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Foreword 

The Government has labored extensively and 
productively on many fronts -in economic 
affairs, among others. During these years, 
numerous obstacles have been overcome, 
ranging from the sound reasonable doubt and 
the natural sensation of discouragement felt 
when confronted with the very magnitude of 
the problems, to criticisms and positions 
adopted in virtue of prejudices and dogmatic 
concepts which, unfortunately, have long 
formed an important part of national life. 

This book nas been prepared in the hope of 
preserving the emphasis events gave to each 
problem as it arpse. A careful reading of its 
pages will reveal a serene analysis of reality, 
unquestionable coherence and an accurate 
anticipation of events, sorne of which altl:lough 
now part of the past, at the time of analysis 
still belonged to the future. 

To a certain extent, the economic history of 
this Government has already been written; this 
book is simply a selection of sorne of its 
chapters. 



lntroduction 

Chilean Economic Policy: 
Dogmatism or Realism 

Juan Carlos Méndez 
Director of the Budget 



Let us suppose that in Chile every Government, independent of its doc
trinary conceptions, and therefore, of the institutional configuration that it 
may have as.pired to impose upon the political, social and economic 
framework of the country, has sought the achievement of three fundamen
tal objectives in the economic field: stability, growth and development. At 
least this is the conclusion one reaches from a consideration of the ex
plicit postulations of the various economic programs that have been pre
sented. The crucial question is what is the most expeditious way to achieve 
the goals established. 

Before undertaking the analysis of this subject, we must define what is 
understood by economic stability, growth and development. Let us define 
economic stability as that set of conditions which produces a mínimum of 
macro and micro-economic alterations in the face of combined imbalance 
in the areas of foreign trade, money, investment, saving and specific im
balance in the micro-economic units as such. 

By growth, we mean the increase in the Gross Domestic Product of the 
country as a result of the increase in the quantity of productive factors. 
Development is understood, first, as that part of the increase in the GDP 
generated by an improvement in the quality of the productive factors, and 
secondly, by a socially acceptable personal distribution of in come 1 . The 
three objetives cited here are part of a whole· and, of course, are inter
dependent. 

For many years and until recently, Chile had chosen a certain path to de
velopment and an economic structure based on increasing intervention 
of the State. The economic program of the present government assigns a 
subsidiary role to the State. Both approaches are different and have dif
ferent meaning from the economic point of view and, therefore, their ef
fectiveness varíes with respect to the achievement of stability, growth and 
development. 

This can be seen more clearly by comparing the present economic pro
gram with another one in which the mear.s of productión are controlled 
by the State (centralized economies). 

In the case of a centralized economy, the functions of government obvi
ously increase, sin ce it not only has direct control of macroeconomic man-

1 lt means that changes in the personal distribution of income, as a product of the eco
nomic system and of the distributive action of the State, approach the social welfare 
function. 
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agement, but of microeconomic management as well. From the point of 
view of macroeconomics, the primary objectives will be: price stability, 
equilibrium in foreign trade, growth and employment, and the achieve
ment of acceptable personal distribution of income. On the other hand, we 
must also consider the objectives of the function of management in a pro
ductive unit which is to produce the maximum possible in goods of the 
greatest value ata minimum cost. In this dual function, which the Govern
ment must carry out as leader of the general economic policy andas man
ager of each one of the productiva units, the macroeconomic interests 
will inevitably impose themselves as additional restrictions on productiva 
activity, either by price fixing in order to encourage general price "stabil
ity'br by imposing numerous factors over and above what is advisable for 
the survival of the enterprise itself, and all this, perhaps, in an attempt to 
achieve the employment goals established by the authorities. Likewise, 
microeconomic considerations will frequently impose themselves as ad
ditional restrictions on the macroeconomic task of Government as it is in 
the case of the preferential exchange rate or special lines of credit 
which permit the fulfillment of the production plans determined by the 
Government itself. 

In other words, in a centralizad economy (or one with fixed prices), as op
posed toa free market economy, additional restrictions are imposed on 
the macro and mic.roeconomic functions. lt is well known that, when an 
additional restriction is imposed on a function, the new maximum of that 
function will not be able to surpass the one obtained before the applica
tion of the new restriction. Consequently, the growth target is curtailed in 
sorne significant points. 

This dual function produces other effects which are equally or more im
portant than the one mentioned above. Given that within the Government 
itself there will be innumerable occasions on which the preponderance of 
one or other position will be questioned -that of those who manage the 
economic aggregates, and that of those who manage the productiva 
units- instability will be generated, at least in the additional restrictions 
on either or both functions and, therefore, the rate of discount of those 
who make decisions (macro and microeconomic) will be high, and so the 
present will become the general rule. 

The tendency will be to take advantage of the fact that a certain restriction 
has been eliminated because it will soon be reinstated. The result is that 
the best time to make decisions no longer has any meaning (which is very 
clear in the field of investment in public enterprise). Given that the present 
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is the norm, very often the Government itself becomes involved in this at
titude and by sacrificing future governments it constructs stability, growth 
and development that are justas ephemeral as the men who make up that 
particular Government. This is one more reason to think that in such a 
scheme the goals for growth, as well as those for development and stabil
ity, are more difficult to achíeve than in a free market system.2 

As a result of the positions, at times unbalanced, between those who 
manage the macro and the microeconomic areas, it can be inferred that, 
step by step, the case of the productiva activity will gradually be imposed, 
to the detriment of overall economic management, and the need to place 
the macroeconomic point of view in its proper place will only appear when 
the components of the system show clear signs of approaching crisis, and 
even having overcome crisis, the permanent remedy will consist in overall 
management with important restrictions. There is no country with a cen
tralizad economy or socialist ideology which does not impose heavy re
strictions on the instrumental management of the Balance of Payments 
-thus losing the degree of freedom required for maximization- a loss 
of instrumental flexibility which, as has been pointed out by Jan Tinbergen 
himself, prevents maximum achievement. 

Thus far we have analyzed the additional restrictions and the curtailments 
on achievement which they generate. Not only are there additionallimita
tions, but also the Government as productive agent is not restrícted by the 
same factors as its counterpart in the prívate sector,3 nor does it have the 
same variables nor the same functíons of behavior. 

As a matter of fact, the value of the marginal product of the factors is, in a 
given activity, different for the state productive agent than it is for an eco
nomic unit in the prívate sector. Moreover, the value of the marginal pro
duct of the factors, for the same activity, of the prívate sector is closer to 
their social val u e of the marginal product, than that of the same factors as
signed by the state productiva agent. Apart from assumptions, let us con
sider certain facts. One of these is that the possibility of bankruptcy in the 
prívate sector is greater than it is in the fiscal sector, which means that for 
the same activity with an equal production function and identical factors, 
in quality and quantity, at determined ("mínimum") prices forthe product 

2 A free market economy is that which allows the free and direct expression of con
sumer and producers, the result of which automatically determines prices and quantities. 

3 In a free market economy the distortions between private and social benefits and be
tween the social and private costs are corrected by taxes and/or subsidies. 
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, áOR;\C\~ID<imum") for factors, the prívate businessman enters losses and 
ther~ffue his expected in come is the weighted result of the expected profit 
and loss situations. The state agent, however, does not take into account 
fully (or perhaps not at all?) the possibility of loss and, therefore, his ex
pected income is necessarily higher than that of the prívate businessman. 
This means that the expected value of marginal product from capital and 
for the rest of the factors is greaterthan it really should be, if the possibility 
of bankruptcy or of the total impact of the alternatives for loss are taken 
fully into account. Consequently, in a socialist economy there will be a 
clear tendency toward overinvestment and to overemployment. Overin
vestment" and overemployment occur at the expense of other functions 
which the State must carry out, among these being distribution, and since 
this is not optimum, it threatens growth and development and diverts re
sources from the distribution function. 

These differences are produced not only in the microeconomic function of 
state and prívate product1ve agents. For the prívate businessman -given 
the quantity of factors in the production function and competition of pro
ducts and factors in the market-the allocation of resources becomes the 
management variable and he must assign resources so as to produce at 
the mínimum cost. The State as "enterpreneur" has the alternatives of the 
political pressure it will exert and ofthe allocation of resources, in orderto 
obtain a good price for the product and low prices for inputs, and ... , in so 
far as it allows somewhat more or soniewhat less than the price thatwould 
have prevailed in the market,4 from the point of view of general economic 
equilibrium, poor allocation of resources is necessarily maintained. Thus 
once again growth and development potential are diverted from the coun
try, less potential development, since there is less to distribute than there 
would have been in a free market economy. 

But the most serious aspect of all this is that additional distortions are gen
erated in the economic system, since there is an attempt to eliminate the 
foreign sector which is the only source of competition, since there is no 
prívate businessman nor fiscal productive agent who does not dream of 
becoming a monopolist, since this is the situation which in any case 
maximizes its benefits. In that way, pressure from all the productive state 
agents will virtually close the doors to foreign trade. A loo k at the countries 
with centralized economies will ratify this statement. The worst is that in 
those countries technology and progress are centered basfcally on the sec
tors in which, for other reasons, they are faced with competition. In this 

4 A market which has been corrected by taxes or subsidies in the case of distortions. 
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way they develop the most advanced infrastructure in arms, andona na
tional level they postpone productive functions in which these giants are 
mere underdeveloped dwarfs. Obviously, this is not exactly an outlook that 
maximizes growth and the economic and social development of the coun
tr!es.5 

The "As if" of Lange and Lerner has more restrictions, different variables 
and behavior functions than the "lf" of a free market economy.ln short, the 
dual function of Government,orienting the economic aggregates and as 
productive agent,does not lead toa maximization of stability, growth and 
development. This brings to mind the proverb, "No man can serve two 
masters." 

What then are the functions of the State in the perspective of the present 
analysis? 

The putting aside of the production of private goods and services by the 
State leaves the following functions: 

a. The provision of public goods and services such as justice, foreign rela
tions, defense and certain services and public infrastructure. 

b. The regulation and controlling functions such as the control of the mo
nopoly factor and product markets not subject to externa! or interna! 
competition; to avoid monopolistic practices in arder to guarantee and 
to promete competition in all markets; to dictate and to implement 
norms with regard to the care and preservation of the énvironment and 
of the individual. 

5 In the case in which the means of production belong to the prívate sector and the State 
fixes prices, the tendent:y not to take risks fully into account will be even greater than in 
the case in which both the means of production and the fixing of prices are the function 
of the State. This is perhaps the worst possible situation, since it is an unconsciou¡¡ path 
toward statism. The micro and macroeconomic conflicts will be felt in the national social 
body.with greater strength. At least in the Chilean case, these led toa macroeconomic 
management completely dependent on the national business community with voice and 
power. The doors were closed to foreign trade, suppressing all effective competition. The 
situation. became so extreme asto allow the absurd practice of having representatives of 
the national productive sector on the Board of Directors of the Central Bank. 
Legal bodies accumulated in which the lack of non discriminatory norms was supple
mented by ·complex and varied arbitrary attributions. Obviously, all of this produced the 
necessary friction in the social body to motívate the final attempt to achieve a statist eco
nomy. 
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c. The function of distribution so asto create equal opportunities and to 
sol ve situations of extreme poverty; and fina!ly 

d. The macroeconomic management functions in the monetary, foreign 
trade and budget areas, which fulfilled by means of the proper organi
zations are few, clear and precise. 

In the monetary sector, if the exchange rate is free, only the amount of 
money is managed; if the exchange rate is fixed in nominal terms, total 
credit is the only tool of management. 

In the foreign sector there are two functions: to keep the economy open 
and to provide the country (not the Central Bank) with the reserve leve! 
inpicated as reasonable. Eventually, there is a third function, that of fixing 
the exchange rate, if macroeconomic adjustments are to be made in this 
sector, once again being careful to maintain the established reserve levels. 

The disaggregate components of the budget function are basically related 
to providing public goods, to the establishment of norms and to distribu
tion. 

The aggregate or macroeconomic budget function is related to defining 
the level and the growth of revenue and expenditure in the public sector as 
well as the deficit in the sector. 

What is the role of public finance in this context, whose objectives are 
stability, growth and development? 

Above all, it is necessary to determine the amount of total resources re
quired in order to fulfill the functions proper to the State. While this state
ment is so broad that it scarcely has meaning, in the national context it 
means to discover whether or not to increase the tax and welfare burden 
imposed on the community.6 The present economic system bases its 
goals for growth on a State which reasonably fulfills each one of its func
tions and on a private sector with an increased productive capacity. 

After over forty years of uninterrupted statism we find it advisable that 
growth in total outlay should not exceed growth in the gross domestic 
product, which would freeze, in a certain way,_the present structure of 

6 That is, how closely marginal movements approach the Paretian optimum. 
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participation (private sector versus public sector). This is not the ideal and 
there should be, if not a reduction in the present level of revenue and 
public spending, then a reduction of public spending and income as a 
percentage of the Gross Domestic Product. 

This requires, for practica! reasons rather than theoretical ones, a zero 
deficit in the public sector. Budgetary imbalances manifested as deficit 
signify rigidities difficult to overcome, which are translated in sporadic pe
riods of inflation resulting in instability and a decline in growth and de
velopment. 

Having defined thé level and the tendency of public expenditure, revenue 
and deficit, we must now identify the source of revenue and allocation of 
fu nds that will guarantee the a eh ievement of the th ree objectives. Fi rst, the 
revenue structure should safeguard vertical and horizontal equity, and in 
the second place, once distortions have been detected and corrected by 
means of taxes and subsidies, it should be neutral if possible with respect 
to the social allocation of resources. The present tax system was devel
oped and implemented for this purpose. Likewise, the foreign trade sector 
is the most effective channel for competition, which should, therefore, be 
preserved; it is only a source of income in so far as reasonable protection 
is given to import substituting activities and according to the extent to 
which the present and potential export sectors remain reasonably unpro
tected. This, and only this, has been the purpose of the tariff reforms and 
the elimination of tariff-related barriers. Social security deductions com
prise the third source of public revenue. A portion of this constitutes a tax, 
given that what is put into the system is less than what is obtained from it. 
This is a tax which discriminates againstthe mostabundantfactor in Chile, 
namely, manpower. The spirit of the Social Security reform is guided by a 
desire to eliminate this distortion, to generate a clear incentive to individ
ual capitalization and to improve pensions. 

In short, the modification of the structure of public revenues has put us on 
the sure path to the stability, growth and development of the country. 

With regard to public expenditure, the reallocation and growth of this fac
tor should be centered on those functions which have been most post
poned. Once again, our analysis of the Chilean situation reveals that the 
distribution function and the provision of public goods has been post
poned for forty years in favor of the public entrepreneurial activity and 
the regulatory (the word should really be controlling) function of the State. 
lt is obvious that the growth in budget outlay should be generated essen
tially in the distribution function, accompanied by significant efforts to 
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achieve more efficient distribution. The new regulatory function of the 
State means more precise responsibilities. fewer in number and more gen
eral in nature; therefore, in comparison with former periods, the amount 
of resources required should be less. The "entrepreneurial" activity of 
the State (enterpreneurial in quotation marks because businessmen as
sume risks), should undoubtedly be less than they were in the past. These 
are and have been the priorities and have accordingly formed part of the 
public budget. 

The great project which we are carrying out in Chile includes the objec
tives set forth at the beginning. One of the fundamental aims of this pro
ject is to release the economy from state control, thereby creating a truly 
mixed economy in which the public and private sectors complement each 
other. Consistency in the subsidiary role of the State is one of the most 
difficult things to achieve. In the measure in which the country continues 
the present rhythm of growth, the alternatives for allocation of resources 
and consequently investment alternatives will increase, and it is highly 
probable that these factors will grow ata rhythm superiorto the availability 
of resou rces.And we wi 11 not ha veto fa ce the Keynesian specter of a lack of 
investment opportunities. In this environment our consistency will be put 
to the test once again. lt will be another of the many confrontations be
tween the strength of reason and the strength of statism. 

Undoubtedly, centering action on the achievement of the fundamental 
tasks of the State means greater development, growth and stability. 
Greater development because the distribution function of the State is, for 
the most part, an investment in human capital, which at present means 
an improvement of the income levels of the most dispossessed and in the 
future, giving them the tools with which to obtain on a steady basis, levels 
of well-being superior to the present ones. Greater growth, because 
human capital increases, and at the same time the State, having withdr¡;¡.wn 
from the productive function and handed it over to the private sector, pro
vides the alternative of producing more than what had been produced be
fo re with the same resources. Greater stability, because the function of the 
State will become more and more unified and therefore the impact on the 
national economy of disequilibria in the "macro" or "micro" sectors will 
not be so strong. This is the realism which guides the actions ofthe present 
Government. 
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Part 1 

Bases for 
The Economic Policy 



Declaration of Principies 
of the Chilean Government 



lntroduction 

The Junta, which carne into Government in Chile on September 11, 1973, 
has stated on many occasions that it wishes to inaugurate a new era in 
our history by planning a creative and stable political system forthefuture. 
lt will be the task of the new institutions arising in the country to gradually 
p rovide a j u rid ical framework for th is g reat collective u ndertaki ng to wh ich 
the nation is committed. 

For this reason, six months having elapsed since Chile's liberation from 
Marxism and since the initiation of the new government, it considers the 
moment opportune to make known its Declaration of Principies. Within 
this declaration is contained the essence of the philosophy which has 
inspíred the action of the Junta. An understanding, analysis, and diffusion 
of these principies is of fundamental importance to every Chilean so that 
he may actively participate in the reconstruction of the nation. 

