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REPORT

EVOLUTION OF CHILE'S
ECONOMY DURING 1988

reflects the benefits obtained from the maintenance of a coherent

and flexible economic policy, fundamentally oriented towards
sustained growih. It is worth pointing ouf that the positive resulis
obtained by Chile’s economy in 1988 were favorably influenced by
the improvement experienced by the terms of exchange during this
year. Thus, Gross National Product growth amounted to 7.4%; the rate
of inflation was 12. 7% and the foreign sector registered a balance of
Ls% 732 million in its Balance of Payments and a Us5 2,219 million
surplus in its Trade Balance.

I n 1988, Chile’s economy exhibited an outstanding behavior that

The following paragraphs include a description of the evolution
ex pericnced by the main economic variables during 1983,

Activity and Employment

ceording to preliminary estimates, Gross National Product (GNP}
increased by T.4% dunng 19858 compared with 1987 and clearly
exceeding the 4-5% range forecast for the vear. The increase
in activity extended to all productive sectors, and the following
sectors exhibited growth rates higher than the average vate for the
economy: Trade (9.8%), Transport and Communications (1 1.5%);
Electricity, Gas and Water (9.3%) and Industry (5.7%).
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GRAPH N2 2

Annual Bate of Growth of GDP
and of tradable sector GDIP

{Percentages)

The rate of unemployment at the national level has exhibited a sharp
decreasing trend from 1982 to this date. According to the occupational
survey carricd out by the National Statistical Bureau (INE). the
unemployment rate amounted to 6.3% during the moving quarter
ending in December, which represents a 1.6 percentage point decrease
relative to the rate registered on the same quarter of 1987,

The higher level of activity registered in 1988 contributed favorably

to the creation of new productive jobs. In fact, the lkevel of employment
during the moving quarter ending in December amounted (o 4.27
million people. This represents an increase of 255,000 jobs (6.9
increase) compared to the same period of the previous year.

It is important to point out that, during this period, all productive
sectors registered an increase in employment, especially in the cases
of: Construction (32.3%), Industry ( 10.4%), Transport and
Communications (& 5%}, Mining (7.2%) and Trade (6.0%).

The results oblained in the areas of investment and savings are also
stisfactory. The country’s Gross National Investment rate amounted
to 17.0% of GNP during 1988, whereas Gross Mational Savings rate
equaled 16.2%. The latter has largely substituted for foreign savings

that amounted to 0.8% of GNP during 1988— in spite of which
foreign savings has continued (o increase,
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GRAPHNO 3

InMatan Rale

{Percentages)

Inflation and Wages

he annual rate of inflation was 12,7, which represents a
noticeable decrease compared to 1987 when the price growth

rate amounted to 21.5«. Inflation registered by the Wholesale
Price Index (WPI), on the other hand, was only 3.3 during this sime
year, while it had amounted to 17, 1w during the year 1987,

It is worth mentioning that the CPIvariation figure for 1988 was the
lowest since 1961, with the sole exception of the year 1981, The
reduction applied fo the value added tax (VAT) around the middle
of the present year, the fuel tax reduction and the lower international
prices for fuel constitute important factors amongst those that have
contributed to the reduction experienced by prices during the year,
Elements that have had a positive influence on the rate of inflation,
on the other hand, include the increase in prices experienced by
numercus impored and exported products

The growth in employment and the increases observed in labor
productivity have translated into a significant improvemr2nt of real
wages, During the twelve month period ending in December, real

wages index registered a 4. 3% increase. All productive sectors, except
for Mining, contributed to this increase, and the most significant
contributors were: Construction (12.3% real increase in twelve months),
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GRAPH ™4

Unemployment Bate (Country
{Percentages)

Communal Services (8.4%), Transport and Communications (6,2},
Industry (6. 1% ) and Trade (6.0%). Average real wages, on the other
hand, registered a 6.5 increase during 1988 compared to the average
of the previous year,

Balance of Payments

vailable balance of payments figures exhibit a USS 732 million
Amrplug that excecds by US55 687 million the surplus registered for
1987, This positive balance is explaned by a current account
deficit of USS 167.4 million (79.3% lower than the deficit registered
in 1987) and a positive capital account for USS 899 million, level that
is similar to the one reached during 1987,

The current account deficil constitutes a joint result stemming from a
trade balance surplus of USS 2.218.6 million, negative financial and
non-financial services for USS 2.562.7 mallion and positive transfers of
ihe order of US5 176.7 million. Financial services include accrued
interests for USS 3975 mllien {Fetiming .

The trade balance surplus that almost duplicates the figure for 1987,
resulis from USS 7.051.8 million in exports and USS 4,833.2 million
in imports { FOB), figures that are 35= and 21~ higher, respectively,
than the level achieved the previous year. The increase in exports
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GRAPH NT 3

Trade Balance in Croads
amd Services

iMdbons of LISS)

(35%) during 1988 was higher than the increase registened for expaorts
during 1987 {24 4w); whereas the increase in imports (21.0%) was lower
than the one observed the previous yvear [ 28.9%),

The 35% growth in exports is explained by a 27.6% increase in price
and @ 5.8 increase in volume. It is necessary 1o point out that the
growth in copper exports resulted, basically, from the increase observed
in its price, whereas non-copper exports grew by both concepts,
particularly by a 10.8% increase in volume. The latter is the result of
the type of exchange and the export promotion policies implemented
during the last several years.

Among non-copper exports, it is worth mentioning the increase in
volume experienced by fruit, bulk iron, potassic nitrate and metallic
gold, whose increase in exported volumes ranged from 5 to 753,

The growth experienced by imports during 1988 results from a 20,3

increase in consumer geods” imports, an 18,4 for intermediate goods
(figure that is strongly influenced by the 35.6% increase in non-refined
oil imports) and 244w for capital goods.

