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DEVELOPMENTS IN THE CHILEAN ECONOMY
DURING 1996

e

A. GENERAL SITUATION

Chiiﬂ"i economy performed quite well during
1996. As in previous years, inflation fell in line
with the targets 521 by the economic authorities,
while economic growth was vigarous. Meanwhile,
the current-account deficit was within the range
considered prudent by the Banco Central (although
at the higher end of this range). The 6.6% change
in the consumer-price index was the lowest since
19640, Likewise, inflation was ot single-digit lovels
for the third year in a row, and the conditions are
right for the steady reduction seen over the 19908
to continuwe. If this trend is maintained it will mean
that, within a relatively shor period, inflation will
be at the levels normally found in the main
industrial economies, thus achieving effective
price stability (Chart 1],

As in the recent past, the drop in inflation was
achieved without creating imbalances in other
parts of the economy. Although the Banco Central
regards price stability as its primary objective, it
is pursued within the framework of a sirategy 1o
deliver lasting results that are consistent with the
general objectives of economic policy. This
approach is used becanse it has been shown that

socialy bears hoavy cosls when control over

inflation is achieved at the expense of imbalances
in the rest of the economy. Moreover, these costs
underming the credibility of the effort to combat
inflation, ofien reversing the progress made on this
fromt.

Gross domestic product [GDP) grew by 7.2% in
1996 (Chart 2], and unemployment fell (Chart 4).
Both achievemenis came despile monetary
tightening and a substantial deterioration in the
terms of trade, Externally, there was a 10.9%
increase in exports of goods and services —an
impressive achievement given the adverse
conditions the economy was facing in terms of
international prices. The deterioration in the
external price ralio was instrumental inm
increasing external saving (the current-account
deficit) which, at 4.4% of GOP, was still within
o moderate and fundable range. These results,
which strike a happy balance betwoen lower
inflation on the one hand and continuing
balance in internal and external situations on the
other, show that recenl economic Progress can
b sustained, and that the conditions are in place
for this process to be maintained in coming
VEars.




The annual change in the consumer-price index in
1996 was fully in accordance with the £ 6.5
arpal =0t by the Banco Central. Achieving this

oufcome, however, red)uired adjusting moneslary

conditions (o eliminate the incipient intlationary

tendencies that wore observed from the second

half of 1955 onward =particulacly in underlying

inflation mensunes, as well & in nontradable goods
and wage inflation. The effects of this effort were
seen as the vear progressed. The rate of change in
prices of nontradable goods accelerated
considerably during the second gquarer of 15904, af
which point the 12-month change was 10.3%. Buat

ITOMmE LS I| I|||| nward if beean to skow o

uniil by the end of the fourth ] arler the ay Srage

was 7.4 2.5 per entape |-|-:|.'x lower th
1905, Meanwhile, the nominal cost of labor fell
from a 12.1 12-month chanee 1o '.':--':raI||||.||I--r
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n the fourth. This

- -
ijustment was stronges! 1n December, wi
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noninflationary levels and growth rates. Thos
whils oulpul was 7.7% percent higher in the first
hall

f tha v ni for 11 y marloed § ol
il of the year than for the same pefiod in 1095

in the second half growth fell o 6.7 %, Likewiss,

arowth in sppresate demand de e fram 9.5
im the first lalf of 1996 to 6.4% in the secoqd half,
Although the gpeneral irend was toward
nvergence, the fourth quarter saw a resurgence
ol growth in domestic demand and ecomomi
sclivily. Thiz turnaround was cawsed by several
ana-off factors such as & larger numbser of dayvs
wiorked, the impart of bwo ships in October, and

an extraordinary increase in JULar hases of o

fuel 1o meet the increas

"II r--||'.|::|'|:||'||l-\. fisr

! 1 'y
ermaoelectric power resulling from the drought

1n 18150

The prowth in domestic demand was draven by

gross capilal formation, which reached a record
28.3% ol GIP [measured al constant prices
Chart 3). At B.E%, groawth in privade o -|:|.-\.||.'|'.||Ii-:|:|

was lower than in 1995 bt was still higher than

GIP growth (althoush it fell from 12.7 in the

firsl gquarfer o 6.1% near the encd of 19946)

Government consumption followed the same

allern as in recent vears, growing by an averag

of 2.5 Lower inventory chan
1% of (=L o pared with 4,5% 1n 1989%= was

the main cause of the adjustment in domesti
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il conslant prices. had almost oo eflect on oulpuat

ronwih, As nofed exeirls b goods and services
v 10,9 higher than overall growth in

aitpuit, but the expansionary effect of this
ichleyvement was offsst Oy imporls. W '|||| T

11.7% highoer than oy 19095

Economic ocrowth in 1996 was led by the

nontradable sectors, which grew by B:3%

-

Construction (10.1% ) and transporlt and

s =which fell to

comminications [1000% ] srew the mosl. Growth

n the tradable sectors, at 5.1 was lower than
for the economy as a whole, although mining
prew by 11.9%. This was due 1o the strong
geowith experienced by copper mining,
parti |'.!.|T|:, medium-scale mining, as a result of
increased production as new invesiment came
afn steeam and :.:I':I-:'I.-.ll'l.l ]Illllj'.ll\.|.‘\- with higher

value added

ployment increased slightly during 1996, with
ool averaging 1.4%., imdicating the creation of
72,000 new jobs, This is higher than the 1.2%
proawvth recorded in 1995 hut lower than the 1990s
average of 2.5%. Stll, unemployvment fell about 1
percaniage point from 1995 as a result of low

eronwth (0.4% ] in the lahar force.

Mational saving was 23.3% of GDP [in curren

prices], & drop fram the record level achisved in
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1995. This |§|-|!:| can b ||:|'.I|l.' explained by the

lower growih in national income in 1996 thal

resulted from norm ion of the terma of trade,

1
and by the delay with which growth in domestis
demand adjusted to the mew level of income
'.:;I:I'l'f::'l In fac 1, the fall in :ITiI a5 for IEA|OF @XPOrLs

0VELE ST

[which were corrected from the hig
in 1905) and the increase in international prices
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output growth in 1996, the gap between demand
and income widened, resalting in a lower level of

national saving and an increase in the curcent

account deficit. Thiz situation is the reverse of

whal happened in 1995, when Msing |,|'i- a5 for

EXpores translated into & 15.B% incroase in

nalional income, while the increase in «

demand grew by just 12.9 1 sifuation that
hoosted the saving rabe 1o a record 27.6% of GOP

ok that in the near fubure thie torems of trads

ul loveel s the convergence
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cansing nalional saving to refurn o levels like

those seen in previous years (say, 25% of GDP)

HI:.'_I: saving rales have beon one of thi |-i|:.|'- o
Chile’s economic development in recent years
|.-|!.|.-r|.i|'.|'§|'.;_'; the stabilitv of prowth and

bolstering independence from volatile extema

condilions

During 19496 the Banco Centrals monetary policy
wis oriented bow T8 '-_|'H.-|:|||.|I|;|u FeEcenl

g down inflation and

achievements in brin

I|I-|:'\-..:|:.; fuirthes PIOOrass 10War i praca &l helits
Inferast rates were raised Lo __:||| levels of
ecopomic activily and domestic demand on a
sustainable course consistent with the control of
inflition [Charts 5 and G). From tha end of the
third quarter aof 1995 the Banco Central raised
the short-ierm interest rate in stages, and
|||;l|||:|||:. conditions wera tightened ir .1|:.lli|
1996, These moves sought to quicken the pace

at which the sconomy -l-.'|'.|'|-.1|'::. taward s

nary growlh
the pessimism that was starling to affect the

expecltalions of econemic agents alter a number
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While il e OROmY wis monilorsd reg
ensure that progress med the Banco Centrals
targets, no other changes were made o monetary
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demonstrated that thizs timely action on
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inflation. Experience has shown that early action
is crucial if monetary poliey is to be efficient
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indd intlation takes time Lo
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had anthis relative price and, on the other, of the
opening up of the financial system to the outside
world over the past decade.

The Bank’s policy of relaxing resirictions on
currency movemenis and increasing the scope of
the exchange markel continued during 1996,
Measures 1o free exchange movements included
raising the limit for purchasing freely available
currencies from LSS 3,000 o U155 15,000 a monih
and abalishing minimum reserve requiremants for
capital inflows when theé external resowrces thus
ohtained are applied to uses abroad (such as
investments in other countries or refinancing of
external liabilities). Likewise, investment funds
were freed from restrictions on the shane of foreign
investments that can be held in their partfolios, o
residents now have mome oppartunitios to invest
abroad.

Measures wore also taken 1o improve the capital-
account policy, the aim being to apply uniform
criteria to the way sources of financial capital
receipts are treated and to prevent evasion of
reserve requirements. To give greater precision o
the way the rules on exchange reserves are
applied, it was established that investments of a
financial nature coming from abroad -in other
words, those that are not designed to increase
praduction capacity for goods and services or lo
sacure participation in the productive management
of companies= had to constifute reserves.
Likewise, opportunities and time limits for
renewing credits entering under Chapter XIV of
the Compendium of Foreign-Exchange Regulations
[CMCI] were restricted.

Once again, there was a surplus in the overall
budgai settlement (the difference belween
revenue and spending). At 2.2% of GDP, this

surplus compares favorably with the 1.58%
AVErage for the 1990, [Ihl:lining a 5|,|:r|r|fl|x
balance in the fiscal accounts is a prerequisiie for
macreeconomic stability, Since most public dobt
lies with the Banco Central, however, the surplus
produces a deficit in the Bank’s income account,
necessilating sufficient coordination betwesn (e
monetary and fiscal authorities, Public saving,
|:|:|r.r|!x|||:_|r||:|i:||.g iy the differsnce btwesen current
revenie and current spanding, amounted to 5.6%
of GDF, a figure that reveals the substantial and
continuing contribution made by the government
to domestic savings and fo capital formation.
Thesa fi.gu:rm: e Jl'll:ill]:,' the resull, an the
revenue side, of a 10.2% real increase in lax
revenues, On the spending side there was a real
increase of 6.9% in current spending and 16.7%
in capital costs, so that public absorption (the
sum of current spending, excluding interest, and
invesiment spending) grew by 9.5% in real terms
during 1996,

The current account had a WSS 2,918 million
deficit in 1996, reflecting a significant change in
the trade balance and in the financial services
account relative to 1995." The trade balance

! The Banco Central will soon ke making availablo a new
balance of payments series recaloulated from 1980
anward. The changes in tho series reflect improvemants
in the sources of information. the replacement of
provisiomal values with final snes, and changes in
methodalogy, Amang these are, notahly, the inclusion
aof roinyesied pmﬁls from direct investmoni, both from
other countries inio Chile amd from Chile inie ather
couniries. Making this change will invelve moving fnom
a registration method in which profits are recorded on
iha basis of sctual romittances to one based on sccnamd
profite, which are put down as femitbed of peivested
This affects hoth the current account and the capital
wocount, as well as the savings figures of national
@CConis,



went from a surplus of US5 1,481 million in
19495 1o a deficit of USS 1,047 million in 1996,
and the deficit in the financial services account
increased from LSS 1,480 million 1o LI5S 2,016
million, Likewise, the deficit in the nonfinancial
services account increased by USS 65 million,
ending 1996 with a deficit of US55 229 million.
The resulis of the frade balance can he
explained, on the one hand, by the 4.9% drop
in the value of exports and. on the other, by the
12.0% increase in the value of imports. The
reduced value of exports can be accounted for
entirely by the lower prices at which they were
sold abroad, as the volume of exports increased
substantially =by 13.7%, even more than the
average growth rate seen during the 19905, Most
of the expansion in exports was in copper
producis, which grew by 22.4%. and in
noniraditional products, which rose by 15.3%.
Traditional exports other than copper wera
almost unchanged in real terms. The drop in
prices, meanwhile, was concenirated among
traditional export products: copper, with
=24.1%, and other main products, with —15.68%.

Although the rate of growth in imports was
significantly lower than in 1995, their neal growth
was higher than the growth in aggregate demand.
The volume of imports was 11.6% higher than in
1995, though the trend moved downward as the
vear progressed. Purchases from abroad
[measured by volume) increased by 17.4% in the
first quarter of 1996, but I]|||.-:..' fizll :nnrkudl}'
during the second and third guarters. The
downward trend was particularly marked for
consumer goods, which in the first quarter grew
in volume by about 38% and in the foorth quarter
grew by just 2.6%. Finally, in the financial
sarvices account there was a USS 531 million
jump in remitted net profits due o greater

autflows of investment profits generated by
mining in the second half of the year,

The capital account showed a positive net
currency flow of US55 5,016 million which, taken
in conjunclion with a negative balance of USS 017
million for errors or omissions and with the
current-account deficit, produced a positive
balance of payments of USS 1,181 million. Net
capital inflows were reduced by the USS 2,253
million in repayments made by the public sector
(the Banco Central, the General Treasury of the
Repuhblic, Codelco, and the Banco del Estado] to
international banks and, to a lesser extent,
to multilateral organizations. Among the
components of the incoming capatal flows. there
wias substantial growth in foreign direct
investment and in disbursements of medium- and
long-term credits, and a recovery in portfolio-
investment flows relative 1o the deprossed lovels
sean in 1985, though this had a smaller overall
effect. In terms of capital outflows, significant
changes included a drop in lines of short-term
credit and a recovery in flows of direct investment
by residents living in other countries; thens was
also a substantial increase in portfolio investments
abroad, but from a very low base. Generally
speaking, there was an improvement in the
financing compasition of the capital account, Of
the nel resounces entering Chile, 80% (LS5 4,019
million) was comprised of medium- and long-term
financing, taking into account foreign direct
investment and portfolio investment but excluding
American depository receipts [ADEs] and
invesiment funds. The remaining 20% was
comprised of short-term financing [including
investment funds and ADHs).

The consistency and coherence of monetary and
exchange-rate policies, and the timeliness of the




adjustments made to available policy instruments,
enabled favorable results during 1996 despife
incipient inflationary pressures and a substantial
deterioration in the terms of trade. The
achievements of recent years, particularly the high
bevels of saving and investment and increasing price

stability, mean that Chile is in a strong position to
continue on a course of sustained growth, Banco
Central autharities and ollsr sconomic agenis must
ensure that this process continues to develop on a
solid basis and in an snvirenment where inflation

stays on a downward course.

B. ECONOMIC ACTIVITY AND EMPLOYMENT

Economic activity continued to grow rapidly in
1906, albeit somewhat slower than in 1965 GO
grew by 7.2%, a remarkable figure considering
that it was achieved at a time of economic
adjustment and deterioration in the terms of
trade. Most economic activity was driven equally
by domestic and external demand, resulting in
averapge growth of 6.8% a year for the 19905 as a
whaole [Chart 1).

D'J.l'-il'l-s 1996 domestic demand increased |:|:,' 7.8%
and exports of goods and services grew by 10.9%.
The increase in exports occurred despite an
unfavorable international environment, with
export prices falling substantially, In conjunction
with the Banco Ceniral’s policy of maintaining
]“ﬂh domestic interest rates, this 1|r|:|i| createed a
relatively restrictive scenario for the development
of dynamic economic activity.

Gross fixed-capital formation was the most
vigorous component of domestic demand in
1996, growing by 11.6% relative to 1995, As

noted, exporis of goods and services also
experienced high growth. Private consumplion
grew by B.8% =strong, but much less than in
19495, Likewise, Sruwlh If IMpOoHS was diown
from 1985, ending 1996 with a rise of 11.7%
[Chart 3).

The terms of trade was instrumental in reducing
the rate of growth in real disposable gross
national income, which increased by just 0.5%.
The drop in the prices of Chile's main exports
-copper and cellulose- was a particularly
important factor, insofar as import prices rose
slightly.