Santiago, March 1974. 
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CHILE IN THIE WORLD TODA Y: 
IBASDS FOR A DEFINITION 

National reconstruction begins in Chile ata time when the whole world is 
undergoing asevere upheaval. Because of an economic crisis, which is 
itself a latent threat to world peace, we are faced by an even graver 
problem threatening the values and way of lite of many societies in today's 
world. 

A large sector of the human race, the so-called underdeveloped or devel
oping nations, are overburdened by millions struggling in poverty and 
misery. Although not in the worst position, Chile belongs to this group. In 
our attempts to rise above our place among these nations, we observe two 
antagonistic types of society as possible models towards which we should 
aim. Sorne look toward the socialist and Marxist-Leninist inspired soci
eties, while others hope for economic development compatible with the 
social justice and political freedom reached by the most advanced western 
nations. 

Chile must reject the alternativa of the Marxist inspired society, beca use of 
its totalitarian characteristics and its devaluation of the human being 
which are diametrically opposed to our Christian and Hispanic traditions. 
Furthermore, experience shows that Marxism does not create well-being, 
and its socialist and statist nature renders it incapable of achieving the 
economic development we require. 

On the other hand, although the developed western societies may offer an 
infinitely preferable appearance, they have fallen into a suffocating mate
rialism which has enslaved man's spirit. The so-called "consumer soci
eties" have established a situation in which the dynamics of development 
seem to control man himself, leaving an inner feeling of emptiness and 
díssatisfaction, and producing a nostalgic desire for a more peaceful and 
humane existen ce. This condition favors that revolt of youth which period
ically erupts in different forms. As a result of the September 11, 1973 
action, we in Chile have been able to see only too clearly that all this has 
been aggravated by the success of Marxist penetration into these seriously 
weakened societies. 

While others are just setting out, na"ively, on the path of "dialogue" with 
an understanding of communism, Chile is on her way back. Having 
undergone the experience of allowing Marxism within its democratic 
fold, having watched many democrats attempt to find common ground, 
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in doctrine or in practice, with Marxist sectors, and having witnessed 
with its own eyes the fallacy and failure of the so-called "Chilean road to 
socialism", our country has decided to fight openly international 
communism and the Marxist ideology it upholds. In doing so it has 
inflicted on communism the greatest defeat it has suffered in the past 
thirty years. The government of Chile makes no pretense of assuming any 
leadership beyond its own frontiers, but is aware, nevertheless, that the 
outcome of all that is taking place in Chile is being watched with interest by 
many peoples to whom our experiences may, in various ways, be useful. 

While it is no concern of our country to put forward ideas of imagined 
world-wide scope or application, it is necessary for Chile to find its own, 
particular way to try to overcome the various critica! factors which today 
affect other countries. 

Chile must, therefore, work towards attaining, balancing and knitting 
together freedom as a way of lite with the accelerated development of ot,Jr 
economy and fair social progress. 

To this task, already a challenge of the first arder, must be added the 
necessity of accomplishing it while satisfying the spiritual restlessness of 
the individual, by building a nation, day by day, which reaches toward a 
condition worthy of man's dignity. To hope forthe full attainment of such a 
concept would be to aspire toa factual utopía, an occurrence beyond the 
abilities of human nature. Therefore this cannot be presented as a 
"model" to be achieved by means of an ideological recipe, but only asan 
end toward which, togetherwe m ay gradually and in the best possible way, 
approach. 

With this in mind, the concept of the relationship between the individual 
and society must be established and defined; but beyond this, all else must 
be derived from our national makeup, past and present. 

THE CONCEPT OF THE INDIVIDUAL IN RELATION TO SOCIETV 

Chile's government, in tune with national tradition and with the outlook of 
the vast majority of its citizens, respects the Christian concept of the 
individual in relation to society. lt was this relationship which shaped the 
western civilization of which we forma part, and it is the loss or distortion 
of this concept which, toa great extent, has provoked the moral disinte
gration endangering that very civilization. 
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In keeping with this statement, we hold that the individual is a being 
endowed with a soul. This is the springhead of the true basis of man's 
dignity, as we shall establish in the following principies. 

The individual holds rights which are preferential 
to and above the state 

These rights spring from the very nature of man himself and have their 
origin in his Creator. The State must acknowledge them and regulate their 
use, but it is not the State that concedes them, nor must it ever deny them. 

The state must seii"Ve the individual, 
and not the reverse 

Both from the point of view of his existence and his purpose, man is 
superior to the State. From man's standpoint, while he is a substantial 
being, society and the State are originally only accidental relationships. 
Thus it is possible to imagine man's temporal existence as independent 
from any form of society. On the other hand, not for one moment could the 
existence of a society ora state be conceived without the presence of man. 
Further, viewed objectively, man is primary, for while societies or the 
State exhaust themselves in the course of time and history, man survives 
them. He lives in history but is not consumed by it. 

The purpose of the state is the 
general common good 

Without contradicting ideas already expressed, since man cannot realize 
his full development without living within a society, he must group himself 
with other human beings. 

The general common good, which is the goal of the State, was recently 
defined by the Government in a public document as "that set of social 
conditions which enables each and every Chilean to reach his absolute 
personal fulfillment." (See statement on abstention from politics in public 
administration, December 1973). 

This definition explains a concept of the common good that is as different 
from that held by liberal individualism as from totalitarian collectivism. 
Liberal individualism sees the common good as simply the sum of the 
individual's welfare, which all try to attain with almost total disregard for 
others. Collectivism, at the other extreme, understands the common 
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good to be determined by the needs of the State, befare which individual 
welfare as such completely disappears. Because of this, our century has 
witnessed fearful massacres staged by communism or national socialism, 
which were justified by its perpetrators in the name of so-called "col
lective welfare or necessity." These philosophies thus may lay bare an 
abysmal ignorance of the concepts that the individual as such exists as 
an entity, possessing an ultimate purpose which grants him rights no 
human authority may lawfully violate. 

The true idea of common good avoids both extremes and transcends 
them. lt defines the common good as arising from the attainment of indivi
dual well-being through restraint, poise, consideration, and the positive 
and genuine respectforthewell-being of others; in this the liberal concept 
is rejected. But at the same time, this concept springs from acceptance of 
the inherent rights of the individual and refuses to allow their possible 
infringement in the name of any false "common welfare." 

Common good does not mean, then, the welfare of the State, nor does it 
mean the welfare of the majority and much less, the welfare of a minority. lt 
is the su m of those conditions by which each and every member of society 
may attain true individual welfare. Common good aims at enabling the 
individual to obtain fulfillment -not merely sorne individuals, be they 
majority or minority, but all and every one. lt follows, then, that common 
good, as an objective, can never be entirely reached, just as absolute 
personal perfection can never be attained. Neverthless, it points a goal to 
which the State must come as close as circumstances allow; it represents 
a permanent challenge to the State to always strive for although, due to 
man's imperfection, complete achievement will always escape. 

Law, then, emerges as the principal instrument of authority to promote 
the general common good, that is to say, to shape, in keeping with con
tinually changing circumstances, the most adequate social structure so 
all and every member of the community may achieve personal satis
faction. 

Common good demands respect for the principie of 
conditional supervision 

Since every society has its origin in man, and the individual is its justifica
tion, it follows that the more complex groups come into being to fulfill 
tasks the smaller groups are unable to handle on their own. The lone 
individual forms a family group to reach objectives which by himself he 
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cannot; in the next phase of human development a variety of more sophis
ticated groups come into being to obtain that which the family by itself 
cannot. Finally, the need to create a justly coordinated communal arder 
impels all these intermediate groups to form themselves into a State, 
which undertakes those tasks none of them could manage directly. 

This fact places a limit on the scope of activity to be undertaken by the 
larger social gro u p. lf the justification for the existen ce of the larger unit is 
the abil ity to act where the smaller one cannot, then it is evidently not right 
that the larger society should absorb the field that belongs to the smaller 
one, and over which the latter should exercise adequate autonomy. The 
area of influence of the larger society begins where the possibilities of ef
fective action by the smaller one ends. 

Such is the basic idea from which the principie of conditional supervision 
springs. By virtue of this principie no majar social group may assume 
initiatives which the smaller group, especially the family, is able to man
age, just as the family may not invade that which is personal and inti
mate to the individual conscience. 

The conclusion to be reached from applying this principie to the State 
must be that the State should only assume direct responsibility for thqse 
functions which the intermediate or minar social groups are unable to deal 
with adequately, either because they are beyond their possibilities todo 
so, as in the case of national security, police work or foreign relations, or 
because, dueto their importance to the community, it is inadvisable to 
hand them over to limited private groups, as in the case of services or 
enterprises of strategic or prime importance to the nation, or finally, 
because, dueto their nature, they require over all State coordination. For 
all other social tasks, the State can only intervene directly when an inter
mediate social group which should on its own be capable of handling a 
given situation, through neglect or fault, does not do so, even after the 
S tate has taken collaborative steps to overcome the deficiency. In this case 
the State acts as the supervisor for the common good. 

Respect for the principie of conditional supervision is the key to the 
existen ce of a truly free society, and could almost be called a barometer for 
measuring the degree of liberty in a social structure. By contrast, the 
greater the State interference in a society, the less is its true liberty, 
regardless of how widespread may be the exercise of political rights. The 
fountainhead through which liberty offers personal and creative effort a 
margin of alternativas of sufficient variety is to be found in a private life, 
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and in those activities which are independent from the State, and only 
subject to its control for the common good. Statism, on the other hand, 
produces a society that is grey, uniform, submissive, and without horizons. 

Respect for the principie of conditional supervision implies acceptance 
of the right to private property and free initiative in economic activities 

lt is not difficult to see that the principie of conditional supervision presup
poses the right to freedom of initiative in the economic field. Apart from 
being a right, the participation of private enterprise in production offers 
the only road to effective economic development, and the State, in keeping 
with the principies outlined, neither can nor should eliminate or absorb 
such participation. A centralized monopoly by the State of all economic 
activity not only leads to a statist society which, in the end, pragmatically 
denies personal freedom, but it also eliminates the creative capacity of 
private enterprise, whose replacement by the bureaucrat is detrimental to 
the emergence of new sources of production and labor. 

The acceptance of free enterprise, as described, must, in no case, be taken 
as disregard for the active and very important role given to the State in 
the economic field. The State's mission is not limited to ensuring healthy 
competition and exercising control over private enterprise to avoid abuse 
or monopoly. A modern economy also requires the State to participate 
in comprehensive economic planning. However, State planning should 
not grow so extensive asto block private enterprise, but rather it should 
complement it. 

Further, it would be pointless to allow private enterprise in economic ac
tivities if at the same time the right to private property, in the form of con
sumer goods as well as production potential, is not recognized. 

This right to private property follows inevitably from the concept of man in 
relation to society, and also from the principie of conditional supervision, 
which is derived from that concept. The simplest form of this right is 
individual property, but communal property, when freely agreed to and 
maintained, may also be included. The State should only keep for itself 
that property which is strategic or vital to the country, and cannot be left, 
prudently, in limited private hands; all else should be left open to the right 
of prívate ownership. When determining the limits of the juridical State's 
economic power, requirement that ownership must be exercised in keep
ing with the social function inherent in the property, must also be estab
lished. Within this c:oncept, the means must be devised whereby the right 
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to prívate property becomes a reality for all Chileans, whatever may be 
their social level. Chile must become a land of property owners, not a 
country of proletarians. The rightto private property requires legal guaran
tees against arbitrary dispossession. To this end it must be established 
that the State may only expropriate in cases of real necessity for the 
common good, and must pay just and timely compensation to the affec
ted party. 

Over and above the ideological reasons which favor acceptance of private 
ownership of goods, including production, itis essential to add that when-. 
ever the State lays hands on all sources of production, it becomes the only 
entity distributing the necessities of life to the citizen. Obviously, in such a 
case, politicalliberty disappears, for he who opposes the regime stands to 
see his family and himself starve. However, on the other hand, when the 
social function of property or its effective distribution among all social 
classes is neglected, m o rally unjust situations can occur which will e reate 
tension, strain, and pressure in society. 

AN INSPIRATION THAT IS NATIONALISTIC, 
REAUSTIC AND PURPOSEFUl 

While stating these principies whose validity is universal, the Government 
is seeking those factors within Chile today that will support its philosoph
ical and ideological outlook. This demands a fusion of the important 
values implicit in our history and tradition with the new qualities of the 
contemporary world in which Chile exists. This leads us to the following 
conclusions: 

The fundamental purpose of reconstruction: 
to build Chile into a great nation 

Emerging from a long period of ideological messianism preaching petty 
hatreds, the Government of Chile, from an emphatically nationalistic point 
of view, invites its fellow countrymen to overcome mediocrity and interna! 
division to build Chile into a great nation. With this objective in view, it has 
proclaimed repeatedly that it holds national unity as its most cherished 
objetive, and rejects any outlook that may accept or encourage irreconcil
able antagonism between social classes. 

The spiritual integration of the countrywill be.the b'asis u pon which it will 
progress in economic development, justice and peace, and recover the 
leading position which the creators of our republic gave it within the 
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continent. The strongest inducement to awaken patriotism -that deep 
love of a united and great country- in the heart of every Chilean is surely 
the resolve to vindicate again the examples presented by our history with 
its leaders, heroes, teachers, and statesmen. Foreign creeds, a foreign 
cultural invasion, party interests, selfishness, and antagonisms deliber
ately fostered between social classes are conspiring against this unity. 

National planning system and 
national pmject 

To build Chile into a great nation, it will be the duty of the State to draft a 
"National Project," creating a feasible and desirable image for the repub
lic, contemplating its long-term development and taking into account the 
ei'ficient use of our real potentialities. 

For this purpose, and without going beyond the limits of state action, as 
outlined when discussing th~ principie of conditional supervision, the 
Sfate will draft a National Planning System which, starting from a National 
Project, will integrate procedures, .institutions, and organizations to en
su re reaching national goals within the framework of governmental policy. 
This system will coordinate and implement the plans of the various ele
ments within it, taking into consideration both medium and short-term 

· objectives. 

Su eh a national planning system will ove reo me the traditionallack of coor
dination between development, planning, and national security, incor
poratingthe latter as a vital part of the broad-basedand integrated scheme 
of global national development. 

An authoritarian, impersonal and just 
govemment 

Guided by the inspiration of Portales, the Government of Chile will ener
getically apply the principie of authority and drastically punish any out
burst of disorder or anarchy. lt will exercise power impersonally and avoid 
every type of petty sectarian interest. From its position above all prívate 
groups of any type, it will ban the use of influence, protect the weak from 
abuse, and will act as an honest arbitrator without favoritism for justice 
and the common good. 
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The vah.11es andl sty!e of the natüona!ist 
govemment 

Chilean nationalism, rather than being an ideology, is acode of living, the 
genuina expression of the nation and of the soul of its people. In keeping 
with this idea, Chile's government will always prize the broad principie 
over sectarian doctrine, achievement over programs, the spirit of morality 
over the letter of the law, shrewdness over ideology, and reality over the 
deceitful words. The nationalist government recognizes and proclaimsthe 
following as fundamental values of the national spirit: 

a) justice andl equalüty lbefore tlhle ~aw. Without privilege or exception all 
must comply with the law, and all who transgress will receive equal and 
impartial punishment. Furthermore, it is an urgent necessity to expand this 
equality befare the law into a true equality of opportunity in life, where the 
only inequalities to be tolerated are those placad on an individual by his 
Creator, and the limits of his individual merit. 

b) tlhle restoratüon of prüde in wlhloielhlearted effort, the only true road to 
progress and the personal fulfillment of the human being. For decades 
political demagogues have preached to the people that doctrinal formulas 
could substituta for work as a means of economic development. Further
more, longstanding abuses in compensating thousands of Chileans for 
their efforts have blurred the inherent dignity of work in the national 
conscience. Both faults must be con"ected, and it must be understood that 
since the welfare of Chile is a collective responsibility, there is no excuse 
for parasitism or idleness. 

e) tlhle creation of a mora!ity lblased 0011 meriit a011d personaD effrort. National 
politics, lately characterized by low standards and mediocrity, has devel
oped an outlook where personal success has frequently been considerad 
as something negativa, to be hidden, something for which an individual 
must "apologiza." To lead the country towards national greatness we 
must conceive a new outlook which will recognize the merit of public 
d istinction and reward those who deserve it, be it for labor output, produc
tion; study, or intellectual creation. The State thus stresses that the fulfill
ment of one's duty is the true way in which each individual may serve 
society, and that national solidarity, far from excluding the healthy spirit of 
competition among those similariy employed, must stimulate itas a valu
able instrument for collective effort. We seek a morality based on effort 
and reward, not only for individual work, but also for outstanding efficien
cy and civic spirit among groups and trade unions. 
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d) sobriety and austerity among those who govern as a symbol of the best 
in our national traditions. Chile has always demanded that authority set an 
example, and has respected in spite of political differences those rulers 
whose lives ha ve been personal evidence of civic virtue. Fully aware of this, 
the Government is setting that example of self-denial so necessary for 
national reconstruction, for only thus can they expect that every Chilean 
will absolutely fulfill his duty, including the acceptance of his own and his 
family's share of the inevitable collective sacrifice. 

e) the restoration of non-political status to the public administration. The 
custom of infusing party politics into public administration resulted in 
political favoritism, inefficiency, and the absence of a national state policy. 
As the Government has announced, any public employee who uses his 
position to further party interest will be dismissed, whatever branch of the 
public administration or related services he belongs to. For the same 
motive, a radical reform ofthe public administration will take place making 
it a reputable, important career or school for public service, subject to the 
general rules of absoluta political non-involvement justas members of our 
judiciary must function. 

