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. REPORT

EVOLUTION OF CHILE'S ECONOMY
DURING 1994

A. OVERVIEW

1994 was a year of satisfactory macroeconomic progress for the Chilean economy. Inflation was
considerably reduced, external accounts were much healthier and owpur expansion was in line
with the Banco Central’s projections. Since the beginning of this decade, inflation has been
gradually falling and by the end of 1994 it had reached an annual rate of 8.9% which is just
under the Bance Central's target range for the year (9%) (chan 1). Gross domestic product
(GDP) grew by 4.2%, a more than satisfactory result for a period of economic tightening, On the
extemal fromt, there was considerable improvement in terms of trade and in volumes exported,
particularly of non-traditional expons which increased in volume by more than 20%. These
favourable results meant that the balance of payments current-account deficit as a proporion of
GDP shrank from 4.6% in 1993 to 1.4% in 1994,

Output growth was led by an 8.2% increase in goods and services exports. Domestic demand for
investment and consumer goods also contnibuted, to a lesser extent, growing 3.2% in contrast to
the swong growth in 1993 Total consumption expanded by 4.1% while gross fixed-capital
formation was 3.5% higher, bringing it 1o 26.3% of output This is similar 1o the percentage
reached in 1993 which, as chart 2 shows, is the highest rate of gross fixed-capital formation as a
proportion of GDP achieved by the Chilean economy. Healthy export figures reflect both
considerable growth in non-traditional exports and recovery of some main exports which in
1993 had been hit by depressed markets abroad.

GDP growth was a litle slower than in the past rwo years but even so mean growth over the
past five years, 1990-94, stands at 6.4% a year. It should be recalled that the economic authority
deliberately aimed to slow growth in order 10 bring production and domestic spending into line
with medium- and long-term stabily. Economdc activity had slowed quite markedly in the
second half of 1993 and quanery GDP growth tended to steady at arcund 4% during 1994 (chart
31 In the first half of 1994, output growth centred on tradable-good producing sectors, especially
for expornt, whereas this tended to revent in the second-half.



Char
CONSUMER-PRICE INDEX
(Percentage cl'ia.ng:c in twelve months)

Economy tightening begun towards the end of 1992 was reflected in a slow but steady nise in
employment during 1994, reaching a mean annual expansion of (0599%% This means thar about
45,000 people found jobs but, at the same time, slow employment growth led o higher
unemployment which affected 5.9% of the workforce. This is 1.3 percentage points higher than
lasy year but well below the unemployment rate throughout the B0s and eady "90s. Furthermore,
there were encouraging signs towards the end of the year that national unemployment was

falling.

Nominal eamings also reacted to tighter policies although more slowly because indexation is
bazed on past inflation. The nominal hourly-camings index dropped five percentage poings
berween April and December. At the same time, there has been a very close relatonship
betereen seftlements, on the one hand, and consumer-price inflation, on the other. Growth of
the labour supply and expedations of low inflation resulted in lower initial settlements, that is
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Chare 2
GROSS FIXED-CAPITAL FORMATION AS
PERCENTAGE OF GDP

increases over past inflation incorporated into new contracts, thus consolidating the downwarnd
trend of inflation. Data on collectively negotiated setilements and wage agreements during 1994
inclicate that, in general, initial setlements were considerably smaller than in 1992 and 1993

Steadhly Falling prices |.[ur|.r|g 196 contnbuted 1o the progress made towards achwevement of the
inflation ebjective. Consumer-price growth has slowed since 1991 and the inflation rate in 1554
was the lowest for several decades. This reflects the success of the policy adopted in 1992 1o
curb spending in order o ease incipient inflationary pressures. Control of aggregate spending
has basemy an important ingredient of anti-inflatonary |".=-u||:|.'!.' bt another element thar has
contitbuted greatly has been the confidence generated by each year's target being achieved. The
credibiliny of counter-inflationany strategy 15 reinforced by the 1994 results and is fundamental o
cmployment contracts gradually and voluntarily leaving behind indexation. This means the
inertia of the inflationary process will be baoken and more ambitious anti-inflation targets can

I
then be seq



L hart a
QUARTERLY GDP GROWTH RATE

{Percentage change on same quarter of previous year)

Unlike previous vears, non-radable-goods inflation fell steadily throughout 1994, giving an
annual rare almost B podnts lower than last year, while tradable-goods inflation maintined the
steadily nising trend it has followed since end-1992, slowing only in the founh quarter. The
differental berween radable-goods inflation and non-tradable-goods inflation observed in 1962
and 1993 thus rended to disappear in 1994, This is a good indication that the policy of curbing
expenditure was successful in consolidating a lower rate of inflation

Spending growth clearly slowed throughout 1993 but only once anti-inflationary results were
evident, in the second half of 1994, did the Banco Central decide to lower interest rates on its
90-day indexed promissory notes (PRBC). This took place gradually from 6.5% o 6.29% in
Detober and then down to 6.1% in November

As regards market interest rates, 90- to 365-day indexed deposits yielded a slightly higher rate
than 90-day PRBCs during the first half of 1994, indicating that the financial system was
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operating with relauvely restricted liquidiny. However, in the second hall of the year, there was
more ample liquidity allowing the market rate to drop below the rate on PRBCs.

Interest on loans followed a similar pattern so that the spread between deposit and lending rates
remained almost constant throughout the year. The yield on Banco Central promissory notes

payable in coupons (PRC) fell steadily as the market assimilated the end of the adjustment
peemiod.

The Banco Central maintained its exchange policy of recent years favouring 2 market exchange
rate coherent with external accounts stability in the medium and long term. In general, this
means continuing with a floating exchange band of 10% above or below a referential exchange
rate, buying and selling within the band when necessary, and linking the peso value to a basket
of cumrencies. Neverheless, improved external accounts, particularly the strong growth in
volumes of exports, the favourable outlook for expont development and the shrinking cument-
account deficit, as well as ready external funding, particularly in direct investment, led the
authorities to modify the referential dollar value in November 1994, The value of the basket used
as reference for the exchange band was lowered by 9.66% since the new strectural conditions of
Chile 1aking its place in the world economy required a lower real exchange rate. The weighting
of the currencies in the basket had 10 be changed to suit Chile’s current trade flows, giving more
weight to the yen and reducing the weight of the dollar. Once the referential exchange rate was
lowered, the interbank exchange rate fell too, but much less. These measures allowed the
observed exchange rate 1o rise above the floor of the band where it had been hovering for most
of the second half of the year.

Also in 1994, the policy of gradually lifting restrictions on capital movements was continued and
measures were taken 10 deepen the exchange market Among these measures were regulations
increasing the value and percentage of expons free of the obligation to be sold on the formal
exchange market and extending the term in which expon refuns must be liquidated. Similarly,
capital-account movements were eased by applying less demanding risk qualification and
reducing the amount Chilean banking companies or others can issue as ADRs and bonds abroad.
Ancther measure allowed for Chilean banking companies 1o invest in foreign financial entities.
And finally, the amount of any pension fund that can be invesied abroad was rised from 3% to
6% of the total fund. In general terms, the measures adopted in 1994, together with those of
previcus years, aim o give capital greater cross-border mobility and to simplify exchange
regulation

13



Exports were much more dynamic than impons and this pulled the trade balance out of the
U5$ 982 million deficit registered in 1993 to a US$ 660 million surplus in 1994, This result was
due 1o an expansion of over 253% in the value of expons, accompanied by a 7% nse in imports
Terms of trade were much improved and there was 3 substantial increase in volumes exponed,

+ pamicularly nonetradable expons that were up by more than 3P The mrade-balance swing 1o

w:p-'!us played a decisive pant in the hefty reduction of the balance of payments cusrent-account
deficit from 4.6% of GDP in 1993 to only 1.4% of GDP in 1994, However, net inflows of foreign
financing produced a capital-account surplus 63% higher than in 1993, amply outweighing the
current=aceount deficit and resulting in a large stock of foreign reserves. The composition of
capital inflows conunued the trend begun in 1992 towards a3 predominance of capital for

financing investment.

The satisfactory performance of the economy in 1994, paricularly bearing in mind that spending
was reined in throughout the year, was mainly due to constamt and coherent monetary,
exchange and fiscal policies, together with bouyant exports and favourable conditions abroad
Curren! economic-development strategy thus appears to be on the right lines, and nsing levels of
saving and investment place the country on a strong footing to go ahead. However, all economic
agents must assume the responsibility for ensuring that the process of sustained growth
continues within a sound framework and steadily falling inflation.

B. ECONOMIC ACTIVITY AND EMPLOYMENT

In 1994, GDP grew by 4.2%, a saisfactory figure in the context of economic tightening in which
i was achieved (table 1). This is another year of economic growth that has continued
uninterrupted for the past eleven years, from 1984 1o 1994, duning which growth has averaged
6.4% a year. Expons led the way - goods and services exports increased by 8.2 - while
domestic spending only grew by 3.2% which is much slower than in 1992 and 1993 and
conforms to the process of economic tightening begun towards the end of 1992 The
components of domestic demand all grew at a modest rate- total consumption by 4.1% and gross
fixed-capital formation by 3.5%, which meant that investment reached 26,3% of output, a similar
rale (o last year. Stock accumulation was bews than in 1993

Real available gross national income growth was well ahead of output. The 7.5% increase was
thanks 1o the improved terms of trade ratio due 1o better conditions in the inrernanonal

_ eConomy.
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In the previous period of greater domestic spending, non-tradable-goods producing sectors had
led economic activity but in the first half of 1994, tradable goods, especially for expon, wok the
lead However, in the second half of the year the situation reverted again and output growth
centred on non-tradables which had by then assimilated the end of the process of economic

tightening.

B.l. Output by sector

In 1994, the most bouyant sectors were fishing, with growth of 18.8%, agriculture, vestock and
forestry, 6.9% (both fundamentally tradable-goods producing sectors) and transport and
communications, 8.6%. Other bouyant sectors were electricity, gas and water, trade, hotels and
catering, financial services and personal services, which grew between 3.4% and 4.7%, and all
are usually considered non-tradable goods and services producers. More modest growth was
chserved in manufacturing industries, 2.9%, home ownership, 2.9%, mining, 2.7%, construction,
2%, and public administration 0.7% (table 2).

High output growth in the fishing sector was the result of large catches, mainly for fishmeal and
fish oil production, and increased production from salmon and trout farms. Both these areas of
activity grew by more than 20% and Chile now ranks second in the world for production of
fishmeal and salmon. Small-scale fishing showed only moderate growth,

Transpont and communications growth, as in previous years, was led by communications
development and by air and sea transport. They grew berween 9% and 16%, whereas rail
transport dropped again, by 11%.

