissory
notes bedd by the public (nos-financial privare sector) + credst bills Beld by the public (noa-financial
Privale sectar) + private sector foreign currency deposits



DATE

11570}
Jarvary
February
March
Apil

May

Juni

July
Augs
Seprember
Ocipber
Movember

December

1991
Januagry
Fehruary
March
Apnil

May

June

Jaly
Anpus]
Seplember
Cictober
mOvermber
Diecamber

SYMEOLS
<
Dia

Dy
Ahp

RATHOS:
Ml

KETA
MIZA

M3

i B

M3

s 10

M7

184.2
1955
1979
197.5
195.4
193.5
I&%.3
I88.3
M5

1940
2319

FELE!
2549
265.7
26354
2658
L2
2571
156.6
T3
X712
2116
AeF

Components of private monetary aggregates

L¥lA

Dp

Tk T ol
] d B
1 B )

:G;-:-:ﬂ-:i%"__
EnS A EELHE
[EER Y Sl -y e R

TABLE

13

Monthly averages

[ Pallicens of pesas)

Ahp

of the Banco Promissory

4217
465
4357
4383
447.1

4568
4647
473X
482.1
44911
311.0
3311

5478
S6X7T
5788
UL
T4
6259
Lok
fal M0
H76.3

4.5
74

Meney in circolation (Beld By the publich
Non-financial privite seceid curfeal accounts and other demand deposits net of Boar, less all depeests of
thee Treavary Hanking Accoun) + demand saviags deposits. Float refers 1o docoments eeccived by hanks
andd the exfcnded agaimat all kinds of deposits {pablic, prvale and iarerfinancial),
Privale moctor fime dieponaes.
[xzmand and time savings depenigs including those For homisg.

C & I {I¥ : Non-finascidl privale sector cument s2coumts s of foall,
M| + D (D Demnand deposics oiher 1han currcss scoounts)

Inscramsests  Treasary  Credil

Central

19505
1.950.2
2 036
20165
1.5958.0
20420
147
PR
22R5 6
2AL5 6
2538
2540

BiLA + D (Dp Privale secioe lime deoposils).

M2A 4 Demand and fime savisgs deposils including these for housing.

Moses

HlJE
TS

=SFeE8=l
O TR e B b R L S

-
o 20 —d 5h WD D

o %
et

-
2]
tai

1746
176
T
16.7
16.4%
6.5

6.8

Eills

b
3603
3120
IEZA
3843
cl] )
401.2
4145

4420
471.%
44851

5210
Sl
536.3
5553
T3
5816

el
Gl6.2
G239

&35

Privaic Secine
Fareign
Currency Deposits

4322
4423
4529
4554
4605
4795
4981
40
5354
519.0
362
5352

23935
5163

Spa
S9E.0
030
JEE.6
9240
BO7.4

5.2
G276
]

T4

M3 & Inarurests of the Contral Bank of Chile held by the pebli {non-financial privaie wecior.
M4 + Treavary Promissory Moses held by the pobli {non-financial privase secior).
M5+ Credin Bills beld by the pobdss (aon-finaneal povale soctea,
M + Private secior depodiny i Fomapms Cermens Y.

49



DATE

1987 Average
1988 Average
1989 Average
195940 Avernge
1991 Average

195

Febmaary
March
April

June

July
August
Seplember
October
Movember
December

1991
January
Febnaary
barch
April
June
July

Augusi
Seplember

Movember
December

TABLE 14

Mominal exchange rate

{Pesca o dollag)

CESERVEL

2194
245.0
2670
LI
3492

2065
2025
296.7
206.4
297.0
296.8
296.7
303.4
084
2.5
A26.9
335.0

337,12
337.5
340.2
3403
40,0
4.9
348.7
509
355.6
358.1

34,3
s

REFEREMTIAL

218.0
246,00
2612
£l
366.5

285.2
29014
195.2
297.1
302,56
306.9
311.:
3167
321.3
9.
29
1524

356
3552
3339
35490
357.0
3604
363.9
3694
374.3
3779
3832
3914

BREACH (%)

1]
L
22
-25
=47

4.0

.5
0.2
=1.9
-3.3
=47
—4.2
=4.0
-5.0
4.7
=50

4.5
=500
—4.4
=i, 1
—4.8
=i}, 3
4.2
=5, [}
5.0
=5.0
5.0
=5.0



TABLE 15

Real ohserved exchange rate

(1985 = 100)
DATE TOTAL INDEX (a} INDEX LESS LATIN AMERICA ()
Index Change Index Change
Month  12-month Month  12-month

I9ET Average 1036 - 3.6 (e} 103.4 - 3.4 (c)
1988 Average 110 = G4 (c) 1.1 - 36 (c)
|98% Average 106.5 = -3.4(e) 1008 = =58(c)
1500 Average (d) 1103 - 3.6 (c) GR.0 - -2Eieg)
1991 Average (d) 1.0 - =1.5 (&) 919 = =d1ic)
150 ()
Jaruary 1159 3.3 9.8 102.4 0.1 .6
Felbmary 114.% .9 9.4 [ [F1 B -1.5 ={}. 5
March 116.49 1.5 10,3 956 =2.1 =20
April 111.6 4.5 4.0 iy B -1.8 =40

ay 11151 =[5 10.8 46,5 00 -l0
June 1084 —2d 4.9 0943 26 =i 1)
Jaly 107.2 =1.1 02 Qa2 0.1 80
August 1081 09 0.0 97.3 32 - =50
Seplember 1066 =1.5 — | Q5.9 =l4 49
Oxclober 105.4 -1.1 -19 QA8 09 A7
Movember 1089 o J =18 1008 4.1 =032
December 10 0.1 -23 101.4 06 -1l
1991 (d)
Tamuary 1087 =03 4.2 1018 04 b
February 1100 1.2 -2 102.2 0.4 1.4
March 1075 =13 -5.1 O8.0 =42 G
April 1036 -36 =7.2 W6 -34 =23
May 99,5 =39 =14 92.0 =27 —5.0
June 95,1 —-14 =05 o903 -1.9 —4.3
July 986 L5 -&.0 BO.E ={1.5 4.7
s oL 6 1.0 =74 S{L0 0z -T1.5
Seplember 1010 1.4 -5.2 Q1.3 4 48
Ociober QR.0 29 =70 oz -1.1 44
Movember G0 1.0 .1 921 2.1 =A.6
December 1003 1.3 8.0 319 13 -74

(] Defined as (ke mominal observed exchange mte multplied by e quoticst between relevant exiemal
inflation and CPL External inflatios is calculated from WM of main irade parirers, denosmirated in 115
dodlars, weighted by the relative imporasce of Chilean impors (excluding peeraleum) therefrom
{approzimalely 85% of tolal Chilean imponis in 19R5),

(b} Same definstion at in (a), excluding Latin Amencin irsde panners.

(¢} Annual average change.

(d) Provisional figures.