A. code of justice respectful of human rights: 
a guide for the present govemment 

Chile has always lived within a juridical order. The majesty of the law has 
been an inevitable force in our social development. Furthermore, legal 
order has always been the reflection of the deep regard Chileans feel for 
the spiritual dignity of the human being and for his rights. The heart of 
Chilean democracy is to be found in that respect for human rights. 

Another important characteristic of our legal tradition has been respect for , 
freedom of thought and the right to dissent. 8oth must be preserved in the 
legal state which the September 11th movement intends to reestablish, 
and which, basically, have been preserved within the scope of the emer
gency measures presently governing this State. Human rights must be 
strengthened, so they may be effectively enjoyed by all, and all may truly 
have an equal chance. The right to dissent must be preserved, but the 
experience of recent years shows the need to subject it to acceptable 
limits. Never again must a na"ive democracy allow within its midst orga
nizad groups acting under the guise of misunderstood pluralism, to foster 
guerrilla violence to attain power or, feigning a respect for democracy, to 
furthera doctrine or morality whoseobjective isthe construction of a total
itarian state. For this reason, Marxist parties and movements will no longer 
be admitted into our civic lite. 
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lt should be clear, then, that Chile is not neutral in her relationship to 
Marxism. Her concept of the individual in relation to society, fundamental
ly opposed to that of Marxism, makes this impossible. The present Govern
ment neither fears nor hesitates to declare itself anti-Marxist. This is no 
negative attitude; it is, in fact, Marxismwhich denies the most fundamental 
values of true civilization. In politics or morality, just as in mathematics, 
the denial of a negative implies an affirmative. Anti-Marxism implies, there
fore, the positive affirmation of the freedom and dignity of the human 
being. 

A new andl moolem instih.stiona~üty: ithe task <»f tlhle presenit govemment 

Within the framework outlined above, the Government of Chile hes taken 
upon itself the historie mission of giving Chile new govemmental institu
tions that will embody the profound changes occur!ng in modem times. 
Only thus will it be possible to provide our democracy with sol id stability, 
cleansing our democratic system of the vices which made its destruction 
easy. This, farfrom being a mere corrective task, will open the gateto new, 
creative fields. The most important factor of that new instrumentality will 
be the decentralization of power, both functionally and territorially, there
by enabling the country to advance toward a technocratic society with true 
social participation. 

f11.mctionai decentraiñzation: po~itica8 and socia~ power 

The new unit, which is now being created, will distinguish between social 
and political power, clearly discriminating between those who hold the 
power and the manner in which it is exercised. 

Political power or the power to make decisions in matters of general inter
est to the nation is, properly speaking, the function of governing the 
country. 

Social power, on the other hand, must be understood as the power of the 
intermediate groups of society to develop with legitimate autonomy 
toward their specific goals as a means of influence to delimit orto enrich 
the activities of political power. 

Because of the continuous erosion produced in our country by dema
gogues over many years, and because of systematic destruction of all 
aspects of our national life inflicted by Marxism since 1970, the Armed 
Forces, in keeping with their classical doctrine and in fulfillment of their 
duty toward our survival as a nation, were obligad to take over complete 

36 



political povJer on September 11, 1973. In so doing, they overthrew an 
unlawful and immoral govemment which had failed. They did this in 
response to nationwide urgings which are today expressed in the support 
granted to the new regí me by the majority of the population. 

The Armed Forces have set no time limit on their stay in government; the 
task of morally, institutionally, and materially rebuilding the country re
quires a prolonged and profound effort. Even further, and most categor
ically, this government has no intention of límiting itselfto a merely admin
istrativa role, providing a breathing space between two party govern
ments. In other words, Chile is not going through a period of truce, prior to 
r0storing powerto those same politicians who were so responsible, by act 
or omission, for the virtual destruction of the country. lt is the hope of the 
Government to inaugurate a new stage in our national destiny, breaking 
ground for new generations of Chileans raised in a school of sound civic 
habits. 

Nevertheless, although the Government sets no date, it will, in due time, 
hand o ver poi itical power to whomever the people m ay elect by a universal, 
free, secret, and informad vote. 

Do not take this to mean that the Armed Forces will disassociate them
selves from whichever government follows them, just to watch the out
come as mere spectators. On the contrary, the President of the Govern
ment has said that he considers part of its mission to inspire a new and 
great movement; this is already emerging as a result of the present situa
tion, and it will carry forward into the future, solidly and permanently, the 
efforts of this government. 

The Government calls upon all Chileans who wish to participate in the era 
of national reconstruction to surmount former divisions and factions, and 
become part of that great national unity movement which is being born, 
and which will usher in the future. 

Social power must now be considered; it is expected to develop into the 
most important organic channel of public expression. Chile has a long 
tradition of social organization going back to its Hispanic origin. The 
community councils, the autonomous municipalities, the labor unions and 
trade guilds at alllevels are proof showing the Chileans have hada contin
uous commitment to their social organizations, as required by their historc 
and social development. lt is essential that the municipalities recover their 
highly important role in local political and social organizations for which 
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only they are equipped, being at the immediate service of the family and 
the individual, and which is incompatible with the political influences to 
which they have been subjected. 

To improve and develop genuine social power it is necessary to assure 
the independence and freedom from politics of all intermediate groups 
between the individual and the State, especially of the various federa
tions formed by labor, employers, professionals, or students. Since the 
principie of conditional supervision, already stated, demands that such 
entities act autonomously for their specific purposes without the State 
absorbing their control, it is unacceptable that their objectives should be 
distorted by turning them or their boards into instruments to further 
political party interests. Therefore, all political party interference, director 
indirect, shall be expressly forbidden in the election or activities of union 
leadership. lt is vitally important to understand that this depoliticization is 
the only possible manner in which unions and other intermediate organi
zations may become authentic means of social participation, and thus 
fulfill a hope which is truly in keeping with our times. Social participation 
cannot be discussed if the entities which should serve as the channels for 
the true expression of the feelings of the organized population are tumed 
into docile spokesmen at the instruction of sorne political party, and are 
often inspirad by the latter's petty electoral interests. These same require
ments are applicable to the municipalities. 

lt is necessary to open the way for a new concept of trade unionism. 
Designed to gather together individuals linked by common interests and 
activities, the protection of its members, has been, and still is,the primary 
reason for the existence of these unions. Without disregarding this major 
function which is justified and natural, two other ideas, so far overlooked 
by Chilean ·. unionism, have; recently begun to demand recognition and 
mustreceive attention.· First, those un ion activities undertaken to obtain 
rights and privileges must be exercised responsibly and thoughtfully,with 
the understanding that the State must harmonize the natural aspirations of 
each· sector of society with the national interest according to the real 
possibilities of our economy. Second, this recovery of rights and privileges 
must not mark the limit of the unions' task. In a modern society the unions 
are expected to beco me vehicles, contributing technically toa wide under
standing of political orgovernmental decisions. Advantage must be taken 
of the fact that, within a given un ion, persons are to be found who perform 
with specialized knowledge and identical activities. In a world where 
problems are becoming increasingly more technical and less ideological, 
cooperation in technical matters emerges with new and wide importance 
for Chilean labor and union movements. 
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When creating the necessary mechanism to harness this social power to 
our civic life, it will be the task of the new governmental apparatus to 
ensure that means of expression shall no longer be by threat or arbitrary 
action. The institutionalization and consolidation of an authentic social 
power, as described above, must be considerad the most efficient means 
of transforming Chile into a technocratic society where informed opinion 
shall prevail over slogans, a society with a real participation where the 
voice of the organizad population will emerge without political distortions 
and free from impoverishing pettiness. Our democracy will then be organ
ic, social, and with fair participation. 

Territorial decennBization; the division of the country into regions 

A territorial decentralization, whose scope will be far more than simply 
administrativa, follows naturally from the principies analyzed above. 

The government has already defined effective geographic zones for a 
regionalization in keeping with Chile's modern requirements, which will 
replace an artificial and outdated division into provinces and departments. 

In the planning of each region, its population, security, geography, pro
ductivity, and services have been taken into account thus allowing the 
various zones ample initiative and reasonable autonomy within the social 
and economic development of the region. The union federations, which 
already exist in most parts of the country, must appreciate the important 
role open to them to play in faciliting the application of the concepts of 
social participation and technical development in the regional orterritorial 
plan. They must do this by assisting and coordinating the similar tasks 
which fall to the·unions to undertake within their own areas in a strictly 
fu~ctional way. 

Tlhe basic objectives of nationai reconstructñon: 
an accelerated economic deveiopmen11:, effective 
social progress and a scaie of moral values which 
ensures every individua! hñs due 

After reorganizing its economy, destroyed to its very roots by the Marxist 
regime, Chile has to advance rapidly and decisively for without this it will 
be impossible to satisfy the hopes for security of our countrymen, espe
cially the poor. This demands a clear undestanding that the only realistic 
way to reach these objectives lies in a large increase of mining, agricultur
a!, and industrial production, which requires national and foreign invest
ments. 
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With regard to foreign investments, the present Government reaffirms "lt 
is nota true nationalism to reject foreign investment, but to subject it to 
conditions which ensure primarily that it is beneficia! to Chile." (Speech 
by General Pinochet. November 10, 1973). 

Economic development is a challange requiring authority and discipline in 
production and labor customs. In turn, this demands practica! methods 
suited to our character. Chile must guide its production towards those 
areas in which it is most efficient and competitiva with other nations. This 
is specially urgenton a continent in which projects for increased econom
ic integration are continually being proposed. With this in view, the pres
ent Government considers the reactivation of Chilean agricultura, for so 
long in a state of depresion, 2. task requiring the highest priority. 

The increase in mining production, since September 11, 1973, is anbther 
favorable symptom of a trend, which is important to strengthen. 

A country, which intends to base its economic development on a recogni
tion of the rights of prívate property up to the level of but excluding 
strategic and essential products, and also aware of the State planning that 
this area requires, must promote an economic policy which grants the 
consumer active participation. lt must recognize the value of competition 
between producers and distributors within limits clearly established and 
guaranteed by authority. 

The achievement of rapid economic development must not, however, be 
considered an end in itself. The accumulation of a national fortune only 
provides the means for the well-being of the inhabitants of the country, 
and it must be enjoyed fairly by all. The índices of economic growth, 
national production, and per capita income growth must a!l be accompa
nied by the constant efforts of the State to transform these increases into 
social progress. As expressed by General Pinochet in his speech on 
October i 1, i 973, the present Government reiterates: 

"Economic development and social progress are inseparable. When the 
demagogues sacrifica the first, the social benefits they grant become a 
mere illusion for they are only distributing poverty. On the other hand, 
when social progress is held back, economic development is not 
translated into justice, but stirs up undesirable tensions." 

Social development must distinguish between true social improvements 
for the workers, because they imply greater progress for the country and 
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greater justice, for themselves and those ill-named "conquests" wli1é'hr!'iií3~;·, 
merely conceal excuses for idleness and privilege which a country' lil<e ''<{:''_<\ 
Chile cannot accept. For example, among the first improvements which·'\,r,· \~~. \ 

1 '· n'\ ~ .\ 
the present government intends to strengthen, may be mentioned tpqse:. · .:·· 1 \ í 

benefits received for uninterrupted work attendance, and the' familY 
allowance for manual workers which, for the first time in our history, the 
Government of Chile has equalized with the allowance received byWI:)jte- · 
collar workers. Among the "conquests" is to be found legislation which 
allows sorne people to retire on pension at thirty-five years of age, whiie 
still others receive up to four pensions simultaneously. These so-callad 
improvements will be pruned without merey. 

On this subject, the present government gives great importance to a legal 
project at present awaiting approval: ''The statute governing the organiza
tion of enterprises, the development and integration of labor, the promo
tion and management of investments". This will establish methods of ef
fective participation of workers in the enterprises in which they serve, 
whilealso maintaining theflexibilitythatsuch a complex plan requires and 
including necessary guarantees for the investor. 

1\!evertheless, the deep moral and economic crisis, which today shakes the 
dHveloped West, is a warning bell to us to take note that material security is 
not the only factor in achieving a balanced society in which man may 
develop all his potential. As we have said, the materialism which corrodes 
consumar societies illustrates the sort of security which does not assist 
man's search for perfection, but torces him into a race seeking a wealth · 
which dominates him and, in the end, leaves his spirit empty. lt enslaves 
man rather than liberates him. 

lt would be presumptuous of us to claim that Chile has a solution for such a 
complex and dramatic problem. But at the moment, when it sets in motion 
the economic reconstruction of the country, the present government 
recognizes its responsibility to take this problem into account. Any real
istic effort to overcome it must be based primarily on an education which 
stimulates a set of moral and spiritual values in keeping with our Chilean 
and Christian tradition, and which retains a perspectiva about man's final 
destiny. 

With this in view, we believe that education within the grasp of al!, respect
ing freedom of teaching and one's innermost feelings, will strengthen the 
understanding of every Chilean toward his country, its geography, its 
history, and its people. From this rediscovery of the roots of our nation-
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ality, values and virtues will emerge which will have much to contribute 
when we face this difficult challenge. 

Chile: a nationalism which ioolks 
towards !l.miversality 

In an increasingly interdependent world, Chile's govemment maintains 
that its character is nationalistic, confident in the knowledge that, in spite 
of its varied geography, our country is historically, ethnically, and cultural
ly a homogeneous unit. We do not claim Chile to be superior or inferior to 
other nations. We maintain it is different, insofar as it has a clearcut image 
of its own. But this search for a rebirth, from the very depths of our national 
soul, does not imply that the present govemment expounds a nationalism 
belitting that universal point of view demanded by the contemporary 
world. 

Chile's govemment will seek improved relations and international under
standing, especially with friendly nations. in keeping with strict adherence 
to intemational treaties, non-intervention in the affairs of other nations, 
and the right to self-determination of every nation, as traditionally accept
ed by our Foreign Office. Given this feeling, the present govemment 
repeats its wish to maintain intemational relations with all nations whose 
govemments do not take it u pon themselves to inteiNene, without warrant, 
in our internal affairs. 

With a responsible outlook clebarring us from any absurd idea of leader
ship beyond our own frontiers, Chile's international policy is directed 
towards the development of "national growth," the effective ability and 
strength of the State to defencl and promote. its interests before all 
nations. For this task, it is indispensable to restore our national dignity in 
all areas, to restore to our country the worldwide prestige it traditionally 
enjoyed, and which the Marxist government did so much to weaken. 

An outward-looking Chilean nationalism must combine the westem his
torie and cultural tradition which binds us to European civilizations with 
the geo-economic fact that places our country within the New World, and 
specifically within Hispanic America, while at the same time opening 
untapped perspectivas toward other civilizations and cultures across the 
Pacific, whose possibilities and wealth must be hamessed to Chile's ad
vantage. 
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The family, womanhood and youth: 
pillars of national reconstruction 

Finally, the present government feels the whole task it has outlined must 
rest solidly on the family as a school for moral upbringing, of self-sacrifice 
and generosity to others, and of untarnished love of country. 

Within the family, womanhood finds fulfillment in the greatness of her 
mission, and thus becomes the spiritual rock of the nation. lt is from her 
that youth is born who, today more than ever, must contribute its gener
osity and idealism to Chile's task. The courage shown by women and the 
young during the past few years, as bastions of the civic government, 
which found its clímax in the military pronouncement of September 11th, 
must now be turned into a patriotic fiber to face the hard sacrifica ahead, 
and be transformad into a creativa force to change a deep national hope 
into reality. 
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As Minister of Finance and at the request of the Government, it is my duty 
to report on the present state of Public Finance and on the current eco
nomic situation in general. 

All citizens know from their daily experience, that the general economic 
situation is chaotic, that the country is now facing one of the worst eco
nomic crises in its history, and that the future of the country has been 
seriously compromised by the irresponsible and demagogical policies of 
the Marxist government. 

Every one of us has suffered in the flesh from the problems of supply, the 
long lines, black market, galloping inflation, lack of job security, unjust 
persecution, sectarianism, all sorts of arbitrary treatment and lawlessness. 

On this occasion, 1 would prefer to present you with a different situation, 
but it woulcl only be a deception. 

lt will be difficult to overcome this stage in the life of our nation; todo so 
will require great sacrificas and the patriotic participation of all citizens. 

The moment has cometo put an ene! to the monumental dissipation into 
which the country was induced by the Marxist regime and during which 
the Nation's resources have been irresponsibly squandered. 

The information 1 shall give you today is irrefutable and 1 trust that you will 
take seriously the terrible crisis we are experiencing. We are not surprised 
that, faced with this tremendous disaster, the ones truly responsible for 
this chaos, have attempted in one last insane attempt to drag the people 
into a confrontation, the consequences of which would be incalculable. 
The errors of a group that wanted to impose its own convictions at any 
price would have been bathed with the blood of many innocent men and 
women. 

The task we now tace is very difficult -we must restore the Nation's 
productiva capacity, recover the lost years, correct existing distortions, 
in crease investments and savings and restore moralityto acorruptsystem. 
lt is not the task of one day, nor of a group of men, but rather of an entire 
people. The task belongs to each one of us. 