The capital account. on the other hand, exhibited foreign loan
disbursemenis for USS 1,494 4 million, figure that includes the second
instalment of the Structural Adjustment Loan (SAL) 111 for USS 112.4
million and USS 201.1 million granted by Eximbank from Japan,
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the latter being a frec-availability loan. The financing of the capital
aceount reslied feom the contribution of LSS 5556 million
originating from loa ns amocaied o DL 600 and Article 15 related
to forcign investment; USS 3822 million from multilateral
organizations (IDB-BIRF) and short term lings of credit for the
financing of foreign trade and other totalling USS 385.6 million. Real
osn amortizations amounted to USS 645 5 million, including

LS5 1 70 million destined to repurchase Banco Central foreign debi
promissory notes (that meant a reduction of USS 299 million of the
country s nominal foreign debi )

Money and Interest Rates
M pney exhibited a dissimilar behavior during 1988, During the

first semester, the curmency grew by an average of 7.6 in real

terms, whereas M1 A increased by 1265, This behavior is
consequent with the 5.9 product growth prevailing during that period
and with the sharp decrease experienced by the cost of holding money
that resulted from the dramatic fall affecting the price growth rate. In
fact. nominal interest rates for 30-89 days deposits equaled 107
during the first semester, (.83 percentage poinfts lower than the rafe
registered for the same perod of 1987, Real interest rates, on the other
hand, registered an increase compared to the same semester of the
previous year, for deposit as well as for loan operations. The 90-363
days rate for deposit operations exceeded by 0.38 percentage points the
figure registered for the first semester of 1987, whereas the [oan rale
did so by 41,

The second semester exhibited a more accelerated expansion for these
two aggregates, especially for M1A. The Currency grew by 13 3 in
real terms, and MIA increased by 35 9%, This behavior scems to have
reflecied not only higher levels of economic activity but, also, a
preference for liquid assets and, especially, for current acCounts,
apparently associated 1o expectations related to a decrease in the rate
of inflation after the VAT reduction and, later, to the political events
surrounding the plebiscitary process carried out in October. This
notorious expansion, however, scems to have decreased towards the
end of the year. Concerning the behavior exhibited by nominal interest
rates during the second semester, they experenced a sharp increase
compared 1o the first half of the year, resulting from an acceleration
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in the rate of inflation, even though they remained below the levels
that prevailed during the second semester of 1987, The rate for 30-8%
days depusit operations exhibited a six month average of 128,
whereas the loan rate reached a 1.66% average. These rates are (.59
and 0.72 percentage points lower than those of 1987, respectively.
Real rates also experienced increases, compared to both the first and
the second semester of 1987, This growth is associated to a higher
level in activity as well as in international interest rates

The real interest rate for deposit operations averaged 4.9 1« during
the second semester of | 988, The loan rate, on the other hand,

was 790,

Foreign Investment

aperations authorized through traditional mechanisms, that

is, according to DL, 600, amounted to USS 1,949.5 million, in
the form of direct investment. Overall foregn investment entering
the country during 1988, on the other hand, amounts to US3 1,019.9
million of which USS 117.4 million entered according to DL, 600;
LS5 586.0 million through foreign debt conversion operations carried
out with Foreign Debt Promissory Notes (according to Chapter XIX
of the Rules on International Exchange of Banco Central de Chile),
and USE 16.5 million correspond to capitalization of foreign loans
These figures exclude the amounts that correspond to loans asociated
to DL 600,

P reliminary figures show that, during 1988, foreign investment

External Debt

verall external debt as of December 31, 1988 amounted to
O USS 17,649 million, figure that is USS 1,559 million (8. 1%)

lower than the total external debt existing as of December
31, 1987.

Short term debt, included in the overall debi figure, amounted to

USS 2,202 million as of the end of 1988, figure that represents

a US5 185 million (9.2%) increase compared to that of December of
the previous year. This growth is consistant with greater activity in the
area of foreign trade that is partially financed with these lines of credit.
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Medium and long term debt as of December 31, 1958 amounted (o
USE | 5,447 million, figure that represents a USS 1,744 milliom O, 1}
fall compared 1o that of December, 1987, Such decrease is mainly
explained by external debt conversion operabions and, 1o a lesser
extent, by the appreciation experienced by the LS Dallar in
imternationsl markets, thus negatively affecting the value of the
country's external debt denominated in other currencies. Such
revaluation implied a LSS 189 million decrease in debt, The above
mentioned foreign debt reduction was achieved in spite of the fact that
the year 1988 witnessed the absorption of a positive flow of foreign
resources in the form of medium and long term loans for USS 5459
million (LSS 1,494 4 million in the form of dishursements and

LSS 6485 million in effective amortizations). Basically, thess
disbursements stem from multilateral organizations {34.4}; loans
associbed to foreign investment (34, 5% 0; and from official entitics
{18.8%). In this latter concept it is worth mentioning the free
availability Ioan for USS 201.1 million granted by the Eximbank,
Japan.

The USS 6485 million figure for outlgoing resources in the form of
amortizations include amortizations paid to multilateral organzatons
and to official entities that constitute 24 4, of the total figure, and
the repurchase of foreign debt of the country that accounts for 26. 2w
of the amoriizations. Said repurchase of foreign debt of the country
was carried out through a bid agreed to with creditor banks for a total
of USS 170 million and meant a reduction of USS 295.9 million in
nominal external debi.

By creditor, medium and long term debt has continued to exhibit
significant modification as far as its composition. It is thus the case
that loans with multilateral organizations have increased their
participation from 8.2% in 1985 to 18.9% as of December 1985; the
loans held with official entities have gone from 3.6% in 1985 to 6.4%
a5 of December of 19588, Loans with banks and financial institutions
ex perienced the opposite variation and they went from 8345
participation in medium and long term debl to 63, 7% as of December
19588,

This trend has been maintained during 1988 and the participation of
banks and financil institutions has decreased by 8.0 percentage points
over the overall debt figure, whereas the debt related to multilateral
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organizations has increased by 4.4 the debt from official entities by
2.2 and that from suppliers and other related 1o foreign investment
has increased by 1.3, In absolute terms, the debt with banks amd
financial institutions decreased by 199« during | 988, whereas the
debt contracted with multilateral organizations and with official
entities increased by 17,2« and 36.6%, respectively, during the same
perwod.