TABELE 14
Balance of payments

| Millioes of dollan)

ITEM 140 15y 149491 Percentage Change
194940 15491
I. CURRENT ACCOUNT ~THT —815 23 & 111
A Trade Balance 1,578 1,273 1,576 -1% 24
l. Exprts FOR HIR0 B0 B.9XG 3 =
Capper 4021 3,795 3617 b -5
Mon oopper 4 {159 4,515 3,312 [ 18
2. Imiparts FOB 6502 -T037 -7.354 ] il
Petraleum -589 —843 139 41 -12
Mon petroleum 58913 61 -6,614 -] 7|
Bi. Nonsfinancial Services =634 A4 -5 23 9
. Financial Services =191 =1.811 =1, 811 iy i
. Transfers 215 1949 112 =T 67
IO CAFITAL ACCOUNT 1,278 L 1] 163 =74
A Medium= and long-term capital Ti2 2107 1,084 196 =45
1. Actual net foreign
investment (*) 259 ST 411 127 =17
2, Loan disbursements
under DL 600 437 BAT 458 103 —1%
3. Other disbursements 1046 1,376 1,127 L. -18
4. Loan repayments T34 —T43 =913 1 26
5. Repayments with fruit promissory
mides and foreign debl repurchase -2 ] 0  -10d 1]
E. Short-term capital S 1,250 —214 121 -118
1. Banking commercial lines T 257 =283 =31 =Z10
2. Oithers 195 Gy i 408 4
I ERRORS AND OMISSIONS -4 -1 L e T4
V. BALANCE OF PAYMENTS
SURFLUSDEFICIT 437 2,368 1238 442 —48

1*1 Incheding investment fonds and ADEs, excluding inflows from Chapter X123 profissory noled and crecil
capitalization, including capital re-exporation for the same.



ITEM

Balance of trade
SurplesTieficii

Total exparts (FOR)
Copper
Non-copper

Chlbver mapor ()
Mom traditkenal

Total imports (FOB)

Tatal imports (C1F)
Consumer goods (b)
Intermediate goods (b)

Fusels
Crhers

Capital poods (b)

Millons of dollars

1989

1,578

LREE ]
4,021
4,039

23T
1, 6H3

7145
1,0k54
4,111

B4
E i

1,980

TABLE 17
| I |.‘||' |".|..|"!._|_'

155K

1,273

310
3795
4515

2485
2,030

7,057

1991

1,576

§.929
34617
5,312

el
2518

7354

B0
5 )
4,662
1034
3627
2041

Percentage change
1) 194 ]
-193 238
18 7.5
=56 4.7
11.2 117
4.6 12.4
20.6 24,1
8.2 4.5
75 54
-1.1 335
49 g1
387 -84
-34 13.9
17.3 2121

{2} Inclhsdimg iron, mitrale and iodine, silver, gold ores, Inait, fishneeal, saan lumber, logs, planed wood,
cellulose, methanol, lhium carbonate, oxide and fermomolybdenum, gokd metal and dore,
{bl For 1989 and 19540, ioinl sccuemulaced i the wear under the new classification.



TABLE 18

Foreion trade indicatons

ITEM

Price of copper LME (USS$/1b)
Price of petroleum (USS/barrel FOB)
LIBOR USS {Mominal) (%)
International inflation %)

Terens of trade index {1988 = 100)

Total ponds
Tatal non-copper and non-petrolenm goods

Tivial exports

Percentage vanation of value
Percentage variation of prices (FOR)
Percentage vanation of volume

Copper exports

Fercentage vamation of value
Percentage vanation of prices (FOM)
Percentage vanation of volume

Mon-copper exports

Percentage variation of valoe
Percentage variaon of prices (FOB)
Percentage vanatin of volume

Imports of goods (CIF)

Percentage variation of value
Percentage varalion of prices
Percentage variation of volumen

=

5

14849

1.27
17.1
T4

332

a6.0
939

14,6
1
.0k

1y
3.6
116

= =
e
s Bl O

35,00
42
295

19540

121

216

5.6

- -
Fop =
MO T P

= WD =l
o La

1991

19.0
T4

1.8

BT
R3.8

1.5
=45
1xr3

=7
—13.5
1k 1

17.7
14.0

S4
4.3
101



TABLE 19
Mon-financial services
{Millioea: of dolkars)

ITEM 19RY 19540 15491 Percentape  Change
14 1991

1. SHIFMENTS —l& 42 41 192.5 -1
Credsls k) 407 L5 235 03
Dehits 75 1 3 -8 =01

I OTHER TRANSPORT =354 1 =247 -13 Je.5
i Passenger services - =54 = 45.0 557
Credizs &0 151 172 | 143
[hebnls 175 5 194 14.9 4%

b Puodt services -85 -335 =223 =17.2 114
Credits 142 178 317 26.0 TED
ekt 437 313 S0 0.1 53

1. TRAYEL =% £T 15 51211 ErL K
Crediis 105 453 il et | 41.4
Diebits T 416 40r T3 =0

4. UTHER GOODS, SERVICES

AND INCOMES =203 =186 =75 33 61.%
Credsis 592 623 =14} 53 9.3

[achits a5 200 TG e -i.8
TOTAL NOMN-FINANCIAL SERYICES -4 =454 =5 4 8.0
Credits 1.53% 1,842 3. 360 19.8 raly)

[rabnis 2171 2,327 el b J =27

Ly
by



I INTEREST PAID
Medium: and long-4erm

Skon-1erm

[ INTEREST RECEIVED

111 FROFITS AND DIVIDENDS
Credits (received)

Diebits (paid)

IV, LEASING SERVICES

TOTAL FINANCIAL SERVICES

Credis

Drehits

TABLE 20

Financial services

(Millons of dollacs)
1% 155}
1, 7B 1,529
1442 I.=H3
338 45
237 3154
-3 =313
3 z
=5 115
L] 4
=1,926 =1 811
k) ELT]
2,165 2,167

36

19491

1,631

1.0

201

470

45

Percenlage Change

15540

L7

19

49.5

131

=1.T

—1a.1

48 4

.1

1921

=108

—15.8

aLr

=833

=125

Y5

65,7

0.1

34

5.3



B

IL.

TOTAL FINEEIGN
INVESTMENT (1 + & + 3)

[rirect Investment
[xL. )

Crodif cagitaliration
Chapber XIV capital

comiribaiion
Invesimeni absoad

Postlhalia Investment
Chapeer X1V ADR

Ievesiment funds

Chapter XIX [b)

ASSOCIATED CREDITS

Credit disbursemenis
under DL S0
Credit amostizations
wnder DL &

I TOFTAL {1+ I}

2] Provisional figares.

{bb At pedencmingticn valse, [n 1991, comprises capilal repalnalson.

11hE4

L
6T

x ]
&

B
=11

=

49

-53

TABLE 21
Met boreten investment in Chile

[Milioea of dolkars)

1585

143
113

K|

=21

e {

12X

=
=

19486

13
114

55
56

AR

a7

-t

1987

BRI
221

1l
115

14
-1

185

115

=4l

1067

198

951
{01

111
5

13
=1t

[= N =]

o2

521

=136

12386

1989 1990
1 366 937
174 240
171 198
s 16
i1 X3
=1y -
B 252
0 LIk
) 257
1105 1
31 Td%
437 EAH
=13 =13
LATT 1,885

15491 fah

12

=21
43

458

=122



TABLE 12
Ciross capital contribution abroad via Chapter X1
{Thousands of dallars)

YEAR Authonzed amoumt Eemitted amount
1980 D818 43 510
19381 149,345 21,7730
1982 T.112 17 G50
1983 71 3870
1984 H95 100,540
1985 25 1680
198G 1,400 2. 105
1987 25000 6915
19588 3 604 15,720
1985 40, 561 o TR
150 3321 TR0
1991 {2 18470 107,177 (h)

(2} Figures at ¢sch year end
(b Including LF55 B4.4 million remimed through informal exchanpe markel.

L
[



(]

[}

Gald
(Chunces troy)

SDEs

Heserve posstuan
with IME

Foreign cuarency asscls

Cniers aiels

Use of IMF credit

Shori-lerm loans

INTERMATIONAL
ASSETS (b)

GROSS RESERVES (c)

1. NET RESERYES (4}

(a) Cabculated from foreagn currency and godd quodation im effect & the end of each peniod.