In terms of growth by sector, nontradables showed
consideralde dynamism doring 1866, growing by
8.1%. Tradables grew by 5.1%. The bost-
performing nontradable sectors were commance,
construction, and transport and communications.
H.muug traclaklis :|r||r|:i|:||_.-| far 1Hl|.‘I|I'i'|:l|.II!L| all othes
sectors. In the fourth quarter, however, tradables
grenw faster than nontredables.



Export-oriented and import substitation
branches, meanwhile, saw y_;l;\w:h fall, In the
first case this was due 1o a drop in the
processing of sea products, and in the second 1o
a reduction in the calegories comprizing this
branch. with the exception of textile

manufacturing (Table 2).

B. 2 Composition of expenditure

Domestic spending rose 7.9% in 1996 -
significantly less than in 1995 [12.9%). Among
the components of domestic spending. growth in
fixid-capital investmant was particularly strong
at 11.6%, and total consumption rose 8.1%.
Private consumption grew by B.8% and
Government spending on consumption by 2.5%
[Tahkle 3),

Grass fixed-capital formation experienced strong
growth, and this was not accompanied by
inventory buildups to the same extent as in 1995,
The growth in gross fixed-capital formation was
sustained by increased investment in imporied
machinery and equipment. although investment in
construction also grew considerably. As a result
investment in fixed capital reached 28.3% of GDP
at constant prices, the highest level achieved in
recent years [Chart 3],

Al 11.7%, growth in imports of goods and
services was less dynamic than in 1995, The
biggest increases were in consumer goods and
capital goods, which grew by mare than 14.0%,
Impaort growth fell mainly because growth in
domestic spending eased. Other factors, such as
i drop in the real exchange rate, also played a
ol

Exports of goods and services continued 1o grow
rapidly im 1996 -10.9% in real terms. This
occurred despile the sharp drop in international
prices for Chile’s main exports, especially copper
and cellulose. Copper products, iron products, and
manufactures showed the greatest increases in
expart volumes.

The behavior of the variables directly related to
oxternal trade —that is, trends in international
prices— was reflected in a significant
deterioration in the terms of trade, resulting
from the drop in export prices and the slight
increase in import prices. This had a negative
impact on real disposable national income,
which grew by 0.5%.

Thi small increase in disposable national income,
together with the increase in consumption,
caused a significant reduction in mational VIR,
which amounted to 23.3% of GDP at current
prices, less than in previous years. This drop in
domestic saving required some of the gross
capital investment to be financed by external
saving, which amounted to 4.4% of GDP in 1996
(Talle 4}

B.3 Employment

Employment increased by 1.4% in 1996 —a 0.2
percentage point incresse over 1995, The labar
force grew by 0.4% over the same period. Thus
T2000 meww jols were created and the labor force
grew by about 25,000 people. The growth in
emplovment in 1996 was the highest in the last

three years.



Because the number of jobs increased by more
than the labor force, unemployment fell in 1906,
In fact, unemployment averaged 6.5%, almost

1 peroentage point lower than in 1995 (7.4%). This
was the lowest level in the past decade [Table 5
and Chiart 4).

C. INFLATION AND WAGES

The consumer-price index (IMC) rose 6.6% during
1996, which compares favarably with the 8.2%
rise in 1995 and B.9% rise in 1994, Moreover, this
was the lowest annual rate of inflation recorded
since 1960, This is the sixth vear in a row that
inflation fell and the third with single-digit
inflation. Both developments are without
precedent since measurements of this variable
began. This new achisvemont also vindicates the
policy of reducing inflation gradually, as it is in
ling with the target of having annual infation of
6.5% in 1946 [Table &),

The drop in inflation forms part of the Banco
Central’s medium-term strategy, which iz to
achiove convergence with inflation levels in most
developed economies [that s, rales of less than
4%). The perseverance of the monetary
authorities in applying consistent macroeconomic
policies, and their constant vigilance in
forestalling potential imbalances, have enabled a
sustained reduction im inflation over the past six

Viars,

A notable feature of the reduction in inflation
achieved in 1996 was the drop in the rate of
increase in the prices of nontradable goods, which
were up by 7.4% during the vear. Although higher
than the rate of increase for prices in general, this
compares favorably with the 1993 figure (10.0%],
This improvement became apparent only in the
final third of the year; towand the middle of 1996
thi ratie of increase in the prices of nontradable
goods was higher than it had been at the end of
19495,

In the first half of 1996 the annual change in the
IPC was rising, reaching 8.6% in May because of
extiernal factors such as a rise in the price of fuels
andl redated products, and of products derived from
wheal -a consequence of increases in the
intermational prices of these raw materials. During
the second half of the yvear, and in particular from
August onward, the annual change in the [RC fell
markedly, reaching its lowest point in October
whin it stood at 6.2%, This downward movement
was helped by the reversal or disappearance of




tlempaorary Bsctors that had affected the IPC during
the previcus year, especially during the third
guarler.

Among the categories that make up the [PC, the
most faverable inflation figure was recorded in
|'!||'.|I!||ir.||:|:. with a VEAr-0dy-Yisar ::h:ing«l,: ol =4, 7%.
The performance of food prices was also
natable -the annual increase was 4.1%, in
contrast 1o the 9.0% rise in 1995. At the other
end of the scale were housing and the “others™
category, which includes education, health,
recreation, and other services. Both calegories
showed an increase in the annual rate of change
in their prices, with housing rising from 7.1%
in 1995 fo 8.1% in 1996 and services and others
rising from 10.0% in 1995 to 10.5% in 1996,
Finally, price rises in tramsport amd
communications were lower than in 1985,
increasing by 9.2% (Table 7). Meanwhile, the
cumulative annual inceease in the wholesale-
price index [IPM) was 3.1% in 1996, much loss
than the 8.2% rise in 1995 [Table 6], Most of
this improvement occurred because of slower
gr"l:uwlh in the prices of domestically produced
goods, which rose Z.8% in 1996 compared with
4.2% in 1995, and in the prices af 'impl:lll:wl
products, which rose 4.0% in 1996 compared
with 5.2% i 1905,

The hreakdown of inflation between tradable and
nontradable F«mulx carried oul hF the Mational
Bureau of Statistics [INE) showed that the
cumulative annual change for tradable poods was
4.0% in 199, down slightly From 506% in 1995
The annual increase for nontradable goeds was
7.8% in 1996, which compares favorably with the
10.0% rise in 1995 and the 10.4% increase in
1954,

Measures of underlving inflation, which reflect
the behavior of inflationary pressures, showed
a downward tendency similar o (hat seen in
the IPC, although at the end of 1996 the figures
for u:Lﬂl,-.r]].-:i:us inflation were 'Iiig'lu:r thian those
for consumer inflation. In fact, in the
underlving inflation measure compiled by the
INE, which provides a measure of the 1PC
adjusted for seazonal wvariations in eleven
agricultural products, the cumulative increase
over 12 months showed a rising trend until the
middle of the third quarter, at which point it
started o descend. Al all times, however, the
figures were higher than the IPC figures. This
i5 because the figures for the agricultural
products fell substantially in 1996, The trend
is still rising until the third quarter if the effects
of fuel, transport. and enargy products are oot
included in this measure, though the figures are
lower than the corresponding IPC figures. This
index then beging to move downward, ending
the year slightly above the measured inflation
figure.

In December 1996 the hourly-wage index and
the cost of labor index showed nominal
increases of 9.5% and 9.3% over 12 months
[2.7% and 6.0% in real terms). This resul
confirms the decline in the rates of increase in
nominal wages that began in the middle of the
year, when they were still over 12%. These
figures, again, are consistent with the Banco
Central’s monetary adjusiment objectives.
Consolidating this trend will underpin
sustainable results in the effort 1o lower

inflation.

Thesa achievements represent an advance in berms
of bringing increases in real wages in line with



trend growth in productivity, as the year-on-year
increase in hourly wages fell from 5.1% in
Diecember 1995 10 2.7% in December 1996, as
nobed above. The real annual increasa in the cost
of labor was higher than in 1905 [when it was
3.7%] as a result of the behaviar of the wholesale-
price index, which is used as a price deflator when

this is calculated [Tables 84 and BH).

The success in meeting the inflation target for
1996, together with the results in previous years,
1% evidence of the lirm stance that the Banco
Contral has taken against inflation. Decisive
action will be required if a resurgence in
inflation jeopardizes the achievements so far or
slows down the pace of progress, Thus a
consistent and comprehensive monetary policy

will continue to ba applied over the next few
veears ko achieve the objective of bringing down
inflation o the levels seen in indusirial
ECONGIm e,

Another Bactor that will affect future ::h:‘lll:ﬂ,l.-.j. 11
wage levels are the initial adjustments agreed in
the collective bargaining contracts concluded in
19%6. The adjustments agreed in these contracts,
over and above |r:|.$| mnflation, showed a
moderate tendency, with lower rises than wers
applied in the same periods in 1995, This is
regarded as consistent with productivity trends
and inflation goals. The 1.3% wage adjustment
agroed during 1996 compares favorably with the
1.7% regional increases seen in 1994 and 1995
[Table 8].

D. MONETARY POLICY AND INTEREST RATES

D.1 Monetary policy and trends
in inlerest rates

For the past ten years the main objective of the
Banco Central's monetary policy has been to
influence interest rabes in the market. This is done
because these rates affect the pice of g'mwlh in
aggregate spending. and so affect price stability.
Since May 1995 the Banco Central has focused on
the short-term interest rate, seeking to maks
maonelary |:||:||||_:-. more effective and to contral 1he

liguidity of the financial system. The Bank can
manage the liquidity of the financial system using
a range of instruments, including the Liquidity
Credit Facility (Rediscount], the Liquidity Deposit
Facility, operations to purchase promissory
notes subject to repurchase agreements, and
extraordinary bidding auctions [Repos and
Antirepos). The Bank uses these instruments to
orient the interbank interest rate in such a way
that, when its effect is transmitted to other market




rates, these ane compatible with a pace of spending
growth that is consistent with the inflation targets
seb by the monetary authority.

[n December 1995 Banco Central authorities
decided to increase the rates of the Rodiscount
brackets and the Liquidity Deposit Facility,
with the objective of pushing up the interbank
interest rate. This increase in rates was
designed to restrain excessive growth in
aggregate spending and the inflationary
pressures that this enfailed. Thus interest rates
rose from 5.7% fo 6.7% for the first bracket,
from 6.0% to 7.0% for the second bracket, and
from 7.1% 1o 7.5% for the third bracket. All the
rates are expressed in annual erms over and
above the change in the Unidad de Fomenio
[UF), an inflation-adjusted index of account.
The interest rate for the Liquidity Deposit
Facility was raised from 5.0% to 6.0%.
Subsequent to this there were no other changes
to the structure of interest rates, although the
objectives for the interbank rate within this
siructure were modified.

In real terms the annualized interbank interest
rale rose from 6.5% in November 1995 to an
average of 6.7% between December 1995 and
March 1996, On 4 April 1996 the Banco Cantral
announced that liquidity conditions were to be
squeezed in order to push up the interbank
interest rate, to leave it between the second and
third brackets of the Liguidity Credit Facility.
Fram that month forward the interbank interest
ride remained, on average, in the region of the
interest rate corresponding to the third
Rediscount bracket, Mluctuating within a narrow

hand withaut ru-lll:ninl.-. to thee lewed af (e gecond

bracket [Chart 5.

Since May 1995 the market has played an
important role in setting the interest rate for the
Banco Central’s 90-day indexed promissory
notes (PRBC). These ratos foll during the first
quarter of 1996, from 6.9% in Jamuary to 6.7%
in March. After the adjustments made by the
Banco Central in April, these rates rose, resching
an averig ol 7.5% helwoen ]'r‘ldj.' amd .'";I.Ig_llil. In
the fourth quarter the rate fell again, reaching
7.3% in December, because of favorahle
expectations resulting from the slowdown in
price rises and the success in meeting the
inflation target, For thi visar the average interest
rate for the 80-day PRBC was 7.3%, slightly
more than 1.0 percentage point higher than in
1965 (Table 10).

Interest rates for UF-adjusted deposits {rom 5
to 365 days moved in a similar way to the 90-
day PRBC rate, falling from 6.8% in [anuary to
B.6% in March, then rising from April onward
to reach 7.2% during May and June, During the
second half of the year these rates fell slightly,
particularly in the fourth quarter, reaching 6.8%
in December. The annual average was 6.9%,
higher than the 5.9% in 1995, The invesiment
interest rate also moved in o similar way, with
an average differential, with respect to the
deposit rate, of 2.4%. This differential is lower
than tha 2.7% seen in 1995, This reduction, the
second in two years, reflects the increased
u[fii,::iqz:u::..' and |:|:'||'|:'||.'|I.-:I!il:m|'| in the financial
system, which has led to smaller spreads
between the interest rates charged and those
paid [Table 11 and Chart 7).

As regards the Banco Central's indexed
promissory notes payable in cowpons (FRC), the
inviestnaeanl £ s af 2,000 UF for hll‘]n:ling fior
8- and 10-year PRCs and 200,000 UF for bidding
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slowed down during

changes in private spending. The real increase in

todal credit eranted over 12 months di |-|--'.| I

Ao B 14.1% in December 1995 (o 13.5% in Decembsar
) PETGATE BADMEY IM1 A 1956, This slowir pace of groawih was (e =gl
i rabe of increase in fopsgn-currency

1995 and Decembser 1996, increasing 16.4% in

wpiods, Within the totals, however, morigase

lending showed a persistent te

dosvn: the real rate of increase over 12 months fizll
from 28.5 in December 1995 to 20,7 i1l

[ [ S T L
| TR IEET 1

Forelgn-currency loans, on the other hand
experienced a decline in their annual increase in
nieulfralized I;:. ;.I.. emenis of Banco Cenira real terms during 19596, with & 1.9% erowth rate
NEOMISSOEY nolEs I:I||-':.-.'|-||'-- with tho tax in Decembser 1995 giving way 1o a 12-month fall

inistration, meanwhile, were lower =alsout of 5.0% 1n 1996 This treod can B explained, on

5 bi PeBE0S the one hand, by a drop in the volume of loans
- maEe 1n [oralen Currency anad "!|_| 41T il'. '!
The amount of credit granted by the financia efbect the increase in the real exchange rate had
sysbem aocelerated during the Arst half of 19% and oy B valoe of these loans




E. EXCHANGE-RATE POLICY,
BALANCE OF PAYMENTS, AND EXTERMNAL DERT

E.1 Exchange-rate policy and institutional
structure

1 | }
DL VTS OXC AR ] MAS 50 11
uce the extent te which the parity Auctisates

the aimn being bt ensure that the peal exchangs rat

popnanmi: balancs im the medinm and HELE§]
the Hanco Confral has
tried 1o ensure that the use of external saving lor

thir current-account deficil. which is eguivalent t

L) s Kl ak a level such that domestic investment
Fiancing 1% renborced by i, buat thal 15 consistent

with a sustainable level of borrowing in thi

The movement of the cxchange rale over thi
few wears has been determined by structural
hanges in the Chilean economy. Prominent
.I.|l|'|'_:i|| s ane the |'I_'||..I'.|| I-.|-'.-|'|-'|I'_;|.'.|I| ]
the economy as a whole and in mp rts 1m
particular over the past decade, and increased
financial integration with the rest of the waorld
with il keneficial eifects on the volume and
IIlI!|||.'~\..| n | exiOrn: [IinaOCiIng hasa
II"'.-'. I-l'lI l:l"' HETYH I.I (S II'.I' ii' Hal I:".I“..: :'I
intraeluce greater lexibility inbo its exchange-rate
palicy, allowing the Chilean currency o appreciate

totween December 19495 and December 1996 tha
pe=o appreciated by 2.8% against the dollar in rea
Eil 4] Ive average annual rale of s appreciation
YWHS 4.4 |||'\-\.|| VEMEmt 15 SEmLIEr to UEat L