The debt conversion mechanisms implemented as of the month of
June, 1985, have constituted a very important factor in the reduction
of the country's external debt. It is thus the case that overall medium
and long term external debt reconverted through these mechanisms
amounted to USS 2938 |1 million during 1983, that is 1o say, 17 of
the stock in existance as of December 31, 1987 and exceeded by
48« the total amount reconverted during 1987,

From the beginning of the application of the debt conversion
mechanisms (June 1985) up until December of 1988, the operations
of debt conversion carried out have totalled USS 6, 22003 million and
allowed for an effective reduction of medium and long term debi that
amounts to 37. 1=,

Concerning the above, it is important to point out that 44. 1=

(LSS 2,745 4 million) correspond to reductions of the private financial
sector (where this total figere includes the debt guaranteed by the
public sector). Also, the most frequently used mechanisms are those
contained in Chapters XVIII and XIX of the Rules on International
Exchange. In fact, 63.8% of the total amount to date has been carried
out according to those mles

In November of 1988 and according to a provision contained in the
restructuring agreements. Banco Central de Chile placed a bid for
promissory notes on the country’s external debt for a nominal value
of USS 298.9 million that signified a real disbursement of USS 170
million, that is to say, at a 43, I discount in the international market.



Synthesis

hile’s economy registered during 1988, for the fifth consecutive

year, a significant increase in its levels of activity and

employment. To ensure that these variables continue to grow,
a prudent expansion is required in the levels of consumption and
remunerations. To maintain a climate of stability through careful
Macroeconomic management constitutes a basic requirement Lo stay
on the road of development and of sustained growth.



CHART M. 1

Growth rates for Gross National Product by sectors
[ Annual variation raie at constant 1977 prices)

SECTOR 1984 1985 1936 1987 |88
Agriculiure | 56 8.7 4.5 5.7
Fishing 1.5 5.6 10.0 ~8.0 16
Mining .4 22 1.5 0.0 4.2
Indwstry L] 1.2 8.0 5.5 E7
Gas, Electricity & Warter .0 3.5 6.5 38 0.3
Construction 4.7 16.1 1.5 10.6 (|
Trade 50 1.7 5.5 1.5 2.8
Transpont & Communications 6.0 55 B.1 [N 1.5
Wariows Services 1 4 L) 4.7 if 58
Tatal GMF .3 14 57 57 T4

I/ Includes fmancial services perssnal seeviees, fenuce of Bouses, public adsniniifratesn, laxes an
imports and cowts chasged for bank serviced

[ Peeliminary figures




CHART Nr. 2

Employment and Unemployment

Overall country
YEAR 1/ EMPLOYED RATE OF
UNEMPLOYED
LAaBOR FISCAL OTHER PERSOMNS
FORCE PROGREAMS
Thous = %War. Thows = Var. Thous s Var. & Usemployed
af PrEvious aof previous af previous PETSNG OVEr
PErLOns YEil  persons year pErons yEar labor force
1954 3z90.7 e ] 633 274  L5EAI 10,0 14.0
19835 4,018.7 3 2831 =221 32543 9.0 1.5
1986 4.270.0 6.3 926 -32.0 331 138 EE
1987 43544 2.0 931 =5l ANLT 58 1.9
1985 43516 4.5 6.3 -B13 42495 B.S i3

1/ Moving quarters ending in December.
Sowurce: Mathena] Sainiscal Buseaw




CHART Nr. 3

Wage and salaries general index

(Base: 1985 = 1007

AROD NOMIMNAL REAL I/
Level = Variation Level = Wariation
prrevioi pefiod previous period

1984 79.53 20,0 104 48 0.1
1985 100, 0y 50l 1000 -4.3
1986 121.96 20 102.08 &1
1987 14592 18.7 101 .88 -0.2
1988 178.34 13 10855 (]

1/ Deflaved for CFl variation.
Sourgee: Mational Statistical Buscaw




CHART N4

Consumer Price Index (CPL and
Whalesale Price Index { WP

PEREICD Pl W
Index Variation relative Index Variation relative
(1978 = 100)  tosame month of (1974 = 100) 10 same month of
PrEvIcUS year Previous year
December 1984 3651 230 13,6856 168
December 1985 4616 164 17.825.4 0.3
December | 986 541.7 74 21,0772 15.2
Deocember [ 987 657,59 21.5 246756 17.1
Diecember 1988 T41.3 2y 154936 3.3

Bource: Mational Stativical Buseau,
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Current Account

1. Trade Balance
Exports
Capper
(khers
[mports
. Monfinancial Services
. Financial Services
. Transfers

£tk 1Jd

Capital Aceount 2

1. Foreign Investment 5/

2. Amorizations 3/

3. Dishursements Med-

Long Term Loans

Lioan Foreign Banks 4/
Others

i, Others &/

%, Imierests Hetiming

CHART MNr. &

Balance of Payvments

{ Ml s of LISS
1984 i85 1) I9R& 1/ 1987 1)
=2.111 -1,129 —1.137 —B0K
i3 L 1,100 1:220
3.651 3, B0 &, 19 5223
1504 1,789 1,757 2234
2047 2013 2437 2 O8%
—3 258 2955 3094 -3.904
556 ~33E 434 463
— 225 — 1,901 ~1.887 1, Ty
107 o1 | H4 126
2128 1.230 a9 853
(i) 112 g a3
—495 ~fi25 T 1,136
1615 1.471 1219 1.054
(TR0} (714) (370 (LE]
(B3%) (757) (Ba0)  (1,054)
i3] iT2 B0 12
17 - —228 45