Agriculture, livestock and forestry outpul expansion of 6.9% was achieved by all sectors,
pamicularly those producing for expon. Shipments of all kinds of fruit increased, except apples
which in fact were less this year. The forestry sector's expansion too was due o increased
expons and only slightly bigger demand for supplies to local industry. Increased exports of
vegetable products contnbuted to agnculure-sector growth whereas annual crop production was
a linke below last year's. Livestock, on the contrary, did well on the home market, especially
meat and dairy products

Trade, hotels and catering grew by 3.8% in 1994, a little below overall output because of the
cutback on spending which was reflected in rather sluggish growth of domestic sales of goods
manutactured in Chile and, to a lesser extent, of imported goods.



Manufactuning industries’ moderate expansion was manly thanks o expons since outpul of
goods for the home market (consumer, capital and intermediate goods) only increased slightly
and among them the products that compete directly with impons fared badly. Among expon
products, output rose for fishmeal (26.8%), canned froit and vegetables (12.2%), methanol (8.3%)
pulp and paper (6.4%) and timber (4%). Producers supplying the home market registered below
average growth of consumer and capital goods (2%), construction materials (1.7%) and other
intermediate goods (3.1%) while products that compete against imports, such as rextles,
clothing, leather and footeear, showed negative growth rates between 6% and =10%.

Mining-sector output was vanied. Copper-mining was more bouyant than last year mainly
because medium-scale mining (La Escondida and Disputada) grew strongly (14.8%), while large-
scale mining maintained the same production kevels as last year, only making changes in favour
of relatvely better-priced products. Iron grew by 7.9% in response to increased demand abroad
particularly for pellets and iron ore. Coal-mining output increased in the Magallanes region 1o
meet the needs of thermoelectric plants but the rest of this subsector produced negatve growth
figures pamicularly because of the Schwager mine closure. The continuing slide in crude oil
production is due 1o wells running dry.

Construction-sector growth was a modest 2% and this was achieved thanks 1o engineering works
since private building was reduced to mainly smaller cheaper dwellings. The engineering works
starting up or continuing include Line 5 of the metro, the Pangue hydroelectric plam, El Melin
tunnel, and works for Codelco and water utilities

B.2. Composition of expenditure

As mentioned above, tighter monetary policy reined in domestic spending so that it would not
grow g0 fast as output and productive capacity. The economic authorities aimed 1o restrain
upward inflationary pressures that had been generated for the most pant by strong domestic
demand.

Domestic spending thus increased by 3.2%, total expenditure by 4.1%, gross fixed-capital
formation by 3.5% and there was a certain amount of destocking (table 3). Private consumgption
was also weak, reaching a rate of 4.4%, probably because of relatively small real wage rises and
bess use of consumer loans. Government consumption was also curbed, the 2.3% increase going
mainly on public health.




Gross fixed-capital formation was outstanding considering that this growth was achieved in a
perod of economic restraint. It 5 explained panly by the falling trend of longer-term interest
rates and by the recovery of the world economy, GFCF growah meant that fixed-capial
investment, measured ar constant prices, represented 26.5% of output, a similar proportion @
199% when this component reached extraordinary. growth, Investment in machinery and
equipment reached only an above-average growdh rate because investment in construclion was
weak. As already noted, residential construction came close o standsill

Weak domestic demand was reflected in falling import figures. All categories of imports werne
affected and the overall growth in volume was 5.1%, as against 11.2% in 1993, Consumer-goods,
intermediate-goods and capital-goods impons expanded by 9%, 5% and 6% respectively.

World prices for major exports recovered as the world economy picked up again, boosting
expont growth. Goods and services exports increased by 8. 2% in volume, while goods exports
alone grew by almost 10%. Non-copper exponts and, in particular, non-traditional expons were
the fastest growing. Copper exports were 5.%% more than last year and other mining products
registered bigger increases,

Terms of trade improved remarkably in 1994 because the prices of major exports were
considerably higher as against only a slight rise in import prices. This resulted in a 7.5% increase
in real available national income, more than three points over output growth,

The strong rise in domestic income together with only modest expansion of consumption, both
in real terms and nominal terms, produced a notably higher gross national-saving rate. At current
prices, it reached 25.4% of GDP, thus reducing external financing requirements (lable 4). In this
way, the external saving rate dropped from 4.6% of GDP in 1993 to 1.4% in 1994,

B.3. Employment

Economic tightening, begun in 1992, was reflected in slow employment growth throughout 1994,
In fact, mean growth from 1993 to 1994 was 0.9% or 44,300 new jobs. This, in rum, affected
unemployment which rose 1o an average of 5.9%, similar to the levels at the beginning of the
decade and 1.3 percentage points higher than the mean 1993 rate. Employment growth slowed
throughaout the year but around October appeared 1o have reached the tuming point, see char 4
and table 5. In the fourth quamer of 1994, twelve-month employment growth reached 0.1% and
the unemployment rate was 5.9,




Ellilul.'l. "1
NATIONAL UNEMPLOYMENT RATE

(Moving quarter averages)

In 1994, 118,000 new workers joined the workforce which means growth averaged 23% This
comes back to the long-term tendency after rapid expansion (5.2%) of the workforce in 1993

C. INFLATION AND EARNINGS

During 1994, inflation continued on the downward path followed in previous vears and ended
the year with prices only 895% higher than a year ago. This is even lower than the target range
for annual inflation of 9-11%. Comsumer-price inflation in 1992 had been 12.7% and in 1993,
12.2% (chan 1) but, in 1994, the drop was more substantial and marked important progress in
the plan 1o gradually reach a similar inflation rate to that of Chile's main rading partners

Reduction of inflation in 1994 was the result of a sharp slowdown in non-tradable goods price
rises while tradable-goods prices remained at their moderate pace of growth ohserved since end-
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1992, In effect, the twelve-month increase in prices of INE's basket of non-tradable goods and
services fell continuously through 1994 from 17 8% at the beginning of the year to around 1086
in the fourth quaner. On the other hand, the mwelve-month increase in prices of the tradable-
goods basket remained at a fairly constant 8 3% throughout the year, slowing to 7% in the fourth
quaner. Wholesale prices followed the endency of tradable-goods prices and their index rose by
7.8%, slightly higher than the 6. 7% registered a1 end-1993 (table 6).

The most favourable results were observed in mainly radable-goods sectors, that is, clothing and
food, where twelve-month rises in price reached 3.7% and ™% respectively. Inflation in non-
tradables exceeded inflation in the tradable sector. For instance, housing varied the same as the
index, that s, by 8.9%; ranspon and communications rose slightly more, by 9.6%. The biggest
price rises were in “odher goods and services”, which include education, health, recreation and
others and which increased by 14.2% (able 7). Evidemtly, with the exception of this last item,
the differential berween tradables and non-tradables observed in 1992 and 1993 narrowed in
194,

The progress made in 1994 towards reducing inflation results from the policy of economic
tightening implemented in 1992 which aimed to stall any inflationary pressures, this being pan
of the Banco Central's medium-term strategy to come into line with international inflation
standards. This strategy also included a constant watch on expenditure so that it should only be
allowed 1o grow at rates compatible with internal and external stabilicy.

The macroeconomic policies introduced in 1992 bore fruit in 1994, Towards the end of 1992,
domestic spending had reached unsustainable levels in relation 1o productive capacity growth
and 1o the possibilities of medium-term external financing. The widening breach between
domestic supply and demand exerted upward pressure on prices and salaries and potentially on
the balance of payments current-account deficit and on the real exchange rate. In these
circumstances, the Banco Central decaded 1o apply a policy of economic tightening by a series of
imerest-rate rises as from the second quaner of 1992, throughout 1993, and only began to ease
off in October 1994

Monetary policy managed 1o curb inflationary pressures that were evident in non-tradable-goods
prices in 1993, reducing the pace of spending growth from the second half of that year down to
a lower rate than potential output in 1994, The effect of interest rates on domestic spending
takes time to pass through, as does the response of average eamings to the labour marker, so



the results of this effort 1o control expenditure, in terms of a mose favourable evolution of prices
and nominal earnings, were not quickly felt. However, by the second half of 1994, the
effectiveness of the policies applied was becoming evident This proves the imporance of
keeping a close watch on aggregate spending as an indispensable factor in achieving the

Nominal eamings also showed the effects of the restrint on spending, but with a certin lag
because of the widespread practice of basing indexation on past inflation. Growah of the new
hourly-eamings index in nomdnal terms slowed from 18.5% in Apnl 1994, which was the first
timie the teehve-month variation could be calculated, to 13.5% ar the end of the vear. The houdy
labour-cost index slid from a twelve-month growth of 15.6% in April o 14.4% in December. The
earmings index rose again in December (although less than in December 1993) when public-
sector employees received a 12.2% annual salary increase. Public salarics do not directly affect
production costs but they do act as a yardstick for private-sector settlements and thus affect

public-sector expenditure,

Discounting the effects of consumer-pnce inflation, the hourly-earnings index rose by 4.2% in
real terms to December 1994, while the labour-cost index, which is deflated by the wholesale-
price index, rose by 6% in real terms (tables BA and 8B). These real rises in both indices during
1904 may appear excessive in relation to productivity, but it should be recalled that this is a
temporary phenomenon proper o inflationary slowdown in a situation where labour contracts
use a system of indexation based on past inflation. Available data on collectively negotiated
contracts in 1994 show that initial settlements over past inflation written into new contracts have
distinctly fallen since 1992 and 1993 and this appears coherent with productivity and inflation
targets. The averige eamings rise over past inflation agreed in 1994 was 1.7% whereas in 1993
and 1992 it had been 2.3% and 27% respectively (table 9). The wage settlements agreed in
collective negotiation are, of course, an indication of how other eamings will evolve since they
are recent and reflect cument market conditions as well as expectations of future inflation,
whereas other indicators ~the camings index and labour-cost index- are averages of settlements
still readpusted according to past inflation. In this light, nominal earnings growth towards the end
of 1994 was falling and approaching levels compatible with the growth trends of productivity
and with inflation objectives,

The reluctance of nominal eamings growth 1o fall into line is indicative of the inflationary ineia
that has been built into the Chilean system by this kind of indexation. Memories of high inflation




in the past still haunt the Chilean economy in its institutions and practices. One way of ensuring
against sudden inflationary peaks was to use an overall indexation but this results in an overall
brake on the process of reducing inflation. True, it avoids costs associated with foo-rapid
feduction of inflation but at this stage it would be well worth considering the use of falling
projected inflaon as a yardstick for wage negotiations in order to speed up the process of
reducing inflation. Real initial senlements, that is the margin agreed over past inflation, should
be below the trend of growth of average productivity in order to ensure that unit labour costs
grow more slowly than past inflation. This is perfectly compatible with an increase in average
real camings similar to productivity growth and, furthermore, it i the best way of secing that
real wage rises are not undermined by higher inflation in the Furre,

The drop in inflation in 1994 is a significant step on the way to definstively lowering inflation.
The 1994 annual rate s the lowest in the past thirty-four years and, in Fact, 1960, 1961 and 1981
are the only years in all that time that one-digit inflation has been achieved. In those years, the
chief means of holding back inflation was by an exchange-rate freeze which eventually became
unsustainable and later produced even worse effects on inflation. Unlike today, when current
anti-inflationary strategy is soundly based and within 3 macroeconomic framewark of stability,
both external and internal, of which the key element is spending growth compatible with
productive capacity growth and with a reasonable use of external saving.