We are living in a time of sacrifica, but it is also a time of great hope. Chile 
has found its way again, and we shall spare no effort so that the new phase 
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of history which opens before us today is as fruitful as the phase that 
witnessed the birth of the Republic. 

The tasks of reconstruction shall require tremendous effort. To overcome 
the present crisis we must remember that the greatest effort and the 
greatest sacrifices must be made now, in the short term, so that once the 
present adversity has been overcome, the economy may be directed along 
the road to rapid growth. 

lt is urgent that we begin a process of reordering the economy so that 
resources may be allocated efficiently, so that exports may expand rapidly 
and so that numerous investment projects may be carried out 

In order to accomplish all this, we must have a realistic exchange rate 
policy anda system of prices in relation to intemational price leve!s. The 
public deficit must be solved in order to defeat inflation, and in order 
to eliminate exhorbitant increases in the amount of money which 
exceed the rate required for the current leve! of growth. 

Fiscal financing should be assured by the revenue system. We shall fight 
tax evasion by means of drastic sanctions, including imprisonment, for 
these crimes. 

The civil service sector shall be reorganized in order to end unnecessary 
spending, but at the same time, we shall respect the careers of experi~ 
enced functionaries, and we shall demand efficiency. A wage and salary 
policy compatible with the anti-inflationary plans shall be designed and 1 
want to tell you quite honestly that it is impossible to continue with the 
massive and exaggerated readjustment policies. They are.momentary so
lutions which in turn generate new increases in costs and prices that re
d u ce the purchasing power of wages to levels even lower than those wh ich 
existed befo re the readjustment. However, since uncontrolled inflationary 
pressures inherited from the former regime still persist, the Government 
will grant a bonus to compensate for the indispensable price increases 
which we must authorize in order to avoid worse problems for the econo
my. 1 wish to make it very clear that the Government is particularly con cern
ed with the most needy sectors of our society. We shall estabiish adequate 
measures so that their already low standard of life ma.y not continua to 
deteriorate. 
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Short Term Measures 

In order to achieve the necessary economic reorganization and to over
come the present crisis, we have decided to modify the policies in force 
regarding the exchange rate, prices and income. 

With regard to the exchange rate, the following norms have already 
been established: 

1) There shall be only one basic exchange rate for imports and exports, 
which has been established at E.0 280 per dollar. 

A special provisional rate of 110 escudos per dollarwill applyto the small 
and medium copper mines. 

2) A rate of 850 escudos per dollar has been established for tourists, 
subject toa 53.15% tax for those who travel outside the country. 

3) There shall be periodic moderate devaluations to prevent erosion of the 
real exchange rate by inflation. 

The price policy which follows complements these measures: 

1) Prices must reflect real production costs. 

2) The prices in the monopoly sector shall be strictly controlled. A pricellist 
shall be modified in order to transform this legal instrument into a tr..Jiy 
operative mechanism. 

3) With regard to articles for which sufficient home competition does not 
exist, the producers will set the sales prices but they must justify the 
costs with Commerce and Industrial Bureau DIRINCO. lf abusive 
pricing should result, it shall be drastically sanctioned. In such a case, 
DI RINGO will fix the prices of these products and foreign tradc rrechan
isms shall be used to insure adequate supply. 

4)Agricultural prices shall be regulated according to the average interna
tional market price in recent years. This will motívate domestic produc
tion. However, temporary subsidies shall be granted to sorne necessary 
products such as tea, bread, pastas, sugar and oil in order to safeguard 
the level of consumption in the low income sectors. 
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The m9asures enumerated, while very difficult, are indispensable. They 
are the inevitable result of the truly chaotic economic situation of this 
nation.lt is impossible to elude this responsibility if we want Chile to return 
to its status as a worthy progressive country respectad by our sister 
nations. 

As we have already said,"The party is over," the consequences are plainly 
visible. We must face them. The Marxist demagogy maintained artificial 
prices, and these were converted into wealth for the administrators, black 
markets, long lines anda decline in production. Today, in order to rectify 
that situation effettively ano in order to increase production, prices must 
reflect real production costs. 

We are aware of the fact that the impact of these measures, which shall be 
translated into a generalizad increase in prices, and which in sorne cases 
will be very great, will mainly affect the low income sectors. For this 
reason, the effect that these measures will have on the standard of living of 
the population will be compensated for by the income policy to be applied 
generally to the pub!ic and prívate sectors and to liabilities in general as 
detailed below: 

i) During the next three months five complete salaries, subject to taxation, 
shall be paid. The bas~ for the two additional salaries shall be the read
justed salaries for the month of April. 

The payment schedule for the remainder of the year is as follows: 

a) The October salary shall be paid between the 11th and 15th of this 
month (October). 

b) The November salary shall be moved forward to the first week of the 
month. 

e) The first bonus shall be paid in the third week of November. 

d) The December salary shall be moved forward to the first W\ ek of the 
month. 

e) The second bonus shall be paid before Christmas. 

2) A third bonus, equivalent to the salary for the month of April with a 
maximum of five basic salary units, shall be paid during the third week 
of the month of November. 
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3) A transportation allowance up to 720 escudos per month shall be paid to 
each worker. 

4) The family allowance shall be leveled off at 900 escudos per dependent 
and those allowances which exceed this limit shall be frozen. 

5) An Unemployment Subsidy shall be established for all those workers 
whose contracts have expired. This will be paid monthly for a period of 
six months. The subsidy, to be paid monthly, shall consist of the equiv
alent of one month's salary, with a maximum of six times the ba~e 
salary for the first month, and decreasing thereafter by one salary 
monthly over a period of six months until its expiration. 

The Government also has deemed it necessary to establish a wage policy 
that contemplates a uniform wage scale for the public sector, and that will 
put an end to the irritating differences which exist for positions of equal 
responsibility. The uniform wage scale for the public sector shall go into 
effect beginning next year together with the application of a new general 
poi icy on wages, salaries and benefits. The corresponding studies of these 
projects have already begun. 

The income policy described above is destined to palliate to sorne extent 
the effects on purchasing power of the exchange rate and price policies. 
This will not, however, spare us the sacrifice that the despicable Marxist 
action and crude reality impose upon us. 

We wish to demonstrate in figures the true magnitude ot the catastrophe 
we must tace and which justifies the measures 1 have just pointed out. 

State of the Public Treasury 

According to the report presented by the Comptroller General of the 
Republic, the state of Public Finance at June 30, 1973, was and still is, 
extremely critica!. The following are sorne of the points which the Comp
troller General's Office cites to demonstrate the seriousness of the situa
tion: 

1. Current Assets are 15.900 million escudos whereas the Current Liabili
ties have reached 25.300 mi Ilion escudos. Therefore, short term liquidity 
is non-existent to meet this sort of debt and part of the national wealth 
will have to be liquidated. 
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2. The public wealth is 75.300 million escudos and the Public Debt is 
90.100 mili ion escudos, which means that there is no backing for it sin ce 
the assets of the State are insufficient to meet the Debt. 

3. The Total Assets do not coverTotal Liabilities. This situation in any busi
ness means that, if by liquidating the current assets and the capital the 
short and longer term debts are not met, bankruptcy occurs. 

This is the opinion of the highest controlling organization of the Republic 
with regard to the state of the Public Treasury. 

1 do not wish to tire yo u with figures, but the state of Government fiinances 
as well as the financia! situation of public enterprises at the time when we 
took over the economic direction of this country must be made known to 
the public. 

fiscal Situation 

An analysis of the information on fiscal income and spending allows us to 
draw the following conclusions: 

1970 
1971 
1972 
1973 

Table IN.0 1 

Government Expenditure and Fiscal Deficit 
(In Millions of E.0

) 

Government 
Expenditure 

22.117,4 
36.506,2 
64.950,5 

277.922,0 

Fiscal 
Deficit 

2.882,2 
12.532,2 
26.575,4 

148.434,0 

Fiscal Deficit as 
Percent of 

Government Spending 

13,0 
34,3 
40,9 
52,8 

1. Total fiscal spending between 1970 and 1973 increased more than 10 
times, from 22.100 million escudos in 1970to 277.900 million escudos in 
1973. Since there is no tax system which permits the sound financing of 
such an exorbitant increase in spending, there is clearly a deficit in the 
financia! activity of the fiscal sector. 
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2. The tendency which we can perceive over the last three years indicates 
that the magnitude of the fiscal deficit is growing. As you can see in 
Table N.0 1, from 1970 to 1971 the fiscal deficit quadruples. Then it dou
bled from 1971 to 1972, and in 1973 it will quintuple. 

3. The fiscal deficit as a percentage of the total of government spending 
grew from year to year. This means that of every 100 escudos which the 
Government spent in 1970, 13 were financed by money creation.ln 1971, 
of every 100 escudos spent by the Government, 34 were financed by 
printing money. In 1972 the figures rises to 40, reaching an incredible 
situation in 1973 in which, according to the projections made, of every 
100 escudos spent by the Government, 53 escudos were financed by the 
printing press. In other words, by 1973 we had arrived atan untenable fi
nancia( situation in the fiscal sector, since less than half of Government 
spending was financed by the tax system. 

This situation cannot go on and the primary objective of this Ministry is to 
correct government finances. 

The gravity of the situation described in Table N.O 1 resulted in a phenom
enon of even greater proportions. 

By studying Table N.0 2 we arrive at the following conclusions: 

1. The Government spending budgeted yearly and proposed to the Na
tional Congress for discussion and approval has not been in proportion 
to the actual spending during the same period. This phenomenon tend
ed to worsen during the last three years. Thus, in 1972 the expenditures 
according to the budget were to be 51.700 million escudos, but they 
actually reached 64.900 million. This proportion doubles in 1973, when 
the budget figure was 138.400 million and an estímate of the actual 
spending in 1973 is 277.900 million escudos. 

2. In the second place, the magnitude of the Planned Deficit in each fiscal 
budget is not in keeping with the Actual Fiscal Deficit at the end of each 
year. 

Thus we have, for example, that the Actual Deficit for 1971 was more than 
double the Planned Deficit. In 1972 the same thing occurred, as the Actual 
Deficit was 26.500 mili ion escudos, while the Planned Deficit was to have 
been only 12.300 million escudos. 
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Publíc 
Spendíng 
Publíc 
Defícít 

Table N.0 2 

fiscal Spending and Deficit: 

1971 
Budgeted 

36.004,4 

6.026,0 

Budgeted and Actual 
(Millions of E.0 ) 

1972 
Actual Budgeted Actual 

36.506,2 51.758,2 64.950,5 

12.532,2 12.310,4 26.575,4 

1973 
Budgeted Actual 

138.465,1 277.922,0 

49.572,1 148.434,0 

The situation for 1973 is even more serious, sin ce the Actual Deficit for this 
year indicates that the Planned Deficit will be tripled, rising from 49.500 
million escudos to 148.400 million escudos. 

The chaos of this situation is evident from the fact that the actual deficit 
will exceed the total of public expenditure initially approved by the Con
gress. 

3. The information published here indicates that the faculties of the Con
gress were gradually being bypassed, not only in matters of government 
spending, but also through the decentralized public sector. 

The increase in the fiscal deficit is one of the most important causes of 
emissions of money by the Central Bank, andas we shall see further on, 
this is one of fundamental causes of a sharp increase in the inflationary 
spiral that is troubling every home in the country. 

The deficit financing of the extraordinary increase in public spending is a 
result of an irresponsible economic policy intended to maintain an artifí
cially a false sensation of prosperity. However, as we shall see further on, 
the real sectors of the economy were deteriorating rapidly, thereby gener
ating the economic imbalance that causad the galloping inflation we all 
witnessed and that has brought our country to the deplorable situation c;>f 
possessing the world record for inflation in recent years. 
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The serious fiscal deficit problem that we are facing has been exposed. lt 
is our intention to reduce the money creation on the Government's ac
count and to reform the tax system, so that the revenues are in direct 
relation to Government spending in order to achieve sound financing of 
the national budget. 

However, this is not al l. There are important financia! debts which must be 
solved as soon as possible. In the first place are the deficits of decentral
ized public institutions such as Agricultura! Trade Corporation (ECA), The 
Agrarian Reform Corporation (CORA), the Development Corporation 
(CORFO), Railroads, etc., the financing of which is subjet to Government 
transfers and credit from the banking sector, particularly the Central Bank. 

Situation of the Public Sector 

There is also the deficit in the companies that from what is known as the 
Social Area and which at present are dependent on the State. We discov
ered with deep surprise and indignation, the true extent of the bankruptcy 
of these companies. 

So that you may form sorne idea of the economic setback to which the 
formerly vigorous industrial sector had been dragged, 1 present here a 
concise synthesis of the information we have been able to compile and 
which corroborates the opinions stated above. 

A study of Table N.0 3 demonstrates the following conclusions which ex
pose the demagogical and irresponsible management of the former ad
ministrators. 

In the first place you can appreciate the situation of this economic sector 
which it was assumed would produce a surplus to help finance the coun
try's economic and s.Jcial plans. The Social Area did not leave a surplus in 
1972, nor will it do so in 1973, according to the estimates existing befare 
we assumed the management of the country. 

Secondly, the deficit in the Social Area is multiplied nine times, increasing 
from 21 ,800 mi Ilion escudos in 1972 to the incredible figure estimated to 
be 175,800 million escudos for 1973. 
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Table N.0 3 

financia! Situation of Companies in the Social and Mixed Area 
(In millions of E. 0

) 

Operations lncome 
Operations Expenses 
Operating Deficit 
Capital Spending 
Total Deficit 

1972 

59.144,2 
73.803,6 
14.659,4 
7.212,4 

21.871,8 

1973 

254.593,9 
346.535,8 

91.941,9 
83.867,5 

175.809,4 

In the third place, it is wise forthe public to meditatefor a moment on what 
these figures represent. The Deficit in the Social Area in 1973 is superiorto 
the Deficit in the Fiscal Sector which as we already saw, will reach 148,408 
million escudos.However, in spiteof the strategic importance of this key 
sector in national activity, its management was not subject to inspection 
by the Congress or by the Comptroller General, but depended rather on 
the arbitrary and irresponsible decisions of bureaucrats at the service of 
an alienating ideology. 

lt is my duty to inform the citizenry, and especially the workers who loyally 
and honestly contributed their share of work in the Social Area, of the 
catastrophic financia! state in which these companies have been left by 
their former administrators, many of whom today are fugitivas accused of 
the crimes of fraud and robbery to the detriment of all Chileans. 

For this reason, a few companies have been extracted from the long list of 
Social Area enterprises as examples to put before the nation. 
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Table N.0 4 

Deficit of Sorne Companies in the Social and Mixed Area 

Cía. Cervecerias Unidas 
Fensa 
Ferriloza 
Sindelen 
lndugas 
Yarur 
Caupolican 
Sumar 
Oveja Tome 
Fiap 
Fabrilana 
Rayonil 
Continental 
Cap 
En ami 
Soquimich 

(Millions of E.0 ) 

1972 
Actual 
Figures 

330,8 

219,6 
165,1 
147,9 

76,4 
44,0 
57,3 

2.982,5 
1.217,7 
1.294,2 

1973 
Figures Budgeted 

in January 

1.816,8 
287,9 
115,5 
100,1 
140,7 
434,2 
234,7 
453,8 
255,4 
180,8 
268,7 
176,4 
145,6 

6.791,5 
7.834,6 
4.588,3 

These figures reflect the crude reality of the condition of these and of all 
the companies in the Social Area after the sad and painful Marxist axperi
ment which our people had to bear for almost three years. 

1 would like to take this opportunity to point out to the workers that they 
should have confidence in us, because the economic policy now being 
developed, althought truly difficult, will allow them to participate in the 
near future in the surplus that shall be generated. The situation described 
above, in which you were in debt together with the whole of society be
cause of the deficits obtained and that were financed by inflation-causing 
money creation, will not recur. 
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Monetary Situation 

The situation in the fiscal sector and the Social Area which we have out
lined here affects and conditions the monetary policy, because the Central 
Bank must ti nance the increase in Government expenditures and the 
losses in the Public Sector by means of money emission. 

Table N.0 5 shows the monetary situation from 1970 on. 

Table N.0 5 

Total Amount of Money 

Money % lncrease % Variation in 
Yearly Relation to 1970 

December 1970 12.094 
December 1971 25.838 113,6% 113,6% 
December 1972 70.484 172,7% 482,8% 

· December 1973 406.000 477,0% 3.255,3% 

As you can see, moneywill increase from 12.094 million escudos in 1970to 
406.000 million escudos in December, 1973. Money increased ata yearly 
rate of 113% in 1971, 172% in 1972 and will rise to 477% in December 1973, 
according to figures estimated by technicians of the former Government. 

This means that the rate of increase of money was accelerating progres
sively and that if this policy were continued, the amount of money would 
have multiplied 33 times in three years. 

lndiscriminate increases in money were creating month-by-month in
creases in puchasing power under circumstances in which production 
did not argument at the same rhythm and had even diminished, as 
occurred in nearly all sectors beginning in the second semester of 1972. 