Ralance of Fayments (1 + 11)

1988 1

=167

2.21%
1052
idlh
3,630
4,833

h43
1,930

177

Ho0

1020
14618

1,494
i)
[1.4%3)

104

398

Tax

Fecliminary Mgupéi

Includes Cendral Banks' shoge tedm deht varatios asd includes enizes "eror’™ apd " omisdons ',

Tots] smostizatioss, net of refinsncing Includes extraosdinigy amostizations for capializaton of
Irans and for Chapter XY only im 19835
“Wew Maoney™ of foseigh banks In 1986 smcledei BIRE'S oo-linknceng.
Includes loans capilalizafiens and. sfaafing in 1985, invedmand with extespal debf promissory gales

(Chapees XIX)

Includes counterpar for Chapter XVII eperations omly in 1985, Includes Central Bank st term

deba.
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CHART Mr. &

Gross External Debt 1)
[Millions of LIS5)

|
|
=
i

ESPECIFICATION 1985 158 19487 1988

ol PR h _,
I. External Debt Tatal (10 = Iy 19,444 19,501 19 M 17, G
Public Sector ] 4 (N7 15,763 |6, 3= 4,673

Private Sector 5.365 3. 738 2828 2876 _

|

|

1. Medium £ Long Term External Debi 17.650 17814 17,191 15447 !

| Futlic Sector 13,515 14,374 14,725 13,072 |
I Private Secior 5138 3435 2466 2375
11, Short Term External Debe 1.794 1,657 2017 2,102
Public Sector 1.564 1.384 1.655 1.601
Private Sector 230 Hi3 E{n Gl

1/ Balsinces &% of December 31 of each year, refered to pet uwitbiestbons Excludes IMF debr mnd dizect
crmnierizal debl asacited 1o Foseigs ade (sollecliond and kans 19 expocledsl
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1984 Averapge

1985 Average

1956 Average

1987 Aversge

1988 Average

CHART Nr. 7

Interest Rates (%)
{ Average of the Banking System}

30-89 DAYS' RATES

NON-ANDEXED INDEXED
Depodits Loans Deposils

1.57 2.70 B.32

e b 280 0.97

144 1.96 1.95

1.8% 240 T.52

1.17 l.al T.06

32

90-365 DAYS RATES

INDEXED
ke posiis Loans
542 B.00
B16G 043
413 T.67
4.25 1.6
4.58 T.63




e e T I TPt P Y o et o ot (LAl o L D

[[I. BALANCE SHEET

BANCO CENTRAL DE CHILE
As of December 31, 1988
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BALANCE SHEET
As of December 31, 1988
(In million of Chilean pesos)

ASSETS OVERSEAS 1,263,181.6 ASSETS
ASSET RESERVE 1,203 688 4
Celd and foreign curremcies 5086565
Special drawing rights holdings 11,05%.9
IMF subscription 147 904 4
Bonds, certificates of depost and others 4390156
Mutual loan agreemenis 6 8659
Others Q958
OTHER ASSETS A0 493 2
Contributions made to other international organizations 46,0067
Inmterest receivahle E 349 |
Chher securities 51374
DOMESTIC ASSETS Z.STl,ﬁ_BE
DOMESTIC LOANS 2.244,124.8
Fiscal loans 142,224.9
Loans to public entities 153,970.0
Loans to Banca del Estada 183,6016.7
Loans to commercial banks 1,418 0306
| Loans to ather institutions 346,282.4
OTHER DOMESTIC ASSETS 127.512.1
OTHER ASSET ACCOUNTS 2,744 146 4
TOTAL ASSETS 6. 378 Q64T
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LIABILITIES
AND EQUITY

Chilean Currency

and F/C equivalent
(LSS 1 =5 24970}
{Gold 51 =5 547.42)

OVERSEAS LIABILITIES
RESERVE LIABILITIES
IMIFF krans
Mutual credit agreements
IMF deposats
OTHER OVERSEAS LIABILITIES
Loans and other lakilities
Accounts with oiher international organizations
Interest payable
ALLOCATION OF SPFECIAL DRAWING RIGHTS
DOMESTIC LIABILITIES
ISSUES OF

Motes and coifg in e latHEn
Financial institofions” deposns

DEMDSITS AND COMMITMENTS

Deposits and commitments with the Tressury
Other deposiis and commitments

NOTES ISSUED BY BANOO CENTRAL
DE CHILE

OTHER DOMESTIC LIABILITIES
OTHER LIABILITY ACCOLINTS
EQUITY

Capital

Fluctuation reserve

Contingency ressmne

SURFLUS FOR THE YEAR

TOTAL LIABILITIES AND EQUITY

S66.9604.6

147 982 8

1,777

245 8589

29.239.5

74,8517

1,726, 189.8

S

40,7672

I, 741,775.2

330,088.8
55 B93.0

1.133.835.6
bT,271.1
T1,786.8
40.975.0

3005 B4 5]

2166494

HR6. 715

212.11%.4

46,5910

1,293 6433

337,429

45.050.0
251 ,525.7

22

6, 37H, 964, 7 |




STATEMENT OF INCOME
For the year ended December 31, 1968
(In million of Chilean pesos)

STATEMENT QF INCOME

OPERATING INCOME

Interest earned
Gains on restatement of loans
Gains on sale of assets
(Gains on exchangs
Other operaling incoms
Total operzting incame

OPERATING EXFENSES

[nterest expense

Lot on restatements of loans

Commission expense

Lo on sale of assens

Loss on exchange

Other operaiing expenses
Total cperaling expenses

GROSS OPERATING INCOME

OTHER EXPENSES
Personnel expenses
Ad mmiEliralive expenses
Depreciation, amortization and write-oifs
Taxes
Total other expénses
Incame before write-offs and provisions for loan kodses
Write-offs and provisions for possible loan losees
MET OPERATING INCOME
Nop operaling income