Meeting the inflation target set for 1994, and similar achievements in previous years, confirms the
monctary authoniy's commitment to bringing inflation down 1@ the rates in industrial countries.
Credibility s fundamental in achieving this aim since it creates the climate of confidence in
which employment contracts, of their own will, no longer depend on indexation. The ineria
of the inflationary process will, thus, be broken and more ambitious counter-inflation targets can
b s,

The problem of inflation is by no means solved yet. Steady progress has been made but further
effort is required and policies must be maintained that ensure only 3 moderate growth of public
and private spending. The success achieved in 1984 shows the benefits of firm and persistent
actien in restraining spending growth 10 Keep it in line with potential output and with the
Chilean economy’s possibilities of external financing. At the same time, to avoid unnecessary
costs that could anse, management and workers must work together to eliminate upward
pressures on anflanon from the labour market and from profit margins as well as from low
productivity sectors that demand protection



D. MONETARY POLICY AND INTEREST RATES

D.1. Monetary pnl[:‘:,' and the evolution ol interest rates

The Banco Central continues 10 use interest-rate control of s short-term financial  instruments
- 3-day indexed discountable promissery notes (PDBC) and 90-day indexed promissory notes
(PRBC) = as the basis of its monetary policy. Real financial balances held by the public
consequently adjust freely to what is required by private economic agents 1o whom liquidity is
simply another variable to be considered when making their portfolio decisions,

From November 1992 to September 1994, interest on $0-day PRBC remained at 6.5% showing
that monetary policy aimed o keep a tight rein on inflation, which throughout 1993 and the fiest
half of 1994 had hoversd around 13% a year. This monetary policy, together with the credibility
the Banco Central had eamed by not giving in to demands from all sides for an end to tight
measures, contributed decisively (o restraining domestic spending and were thus key elements in
finally breaking the inflatonary wend. Also imporant was that a fiscal surplus was maintained
and only moderate public expenditure growth was allowed

Oaly once a real check on inflation became evident were interest rates on S0-day PRBC cut,
firstly on October 13th to 6.25% and then again on November 14th o 6.10% (able 10). The
nomindl rate on shomer-term papers, that is, 30-day PDBC continued in line with the rise in the
UF value and with the real vield on 90-day PEEC.

An impotant characteristic of the reduction of inflation betoeen 1992 and 1904 {2 that resteained
spending did not grealy affect capital formation. Gross capital formation, measured in 1985
pesos, as 3 proportion of GDP continued very near the record value of 26.5% achieved in 1993
Anocther factor that should be highlighted is the reassurance that the Banco Central provides
having now for several years fulfilled its commitment to reducing inflation

In the first half of 1994, market intevest rates on indexed 90- to 365-day deposits averaged 6.6%,
a litde over the rate on 90-day FRBC. But, in the second half they dropped o 0.2 percentage
points below the 90-day PRBC rate, averaging 6.2% (table 11 and charnt 5). This behaviour of
market rates suggests that in the first half the financial system operated with relatively restricted
liquidity but careful cash management allowed periods of illiquidity 1o pass unnoticed In the
second half, expectations of interest-rate cuts on 90-day PRBC, as well as the Banco Central's

.
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MEAN INTEREST RATES: MARKET AND BANCO CENTRAL
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transactions in the exchange market, eased liquidity, bringing market rates down to below the
PREC rate. The spread between deposit and lending rates ramained stable throughout the year at
around 2.9% (chart 6)

The Banco Central's indexed-linked promissory notes payable in coupons (PRC) continued 1o be
offered in fixed quotas of 300,000 UF for each tender of 8 and 10-year PRC and 200,000 UF for
cach tender of 12-, 14- and 20-vear PRC. Sale of 4-year FRC was discontinued on February 1st
1994. The yield curve for these long-term instruments has slid down about 0.9 percentage points
with respect 1o that of 1993, Thus, 8-year PRC giving a mean yield of 7% in 1993, gave 6.1% in
1994, while the yield on 20-vear PRC of 6.8% in 1993 dropped 1o 5.99% in 19594,

In 1994, as in the previous year, the mean PRC-yield curve showed a negative slope, that is, the
mean yield was less on longer-term papers, implying expectatons of falling interest rafes,
However, it tended to flatten in the last few months of the year, at least as far a8 intérest on 8-,
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Chare 6
INTEREST RATES ON 9. TO 365-DAY INDEXED TRANSACTIONS

{Monthly averages)

10-, 12- and 14-year nodes is concerned, although 20-vear PRC continued to give a lower vield
This difference narrowed through the vear as expectations of lower interest rates dropped

”? E';‘-I'IILIL'.I'.III ol monetary ageregales

Current interest-rate policy means that money supply reflects the demand for financial balances
which, in tum, dﬂpi-'l'l-'ii‘- on how the economy i85 growing, nominal inferest rates, and price
bevels. However, the actual money supply may vary because of transitory factors over and above
those demand vanables

MIA's (*) behaviour in 1994 is detailed in table 12 and chart 7. At December 1004 nom nal
lE:.r-l:l'l'-'llf'l in twelve months, as an average of each month's growth, reached 224%. In real terms,

) In Chile, MIA o privale-secice money o defeed a2y money reulitinn e privaie-secior cusent-a PR T
demand deposity et of Mo

i



B e e i e |

Chart 7
BROAD PRIVATE MONEY (MI1A)
{Fe reentages |

that is equivalent to 12.3% which is higher than might be expected with GDP of 4.2% in the
vear. However, demand for money was also boosted by the reduction of nominal interest rates
and the cost of holding money, which were most felt in the fourth quarter when nominal interest
rates were, in fact, (.61 percentage points lower than in the same period of 1993, This accounts
for the demand for real money balances increasing by about 7.5%. Consequently, money supply
in %M can be seen to have kept in step with its handamental variables. Finally, considenng the
two basic components of M1A, money in circulation expanded by 15.8%, while money in cumrent
accounts and other private-sector demand deposits grew by 25.4%, the difference being
explained by low nominal interest rates that made demand deposits more aftractive

Broader monetary aggregates also grew steadily in 1994, The annual average of toal financial
gaving (M7) increased as a proportion of GDP from 62.9% in 1993 o 64.8% in 1994 (char A)
Annual growth of this aggregate, comparing the December average of each year, reached 9.7%

in real terms
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TWELVE-MONTH NOMINAL CHANGES IN MONETARY AGGREGATES
{Percentages)

Base-money expansion in 1994 mainly derived from exchange transactions Caround 800 billion
pesos) which were sterilised by the Banco Central placing new promissory notes (table 13)
Twelve-month lusr-r.rmnuy growth reached 13 3%, bess than i 19935 when it was 17.4%, whereas
transactions with the Treasury had a mesderately contractive effect

Domestic-credit growth slowed in 1994, as could be expected with the reduction of demestic
E-FI'E'I'-IIiIﬂ_E. Real twelve-month growth of total boans -:1r|:-|'\-|'u:|_| from 13.6% in December 1995 to
7.9% in December 1994, a5 a result of slower growth of loans in pesos and a drop in the amount
bomrowed in [I-m.!l-j_l;l'l currency. Despite this slower expansion, tofal loans in 1994 were on
average 46% of GDP, a linde over the 45% registered in 1993

Eeal mevelve-manth gl'l:.'l'-l-ﬂ'.l of loans in S0 slowed from 17.9% in December 18893 1o 12.2% in
December 1994, but monigage loans continued o grow strongly accelerating from 18.1% in
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December 1993 to 32.1% in December 1994, Lower long-term interest rates probably account for
much of this increase in mongage loans as a proporion of total loans,

Foreign-currency loans, on the other hand, decreased in 1904, registering a variation of =10.7%
in December. The drop in the dollar's real value means that even if the same volume of
bomrowing had been effected, these loans would still have registered a fall. However, the
increased cost of borowing in dollars and the development of new forms of financing business
also contributed to reducing stock of foreign-cummency loans. Private nonfinancial companies
now have easier direct access to foreign capital markets and this means that the bank's
interrmediation 15 nol so necessary. This is evident in the big expansion of ADRs placed on the
New York stock market and of direct foreign investment by way of DL 600 and associated
credis

E. EXCHANGE POLICY, BALANCE OF PAYMENTS
AND EXTERNAL DEBT

E.. J. " E-?EL']'I.E.EIEL’ PUIJI.E:II-'

Current exchange policy aims 1o keep the real exchange rate compatible with the external
environment in the medium term. External saving must be used in conjunction with domestic
sources of financing investment but without excessively increasing foreign debt. In practice o
keep the foreign debt/GDP ratio steady, this means maintaining a current-account deficit of 3%
10 4% of cutput. Al any given moment the economy may deviate these figunes but the impomant
thing is that, on average, external saving stays within that range.