In this way the increase in money became a source of uncontrollable in
flationary pressures, since an ever increasing purchase power existed 
together with static production. 
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Graph i\1.0 2 

Real Production and Amount of Money 

1971 1972 1973 

/"'. Pro~tion ProéÍUCtion Production 
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® @ 8 
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Graph N.0 2 is a full portrait of the origin of the uncontrollable inflationary 
pressures which exist in our economy. In that graph you can see two 
groups of circles. The first group, in the upper part of the chart, represents 
the physical volume of goods and services which the economy was capa
ble of producing during the years 1971, 1972 and the estimate for 1973. In 
other words, each circle in the upper part of Graph N. 0 2 represents the 
total of washers, televisions, refrigerators, wheat, potatoes, etc. that were 
produced in the respective year. 

lf you now examine the second sequen ce of circles which is located in the 
lower part of Graph N. 0 2, yoú will get an idea of how the quantity of bilis 
and coins increased year by year. For example, in 1971 the quantity of goods 
and services grew about 8%, while the quantity of money increased 113% 
in the same year. In 1972 production of goods and services experienced no 
growth at all. However, the amount of money grew 172%. 

According to estimates made by technicians of the former regime, the 
situation for 1973 was so grave that the difference between the in crease in 
production and the increase in bilis made economic collapse imminent 
and inevitable. 

lf you observe Graph N.0 2 carefully, you will see that the production of 
goods and services for 1973 drops about 10%, while the amount of bilis 
and coins in circulation in the economy increases 477%. 

To explain this concept better, permit me to refer to a non-economic 
exaniple. Let us suppose that for a hypothetical soccer game between 
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Chile and Russia to be played in the National Stadium, the authorities 
involved were to sell 300,000 tickets, when the stadium can accomodate 
no more than 80,000 people. Imagine what would happen. Of course, there 
would be a long line to get in, there would inevitably be innumerable 
disorders and pressures from those who were justifiably indignant for 
having been cheated. Finally, the pressure from those who wanted to get in 
would make the crowds teem on to the playing field thus destroying all 
possibilities of seeing the game and perhaps the very stability of the 
stadium building would be endangered. 

To increase indiscriminately the amount of money beyond the real possi
bilities of production is like over-selling tickets toa soccer game. There 
will be long lines and many will definitely feal cheated. So the economic 
structure which the prices represent will collapse. Prices will then begin to 
rise rapidly until they reach the rhythm of the increases in money and they 
can even surpass these when people lose confidence in the value of mone
tary signs, that is to say, in the value of the currency. 

1 have dwelled on the monetary problems, because 1 want the citizenry to 
understand that the apparently easy solutions to the problems which 
cause a deficit in the public sector, in the long run cause even more serious 
problems. In economics there is no magic formula which allows a person 
ora nation to spend more than it has without this eventually causing an in
evitable bankruptcy. And when the public sector s'pends in an exaggerated 
manner beyond what its resources permit and beyond what the economy 
is capable of financing, then a problem of inflation is produced. The effect 
of inflation is equivalent toa tax which directly affects those who live on a 
fixed income, on a salary or a wage. This is terribly unjust, because it 
affects workers proportionately more, as they see how the purchasing 
power of their income diminishes month by month. On the other hand, the 
sectors which derive their income from varied sources and which are in 
general the more comfortable groups of society, can, to a great extent, 
avoid the effects of inflation. There are even those who, thanks to cheap 
credit and speculation, profit from it. 

The basic objective of the Government is to correct public finance, to 
reestablish order and productivity in decentralized sectors and in the 
companies in the social area, in order to end the financia! imbalances 
which force exaggerated increases in money and which lead to inevitable 
inflationary pressures. 

The public will understand that this is notan easy task, nor can it be ac-
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complished over night. lt is necessary to rationalize public administration 
in order to diminish unnecessary expenditure, and to modify substantial 
aspects of the tax systems so asto assure timely financing of the fiscal 
budget, which will permit us to shorten the lag that éxists in the receipt 
of some taxes. lt is also necessary to establish effective taxation in orderto 
generate revenues which make it possible for the social development 
programs to be paid for by the high income sectors of the community. lt 
will be important as well to modify the nature of some of the taxes which 
distort the efficient use of resources or that discriminate unnecessarily 
against some sectors. 

Foreign Trade 

Another task which is of particular interest to the new Government is that 
which concerns the foreign sector of the economy. 

In the 1971-1973 period, imports in this country out-numbered by far the 
exports, creating a commercial deficit with the rest of the world, which 
provoked first the loss of the reserves of the Central Bank and then in
ereasing foreign debt, besides making the country incapable of ful
filling its financia! commitments.This led the former Government to calla 
unilateral halt to the payments and to renegotiate the totality of the foreign 
debt. 

In the first place, 1 wish to analyze the situation of foreign trade. Then 1 
would like to refer to the debt with foreign countries. 

lmports rose from 916 mili ion in 1969 to approximately 1.500 billion dollars 
in 1973. 

The increase in imports has its origin in the first place in the increased 
number of purchases of agricultura! products which increased from 173 
million dollars in 1969 nearly to 600 mi Ilion dollars in 1973. In comparing 
these figures, 1 wish to point out certain facts: 

1. In the 1969-1970 period imports of beer were very significant but begin
ning with the second semester of 1972, they were almost totally sus
pended. lf they were included in agricultura! imports, these would ex
ceed 700 million dollars. 

2 .. The former figures include agricultura! products besides foodstuffs, 
such as wool, leather, animal feed, etc. which traditionally had been 
produced by our own agriculture. 

62 



3. lnternational prices have increased, thereby making the import of food 
considerably more expensive. This information shows the strategic im
portance of solving the existing agricultura! problems. In any case, it 
should be pointed out that, although the estimated level of food imports 
is the highest ever reached, it will be insufficient to satisfy the interna! 
need for food. In arder to achieve this objective, we need a total of 700 
million dollars in agricultura! imports, including those raw materials 
produced on farms and which have industrial application. 

Exports in this period have fluctuated considerably. Copper, our main ex
port product, has declinad from 920 million dollars in 1969 to 657 million 
in 1972. This was caused in part by international variations in the price 
of copper and also in a decline in the quality of our exports since the pro
portian of electrolytic copper, which brings higher prices, declinad and 
metal concentrate production increased, even thought it has a lower com
mercial value as it is semi-processed. In 1973 there was significant im
provement in the price of copper which improved the value of exports, 
even while physical production has decreased considerably in the first 
semester of this year. 

With regard to other minerals, especially nitrai:e, iron, iodine and molyb
denum, there was a significant drop in 1972, which will be recuperated 
this year. 

With respect to the remainder of agricultura! and industrial products, there 
was a significant decline in 1972 which will continua throughout 1973. We 
wish to point outthat, in general, the prices of all ofthese exports products 
have risen in the international market, so that the drop in production is an 
important indication of our loss of export capacity. 

The disastrous results in foreign trade are a result of the erroneous poli
cíes which cannot conti:1ue without seriously compromising our possibil
ities for development. The increases in imports are, to a great extent, the 
fruit of an interna! decline in production which must be recovered, espe
cially in the agricultura! sector. But it appears fundamental and basic to us 
to increase exports. Chile is a small country with a limited interna! market. 
In arder to accelerate our rate of development, it is urgent to designa bold 
export policy, principally in non traditional products, which will allow us to 
grow outward in arder to take better advantage of our interna! resources 
and our labor force. Economists, technicians and the basic productiva 
sectors are generally aware that growth based on a rigid import-substi:. 
tution model is no longer effective in Chile. Our best prospects for growth 
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are in an opening to international trade, in the development of export 
industries and in the intensification of the process of integration of Latín 
America from which we have been excluded during the last three years. 

We are aware that rapid development of exports is possible as long as 
certain mínimum basic guarantees are granted to exporters. The first and 
most fundamental of these is a realistic exchange rate which will not 
deteriorate because of internal inflatton. Unfortunately this has not oc
curred in recent years and the country has returned to the practice of 
multiple exchange rates which discriminate seriously against the basic 
export sectors. 

The multiple exchange rate system has been used to maintain artificially 
low prices for the numerous products consumed by the population. In 
order to do this exporters, especially of copper, have been obliged to sell 
foreign currency obtained at a price which does not even cover 
production cost. The result is that companies which export produce at a 
loss which theythen finance by means of credit from the Central Bank. On 
the other hand, the low prices of imported goods discourage local 
production in these lines, since the national producer receives prices 
inferior to the real ones. 

A second factor of great importance is continuity in foreign trade policy. 
Market formation is a difficult and slow process which requires years of 
effort. lnternational competition is tough and many risks are involved, so 
that investments in this sector must have mínimum guarantees that the 
conditions under which they are going to operate are stable and will not 
vary because of short term political whims or pressures. A third element 
almost as fundamental as the first two is the creation of internal economic 
conditions equal to those which other competitor countries grant to their 
own exporting sectors. 

We have begun the economic reorganization by establishing new ex
change rates and we shall maintain temporarily a lower exchange rate 
for the Large Mining Companies in order to have a subsidiary fund for 
necessary articles. This is a provisional measure, taking into considera
tion that a rise in the exchange rate will affect considerably the value of 
sorne foods, which, at the same time, will have a strong impact on the low 
income sectors. 

The development of the export sector is also basic for the solving of our 
serious international finance problem related to the payment of the for
eign debt. 
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Foreign Debt 

The foreign debt situation which we have inherited will be a heavy burden 
for all Chileans. However, 1 wish to make quite clear that our country will 
recognize all of the international financia! commitments legitimately con
tracted in the past. 

According to preliminary figures from CORFO, the net foreign debt was 
2,632 million dollars in 1970 and will reach 3,454 million dollars in i973. 
This represents an in crease of more than 800 mi Ilion dollars .in three year3. 

Over 75% of this greater indebtedness has been financed by countries in 
the Western Area and Latin America and only a small fraction with credit 
from the Socialist Area. 

1 wish to emphasi:ze these figures because they refute the insensate decia
ration to the effect that the problems in this country were caused by the 
pressure of foreign powers and the highiy publicized invisibBe b!ockade. 
This also demonstrates irrefutably that the solidarity of Socia!ist co8.11n
tries is another one of the innumerable myths which the former regime 
tried to create. When it is a question of financia! affairs, those co11.mtries 
forget abo8.11t solidarity and charge extremely high interest rates for the few 
loans they extend. 

The Marxist Government indebted itself in a yearly amount superior to that 
of any of the preceding Governments. Furthermore, these credits were not 
used in important development projects, but rather to augment interna! 
consumption, thereby creating a false image of prosperity by which they 
avoided publicizing the disastrous consequences of their policy. Thus, by 
deceiving the people of Chile, they squandered fabulous resources which 
should have been used to foment the economic development of our 
country. 

To considerable indebtedness we must also add the loss of nearly all of the 
hard currency reserves in the Ceni:ral Bank. The funds available were re
duced from 331 mi Ilion do:lars in 1970 !o 41 mili ion dollars in September of 
1973. 

With the existing reserves it is practically impossible to end this year 
normally and we will only be able to meetthe most urgent commitments for 
this month. 
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In the lapse of three years, the country lost 290 mi Ilion dollars in reserves 
and was indebted in 822 million dollars. That means that part ofthe cost of 
the experience we underwent which can easily be measured is the finan
cia! deterioration of l!IS$1.112 billion, which is an average of more than 
ene million dollars per day. 

With those fundswe could have built 140 houses a day, ora total of 151,200 
houses in three years. 

Fellow Citizens: 

We have referred in depth to the serious financia! problems of the country 
which are reflectad in the deficits in the fiscal sector, in the decentralized 
sector, in the social area, in the monetary imbalance, in the foreign trade 
crisis and in the difficult foreign debt situation. 

The Nation's problems however, are not only financia!. There is a general
izad crisis in all of the productiva sectors which we must analyze thorough
ly if we wish to have a correct diagnosis of the present situation. 

The former Government carried out an economic policy whose main 
objective was to guarantee toa marxist minority the political and econom
ic control of the Nation in the phase prior to taking full power. The 
purpose of this policy was not to serve the great national interests, but 
rather to create the short-term political conditions in order to establish the 
famous favorable set of torces which would facilite the final blow to the 
legal and moral concepts governing the traditional Chilean way of life. 
That is why they were not too con cerned with the growing deterioration in 
the productiva sector and all the problems were explained with political 
slogans, such as "That is what the process costs," "Sabotage from the 
opposition," "The invisible blockade," etc. 

In the first stage of the Marxist Government a "populist" policy was estab
lished with high increases in salaries and tight price controls which creat
ed an artificial economic situation nourished by the expenditure of re
serves in foreign currency and large-scale imports. In this period invest
ment levels declinad notoriously and the country began to eat its own pro
ductiva capital and operating stocks. All this caused interna! consumption 
levels to rise considerably. 

At the beginning, unheard of levels of apparent prosperity were reached. lt 
seemed that Mr. Vuskovic had discovered "Colombus' egg" and em-
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minent economists announced that the moment had cometo burn the old 
text books because the new policy challenged even th~ laws of gravity. 

However, the Marxist Government knew that the ln.dian Summer it was 
creating would not last long and that later on serious problems would 
arise. Meanwhile they were busy deceiving vast sectors of workers. This 
provided them with a bold offensive for entering into direct control of all 
sources ofwork, taking over a widevariety of companies in the name ofthe 
State and forming what became known as the Social Area. Behind the 
fac;:ade of the apparent participation of the workers, the entire productive 
system of the country was politicized, technical norms were ignored, and 
sectarianism extended to all areas. When it became obvious that produc
tion was insufficient to maintain the standard of living which had been arti
ficially created, they resorted to the Supplies and Prices Committees (JAP) 
whose distribution policy established the most opprobrious method of 
discrimination among Chileans. 

lt would be time consuming to enter into more detailed considerations of 
this regrettable process. The most important thing is that the public be
come aware of its results and that all Chileans know the truth with regard 
to national production. For this purpose 1 will review the main sectors. 

Mining 

This yearthe production of copper has declined considerably as a resultof 
continuous conflicts in labor and technical problems, since Chile has lost 
many worthy and capable professionals. 

In Table N.0 6, you can see how in the first seven months of this year, 
production in the Large Copper Companies and Andina has dropped 
12,5%. This is truly a national catastrophe, especially considering the high 
price of copper in the last few months. Production problems affect all of 
the mines, except El Salvador which increased production by 5,7%, but in 
the rest production declined as follows: Chuquicamata 12.4%, Exótica 
26.8%, El Teniente 18.2% and Andina 12.7%. 

There have also been considerable declines in the production of nitr"ate, 
iodine, iron, coal and petroleum. 

One of the fundamental objectives of this Government is to reactivate 
mining and to recover rapidly the production levels in that sector. In order 
to do this we trust in the patriotic support of the mine workers. 1 wish to 
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take this opportunity to thank publicly the workers in Chuquicamata who 
in three days since this Government assumed command, achieved the 

· highest level of production in the last three years. lt is also urgent that we 
organize the working systems, with efficient non-political administration 
of the large mining companies, the application of adequate technology 
anda general economic policy which through the application of a realistic 
exchange rate, will solve the financia! problems of these companies. 

Table N.0 6 
Variation in Production in large Minil')g 

Companies and Andina 

January-July 1973/ January-July 1972 

Chuquicamata ............................................ - 12,4% 
Exotica . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - 26,8°/o 
El Teniente ............................................... - 18,2% 
Andina ................................................... - 12,7°/0 

El Salvador ............................................... + 5,7% 

Total Large Mining 
and Andina ............................................... - 12,5°/o 

lndustry 

The industrial sector has also suffered enormous deterioration which 
worsened during the second semester of last year and which has reached 
very serious proportions so far this year. 

In the first period of the Popular Unity Government production increased 
considerably thanks to the installed capacity of the industrial sector. The 
maximum growth with respect to the same month of the previous year was 
reached in November of 1971 with an increase of 30.8%. From this time on, 
the growth rate begins a progressive decline until November of last year 
when production dropped sharply by 8.8% as compared to the same 
month of the preceding year. This situation became more aggravated 
during 1973, and by the month of July production had declined 9.3%. 

This very grave situation is the result of the lack of raw materials and parts, 
labor problems and the anarchy that existed in the area of ownership of 
industry. 

' 68 



Agriculture 
.. ····~·~"~;t\;!1I:~r~!~:>~ 

The gravity of the situation in agriculture, which directly affects the leve:lóf'"~ ~··-·~··<<',~\ 
supply for the population, is well known. 1 would like to summari~ft'h~,,.;;:;;:ii""'í;f:· \·~,\ 
case of agriculture, not in my own words, but rather with the infonfrnii{iq~;uí.\cr><··'~:~~}} ,:. ·.~ 
which the Minister of Agriculture of the Marxist regime delivered 1\t.d)tJé1?.:~15>"·~~ .. : ... ,. ~-:/ 
Ministerial Economic Committee in a confidential report which we tol:J:~¡:J ...... _ .. ··<>/tl 
here in the Ministry. ·~~~:~~iilll í>\. ~', 

'''1~:~. :,_;".¡~!"''$ .. 

"The last year shows an alarming decline in agricultura! production on!y 
equal to the 19% drop during the 1968-1969 drought." 

As the saying goes: confession eliminates the need for proof. 

The information on mining, industry and agriculture are of tremendous 
importance. The behavior of the real sectors indicates that in the eco
nomic sphere the process of destruction has generated a situation of crisis 
hitherto unknown in our history. The economic stagnation of last yearwill 
be followed by increasing deterioration which leads us to estimate a 
decline of at least 10% in the National Product. 