Mon operating expenses
Tatal of non operating results

Income before price-level restatements
PRICE-LEVEL RESTATEMEMNTS (loss)

NET INCOME FOR THE YEAR
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I

182,507.0
Al 524.1
£3.203.3
36,581.0

12,8220

339.711.4
17,5029
T.208.3
G100
155, 006.2

T.070.8

4,155.3
1,855.2
d418.7

S968.9

TS B3E.E

dB.5)

676, 3383

(GES 1.6}

{ H581.3)

[ F.398.10)
[ 16,975 4)
(232,173.8)

(24%,153.2)

2759 8003
30,647.1
( 30,386.9)

260, 2

The accompanying notes | 2o 21 are an integral part of these Financial Statements




|. GENERAIL
WELEML N T
FRINCIPLES
APPLIEL

NOTES TO THE FINANCIAL STATEMENTS

il GEMEHAL

Theic fipancial statements have besp prepared i accofdance with the acenanting réirms ol ke Supnlrlrll:.l:fdmgﬂ
de Bancos ¢ Instituciancs Firancicias (ke Suponintendency), provisions of the Ley Orgdnics del Banca Cenlral de
Chile (L 1078 and generally accepred sccouniing principled except when, a1 regards the bitter, cerialn debies
tuve Becn made to Capital and Hestowes Accoun®, as described m Miobe BNO |2

By EXCHANGE HATES

Mgty and lighihfies im foreign currencies have been tramdated imlo Chalean pews af exchangs fates ist by the
Supchistendansy

In acoordance walh the Supesistendency s indruciiong kaers and Bubslited exprevied in sminted Chilean gold codns
are valued on the baus of the aversge Losdon mornesg quotateon of the “Gold Fixiag™ mte (US55 dollus per ounce
tray ) far all busness days on the precoding quarter, besa 1 0%, Settlement of exchangs powfons was effected accord-
g 10 isdffucliond of (ke Supenniesdoncy.

The main rates used 2t year-esd ate as follows

5
Minted Chilean gold coims 547400
L5 daollar 149,700
Pound verling 449.910
Dewtiche matk 140515
Specul drawing rights (SDR) 3164070

ci LOANS RECEIVABLE AND PAY ABLE:

Mean- readjustahle loans are shewn at their omginl valuee or st their bicest renewal value, with the exception of
scqquited commercul intruments and dicounbed motes which are exprewied af their naminal maturity value Re
sdjustable boans are shown with iheis comresponding accrued seslabesaentd 48 the balinee iheet date, und losns

expressed in foaeign cunrency imclade their nospective eachangs 2djuments. R T
Accreed inferest sl cloding o iscdaded wn Other Overseas Auets and Oiler Overseas Liakilities, retpeciively, for

aperaticas effected with readents sheosd. QOperaticns concerning locald residents are included ender Ciher Damertic

Aseets and Other Domesic Lishilies. S
Prepaid intezest on borrowings is included ender Other Asmer Accounts Interest received in advance on loass i

i luded umder Other Laabality Acsosnii

di PAST DUE LOAN PORTFOLI:

These are shows under Diher Assels and include all loans feceivable which are overdue For more than 20 days
from their materity dase. Forcign kars are trasdated info Chilean peios at (b rate of exchisge prevailing on the
Balsnce Sheel date Ineefest feceivable on ibese loans and restatcments, if applicable, wene accounted for up io

i maTugiy dates

el FINANCIAL INVESTMENTS:

fimarcial investments ae shown under Asse! Resegved 31 bosds certificates of depogit and others and

Ohvgrscas casl instrements walued st thelr

inclasde mainly gevernment, overssas instilutiogs apd bank bomds and comeser
irri et codat. Interest receivable is showas under Other Oveescas Aueie

fi PROPERTY, PREMISES AND EQUIFMENT:

i o
Ihese aze shown under Other Asset Accounts and ase stated st cost plus price-level restatements, net of sccumalat
deprecistion. Depreciatson has been computed by the straight-line method aver the estimated el lives of the

apks

¢l EMPLOYELS SEVERANCE COMPENSATIEN:
e provisiom fof acciusd severanos GFMpensalsan payablk hy the Bank as an acgaited right of s “all for pat

i amnual in:
rvioes, has heen set-up each year based on the present walue of the acoeed cost, discounted at an B
:.:-:.,--.'; rate This amounts 8 § 702.% million a1 December 31, 1988 and it included under Diber Liability Aaxunts
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2. FINANCIAL
STATEMENTS
PRESEMTATION
POLICIES

3. DOMESTIC
ASSETA

by FROVISON FOR POSSIBLE LOAN LODSSES:

The Bank, purseant o 1be powers of the Executive Commattee, has sl up pravidons during 1982 for overdue jogss
and doubtiul debis, wader Resalwtions B2 1904, dated December 28, 19B8 and N% 1,906, dated Decembes 1
1988, These peovisicns ate imcluded under Db Liabdlity Acooumts, amd the charge to income & detaibed in Noke 9

1) SHARES AND CONTRIBUTIONS TO INTER AMERICAN DEVELOPMENT BANK (IDR} AN INTEE-
HATIHONAL MONETARY FUND (IMF}

Shares and confributioss made by the Chilean Teeavary to the Inter Amerscan Development Bank and contsbubiom
1o ihe Imernational Monctagy Fund are cantied at aoquisition cods and contributions ot retstement value, whe
applicable

IDE shares and contributions are shown wnder Oibeer Assels Overssas, 35 Comtgdutiond made 15 odher ndenas o)
ﬂf;.lmf;l T

Contribatsons 1o ke IMF in domestic and loregn cufgencics are thows under Avee! Rewerves Overseas a4 an |MF
Subscription. Shares and contributions made to the 1D and comedbutions to the IMF ate considered investmsats,
pursuanl to Dectec Law 1,943 of November £ 1979

jb GOLD AND FOREIGK CURRENCY RESERVES:

In zecosdarse with Article 40 af the Bank's bybwoe (Deceee Law 10780 3 mandatary cash reserve miug be kept
either in gold, foreign currency, or bath.