Throughout the 90z, Latin America and Chile in panicular have enjoyed an extraordinary inflow
of capital, well above the 3% or 4% of cutput that the economic authorities considered adequate.
Consequently, the Banco Central has accumulated a plentiful stock of foreign reserves. However,
this has not been without costs due to both the higher interest rate it has had to pay for the
resources it absosbs to finance the acquisition of reserves and to the depreciation of the relative
price of net international assets and domestic liabilsties caused by the strengthening of the peso.
Notwithstanding these costs, the policy of maintaining reserves has made the Chilean economy
much less vulperable to adverse situations in the world economy, situations which when
aggravated by mistaken policies account for many of the economic crises suffered in various



couninies in recent decades. All the availlable evidence seems o indicate that the abundamt
capital flows to Latun America duning this decade wall not continue, or at least not so prifusely
as in recent years, and a plentiful stock of reserves is the best possible shield against a coming
period of relatively short supply of external financing. At the same time, the process of
strengthening the currency, which is linked historically and internationally o export success, has
been allowed to go ahead gradually and this has been crucial o its continuing

A second objective of exchange policy has been to stabilise the nominal exchange rate, and thus
the real shom-term exchange rate, avoiding shom sharp changes which are damaging o
investment, international trade and domestic output. The Banco Central has had to determine
whether changes in the real exchange rate are cavsed by underdying structural factors, such as
faster technological development in tradable sectors than in non-tradable sectors, considerable
terms of trade differences, or alterations in the supply and cost of foreign funds, If analysis
indicates that real long-term exchange rates have effectively changed then exchange policy has
to adapt gradually to this new situation. On the other hand, if transitory or speculative factors
are o blame, then the Bank has to atmempt o restrain sharp fluctuations and not introduce
changes in the referential exchange value,

Any attempt to force the real exchange rate 1o an unsustainable value, ignoning the structural
factors that determine its level, is bound 1o fail and give nse to upward pressures on inflation
Exchange rate always reflects the trend of the market, whether that trend depends on structural
or medium-term developments, and consequently the current system of a floating exchange
band, together with the “diny float”™ mechanism, allow exchange rate changes 1o be restrained. If
the dollar value reaches the ceiling or the floor of the band, the Banco Central has to intervene
by selling or buying dollars. By setting specific limits for the band and making known to what
extent it is prepared to intervene, the Bank contrbutes 1o steadying the exchange rate. Using the
dirty float, the Banco Central intervenes at its discretion in order 1o avoid brousque changes or
over-reactions that are only shont-term,

To meet exchange-policy objectives, the Banco Central divided internanional exchange
transactions between two markets —the formal exchange market, through which most
transactions are effected, and the informal exchange market In the laner, the nominal exchange
rale is freely determined by supply and demand whereas, in the formal exchange market, the
rate ranges from 10% above to 10% below an agreed exchange rate, known as the referential
rate, which is determined daily according to the difference between domestic inflaton and
international inflation. The referential exchange rate is calculated by linking the peso value 1o a



basket of currencies, currently composed of 45% United States dollars, 30% Demarks and 25%
yens, which is conssdered represemtative of Chile's foreign irade flows.

In recemt years, profound structural changes in the Chilean economy have been exerting
downward pressure on the real exchange rate. Among these changes have been a sustained
growth and diversification of exports, integration in international capital markets, external
financing becoming increasingly long term and strong inflows of direct foreign investment. The
exchange rate has been on an evidently downward trend, hovering around the floor of the band
for the last few years. In 1991, it was only 0.3% above the lower limit In January 1992, when the
band was widened from £5% o £10%, it rose for 3 while but then slipped back until March 1993
when it again began 1o rise and averaged 4% above the floor of the band for the rest of the year.
Early in 1994, the nominal exchange rate rose sharply because the yen and the D-mark were
devalued and terms of wade fell, although they recovered later. In the second quarter of 1994
there was a nominal appreciation which brought the average for the first half of 1994 o 2.6%
above for the floor of the band. As from August 1994, the exchange rate again approached the
lower limit, obliging the Banco Central to intervene in the market by buying dollars (chan 9 and
table 14). Despite the nominal exchange rate falling 5.5% through 1994, its average value was 4%
higher than in 1993, a nse which did not fully offset the difference between domestic and
external inflation and thus led to a further real appreciation of the peso,

Chan 9 shows that the referential dollar price was practically constant until November 1994, only
falling by 0.7% since December 1993 Thus, while the referential dollar was devalued by the
domestic/external inflation differential, this devaluation was compensated by the depreciation of
the dollar in international exchange markets.

On November 30th, 1994, it was decided to lower the referential dollar exchange rate by almost
10% in recognition of the consolidation of the vanous structural changes in the Chilean
economy. In panicular export growth had been outstanding with the emphasis on growth of
non-copper exports which achieved a mean 12.4% a year expansion since 1990, rising to 14.5%
in 1994, Ancther factor considered was the level of external saving required by the Chilean
economy (0 complement the financing of investment. External saving was too low o be
appropriate or sustainable having averaged 2% of GDP since 1990 and reaching only 1.4% of
GDP in 1994, The third factor leading 1o the decision to lower the exchange rate was the distinct
change that had taken place in the composition of external credit flows from short and medivm
term to predominantly long term and the growth of direct foreign investiment.



Chart 9
DOLLAR VALUES

(MNominal monthly averages)

_.—f_ ﬁ_ﬁu_”

ried dollar
e Lower |t of tha band

Al the same time the weighting of the currencies in the basket was adjusted to reflect the current
siuation of Chilean trade which has expanded towards Asia, thus the yen was given relatively

more importance and the United States dollar less

However, lowering the referential exchange rate had profoundly negative effects on the Banco
Central's balance sheet because of the Bank's considerable net stock of foreign currency. These
hn]d,'ms.s. denve from both an accumulation of foreign assets in excess of the country's extermnal
debt and domestic assets denominated in dollars, in partcular Treasury promissory notes
Nevertheless, the economic effect of this loss in the accounts is not very significam. It was
recognised as a loss in 1994 when the referential dollar exchange rate was adjusted but in
economic terms it had, of course, existed for a bong time as the peso appreciated acconding 1o
the market exchange rate. In any case, the Banco Central's losses for this concept over the years

have their counterpart in gains for individuals with a negative foreign cummency position and for
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the Treasury. In the case of individuals, the gains have already been assimilated together with
the movement of the observed dollar and should be understood as an inevitable cost of
exchinge intervention. In the case of the Treasury, they represent a transfer between public
institutions which does not affect aggregate expenditure, since the Treasury’s level of spending is
not influenced by such gains

Thus the average real exchange rate has fallen gradually in recent years in response to the
structural changes described which made it a linde less stable, In 1992, it fell by 8.3%, in 1993
0.8% and in 1994 2.7% (cham 10 wable 15). Nevertheless, it has been one of the most stable in
Latin Amersca (chant 11) since real appreciation of domestic currency from 1990 to 1994 reached
12% in Chile, 68% in Argentina, 3%% in Colombiz, 23% in Mexico and 17% in Brasil. Considering
that the whole region is exposed 1o similar shocks, their lesser effect on exchange rate in Chile
15 presumably thanks to the more effective use of policy 1o adjust the real exchange rate
gradually and to avoid excessive appreciation.

In 1934, the Banco Central went ahead with the policy of freeing the exchange rate and opening
up the capital account. Among the most imporant measures introduced were that the time
allowed for export returms to be liquidated was lengthened from 150 days to 270 days and the
percentage and amount of exports freed from the obligation of being liquidated on the formal
exchange market were raised —the percentage from 10% to 50% and the amount from USS$ 5
million 1o U35 50 million.

Greater liberalisation of the capital account has been achieved by reducing limits on banking
and non-banking companies to issue ADRs and bonds abroad. In the case of non-banks, the
minimum risk rating now required is BEB granted by two internationally-recognised risk-
classifying agencies whereas previously an A grade from the risk-classification commission was
required. Also the minimum amount demanded for the issuing of bonds and ADRs was reduced
from US$ 50 million to USS 25 million. In the case of banks, 2 BEB+ rating is now required and
3 minimum issue of US§ 25 million. Funher progress towards opening up the capital account
was achieved by the ruling that banking companies constituted in Chile are allowed to acquire
panecipation in financial companies abroad. They are authorised to invest up to 20% of their
capital and reserves and cannot exceed that percentage once the investrment has been made, Al
the same time, their assets weighted by risk must not exceed ten-fold their effective patrimony.
Also in 1994, the Banco Central doubled the upper limit on investment abroad permitted 1o
AFPs, from 3% 1o 6% of their assets,
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The set of measures aiming to liberalise the exchange market, simplify exchange niles and open
the capatal account has been consistent with maintaining a real equilibium exchange rate which
remains @ major concern. The real exchange rate has gradually and persistently been adjusted w
suil new conditions. At the same time, the results of this policy have been reflected in the variety
and complexity of financial transactions with the rest of the world and in a trend towards
inegration of the exchange markets

Finally, it should be noted that regulation of capital flows is not always in response 1o exchange
policy requirements. Some TE.E'.I-I|U'|II'II'I‘\- are related to the problem of systematee nsk nherent in
such activities as banking, pension funds or mutual funds and to stabilising the system of
payments which is, of course, one of the responsibilities bestowed by law on the Banco Central
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E.2. Balance of payments

Provisional balance of payments figures for 1994 show that the year closed with a current-
account deficit of USS 753 million and a capital-account surplus of US5 4.518 million which,
together with a negauve figure for ermors and omissions of US$ 571 million, gave an overall
surplus of US% 3194 million {table 16).

The current-account deficit as a proporeon of GDP was considerably reduced from 4.6% in 1993
to 1.4% in 1994, The large capatal-account surplus together with this healthy current-account
resull rised net intemational reserves o USS 13,467 million at end-1594.

E.2.1. The current account

The current-account result was achieved by an appreciable improvement in the goods and
services balance and only a slight deterioration of the financial services and transfers balance.



These results are kargely thanks to the rade balance climbing cut of the USS$ 982 million deficit
registered at end-1993 to a US$ 660 million surplus in 1994, This was due to export growth of
25.4%. while imports only increased by 6.9%, explained mainly by much-improved terms of
trade and a considerable increase in volumes exponed (table 17).

International prices for Chile's exports rose by 12.6% and the volumes shipped during 1994
increased by 11.4%. These figures refer 1o exports as a whole but, in fact, the different categories
of goods showed very dissimilar results. The value of copper and other main or traditonal
exponts increased mainly because prices were much higher but, in the case of non-traditional
exporis, their nise in value exported was thanks to increased volumes, since their prices woene 1%
lower (table 18).

Copper exports grew 3006% largely because international market prices were up and this meant
2 234% rise in fob prices for Chile, Volumes also increased, by 5.99%, mainly because of greater
output from La Escondida mine.