Employment 

The employment situation is. no less dramatic than that of the other 
productive sectors. The former Government produced an abundant flow 
ofpropaganda with regard to unemployment which, according to official 
figures, had diminished from about 8% to less than 3%. This was just one 
more lie. Political hiring and payment of activists and political fa:Vors with 
public resources were labeled as lower unemployment by the Marxist 
demagogy. 

The best proof of this is that, sin ce 1972, there is a definite general decline 
in productivity per worker. The magnitude of this phenomenon is easy to 
appreciate from a study of Table N.0 7. In practically all of the directly 
productive sectors, productivity perworker diminished. For 1973 the situa
tion is still more serious. 

This state of affairs cannot go on. No country can progress if the pro
duction per worker is declining. To increase employment under these 
conditions is only a means of cheating the laborers themselves, since this 
position cannot long be maintained. "Eat, drink and be merry, for to
morrow we die.'' 
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The only way to guarantee a sure and stable source of work for all is to 
begin a rapid process.of economic growth. And this is exactly what we are 
trying to do. 

Table N.0 7 

Gross Domestic Product, Employment and Productivity by 
Sectors of Economic Activity 1970-1973 

GDP in millions of 1970 escudos. 
Employment in thousands of persons. 
Productivity in escudos per person employed. 

1970 1971 1972 1973 
% Growth % Growth % Growth 

71-70 72-71 73-72 

Goods Sector' GDP ... 45,667 49,803 49,606 45,607 + 9.1 -0.4 - 8.1 
Employment ...... 1,577.6 1,651.6 1,668.7 1,690.0 + 4.7 + 1.0 + 1.3 
Productivity ....... 28,947 30,154 29,727 26,986 + 4.2 - 1.4 - 9.1 

Services Sector2 GDP. 43,254 46,657 48,343 47,062 + 7.9 + 3.6 -2.6 
Employment . . . . . . ' 1,416.6 1,485.5 1 ,511.0 1,525.3 + 4.9 + 1.7 + 0.9 
Productivity ....... 30,534 31,408 31,994 30,854 + 2.8 + 1.9 -3.6 

TOTALGDP ........ 88,921 96,301 97,649 92,669 + 8.3 +1.4 - 5.1 
Employment ...... 2,994.2 3,137.1 3,180.3 3,215.3 + 4.8 + 1.4 + 1.1 
Productivity ....... 29,698 30,697 30,704 28,821 + 3.4 o - 6.1 

1. lncludes: Agriculture, Mining, lndustry and Construction. 
2. lncludes: Utilities, Transportation, Commerce and Services in general. 

Sources: Figures for the 1970 and 1971 product are based on official Planning 
Office estiriíates. 
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Prices 

Another serious problem we have to tace is·the sharp inflation, to which we 
must add an irrational price structure which has contributed to the forma
tion of a black market and which in the past allowed unscrupulous individ
uals of all social classes to gain from the products of the Social Area, food, 
and other essential articles. Worse yet, the state companies and parasite 
organizations at the service of the former regime hoarded many basic 
articles and thereby worsened the already existing scarcity and contribut
ed to the anxiety of thousands and thousands of Chileans. Proof of this 
is in the numerous caches of supplies found by the Armed Forces since 
September 11. 

The price structureand thevalue ofthe dollarmust be corrected in orderto 
organize the production process, to eliminate the deficits in the social 
area, to promote exports, to reactivite agriculture and, in general reorga
nize the economic system. 

So that you can form sorne idea of the terrible distortions existing in the 
economy, 1 would like to point out sorne examples. 

The president of the Communist Party, Mr. Corvalán, ata Plenary session 
of his party dedicated to agricultura, commented that, because of the 
distortion of prices at that time, it was more profitable for farmers to use 
their wheat for raising pigs or their milk for fattening calves instead of 
leaving them for human consumption. 

There are many similar cases in other activities.ln construction, for exam
ple, a bag of cement at the official price cost less than the sand, so it was 
more profitable to use exaggerated amounts of cement in the building of a 
house. In this way basic materials were wasted. Cement became scarce 
and prevented the construction of a greater number of houses. 

Another significant distortion was in the value of the dollarwhich had been 
established atan artificially low price. In this way, a shirt cost US$60, if yo u 
take the lowest exchange rate, while it cost US$1 at the black market price 
of the do llar. The distortion is obvious if you consider that the real price of 
a shirt fluctuated between 6 and 8 dollars in th.e international market. This 
phenomenon created the conditions which permitted unscrupulous 
people to engage in contraband, smuggling essential goods su eh as food, 
medicine and spare parts to export in bordering countries. 
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Unfortunately, because of the demagogical practices of the former Gov
ernment, these situations were not corrected and the problem persisted 
and has become worse in the last few months. All this favored the black 
market and helped speculators. lt affected production by causing the 
elimination of products which could not finance production costs and in 
other cases was an important cause of deficit in enterprises of the State 
and Social Area. 

Even these extreme distortions have not been sufficient to puta brake on 
inflation. The economic chaos is so great, the increases in money so 
exaggerated and the decline in production so pronounced that, the 
process of inflation has exceeded all previous levels and inspite of 
controls and of deceptions, the official rate of inflation which we inherited 
from the former regime exceeds 320%. The Popular Unity Government was 
aware of all of this. 1 have confidential documents here from the Central 
Bank which admitto inflationary pressures in the orderof 500%forthe end 
of 1973 and in which mention is made of monthly rates of inflation of 20% 
for the fourth quarter of this year, which would imply inflation of over 
1,000% in 1974 if this rate were to be maintained. 

In these same documents the need was established to increase prices in 
the social area in arder to avoid even greater financia! imbalance. For 
political reasons these raises were not approved, creating an untenable 
financia! situation which must be corrected immediately. 

The inflationary pressures which we have denounced are entirely the 
responsibility of the Marxist Government and we want all Chileans to know 
that, because of a huge deficit in the fiscal sector and the social area, 
together with the irresponsible increases in money on the part of the 
Central Bank, we are faced with a dramatic situation in which there is no 
alternative. 

lt is my duty to inform yo u that it is impossible in the present circumstances 
to detain the process of inflation immediately. The economic reorganiza
tion which we have undertaken requires the correction ofthe distortions in 
the price system so that during the period of economic adjustment it will 
be technically impossible to restrain inflation. However, once this adjust
ment has been accomplished and the present chaos has been overcome, 
we shall have eradicated the fundamental causes of economic imbalance 
and in 1974 we shall see a definite decline in the inflationary spiral. 

The facts that 1 have exposed to the country speak for themselves. They 
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fully justify the emergency measures which 1 announced at the beginning 
of this speech. 

Compatriots: 

This report would be incomplete without a reference to the legitimate 
conquests made for the workers and to the problem of income distribu
tion. 

The main concern of this Government is not so much a wage and salary 
policy as the formulation of an income policy which guarantees new and 
permanent conditions for the workers. Among these, mechanisms will be 
stud ied wh ich make it possible for workers to ha ve access to the means of 
production and thereby guarantee better income distribution. The policies 
of in come redistribution by means of wage readjustment in practice in the 
past, have proved inefficient and have finally become incorporated into 
the economy as a constant inflationary pressure, which in the long run 
does not alter existing distribution significantly and only improves it 
temporarily, converting the hopes of the workers into mere illusions. On 
the other hand, a policy designed to broaden the base of ownership in the 
productive sectors will not only incorporate the workers into real and 
effective participation, but will also guarantee permanence to the redistri
bution process which the Government will promete. 

There are in this country groups of citizens who live in conditions of di re 
poverty. We want to eradicate misery from our country for ever. To this end 
we think it is indispensable to initiate specific, definitive actions to improve 
the conditions of lite of the marginal sectors. These objectives will only be 
attained if direct steps are taken, such as assigning definitive housing to 
those who live in the camps on the outskirts of our cities. 

We must likewise broaden access to education, especially technical train
ing, and guarantee the development of opportunities for permanent em
ployment. 

lt is, therefore, necessary to achieve accelerated economic growth. To th is 
end we shall put special emphasis on agricultura. The Government has 
already announced its intention to grant land ownership to the workers 
in the reformed sector and we are sure that this measure, together with 
and adequate policy on technical assistance and prices, will bring about 
a real "revolution in agriculture." Once more Chilean fields will be provid-

73 



ing generous harvests, thus eliminating the dangerous dependence on 
other countries for food. 

Mining must recover its dynamic role in foreign trade. Once the work has 
been reorganizad, production levels will rise in a short time to the pro
duction goals established in the plans for development begun over six 
years ago. Copper will again become the basic lever for economic de
velopment and the new policies on the exchange rate and technological 
reorganization will allow for the generation of excess to finance pro
ductiva investments in other sectors of the economy. Chile's resources 
shall be properly spent; we shall invest them carefully in works conducive 
to national progress. 

lndustry shall play a new role in Chilean economy; it will be the basis of our 
policy of diversification of exports. We expect the sort of boldness, ef
ficiency and tenacity on the part of businessmen and workers alike that 
is implied in the challenge of foreign competition and the opening of new 
horizons in national development. 

We shall promote Latín American integration and the Andean Pactas ef
ficatious mechanisms in the process of broadening our economic hori
zons, which will permit us to participate rapidly in the advance of modern 
science and technology. 

Fellow, citizens, only a few days ago the Armed Forces had to take charge 
of the management of public affairs.This was not our desire, but in doing 
so, we understood that it was the best way in which to serve Chile. This is 
our one true objective. 

We wish to open new paths to interna! peace, prosperity and true solidarity 
within the Chilean family. In the midst of the economic chaos which we 
inherited, we have to designa short-term pian of action. When this difficult 
phase is over, we shall continua to clarify the permanent development 
policies which the country so urgently needs. We cannot work miracles 
and we want everyone to understand that only by means of a great effort, 
great patriotism and enormous tenacity will we be able to move forward. 
rhree years of demolition require many years of effort. 

We have great hope in the future and we have great hope in our people.lt is 
in difficult moments that a Nation proves its worth, and this nation has 
proven, on numerous occasions, that it is capable of incredible feats. 1 am 
su re that this generation will write a brilliant page in the history of Chile 
and that the reconstruction of our Country will be crowned with success. 
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Three Years to End Protection: 
New Tariff Schedule Under Study 

Vice-Admira! 
Lorenzo Gotuzzo Borlando 
Minister of Finance 

January 7, 1974 



The following is an official statement of Minister of Finance, Vice-Admiral 
Lorenzo Gotuzzo, to disclose the government decision to end indiscrimi
nate protection by means of customs duties, and to modify substantially 
the tariff policy in order to improve efficiency in the Chilean productiva 
system and to make it compete internationally within three years. 

The following is the text of the official statement of Minister of Finance, 
Vice-Admira! Gotuzzo: 

In accordance with the Government view on matters of economic policy, 
we will continue to inform the public with regard to those aspects of this 
policy which we consider should be clearly understood in advance. On 
previous occasions, we have said that the foreign trade policy which the 
Government propases to follow includes a thorough revision of the cur
rent tariff structure. Furthermore, we have insisted that the new economic 
system being put into practice, including the free-price policy, would have 
no meaning and could be tremendously unfair if it were not accompanied 
by an adequate tariff policy. This is the subject that we wish to discuss on 
this occasion and to which we attach the greatest importance. 

lt seems suitable to begin with a brief commentary on the effects of the 
tariff policy which has been in practice in this country practically sin ce the 
1940's. This policy originated in partas a means of satisfying the legitimate 
aspirations to promete industrialization by means of protection for locally 
manufacturad goods which until then had been imported. However, var
ious factors contributed to an accumulation of errors in the structure of 
the tariff system, so that it has beco me one of the most distorted elements 
in the nation's economy. Justas an example, the following are sorne ofthe 
principal consequences of this policy: 

1) The tariff structure has been a significant cause of the deterioration 
experienced in key sectors of the economy. As a matter of fact, the very 
high degree of protection granted and maintained indefinitely for the 
greater part of the Chilean industrial sector has had the effect of discour
aging development in other sectors, particularly agricultura and mining. 
Th is means, in general terms, that the scarce resources of the country have 
not been adequately exploited, for while sorne goods were produced in an 
extremely inefficient way, others have not been manufacturad and the 
country was not in a condition to produce them at al l. 

2) On the other hand, within the industrial sector itself, there are many 
cases in which an erroneous policy has been followed for the purpose of 
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diminishing the importation of certain products considerad as luxury 
items by means of high customs duties, without realizing that the effect of 
such a policy would be rather an incentive to produce these same items 
locally. A quick review of the present structure of Chilean manufacturing 
will bear out what we are saying. 

3) Another result of this policy has been that the high degree of protection 
sorne activities enjoy has permitted the creation and subsistence of na
tional and foreign monopolies that produce locally ata cost severa! times 
that of the international market. This causes a chain reaction, as sorne 
companies, which are in fact efficient, suffer from apparent inefficiency 
beca use they are obligad to buy locally produced material at high cost and, 
at the same time, must sell their products at higher prices. From this point 
of view, the erroneous policy of import substitution has resultad in a clear 
disadvantage for the local consumar. 

4) Finally, the current structure of customs duties has also been the cause 
of stagnation and limitad diversification of our exports. Based on an 
erroneous concept of "saving foreign currency," the tendency has been to 
produce local! y goods which perhaps we should not have produced. At the 
same time, motivation was lacking for the production of other goods with 
which we are in a condition to compete in the international market, and 
which, of course, provide better possibilities than those of the limitad 
home market. In this way, the tariff policy has puta brake on the growth of 
the industrial sector, since the production of goods that have no growth 
potential other than the home market has been artificialy stimulated. 

These brief reflections give usan idea of the importance for the Govern
ment to undertake a solution to this problem with realistic criteria. Basical
ly, the problem is to make more efficient use of our scarce economic 
resources, which would mean a substantial increase in the availability of 
goods and services for all Chileans as well as the attainment of an accel
erated rate of economic development. Naturally, the tariff policy which 
shall be put in practice is an integral part of any set of economic policies 
and shall be especially related to the exchange rate policy which has 
already been adoptad. 

Based on these ideas, we wish to presenta succint report on the objectives 
and the criteria which shall be applied in the new tariff policy: 

1) The tarift structure that is being established shall be determinad basical
ly according to the degree of protection which it is deemed appropiate to 
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grant to the home productive sector. This means that customs duties shall 
not be u sed for purposes other than the ones stated, such as, for example, 
to restrict imports which are considerad unnecessary, to obtain higher 
revenues, orto solve momentary balance-of-payment problems. For these 
purposes other instruments of the economic policy shall be used, such as 
taxes on the consumption of luxury items, or the exchange rate policy in 
order to maintain stability in the balance of payments. This al so means that 
in the future other restrictions that have been in effect until now in Chilean 
foreign trade and that have greatly influenced the degree of protection 
afforded to local production shall be avoided. We refer specifically to 
import quotas, prohibitions, discriminatory prior deposits, etc. Finally, so 
that the tariff fulfills its fundamental objetive to the utmost, it must be 
applied to all imports. The policy in this respect shall be that every impor
tation will be subject to the corresponding duty, regardless of whether it 
pertains to the public or prívate sector. Besides this, the Government shall 
conducta thorough analysis of all the existing special schedules and, as a 
general norm, shall tend to eliminate the discriminations which have their 
origins in duty exemptions. 

2) The protection that the new tariff structure shall give to the various 
productive sectors may not exceed the reasonable limits compatible with 
the goals of effíciency established for the nation's economy. This system 
wiil produce substantial reductions in tariffs togetherwith the correspond
ing adjustments in the exchange rate, so that they become a powerful 
incentive for all of those activities that have been traditionally unprotected 
and in which the country may be equipped to compete in the world market. 
In this way, the new policy will bring about so me significant adjustments in 
the domestic production structure. 

Sorne companies, for example, especially in the industrial sector, should 
already be studying the transformation of their production lines if they do 
not consider themselves capable of making drastic reductions in the cost 
of sorne products which they manufacture at this time. In this respect, it 
must be thoroughly understood that Chilean industrial development shall 
not be based on the maintenance of the production of goods with a 
value added in the interna! manufacturing process that exceeds two, 
three or more times the same value added measured by international 
prices. But at the same time, it should be emphasized that this tariff policy 
will permitan accelerated expansion in other companies, lines of produc
tion and/or sectors of activity which shall yield high incomes when they are 
able to acquire materials at lower cost and when they can count on 
relatively better prices for their products. 
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On the other hand, we al so wish to point out two additional aspects related 
to the effects ofthis policy. The Government expects the tariff reform to be 
in effectwithin a period of no more than three years. Therefore, it is basic 
to' keep in mind that the transformation of productiva activity which shall 
begin to take place immediately shall produce significant benefits for 
worker~ in general, as more jobs will be created in the expanding sector 

· thán those which could disappear in sorne sectors that report high inef
ficiency. The second aspect that must be emphasized refers to the close 
interdependence which exists between this tariff policy and the free price 
policy the Government has already put in practica. High customs duties 
favor the existence of inefficient monopolies which are incompatible 
with the free competition which should characterize a market-oriented 
economy. On the other hand, reduced tariffs will oblige local monopolies 
to face international competition, with the obvious advantage to the Chi
lean consumer. 