AnELE i VAL uk T - e Finmy alf 9
Previous years ..||.|.||....||. AT

i] i T0E0, Still, it shiould not be assumed
¢ legures that there has bean any

igmhcant deterioralion in oo |'|.|II|:|'. fress i e

Lracliak ectors, In fack, the real exchange rate was
21% higher in 1996 than in 197% [the year befor
the sh : .|!-_| i Allon '!:.|'_ L L) ;'| e al ||_|
Beganning of the T9%A0s)] but 15 losver than in
16 [Uve vear e exchange mfe mose strong ¥ im
respanse (o the scarcily of currency :-'-:||‘..|.',: Fyala)!
thee extermal-debt crisis: Table 15 and Chart 11)
li's e hange rale s similar to
hat throughout Latin America, the canse being @
n external conditions, in terms of
bath external financing and foreien Lrads
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ribes, land, and securifies= that could leed to
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cdomestic spending. Such a spiral would leave

Chile

intarmational cap tal market or

villnerable to anv reversa im bhe
in he lerms ol
ik, Thus the Banco Central is taking & _;|.|.||| al
approach 1o epening up the capital account. This
strategy also pe (HETNLERS the costs of svelemic risk
ASS0H .||‘|'|| '.l\.'|||' aclivities S "| T I|||.I--I [i] 4 ||.|;|.\l.
lirecily

and iastilulional invesiors, an isswe that

affecis the stability of the paymants system

I % i | fimar o
Finally, increased financial integralion limits sogme

of the monetary authority's discretionary power
and this cost is reflected in the liberalizatior

slraliegy

(ver the past year further progress has been mida
in integraling exchange markets and internationa
|.||-i|.-.| Hitforms aimed at unifving the exchanze
markel continued. As parl of these meforms the
celling for purchasing freely available currencies
on the formal exchanpe markel was ralsed from
[ISS 3,000 to UUSS 15.000 a month. Likewise,
Lhilean inyoslors now .'| Ve 8 '.'-i|‘||'r TATNES Of
loreign investiment cholces, Among the most
impariant measunes ane the authorzation given (o
matual fumds (o invest up bo 100% of their assels
in foreipn instruments, extension of the range of
instrumenis in other countries that insurance
-'||.'I'|,|.-\.I|il-"\1 can use for their investments, and
suthorization o sel up international investment

fumds of Chilean origin

Other developments that took place in the ares

of external financial regulation incloded

1M Provame 16 B0 PESEry e L nems el I -_."IJI.||II!II'\-
the ehjective being to unify the realment of
different sources of funds entering Chile and to
Wil

overcomse adminisiralive inefficlencies arising

Chust B

3 | LX)

Lon of these regolafions. Amans

the masl imporiant measunes was the abalition of

|
Wi PeC R nts [OF eX[Ernal credils LAt
Ompanies raiss iy LSEUL0E bio 1S [0 |||'.||'.| i

investment 1o other countries or refinance the

liahilities of branches or agenis in other countries
As a result Chilean firms are now able to gain

ICCEss 10 JOredgEn |.||-|'_.|| |||.|:L|'|'~| Al a 10Wer oS

Furthermore, external credits enfering under
Chapter V1 of Section | of the Compendium o
Forign-Exchange Begulalaoms (LNCEH) can now b
pabd directly outside the country, using funds from
dakitors ey port operations In addition, reserve
requirements and other controls on credit and
invistmant operstions carried oul under Chapter
X1V were lifted for amounis between LSS 10,000
and US55 200000, on the concition thal a single
gzant does nol accumulaie maore than LSS 500,000
in these operations over a 12-month period. To

make the regulations applving to o ash reserves

T

g e
g




mare precise it was decided thal authorization

would be required from the Foreign Investment

Commulles, or lrom the e

anl contrsct signed

with the Chilean slile, befora i |-||'|-=||:|'-'\. L

. corresponding to iavestments under DL 600

]‘I:I.I”'I.' it was e '|‘||'|| rh.r_ |||||I:"_|_|| investments

registered under the terms of Chapter XIV of

Seclion [ of the CNCI must form a 30% cash

reserve when they are to be used to form or
increase ihe l:..'.i::‘..ll stock of COMPAanies or
enterprises saf up in Chile [unless they are
intended 1o InCTeass _[l;'|||||_|| fion capacify bor gos 1ids
and services or Lo secune _'.l-'\-”I: ipalion in the
3!r---|u< liva management ol

-'I|I:|||.-|!|.-'-| of

I'II|"r|IrI'\|"~||

These measures demonstrate the Banco Central's
commitment bo gradual and selective integration
with international ipital markets, an approach

that has made it possible to reduce Chile's

exposune 1o the valatility of short-term Anancial
flows uiopl & more aulonomons mandary |

and avold exceccive growih ir L nding. Th
ultimate objective of the restriclions applying to
the apit il account has besn o redece and
changa the composition of éxternal financing,

||'."III::.: diFIEE=EIEIM OY & -\,,:-||.||--_-.

ExXEErmal

inancing

E.2 Balance of pavmenis

E.2.1 Lurrent occound

The current account of the balance of pavmeEnls
was in deficit by USS 2,918 million in 1996 -a
caonstderable deterioration relative to the 1SS 147
million surplus of 19495, This resull can be

attributedd chiefly 1o the drop in this terms of tracle,

'.'-:‘III II 3K |:rr|--| L TED |E’|l' ||| 1CEs |.| SO0aE Of
Chile's main exports seturned to more normal
levels. Overall, the praces ol -”-.|:|-rI|'-'| pondds
'il-l_:=|-l'-| 16.3%. Meanwhile i||'|:_|-|:| prices fell
0.3%. As a resull, and despite the increase in
exparl volumes, the trade balance moved from a

surplus of USS 1,481 million in 1995 to a de

il
of USS1,147 million in 1996, This result breaks
down inlo exports of US55 15,353 million and
imports of LS 16,500 million, Whils LIk i R
down 4.9% by value, imports wene 12.6% higher

than in 1995 [Table 16].

The 16.3% dr

B0 exXpor] prices was (o o Earga
il gris¢ compensated by a 13.7

down 7.1% lequivalent to USS 458 million), the

ITLLTENLSAY 11

volume. Although the value of copper exports was

viluE of all other export ||;||||_|| 1% suffersd anly a

B Il'l II:II' ||| ||'. |l 10 & l..-||.|' |-| [} :|-|||l_'

exporis was a resull of & 24.1% drop in the fob

#al, which was not counterbalancesd



by thee 22 4% increase in the volums of production

achieved as a resull of new mine workings coming

an SRneam

Among noncopper exports the value of raditional
pxport products fell by 15.1% as a result of a
15.8% fall in prices. accompanied by an 0.8%
increase in volumes, The products subject to
significant price reductions included molybdenum
[=50.1%]), mathanol [-49.9%). crude cellulose
[-50.5%], and bleached cellulose [-50.0%). For
molyhdenum and methanol these resulls can be
accounted for by the fact that prices were
exceptionally high in 1995, while in 1996 prices
returned to normal levels, For cellulose, not only
was the basis for comparison exceptionally high,
but in 1516 prices fell below normal levels becausa
of large inventories. Again, with the exception of
msethans] (which had volume growth of 17.5%),
the quantities of these export products showed
only small increases,

Despite the significant reduction in the value of
exports for these four products, the effect on
tracitional product exports other than copper was
lessened by the growth in other important
products such as fresh feuit, gilt metal, iodine,
planed wood, and silver. The value of fresh froi
exparts inoreased 7.9% [(equivalent to USS 88
million] in 1996 a5 a resull of & 12% increasse in
volumes, and despite a 3.7% drop in prices,

Meanwhile, exports of nontraditional products
greow in value by 5.0%, with volumes increasing
15.3% and prices falling 5.4%. A favorable
contribution was made 1o theqe fesulis 1:_:,- Cirlain
agricultural products [maize] and others derived
from agriculture [wine, fruit preserves, and juices),
as wiell a5 pastas and other food preparations and

a number of ]lrlxll:ll'!x derivied from the sea (fish

in brine, trout, salmon). Exports of metal products,
textiles, and electrical and transport products
[especially boats) were alse notable. Some
nontraditional exports suffered a contraction
during 1906, however —for example. certain sea
praducts (sword fish and sea bass), some
agricultural ar agriculture-derived products
[onions, kidney beans, tomato juices, pastes, and
preserves), wood chips and other forestry
products, and copper wire,

The deterioration in the trade balance also resulted
from the growth in imports, which increased by
12.6% [fob walue) over 1995, This increase
comesponds te an 11.6% rise in volume, The
increase in value [cif] was 17.6% for consumer
goods, 13.4% for capital goods, and 9.7% for
intermediate goods. Among imports of
intermediate goods, a distinction should be made
between imports of fuels and lubricants, which
were up 31.8%. and imports of nonfuel
infermediate goods, which grew 5.5%. This result
wis influenced by the 22.0% increase in the price
of ol [Tahles 17 and 18L

The net result for services and transfers was a
deficit of US55 1,771 million =a deterioration of
U155 437 million relative 1o 1995, This was mainly
due to higher net outflows in the fnancial services
accounts in the form of profits from direct
investments, Thess profits rose LSS 509 million,
maknly due to higher outflows of profits from
investments in mining in the second half of the

Y,

Met interest flows remained at almost the same
level as in 19495, the result of a drop in interest
paid for medium- and long-term debt, balanced by
a drop in interest received for international
peservies, [nierest payvments on external debt foll by
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U155 125 million relative to 1995, mainly because
of the USS 225 million drop in the interest paid
on public-sector debt., A drop in extermal
indebledmess due to prepayments made during the
second half of 1995 and the first half of 1996
accounts for the reduction in interest payments. In
the meantime, the private sector increased ils
interest payments by USS 100 million as a
consequence of an increase in its external
borrowing. Interest received for international
reserves decreased by USS 124 million in 1996,
primarily as a consequence of the drop in interest
rates in international markets, combined with a fall
in international reserves in the first few months
of the vear [Table 19).

Monfinancial services showed a negative balance
of US55 228 million in 1996, which meant higher
net outflows of US565 million compared with
1995, Among these services the mos! important
change was in the shipments calegory -a resuli not
only of the increase in impors but also of the
increased share of import carriage taken by
transpart facilities operated by nonresidents. This
mean! thal outflows of shipments increased 12.6%

Jwhile freight and insurance costs for goods
imports increased only 5.5%. Next in size was the
net resull for port services, caused by a drop of
5.1% in exports of these services, The net result
for the travel category was a small decrease relative
to 1995, the result of a 13.3% increase in spending
by Chileans abroad and a rise of just 10.4% in
tourism recedpts in Chile. The increase in spending
for tourism to other countries was especially
pronounced in the third quarter of the vear, more
than balancing the drop mecorded in the second
quarier [ Table 20).

Met revenue in the unilateral translers category, of
which taxes received an profits remitted by foreign

imvestors are the most important iem, increased
by USS 164 million duo 10 an incroase in (hese
remiliances.

E.z.2 Copilal account

During 1996 the capital account [excluding
reserves) showed a net inflow of LS5 5,016 million
=58 3,706 million more than in 1995, Most of
thiz increase was accounted for by fereign
investment, both direct investment and portfolio
investment, and 10 a lesser extent by the net inflow
of external credits which, 1||'.-R|.'||.Il': prepayments ol
debt, were positive [Table 16)

Of the net resources entering Chile, 0%
[UF55 4,009 million] was comprised of medium-
and long-lerm financing (taking into account
foreign direct investment and porifelio
investment but excluding ADRs and investment
funds), The remaining 20% was short-torm
[inanciug 1inr:l||din1-, investment funds and
ADRs].

0 the mediume- amd II,!TlS-'|[":|T|'| n;,:.]pi.1a|, {hiz Wsilirc
Mow received by the private sector was particalarly
significant —especially in the companies sectos,
where the figure was US55 5,852 million. Of this,
BO% was 1:|:|r|||:|r.ix|.'-|| il nel I'l,lmigu ivestmaent,
including associated creditz. The remaining 31%
consistod of external credits, most of them going
te  finance investments in  electricity,
telecommunicion, |||i||i:||.3. amd seevices. Privale
banks received positive met flows of USS 19
million, mainly in the form of external credits. The
public sector recorded negative flows amounting
to LS55 1,800 million, inclueding U155 2,253 million
in prepayments of credils [mainly to international
banks and to a lesser extent (o multilateral



erganizmtions). These prepayments related mainly
b thie 18391 financial program, and most waepe
made by the Banco Central (USS 1,369 million],
the General Treasury of the Republic (USS 300
millien), and Codoleo and the Banco del Estado
[LI55 313 millian). The Treasury and Corfo carvied
oul prepayments to multilateral organizations
tetaling LSS 271 million.

Receipts classified as net foreign investment,
including direct investment and portfolio
imvestment, swvere UIS% 4,114 million, more than
four times the 1995 fgure. This was the result of
strong direct investmen! receipts, particularly for
investment carcied out through DL 600, Postlolio
investment, likewise, increased strongly over the
depressed levels in 1995,

The 210% increase in direct investment was the
result of a jump in investment from other
couniries, partly counterbalanced by an increase
in investmsent in other countries. Direct investment
capital entering the country by way of DL G0D
tolaled LSS 3,936 million —a 1229 increase over
19#095— and remittances of this kind tolaled 1S5 177
million, Seventorn recipionts accounted for 65%
af the tetal coming in by way of DL G00. OF these,
37% were in banking finance, 22% were in
electricity and telecommunications, 10% were in
industry, and 8% were in mining. The remaining
3% were mainly in services. Over the course of
the vear there was a substantial increase from the
third quarfer onvward,

Partfolio investment, meanwhile, saw considerable
chanmges relative to 1995, After a period in which
ned flows wore negative, a resurgence occurred in
thix fourth fuartes af 1995, This continued through
the fiest three quarters of 1996, accounted for by
ADR flows and successive issues of bonds

amounting o aloat US55 200 million per quarter,
This tendency was reversed in the fourth quaster,
when a substantzal remuittance of investment funds
[FICE] ocowrred and ADEs fell.

As rogands portfolio invesiment abroad, insuranoe
COMpeanies anal swuteal funeds investing in foreign
markets conteibuted significantly to the net
oulflow of USS 124 million recorded in this
calepory [Table 211

A positive flow al USS 608 million in mediame-
ferm capital originated from external eredits, an
increase of 1S5 685 million over 1995, This flow
was the fesull of receipts of external credils
amounting 1o USS 5,286 million and repaymants
of UBS 4,678 million, which include prepayments
of external delt totaling U5S 2,713 million. Among
the external credit receipts it is important to
highlight those entering under the auspices of
Chapter XIV letter A of the CMNCI, amounting fo
USS 2,007 million (91% of which was channeled
[{5] |rri1.la|!|: 1,:I'JIII|IlI'Ii1!H|. OF thiz, 43% wenl 1o
electricity and telecommunications, 2¥% 10
services, 24% to mining. and the remaining 7% to
other sectors, The public sector, meanwhile,
received capital in the form of credits totaling
USS 992 million; of these, 50% went to Codeleo,
which weed 34% to prepay external debl and 66%
to Ainance investmend projects. OF the tofal amount
repaid, 59% came from the public sector, 36%
from private companies, and 5% from private
banks. Of the total repaid, 58% was for
prepavment of external debd.

Mot inflows of short-term capital wers USS 328
million, a drop of USS 220 million over 1965,
Breaking down this figure by sector, the
nonfinancial private sector sccounted for net
receipts of US55 683 million and the public sector

33




for net receipts of USS 102 million. Private banks
had negative lows amounting to US55 457 million.
This drop was a consequence of a sharp reduction
in the usa of commencial credil facilities during the
firet three quarters of the vear, and the outcome of
policies to restructure liahilities that led to external
financing being replaced by domestic financing.
This situation was reversed in the fourth quarter,
compensating to some extent for the fall that had
taken place in the previous three. Private
companies, meanwhile. obtained a substantial
volume of financing by using extermal assets. This
partly compensated for the outflow related 1o trade
movements in the first half of the year, which was
mainly the result of an increase in pending export
returns and a decline in the advances recaived by
EXrartens.