Mon-copper traditional exponts grew by 20.8%, as a result of prices 17.58% higher and volumes
up by 7.6%. Outstanding, because of the sums involved, were bleached pulp and methanol
Bleached pulp expons obtained USS 221 million more than in 1993, which means a 6005%
increase in value, due to 48.5% higher prices. Methanol expons obtained USS 128 million more
than last year, with prices up by 159.4%. Very satisfactory resulls were also shown by other
products such as fishmeal, metal gold and bullion, molybdenum oxide and ferromolybdenum,
fresh fruit and unbleached pulp which, 1aken together, obtained USS 320 million more this vear,
an increase of 19.8%. Unbleached pulp and molybdenum prices both rose by more than 45%,
while fishmeal and gold both increased in volume by mose than 20%. Fruit expons in general
grew by 4% (5% in volume and -1% in price), contributing US§ 34 million to the rise in value of
expons. Apples deserve special mention because their price recovered in relation 1o the
depressed levels of 1993

Non-traditional exports were bouyant, growing by 19.1% as a result of a 20.3% increase in
volumes and a 1% drop in prices. Some subsectors or products were panicularly sirong, viz the
agriculture and livestock subsectors (onions and com), food products from the sea (salmon,
trout, fish oil and canned fish), agrculiural foodsiuffs (raisins, frozen sugar-free fruit, tlomato
paste and juice, canned fruit, non-alcohol preparations for the manufacture of soft drinks,
cardies, toffees and confectionery), wines and tobacco; in the forestry sector, planed wood; in

-
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the electricity secior, copper wire; and in the transpon sector, iranspon marenals (gearboxes and
used merchant vesselsh,

The 194 trade-balance improvement was also panly due to slow import growth. Economic
tightening begun in 1992 led to falling impont growth from 25.6% in 1992, to 10.2% in 1993 and
to 6.9% in 1994, However, there has been a recovery in the second half of 1994 with impon
growth mising to nearly 12%.

Import growth is almost entirely due to greater volumes of goods brought into the country since
price increases were negligible. Capital-goods imports increased most, by 8.2% in cif values,
followed by consumer goods, 6.8%, and intermediate goods, 5.1% (table 17).

Among capital-goods imports the most imponant were boilers, altlemating-current generators,
measunng insruments and apparatus, machinery for washing and separating minerals, metal
rolling-presses, computers and merchant vessels,

Among consumer-goods imports, the main increases were in food and drnks, texules and
clothing, chemicals and wood products, but these increases were offset by a 5.1% drop in
impons of metal products, machinery and equipment. This sector registered an 8.5% reduction in
car imports which means a drop from US$ 445 million in 1993 to US$ 407 million in 1994
Imports of household goods (refrigerators, radios, color televisions, irons, microwave ovens) and
stainkess stecl and chinaware were also reduced.

Among intermediate-goods imports, ol imports dropped by 6.1% as a result of lower cif prices,
dowsn by 8.7% though this was countered by a 2.8% rise in the number of barels imported.
Lower prices for oil impons were influenced, on one hand, by falling internatonal market prices
(the Brent price dropped from USS 17/bamel 10 USS 15.8) because OPEC countries increased
production and, on the other hand, by increased purchase of ol from Argentina through the
trans-Andean pipeling, with the consequent saving on RNSPo.

The net services and transfers balance for 1994 closed with a deficit of US$ 1,413 million,
US55 208 million more than at end-1993. The deeper deficit was caused by increased net outflow
for financial services, mainly as a resull of a US$ 206 million rise in foreign-investment profit
remittances (able 16)



Net interest paid abroad remained steady, decreasing by only LSS 27 mullion, because interest
rates relevant o payments made dunng 1994 were farly stable, It should be recalled that interest
payments, for the most pan, are subjet to international rates with a six month lag.

Profit remittances from investments made under DL 600 increased largely because an important
mining project remitted profits in 1994 whereas last year it had used its profits to finance an
expansion project. Investment funds, like other investments made wunder DL 600, also
considerably increased their profit remittances. This was only partly offset by a drop in
remittances from investment made under Chapter XIX since, in the second quarter of 1993, many
investors had taken advantage of exchange facilities granted for the return of Chapter XIX
investment remittances (table 19).

The non-financial services balance closed with a U5$ 20 million surplus, U5 17 million up on
last year. This increased income was produced by quite dissimilar results in each item of the
account, particularly shipments increased while tourism fell (table 20).

E.2.2. The :apit.ﬂ account

By the end of 1994, the capital account registered a surplus of US§ 4,518 million, USS 1,749
milion more than in 1993, This amply covered the current-account deficit and gave an overall
balance of payments surplus of US3 3,194 mullion (able 16). Capital inflows were pamicularly
strong in the fourth quarter of 1994 when they amounted 1o USS 2,309 million and this is partly
explamned by the healthy current-account balance and the fact that the observed exchange rate
staved close 1o the floor of the band

In 1994, the changed composition of capital Mows observed since 1992 continued with 3 marked
predominance of medium- and long-term capital, which represented 72% of total inflows in the
year. Among medium-term inflows, net foreign investment was paricularly impomant, excluding
associgted credits, and represented 42% of capital flows this year. As in 1993, ponfolo
investment continued to be the main kind of foreign investment, even though as a propotion of
the total it shrank, while direct investment expanded. Net porfolio investment increased by
LIS§ 279 million thanks to strong inflows from abroad that outweighed the increase in Chilean
investment abroad. Foreign ponfolio investment, almost entirely made up of net income from
ADRs, amounted o USS 1,373 mallion, USS 540 mullion mose than last year (table 210 First-time
ADR issues amounted to US$ 755 million and the remaining US$ 596 million came from
companies already present on intemational siock markes because of previous ADR issues.



Direct investment was US$ 460 million more in 1994 because of the extraordinary increase in
forcign investment mainly to the mining sector. El Abra project alone brought in USS 330 million
in the second quarter. The bouvancy of direct investment from abroad was partially offset by the
performance of Chilean investment abroad which also expanded vigorously by US$ 495 million, ;
more than doubling the amount registered in 1993 (table 22).

Other medium- and long-term capital flows mainly comespond to foreign loans and reached a
net US3 1,345 million in 1994, some 2.6 times greater than in 1993, 72% of the total entered in
the second half of the year when sizeable loans were made 1o industrial and communications
sectors. As regards the quarterly progress of medium-term capital flows, including foreign
investment, there was steady growth throughout the year then a jump in the fourth quaner as a
result of greater net direct investment caused by strong inflows of investment from abroad and a
Tull in Mews out of Chile.

Short-term capital inflows only increased slightly in 1994 compared to 1993, registering a net
Us3 1,181 million. However, they were concentrated in the fourth quarter, with only US$ 233
million registered during the first three quarmers.

E.5. External debt and international reserves

Chile's external debt at December 31st 1994 amounted w US$ 21,598 million, US$ 2,412 million
more than in the previous December (table 24). This increase in external bomowing was
produced by net medium- and long-term credits of US$ 1,619 million, shor-term loans of
Lis$ 526 million, posstive parity adjustment waorth USS 238 million and cosrection of balances that
amounted 1o USS 97 million, and these were partally offset by debt reductions worth US$ 68
million. Private-sector debt transferred from shon to medium term of US$ 154 mallion altered
debt composition in terms of maturity

Medium- and long-term credit disbursements totalled USS 2845 million in 1994, of which £5%
L5% 2,421 million) comresponded to loans o the private business sector. A considerable pan of
those credits (US$ 2,164 million) went to investment projects. At the same time, the public sector
borrowed USS 398 million of which LS8 284 million went to the National Treasury to help
finance projects of infraestructure, health, housing and support for small business. The private
banking sector disbursed US$ 26 million.



As regards sources of financing, the trend towards use of traditional credit markets continued,
that is credit banks, affiliate companies of foreign investors and direct suppliers. This year, credu
banks lent 57% of the wtal and affiliate companies of foreign investors and direct suppliers, 28%.
Multilateral organisations - the Imeramernican Development Bank (IDB) and the World Bank -
only contributed 8% of gross financing in the form of foreign loans

Medium- and long-term debt amonisations amounted o USS 1,226 million, of which US§ 552
mallicn were remafed by the public secior, USS 639 million by prvate companies and LI5§ 35
million by the private banking system. These remittances were paid o international credut banks
(%), mulilateral organsatons (33%) and the remaining 33% o offical organisations and

suppliers.

Public-sector debt as a proportion of total medium-term foreign debd has been shanking in
recent years and in 1994 it represented 48%. At the same tme, the sources of financing have
tended more and more towards banks (U5$ 1,208 million net), private companies associated with
the investment being made and suppliers (US$ 567 million), while government and mulnlareral
organisations registered a net negative flow of LSS 156 mallion

Shor-term indebtedness increased by USS 372 million since, of the US% 526 million todal,
US55 154 million were transferred from short- 10 medium-term deb,

Net foreign reserves totalled USS 13,467 million at end-1994, equivalent 1o fifteen months of
goods imponts (lables 23 and 25). The increase in reserves seached a record US$ 3,708 million, of
which US$ 3,194 million were produced by the balance of payments surplus. The rest was from
gains due to revaluation of stocks for parity adjustment and capital gains deriving from price
changes of some financial instruments.

The increase in net intemational reserves was composed of largely foreign-cumency assets
(US% 3,448 million), a slight rise in gold stocks (US$ 40 million) while IMF liabilities were
reduced (L'5$ 189 million).
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Table 3
COMPONENTS OF GDP EXPENDITURE
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Table 7 ;
CONSUMER-PRICE INDEX »
{Base: Apnil 1989 = 100}
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Table 11
Bﬂ- TO 365-DAY INDEXED INTEREST RATES

{Financial system monthly averages)




Table 12
MAIN MONETARY AGGREGATES

(Percentage changes)
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Table 135
COMPONENTS OF PRIVATE MONETARY AGGREGATES

MOMTHLY AVERAGES
{Billions of Chilean pesos)
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Table 14
MEAN NOMINAL EXCHANGE RATE
{Pesoa/USS dollar)
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REAL OBSERVED EXCHANGE RATE
(Base: 1986 average = 100}
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Tahle 16
BALANCE OF PAYMENTS
(Millions of US dollars)
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Table 17
TRADE BALANCE
{Millions of US dollars)




Table 18
FOREIGN TRADE INDICATORS
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Table 19
FINANCIAL SERVICES
(Millions of US dollars)
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Table Z0
NONFINANCIAL SERVICES
(Millions of US dollars)
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L TOTAL FOREN:N
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. ASSOCIATED CREDITS

Credn diabursermsenis
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Table 22
GROSS CAPITAL CONTRIBUTIONS ABROAD VIA CHAPTER XII
(Millions of US dollars)
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Table 25
FOREIGN-DEBT INDICATORS




ANNEXE 1

MAIN MONETARY AND CREDIT MEASURES

January

Ir

As from February 1st, 4-year indexed promissory notes payable in coupons (PRC) are
withdrawn. PRC with other matusities continue o be offered.