Gobd and foreign curremcees shown ander Assel Beserve include 21007 million of Chilean pold pesos which ose-
reppond 1o 1le mandatosy gold resce

kl REVENUE AND EXPENSE ACCOLINT:
Revenues and expenses are accoanfod for on an accrual baus

Hevenus and cxpenee accoumls, cxpiessed im domestic canency. with the exceplion of deprecation. reprosn!
sccumiulstions of amoumis registered at the date the iranascisons were perlofmed,

Il FRICE:LEVEL RESTATEMENTS:

The effect of price-level restdlemsenls of oguity, peoperty, premises, oyuipment and other awets and Habibees
comadering ke changes in the copsamer peice index dusirg ibe year is shown in the Statement of Incame
priceslevel restatemends and deiailed in Mote N9 & Likewise, excharge differences in assets and labilitees enpreiss
in foreign currencies, ard feslatlemes! oF Boans, are inglisfed under operating revalts

The financil shest presentation follows an coonemic-aceounting pattern which aims fo show the idtiubont
accounding and fmancial pasition, 21 the mame time assistieg the economic aralyses of the Bank's operation b
cleasly distinguishisg whether they ate performed by domostic or overseas agents Im ihis manner the Bank’ par
theipatéan in the domestic supply of monetary awcts and ctedit policy may be awessed together with their effost
over the Bapk's praring posiisen abroad,

The cconemic concepls of imternaibonal reserves and baucs are thes thowes a3 Assels and Liabalitios, undez Asic!
Boserve and lsiwes, respectively.

Domestic aswls compiise the followeng:

a) DOMESTIC LOANS:

This caption includes mainly cfedit Bnes in respect of rewcheduling of debts amounting to § 506,838.2 "'“"I”n:
credit lines s fespect of deposits under Agrecmant B9 1686 Tor § 21%,155.% mallkan; porifolios purchased = B
chligation 10 tes=ll under Agreement 1,555 for an amoust of § 523,099.3 million; consolidation of promme:
notes of fisancil insgitetions for § 314,585 0 million and loars granted to A A P. MNacionsl for § 164,133.8 mil=s

b) OTHERE DOMESTIC ASSETS:
Carrespond 10 isterest and commision receivable o dom estic aoets amounting 1o § 127,51 2.1 mill2n




4. OTHER ASSET
ALCCCLINTS

! OTHER OVERSEAS
LIABILITIES

6. LHOMESTIC
LIABILITIES

L OTHER LIABILITY
ACCOLUNTS

§. PRICE-LEVEL
BRESTATEMEN

eher anset accoumits mainly includes: lamgible fived amseis smount o § & 7699 million; puschate of 1,5 dodlass
with cbligation to resell for § 338,600 million; overdwe loans for $ 5,293.4 million; kan portfolso aogeired from
fenanceal istitiations and paid with sgtes fog § 146,398 4 million: Treassry nodes foe 5 1,866,491 .4 million snd -
terest paid in sdvanos on sbe of readjedable promesosy netes of the Banco Central de Chale for 5 6,21 6.6 million

Loans and ather liabilitees which a2e in¢halod under this aption comms muehly of credil agreements of ihe years
1983, 1984 and 1985 io grant new mosey for § 590,588.0 million: rescheduling of foreign debt years | 9831984
amd T9E31987 for § 1605627 million and depogits eeceived fromm (ke privale coaporate sector rescheduled by
ihe Ceniral Hank for futuse paymen! abroad for § 116,450 3 mallion

Ihe follomeg are included under this @plion:
a) DEPOSITS AND COMMITMENTS

The Wem “"(hther Depodts aed Commitmentd” ipcbedes mainly the follvweng: public isdod time depouts for
¥ 199,081, 3 millson; Agreement NP 1L A0 deposls (peso current accouwnts expressed im LS. dollarsh for § 3,605.8
mallion: differembial in exchange payable for § 12,2887 million; Bamos del Estado de Chike deposts for § 191,21 3.4
mallios; [ofegn ceiicncy cuifent ascownts for § 58155 million; osteanding balance an promiscry noles aoguied
fram Haneo del Esegdo fog § 7048 2 mallion: depodts on impont operations for advance ailes of foreign currencles
for & 39,0536 million; short-term cerificates of deposit for § 12,8483 million; taxes withheld and payable for
1 7,709 4 millsan; and foaeign cusrency deposits ander Agreements N9 1,657 and 1,686 for 5 2958633 milbon.

b NOTESISSUED BY HANCO CENTRAL DE CHILE:

Thas capiion iscludes maindy promissory nodes for remegotEfion of debis for § 12534008 millson; nosrtrasmferahle
depasit certificates stated im U5 dollars as per Aggeement B0 1649 for % 205 4750 millsan; readjestable pramis-
sory mates issued by Hamgo  Central for § 530066003 million; promissory sabed of puschite of porifolio ander
Aggecment NG 1555 for § 11946006 million; promissary notes stated in LS dollsrs for § 55,1471 millian; prom-
issory nobes (m sespect of exchange differentials for § 1622626 millicn: floatisg mnterest readjastable promisory
noles for 5 53,005 % million; promisory netes stated sn US dollsrs issued by Banco Cenlral for § ‘1"-"-'3']'9-1_ millicn
apd promassory mobes staled in LLF.3 undés Agréement MO |_B1E from dallar cerrifieates for § 1301530 milllon.