E. 3 External debt and international

TESETVES

As of 31 December 1986, Chile's external debl wias
LI5S 23,049 million =L155 1,313 million more than
a vear before. This increase was the result of net
dishursements totaling US5 1,237 million, a
negative adjustment of USS 91 million due to
parity differences, and other pasitive adjusiments
amounting io LSS 167 million.

Gross disbursements of medium- and long-term
detd, which include issues of bonds by resident
companies and by their agencies in other
countries, tolaled LSS 6626 million. OF this, 82%
(155 5,457 million] related to private companins’
debt. Disbursements from the public seclor
amounted to USS 992 million, of which 1S5 500
million was dravwn by Codelco and used 1o finance
investments and to prepay external debt. Private
banks dishursed USS 177 million.

The II:'nliltlnl_::l.' to roturn o traditional markets for
credit ~that i, to lending banks= continuid. These
banks supplied 78% of the credit received in 1996
Direct providers were another important source of
funds, accounting for 10% of the total, Enterprises
associated with II_J[I,.":iHJt invesiment, muliilateral
organizations (the Inter-American Development
Bank and the International Bank for
Reconstruction and Developmant], and official
agencies supplied only 7%, 3%, and 2% of gross
financing. Meanwhile, the private sector, with the
backing of international banks, issued bonds
totaling U155 1,370 million, of which USS 800
million came from agoncies of these companios in
other countries. Loans taken out or bonds issued
by agencies in other countries represent a further
step in the globalization of financial systems and
in the financial disimtermediation of Chilean
companies. These resources ware used 1o finance
investmants carried out by Chilean firms in other
countries,

Repayments of medium- and long-torm external
debt totaled USS 4.593 million, with repayments
by the public sector resching LSS 2,078 million
and those by the private sector reaching LSS 1,615
million. Of total repayments, 69% went (o
international lending banks, 16% to multilateral
organizations, and 9% to direct providers, The
n':ml]:im'ng % wenlt to CAITL i 1 assncialed with
foreign  investmeni and 1o government
organizations. Advanced pavments totaled
US55 2.713 million in 1996, of which the most
sig_niﬁi,:unl wone thi prepayvmaents af external dobi
carried oul by the Banco Central, the General
Treasury of the Republic, Codeleo, and the Banco
del Estado, which accounted for 83% of the total.

Breaking down the distribution of medium- and
long-term external debi by sector, the private



sector incrensmd its share from 62% in Decombar
1995 to 76% in December 1996, This change can
be accounted for, in the main, |.'|!.' 1hie
prepayments carried out by the public sector, in
contrast to the positive not flows of oxternal
credit il were receivad |:|:.' tha privade seclor,
In 1996 the public sector reduced ils mediom-
and long-term debt by LSS 2,070 million, whila
the privale sector increasod its borrowing by
155 4,178 million,

Sleort-torm external debt taled LSS 2,635 million
in 1956, or 11% of total external debt. Of this, 81%
want 1o private banks, 13% 1o the public sector,
and 4% 1o private companias,

Short-lerm credits foll by USS 796 million in net
lerms in 1906, the resull of a LSS 957 million drop
during the first three quarters (although this was
then reversed in the fourth quarter, swhen short-
term facilities of USS 161 million were recoived).

The fall in credit fscilities affocted private banks,
[which expericnced a drop of LSS 309 million),
|'|-r:i1.':'||I|.= CANT T S (USS 222 million), and the
public sector (LSS 265 million; Table 23).

(M the external dobt incurred in 1996, 96% was
in dallars. The rest was denominated primarily in
ven and dewlsche marks. As regands interest rates,
6% of the deld was subject o variable rates and
the remaining 35% o fixed rates,

International reserves stood at LSS 15474 million
ak the end of 1996, a figure equivalent lo eleven
months worth of goods imports [Table 24). The
/58 669 million increase in intemational reserves
wiis @ result of the balance of payments surplus of
1155 1,181 million and of revaluations totaling
U155 512 million, the latter being associated with
movements in the parities between currencies and
with changes in the prices of instruments in which
the intemnational reserves are invested [Table 22).
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Tabdn 2

GROSS DOMESTIC PRODUCT BY SECTOR (1]
{Annual percentage change)

auclor 15100 1891 1992 1643 1804 14995 155
Agriculture, livestock and forestry 7.6 1.8 7.0 1.6 .9 4.8 1.5
Fl.:-;'lnlns =4.6 4.7 10,5 0.4 18.8 11 a4
Mining a5 4.6 2.0 0.4 7 .2 11.49
Manufacturing 1.1 b6 1100 5.1 29 55 as
Electricity, gas and water =43 283 N7 4.4 4.5 .49 1.7
Construction 4.5 1.5 128 1400 20 T4 10
Trade, hotels and catering 8 115 182 B 38 106 104
Transport and communications 6.6 98 138 7.0 86 123 100
Financial services 3.5 B.5 8.9 iR 4.7 7.7 7.0
Home ownership 2.6 .o 1.5 2.5 2.9 3.0 3.8
Personal service (2] a0 1.5 3.7 4.0 14 24 3.6
Public administration 12 1.7 24 1.8 nr 14 1.4
Subtolal 35 700 104 5.6 4.2 74 6.7
Less: Bank charges 22 7.4 104 5T 44 7.6 6.8
Plus: Collected net VAT 0.7 8.1 11.6 8.3 4.0 8.4 &.0
Plus: Import duties 22 1.6 263 131 56 247 1zA
Tatal GIP 1.3 7.2 110 6.3 4.2 B5 7.2

1] Pravisional Agures in 1985 pesas.
[2) Imcluding education and public asd private health

Source: Bameo Cepiral de Chile




Companent

CONSUMPTION
Privale

Govemmizt

(Genss fived -capital
formalion

Chazges in

DOMESTIC DEMANT

TOTAL GIW

Takile 3
EXPENDITURE COMPOINENTS OF GROSS

DOMESTIC PRODUCT (1)
PERCENTAGE CHANGE

1983 1991 199% 1993 JHI“'I.m I!’; ;’ﬂ;
05 83 W08 75 41 WS B1 744
04 80 118 A1 44 117 BE 642
11 43 B3 33 23 23 18 i
40 16 260 125 10 190 74 I6Z
14 =232 260 1.7 35 131 116 |
T T §

14 65 145 89 37 129 79 1006
aF 17 138 42 HZ 114 108 .0
16 B5 15 112 51 222 117 M6
13 73 110 €3 42 RS 72 1M00

(1] Pravisicnal figares in 19086 pesos.
Saurce: Hanco Central de Chile,
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: Tabled RASE
SAVINGS AND INVESTMENT RATIOS (1) =
er : i g e

e e

Companes: PERCENTAGE CHANGE

et LAY R R

SAVINGS 268 1O 410 B 106 244 123

Gross domastic

External savings

Fixed-capital
investment HE 163 401 M 129 168 1

Changes in

R R e

R T -

(1] Provisional figures in pesos of pach year.
Source: Banco Central de Chile.




Tabile 5

EMPLOYMENT AND UNEMPLOYMENT (1] (2)
Quariecly moving avecagess ending in the specified month
[Thousands of persons)

Data WORKFORCE EMPLOYED LUNEMPLOYED LINEM-
s —— —  FLOYMENT
Total % Change Total % Change Total % Change RATE
aon Previous an Previouns on Frevimms
Perind Perind Perind

1992 Average 5,040 &7 4,704 .4 337 —16.4 6.7
1993 Average 5322 56 4977 58 346 26 6.5
1984 Average 5,454 2.5 5,034 1.1 425 22.0 7.8
1985 Average 5,497 0T 5,082 1.2 405 —4.7 7.4
1996 Averagn 5522 0.4 5,164 1.4 I58 =11.7 A5
1945

January 5571 0.2 5,153 0.5 4149 2.4 7.5
February 5,582 nz 5177 0.5 405 -3.4 7.3
March 5.544 =15 5141 =07 448 0.7 7.4
April 5518 -6 5,127 -0.3 301 —4.0 el
May 5460  -0.8 ¢\ 5,060 =1.3 40 4.5 7.5
June 5438 ={L 5,018 =18 430 28 .7
July 5437 01 5,004 -0.4 432 27 74
August 5432 (111 5,005 0.1 427 =151 7.4
Septembir 5463 LG 5,048 0.9 415 -3 7 Th
Dictober 5460 -0 5,064 i i —4.6 7.4
Movemhber 5,517 1.0 5,141 1.5 376 =5 f.8
December 5,538 4 5,174 0.7 64 =32 i, fi
1946

January 5597 1.1 5,207 0.5 F00) 7.2 7.0
Felimuary 5,585 ={).2 5,196 ={],E 380 ={).4 7.0
March 5564 =04 5,158 .0 B 5.8 fi. ki
April 5408 1.2 5,163 -0.7 315 8.6 .1
by 5,500 1 5,159 =01 345 3.0 .
June 5504 (1] 5,142 =03 362 5.1 .k
July 5470  —0.4 5,083 -0.4 3R 6.7 7.1
August 5451 —[L5 5,067 -0.5 a3 (L8 2.0
Seplember 5,460 0.2 5,050 0.4 370 -1.5 6.8
Dctabor 5480 0.4 5,134 1.4 342 ~T.6 6.2
Movember 5,543 1.2 5,217 1.5 A6 —4.7 5
December 5601 1.0 5,250 1.6 ang 7.3 5.4

(1) Including popalation aged 15 and over.
(2} Accanding to mesulis of the latest Mational Survey on Employmsent based oa the Populalion and Housing
Cansus of 1992,

Sowrces: [nstitulo MNacional de Estadisticas (INE]



Tahls &

PRICE INDEXES
Date COMSUMER-FRICE INDEX [[PC) WHOLESALE-PRICE INDEX (IFM)
[April 1989 = 100] (June 19492 = 104)
Index Percentage Change Index Percentage Change
Month  12-month Month  12-month
1990 Average 1326 - 27.301) T4.8 - 25.7 (1)
1991 Average 161.5 - 18.7 [1] 91.0 = 16,5 (1]
1992 Average 166.4 - 12.7 (1) 101.6 - 8.4 (1)
1993 Average 210.2 - 12.2 (1] 1103 - 6.7 1]
1994 Average 234.2 - 8.9 (1] 11848 - 7.8 (1]
1995 Average 253.5 - 8.2 1] 127.4 - 8.2 (1]
1506 Average Tz = .6 [1] 135.4 - a101)
1945
January 440 0.6 B.S 123.5 0.4 B2
February 2354 0.5 B.7 124.4 .6 R
March 2468 0.6 8.z 126.5 1.7 9.2
April 248.1 0.6 B.3 126.8 0.4 o4
Mlay 2494 .G T4 1258 .8 7.5
June 251.6 o7 7.6 125.0 —{LG 5.7
July 253.7 0.8 7.4 126.1 LB} i
August 257.9 1.6 B85 127.5 1.1 55
September 259.4 LG B.6 129.7 1.8 .
Oictoabser 261.4 0.8 B 132.1 1.8 8.2
Movembier 261.6 01 B2 133.3 0na !
Decembsar 2624 3 B.Z 133.2 ={.1 B2
19496
[anuary 263.1 0.3 7.8 133.3 01 T4
February 2644 0.5 T 132.6 -0.5 6.7
March 6.4 0.7 7.9 134.2 1.2 6.1
.-"|.E|ri| bul i1 | 1.0 B4 136.0 1.3 7.2
May 2712 0.8 B 135.8 -0.1 7.9
Jumne 2724 0.4 i 136.1 03 #.8
July 2732 0.3 7 1355 -5 7.4
Auwgust 274.3 0.4 fid 136.0 0.4 fi.7
seplambsar 275.7 -1 i3 ] 136.9 0.7 -
October 2777 0.7 .2 137.9 0.7 4.4
November 278.4 0.4 6.6 137.49 0.1 4.5
December 279.8 0.4 .6 137.3 -4 = |

(1] December 1o December change,

Source: Instituto Nacional de Estadisticas [INEL




52

1950 December
19491 December
1552 December
1553 Decembser
1534 December
1535 December
156 Decemter

April

CVERLALL INDEX
Beden % [hisge
1h-manth
141 273
1760 187
43 127
R T A
Mi5  BS
M4 A2
A 6B
40 B85
N33 A7
ga A3
Ha3x &3
MOk 74
M8 T8
it e B ]
FLEA R L]
2394 A8
2614 LY
216 A2
624 8.2
2611 1A
2644 18
2664 14
2681 L]
7.2 L1
2724 L]
732 1.7
27 4
2757 .2
i 6.2
ITRA (]
1MA 0E

FLCHY HOHISENG CLOTHIMNG TRANS & CLINAL

Inde %Sillusgy Daden % (Basge  Iodn % (Dusgy  Baden % Chasge

1}-moath 12-menth 13-month 12-menth
1515 23% 1460 208 131 138 137 a7
1908 279 163 152 1508 225  16B9 &4
s 112 1689 113 1641 115 18Rl &4
154 B3 HIT 147 1761 44 D64 1LY
1525 T w2 a9 1826 17 M2 b
) | LTI A | 1725 =55 28r] 114
|65 1  IF4E &l 45 7 7kl 81
1516 61 B4 91 1805 X5 M &Y
2507 TE 09 a4 1786 16 M8 929
2536 T4 MI4 a2 1769 1.2 ¥4 183
543 84 34 TH 18l a7 W5 188
2557 69 MEOD T4 181 =05 2358 a7
2541 T4 9 73 1Bz6 =05 2376 92
247 81 MI7 T2 B0y 01 XA &2
iTid 21 a5 7a 1774 =06 M40 J0F
A 96 04 7 1747 =34 85 111
781 e M1E 72 1766 <33 &7 102
2067 a8 IilB 6B 1743 .8 M35 108
2753 a0 1 1 4 TR, . R 8 R | Y |
27LE 75 X9 6y I6ae 63 1543 111
272 689 I45 73 i6aE =58 MIA 134
Frd A Has M 1654 =55 2614 120
rop 8 Bl 19 J& IfEE 68 D4 028
il a1 w7 1678 44 M55 126
515 BT 156 76 1658 =892 45 113
IEL3 G MGEE AT 1629 =03 M43 112
K19 11 W31 74 1626 -43 MHAE &6
551 % 704 AA 1616 =70 A3 72
854 o INE B4 1625 =Ff4 I &6
P T | B a7 A3 1641 =580 IFI1 85
5.5 41 W6 Al 1645 o B - % - T

Table 7
CONSUMER-PRICE INDEX

[April 1089 = 100]

Source: Institalo Macional de Estadisticas (INE].
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Table & &
HOURLY-WAGE INDEX
[Apeil 1993 « 100)

hats: MOMIMAL HEAL (1)

Index Percentage Change Index Percentage Change

honth  12-month Month  12-month

1993 December 115.06 - - 105.14 - -
14994 December 131.88 = 14.6 110,61 - 5.2
1995 December 144998 - 13.7 116.26 - 51
19496 Decomber 164.23 - 9.5 119,39 - 2.7
19496
[anuary 150,42 0.3 13.3 116.29 [LL 1] 5.0
February 151.29 0.6 13.0 116.36 (1§ 48
March 151.50 0.5 121 11605 0.3 3.0
April 153.28 (113 12.0 115.86 -0.2 3.4
Mu_1; 154.34 0.7 12.3 115.73 1.1 14
Juane 156.17 1.2 11.9 116.61 0.8 1.4
Ful.:.' 156.94 (151 12.0 116.54 0.z 4.0
August 15814 LB 12.3 117.24 0.3 5.6
Septembir 159,06 G 11.3 117.34 0.1 4.7
Oclober 159,35 (114 11.3 116,72 =[5 4.8
Movembser 160.57 (1}:] 10.8 117.15 0.4 4.0
Dhecsamber 164.23 2.3 0.5 119.38 1.9 2.7

(1} Doflated by the conswmes-price indax.