March

3l

July

21

The Compendium of Financial Regulations ruling that banks and financial instifutions
shall not owe more than 1.5 times their capital and reserves 1o the Banco Central was
revoked. Said ruling became obsolete in 1990 when the current Constitutional Organic Act
of the Banco Central came into effect which brings the granting of credits to and
acquisition of goods from banks and financial institutions under Anticles 120 and 129 of
the Banking Act.

Dehit cards were authorised o be issued

October

13

300y interest rates on ¥-day indexed promissory notes of the Banco Central (PREC)
were lowered from UF plus 6.5% to UF plus 6.25%.

Banks were authorised to grant current-account overdrafts of more than 30 UF, without
price written agreement, providing that the bank has been qualified as category | on two
of mofe consecutive occasions by the Superintendency of Banks and Financial

Insttuteons

Financial institutions were authonsed 1o carry out forward transactions UF - peso.
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ANNEXE 2

MAIN EXCHANGE AND EXTERNAL TRADE MEASURES

January

20 The maximum limit on banking entities” authorised foreign-currency holdings was raised.

April

14  The general exchange restrictions in the Compendium of Rules on Intemational Exchange
due to expire on Apnl 19th 1994 were extended until April 19th 1995,

15  The proporion of exports retums free of the obligation o be returned was raised from
10M% 1o 15%, with a limit of US§ 10 million instead of USS 5 mullion for each exporter in a
moving twelve-manth period.

The time allowed for export returns in foreign currency with obligation to be liquidaed
was extended from 150 1o 180 days.

The proof of solvency requirement for non-banking companies who wish 10 issue
publicly-offered bonds abroad was lowered from an A grade granted by the Pension Fund
Administrators’ Risk Classification Commission to a BBB+ grade granted by two
international nisk-classifying agencies, in relation to non-guaranteed, long-term foreign-
debt instrements, and the minimum amount of each issue was halved from US$ 50 million
o LUSE 25 million

The proof of solvency requirement for non-banking companies who wish to issue ADEs
was lowered from an A grade granted by the Pension Fund Administrators’ Risk
Classification Commission to a BBB grade granted by mwvo intemational risk-classifying
agencies, in relation to non-guaranteed, long-term foreign-debt instruments and the
manimum amount of each Bsue was halved from USE 50 million to USS 25 million. The
express authorisation of the Banco Central Council is no longer required and for such
effects it will have 1o be given by the Manager of the Bank’s Intemnational Division.




June

23

The annual interest rate on quotas of deferred payment customs duties during the second
half of 1994 was set ar 10.3% in United States dollars.

August

31

The ruling that supulates a limit of 20% of the capital plus reserves as the difference
between banks's foreign-currency assets and liabilities was changed as from October Lst,
1994, to incorporate the foreign-currency holding when computing assets. This change
renders the current limat, on foreign-currency holding, 1o some extent, superfluous.

As from October 15t 1994, the requirement o report export transactions whose value
depends on how they are later traded was revoked,

Custodian banks abroad for pension-fund investment made abroad were required 1o have
a minimume-nsk raung and if any custodian bank drops to a lower risk-rating it
avtomatically ceases to be elegble a5 a depositary or custodian entity.

Exchange houses on the formal exchange market were authonsed to buy and sell foreign

curmency comesponding o0 ADR transactions, Chapter XXV1 of the Compendium of Rules
on International Exchange.

September

The tme allowed for expon retums in foreign cumency was extended from 180 to 210
days.

The proportion of payments for exports free of the cbligation to be returned was raised
from 15% 1o 25%, with a limit of US3 15 million instead of USS 10 million for each
exporter ina moving taelve-month pericod.

The minimum amount that banking companies can place as ADRs abroad was reduced
from US$ 50 million to US$ 25 million. At the same time, the proof of solvency required



was lowered from an A grade granted by the Pension Fund Administrators’ Risk
Classification Commission to a BEB+ grade granted by two international rnsk-classifying
agencies, in relation to non-guaranteed, long-term foreign-debt instrements.

Banking entittes constituted in Chile who seek participation in financial entities abroad
must be authorised by the Banco Central and by the Superintendency of Banks and
Financial Institutions and must meet the following requirements:

— That the investment made abroad does net exceed 2% of the bank’s capital plus
reserves, not must it exceed that proportion once the investment has been made.

- That the bank's assets weighted by risk at the moment authonsation is requested do
not exceed tenfold its effective patrimony.

Application for said authorisation must be made to the International Division of the Banco
Central and the corresponding foreign-currency transactions will be regulated by Chapter
XII of Title [ of the Compendium of Rules on International Exchange.

Oectober

&

Exchange houses of the formal exchange market were authorised 1o carry out forward
deals and swaps.

Movember

11

Provisions were made for pension fund administrators and insurance companies (o
acquire foreign currency on the formal exchange market to be used for paying claims and
service costs to their members resident abroad

The following measures relating to the capital market were introduced:

- The propomion of pension fund assets than can be invested abroad was doubled from
Y to (4%,



= Life insurance companies having a BBB+ risk-rating were authosised 1o invest up 1o
10% of their resources in 32 countries.

= General insurance having a BBB nisk-rating were authosised 1o invest up to 15% of
their resources in 34 countries.

~ Mutual funds were authonsed 1o invest up 10 30% of their resources without having to
comply with any minimum risk-rating and in any number of countres

A new value was set for the basket of currencies used to determine the referential
exchange rate wich meant a 9.66% drop in that rate. The weight of the different currencies
in the basket was changed: the Unsted States dellar was lowered from 50% to 45%, the
ven raised from 20% 1o 23% and the D-mark remained at 306 Al the same tme, i1 was
decided that the referential exchange rate would be calculated using the parities prevailing
in international markets at 9.30 a.m. instead of at 9 a.m

The ume for selling and purchasing dollars from the Banco Central within the limats of the
exchange band was changed to beteeen 10 a.m. and 10,30 a.m

As from January Sth, 1995, reserves required for external credits can only be composed of
United States dollars.

The maximum limit on the exchange rate used by banks and exchange houses of the
formal exchange market was eliminated, thus revoking annexe 3 of Chapter Il of Tutle |
of the Compendium of Rules on Intemational Exchange

The proporion of payments for expons free of the obligation 1© be rerurmed was raised
from 25% to 50%, with a limit of US§ 50 million instead of US$ 15 million for each
eXponier in 3 moving twelve-month period. Al the same time, the maximum period for
liquidating expornt refums was increased from 210 o 270 days. The same time is allowed
for liquidating insurance premiums and claims, advance export payments, freight and
COMIMISSI0NS.
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BALANCE SHEET
As of December 31, 1994
(In millions of Chilean pesos)




LIABILITIES




a i s

STATEMENT OF INCOME
For the year ended Diecember 31, 1994
{In millions of Chilean pesos)




NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

21 CGENERAL

The firancisl waesments have been prepared in acoordaace with sccounting principles. graerally acoepied in Chile and policies
issgrd by the Board of the Ranco Costml de Chile, upon peior appeevad of the Superiniendencia de Banoos e [nslilucicaes
Feruingienid (Soperatendency of Riaks iad Financial Brannions), s established by Law [BA0 (Comeborioas] Oegani Law of
the Hanco Central de Chile). These policies are s acconiisce with genenlly accepted accosmting principles, except foe the
exchinge fi0es wied, 16 explained in b, below.

The fimancial suremenl preseniason folkows an economic-accouniing pasmern which 3ams @ show the Instinaion’s andl
financial poailion aad, 38 the gime fme, &l in the ceofosic kaalyais of the Bank's operations by idenlifyisg clearly

the cperalions are wndemaken with domestic or overseas agents. bn this masner, @ i possible 1 evaluare the panicipation of the
Hanea Central de Chae in fhe domeuic supply of mosetsy aseets and ceedit polcy and how (his affeces the Bunk’s creditor
posation abrosd. The econcmic concepis of interational neserves and currency isussce are thus shown wnder Reseree Asscts
and Keserve Liabilities aad Curseacy Issued, sespedtively.

bl FOREMGN CLURRENCY

Assets and labilgies & foreipn cunmmcy are iranshaied inga Chilran pescn 3l the exchiage mie refesred 10 i pamgraph cee,
Wursker 7 of Chapeer | “Generl Provisioss” of Title | of the Compendium of Bules cs Infernationil Exchaisge (88sr scusdo,
heveinafier “referentiad U dollar’). Excrpied feom this policy ang the babssoss of cxchaege scoounts, or their menis,
which comespond 10 trarsactions thal, in sccordance wenh cument regulatons, mek be acitled 8 3 differess exchunge ale, duly
speoificd in the sopective imgelitics.

sty and labilities experised in minted Chilean gold coins are valued on the bass of the aversge London moming quotition of
the “Gold Fiisg™ mare (U5 doliars per troy cuncel, for all business days in the peroeding quareer, lois e

Setilements of foreign camency other than the U% dollar am made at the cxchange rites given by the Superiniendency of Banks
e Fimancial [aalitulions, shvays baded on the seferential S dollar exchangs mie.

The mas cackange fales used af year-cad are a8 follows:

Mimted Chilean gold coins IR L
U5 dodlar 415620
Found serlisg 555656
Deuische mark 164
Speeul dswang rghts (SDR) S10HEL

cl  LOANS RECEIVARLE AND: LLAIMLITIES

Nearindexed loare receivable and liabilities are shamm a1 their ewiginal value of 3 their bies venewal value, with the excepsion
of gommencial inslnenents and disooested notes which are expressed a8 their nominal matunty valer, Indiczed loaas peceivable
and liakalities include acorued mdirntion al the halescr shoot @ite, ked balinces expressed in foseign oamencies include their
feipectaee cxchisge sdusiments

Interet carmed &8 yead ended oa operatiofs with overieas residents i included in Other Cheneas Asiets and Otier Ovonicas
Liabilities. Interest on transactions with domestic resdents ase ingluded ia Domesic Assers and Liabiliies.

Prepaid ineerest on liabilithes i8 included in Oeber Adsets. Usrasned isberest on loans receivble is mcheded in Other Linhilines.

dl  SUBOREDINATE QOBELIGATIONS OF FINANCIAL INSTITUTIEOHNS

The iubordizale obgatsens of findacil irdinaions incleded in Domestic Assets, whose origin asd dnolapment 5 sxpliseed in
sote B, comprise the halsnors of repurchase chligation inchuded in the aovalion agreement, indexed 2 of December 31, 15,
itcluding, Eherclioee, e culsliadag balinces of the pomions paid in cash and the portioss combiabed by pocs of the Basco
Central, plus cumssdstive incoraves which ame recorded a8 3 covdil 09 intome & (hey are eaned.
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£} FAST DUE LOANS RECETVABLE
This e, which is iscleded i Ouher under Other Asets, includes all those kans meecivable which are mode than 50 days

overdue. Inlereit pecrivable o hese o snd isdenmion, f applicable, are competed and reconled anly e satunly. Foleigs
kans are iranshired into Chidean pesns @t the year-end closing rade of exchangr.