MBIl +24+3%&d+ 5}
Leh ol = &)
[ (I - Th

TABLE 13

TESLIVES
[Milliora of diollash

1564 1985 1986
540 1% B
1.75% 1.7My 1,795
12 ] |
L] L] o
2292 2450 2351
R e
Tl 1.0%6 1,318
430 35 0
TRIT 25951 3106
056  1LB&T 1,778
1576 1542 1778
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TABLE 4
Fareign debr (a)
[Mallions of dollzrs)

ITEM 1985 1986 1987 1988 1989 10480 1991 (b)
1. Total Forcign Debi 19444 19,501 19,208 17,638 16252 1TAIS 16405
(11 + 1)
Public sector 11,769 12,394 13,128 11,889 10,035 9727 ET768
Privale seclor 7675 1107 6080 5749 6117 THBE 7,637
Privaie secior with
public guaraniee 2310 336% 3252 2820 1.BOT R065 1,785

Il Medium-gnd Long-term

Foreign Debt 17,650 17,814 17,191 15452 13279 14,043 14,194
Fublic secior 10,552 11483 12075 11,048 90610 ET6% B4E3
Private sector TOSE 6,331 5116 4404 4216 52374 5711
Private sector with

puablic pusrantee 1,963 2E06 2650 2060 1068 1,030 1,006

1. Shaort-term Forelgn

Dbt 1,794 1687 2017 2186 2973 33R2 21211
Public secior 1.217 911 1,053 241 1072 G54 2B5
Privale sector 877 T6 94 1,345 1901 2424 1926
Privale sector with

public guarantee £ 473 602 T EX 1,03 779

IV, International Monetary
Fund 1,085 1328 1452 132 1268 1,151 L

{3} Balances as of December 31 of each year, based on net disburiements, Exclsding debt owned o the IMF
and foreign commercial credst lines (anticipated export camings and pending impon payments)
) Pronvisional figanes.
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TABLE 15 oe
Foreign debe indicators i

Fornign debe /expon of gook and ervices 186 00
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TABLE 26

Chilean foreipn debt redeemed through conversion fransactions
ruled by the Banco Central de Chile (a)
[Mallions of dollars)

ITEM 1985 196G 1987 1988 198% 190 1541
Capitalization under

DL 600 and others 53.0 () 6.3 124.6 1.5 24 159 -
Chapler XV 115.2 A kG 5.0 e 410% 5916 147.0
Chapter X1X 313 21335 I BRS39S 1.320.4 4175 216
Partfolio exchange 41.0 1.2 - 674 157 - -
OHbers HET T84 A50 0 1,004 {3 10135 TOT 6389
Todal 3302 RIS 1.978.7 20408 27673 1,057 BOT.5

{a) Materialired transactions. Foreign debs securities are inken at their foce value.
i) Inecladiag LSS 1008 million capilalised before 1985,
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ANNEX 1

MAIN MONETARY AND CREDIT MEASURES

January 199]

*Interest payment on the reserve for domestic currency deposits and term deposits was
modified. Previously, payment was made for the part of the consumer price index (CP1)
of the month preceding the reserve thar exceeded 1.5%. From now on, the total CPI
variation of the month preceding the reserve will be paid.

*From January 30, 1991, the annual interest rate on 90-day Banco Central indexed
promissory notes (PRBC) was reduced from 6.8% o 6.5%.

February 1991

*From February 20, the annual interest rate on %-day Banco Central indexed promissory
notes (PRBC) was reduced from 6.5% to 6.1%.

March 1991

*From March 18, the annual interest rate on 0-day Banco Central indexed promissoey
notes (PRBC) was reduced from 6.2% o 5.7%.

*Bids were called for 360-day Banco Central indexed promissory notes (PRBC), the Bank
determining the dealing rate or withdrawing the tender.

July 1991

*Financial institutions were given the option of paying at the beginning and in one lump
sum the amount thar the 20% reserve on external credits would cost them. (see Annex
IB) This payment would be made by way of Banco Central Chapeer XIV promissory
notes with repurchase obligation, following a similar procedure to that of the render of
Chapter XVIII coupons. The interest rate on these papers would be the 180-day LIBO
rate, plus 20% of that rate. This measure was introduced taking account of the sums of
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the credits associared o DL 600 investment, in order to avoid possible problems of
liquidity caused by the reserve requirement.

#The only requirement for authorization of access ro domestic credit available o foreim
investors subject to Article 11 bis of DL 600 stipulations is that the amount of internal
credit should not exceed 20% of the total investment and that the investor accepts to
waive the night given by said article for returns equivalent to the proportion that the
ratio of internal credit to rotal investment represents. This resolution favours foreigm
investment projects over LSS 50 million.

September 1991

oFinancial noms relating to term savings accounts, demand savings accounts, and term
savings accounts with deferred withdrawals were modified to allow them ro operate with
or without an account book, as stipulated in the moment of opening the account.
Furthermore, withdrawals and deposits can be made through automatic tellermachines or
other electronic devices authorized by the Superintendency of Banks.

October 1991

»Chapter [1LB.3. on "Social Prevision Institutions” Investments and Financial Instrements™
was incorporated into the Compendium of Financial Regulations. [t states that such
institutions may invest in Treasury promissory notes, Banco Central papers, mortgage
letrers and deposits and instruments issued by banks and financial instimutions.

Movember 1991

oFrom November 8, the annual interest rate on 90-day Banco Cenrral indexed promissory
notes [PRBC) was reduced from 5.7% 1o 5.1%.

December 1991
#From December 23, the annual interest rate on 90-day Banco Central indexed promissory
notes (FRBC) was reduced from 5.2% to 4.7%. This interest-rate drop was accompanied

by advance payment of US$ 204 million by the Treasury to the Banco Central as part
of its debt with the Bank.
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Modifications were introduced to the ruling on tender of Banco Central inds
notes (PRBC) and indexed promissory notes to be paid in coupens (
significant change is that now the same rate implicit in the bid of
mtlhpdmallﬂmﬂmmmhﬂmuh@uﬂmp
“Dutch rendering”. Previously, each tender mpmd at. m-m phu
|twam|almnrbeluw&mdﬂilngm A : :



ANNEX 1

MAIN EXCHANGE AND EXTERNAL TRADE MEASURES

February 1991

*Exchange rate indexation was modified for the perind March 1 through April 9. The
exchange rate will be equal to that in force on February 28 adjusted as from March 1 by
the same percentage as the daily indexed unit (UF) variation.

* Banking companies are authorized to invest abroad up to 25% of the funds obtained from
the public in foreign currency term deposits. These investment may be in the form of
term deposits, deposit certificates, bank lerters, US Treasury bills, Euro-bills and short-
term commercial papers of foresgn governments or foreign low.risk, state-owned companies;
and fixed- or floating-rate bonds with a maximum 5-year maturity-term of foreign banks,
foreign govemments or foreign low-risk, state-owned companies.

April 1991

*On April 3, the referential dollar exchange rate was lowered 0.7% to be adjusted daily
by the same percentage as the UF variation until May 9.

*Chapeer XIV, Title 1, of the Compendium of Rules on Internarional Exchange was
modified to the effect that the liquidation of foreign currency obrained from external
credits with a rerm of up to 180 days should be mansferred to the informal exchange
market, the only requirement being to inform the Banco Central of the credits entered
and also capital and interest payments.

*The percentage of term deposits banks can use for financing external trade was raised 1o
$0%.

*Time allowed to foreign investors subject to Chapter XIX of the Compendium of Rules
on Intemational Exchange for remittance of capital was lowered from 10 years to 3 years,
on condition that they first pay the Banco Central a percentage of the total investment,
in this way complying with the same conditions govemning direct external investment.
The percentage of the initial investment is calculated on the basis of the differential
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between external and internal values of the foreign debe promissory notes used to effect
the investment, and also depending on the time the investment has stayed in the counry:
At the same time, the right was given to remit, before the established rerm expires, the
profits corresponding o the proportion of capiral authorized for advance remitance.