Sowrce: [nstbialo Mecional do Estadisticas [INE)L




Tablo 8 B

LARDR-COST INIEN
[April 1503 = 100]

Date FOMIMNAL REAL (1]

Index Percentage Change Iadex Percentage Change

Month  12-month Month  12-manth

1993 December 111.82 - = 105,83 = -
19594 Diacembser 128,16 - 14.6 112 .48 - 6.3
1995 December 143.79 = 12.2 116,63 - 3.7
16546 December 157.21 - 9.3 123 68 = fi 0
19946
January 143.06 -0.5 12.4 115.93 —lLG 3.2
February 143.71 0.5 12.3 117.06 1.0 5.2
March 144.50 0.5 11.5 116.32 —. 5.1
April 146.52 1.4 11.4 116.43 .1 4.3
May 147.58 0.7 11.4 117.44 0.4 A
June 149.58 1.4 12.1 118.73 1.1 3.0
July 149.71 .1 11.6 11934 0.6 34
August 150.31 0.4 120 11941 0.0 5.0
September 151.63 0.9 11.2 119,63 .2 5.4
October 151.56 .0 [0 118,77 =0.7 50
Movembier 153.15 1.0 10U6 119,905 1.0 .
Descomber 157.21 27 L 12158 Al G0

(1) Defated by the wholesale-price index.

Sowrce: [nstituto Macional de Extadisticas [INE).




Period

19094
January-March
April-June
July-September

October-December

1945
January-March
April-Juns
July-September

Dctober-December

19496
[anuary-March
April-Junsa
July-Septomber

hctober-December

Tahle 9

REAL INITIAL ADJUSTMENT AGREED IN
COLLECTIVE BARGAINING

LINIONS

2.1

2.3

1.3

1.7

1.7

2.1

0.8

1.1

[Pegcaninges)

OTHER GROLPS

.5

1.4

2.0

2-1

LG

L5

1.2

0.4a

0.4

Source: Dreccion del Trabago, Ministerio del Trabajo v Previsitn Social.

TOTAL

1.8

1.5

1.7

1.4

21

220

1.1

1.6

15

1.0

45



Tablo 100

INTEREST RATES OF BANCD CENTRAL INSTRUMENTS
{Anniaxl rate on UF)

Deate FRBC PR [1)
ao-Thay B-Year - Year 12-Year 14-Year 2ik-Year

2l F4 | 1 [2) 13

19894
January 650 (1] fi. 310 6.20 . 20 6.0
February .50 B0 .41 00 () 5 G
Manch .50 .10 .10 600 i M) 5,50
April 650 G.10 610 R fi. 01 5,50
May .50 f.10 .00 500 5.5 5,80
Juane 6.50 G.10 .00 5.00 5, %1 580
July 650 f. 10 6.0 00 i, 601 5.0
August 650 f.10 6.0 G0 i, 00 5.00
Septomber B50 .00 .00 f. i, 41 5 60
October 6.50-6.25 .00 .00 .01 i, 00 500
MNovembar B.25-6.00 590 B0} G041 5,801 580
Decomber [ [1] 5,00 5.00 5.0 5.00 580

1005
Tamuary .10 5,05 5.45 5.54 5,093 5,85
Febaaary B.10 .11 B.15 6,14 613 02
March 6.10 6.21 .24 6.23 .23 B.16
m f.10 631 6.33 6,32 .32 6.27
6.04 (1] B.21 f.23 8.23 .21 Bk
June 5.86 (1) 5.97 () 6,00 .00 5.04
July :;: :1: 572 5.72 5.70 567 561
Auagus 1 5.04 5.96 5.9 502 583
Sepiember 590 (1) B.12 (.13 .13 £.13 2
«  CDchober .34 (1) 41 .42 641 B4l 630
Movember 684 [1) B 60 i 32 6.70 66T B.52
Decombir B.A0 [1) .86 .87 .84 2 B.63

=
LAy G&n (1) .50 6.51 (] f4h 636
February B.70 (1) BA3 .44 Al B.41 . 3
Manch 667 (1) .50 .50 fiAT 45 6. 31
Apdil 7.22 (1) 0.6 i, i1 B0 6.57 .38
May 7.46 (1] 045 6,47 B4 .42 b2
Juan= 7.51 1] 641 fi.42 (PET] . 3H B.20
July 7.46 (1) 6.25 6.24 B.20 6.18 .03
August 7.41 (1] 6,21 .21 B 18 6.4 5,040
Seplember 746 (1] 618 618 614 .07 5 68
Octohar 7.43 (1] 6,10 .09 .15 1,00 5.83
Movedmbser 741 1] .08 608 G014 5,90 582
Discembar 7.29 (1] 608 B0 15 .00 5.85

(1] Shows the wiightad aversge rbe for the manth of promissary notes sold under ibe bidding system (hasis 360 days)
(2) Since 28 July 1992, the Banco Cantral de Chile has undertaken 1o allocate UF 300,000 s each bidding session.
[3) Since 16 1802, the Banco Ceniral de Chile has undertaken 1o allecate UF 300,000 al sach

bhidding sessinon.

Somrce: Banco Central da Chile.
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Date DEPOSITS
15900 Averages o146
1991 Average 543
1902 Avorage 5.25
1803 Average 641
1884 Average 6i.38
1905 Average 585
1906 Average 604
1004

First quarter 663
Second quarber 6.57
Third quarter 6.33
Fourth quarter G000
1845

First quarter 500
Second quartor 5.76
Third quarter 5.4
Fourth quarter 6.35
1996

January 6.77
February 6,60
Marnch 659
April 6.93
May 7.0
June 7.19
July 7.00
August 701
September 7.03
October 7.06
Moviembar 7.01
December 6.83

Sauroe: Banco Central de Chile,
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Tablo 12

MAIN MONETARY AGGREGATES
{Prrcenlagn changs)

MONTH s YHEAR 12-MONTH
E MiA  MzA M7 E MiA  M2ZA M2 E M1A M2A M7
=1,y =5% 1.2 1.4 =10 5.2 1.2 1.4 165 178 228 219
24 -18 2.2 1.5 14 13 14 2.9 4 143 I51 251
=22 0z 1.4 1.0 =08 3.5 44 4.0 132 143 258 251
06 =20 0.3 01 ] 1.5 52 4.1 121 114 241 230
0.5 (13 1.0 0.5 Lz 1.7 B3 4.7 11.5 141 333 3ILS
=33 5 1.4 1.5 =3.0 2.2 7.8 5.3 127 1681 210 213
22 08 210 2.2 =& 1.5 1m0 R 123 173 X1 214
=1.2 0.2 (1] 1.5 =32.1 1.6 16 103 1.7 184 209 213
33 1.8 1.4 1.4 1.2 34 121 118 148 10% 201 2007
10 2.2 14 2.0 02 57 137 140 144 214 191 Il
4.0 a5 1.4 e | 2.1 94 153 165 165 263 188 1949
B.& 115 2.9 2.2 133 2:0 185 1490 13,2 Z&0 186 100
2.0 14 2.7 1.4 2.0 14 2.7 1.8 16.7 193 203 195
a7 04 1.3 1.6 4.7 34 4D 35 17.0 225 193 106
=25 -0 3.1 1.7 21 186 7.3 53 166 221 214 205
3.6 (1] 1.5 1.1 58 3.3 0.0 B4 2002 42 2340 216
L] 1.9 1.4 1.8 5.8 53 105 [ 195 362 2134 230
-24 1.0 24 18 ] B3 132 1032 06 I6B 246 234
1.7 =34 1.1 1.1 5.0 27 145 114 109 F18 238 2131
=04 =14 1.3 1.4 4.6 1.3 160 1249 0.9 216 244 Z14
30 4.z 25 1 .F 3% 188 153 2.6 245 2548 228
40 =05 1.3 [ E ] 121 51 205 164 o677 212 357 215
=210 1.5 0.4 1.2 5.8 L7 209 2] 194 1&9 250 R2.Y
102 11.% 4.1 1.6 210 184 32589 220 o 194 259 220
.7 3.8 5.2 2.0 ar 15 5.2 2n 21.86 200 201 233
0E =18 18 1.4 14 2.0 7.1 34 M4 173 207 220
=29 =07 1E] 1.8 04 1.2 B 53 190 166 268 Z2A
2.4 0.3 1.5 0. ] 1.6 an 6.2 17.5 174 270 218
1.0 =05 1.6 0.7 1.8 1.1 116 .9 18,7 14.y 2F& D5
=9 1.3 2.8 1.0 28 24 148 10 08 150 237 20
14 =12 1.5 - 44 00 164 127 M3 15ZF 2B 235
=53 0.3 .G 1.9 =12 =046 171 148 144 171 272 HMi
.4 4.0 0.3 ik ] 7.1 33 1BZ 158 .l 168 /[T LG
=38 =12 2.3 1.4 a1 21 204 175 11.3 161 264 23.2
2.5 3.2 1.0 1.2 5B 44 21L1 189 168 168 232 M8
4.5 [ e 10 1.7 153 130 258 21.0 129 130 258 Z1.0

Base monsy,

Cmmﬂ 1o corrected definition of M1A = money in circulation + nonfinancial private-sector current-
account doposits med of fost + sight depasits other than curment accounts + sight savings deposits.
M1A + private-secior time doposits.

M2IA + timo savings deposits including those for bowsing + Banco Central instruments held by the
public [nonfinencial private seclor] » Treasury promissory notes held by the public (nonfinancial
private sector] + credid bills held by the public [noafinencial private sector] + private-sector fomdgn-
carrency dopaskls.

Banco Contral de Chile.



Tahle 13

COMPONENTS OF PREIVATE MONETARY AGGREGATES
MOMTHLY AVERAGES
[Bilkions of Chilean pesos)

[ake C MHA p Ahp Bance Treasury Credit Private-Sectar
Central Promissory  Bills  Foreign-Curmency
[estruments Noles Depusits
1595
|atruary 365,19 141839 +. 9054 135321 515483 a7 177853 i
February HiA3 140734 4,580.56 1,346 51903 13.22 185281 G500
March 578.51 141087 521145 1.363.05 516030 a4i 1.934.21 b 52
Apeil 376,13 1407326 51541 137806 5,205.74 a7l TR G2
May 57011 145035 5 A6 1. 36850 5.F18.7Y LR L 20E4AT Gl 2 A
June kel | 145057 ST E 143050 ERILEE Bk 3,101.50 B20.35
Juky 554,34 140346 571245 134660 5,107 hES FARER R E2248
Augusi 5047 187306 LT 1.461.87 SA40000 (.23 115381 612,13
Seplember E97.02 142800 585249 147517 5,515.8% 507 125482 A
Ohciober 58434 143243 6,060, 13 150015 5,518.68 4.8 21563 59240
Novembes SH)LBE 145703 069,31 15123 5,870,149 540 TA1EAT E2. 50
[ecember {6.11 1625 68 i, 161.63 151543 566140 .54 EATAAT 7.5
1456
[anuary 5585 1, 726063 510,25 153012 5. rah48 5.5% EARLS1 GlA.46
Frbuary 67391 166305 671932 154307 5,803.74 5.2H 153701 2506
Alarch ET 1653.17 fi, B0 00 155887 596830 .78 250358 B47.50
Apail GE2. T 1685.70 696327 15740 504720 178 2BI549 B350
hlay GB4.T0  LES2ET 701851 1591 5.H0881 107 2 B34 i G091
e GER.OT 167761 735505 1.634.1% LAk 8 300 2,786.84 5B4.79
Jraly 65164 161804 TSTLAE 164758 6354 0 1.98 251355 0686
Augusl (4588 1EILIS 7H34.72 1553135 EB50.2i 000 250653 B06 45
Septeshe fifi5.91 168371 T.RD095 1 665267 67397 om 28m08 56633
Cctober Gl B3 167445 TARL21 1676.25% 678124 0.0 2,094.16 55104
Novembeg G050 1,705 7 316k 168161 6 A30.05 g 30091 6612
Dhcembes 4781 164031 04670 168,59 364 55 o 314370 55008
SYMBOLS:

C @ Money incleeulation (held by the public], :
D1A :  Current accounts + other sonfinascial private-secior sight doposits net of Nost + sight deposits,
Dp  : Private-sector ime deposits.

Abp :  Time savings deposits including these for housiag.

RATIOS:

Ma L+ D1 [D1: Nonfinancial private-sector curment accounts net of foat],

Mi1A = A1+ Dv [Dw: Sight deposits other than current sccounts) + Abv [Ahys sight savings deposits).
M2A = MIA + Dp (Dp: Private-sector thme deposiis),

MY = M2A 4+ Ahp [Abpe Time savings deposils inclading tboss foF housing].

M4 = A3+ Banco Contral instruments hebd by the public (eonfinancial private sectarl

M3 = M4 + Treasury promissory nobes held by the public (nonfinancial private seciog),

ME = KI5+ Credit bills hold by the public (nanfinancial private sectark

M7 = MG+ private-secior foreign-carmency dopasits.

Source: Banco Central de Chile
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Table 14

AVERAGE NOMINAL EXCHANGE RATE

(Chilean pesos per LS dal lar]

Date OBSERVED REFERENTIAL
19491 Average 349.2 6.5
1992 Average FG2.6 340.3
1993 Average a2 430.0
1994 Average 420.2 454.8
1995 Average 06,8 4131
1956 Average 412.3 450.9
1885

January 405.8 4187
February 412.1 415.3
March 4105 400.2
April 394.3 390.7
May a77.2 396.7
June 716 996.7
July 3781 4008
August 3873 416.4
Seplember 3046 426.49
Detober 4066 428.2
Movember 412.3 431.5
Decembar 400.0 434.9
1996

January 408.5 439.9
February 411.0 440.0
March 4116 441.3
April 408.4 445.8
MMay $005. 2 4406
June 4095 454.0
Tuly 410.7 450.7
August 411.1 450.4
Soptember 411.8 454.3
Dciohsar 415.6 45001
November 4300 458.3
Decembser 422.4 4645

Spurce: Bapco Ceniral de Chile.

BREACH
ODBSERVEINREFEREMTIAL =1
%)

=47
=71
—tiil
SiLi ]
=1.0
=86

-3.1
-0.8

A

(IK!]
4.9
5.8
57

~7.0
=500
—4
=39



Table 15

REAL OBSERVED EXCHAMGE RATE
(1986 sverage = 100]

Db OVERALL INTIEX (1] INDEX ECLITMNG LATEY AMERICA (2)
Index Percentage Change Iiex fﬂml.m ﬂ:-w
Monh 12-manth Muonth 12:momlh
1991 Average 1064 - -5.6 [3) 955 - -3.8 (3]
1092 Average 7.6 - —&.9 [3) LR - k|
1953 Average 1351 - =08 [3) AEA - =17 (3]
1054 Average (4] 4.3 - —Z.7 [3) 831 - —4.4103]
1995 Average (4] B9 - =5.5 [3) mr - =f.4 (3]
19496 Average (4] B5.1 - =4 [3) 7440 = =423
1993 [4)
January WEA 1.5 =3.8 T4.5 1.5 =h.4
Febsuary LUR ] 1.4 -2.4 El.1 2.0 4.9
March 4 oy =1.% Em2h 1.8 =3
April Z.2 T4 -2.8 0.8 =21 =3.9
May B4 5.2 6.5 6.6 =52 -3
Juns &Y =]1.3 =7, 75.8 =71 =f 7
July 8.5 0.3 8.0 Ta.B 1 =06
August 17 =04 =114 T4.F =15 -54
Saptembar 85,7 o =89 74.7 =01 =50
October &7.0 Z.8 .4 T6. 8 29 =39
Mavemsber B0 1.3 =53 e 11 =5
December &7.0 -1.3 =31 76,7 =1.3 =20
14996 4]
January &7.1 -8 =-5.3 75.9 =1.1 4.5
Febraary BrA 0.2 =di. 5 0.0 oz 6.3
March 8.7 —.6 8.1 75.5 =0.7 =H.5
April B5.2 =1.7 =75 7.1 =14 -B.4
hlay 4.1 =1.2 =3.B 732 =1.2 =45
June 4.4 0.1 -2.2 73.2 00 -34
i [% E4.5 0.2 =2 3 73143 0.1 =34
August 4.4 0.1 -1.5 734 0.2 =1.8
Soeplember 2R =16 =210 71 -8 -5
Octobar B30 =04 4.9 725 =i1.4 =56
Movember 4.5 11 =5.0 715 1.4 =04
Decembser BS54 1.0 =38 74.2 LIK!] =313

(1] Dwfined as the naminal observed exchange rte multiplied by the quotient between nlevant external inflstion
and [PC. External inflation is calculated from IPM of main trading partners, depomdnated in US daollars
waighled by the mlative impartance of Chilean exparts and imposts [excluding ofl and copper) traded with
them [approximately 75% of Chile’s total trade in 1989, excluding ofl and copperk Both the IPM and
exchange rates of the countries are incarporated a8 monthly ehanges.