M1 FINANCIAL INVESTMENTS

Crvprseas financial invedlmests aoc shown usder Reverve Asets, o bonds, cemdficates of deposit and other, and Basically sschude
by 1ad commercial inmumenis tased by foreign govemnments, overseas institutions and banks which aee stated ar the komer
of oot or marked value. Inioiel meeivable is showm i Orber Overseas Adsens

g1 PREMIESES ANDY ECHUIFMENT

Peemiscs &0d equipment are stuled a1 ool plus prcelevel remaiements, net of acoemulived deprecigecn, o Other Assets
Depreciation has been computed by using the sraight-line method over the estimated weful Bvet of B aseeti

El SEVERANCE INDIEMNITIES

The accruad for vesled severance Esdemeinies that the Bask mum pay its emplipees bas Been determined based an the present
value method, considening an ®% annual inerest mage. The balance sheet includes an accnsl for Ch 3056 million for ghis

oAl

il EESERVE FOR DOAN LOSSES

Im 3954, the Bank has comaiiniied reseeves for doobdful debis in sccoedance wich Board Fesolwtion 3558 of December 1994, =
conlormiy with Law 18540, The nesenves, amounting i Chi 68,7039 milion, are deducted from the comesponding aseers.

[ SHARES AND CONTRIBUTIONS TO THE INTERAMERICAN DEVELOPMENT BANK (D) AND CONTRIBUTIONS TO THE
ENTERNATIONAL MONETARY FUND (1MF)

S8ares isowed by and contnbutions made io the Inienserican Developement Bank iad coninbuticns made 8o the [aiersalionsl
Mozeury FPasd, both for scoount of e Chileas Tresury, ane sated at cosl of soquisicicon or confribution phes resiatements,

witrre applicabile.

[EHH shawres and| contributions sre shows under Ctbar Creresnis Assets a8 coninkutions to other imbernational orgasazations.

IMF contributioes, both i Chalesn pessd and larrign cemmencies, ase shosm in Overseas Beserve Assers i IMF subserigeios [DB
?w contritutions and IMF connbutces e consdered imvesments, i accordance with Deoree Law I5H3 of November
s, I

E} WACATIONS

The annual cost of employes vacation is recoeded as an expense oo the acenual basis

Iy INCOME ANy EXFENSES

Income iad exprases e aocounted for on 1he socrasl baiw

Income and expense accounts denominaied in Chilran peass, winth the exveplion of depreciation and price-level resuzement,
represent the scousilisics of amoeastt recorded at the duns e tasdations were made.

=) PRICE-LEVEL RESTATEMENT

'I'br-:!n:l of price-level restatemnt of capital and reserces, premies and equipment and cthes assets snd liastsilities, considering
the varatcs in the consumer-price index for the year with a ooe month Lag, is shewn oo (he sistement of incoeme 49 Price-Level



Reiate=enl. In the sime sanner. exchange dilfesenoes on dasets aad liabaditied desominiied i foeeign cumency and indexation
of boans and liabilities are included i openting income.

2. DOMESTIC LOANS

Loans o state-owred enlities, Lidss 1o the Binco del Fisdo de Chale, Loans 1o commercial basls, and Loans. to other irahisoes
prircipally include: credit bines in respen of rescheduling of debis for ChE 1T9E2LS milkon: credit lines al Imernations]
Cuganization programs for ChE 672291 milless; smounts 10 be secoveted from the liquidation of the Caja Centnl de Ahoemd ¥
Présiamos and the Ascciacidn Macional de Aboers v Priatamo for CR8 1BS4AS million (Mole 11); receivables eom the
Cofporacitn de Fomento de b Peoduccitn (Codol, Laws 18401 aad 1AS5TT, b Oh 840250 mlion; mongage koan postfolio
soquired for Chi 83,6800 % million and cvedit laes for deposce under Resclubion 1,686 For Chi 1033440 mallion.

3. OTHER OVERSEAS LIABILITIES

Leans and other liabilities included in Cther Overieas Liakalitics include prscipally coodn agreements for 1983, 1984 and 1985 1o
grant mew money loars for Che $18,15500 mdion, reschedulag of foreipe debt from DSR3-1984, 1RRS5-1967 and 19881991, for
ChS AT A0S malion; Bsecramcrican Development Bank (IDB) credit foe Ch 39,3457 milkion; loans received with financil
imatrumenis 33 pearandee for Chi 188 %40 % milkion and Banoo Exievior de Espania S A deposits (Resobarion 1.AT2) boar ChS 64591
millinn

4, DEMOSITS AND OBLIGATIONS
her Deposits and Oblsganoas. include principally setenve depoiins under Reaodution 145 and wx amendments for Chi 380,323 5
million; Bance del Estada de Chile dejenis for CRY 1347 million; loreigs cumency osment secounis for ChS 117,150.%
million; foresgn cumency deposits under Resolutions 1657 snd 1,636 for ChS 72,5592 millice. mandamry deposits on overseas
credits for Chi 28 304 T million and shad-lom coodils for ChE 20001 millisa
§. CAPITAL AND RESERVES

The changes in caparal and reserves dusing 1994 weee as follows:

(In mallions of Chilean pesos)

Defaca fow
Cagutal the vear Total
Balances, lanuany 1, 1594 HI0 1595 4,185 1) B15, 9544
Abdorption of 1993 deficat {4,185 1) 41851
Meacusy coetection ol capaal 725199 T2E199
Defficil o ghe vear - (BI0TT. 3 (0,077 30
Balances, December 31, 158 BEH AT CHEOTT 3 AT a7

In accondance with Adsle § of the Conslilulional Orgatac Law of the Bands Costril de Chale, B¢ Banik's afelull cigebil weid
calablabed ar ChS 500000 milicn 10 be coatributed in accondance with tmnskory Article 2 of ot law. The following & a
vammary of the initial capetal av of December 31, 1994

(In mallions of higoricil Chilean peiod)

Initiall pasd-in capind at December &, 1585 00 5L 4
Capalization of surphe (K00 1 199010 375485
AbsofpRion of deficn (1992 asd 1999) {18 585 9)
Initial fet pasd-in Gapital af Jasmary B, PR 402 5550
Commimed capital, Amiche %, Law 18840 500 00 (1
Initiall paidein capitad 1o be contnbuted T AGRD



& LOANS TO BE COLLECTED FROM THE CORPORACION DE FOMENTO DNE LA
PRODUCCION (CORFCH IN ACCORDANCE WITH LAWS 18400 ANL 18577

Pursuant 86 Liw 18400, poblished in the olficial gazeme o Jhraary 28, 19835, s amended, the Banco Central de Chile aold
linanciad instisutios loans io the Conponckin de Fomenso de b Peoduocion (CORPOAD o finssor the aoquisigicn. By thind paflics,
aff ihised of fuch fifdindial Edlinutons

CORFD pays s debe by tnsaferring the amounts & collects from the sbareholden, net of the dsmunis grissed Tor tamcly
paymest. In acocedancr with Asticle 13 of b 18,400, the differences mot scoovesed, due 1o the discounts grmeed, up o UF1Y
millicn will be covesed by the Treasany (Note 10 by fotwe tmaferonces. On the baads of infoemation cumostly dvadable, b
amsual B condidored adfidienl

O the other hasd, ihe praschade of sbares of Banco BHIF by s preferentiol ibmiehedden wad firanced pursaant i Liw 18,577 of
Movember 3%, 1086

Ad of Dedermber 31, 1904, the Balanee recehable from CORFO amaunts fa O B0 0 mallion (egeivalent 1o UFY S millionl aad
haluese recovershie by Teesoery iremafenences amouses 10 Ol 1134527 millon (equivalent 1o UFRS mallion)

R

7. PREFERENTIAL US DOLLARS

Central de Chile, by Executive Commitior Resoluticsd 1,456 of Seplember 3 1981, 1484 of December 15, 1581, 1,556

22, 1984 nand 1,857 of June 17, 1585, prowided (har cemuin cbBgalions conissted in [oeigh fureadss of apfeed 16
based o fossign cureency befiore August 6. 198 oopld obdain 3 proferentiad exchange e, with the Banco Ceniral
ihe difference berween voch exchasge rme and the mie prevailesg o he dite of repayment

i

I

1

ﬂmﬂﬂl,]m.ﬂumﬂlm:ﬂlmdﬁrﬂuﬂlnklmmrﬂmw:mmmcm TS il
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8. SUBORDINATE OBLIGATIONS OF FINANCIAL INSTITUTIONS
(LAW 18,401

conformity with Amcle 15 of Law 1400, incovporated by Amicle 8, beiier d) of Law 15818, and Execwtive Commines
F53 of Augus 16, 1569, the Banco Cerand established thar those basic and linaacl inseuticss, which Bad sold
portfolics in sccordence with Resolhutions 1450 and 1.5%%, & amended, and siill bad apreemenss pending 1o
padolics from the Banco Central, could opt 10 sovaie all the obligniots resuling from such buan peatiolio
agreements, foe & subordinare obligation 1 wipelited i 3 novahon agreemest

:

?E
;

of the subordinate obSigation was equivalinl 1o the cutstanding balance of the repurchase oblignion mcheded in the
apgreemenl, resultitg feom the amound paid in cash for the loan ponfalss by the Bancs Cealeal, the amount pasd with
of more notes which did noe eam 3 cumliive incnease, and, fimally, By the cumelstive incresse socreed 51 the novation

3 _HE

: term of the mmw of the firancial insotics debeoss & iadelmee unlil compleie payment The seboedinate
obligation will be comubitively incecased by 5% pov anem, on ihe oustanding balisces of the repuschase cbligation incluided in
ihe novition sgeecmenl that resoled from the pam of the posfolia sales poice pald in coh by the Banco Ceniml phe ihe
cumalathe increee Socrued a1 the Sovalion date

Superinteadendy of Basks and Financial lastinnions aad alsa may, 8 any Sme, pay the setoedinate obligation By suvescd with
expressly authorized by the Seperistendency. Comasquently, the recovery of this obligation i subject 1o the generation
of surpha by i financial irennstions.