*Maximum term for export return was extended from 120 to 150 days. The obligation to
liquidare foreign currency obeained from sales to foreign credit card holders on the formal
exchange market was eliminated. The value of single sporadic export shipments without
return obligation was increased from US$ 1,000 to USS 2,000. The obligation o present
an import report for lesser imports (without cover) was eliminated and also the oblygation

to account for 5% of the returns up to a limit of US$ 500,000 a year used by exporters
abroad.

Chapter XI1 of the Compendium of Rules on Intemational Exchange, which regulares
investment abeoad effected by Chilean individuals and juridical entities, was modified to
allow investment abroad to be carried out using foreign currency of their awn or purchased
on the informal exchange market. Banco Central prior approval 15 no longer required
and the investor only has to inform of the investment within 30 days. The existing ruling
on investment abroad operating through the formal exchange market continues in force
and a maximum of 30 days has been established in which the Banco Centmal should

autharize the ransacion.

o(in May 1, the referential dollar exchange rate was lowered O.7% to be adjusted daily
according to the UF variation until July 9. This means that by that date the refereniial
dollar will reach the same value as it would have had without any of the adjustments
made during this year.

June 1991

o June 17, the referential dollar rate was lowered 1%, to be adjusted from then on
according to the traditional exchange ruling, which supposes a monthly discount of 0.3%
for external inflation.

O June 17, a reserve requirement of 20% was applied 1o extemal credits, with decreasing
incidence on the cost of the reserve for transactions of over one year. This reserve is
required for terms of %0 days to one year. The reserve is paid in foreign currency in the
Banco Central, eams no interest and is applicable to all extemal credits in favour of

r =y
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banks or others. Buyers' advance payments are exempe, but a period of up to 6 months
15 allowed for shipment to be made. Payments for exports are also exempt.

#The banks are authorized to finance foreign-trade transactions between third countries
belonging ro LAIA using their own resources (rerm deposits).

July 1991

*Chapter VIII of the Compendium of Rules on Intemational Exchange referring o futures
contracts and options of products and of foreign currency was modified to allow greater
exchange coverage of these transactions, incorporating transactions outside the stock
exchange, principal to prncipal, and ar the same time making it possible for all individuals
and junidical enities domiciled in Chile who are ar risk because of transactions abroad,
whether in the price of the goods andjor foreign cumency, can cover themselves by way
of furures and options contracts.

Aupust 199]

*The time allowed for exporters to liquidate advance payments received on the sale of
their products abroad was extended from 90 to 150 days. This gives more time for
liquidation and brings it into line with the general ruling.

*The banks are authorized to finance export transactions between third countries belanging
to LAIA extending additional external credit lines.

*Chapter XXIV was added to the Compendium of Rules on Intemnational Exchange. It
deals with the “general conditions that limir the resolutions on which is based the
exchange regime applicable to contractors who sign special operation contracts for the
exploration and exploitation of hydrocarbon deposits.”

October 1991

*Chapter XIX of the Compendium of Rules on International Exchange was modified,
authorizing foreign investors who have brought capital into the country under this chapter
1o apply for and agree upon the remittance of their capital, total or partial, with the
Banco Cenmal before the end of the third yvear. However, the requirement still stands
that three complete years elapse before capital and profits may be repatriated.
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November 1991

*On Movember 10, the annual external inflation rate used to determine the referential
exchange rate was lowered from 3.7% 1o 2.4%.

*Chapter XXVI, Title 1, of the Compendium of Rules on Intemational Exchange was
modified allowing shares (by way of ADRs) to be placed, wraded and quoted not only on
official foreign stock markets but also privately.

December 1991

*Chapters | and X1V of Title | of the Compendium of Rules on Interational Exchange
were modified adding gold (Troy ounce) a5 an aceounting unit to register or derermine
external credit adjustment.

*External credit lines directed to granting credits to residents abroad for financing exports
to of from Chile, independently of their term, were exempted from the obligation of
liquidating them on the formal exchange market. Previously, this regulation applied enly
to credits of 180-day term or less.
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BALANCE SHEET

As of December 31, 1991
(In millions of Chilean pesos)

ASSETS

OVERSEAS ASSETS
RESERVE ASSETS

Crodd
Foreign currencies
Special drawing rights holdings

IMF Suhscription
Bonds, :cmg{m-us of deposils and others

Mustual loan agreements
Chriber

OTHER OVERSEAS ASSETS

Contmibutions made 1o other international ofganizations
Interest receivable
Chers

DOMESTIC ASSETS
DOMESTIC LOANS

Fizcal loans

Loans 10 slate-owned entifies

Loans o the Banco del Estado

Loans 1o commercial hanks

Loans to other institations

Treasury transferences (Laws 18,267,

18,400 and V8.768)

Financial instinsions subordinate obligations
(Law 18401

OTHER ASSETS ACCOUNTS

Fixed assets

LLS. dollars purchase with a resale commitment
Other

TOTAL ASSETS

34110598

2345645
E40U60.6
205 2
2469454
1525923 6
16325557
167.5

1238452

T2404.0
42.007.7
2.023.5

67, 1502
1726145
249 0557
6263831
190,355.0

2 500,555.5
1,368,534 3

12,6807
135, 7169
1610184

3,534.505,0

5,574,948.3

9.4 18,8693



Chilean currency

and FiCC
equivalent

(USE 1 = 5 392.97)
(GOLD 51 =5741.11})

LIABILITIES AND EQUITY

OVERSEAS LIABILITIES
RESERVE LIABILITIES

IMF Loans
Mutual eredil agreements
[MF deposits

OTHER OVERSEAS LIABILITIES

Loams and other linhilities ]
Accounts with oiher inlernational ofganizations
Interest payable

ALLCCATIONN OF SPECIAL DREAWING RIGHTS
DOMESTIC LIABILITIES
CURRENCY ISSUED AND DEPOSITS

Cufrency i circulation
Financial instifutions deposits (Ch, pesos)

DEFOSITS AND COMMITMENTS

[epasiis uru._l l;l:lmmi!m:nl.:t with the Treasury
r deposits and commitments

INSTRUMENTS ISSUED BY THE BANCO CENTRAL

Discountable promissory notes isswed by the Banco Central (PDEC)
Readjustable promissory notes o be paid in Treasury Bill (FRC)
(Resplution 156} 3 e
Feadjustable promissory notes with floating interest rate (FTF)
Promissory mdes issued for exchange rates differential

omissory nodes on debt reschedulin
Promissory nafes on purchase of portfolio umder Resalution 1,555
Promissery nodes expressed in US dollars
Promissony nides psueed on pl.m.‘:has.-: af pﬂ_rll'nlin
[nstrumenis issued om rescheduling of foreign debt (Chapter XX
ol the Compendium of Rules on International E;lu;lun.gl:
F'Tu:umiisquknms on purchase of letbers of credit
Fl-l':al.ljm'-.l.:l promissory noles ssued by the Banco Central
Commaercial effects from redenomination of external debt
Promissory notes ststed in Indexed Units (UF)
EEI:-'IDUDR 1,836} from dollar certificares

i

OTHER LIABILITY ACCOUNTS

EErvEs
LIS dollars purchase with resale commitments
Cther

EQLUITY

Capatal
NET INCOME FOR THE YEAR
TOTAL LIABILITIES AND EQUITY

8015777
375, 256.2
1793799
246,546

1020, 2839
B26,520.2

116,26
TEOGE, 1

68,3517

56309141

4456349
1182792

1. 432,000, 7

TRO,061.7
651.93%.0

4,537.999.3

125,000

SE2.621.1
998159
IT4.978.6
282818
122, 837.2

1.891,213.3

6.533914.1

3214919

r—————

6640154

8236
9.418,569.3



STATEMENT OF INCOME
|”I.'|' I.".-._' Al i'l'l~|1'.1 i':'i."q."q.'l'll-:"l..'.' 3‘| |‘]‘-]..'