(2] Sama definition as (1] bat excluding Latin American trading partners.

(3] Annusal :|1'|:n1|.;|:1.'||:|.|:|,n|:'.

(4] Prowvisional figures,

Sowurce: Banco Conieal de Chile.




Tabdo 16

BALANCE OF PAYMENTS
[Millinns of LIS dollars)

lom 1614 1955 1996 PERCENTAGE CHANCGE (1)
1995 1946
1. CURRENT ACCOUNT =B 147 -2.918
A. Trade halance 7I5 1481 =1,147 14,1
Exports fob 11,604 16,136 15,353 0.1 =49
lmporis foks =10.879 =14.655 =106, 500 4.7 12.6
B. Nonfinamtial services iz =1li4 =230 06
Credits 2R47 3. 160 3,358 11.0 B3
Debis =2 825 =1.1324 =1.587 17.7 74
. Financial services =1,743 =1 480 =1 016 -15.1 6.2
Mot inberest —fifE =502 =507 =14.0 [}
Mat profits =1,055 ] —-1.410 -15.8 554
[0 Transfers a5y ain 474 =132 520
11 CAFITAL ACCOLUNT 4,572 1,310 5016 =714 2830
A Medium- and bong-term capital 3,081 762 4688 -75.3 515.5
Foreign investment [2) 1,754 1,007 4,114 = 2 i a08.7
Dhreck B4E 41 3013 148 210.3
~From aheoad 1,772 1,667 4,2 =51 145.5
=M b GG 636 1,079 -24.8 55.00
Porfoalic GOR kE 1,101 =0, 1 29027
=From aheoad 1,254 44 1,238 =05,1 24265
— A b 351 13 137 =0 2 SE2.4
DL G060 credit dishursements 1,001 1,343 Ba1 34.2 =34.4
(her disbarsemenis 1,844 2,065 4 404 12.0 113.3
Loans mepayments =-1418 =3.490 — 678 144.1 34.0
A Fogeign-debi copversions =63 =124 = 114.5 ~06.3
Daher (3] -7 -7 -Zh =27.0 3.7
H. Skorth-term -t.lpilal 1.492 548 328 =631 =401
Credit lines 523 =416 =T44 TR.A
(nher (4] B60 964 (e 11.00 112
Il EEROES AND OMISSI0NS =740 =306 =917
IV, BALANCE OF PAYMENTS 1104 1061 1,181 il 8 11.3

(1) Mot indicated if item changes fram plus o minus or viceversa,

[21 ]|:||3.|_||,||iL]:|gI dieect investment under DL 600, Eha.ptnr XIV capital contributions, ADRKs, investmon fumnds.
Chapler XIX promissory notes and Chilean investment shroad

[3) Including reversion pavmend for retiming, financing for leasing and exlernal assels varialion.

4] Inclading counterpart 1o [oreign-tebl recovery (mnsactions

Source: Hamoo Central de Chile,




Tablde 17

TRADE BALANCE
(Millioms of IS doklars)

[em 1904 19495 19496 PERCENTAGE CHANGE (1)
1995 1896
BALAMCE OF
TRADE Tas 1,481 =1.147 104.3
Tatal exports (fuk) 11,604 16,136 15,352 3.1 4.8
Copper 4,242 6,487 6,029 52.9 =71
Moncopper 762 9,649 1.324 31.1 -3.4
Oither main [2) 3518 4,064 4.216 31.2 =15.1
MNontraditional 3847 4 fi85 5.109 2.8 .0
Total imporis [fab) 10,875 14,655 16500 .7 126
Total imports (cif) 11,825 15,914 17828 .6 120
Consumer goods 1,877 2 GOA 3,173 418 176
[ntermediate goods fi, 75 9,034 9918 TN 9.7
Fusls 1,141 1,447 1,907 6.8 na
Oither 5,563 7502 a1 6.6 5.5
Capital goods 3,243 4,177 4,716 28.8 134

(1) Mot indicatied if tem changes from plup b ENiNKE OF VICEVeTsa,

2] Including ivom, nitrate and bodine, silver, gold ore, Bt fishmeal, sawn wood, logs, wood, pulp,
methanol, lithium carbonate, molybdenum oxide and ferromelybdemum. gold maﬁm

Sounce: Banco Central de Chile.




Table 18

FOREIGN-TRADE INDICATORS

lem 19454 1905 116G
Pricee of copper LME [USS/1h) (1) 1.055 1.332 1.00349
il price (LI5S sarre] fob) 14.6 15.6 18.0
Libor US% [nominal) 5.1% B.1% 5.6%
External inflation excluding Latin America 26% 7.3% -1.8%
Terms of trade index (1968 = 10]

Total for goods 91.3 11082 84,6

Total for noncopper and nonoil goods 7.0 1.0 4.4
Total exports

Change in value 26.1% 39.1% ~4.0%

Change in price [fob) 14.8% 25.5% ~16.3%

Change in volume 009% 10.6% 13.7%
Copper exports

Change in value 30.6% 52.9% -T.1%

Change in price [foh) 23.4% 34.5% =24.1%

Change in volums 5.9% 13.7% 22.4%
Traditional exports other than copper

Change in valuse 28.4% 41.2% =15.1%

Change in price [fob) 16.8% 26.4% -15.8%

Change in volume 5.9% 11.7% 0.8%
MNontraditional exports

Change in value 19.7% 21.8% 9.0%

Change in price [fob) 5.2% 14.1% -5A4%

Change in volume 13.8% 6. 7% 15.3%
Goods imports

Change in value .3% 34.6% 12.0%

Change in price (cif) —0.4% 7.0% 0,3%

Change in volume 7% 24.7% 11.6%

1] Waighted aversge price for quarterly expart volumes.
Spurce: Banca Contral de Chile.




Takhle 19
FINANCIAL SERVICES

l:!".l:ll licins of L":l- :|u||.|;I;.|

llem 19414 1995 100G PERCENTAGE CHAMNGE (1)
1985 1996

INTEREST PAID (2] 1,182 1,400 1.277 16.4 =R
Medium and long term 1,008 1.196G 1,067 18.7 =10.8
Short term 174 204 b [1] 17.1 2.9

INTEREST RECEIVED 415 a11 BED B8 ~16.2

PROFITS AND DIVIDENS -1,/055 ~BHER =1.419 -15.8 50.8
Credits received 3 i3 14 333.3 7.7
Debits paid 10058 601 1,433 =14.8 50.0

LEASING SEEVICES 1 3 ] 114.3

TOTAL FINAMNCIAL
SERVICES =1,743 =1, 480 =2,016 =15.1 362
Credits 498 824 ff4 G5.5 -15.8
Dehits 241 2,304 2710 28 17.6

1] Mot indicated if ibem -:]lm:.gﬁ [ram s to minus or viceversa,
(2] Including intorest paid on foreign debd and other labilities not included in this.

sowrce: Banco Central de Chile




Takla 20

NONFINANCIAL SERVICES
[Mallions of LI5S dollars]

Ttem 19194 19#15 1506 PERCENTAGE CHANGE (1]
19495 150
EXPORT SHIPMENTS 13 =72 =i0# L]
Credits 51 K 656 0 8.2
Debits 457 A0 ThE 48.8 12.6
OTHER TRANSPORT -39 -220 =271 =35.1 23.2

Passenger servioes -2 g8 =5

Credits 191 205 177 73 -13.7
Diehits 193 196 162 1.6 i
Port services =337 =224 =2 ffk =320 16.2
Credits 4149 5410 560 0.8 =51
Dehins 756 19 B2 8.4 0.4
TRAVEL 224 131 124 =11.5 -5.3
Credits A63 A4 g27 -2.7 10.4
Dehifts (1] 7O B3 11.0 13.3

OTHER GOODS, SERVICES

AND REVENUE 3 -3 26
Credits 7RI g17 1,006 17.1 13.0
Debiis TRD S0 1.010 17.9 9.8
TOTAL NONFINANCIAL
SERVICES 22 =164 =229 29,6
Credits 2,847 3,160 1,154 11.00 Fi.3
Diebiis 2825 1,324 3,587 17.7 7.4

(1} M Endicated &f itemn changes from pliss to minus of vieeversa

Sowrce: Banco Cemtral de Chila,



Table 21

FLOYWS OF NET FOREIGN INVESTMENT INTO CHILE

Ibem

TOTAL FORENGN
INVESTMENT
INRECT BYESTMENT
From abroad
Decres Law 600
Chuapler XV eapatal enntribution
Chapter XIX (2]

Abgnad

PORTFOLIO BIYESTMENT
From abroad
Chagter J00¥T ADRs
[zvesiment fusds
BEomds

Abroad

ASSOCIATED CREINTS

Credit dishursemenis
Credil amorlisalions

(1] Prowisional figuees

L35

13

as
111

154

=7t

10

{Millknns of LIS dallars)

1867 19EE 1088 1000
877 B4 1038 833
iy 952 1278 382
491 S84 1788 550
LTI | O R |
14 i3 it 15
Bil T2 1,164 I8
-4 -16 -1 &
- -+ @ 35
- =& B0 353

1) ") o 105

1] 1] i

= =h =7 =fi
185 3% M1 748
2 521 437 338
=41 =136 =126 -139

LO6Z 1428 1668

L b R R L
JaE T LA
M Wl I
532 B9 M
455 374 bED
w157 g
=i =1 =55
-1EX 378 <M
186 452 T30
86 452 820
=31 I T
afi 11 ah
161 120 4
=il

i T ) L
458 33 MG
-1M 21 -l

1884 &N BE 0730

(2] At redenpmination value. As from 1901 incledes repatriation of capital.

Source: Banco Central de Chile.
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1.754

o 1]

1,1
1476

-1i4

]

1L
1259
1203
=14
0

=i31

1.001

1995

1007

7

1687
1475

46
-214

196 (1]

3013

4,0
17.
415
i

b <1,079

6
%8
a2
=230
97

=13

1343

1,101
1238
E53
=1H
o

=137

Al

-164 =378 =392

2381 150 4004




Tahle 22

INTERNATIONAL RESERVES OF THE BANCO CENTRAL
DE CHILE [1]
{MEllians of 115 dodlars)

L 1966 10987 1986 19F% 1930 1991 19O 1950 1994 1995 199G
1. Gold GRS 737 GE0 L 42 ar 574 612 G52 G4k 617

[TI:'D].' nunces) 1,785 1801 1834 L1732 1458 186 1BEY 1465 1864 1.B61 1659
I SDR= & the IMF i 4l i 4 1 1 | 1 1 1 2

i ﬂmnupnﬁﬁnnuﬂ:emr 0l L] o il L] (s} 0 ] L1} o 50

4. Foreign-cunency assets 2351 146 3016 3EM 6D6E 7041 0067 0630 13087 14137 14741

5. Dther assets a6 (i3 32 -5 -20% -1 =11 =15 17 ) 4
6. Use of IMF credit 128 1452 1332 12688 1,151 a5 7a2 470 260 1] ]
7. Shor-term cradils (I TR .1 0 g 10 1 1 [} 1] 1] 0

ASSETS [2) 3006 31X 3872 4215 G508 7596 LTI 10237 13,757 14.B85 154N
I GEOSS RESERVES (1) 1,778 1LETI 2550 2047 535 6641 9009 8.7%H 13467 14B05 154N
I XET RESERVES [4] 1,778 166 RS550 2047 S5M4 G0 9008 9758 13467 14805 15474

(1) Calculated fram forvign-currency and gold quotations at the end af each period.
[2) Correspands to {1 + 2+ 3 + 4 + 5).

[3) Correspands 1o (I - &),

[4) Carnespands o (11 - 7).

Source: Banco Ceniral de Chile.




ltem

TOTAL (s [ENz)
Pahli secice
Privadio saciar

Puhlicly guisanteed [1)

private-secios debi

Fullic sechor
Frivate secioe

Publicly guaraniesd (3]
private-echor debl

[, SHOET TERM

Public sectar

Prrvale ischor

Publcly guarsntesd (1)
privali-sacter debl

IV, INTEENATRINAL MONETARY

FUsD

MEETHL™ ANDNLONG TERM

19301

12354

ran?

LR

17.8H4

11442

5AN

185

687

Ll

1T

473

1328

1947

14,204

13,134

b0

LI51

1719

12.07%

5006

2850

14053

F12

148

Tabile 23

EXTERMAL DEET (1)
IMillicina of US dallars)

[k L I L R L

176 16252 17AE 1838
g ik 77
iM% BRI TEE 70N

LEN  LIlF LS 1L

15850 13379 JAMY 14163
TLMHE 908 ANES  AATE
A4 4215 5EM 5667

DTN e TR P B

LI 1 3am I:IH

MI 1072 s my

105 1801 i 149H

14 1LME  LI#

(1) Inclading debt for bonds, included in lumi.?n investmenl.
i

(2} Balamce as af 31 December of esch yoar, o
commescial dobt associated with foreign

trade | returns and

1L

18242

551

i

18783

8.21%

L1

Hl

z
E s §
SRR
R

a7

153

19,186

4110

11.40%

i

14

ik

11280

£

B TR W

6741

145

b

12178

1036 4]

4,716

i &

16048

g B

tedd 10 net dishursements. Excliding debt with IMF and dimct

pending cover). i
[3) From 1990 onward debt owed to IDB and IBRD :.-cwm firms (Endesa, Chilectra and Pehuenche] has
Bisen imcluded as publicly guarntesd private-secior debl, ;

[4) Provisional figares.

Sowrce: Banco Central de Chile




Tahle 24
EXTERNAL BORROWING INDICATORS

liem Tesd 1947 198 18 190 EBG0 IWE 1M1 BRM 1 19%[1)
[Millians of 'S doliass)

Total external debt 18501 10ME ITEM 16257 ITAZ5 1636 IAMI NLIEE INATR NLTME MM

Mediure- axd baog-term exsemal

debt servicing LM 1B 1A L1 2088 L050 REMN O LI 2351 LMD SEN

Iterest ca toul fooeigs bt 1T 156 L2 155 1SEA 140 1m0 e L 138 L8

Corrent-accomant defict 11 s m W ME -5 T 0 N T -390

Letemational reserves 17T 1B Z3S0 IME 5B BB RM0A 973 TRAT  L4BOS  1R4T

Trdebilesce position sarphasidefict 1052 1308 N0 15TE 12T 15T TG @A FIS 4Bl -7

Cacds ard pepvices evpors 531 B3 OBMM GATS 10215 ILDE 13417 11TSE l44%1 153 AT

Goods imparts [fob] IME UM 4B RS RET TIM 927 1A IDETD M55 DSE
(Percentages|

Total extermal debt/goeds and

ETi0E Expors ¥3i W oy im0 W W O\ M i in

Midinm- and lotg-Sem exiemal debt

servicinglonds and sendioes export. 39 T oon 1 n N s m m oA 1

Inberest { Goody and servioes

B H M B 16 15 13 1 g B 7 B

Cozreni-accoul deficil

o nd services exports i | iz 1 ] [ [} fi i - 1 =Bk

Trade-balance suepbes of deficit /

{roods and servioes exparts A n 7 0w n 14 B 5 L] -

Carrest-accoant defici | GOP 7 ] 1 (] 1 a ] ] -1 ] -
(hlentbs]

Pl intemational reserves

Goeds imperts (b 7 5 B § 4 11 1 12 15 12 1

(1] Provisicnal figures.