A Devembed 31, 1994, ihe subordinate cbdigaion amensts 1o Ch 1 SIEGT 2 million sad is sclkeded in Suborndinate Obligations
of Financial Instutions, (Law 15,421} under the caption Domestic Assets of the habisor sheet. As of that date, the Bancos Cemral
Baus se1 up federves amowunting bo Chi 58,634 0 millics for this Bem

Fan of the suborcinite obligation was constiercd by noies iswed by the Banco Cemaral The Bulince of these notes, amounting
I Ch¥ 1186882 milion, is incloded in labiltes under Fromissory Motes lsssed for Purchase of Ponfols under tbe Bradeg
bansed by the Banco Central Such aotes will b sptthed s the financial instinstions pay their subondinass obligations

Camreriily, & bsll including modifications 1o the 1esms fof the mepayment of these ohligstion is bring 1haded by Congresa



9. INTEREST RATE RISK HEDGING

The Commmitter on Lishiliey Policies in seaaion B* 10 held on Jassry 6, 1954 sethonred mansgement of e Insermational Division
i heedge interes raie riak on Eebalitici

[rurireg 1904, forwand rate agreements (FRAJ were wied 1o hedge risk, maimaining three contreos in foce 510 December 51, 1994,
for U%E 6154 milion

ncame camed from these contracts i credited 0 income s the ineresi comrespondisg 10 the hedged liabiliies is acorued. Any
h:jar;:mhluhnmmmum reconded mmediately, In addition, loased diorived Irom the valuation of (he conrsas i
£ hy g

A Decemteer 41, 19964, these Irafiamtiong resdied in 3 net guis of USE 4.5 million

0. TREASURY TRANSFERENCES (LAWS 18267, 18,401 AND 18,768)

Thee blowing amouns asc inchuded o domesic loans under Trrasury Tranaleresors (Lass BELIET, 18,400 and 18,T68);

{in milkons of Chilean pescl
Treaiury promiaoey soles (Law 18 3T) 4973E16
Treasury traraferences {Law 18401) 184527
Treuury promisory foles (Law 18 TéH) ZAI5A010
Tousl JAMSTES

2} TREASLURY FROMISSOREY ROTES (LAW 18,2073

I secosdance wath Amicle ¥9 of Liw 18,247 dated Decesber 1, 153, i complemented by Decree
daied Dieoember 1L 1983, the Treasury transfeered Che 100000 milkon fo the Basco Cranl &
pmiaory e with 3 2%pear rerm, saied o indexed wnits (UF), wih an annual capialiable inierest aoe
T FT and 3 lwe-year grace perriad

H

bl TREASURY TRANSFERENCES (LAW 18.408)

This iom shows the accumslised discounti pranied 1o thosr darcholdon bencfied by the scnticasd biw which are © be
applied 1o the mavimes of UFLS million gipulared in Anicle 13 of the law (Mowe ).

In sccoedance with the Lie, these Treasury cranslerences will be complened over 3 peviod not exceeding 53 yeare, with 2 10 year
jErace perrced, g brom the defs determination of the el Gmoinl

¢l TREASURY FROMISSORY ROTES (LAT 18,7680

Thit Mem comesponds o peomasary nobry denomnated and payable in U5 dolan which, in scooedance with Amicle 75 of Lyw
1A, 768 publithed in the official guzene om December 39, 1988, as complemented by Minisry of Finance Exmoutive Decross 1,257
dated December 25, 19868 and 350 dated April 4, 1989, erplaced the promissory notes med in isdexed unies (UF) and isseed 1o
the corded of the Banco Ceniral de Chile, under Minisiry of Finance Decrees 1,057 of P24 1,197 of 1985, 948 of 1985 and 1,008 of
V9ET, in acoordasce with the sole Aficle of Lyw BR95A, i ameaded Thess pemmiasony AOIEs Scchue kh ksl interest of LIBOR
phat 0%, of which M w3 payable semiannually and the habecor o captalitable Thels sobes miiniyes (he dase dauing and
matunty dute as the subsiebed indfuments he fire of 40 semarsusl insallmens matores on pe 15, 1995 and the lam
warsllmer on December 1%, 14

Up o Devember 41, 195, the Treasury made several prepayments of principal and intereal. During 1994, sdvance payments of
capaial for US4 40 4 mdbon and of nters for 158 70 0 millos have been receved. Uneamed intevest amoashing to US3 778
million i3 escheded in Other wader Drher Liabilries
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B 11. CAJA CENTRAL DE AHORROS Y PRESTAMOS AND ASOCIACION NACIONAL

Frs ._ DE AHORRO Y PRESTAMOD

1 . e Pursuani b0 Luw 18,900 of January 16, 1990, he legal exisence of the Caja Censal de shoroy v Fréstamos and the authorizstion
g for the exisience of the Asociacdn Nacional de Ahomo y Préstmo were temiraied. The law esublished the Liquidation af their
. mespediive net aases. The Bguidation was cffecred oo of Apil 30, 1999 and is aacasting final approval

In sdcordsnce with Amicke % of this law, ihe linbikes of the Cija Cenrl aad the Asociaciin Macionad which s pol covered by

the peoceeds of their guidanons willl e =t by chasping the national bedget in accordance with Anicle 21 of Decees Law 1,263
of 1075 &1 December 31, 1994, the amount owed 8o the Banoo Cerenll for (he Bquidation of these entities, including sccrued

inlevest, amounied 1o ChS 188 5485 mallion, 13 wdicared in Mode 2

12. CLASSIFICATION OF THE INSTRUMENTS ISSUED BY THE
BANCO CENTRAL DE CHILE AT DECEMBER 31, 1994
BY THE PERIOD REMAINING TO MATURITY

The isatramencs (spesd by the Baace Cerenal de Chile, defailed below acconding ro the lime period remaining lie malunty, ane as

1B millnd, of Chlrss pesca)
Type of irstrusear Upm$l  #1-180 161 - 365 i-3 ver & Tooad
diys iy days FEuE yean
Drisconamtable nowes o the
Hanco Central &, 17008 -1 in 0 (T 64,1700
Indexed fies Bo b paid
1 Cupons 1634701 160, 104 2043582 BIE0EA2 ZEIBERID 40035840
Redezed notes wid floating
inierey mie 75689 1,400 FLARE 1 M L T VT H
notes haved for cachange
hﬁtﬁlﬂ 405807 48,309.1 TH, 0040 51,27 604 2191005
Fromisndy notes for puschate ol pomfola
{Resolurion 1555) 10,4459 10,3544 21,0857 204524 0 AR08 4
Promissaty fedes send kor paechase of ponfolo 00 0 0 (-1} HLEELE 11H.615 2
o rachedaling of
cbe (Chapter XIX of e Compendus 3
Kales on Eschange) 11682 wre 0g 40T MEESH1  MEMIA
Fromascry nases o0 puarchise of morigage notes TEEE 166 14,3044 95114 L1 AHSHTH
redemed noies of ithy
Banco Central 16315097 (1] i (i) B0 16305057
Comenercial rofes from pedenomiation
ol emiermall debx ILI0LE  IRI9AZ  AMOSTY UMMM 16ASAST MRS
Fromissory noves stated i ndened wnits UF
(Resoleton 1336) 10,1746 (1 oo 00 AMTHA M D
Indeacd gvings cenificwes 51 (] o 0n [T 5.1
- Cemficates of expeessed in US dellan
{Reandution 1 1574 4754 A4 RS0LA §EER & £ 5580
- Toul mstruments iswed LWIOME  I8ES628 310011 1SETIA 7914 TGS

- These amousits inélude imberess sad indexstion aocrued at December 31, 19

w
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Asscts and babibties denominated in foreign currrmcies inchuded in the Balince sheet are as follows:

Reserve sty 4 ETE
Onher overteis aseels :

DOMESTIE ASSETS :

Domestic loans : | EARLS
CITHER ASSETS ' : :
T ancs T

14, CONTINGENCIES AND COMMITMENTS

il MEMORAKDUM ACCOUNTS

The following balinces are cutstinding ar December 31, 1994:

il mallions of Chilean
Treasury irarsecions
and oversels koun DRI 1
Securities held in cusiody and in puaraniee . BAL 508




in some pending lawsuits, the finil cacomes of which are not expecied 10 have 2
as of December 11, 19540

AR 15. INCOME TAXES

Law 3,348 of Aped 34, 1980, the Basco Concral e Chale s parmpt from mcome Lves

« l6. DEFICIT FOR THE YEAR

icle 77 of Law 18840 (Ranco Ceniral de Chile Constiional Organic Law), the deficit iscurred i any yrar will be
rpiag seserved. A these are B0 reserves and leckisg an expeess fule, the Bosed, in accoordance with Anacle I and
aferved by Adticle TS of the mestoned law, has determined that the defict incurred in any yrar will

be
) . This
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IEPENDENT AUDITORS® REPORT

DELOITTE &
ToOUCHE

Tar the Chairman and Members of the Board Banco Central de Chille:

We have audited the balance sheet of the Banco Central de Chile a5 of December 31, 1994
and the related stiement of income for the year then ended. These financial statements
Gincluding the related nodes) are the responsibility of the Bank's management. Our
responsshality is 10 express an opinion on these financial statements based on our asdic.

We conducted our audit in accordance with auditing standards generally accepted in Chile.
Those standards require that we plan and perform the audit o oblain reasonable x
about whether the lnancial statements are free of material misstatement. An audit includes
Examining, on 3 test basis, evidence supponing the amounts and disclosures in the
finarcial statements. An awdat also includes assessing the accounting principles used and
significant estimates made by the Bank's management, as well as eva the o
finamcial sMatement presentation. We believe thal our audit provides 2 reasons
our opinion.

5

4

£
&7 7

The Banco Central de Chile rep-:mﬂ‘m: financial satements in accordance
accounting policies issued by the Beard, upon prior approval of the Supenntendencia
Bancos ¢ Instituckones Financieras (Law 18,840). These policies are in conformity
acCounting pri s genenally accepeed in Chile, except for the exchange rate used
converting foreign currency assets and liabslines (Motes 12 and b :

o

In our opinion, the mentioned financial statements present frly, in all maserial respects,
the financial posion of the Banco Central de Chile at December 31, 1994 and the results.
of ils operations for the year then ended in conformity with the accounting policies

described in Mote 1. e

The balance a1 December 31, 1994 of the subordinate obligations of financial institutions
derived from the novation of the purchase and sale of loan portfolios (Note 8) amounts to

Ch3 1,760,013.2 million. The recoverability of this amount i uncertain as it 1
exclusively on furure surpluses generated by the debtor instintions. A bill s cumently
under debate in the National Congress which includes modifications o the present
repayment temms of such obligasons,

Patricss Egh:z Gireco

January 10, 15495
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