(In millions of Chilean pesos)

OPERATING INCOME 1,353.962.5

Interest earmed S512,121.%

Restatement gains on loans 449, 488.1

Income from price differences 17,0782

Income on exchange ITa 622 R

Other operating incdme _601.9
OFPERATING EXPENSES (1,248 4674.1)

Imtenest expenses 5094589

Beststement losses on loans f36,298.6

Commission cpenses 2.654.3

Loss on price differences 13.482.1

Laoss on exchange T4.587.2

Oither operating expenses 12.163.0

GROGS OPERATING INCOME 105, 288.8
OTHER OFERATIONAL EXPENSES (15,850.6)

Personnel 10,487.1

Adminisirative expenses 34137

Depreciation and amortization 13778

Taxes SR1.0

Income before loans write-offs and reserves 94202
Loans wrnite-offs and reserves, and ather (10 483.5)

NET OFERATING INCOME 78,8457
NON-OPFERATING [MCOME 11,570.4

Non-operating income 11,673.0

Non-operating expenses (102.6)

Income before price level restatement 90,516, 1
FRICE LEVEL RESTATEMENT (B2.281.5)

NET INCOME FOR THE YEAR __B2346

See accompanying notes to the financial statements.



NOTES TO THE FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTIMG POLICIES APPLIED
2l GEMERAL

The fivancel scacemenss have been peepared in accmdance with genenlly sccepted accounting principles and with che provisces of
Adticle 75 of Laow 18540 {Coraritumoral Crganac Act of the Central Bank of Chilie), the larer sobjece o previoos clearnce from the
Superintendency of Barks and Financial Droincions

S pavvoions are o sccordance with penerally sccepeed acooemting principles, excep for dhe exchange rates e, as explained in
L.k, Eelow.

bl EXCHAMGE RATES

Ausers and lisbilicies in foreign cumency are anslated ingo Chilean goum, a2 the cxchange fge referied 10 in pangrigh one. Hembe
T of Crapier | "General Provisiora™ of Tidle [ of ke Comperdsum of Bules on Intemaconal Exchange (didar acueeda; hereinafion
refereraial dollar). Excepring mo this policy are the balanco of Exchange asecunt, o2 the oncs ecplacing them, ecereiponding oo
erarasctiorn which, sccarding to current segulitiors, hawe 1o be semled ax a diffesena exchange e, duly specified in thee repective
disposirhona.

Thise sasers and labilicies expressed in minred Chilean gold coime ae valued cn the basis of ehe averge London moming quomcion
of che *Cold Foing™ reie (LIS, dolban per Teay ounse), for ol business davs in dhe preceding quarrer. lesa 1096

Sertlements of foeign exchange cumenoy otk than the U5, doller are made acconding mo the exchange mos given by the Sepermtredmcy
o Banks and Financial Tnstientions aleays based oo the referennal LS. dellar eachangs rate.

The main rabes wsed &t ik ,rlr-mt se i follows

h 3
Minred Chilear, poldd coiza 41110
S dollas WL
Pourd siexling TREEA5%

Specul drewing nigho

el LOAMS RECEIVABLE AND FAYABLE

Mencindesed loass and depotics are shown at their original value or wr their ke ronewal vabee, with the eception of commercial
instrumens and discounsed notes which are expresed ar their romiral matesiey value. lf&lﬂﬂ'ﬂﬂ“ﬂﬂ“n'lﬂhhﬂ
acerued reatatements at the balance sheer date, and loara expeeased in foreign cumency inchude their ragective exchange adjucments.

Aconied inieret on bans receivable and payable a1 the balance sheet date is shown for residents abroad under Orher Overseas Asmess
arad Oibeer Coverseas Lishilitses respee tively. Tranuss toss caried ou by domestic midents sre included in Domestic Assct and Liskilizies.

Frepaad inberess on bomowings b included under Other Assets Accounts. Unaccrued intormt peceived in advance on loans i isluded
under Oher Lability Accounta.

d] PAST DUE LOAMS RECEIVABLE

These are shown under Other in Other Assets Azcounts and inchsde all dhose lana seceivable which. are more than #0 diys overde,
Feeeign loans are cranstared ints Chilean pesos st che race of exchange peovailing s the Balance Sheet date. Inzesest recelvable on these
loans and rmeacermests, F applecable, e sccounted $or up eo the maniricy dae only.

¢l FINARCIAL [NVESTMENTS

Chverseas financial invessments are shosm weeder Reserve Amets, as bands, cenificares of deposit and cehess, and mainly inclade, boesds
and commaercial iratrumenas laued by forelpm povernmenis, fvefseis ENsiDacions and| banks, valued ar oos whilch is berwer thian markes
valkae. Ingerest receivable is shown under Ogher Oveneas Asmets

=]
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f) PROFPERTY. PREMISES AMD EQLIFMENT

Theese ase shown erder Other Assers Accoumis, acd arc staped an oo, plun price-level sestmtements, rer of accemulated deprociation.
Dcpreciation buas beem competed by che sraighe-line method over the estimared weful lives of che st

g EMPLOVEES SEVERAMCE COMPEMSATION

A remvision for socnsed severanes compensation payable by che Bank as am scquired righr of i salf for past services, o case of
rﬂ;l:emrn[p:q disminad, has been 21 up each year hued on the peesent value of the aconed cme, discemsited ar an 8% annual interes
rate. [ ehis pespect, these mancial statements include sccrials by § 1,983 mallion (see Note ) and defemmed expenses by 3§ 3472 million,
which are included i Onber under Chber Asets Agcounts.

hj RESERVE FOR POSSIBLE LOAM LOSSES
The Bank, punuses to the powens of the Council, which aze set cut in Article 18, Humber 9 of Law 15,840, has made reserves in che

weat for doshdul debo, wodier Eosoletion 183 deted December 1971 of the Council. Theie provisions are incleded under Uther Liskilay
Accoumey, and the pesulrane debic to mcome is deeailed in Mo T

i [NTER AMERICAN DEVELOFMENT BAME (IDE) SHARES AND CONTRIBUTIONS, AMD INTERHATICRAL
MONETARY FUMD (IMF) CONTRIBLITIONS

Shares and conmibutions made by 1k Chilean Teeasusy po the Inier Amencan Developeent Bank asd contributions wo the: [nemarional
Mionctasy Fund are presemned an acquistion or contmibutions cont plus rewicmenss vabee, where applicable

IDE sbures and comandanons are shown under Other Orverscas Asiets, 16 Conmibutions made 1w other insemagional ongancazions
Conribetions o the [MF in domestic and forcign currencics ane shown under Cverseas Reserve Amers as [MF sbacription. Shares and
contzibeticea sade 1o the DB and conmibutions o the IMF are conidered imvesmenss, presant 10 Decree Law 1943 of November
16, 1978,

i1 REVENUE AND EXPENSE ACCOLMWTS

Feverses and expenses are sccounted for on an accrual hasa

Mon-Dperating Income includes indemndtios necrived by lomign cackhange transceion

Revwrvso and expenee sccounis, expresed in domedic cofrency, with. e exception of Sepdeciation, fepresent aocumilarons of amoents
eeptered ar the dure the ransaceion: weee perfoamed.

k] FRECE-LEVEL RESTATEMENT

The effiect of price-lewed rebatoments of cquity, peopeity, premiscs, eqeipment and other aasen and lisbilatics, coreidering variacions in
the conmmer price index during the year i thown in the Scarement of Income under Frice-Lavel Resistemnent snd detailed o Nooe

6. Likewise, exchange differences in asens snd liabalitic exproised in foecign cumency, and serarements of loans, are included wnder
Ciperatizg Rowli,

2. FINANCIAL STATEMENTS PRESENTATION POLICIES

Thee finascial statemenas presentation follows an economic-acooening pamern which aima 1o thow the instinetion’s sccounting &nd
financial posbtion, st the same time adisting the economic asalyii of the Bunk’s operation by clemly distingudhisg whether they an

dertaken Ty d % or overscar sgenss. In dhis mamner dhve Bank's parmicipacion in che domes: sapply of moneiany asects and ciedic
policy may be mmesed opether with thewr effecr on e Bank’s graricg posiion sbeoad.