3)Finally, with respect to the criteria for the guidelines of the tariff pol
icy,it should be recalled that our country is a member of both the Latin 
American Free Trade Association (LAFTA) and the Andean Pact. There
fore, certain international commitments have been made which, of 
course, will influence the definitiva stucture of Chilean tariffs. Actually, the 
time is approaching when it will be necessary to establish a single tariff 
schedule in severa! Latin American countries, including our own. In this 
respect, it should be kept in mind that Chile has lost nearly three years iñ 
the process of adapting the economy to the new conditions of competition 
which are developing. One of the primary objectives of the tariff policy to 
be implementad will therefore be to put pressure on the most inefficient 
sectors of the economy so that they proceed rapidly to transform their 
production. In this way Chile will be in a position to insist on her points of 
view in the formation and negotiation of policies in common with other 
Latin American countries. 

In conclusion, we wish to announce sorne of the measures the Govern
ment has assigned for immediate action. As we have already stated, the 
new tariff structure is expected to be fully in effect within three years. 
However, we consider it appropriate to adoptas of now, certain measures 
that imply the initial correction of-some of the most obvious distortions in 
the existing tariff structure. These measures are as follows: 

a) All ad-valorem tariff duties above 220% shall be reduced immediately to 
200%. 
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b) The ad-valorem tariff duties between 50% and 220%shall be redv~~ct.a~,:7~~~ 
a ge~e~al norm, by 10% of the present value, subject to thel4t;f~~!.~º-~::.:~:<:~:~>\ 
restnct1ons: ~·:::,¡ wn~o uE~""' 

~ "" oocuMur•:~:clOII\ 1 i1 
1 I3\Bl- Q¡c.CA ·""' :¡ 

1) The ad-valorem tariff duties scale shall contain only th~ . a.r-~fs-··~ · ~ · 
which are multiples of 5%, so that all tariff duties shall be "' ~-.. :<,~;:,; 
off to the nearest multiple of 5%. ~ ~IQ íl'l:. \..,-

2) lf the resulting ad-valorem tariff duty is lower than the Mínimum 
Common Externa! Tariff, the latter will be imposed. 

e) The existing prohibitions on the import of certain types of goods shall 
remain in effect temporarily. However, as a general norm, these prohibí·· 
tions shall be lifted when their purpose is to restrict local consumption of 
the respective products, and they shall be replaced by adjusted tributary 
mechanisms that tax consumption without discriminating between the 
local or foreign origin of these products. 

d) The public or mixed enterprises shall receive the same treatment in 
these matters as enterprises of the prívate sector. Likewise, as a general 
norm, the Government shall arder that no new petitions for tariff duty 
exemptions shall be filed for specific import operations. 

e) Within a short time specific duties shall be replaced by ad-valorem tariff 
duties and shall be adjusted to the new levels. Certain specific tariffs shall 
be maintained only in cases of absolute necessity. 

f) The revision of the values shall be encouraged and supported according 
to the norms established by the Brussels Appraisal Committee in a coordi
nated effort on the part of the Central Bank and the Customs Office. This 
revision shall be extended to include the quality of the merchandise to be 
imported. 

g) Finally, the Government declares that the study of a complete reform of 
the tariff schedule requires the collaboration of various groups within the 
productive sector. For this reason, the Commission in charge of this 
project will contact the different organizations of the prívate sector which 
could make suggestions and provide information that is indispensable for 
the proper preparation of a new tariff structure. 
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the 1970 rate by 1973. This limited economic growth and the creation of 
new sources of work.* 

All of the production indices showed a sharp drop. Overall production in 
the agricultura! sector declinad more than 23% between the 1970/71 and 
1972/73 agricultura! years. In mining, production had dropped almost 20% 
as compared to 1970 and in industry, more than 1 O%. In construction, the 
index declinad nearly 40% and thus, while in the 1960/70 decade the 
country constructed an average of 35,600 habitational units per year, 
during the Popular Unity regime the average dropped to 19,000 per year. 
The decline in production is synthesized in the reduction of income per 
capita which is estimated at approximately 6% for 1973.* 

The situation of the foreign sector was very serious. The successive heavy 
deficits in the Balance of Payments descended to totally unacceptable 
limits, requiring increasing foreign debt in order to meet the minimum 
necessities of imports of food and raw materials, many of which had 
traditionally been produced within the country. The foreign trade situation 
became critica! as a result of the decline in interna! production and a 
discriminatory and absolutely unrealistic exchange rate policy. The net 
foreign debt which was US$2,668 mi Ilion in 1970, rose to US$3,729 mi Ilion 
in 1973. In a period of three years, the country acquired a debt of US$1 ,060 
million. On the other hand, the balance of freely usable foreign currency, 
which in October of 1970 reached US$331 mi Ilion, by the end of September 
of 1973 was only US$37 million. That is to say, that part of the price of the 
experience we went through that can easily be measured, was the financia! 
deterioration of an average of over one mi Ilion dollars per day. Even more 
serious is the fact that the additional indebtedness was spent almost 
entirely on current consumption. 

Economic and Financia! Policy of the Last Twelve Months 

At the beginning of this Administration it was necessary to apply drastic 
corrective measures in order to detain the process of chaos in the econo
my and to create conditions adequate for the long term measures which 
were to be adopted later on. These measures have been oriented toward 
the normalization of productive activities, the reallocation of resources to 
more productive activities, the deceleration of the rate of inflation and the 
creation of conditions for future growth. 

*Source: Planning Office. 

'86 



Report on the State of 

Public Finance 

Jorge Cauas Lama 
Minister of Finance 

October, 1974 



lntroduction 

lt is my duty as Minister of Finance to report on the present state of Public 
Finances and on the economic and financia! situation of the country, as 
well asto present, in the name of the Government, the short and medium 
run economic programs which we propase to carry out as part of the 
commitment to the country. In this report emphasis will be given to the fi
nancia! aspects, pointing out their relation to the Government's economic . 
and social policies. This document should serve as the working basis for 
the Technical Commissions which will analyze the budget draft for 1975. 

Historical Review 

Befo re analyzing the economic policy applied by the government, as well 
as the results obtained and prospects for the future, we think it necessary 
to synthesize briefly the magnitude of the economic crisis which the 
country faced in September of 1973. 

At the beginning of 1973, the early symptoms of hyperinflation were al
ready obvious. Even though the Consumer Price lndex was manipulated 
so as to dissimulate inflation, prices had begun to increase faster than 
money. The discrepancy between these two índices increased, so that 
toward the end of 1973 an inflationary explosion that would have put an 
end to money as a means of exchange would have become inevitable. The 
excessive supply of money was generated in Central Bank money cre
ation intended to finance the growing fiscal deficit and the tremendous 
losses in the enterprises of the public area. These inflationary pressures, 
which had already become untenable, were generated in a controlled
price economy, so that the citizenry not only had to tace rising príces, but 
also had to bear a generalized lack of supplies, characterized by the 
proliferation of black markets and corruption. Social discontent was 
manifested in strikes and a rhythm of work that was far below normal. 

The erroneous economic policy of the Popular Unity Government was 
reflectad in the negative effects manifested in practically every sector of 
the economy. 

By October of 1973, purchasing power of workers' wages, befare the 
bonuses were applied, had fallen toa levei equivalent to 52% of what it 
was in 1970. 

Beginning in 1971, total gross investment fell to approximately 12% below 
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the 1970 rate by 1973. This limited economic growth and the creation of 
new sources of work.* 

All of the production índices showed a sharp drop. Overall production in 
the agricultura! sector declined more than 23% between the 1970/71 and 
1972/73agriculturalyears.ln mining, production had dropped almost20% 
as c;:ompared to 1970 and in industry, more than 10%. In construction, the 
index declined nearly 40% and thus, while in the 1960/70 decade the 
country constructed an average of 35,600 habitational units per year, 
during the Popular Unity regime the average dropped to 19,000 per year. 
The decline in production is synthesized in the reduction of income per 
capita which is estimated at approximately 6% for 1973.* 

The situation of the foreign sector was very serious. The successive heavy 
deficits in the Balance of Payments descended to totally unacceptable 
limits, requiring increasing foreign debt in order to meet the mínimum 
necessities of imports of food and raw materials, many of which had 
traditionally been produced within the country. The foreign trade situation 
became critica! as a result of the decline in interna! production and a 
discriminatory and absolutely unrealistic exchange rate policy. The net 
foreign debt which was US$2,668 mi Ilion in 1970, rose to US$3,729 mi Ilion 
in.1973. In a period of three years, the country acquired a debt of US$1 ,060 
mi Ilion. On the other hand, the balance of freely usable foreign currency, 
which in Octoberof 1970 reached US$331 mili ion, bytheend of September 
of 1973 was only US$37 million. That is to say, that part of the price of the 
experience we went through that can easily be meas u red, was the financia! 
deterioration of an average of over one mili ion dollars per day. Even more 
serious is the fact that the additional indebtedness was spent almost 
entirely on current consumption. 

Economic and Financia! Policy of the last Twelve Months 

At the beginning of this Administration it was necessary to apply drastic 
corrective measures in order to detain the process of chaos in the econo
my and to create conditions adequate for the long term measures which 
were to be adopted later on. These measures have been oriented toward 
the normalization of productive activities, the reallocation of resources to 
more productive activities, the deceleration of the rate of inflation and the 
creation of conditions for future growth. 

*Source: Planning Office. 
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Outline of the short run economic program 

Foreign Trade 

a) Exchange Rate Policy 

One of the first corrective measures adopted consisted in a drastic 
devaluation of the exchange rate. The inadequate valoration of the 
exchange rate had very serious effects on the balance of payments 
and on the allocation of resources. At the same time, the structure 
was simplified, reducing the multiple exchange rate to only two: 
one for export-import operations and one for tourism and invjslble 
trade. 

The policy of periodic and moderate devaluations has been rein
stated to avoid the deterioration of the real exchange rate when 
modifications occur in the relations between interna! and externa! 
prices. This will encourage exports and will automatically regulate 
the demand for imports so that within a reasonable period of time, 
we may achieve equilibrium in the balance of payments. 

b) Commercial Policy 

A policy has been defined to prepare national producers gradually 
to tace international competition in order to guarantee a substantial 
improvement in efficiency in interna! production and at the same 
time to develop more sectors in which our country has natural ad
vantage in foreign competition. For these purposes, a total reform 
of customs duties has been announced anda generalized reduction 
in tariffs has been undertaken. This has permitted to a certain 
degree the reduction of the excessive protection enjoyed by certain 
domestic activities. 

The principie measures adopted in this field have been the fol
lowing: 

- Freedom of imports: the automatic exemption from a deposit of 
10,000% on an increasing number of items has been authorized. At 
the present time the vast majority of products on the permitted 
import list enjoy this exemption with the exception of markedly lux
urious items and of a group of agricultura! items which may only be 
imported bythe State. Although this policy is notyetthe ideal one, it 
represents a significant advance in relation to the previous one (it 
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should be recalled that there were over 2,000 items subject to the 
10,000% and from which the Central Bank had the powerto exempt 
at its discretion). The Government intends to continue with the 
liberalization policy and to approach as muchas possible a regime 
in which the regulation of imports becomes automatic, using the 
tools of exchange, tariff, fiscal and monetary policies. 

- Tariff Reductions: in 1974 the first tariff reductions were put in 
force. The highest tariff at the present time is 140% and the Govern
ment has already made known its decision to continue to lower 
gradually the taxes on imports so that in 1977 no tariff will exceed 
60%. In this way, the tariff policy to be followed in the future has 
been clearly defined. Home industry may now make the neces
sary adjustments and be prepared to tace foreign competition. 

e) Foreign financing 

lt is impossible for the correctiva measures adopted to produce im
mediate and sufficient results. This means that a series of measures 
have been taken to obtain the foreign financia! resources required 
for the adjustment period. In this sense, there has been favorable 
response in international financia! circles. With respect to this mat
ter, the following considerations should be pointed out: 

-A Credit Agreement has been worked out with the lnternational 
Monetary Fund to obtain assistance with the balance of payments. 

-Considerable resources llave been obtained orare in the process 
of being obtained in the form of development loans from important 
financia! agencies such as the World Bank and the lnter-American 
Development Bank. 

- An agreement has been reached with the creditors in the Paris 
Club to renegotiate the service on the foreign debt for 1973 and 
1974. The general terms of the agreement are as follows: 20% is to 
be paid in the first three years (5% in 1974, 5% in 1975 and 10% in 
1976) and the remaining 80% will be paid in 14 semi-annual install
ments beginning in 1977; the rate of interest will be according to 
bi-lateral agreement and is estimated at about 6% per annum. 

- lt should be noted that special care has been taken to obtain a 
debt structure which is compatible with the payment capacity of this 
country in the coming years and that the new indebtedness should 
basically be for the purpose of improving the country's productive 
capacity. 



d) Other measures 

- The time period forforward sale of foreign currency in the Central 
Bank has been reduced from 150 to 120 days. 

- The banking market has begun to issue payment certificates 
which permit the importer who acquires them to establish the ex
change rate ahead of time. 

- The tariffs on imports of capital goods paid in cash until Decem
ber 31 of this year have been reduced to 10%. 

- Commercial Banks are authorized to carry out certain operations 
in the brokers' markets, such as purchase of medicines, subscrip
tions to magazines, purchase of books not for commercial use, etc., 
without previously consulting the Central Bank. 

- Service to foreign banks on financia! debts pending until Decem
ber 31, 1973, has been normalizad. 

- Measures have been adopted to permit the acquisition of foreign 
currency from other sources. Between November of 1973 and July 
of 1974, prívate individuals have liquidated approximately US$110 
mi Ilion in foreign currency in the Central Bank. Likewise, the clear
ance of foreign currency according to D.L. N.0 110 has produced 
US$45 million in additional income.* 

Monetary and Credit Policies 

The purpose of the monetary policy has been to reduce the excessive 
supply of money in the economy, so that the rate of monetary expansion 
will be compatible with the goals of the stabilization program. For this 
purpose, measures have been taken to reduce the fiscal deficit, to control 
the expansion of deposits in the banking system, and to permit the self
financing of enterprises which belong to the so-called social area. In spite 
of the etforts made, the rate of increase in money continued high in re
lation to the initial goals of the stabilization program. In part, the extraor
dinary improvement in the balance of payments situation, explained 
mainly by the high price of copper in the first few months of the year, 
contributed to this expansion. However, there are sorne favorable facts: 
during the firstsemesterofthis year, money creation increased less than in 
the same period of the previous year; likewise the quarterly evolution of 

*So urce: Central Bank of Chile. 
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this indicator shows a decreasing rate of expansion. On the other hand, 
while in the first five months of this year, was increasing ata rate of 400% 
per annum, it has been reduced toa rate of nearly 290%\during the last few 
months. 

Table N.0 1 

MONEY (M1) 

Rate of lncrease in 12 months 
1970-1974 

(in percentages) 

rJIONtHS 1970 1971 1972 1973 1974 

January 37,9 71,0 108,2 169,1 402,3 

February 37,6 80,4 98,6 180,6 399,8 

March 44,4 84,9 88,2 193,2 398,8 

April 45,3 100,2 75,9 200,7 398,5 

M ay 45,8 97,6 84,8 225,1 395,1 

June 46,5 99,3 85,0 258,7 333,4 

July 52,6 105,6 77,6 313,5 277,9 

August 58,9 103,5 78,9 341,5 288,6 

September 64,9 102,6 81,2 354,7 289,9 

October 67,1 105,8 99,0 348,0 

Novembér 63,5 119,2 128,3 348,1 

December 66,2 113,4 151,8 362,9 

Source: Central Bank of Chile. 

Among the measures adopted in this period with regard to monetary 
policy, an important one is the reform of the legal reserve requirement es
tablished by the Executive Committee of the Central Bank at Session 
N.0 70 (2438) on September 27, 1974. 

This reform should be interpreted as an additional manifestation of the 
efforts of the economic authorities to extend to the financia! sector the re-
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organization process which we have been applying to the economy in 
general. In more specific terms, this reform substitutas a direct quantita
tive control on the monthly expansion of credit in each bank by a legal 
reserve mechanism which tends to stimulate competition among the 
banks and permits them to exercise more freely their faculties as institu
fions in the capital market. The new system permits each bank to expand 
freely the value of loans in accordance with its own availability of re
sources and the new legal reserve requirement rates. The expansion of 
total credit in the banking system will be controlled through the legal 
reserve rates -which shall be uniform throughout the system- estab
lished within the context of the monetary program, so that the expansion 
of the credit of each bank considerad separately will be the result of free 
competition within the banking sector itself. 

The credit policy has been readjusted to the new economic situation in 
which the market must carry out the basic role in the orientation of 
productiva resources. Thus a great number of selective credits character
ized by direct controls on the clients by means of the various institutions 
which controlled the destination and the use of the credit extended have 
been eliminated. The few remaining special credits still in force have been 
formulated so asto diminish all forms of direct control and bureaucratic 
handling. 

In order to permit the rate of interest to fulfill its role of channeling credit 
resources toward the most productiva activities, it must reach positive 
values in real terms. This principie has been applied, modifying the rate of 
interest in light of the inflation hypothesis with which we have been work
ing. Besides this, a set of interest rates which vary according to the time 
limitofthe loan and the method of charging interest, has been established. 
This has provided a uniform cost for short term bank credit, which is 
presently at 20%. 