This caption includes mainly provisions for § 424.746,1 millian; funds for reimbursement of reciprocal credit
sgroements §or I's, 34 444 4 million; Forcign cusgencies 1o be sold for dellar acquisitions for § 360,472.4 mallion;
and Minancis] ismarutiens potes for § 246, 198 4 mallien 5 reipeet of portfolis pudchaged:

Frice-level restatement as indicated in Note 1, letter 1) sesulted in a net chagge 1o income of 30,3569 mallion,
ai fo] hosacs

Debing (Creditsy
In millsons of Chileas pesos
Equity tih%ﬁ:]
Fropeity, premiscs, and equgpment : lﬂilﬂj
nher Auais P2
wet effect an pedills for the year 30,386.9

The change in the consumer pricy index applied for ke year amosant 10 10.9%.
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% FROVISION FOR
POSSIBLE LOAN

LOSSES

10, EQUITY

1. INCREASE IN
PAID-IMN CAPITAL

12. CHARGES TO
PROVISIONS

The changes in wuite-olf's asd provisioss fod possible loan bosses dunng (he year were a5 follows

In millioss of Chilean pess

Bakince brought forward 12.31.87 67,0125
— WEite-odf apainal provivions (| AS7.0)
Provizioet w1 up during thie yeas }57.820.3
~ Recovery of prior year™s provisssins (| 0.

Balame at 12,31 .88 4240436

The chage to income of § 357 8392 million in respect of proviviors st up duzimg the vest W |,|._-|.:.]_,d_ usde
Wiide-offs and Prowkilons fos Fosuible Loan Lowes in the Statement of income, reduced by 5 25,7789 milos
Follewirg wrike-ofl of losses indscated m Nore N 12,

The changes in equiy during 1985 are summazized a3 fellows:

[In snilhens of Chalean pesoal

Feskaiement

Paid-in  Reserves fog Fhuctuation equily
Cap#fal comlingencics Rowerve FOMEENE Surplas Tolal
Balance at Jansary I, 1988 00 50070 6 e N L 6114 T A4
Draneibulson of 1987
surplus asd repay ment
fo ke Troeasuay (6LE.A) BLIA|
Equily Peice:level
resiatemenis 1.26E8 Xp, 26880
Dastrbution of
restatement of
EQuily Fesrve 65665 24,7023 131, 268.8) =
Paid-in capital increase 45 (ML 44 008
Loges charged 1o reserves H
for canfing encies (25,7780 { 15,7Ta3
Susplus fior the year 2e0.2 !
Balamce af December 31, 1988 45,0500 40,7672 151,525.1 160.2 3376001

Article 38 of Agl NO 15,768 publivhed in ike Official Regisier on December 29, 1988 ax vapplementod by Supor=:
Decres N2 1,258 of the Ministry of Finanor, dated December 30, 1988 mereated the paid-im cpital of the Bas
Central de Chile by 3 450000 milion. The sgerepate smount is now § 4505000 millan

Fiends corresponding 10 mid increaee in capial wese paid-in on December 300 1928,

Agreoment WO 1,906, dated Decemiber 30, 1988 of the Executive Committos authotized the write-cif, ot i """':';
ber 31, 198%, of Jowes resulting Taom set-up of provisioss £o1 imvesiments and Joan portfolios in Fnascisl ""'ﬂ
15ons being liquidated fos the amoust of § 25,7789 million to be debited Lo She contingency furd, wilh dus B
far the increase af capatal according to Asticle 38 of Act 18,768, menticned s Mate MO 11




13, FREFERENTIAI
LIS DOLLAR

14, PORTEQLIC
ACCHUTRED

FROM FINARCIAL
INSTITUTIONS

15, SUBSTITUTION
OF FROMISSORY
MNOTES OF

ACT MY 18,358

16, PURCHASE OF
FOREIGN DERT
FROMISSORY NOTES

IT. INTEREST RATE
HEDGING

Resolutmns NO% | 466, 1484 ard 1,556 dated Seplember 3 and December 15, 1982 and Febguary 22, 1984,
reapectively amd WO 1,657, June 27, 1985 of Banos Ceslgal pacrwuled 1hat ceftain cammilments in !'u:rj;n CURF AR
or dipulsied o be reslatol in forgign curremecies entered inlo before August A 1982 may benefit o a prefesential
wachange rate. the Banoo Cemiral bearing ibe difference berween s rate and the prevailing rate ot the date of
FEpay MLl

The cdlimaied cxchange differential payable as of December 31, 1985 is fully peowided fog an amount of
3 122857 mnillsxn

Parvward 1o Agrecments N0 | 450 and 1,555 of the Executive Committes ax smended, Basieo Central de Chile
parchased porifeli from fascial institutiens under special agreemenis whescumder thoae instilubions have com.
milted themielies 16 reparchase the postfolia, Amounts reparchased anmually deperd om the amoust of panfeho
recovered and on the financial institutbons’ yearly surplus

Comedetang that s0 [ag the Tinancial inviflutions have mat their ohligations 10 reparchase the portfolio, olhseating
their rurpluses for this purpose, and asamisg this situation will be maintsined in the coming years in view of the
sirengtheniag of these imditulions and af the Nnancial iydem as a whale, the Bank has not deemed 0 seceisasy
bo scl up a paovision For this purpose.

The amoun) secorded by the financial inditelions ax portiolio sodd under repurchase agreements 5 affected By the
charge experienced by the "Unidsd de Fomento™, plus a cussulative real surckarge of 5% psr annumi, sntil the
date of actual repurchase. The Mnancial institutions have the option to sebstitute 1he $% surchazge fof & percentage
ejuivalent o ik averape iNLERSiL fale o NME Qvings accounts ai determincd By the Evaluation Commitiee af
Banoo Cenlral

Provisiont in Article 75 of Act 15768 published in the Offbzisl Begister om December 29, 198R, & supplementod
by Supeeme Deciee W& 1257 of the Minstry of Finance, dated Decomber 29, 1988 provided for the substitution
ol prombdory soved siated in “Unidsded de Fomento' and sowsd to the order of Banoo Central do Chile, ander
Decrece W95 | 0OGT, 1097, 938 and 1,108 of 1984, 1985, 1986 and 1987, respectively, enacted according fo
provising in the Dnkbe Article of Act B 18,358 ax amended. by noter demominated and payable im LS dollars