The economic concepts of istermational reserves and curreney desisg arc thun e, useler Boerve Assens and Liskiliries and Cumrency
lowsed, reprctively.
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. DOMESTIC LOAMS

Thie beeadings Loans o srate owreed enaicies, Laana ba the Banco del Esadio, Loon rocommargial hanks, and Loor g0 other insinagions
e i nby insbade: oredis lines in ecspsece of peschadaling of debes for § 46,4406 srallion; credin hines in respece of depaosits uncder Feuslulaos
1486 for % Y1397 mealllion; receivables. froms the Coeporesidn de Fomenro de la Producciin (Do), (Lass 18,577 and 16401F for
§ 1053861 milbe: condie bines B0 isaeenstiona] organimtions’ programees Tor § 1627404 million; meargape bans poreinlio foe
% 00 1423 million and amcsnas o be recovered by ke bigeidation of the Caja Cenaral de Ahoreos y Préseami and the Asociacidn de
Ahomo y Présamas, o & I0HARE Y mallion (3ee Bloae |4)

4. OTHER OVERSEAS LIABILITIES

Lewans anad cehet labalines which are wcluded undee this heading mainky conaist of credic apreemencs of the yeass 1581, 1954 and 1985
w0 gran mew money foe 5 4082385 8 million: rescheduling of foreign debo pran 158515984, 19851967 and 1955-1991, for 5 Z3LOTAT
eeillin; ceedit from ehe Inzee American Development Bank (DB for 3 S0.470.2 million, and deponits of the Banco Exterior de Espania
3.4, (Reolunon 18711 for § 35,0085 millce.

5. DEPOSITS AND COMMITMENTS

The heading "Oeher Depoics and Commamerns” maindy includes the following: diferencal in exchange payable for § 32573 million;
Banco el Earada de Chile deposies for % 17,2118 mallion; foreign-curmency cuirene sceounts foe 3 18,7022 millsons oesmandicg
halamce e promisory notes with Banco del Esrado originated by feeign luabilises of Banco Unido de Fomenio and Banes Hpotecurio
e Chille, foa § 452504 millons sbeet-berm cerilicates of depoair for § D051 millson; fomige curency deposits under Resclutions,
1 857 anad | A5E for & 333.2%09 million and reserve Resoluiion 143 fe 8 353720 million

6, PRICE-LEVEL RESTATEMENT
Price level reststement a indicared in note L, leteer k), resmleed in s reer delban mo income of § B2 1815 eallion, as folliows:

{in millicns of Chilean pesos]
Debicuy Crediss}
Eqquity 100, 335.1
Propery, premoes and equipmens (250540
Ohber ansnts {15514.1)
Mee champs o the reiules fof the yem E1.2B15

The change in che coroumer pEice index amounted to 17.8% dunng the year

7. RESERVES AND WRITE-OFFS

Demil of reserves mcluded in Otber Liakily Accounn is che following:
{In milliona of Chilean pess)

Laowans I E T8
Cherseas. invesimaenia Bo3l.5
Seveninde Comperualion PR
Subcedinase commicments 556040
Chihar 12438
Balarcr xt 123191 B2 THLS

Thie debit ta iecome of the yeas aroing from reserves set up amounting e LAELS million is iecluded wreder Wrice-offs and reenves
in the Saement of |noome



8. EQUITY AND SURFLUS
al WARIATIONS M EQUITY DURING 1991 ARE SLIMMARIZED AS FOLLOAWS:

(in millsaea of Chalean pess)

Capil Surplai Toml
Balamce ag 01.01.91 il | 11,581.2 561 FE00
Mharribution of |99 mirplus 11,581.2 (11,581.2) -
Equity price lcvel restacemen: 100,335.1 = 100,335 1
et ereoome fon the year - B IM6 8,134

Balance ar 11.31.%1 G64,005.4 B,1h6 G712, 1500

B [N ACCORDAKCE WITH ARTICLE 5 OF THE CONETITUTICAL DRGAMIC ACT OF THE CENTRAL BAME OF
CHILE THE IMITIAL CAPITAL FOR THE BAME WAS SETTLED BY § 5000000 MILLION TO BE COMTRIBLITED
ACCORDIMG TO ARTICLE 2 OF THE SAME LAW. THE FOLLORWING 15 A SUMMARY OF THE INITIAL CAFITAL AS
OF DECEMBER A1, 1991

[in millicos of Chilean praoal

Capimd under Armiche 5. Law 15,5840 S00,000.0
—PBalances on 1230190 10 85510
=Surplus for 1990 asigned 1o increase the

initaal capital as per Coumcil Besolution 92 of ]I.hu.lh' 17, 19491 101.5681.2 433,185 1
—Balance sequined 66,7637

The restatement of capical afies Diecosbar 8, 1989 conmpond caly 1o the prace-level resmacemenn of inknial paid-up capimal, and
therefioee are st takem mio accoent for the purposes of making wp dhe inmial capinal

9, LOANS TO BE COLLECTED FROM THE CORPORACION DE FOMEMTO DE LA
PFRODUCCION (CORFON ACCORDING TCr LAWS 18,401 ANLY 15,577

Pursaarn no L 18,431, pusblished in che Offscial Ganeree on Janusry 26, 1955, aned o3 amendmenes, doe Bamoo Cenmal de Chile gramicd
berrs b CORFD for the purchase of shares of finsncial insticutions oo bchalf of third partics.

CORAC pays back: wis debs by eransfeming amounts collecred foom these shareholdens, mee of discounts grasied of paid timely. Azconding
o Arncke 13 of die above frnrh'luu'ml L'n'.. the drl:l'mn-el_-l (101 ] ||,-q|,|-n:rr-d. of uft Eir LS million indesed unizs I:UF:I. wall e covered b‘r

the Trewury 1o the Barco Ceneral (see Mote L), by che way of furade crarsferences. Ax Far 34 the inlommanion s cumensly svailsble,
thio amiorset i consideied wlicimmi.