Soarce: Banco Central de Chile.



ANNEX 1
MAIN MONETARY AND CREDIT POLICY MEASURES IN 1996

April

4 Motification is given that the Bance Central is

o implement the necessary operating
measures for the interbank rate 1o be held
betwesn the second and third brackets of the
Ligquidity Credit Facility.

May

Chanpges are made to the regulations under
which the Bance Central '|:lrr|ri.|!|,.-.: ti.-lll_li.di!}'
credit facilities to banking firms and financial
companies, in either Chilean or foreign
currency. From 9 June onward, these will be
used by sending electronic messages to the
Banco Central, the cutoff time being 15 hours
from the day of the application

June

-
i

It is decided that average use of the Liquidity
Credit Facility in Chilean currency is o be
reduced from 60% to 30% of the first bracket,
taking effect from O June 1946,

20 Securities brokers, who could be used to

invist pension funds, are oo longer to operate
in the formal secondary market in Chile,

In respect of authorized forwand operations o
hedge against risk in operations carried out by
pension fund managers, it is established that
managers may only operafe with commercial
banks whose long-term instrumenis have a
risk classification of AA- or better and a level
of 1- for short-term instraments.

In respect of the formal secondary market
abroad, rules were laid down on the
characteristics of the stock exchanges, futures
exchanges, securitics brokers, and stockbrokers
that pension fund managers are allowed to
carry oul lransactions with.

August

0

When announcing an extraordinary bidding
sossion for PDBCs, the Banco Ceniral has the
power to stipulate that institutions purchasing
these may not have access to the Liguidity
Credit Facility on that same day. The intention
behind this measure is to make the use of
Antirepos more efficient and avoid the rate
arbitrage that had been taking place.
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ANNEX 2

MAIN EXCHANGE RATE AND FOREIGN
TRADE MEASURES IN 1996

January

0

To the regulations already in place on
prepavment of Chapter XIV credits is added
the option of entering the formal exchange
market 1o purchase currency up to the total
amount owed, even if the due date for the
liability is still pending. It is also made
permissible to pay credits of this type abroad
directly using revenue from export operations
bwing carried out. The External Financing
Management of the Banco Central is to be
informed in both cases.

March

7

22

Advance payments for exports must enter the
country through the formal exchange market,
by bank transfer, The banking company
receiving it must inform the Banco Central of
this. The purpose of the measure is 1o obtain
clearer irlEnnnal:inn on the origin of currency,
who is sending it, and who is the recipient, and
thereby 1o prevent extornal credits entering the
country under the guise of advance payments
for exports with the intention of aveiding
reserve-pequirement regulations.

It is agreed that the abligation to establish a cash
reserve is wiivied in the case of external credits
when the exclusive purpose of these is (o carry
oul prepayment of external credits already
authorized and recorded at the Banco Central.
For this waiver to operate, the average weighted
payback periods for the new credit and the
resiclaal part of the original one must be similar.

April

the Compendium of Foreign-Exchange
Rogulations until 19 April 1997

It is made permissible for freely available
currencies o bhe |.'|l.||'|::|‘.|:|.h|!-:|. on the formal
exchange market subject to a limit of
/5% 15,000 a month. At the time af purchase,
a sworn declaration must be made to the effect
that the maximum limit has not bheen
oxcemdod. This measure raizes the limit of
155 3,000 a month that previously applied,
thus continuing the process of liberalization
in the exchange markel.

May

29 The right of access to the formal exchange

marked for credits entering under the auspices
of Chapter XIV is restricted to a single
extension for an average of no more than one
vear. This means that if the minimom

was previously 12 months, this is now the
maximum. The sption of entering the informal
exchange market to purchase the currency
newded to make pa of capital, interest,
or commission is abolished. If there is no
recourse to the formal exchange market within
the time limit, the debtor will be penalized by
a fine eqquivalent to 4% of the portion that has
matured. which will go to the tax authorities.

Any export loan must be identified with
particular shipments. Payvment of these credits
must be carried out with retums as soon as
these are received.

Jume

17

The Council of the Baneo Central decides fo
renew the exchange restrictions contained in

27 I is established that payments for imports must

b remitted theeggh the foemal exchange market.




In cases where the oeeralvons concermed are
covered by & documentary letter of credit, and
payment is carried oul using cumency soquired
outside the formal exchange market, the Banco
Cirrriral must be informed of this

July

4 It is made permissible for debtors holding
external credits entering under Chapter V1 of
Title I of the Compendium of Foreign-
Exchange Regulations to pay them directly
oulside the couniry, using resources
originating from the export operations they
carry oul. This also extends to pavment of
interest, commission, or costs, Once payvment
has been made, the International Financial
Diperations M ot of the Banco Ceniral
musi be informed within ten days.

September

5 The reserve requirement is abolished for
external credils that companies procure by
issuing bonds, when the purpose of the funds
thus obtained is exclusively and entirely to
finance invesimentis to be made in other
countries by the same debtor, or to refinance
liabilities held by their agenis or branches
abroad. Thus, Chilean companies will be in a

ition to enter foreign capital markets at a
ower cost to finance their investment projects
in other countries.

Ociober

3 The Banco Central raises the limit for assels
that mutual funds can invest outside Chile
from 30°% to 100%. Furthermose, it is made
permissible for them to enter the formal
pxchange markel to purchase the resources
that they wish to sm:rahlmtl. [nvestments of
this type are exempt from the reserve
requirement, as ane the reburmns that are derived
from them.

23 Two agreements are adopted to give greater
precision to the way the regulations covering
the exchange reserve are applied:

- Express authorization must be oblained
from the Forsign Investment Commitbes, or
the relevant contract signed with the Chilean
state, for currency corresponding lo
investments careied oul by way of DL GO0 to
be quuiqtatud.

- Partfolio investments carried out under the
auspices of Chapter XIV of Titla 1 of the
Compendium of Fereign-Exchange Regulations
issued by the Banco Central must provide a
W% cash reserve, including when the p

of these investments is to form or add 1o the
capital stock of companies or enferprises
established in the cowntry, unless the purpose
of these is 1o increass production capacity for
gonds and services of lo secure participation
in the productive management of companies
of enterprises. Exemption from the reserve
requirement is maintained for investments
whese purpose is o acquire common steck on
the hasis of an agreement concluded under the
auspices of Chapter XXVI (primary ADRs).

Chapter [V.E.3 of the Compendium of
Financial Begulations is waived in the case
of operations to buy US dollars using
resources obtained in the form of investments
subject 1o a repurchase agreement.

December

5

23

To avoid high administrative costs, it is
decided 1o waive the 30% reserve requinemant
and other controls relating 1o credit and
invesimeni operations of a financial nature
for amounts between USS 10,000 and
LSS Zoo,000 (o the equivalenl in other
farsign currencies] carried out under Chapler
AV of the Compendium of Foseign-Exchange
Regulations, -'I]!lFIDI.I,g_h it remains obligatory for
liquidation to be carried out through the
formal exchange market. Likewise, the accroed
amount of operations of this tvpe carried out
by one agent over a 12-month period must not
exceed LSS 500,000,

It is made permissible for international
investment funds fo operate in the formal
exchangs market.
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Ill. FINANCIAL STATEMENTS

BANCO CENTRAL DE CHILE
As of December 31, 1996




BALAMCE SHEET
As of December 31, 1996
(Millions of Chilean pesos)

ASSETS
OVERSEAS ASSETS 7 A GG
RESERVE ASSETS T.732 09680
Godd 297 714
Foselgn cumencies 3.407,252.4
Special drawing rights holdings RS
Mﬂhmipllnu 4168457
Bonds, certificates of deposit and oiher 3,408,094.7
Mutual loan agreemuonts H&.640.1
Other 33408 4
OTHEE OVERSEAS ASSETS 153,633.7
Contributions made 1o ather international organizations BE,077.0
[nteresi recelvable 57, 550.2
Dihier .5
DOMESTIC ASSETS 6,153.031.6
DOMESTIC LOANS
Loams o stalecwned enlilins 50,2568
Loane o the Banen ded Estado de Chile 54,6446
Loans o commerzial banks A0, 0645
Loans te other institutions 233,692.0
Treasury transferences |Laws 18367, 18401 and 18758) 1.756.515.3
Subordinate obligations of financial institutions
(Laaw 18401] 1,730, 740.4
OTHER ASSETS 262 620.3
Fixed asiets 14,6034
her 247.936.9
TOTAL ASSETS 14,302 254.5

Notes 1 bo 12 are an integral part of thess finanscial statements.
70



LIABILITIES

OVERSEAS LIABILITIES

RESERVE LIARILITIES
Mutiss] crodit agreements R
IMF drpasits f':: 2
Loans and other lishilities Ny
Interest payable "

ALLOCATION OF SPECIAL DRAWING RIGHTS

OMESTIC LIABILITIES

CURREMCY ISSUED AND DEPOSITS s
Currency in circulation e
Financial institutions deposits (Chilean pesos)

DEPOSITS AND DBLIGATIONS
mmmn&mn—m R
hser deposits and ohligations i

INSTRUMENTS ISSUED BY THE BANCO CENTRAL =~

Imdexed promissory rotes to be paid in coupens B
[ldmﬂmwﬂlhmmu] FREC

[Resalution TAI6)

uthﬂumpnﬁuﬂhhmm
Commercial potes from redenomination o

mmnmmmm
Promissary aotes issued for purchase of portfolio
Deposit cortificates stated in US dollars [Resaluti
Discountable pramissary notes of the Banco G
Promissory notes for purchase of porifolio under
Pmnhummlmmdhmiwrh differ

OTHER LIABILITIES
Accruals
Oehser

CAPITAL AND RESERVES
Capital
Deficit for the year

TOTAL LIABILITIES



be

STATEMENT OF INCOME
For the year ended
December 31, 1996

[Millions of Chilean pesos)

OFERATING RESLILTS

OPERATING INCOME
Inberest pammed
Indexation gains on assels
Incoms on price differences
Gain on exchange differences
Oiiber operating income

OFERATING EXPENSES

Imterest expenses

Indexatinn losses on lishilities
CommEssinn axpenses

Liss oa price differences

Liss on exchange dilferences
Dther operating expenses

GROGS MARGIN

OTHER OPERATING EXFENSES
Personpel expenses
Administrative exponses
Dapreciaticon, amort|zation and wribe-nffs
Taxes

WET MARGIN (Tatal operating lass]
NON-OFERATING [INCOME AND EXFENSES
Non-operating income
Non-oprrating exprnses
Lioss befose price-lovel restalement

FPRICE-LEVEL RESTATEMENT

LOSS FOBR THE YEAR

IMobes 1 bo 12 ame an integral pan of these financial siatemens.

675,024.5
185,376,6
50,5144
420,204.0
29253

T200N06.3
5556307
L126.8
218214
119,059.6
11,3328

12,6648
4,020.0
1,4349.9

i71L.%

1,001.8
{44.5)

1.334.045.1

(1.430.6880.6]

(96 647 5)

(VL LA

115, 140.1]

957.3

[114.182.8)

[14.00005)

128,182.3)



NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

al Basis of presentation

The financial statements have been prepared in
accordance with acoounting principles generally
accepled in Chile and policies issued by the Board
of the Banco Central de Chile, upan prior approval
of the Superintendencia de Bancos e Instituciones
Financieras [Superintendency of Banks and
Financial Institutions), as established by Law
18640 [Constitutional Organic Law of the Banco
Central de Chile). These policies are in accordance
with generally accepted accounting principles,
except for the exchange rates used, as explained
in b, below, and except for the method of recording
losses on subordinated obligations treated, as
explained in f, below.

In addition 1o presenting the financial position, the
balance sheet assists in the economic analysis of
the Bank's operations by identifying clearly
whether the operations are undertaken with
domestic or overseas agents. [n this manner, it is
possible to evaluate the participation of the Banco
Central de Chile in the domestic supply of
manetary assets and credit and how this affects the
Bank's creditor position abroad, The economic
concepts of international reserves and currency
issuance ano thus shown under Reserve Assots and
Reserve Liabilities and Currency Issued,
respectively.

b} Foreign currency

Assets and liabilities in foreign currency are
converted to Chilean pesos at the exchange rate
referred to in paragraph one, Number 7 of
Chapter | “General Provisions” of Title | of the
Compendium of Rules on [nternational Exchange
(dalar acuerdo, hereinafter “referential US dollar).
Excepted from this policy are the balances of
accounts of iransactions that must be settled at a
different exchange rate, which is duly specified in
thi respective regulations.

Assets and liabilities expressed in minted Chilean
gold coins are valued on the basis of the average
London morning quodation of the “Gold Fixing"
rate (US dollars per troy ounce), for all business
days in the preceding quarter. less 10%.

Settlements of foreign currency other than the
US dollas are made at the exchange rates provided
by the Superintendency of Banks and Financial
Institutions, always based on the referential

U5 dollar exchange rate.

The main exchange rates used at year-end are as
follows:




T4

¢)  Shares and contributions
to the Interamerican Development
Bank (IDB) and contributions
1o the International Monetary

Fund (IMF]

Shares issued by and contributions made 1o the
Interamerican  Development Bank and
contributions made to the International Monetary
Fund on behalf of the Chilean Treasury are staled
at cost of acquisition or confribution plus
reslatements, where applicable,

IDB shares and contributions are shown umder
Other Overseas Assets. IMF contributions are
shown in Owerseas Keserve Assols,

d) Financial investments

[hverseas financial investments are shown under
Reserve Aszets, and basically include bonds and
commercial instruments issued by foreign
governmenls, overseas institulions and banks
which are sfated at cost or at market value,
whichever is lower. Interest recebvable is shown
in Cihar Overseas Assils

e] Loans receivable and liabilities

Mon-indexed loans receivable and liakilities are
shown at their original value or at their latest
renewal value, with the exception of commercial
instruments and discounted notes which are
pxpressed at their nominal maturity value. Indexed
loans receivable and labilities include accroed
irdexatiomn af the balance sheet date, and balances
exprossed in foreign currencies include their
respective exchange adjustments.

Interest earned at year-end on operations with
averssas residents iz included in Other Overseas
Assels and Other Owverseas Liabilities, [nbersst on
teansactions with domestic residents is included
in Domestie Assets and Domestic Liabilities.

]’J"Epaid. interest on liabilities is included in Daber

Assots, Unearned inferest on loans receivable (s
included in Othaer Liabilities.

[ Subordinated obligations
of Mnancial intitulions

The subordinated obligations of Banco
Concepcidn, Banco de Chile and Banco Santiago
included in Domestic Assets [Note B) comprise the
balances of repurchase obligations included in the
novation agreements, indexed as of December 31,
1996, and benefiting from Law 18401 amd/or
19396, Such subordinated obligations include
cumulative increases which ame credit to income
as earned, met of provisions amounting o
Chs 58,6340 million.