The shovementioned notes, denominated and payable s LS dollasy subaitisted and delivered an December 30,
19&E acomes inleres every six monghs at an annoal rate equivalent 2o ke DR day LIBO rate, feporped a3 spphcable
By the Basnes Centfal ap the lag! day of the semedor preccding cach inBorest peoricsd, less a percendage differeniial
of 1.26 points per annam, as from the date of kose of the subitituted promisony rotes, until their expiry date
Interes accrund from this operation as at December 31, 1988 amownted 1o 3 2794696 million, capitalizad on
ikar e date, has Been entefed a1 ipecul imosame for the year and @ ibawn an the ilem carmiponding 16 sn-
operational income, whereas the potes received are incheded im ibe group Oiher Asset Acoounis

Pursuznl e Agiecment W2 | BRE, Scplombes 14, 1988 the Exccutive Commilics decided 1o make am offer fog
carly paymeni of U5 dollars comresponding to loams payable by Banco Central as a resalt of rescheduling agree
medlt Fof |FE3-1984 and 19851991 and the new momey agreemonts axicsponding 1o 1983, IFA4 and 1985 Ax
recult thercof, Mance Central prepaid USS 30210 million with s discount of USS 131.5 million. as thown in the
Piolil ard Lo Statement, uwnder the heading Frofits from pece diffomnoes

Parvoard o Apreement M% 1,837, December 23, 1987 ihe Executive Commities authorired the Iniernaisonal
Erviisan 1o hedpe nleeest rakes on ilt labilitisy

1,004 ~Eurodollsrs Futures Contracts™ weee executed in 1985, equivalent to USS 14,000 mallion ag 51 Decembser
31, 195E. The net favourable resull was § 30233 million, included as profits in item Interest Accrued and Recefved
ared the Ieses & duch im the iem Intedesl Accrucd amd Paid, of the Profig amnd Los SExlement.
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15, BALAMCES IN
FOREIGHN
CURREMCIES
AND GOLDY

CONTINGENCIES,

COMMITMENTS AND

44

LIABILITIES

200 INCOME TAX

AN ENPre e

in mubion 53
ASSETS 1988
ASSETS OVERSEAS
44414
Rewerve s
Cither Assetd hegrseas 4'33:"‘;
[MIMESTIC ASSETS A&7 1
Daosieitic loans —
Other doseatic boans HE:i
OTHER ASSET ACCOUNTS 6,400.3
'y o
Tedal Assets 11,8159
LIABLITIES
OVERSEAS LINBILITIES 4,7EL 4
Rewerves y 360
Other overseas babilitics 42634
SR Allacations 1641
DOMESTIC LIABILITIES 4,639.8
{mher deposts and commilments 30054
Docaments tiued by Bamoo Central de Chile 1,630.8
Onker domestic habalicies 125
OTHER LIABILITY ACCOUNTS 2. 3FLS
Totsl Liabilities 11,8159

il MEMORANDLUM ACCOLNTS:
The falbswirg bapnee are included under Memorandum Accousis oz vi December 31, 1985

In millians of Chilcan pees

Treasusy operaticn ) E80.5
Domestic loan operations 143.5
Exchange operations amd overiead koan operaisons 3495 810.6
Safckespang ard securitics as guarapice operaikans E24. 2024
Tenal 4,341,715.8

bl INPUT VAT, ON GOLD PURCHASED THROUGH AGENTS:

Exempicd Hesolulion N0 23498, Kewvembse 15, 1985 of the Internsl Reverue Service granted the applicatsn B¢
agnulment of an asessment of Yalue Added Tax bawed on gold puschased by the Bank, through its parchiss

agenis for Th 394 4 UUT.M « at December 31 1988,

Fuspuand (o Decree Law NO 3345, April 14, 1980, Bamod Cepifal de Chale 1 exempl from inoome faves
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SURPLUSES

In accopdance with the Bank's statwtes, the Exccutive Commiiiee sggecd 1o allocate the surplus for the year, once
all previions and write-ofTs agreed by them have hees st wp, as fallows

T crexte reicives &0 cover ihe rlik of parfolio and exchange operatsons or of amy other event, by a percentage
B bo agreed by the Exccutive Commities

ARy remaining surplus will be albscated 1o pay outstapding debis owed by the Tressuey to the Bank:

Mr. JORGE APGUSTO CORREA GATICA

Greneeral Manage

?l"- Aruc L iﬁﬁ"wtﬂ;ra

M FRARCISOO GARCIA LETELIER Mr. VICENTE MONTAN UGARTE
Finance Accosnting Manager Genesal Audnar
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INDEPENDENT AUDITORS' REPORT

T'o the President and
Members of the Executive Committee of
the Banco Central de Chile

1. We have examined the balance sheet of Banco Central de Chile as of
December 31, 1988 and the related statement of income for the vear then ended. Cur
examination was made in accordance with generally accepted awditing standards and,
accordingly, inchaded such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

2. As described im Mote 12, at December 31, 1988 the Bank charged 1o
Contingency Resernve losses for 5 25,7789 million which were recorded during the
yvear as Provision for Investment losses and Provision for Loan Portfolio of Financial
Institutions in Liquidation. This practice differs from generally accepted accounting
principles,

3. In our opinien, except for the matter described in paragraph 2 above,
these financial statements present farly the financial position of Banco Central de
Chile as of December 31, 1983, and the results of s operations for the year then
ended. in conformity with generally accepted accounting principles and accounting
norms cstablished by the Superintendencia de Bancos e Instituciones Financieras,
apphed on a basis consistently with that of the preceding year.

Vivian Clarke Levi LANGTON CLARKE ¥ CIA. LTDA.
COOPERS & LYBRAND

Santiago. Chile,
January 13, 1989,
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