On ehe other bund, purchas of shares of Banco BHIF, by ws prefesential shareholder, was fmanced purwant ro Lew 183TT of
Morreasher 19, 1986

A of December 31, 1971 the Balings seecivable fom CORFD amosnis d0 5 105, X565 million Iequivalent &0 LF 15T millicn) and
the Balings irainsderable by the Treapicy amoints 1 % 04970 millos (UE 8.5 sllion).
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10. PREFERENTIAL U.S, TMLLARS

Resclireora | 466 dared Seprembeer b, 1992 1,454 dated Decernber 15, 1982; 1,556 dated February 12, 1984 and 1,657 daved Jure 27,
14585, of the Bunk’s Execstive Committer, provided that ¢esrain commimsents in foneign ourrend e or stipulaced 1o/be reaeated in fofeign
currency before Augr 6, 1987 may be repaid a1 a prefeensial exchanpe rage, the Banca Cenrral bearing the difference berween this
-|::|.-L|'|.ln|;r eabe and the fasc |Hl.'l'll|lll[ o the time of the EEPAYTRENE

The estimauted exchange differential payable a of December 31, 1991, is fally peovided for an aggregaic smount of 3 51573 million

11. FIMAMCIAL INSTITUTIONS WITH SUBORDIMATE OBLIGATIONS (LAW 18.401)

Fursuane o BEesoluion 1,953, dared Awguor 16, 1959, and the peovisons iof Asicle 1% of Law 18,401 amessdead by Aemscle 3, leer d)
oof Law THELE, fir thise banks sad financial sunimeses which had sold their kan pordolio in sscondance with Beslutions 1450 and
1,555 amd thein comesponding ameradmenis, and thereby had commined ehemselves 1o repuarchase the ponfolio, de Banco Censral
previded ke option of novaton foe all the obligmions resulting from, chese loan pontfolio ropurchaie sprocments, which were mibizinced
by @ subordinae chligation dven stipelaied in & cdvagion drecmenL

The ameunt of the whordinage chligation sas st up by the cetmanding balance berween the rovaced repurchase chligation, reultisg
feom rhe amount paid o in cash fox the loan porciolio by the Bancs Ceniral, the amount pasd for wich ome of mooe Treasiry notes
with non-acemued ntereie, snd the cumulitive interest scceved ar che novarion dae.

Thie satufity teim of ke subondaate obligaion of the Fmancial insticstions s not determined uniil the date of senel serlemen: and
has & cemalasive mircharge of 5% per annum, on the outieanding ameunts asising from the novaced repurchased obliganon. remlcing
from the smount gaid for s cash by ehe Barco Cenmal plus the cumulacive insevest sccrend io the novatien date. This scened isesest
i conardered s income For che Bank and ||.'\-:|q;|1.|:n] o an becha] il

The financial stiutcm commil themselves o allozste o ehe PayITRENL of chis subordirae obliganon the ammual ﬂ'ﬂﬂl defined in
acooedance with regulinsces of the Seperintendercy of Banks and Financisl Lrugitutices. Likewise, che finamcial insticwions may,
whenver they doem appeopeiats, pay their suboedamare obligations with resources authoraed by the above mentiored Supsrstendeney.
Consequently, the senlement of mid commisment o mbjected o the fisancial indineion capabaliny eo genense (noome.

As an Decesrber 30, 199) che subordisaie oblgation amoends 104 1,368,814 % mallion, and b iscluded in the irem Financil instisutions
wbonlinate oblgations (Law 18,401) under che caguion Domestic Assens of the Balance Sheet. As of tha dete the Banco Cenreal has
wer up eeserves for § SE6M.0 million for thin porpone, of whick § 8,214.0 sillise were debived w0 income of thia perod.

Farr of the subordmate chligatson was erigipaind by finsnzing with instruments fom che Banco Cenmmal. The balasce of § 233,5806

million of instrumesns o incleded as Domestic Liabilicies, under instramenn. imued by the Bancs Ceneral, and it setchement is im eelation
with the payment of the Financial insntutions iuboedinuee fﬂ-'um

2. INTEREST RATE HEDGING

Fursuaes to Resoletion 1,837, of December 13, 1957 the Excostive Comeigtos authoriied the Imemarional Diviaion to hedge interesc
rates on it liakiligies.

Draming 1991 “Burcadollaes Future Conrmon® were exccured, of which 5,777 for she equivaboney of LISE 57177 million are in foree a2
Decemiser 3, 1991

For these conmracts the Bank has st up pesrasires for LISS 18 millicn, amisst whach is inchaded under che beading Bovds, camilicaies
of depmit and othem

[husing the petiod these contrazes are in foece, the nen sccrued or perceived income froem thee contraci are reconded ai income as the
nitetests on the eespeccive liabilickes ae sodrwed. The intcicit accfucd, whien a loss, it s l'tﬂil‘ll.ltﬂ in thee income siasemeni.

As ar December 3, 1991 these ransactions showed o ks oqeivalent so USE 31T million.
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13. TREASURY TRANSFEREMCES (LAWS 18,267, 18,401 AND 15,768}

The folllowing amounts sre incheded as Domeine Loaso, weder the caption Treasssy Tranderences [Laws 18,167, 15801 and 1H,564):

{in milleosns of Chilean pesor)

8 Taeasury promissny notes {Law 18.267) 5%, 130
b} Treasery rransferences [Law 18401) TO49T.0
& Treaniry promissery sotes {Law 15763 2 AT0B6S T

Toeml 19005555

3} TREASLEY FROMISSORY HOTES LAW 18,167

Ascording po provisons of Articlk ¥7 of Law 18,157 daced December 2. 1983, a3 supplemenned by Decres 927 of e Minisiry of Finasece,
Asted Dipcerber 11, 1983, the Treamiry tranifered ba the Banco Cenmal de Chile § 100,000 million, by isuing #0 Treasuey peomusory
noies with a 25-year saturigy teem, with § years free. stared i indeard wnits [LIF, withs an annusl caginaloable incecest sase of 1% ased
wrreanfinhl ameeTizaron

Ie price pericds che Bank has received advanced payments of insallsmens manuring up 1o June 13, 159594,
bh TREASURY TRAMSFEREMCES. LAW 18401

This items shows the cumslaiie amouni of futuie Herdierences spplicable o che maximum of 15 milliss indesed unies (UFF as
wipalated is Artscle 13 of the Law 18,401 (Mote 7). Thew amasmis receivable seult from ehe disocunas pranaed 1o those shasthodden
beneficed by provivons of the Liw mesniioncd.

According to the refreenced baw thee tmasalcsesees from Teessury will be complered im 3 serm not excerding 4 yeas with L0 years
frec, atarnang from the definite determination of the sotal amouns.

<] TREASLIRY FROMISSORY NOTES. LAW 18,768

‘This irem 10 promissory notes denaminared im LIS dollaas, which, undee prortaiond in Aatiche 75 of Law 18,768 published
in the Official ooy Dpecmbes 19, 1988, m supplemented By Minisiry of Finance Execurive Decrees 1257, datnd Decembes 19,
1588 and 330, dared April 4, 1989, replaced promisscoy noses maced in indewed smits (LIF) and sised 10 the ceder of the Banoo Ceniral
e Chile, undor Minkstry of Finasee, Decres 1,067 of 1984; 1,197 of 1955, 935 of 1986 and 1,108 of 1987, enacied sccanding o
provisions in the sode Aricle of Law 15,958, as amended. These prosemory mofes acsnes an assnal mtenat of Libor plus 0.5, of whiche
I% arc payable sermiannually and he balsnec is capiralized, amd mainmin the same isuing and magunsy dabe of the wakaiifuted
insmamens.

These promuscey notes have June 15, 1995 a0 dhe fine maturity date and December 13, 004 a5 the last matunay date foe the 4 semesioral
privatiscey note iond.

During the current year, ke Teemury carly made redemption of principad by LSS 2044 mallion and of inverest by LS5 1575 million,
being included as Cher under Other Liabainy Accownts, the uneamed inceress amounsing to US% 1145 million.

14. CAJA CENTRAL DE AHORROS Y PRESTAMOS AND ASOCIACION NACIONAL DE
AHORRO Y PRESTAMO (ANAF)

Under the peowisions of Law 18,900 of Januiey 16, 199, ike legal cxneence of dhe Caja Cerral de Abotros v Préscamas, and the
sethorisarssa for ghe szigomee of the Ascclackén Macsoral de Ahonm y Préstame, came to an ond. The quidation of theie especrive
mseny was s ser oul in chis Law, end was made ot Apnd 30, 1990, being the fizal approval is process

The liabilices of thee Cafia Cernral, and tbe Aswxiscidn Masional which were oed goveeed e the PII.l:E'I.'IL‘l of their bguidation, will,
scconding g0 Anicke 5 of this Law, be met by a charge for the pecesary funds from de national budger, in sccordance with Ascle
Il of Decree Law 1,163 of 1975

As a3t December X1, 'L'HII, e armaranl oed #i the Basen Ceniral for the lquidacion of these naigic, incbadisg inteied accnzed ro
that date, amoeeded o § 1086553 mallion, as ser our i Moe &
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15. COMPOSITION BY REMAINING PERIOD OF THE INSTRUMENTS ISSUED BY THE

BANCO CENTRAL DE CHILE, AS AT DECEMBER 31, 1991.