Possible accounting losses arising from an
amendment of the repayment terms of Banco
Concepeion, Banco de Chile and Banco Santiago
subordinated obligations will be deferred once
the obligation is extinguished. in accordance
with Article 19 of Law 19396, which states: “The
lnsses that miky b incurred h!.' the Banco Central
de Chile as a result of its being the creditor of
the subordinated obligation may be deferred in
order 10 be absorbed by the surplus earned in
future vears, For these purposes, the Banco
Central de Chile shall be entitled to allocate the
surplus Lo scoruing provisions to absorb such
Insses™,

As a result of the amendment of the repayment
terms of Banco BHIF and Banco Internacional
subiordinated obligations, an accounting loss of
ChS 136,107.5 million was incurred. This loss was
deferred, according to the abovementioned Aricle
19 of Law 19396, and is presented as "Other”,
under “(hher aszeis”. Such loss will be absorbed
||].' thix xurplux el lw thi Banea Central de
Chile in fubure vears.

2l Reserve for loan losses

In prior years, the Bank has constitubed reserves
for doubtful debts amounting to ChS 66,451.6



million, which are deducted from the
cofresponiding asssls,

hl  Premises and equipment

Premises and equipment are stated al cost plus
price-level restatements, net of accumulated
depreciation, in Other Assets, Depreciation has
boon computed by using the straight-line method
over the estimated useful lives of the assets,

il Severance indemmnifies

The severance indemnities have been computed at
the discounted present value of restated benefits,
considering an 6% annual discount rate. The
balance sheet includes an accrual at year end of
Chs 4.617.1 million for this concept.

il Vacations

The annual cost of eamployes vacations is recorded
as an expanse on the accrual basis,

kl Price-level restalement

Capital and reserves, premises and equipment and
cortain other asets and lisbilities have beon price-
level pestated in accordance with the change in the
Chilean consumer-price index. The Chilean
currency-demominated balances of the income
statement, except for depreciation and the price-
level restatement, have not been price-level restated.

In the same manner, exchange differences on
assets and liabilitles denominated in foreign
currency and indexation of boans and liabilities are
included in operating income, as distinet from the
price-level restatement.

2. LOANS TO THE TREASURY,
TO STATE-OWNED ENTITIES,
TO BANCO DEL ESTADO DE CHILE,
TO COMMERCIAL BANKS,
AND TO OTHER INSTITUTIONS

The total balance of these loans, amounting to
Chs 656.667.9 million, includes the following
iransactions:

Receivables from Corporacitn de Fomento de la Proc

[Corfa) (Note 3)

Credit lines in respect of rescheduling of debts

Morigage loan portfalio acquired
Liguidity credit lines

Credit lines to finance the sale of the mortgage po
Asoclacitn Nacional de Aorm y Préstamo (ANAP)
mmamme' wich
Credit lines for deposits (Rosolution 1685) e

v Préstamo [ANAP) (Note 4)
Other

Toaal




b

3. LOANS DUE FROM
CORPORACION DE FOMENTO
DE LA PRODUCCION

The balance receivabile from El:-r|:||.|r:|1::|-:'||| da
Fomanto de la Produccidn (CORFO) derives from
the provisions in Law 18401 of 19485, as amended,
and fram Law 18577 of 1986, by which the Banco
Central de Chile sold toe CORFO financial
institution loans 1o finance the .1|:|:|1|i5i'li-e|:|'|.. |'_|:.'
third parties. of shares of such financial
institutions.

CORFD zerves ils |:||,:]:l|! 1l:|.' 'Ir:lr.|.5'.[l,::n':ir.|s ||1[=
amounts it collects from the shareholders from
the transfer of shares of the related financial
institutions. At December 31, 1996, the kalance
receivable from CODEFO amounted to
Chs 47,040.6 million and is included as "Loans
fo State-Owned Entities™.

In accordance with Article 13 of Law 18401, the
differences that are not recovered as a result of
discounts granted to the shareholders, up to UF
15 million, will be covered by the Treasury
[Mote 5] by future transferences, which at
December 31, 1996 amounted to ChS 140,068, 3
million. equivalent to UF 10.5 million, On the
basis of information currently available, the lagal
maximun is considered sufficient to cover
dizcounts,

4. CAJA CENTRAL DE AHORROS
Y PRESTAMOS AND
ASOCTACION NACIOMNAL
DE AHORROD Y PRESTAMD

Pursuant to Law 18900 of January 16, 1990, the
legal existence of Caja Central de Ahorros y
Prisstamos and the authorization for the existence
of Asociacidn Nacional de Ahorro y Préstamo were
terminated. The law established the liguidation of
their respective net assets. The liquidation is
awaiting final approval.

In accordance with Article 5 of ihis law, the
lishilities of Caja Central and Asociacion Nacional

which are not coverd by the proceeds of their
liquidations will be met by the national budget, in
accardance with Article 21 of Decree Law 1263 of
197 5.

Al December 31, 1996, the amount owed to the
Banco Central for the liquidation of thess entities.
i|11:|u1|i|!|ﬂ accrued interssl, amounted o
CHS 2932163 mallion, and 1% incleded in Loans
o Other [nstitutions

5. TREASURY
TRANSFERENCES

Under this heading are listed the following items:

[Millioas af
Chilean pesos)

Treasury promissory motes

(Law 18367) 50,7220
Treasury promissory noles

[Lasw 1876R) J.115.825.0
Teeasury translorenees

[Law 18401) 14000683
Total 37566153

al Treasury promissory noles
[Law 1B267)

In accordance with Law 18267 of December 2,
1983, the Treasury transferred ChS 100,000 million
to the Banco Central de Chile by issuing 40
Treasury promissory notes with a 25-year term,
stated in indexed units [UF), with an annual
capitalizable interest rate of 1%, with semiannual
amorizations, and a five-vear grace period.

bl Treasury promissory notes
(Law 18768)

Thiz item L'urru;[.u:m!w L promissory noles
denominated and |:|:|.'...'||J||: in S dollars which
acerue inlenesl al an annual rate of LIBOR plus 005,
of which 2% is pavable semiannually and the



balance is capitalizable. The last installment
matures on Decemmber 15, 2014

) Treasury transferences [Law 18401)

This itam shows the discounts granted to those
shareholders benefited by this law which are to be
applied to the maximum of UF 15 million
stipulated in Article 13 af the law (Note 3).

In accordance with the law. these Treasu ry
transferences will be completed over a period not
exceeding 30 years, with a ten-year grace period,
starting from the defintie defermination of the tofal
amuonk.

6. SUBORDINATED OBLIGATIONS
OF FINANCIAL INSTITUTIONS

At December 31, 1996, three private banks
maintain subordinated obligations with the Banco
Central de Chile, deriving from the application of
Law 18401, which granted the banks that had sald
to the Banco Central (Resolutions 1450 and 1555,
as amended) & portion of their loan portfolios
under repurchase agreomonts the option of
novating all the obligations resulting fram such
lnan portfolio sale and purchase agreements. The
subordinated obligations are to be amortized by
the debtor banks with their surpluses, and have no
fixed maturity date.

O July 29, 1995 Law 19396, was published in the
Official Gazette. This law. amended by Law 19459,
defines a new treatment for these subordinated
obligations. The law states thai the Banco Central
dee Chile and the banks with nutstanﬂlnu
subordinated obligations shall be entitled to
modify, upon agreement, these payment terms for
such obligations, in accordance with that law and
with the Banco Central de Chile's Board's
instructions ruling the execution of said law.

The above-mentioned law provides a range of
oplions for the banks to modify the payment
conditions for the subordinated obligations,

depeniding on whether they ean serve such deld
within 40 wears or nol. Banks that are not able to
repay their subardinated obligation within that
term, which is the case of the banks that chose to
benefit from this law, may agree with the Banco
Central eithor to repay the subsedinated obligation
in 40 fixed, annual, successive and Equal.
installments, or to adopt a scheme for bidding
shares, plus in both instances, the transfer of
shares in settlement to the Banco Centeal. Aleo, the
law allows the banks that choose one of the forms
of modifying the repayment terms of their
subordinated obligation to set up a new bank, its
Farenl Company and a company 1o manage the
subordinated chligation.

At the date these financial statements are issued,
the Banco Central had signed arrangements for
amending the repayment terms of the subordinated
debt of the following five banks which expressed
their intention of benefitting from Law 193496.

Banco BHIF and Banco Internacional modified
their novation contracts with the Banco Central
and extinguished their ohligations by issuing and
selling shares. The accounting loss of
Chs 136,107.5 million incurred by the Banco
Central was deferred as discussed in Note 1 £l

Banco Concepeidn, whose subordinated
obligation amounts to Chs 288,798.7 million
(UF 21.746,188.57), entered into a contract with
the Banco Central on Movember 6, 1996 that
modifies the payment terms of the subordinated
abligation, and will implement a share-bidding
scheme as envisaged in Article 13 of Law 193596,
without prejudice of making a transfer of shares
in settlement to the Banco Central in conformity
with Article 18 b) of that law. Such procedure will
allow Banco Concepcitn to extinguish its
obligation once it transfers to the Banco Central the
praceeds from the placement of shares, estimated
at Chs 66,1205 million (UF 4,978,791.31). The
accounting loss, estimated at Ch$222,678.2
million, will be recorded and deferred as
discussed in Mote 1 f], once the shares have been
issued and received or the Banco Central de Chile
has received the funds.




Banco de Chile, whose subordinated
pbligation amounts to Chs 750,412.1 million
[LUF 56,505,102.17), entered into a contract with
the Banco Central on Movember 8, 1996 that
modifies its subordinated obligation, and opted for
repayment in a maximum of 40 fixed, annual
successivie and equal installments, starting in April
1997, and has sot up o new Banco de Chile, a
Parent Company and a company 1o manage the
subordinated obligation.

Banco Santiago, whose subordinated
tl]bli.Eiﬁil:ll'l amounis to ChS 759,171.6 million
|UF 57,164.686). entered into a contract with the
Banco Ceniral on January 13, 1997 to modify its
subordinated ul:-hp:alinn after ils margar wilh
Banco (¥Higgins. Banco 5:|:||1I.IH|:| has uplﬁl for
repayment in a8 maximum of 40 fixed, annual,
successive and equal installments. In addition, it
agreed to transfer shares in softlement to the
Banco Central.

7. DEPOSITS AND OBLIGATIONS

Oither Deposits and Obligations includse:

[Millions of

Chilean pesos)
Reserve deposits [Resolution 143) 290,136.3
Banco del Estado de Chile deposits fi4,114.3
Foreign-currency current accounts 134,294.6
Foreign-currency deposits [Resolutions 1657 and 1686] 24,1735
Mandatory deposits on overseas credits 123.270.5
Other depasits and obligations 22.230.1
Total 658,219.3



8. CLASSIFICATION OF THE INSTRUMENTS ISSUED
BY THE BANCO CENTRAL DE CHILE AT DECEMBER 31, 1996
BY THE PERIOD REMAINING TO MATURITY
[Millions of Chilean pesos)

Banco Central (FDBC)

Promissory notes issued for purchase :
of partfolio (Resolution 1555)

Thise amounts include interest and indocation scoroed o Decembsr 31, 1906,



B

Q. CAPITAL AND RESERVES

The changes in Capital and Reserves were as follows:

[Millions of Chilean pesos)
Dheficit
Capital for the year Tidal
Balances Absorption, at January 1, 1996 02,4158 [7.167.5) 205 248.2
Absorption of 1995 daficit [F.167.6) 71676 =
Monetary corection of capital 19,4064 = 19,4864
Deficit of the year - [128,163.3) [128,183.3)
Balances, at December 31, 1995 314,734.6 (126.,183.3) 186,551.3

Fursuant fo Article 77 of Law 18840 |(Banco
Central de Chile Constitutional Dr;qanin: Law), tha
deficit incumed in any year will be absoshed h:r
charging reserves, As there are no reserves and
lacking an express rule, the Board, in accordance
with Article 2 and the faculiies conferred |:|:..'
Article 75 of that law, has determined that the
deficit incurred in any vear will be absorbed by
first charging reserves and any remaining deficit

ASSETS

OVERSEAS ASSETS
Reserve assels
Dither ovirseas assels

DOMESTIC ASSETS
Damestic loans

(OTHER ASSETS
Tatal assets

LIABILITIES

(WERSEAS LIABILITIES
Reserve liabilities
Other overseas liabilities
Allecation of special drawing rights

DOMESTIC LIABILITIES
Dieposits and obligations

OTHER LIABILITIES
Total liahilities
NET ASSETS

not covered by reserves will be charged to paid-in
capital.

10. BALANCES IN FOREIGN
CURRENCIES AND GOLID

Assets and liabilities denominated in foreign
currencies included in the balance sheel al
Decomber 31, 1996 are as folloiws:

(Millions of 1S dollars)

15087.0
15,8066
181.3

f 5444
05444

n3.4

3687

186.2
7.5
175.0

52008
5,203.8

116K

5,643.1

17. 2426



11. CONTINGENCIES AND RESPONSIBILITIES

a] Contingencies

The Banco Central de Chile is involved in some
pending lawsuits, the final outcaomes of which an=
bl Responsibilities

The Banco Central de Chile is responsible for the
custody of securities owned by pension fund

nat expected 1o have a material effect on capital
andl reserves,

administrators amounting to Chs 4,345.041.0
million &l December 31, 15006,

12. INCOME TAXES

Pursuant to Decree Law 3345 of April 24, 1980, the Banco Central de Chile is exempt from income Lixes.

Clte ag

CAMILO CARRASCO ALFORNSO
General Manager

; fi/]{,—mi /! ‘\ .

FEANCISCO GARCIA LETELIER
Accounting and Administration Manager

mum LOPEZ

General Audilor




INDEPFENDENT AUDITORS REPORT

Deloitte &
Touche

Ta thi Chairman and Members of the Board Baneo Ceniral de Chile:

Wie have audited the balance sheet of the Banca Cantral de Chile as of December 31, 1996 and the related
statement of income for the year then anded. These financial statements (including the related notes) are
the responsibility of the Bank's management. Our responsibility is to express an apinicn on thess financial
statements based an our audif,

We conducted our audit in accordance with auditing standards generally accepted in Chile. Thess
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the fnancial statements. An audit also includes
assessing the accounting principles used and significant estimates made by the Bank’s management, as
well as evaluating the overall Enam:'ul slatement presentation, We believe that our audit provides a
reasonabde basis for our opinion.

Banco Central de Chile prepares its financial statements in accordance with the accounting policies issued
by the Board, upon prior approval of the Superintendencia de Bancos e Instituciones Financieras [Law
18840). These policies are in conformily with accounting principles generally accepted in Chile, except
for (1) the doferral of accounting losses of ChS 136,107.5 million incurred as a resull of the amendmont,
in conformity with Law 193%6 [Notes 1f and 6), to the repayment terms of the subordinated obligations
of Banco BHIF and Banco Internacional and (2) the exchange rate used in translating foreign currency
aszels and Liabilities [(Notes 18 and b).

I our opinion. the above mentioned financial siatements present fairly, in all material respects, the assets,
lizhilities, capital and reserves of the Banco Central de Chile at December 31, 1906 and the results of i
apérations for the year then ended in conformity with the accounting policies described in Mote 1.

As further discussed in Notes 17 and 6, the recovery of subordinated abligations from Banco de Chile
and Banco Santiago will depend on the method of payment they use in conformity with the Law. The
modification of the repayment terms of the Banco Concepeidn subardinated obligation will result in an
accounting loss that is estimated at Ch$ 222,678.2 million, which will be recorded and deferred when
ihe obligation is extinguished,

The accompanying financial statements have been translated into English for the convenience of readers

autside Chile.

lanuary 14, 1957
Patrici innuﬁl‘ll,:;! Greoo
L 0 Tt
Deloitte Tauche

Tolhmatsu
International




BANCO CENTRAL DE CHILE

AGUSTINAS 1180 - SANTIAGO
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