The differert instrumenes sssed by the Banco Cengral de Chile, detaled scennding 1o the sroainieg: tame period, an set out below.

TYFE OF INSTRUIMENTS

[ cunieable oy reoten isued by the
Banco Cenaral [FDBLCD

Hesdpsrable qr-.'uu-:{rmwh paid
in Treasury balls {FRC]

Readpnmable promissory notes with floang

inkerest rate | ]
Prominscry noees i respeet of exchange rave differeniul
Prowmsascry naostes bm de bt sechadaling

Rop adyiimrahle vy fues pssed By the
H..u:dllr f}nlﬂlwrﬁ.“manm 1,555)

P Oy Nes Exg 4 en LS. dodlars
{Bescdurion 1,460

Prismissory notes sosed on purchase of porgdolie
Inairuments voued o ieschedadang of Tore g Jebt

{Chageer XIX of dve Compendium of Bules on
Internarional Exchasge)

Promisory noles on sguiligion o lerrets of credic
(Reusluien 1,506)

Firadjusable peomisony soda isued by dhe
T C‘.-t-mrlil“

Coeremercial effeces of che pedenomimanion of foreigr dioks

Rradjuigable prossaiscsy faoded in inadened wris (LK
(Beolumon 1AM

Readjuieable cemifecares of degoait

Ranca Cendral ProMmissory Role fe piﬂ-tl'tl'lll.lt
LILE dollar rane

Cemilicares of expresed in LUNS dollas
{Resoluion | 4]

Cerrilicancs expresied im mnde ved unies (LIFY
[Resalumion | 690)

Promissory notes expeessed i indesed unise {LIF)

iix Banco del Excado from BLTF-BHC. deb
[Plescdetican 90 b

Toxal iraorumends mseed

{ i ﬂpn:ﬂd im millions of Chibean pesosl

Theesr ligeees incbude inirimii and coestaicsstni s oeed i &1 December 1, 1991
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16. BALAMNCES IM FOREIGN CURREMCIES ANDY GOLLY

ASSETS
CWVERSEAS ASSETS

Restrves
Ohtheer overseas amei

DOMESTIC ASSETS
Diermeeasic loana
OTHER ASSETS ACCOLMTS
Tantall smarty
LIABILITIES
CWERSEAS LIABILITIES
s rers
Ohhes orverueas labalitie
SDR allccations
DOMESTIC LIABILITIES

Diepemiins and commitmenits

Inarumenis ossed by thee Banco Cenreal
OTHER LIABILITY ADOODLNTS

Touall liakilies
NET ASSETS

Transactions
payabls in
foeign cumency
H.40.0

HIRLS
166.5

B ART 4
BART 4
BL.T

145181

(e el licon oof LESS b
aax 125190

Tramaacisna

expeeaied in
foneipn curreney

8.8
8.8

8.8

9.1
[

LA

17. CONTINGENCIES, COMMITMENTS AND OBLIGATIONS

1) MEMORAMNDUM ACCOUNTS
The follorwisg balanses mw cutsamding ar Decembee 3, 1591

Treamiry (Fansad g
Exchasgr and overseas loas eramisstaosd
Safeliseping seedl securitios in paararie: wransactions

Tizal

84

{im endllicns of
Chilean peios]

04
2 ETO103
5106190

S ERELETE. T
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k) CONTIMGERCTES
The Banco Cenersl de Chile b filed sotions i British and Swiss cosens 10 obeain from e Banco Nacional de Ciba the pecovery of 357

50,752 000 plus inserests, from 3 deposit pericermed by thee Banco Ceneral i the Union Bank of Switserland on March 14, 1972, which was
reserved charpisg income in geior years. O Sepgember, 19590 thas demand had 2 favourable outcome for the Banco Cestral, consequently,

thee Bk einimanes & prompt eecosrey of if, aldhomgh an appeal i seill pending.

The Banco Central de Chile is invelved e some pending suits, st theie final outcome will noe have o macenial effece on the financial
wtabemandy o December 11, 1991

15 INCOME TAX

Purssant to Dipcooe Law 3,945, of Agail 14, 1950, the Banco Certral is exemge from moome .

19. NET INCOME FOR THE YEAR

In sccordance with the Hank's statutes of Las 18,340 the met insome for the year will be allocared s increase the inicial capital wp 6 the
afmcune of § 00000 million

. SUBSEQUENT EVENTS

Alber the bsusace dure of these financial saremenis {January 10, 1992), the Couneil of the Baeco Cemaral de Chile, by Resolution 190 of
January 21, 1922, seriled fon Jarsany 21, 1991 the enchange race foo che referenial dolla in § 375,75 instead of § 195,53 whach
sccording 1 past noreative. This sdyustmens inche excharge rabe of e U S, dollar wall negatrvedy affect the resloof dhe eschangs positsora
of thae Bask, which had it been ligeidsted by [anuary 15, 193 weosld havwe maeans a bous by § 19,78 pov dalllar.

/ R L

o
ENRHUE MARSHALL RIVERA
Uirrarral Manager
/ e
4 h I Ipll.. \l, P ﬁTﬁI—T:‘
FRAMCISUO GARCIA LETELIER VICENTE MOWTAN UGARTE
Finance Accounting Manager Ciemveral Avsdicor



REPORT OF INDEPENDENT AUDITORS

Ta the President and
Members of the Council of
the Panco Central de Chile

We have audited the balance sheer of the Banco Central de Chile as of December
31, 1991 and the related statement of income for the year then ended. These financial
statements (which include the comesponding notes) are the responsibility of the management
of the Banco Cenrral de Chile. Our responsibility is to expres an opinion on these financial
statements, based on the audit work we have performed.

We conducted our audit in accordance with generally sccepted auditing standards.
Thse standards require thar we plan and perform the ausdit to obrain a reasonable assurance
about whether the financial stavements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
staternents. An audit also mcludes assessing the sccounting principles used, and significant
cstimates made by the Bank’s management, as well as evaluating the overall financial statement
presentation. We believe thar our audit provides a reasonable basis for our opinion.

Pursuantc 1o Artcle 73, Law 18,340, the Banco Central de Chile prepares its
financial statements according to standards issued by its Council, previously approved by the
Superintendency of Banks and Financial Instivutions, As explained in Mote 1.a) these policies
are in accordance with sccounting principles generally accepred in Chile, excepr for the
valuation of assets and liabilities in foreipn cumencies,

In our opinien, the financial statements referred o above, present fairly, in all
material respects, the financial position of the Banco Central de Chile as at December
31, 1991, and the results of its operations for the year then ended, in conformiry wath the basis
described in Mote 1.a),

As described in Mote 11, the Baneo Central de Chile includes within its Domestic
Assers Ched 1,368,833 million representing the subordinare commitments of financial
institutions, with an undefined maturity term, derving from the novation of loan partfolio
repurchase contracts. According to the nature and charsctenistics of the novarion contract the
recoverability of these amounts s uncertain as it 15 dependent exclusively vpon Future net
income generated by those mstitutsons.

Juean Huamed Cs,
Ernst & Young

Santiago, January 10, 1993, except
for Maote 20, as o whech the date s
Jamuarny 22, 19402
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