Financia! Market 

Studies and projects have been made this year for the purpose of 
creating the legal framework required for the organization and the 
functioning of an efficient capital market. The first steps toward this 
end were taken with the approval of Decree Law N.0 455 on inter
est, readjustments and taxes on loans. This has permitted the charg
ing of real positiva rates of interest and has established as a general 
norm, the readjustability of loans for over one year. lt is also impor
tant to point out that in a few days, a Decree Law will be promulgated 
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which will dictate the norms that facilitate the merger and the region
alization of commercial banks and that, at the same time, modify 
certain norms related to the Development Banks in orderto facilitate 
the initiation of their operations. On the other hand, the Government 
has worked out a decree law project to transferthe property of banks 
which had been taken over by the State during the Popular Unity 
Government to the prívate sector. The project contemplates norms 
to prevent restricted groups of persons from controlling the property 
of these banks. This measure fully coincides with the Government 
policy which refers to the sphere of activity of the State. 

The development of the capital market has special importance in in
creasing the rate of saving and channeling these funds toward more 
profitable activities. This is achieved through financia! interme
diarias by means of a process which should be flexible, dynamic and 
with a mínimum operational cost. The necessity to increase substan
tially the rate of interna! savings and to guarantee the best use of 
investment resources are indispensable requirements for the accel
eration of economic growth. For this reason special emphasis has 
been placed on the development of the capital market. 

Price and lncome Policies 

The generalizad control of prices had created two very serious prob
lems. On the one hand, fixing the maximum prices far below the 
real costs, as we pointed out at the beginning of this report, had 
created a generalizad lack of supply which was reflectad in the 
proliferation of black markets, in lines, and in the creation of various 
rationing mechanisms. On the other hand, the controls had created a 
totally arbitrary price structure which had extremely negativa results 
on the correct allocation of resources. The strategy used to correct 
these disequilibria consisted in creating a free price system. Con
trols were maintained only in the case of sorne products essential for 
consumption and for those produced in monopoly sectors. This 
measure permitted the markets to normaliza rapidly. Wages had 
fallen sharply in real terms as a result of the acceleration of the 
inflationary spiral. In order to palliate the deterioration of remunera
tions, the new Government established a bonus system for the public 
and prívate sectors for the last quarter of 1973. This consisted in the 
payment of two bonuses, each equivalent to the income for the 
month of April, 1973, and of one bonus for a maximum of E.0 10,000. 
The family allowance was fixed in all cases at E.0 900 per dependent 



and a transportation allowance of E.0 720 was also established. Be
sides this, no worker could receive less than E.0 36,000 during the 
quarter, including the usual remunerations and the bonuses. 

In 1974 the purpose of wage policy has been to maintain the 1973 
average purchasing power. To achieve this, the following measures 
have been applied: 

-In January, mechanisms which meant a readjustment in remunera
tions for the public and prívate sectors equal to approximately five 
times those of January, 1973. The mínimum income for workers in 
the prívate sector was established at E.0 18,000, not counting bene
fits. 

- In February, the lowest income sector received an advance as a 
compensation for family expenses. The amount of the advance was 
determined acco.rding to the number of dependents and the amount 
of the remunerations. 

-As of M ay 1, a readjustment was authorized for the remunerations 
and allowances of active and passive workers in the public and 
prívate sectors. The readjustment was 30%, with a mínimum of 
E. 0 9,000 for the public sector and E. 0 11 ,000 for the prívate sector. 
The allowances for transportation, lunch and dependents were also 
readjusted. At the same time, seniority allowance of 1.5% for every 
two years of service in Public Administration anda special allowance 
for professional titles. 

-In June a E. 0 10,000 bonus was granted to workers in the public 
sector asan advance of future readjustment. 

-As of July 1, a general readjustment of 20%, with a mínimum of 
E. 0 10,000, was authorized. The Mínimum wage was adjusted at 
E. 0 35,000 in the public sector and E. 0 39,000 in the prívate sector. At 
the same time, the family and lunch allowances were also read
justed. 

- Finally, in October the readjustment policy to be followed in the 
future was clearly defined, as published in Decree Law N.0 670. This 
decree establishes that the remunerations for October shall be read
justed 24% (which corresponds to the rise in the CPI for the months 
of July and August) and that the remunerations for December shall 
be readjusted according to the rise in the CPI in September and 
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October. The same automatic readjustment system will be applied in 
the months of March, June, September and December of 1975. 

As can be seen from the preceding account, the Government has 
been trying to avoid large fluctuations in real remunerations and to 
protect the purchasing power of the lowest income groups, by 
means of periodic readjustments, important increases in the family 
allowances, proportionately higher readjustments in the mínimum 
wage and the authorization of special monetary compensations 
each time there is an increase in the prices of basic consumer 
products. 

Description of Principie Measures Adopted in the Fiscal Sector 

When the new administration took charge, the fiscal situation was unten
able.lncome in real termsshowed a tendencyto decline, the product of the 
profound distortions in all levels of the economy. Actually, the trans
actions carried out in the black market as well as the profits made re
mained outside of the sphere of the tax system. The pressures of expen
diture had accumulated for the month of October, since the readjustment 
in wages derived from the high rate of inflation which had occurred be
tween May and September was dueto be paid then. This meant that in 
September the projected fiscal deficit for 1973 was over 50% of the total 
expenditure. The corrective measures adopted by the new Government 
permitted an extraordinary increase in revenues during the first quarter of 
the year, bringing the deficit to only 35% of expenditure. The fiscal situa
tion had become so grave that current income was insufficient even to 
finance current expenditure, which meant that a significant portian of 
these expenses and all capital expenditure were financed by loans from 
the Central Bank, that is, by money creation. As for the composition of 
expenditure, investment had been reduced to 23% of the total. To this must 
be added the extensive extra-budgetary financing granted to cover deficits 
in The Ag ricu ltu ral Trad i ng Corporation ( ECA), The Development Corpora
tion (CORFO) and the enterprises in the Social Area, which amounted to 
E. 0 142,000 million, or61%of budgetspending, bringing thefiscal deficitto 
55% of total expenditure. 

The seriousness of the situation obliged the new authorities to take im
mediate measures in arder to lessen the magnitude of the deficit, to in
crease revenues, and to reduce the rate of expansion of outlays. 
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Fiscal Budget for 197 4 

The Fiscal Budget for this year established a deficit estimated at 21% 
of total expenditure. The notable decline in the deficit is explained 
principally by a strong increase in revenues and in non tax income 
which grow at a much higher rate than that of expenditure. The 
higher income from revenues is the result of the freedom of prices 
granted for the great majority of goods and services whose trans
actions are subject to the sales tax, to the various norms formulated 
to correct taxes and to the recovery of economic activity. The basic 
orientation of the 1974 budget correspond to the basic economic 
policies of the Government. These policies reserve for the State a 
supportive and organizational role with regard to the activities in 
which the prívate sector is engaged, and concentrates the direct 
action of the State on the implementation of social development pro
grams. In this way, the Fiscal budget was oriented toward financing 
pu bl ic works and housi ng in o rder to recover the levels of i nvestment 
and to improve employment, on the one hand, and on the other, 
provided for strong growth in social development programs, by fi
nancing more outlays in health and education. We think it is im
portant to point out that approximately 34% of Fiscal Spending in 
1974 corresponds to investment. The three main objectives of the 
Budget were the reduction of the rate of inflation, improved ef
ficiency in the use of resources in arder to contribute to economic 
growth anda redistribution of in come anda fairer tax system. 

Measures Related to Reduction in Public Spending 

- The elimination of subsidies: by allowing prices to adjust freely, it 
was possible to eliminate a large number of subsidies which had be
come an excessively heavy burden for the Government. Because of 
the need to guarantee a mínimum level of consumption, it was not 
possible to eliminate them all at once. We have been eliminating 
them gradually throughout the year, while at the same time direct 
monetary compensations have been authorized to families in the low 
income sector. 

- The reduction of the number of functionaries who work in the 
Public Sector: Articles N.0 24 of Decree Law N.0 534 disposes a 20% 
reduction of the personnel hired before September 30, 1973 in all of 
the Services, enterprises and institutions subject to articles 1 and 2 
of Decree with Force of Law N. 0 249. This disposition does not apply 
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to the Judicial System, the Comptroller General's Office, teaching 
personnel dependent on the Ministry of Education, personnel sub
ject to Law N.0 15,076 (doctors, dentists and pharmacologists) and 
other professionals and technicians expressly mentioned in arttcle 
22 of D.L. N. 0 534. 

The personnel subject to reduction on September 30, 1973, in
cluded 235,972 persons, implying a reduction of 47,198 func
tionaries. By the end of May of this year the reduction of person
nel had affected 16,012 persons, the additional reduction between 
that time and December of 1975 will affect 31,186 persons. Any 
personnel who withdraw befare December 31, 1975 may enroll in 
the ··small Businessman" Program. The main purpose of this pro
gram is to provide these people with a substitute source of income, 
thereby facilitating the process of reduction and reorganization of 
the administration of the State. lt will also stimulate the development 
of prívate initiative, and encourage small and medium size busines
ses. For this purpose, the State will assign up to US$100 million in 
foreign currency which may be invested to import capital goods and 
equipment. Credit and special terms will also be extended through 
the banking system for the acquisition .of the vehicles, machinery 
and other fiscal goods which will have to be sold as a result of the 
reduction in public spending. 

- To decrease the number of official vehicles, which not only elim
inates a spending factor, but also produces additional funds. 

- To dictate norms for the elimination ofspending on non-essential 
items. 

- The sale of enterprises belonging to the State and that are admin
istered by CORFO: This permits the reduction of expenditure and 
provides a source of greater income. 

T ax Meas u res 

The main purpose of the intensive work in this field has been to re
organiza the administration of taxes ano of the tax system in general. 
Part of this effort has been directed principally to reorganiza and to 
regulate the chaotic situation in which this Government found the 
Government finances and the abnormal tax situation of the majority 
of tax payers. The formulation of these norms permitted the timely 
fulfillment and correction of various tax obligations. Special time 
periods and conditions for this purpose were authorized. 



At the same time, more profound changas were also made in the tax 
system itself. These changas were the result of various studies, 
subsequently promulgated as Decree Laws, for the purpose of cor
recting certain defects in the legislation in force and to prepare the 
system forfuture reforms. In general, these measures have tended to 
symplify the system, to coordinate the rates and to eliminate ex
emptions. 

Remunerations in the Public Sector 

The Uniform Wage Scale has basically two objectives: 

a) To eliminate the differences in remunerations of personnel who 
have the same position, office or profession in the various institu
tions in the Public Sector. 

b) To define clearly and explicitly the relation that should exist be
tween remunerations for the different positions or grades in the 
Civil Service. 

The process of reorganizing the remuneration system of the Civil 
Service will continua throughout the next year in a study to identify 
the positions, which will facilitate the initiation of training courses in 
Civil Service. 

Administration and Financia! Control 

The reform of the Financia! Administration of the State required 
severa! measures to solve problems which had existed for many 
years, and which bureaucratized the overall conduct of finance. 
Significant progress has been made in rationalizing the systems of 
budget administration, government accounting, supply, and public 
credit. During 1974, a series of projects have been executed to 
reorganiza the management of finance in the Public Sector. The 
Municipalities have been incorporated in the financia! regime of the 
Fiscal Sector, Extrabudgetary Accounts and income for special 
purposes which posed obstacles for the efficient central manage
ment of State finances have been eliminated. The banking system is 
now in use as a method of collecting public income to facilitate the 
fulfillment of the obligations of those indebted to the State. The 
budget formula has been simplified, reducing the number of pro
grams and eliminating or combining sorne items in the Classification 
of Expenditure. With regard to public credit, the existing interna! 
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debt of the Public Sector was consolidated, anda series of studies 
and practica! measures have been undertaken to reorganize the 
administration and the accounting of externa! debt. 

These measures constitute the principal achievements in the pro
cess of reorganization of the Administration of Finance, carried out 
in 197 4. They are the result of a coordinated action in the Off ice of the 
Comptroller General and the Ministry of Finance. 

Emission of Treasury Bonds 

The issuing of these securities permits the Government to resort to 
an alternative source of finance and provides the State with an ad
ditional tool for managing fiscal policy. The total emission of bonds 
programmed for this year is E.0 60,000 million. At the same time, 
these operations have given an initial impulse to the development of 
the capital market, stimulating the activity of financia! inter
mediarias. 

Reform of Benefits 

The Ministry of Labor has continued with studies of the modification 
of the Social Security System. The basic objective of this reform is to 
reduce the costs and to improve the efficiency ofthe system in order 
to motivate the hiring of more workers. 

The present method of financing indemnization for years of service 
and retirernent pensions will be replaced by a program of capitaliza
tion underthe control of labor. These funds will eventually constitute 
a significant portian of national savings and the investment of these 
funds ineconomic development will produce a substantial change in 
the distribution of goods, with the resulting redistribution of wealth 
and of income. 

Evaluation of Results 
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Economic Activity 

There has been a notable increase in economic activity comprising 
nearly all areas of production. The estimated growth in the Gross 
National Product for this year is 5%. The growth by sectors is most 
significant in the fields of mining and agriculture. Present estimates 
of growth in these areas are of 16.5% in mining and 17% in agricul-



tu re. Progress in mining has been achieved thanks toan increase in 
productivity in labor and the stimulation felt in this sector because of 
the application of a realistic exchange rate. The notable recovery 
in agriculture is the result of a return to normal in productive activi
ties anda new price policy that improves the conditions of exchange 
for agricultura! products in relation to those of other sectors. An
other sector that has shown notable improvement is construction, 
with an estimated growth rate for this year of 10°o.* The industrial 
sector shows more modest improvements: according to the National 
Bureau of Statistics index, there has been a 1.9% reduction for 
January-July of 1974, as compared to the same period or 1973. Ac
cording to the National Manufacturers' Association (SOFOFA), pro
duction has increased 4.2% in that period. Both indices show similar 
behavior in the evolution of production by groups for the same 
period: heavy increases in the production of intermediate goods and 
construction materials, significant growth in the production of foods 
and durable goods, and a decline in the production of other con
sumer goods. lt is estimated that production in the industrial sector 
will increase 2% during 1974.* Various problems have prevented a 
more rapid recovery in industrial production. Among them we must 
point out the initiallack of supply of raw materials, the need to renew 
equipment and the loss of a significant percentage of working cap
ital. 

The difficult employment situation is bas1cally the result of two 
phenomena. On the one hand, during the previous regime many 
workers were hired in the Public Sector and in the Social Area enter
prises. Since production did not increase, the productivity of these 
workers was extremely low and, therefore, represented disguised 
unemployment, which is now openly apparent. lf the level of produc
tivity corresponding to the year 1970 had been maintained in 1973, 
the rate of unemployment implied in the level of production for 1973 
would equal15% of the labor force. 

On the other hand, the lack of investment during the last three years 
prevented the creation of new sources of work. The rate of un
employment in August of 1974 was 8.7% according to the National 
Bureau of Statistics, and 9.4% according to the last survey made in 
September, 1974, by the University of Chile. As a means of palliating 
in part the negative effects of this situation, the Government has 
improved the unemployment subsidy system. 

(*) Source: Planning Office. 
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VEA IR 

1970 

1971 

1972 

1973 

1974 

NOTE: 

Tab!e N.0 2 

Rates of Unemployment in Greater Santiago 

(In percents) 

Source: University Source: National Bureau 

of Chile of Statistics 

March 6,8% January-August 3,9% 

June 7,0% September-December 4,3% 

September 6,4% 

December 8,3 

Average 7,1 Average 4,0 

March 8,2 January-June 5,2 

June 5,2 July-December 3,3 

September 4,8 

December 3,8 

Average 5,5 Average 4,3 

March 4,8 January-August 3,2 

June 3,7 September-December * 
September 3,0 

December 3,6 

Average 3,8 

January * 
March 3,8 February-April 5,5 

June 3,1 May-July 4,2 

September * August-September 4,1 

December 7,0 October-December 5,5 

March 9,2 January-March 6,6 

June 10,3 April * 
May-July 8,2 

September 9,4 August-September 8,4 

* No information available for this period. Beginning in February of 1973, the quarterly 
survey carried out by the National Bureau of Statistics in Greater Santiago has been 
divided in three panel-type subsamples, each of which is made monthly, in order to 
obtain the information more quickly. The figures that appear in this tableare the averages 
of the sub-sample for each quarter. 
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Foreign Trade 

In foreign trade there has been a notable recovery. Freely disposable 
foreign currency of the Central Bank showed a balance of US$387 
mi Ilion at the end of September of this year, as compared to US$37 
million on the same date of last year. Toa great extent, the improve
ment in the Balance of Payments situation is a result of the in crease 
in copper exports. The increase in the production of copper is no 
less significant than the increase in price. lt is therefore safe to 
estimate thatthe production of the Large Copper Mines will in crease 
by approximately 100,000 metric tons as compared to 1973. On the 
other hand, the success of the exchange rate policy is reflected in the 
extra~rdinary increase in non traditional exports. As compared to 
1973, the exports of industrial products increased from US$1 i 1 
million to US$253 million and agricultura! and seafood products 
from US$24.3 million to US$48 m·illion. 

The recovery in interna! productive activities has brought about 
significant increases in imports of inputs (from US$1.047 million) 
and of capital (US$285 to US$400 million). The increased interna! 
agricultura! production has permitted a reduction in the import of 
food from US$595 million to US$480 million. The significant inci
dence of the rise in the price of petroleum in the international market 
is reflected in the increase in the value of imports of fuel and lubri
cants which rose from US$120 million in 1973, to US$410 million for 
this year. 

Table N.0 3 

Remainder Balance of Payments - lnternational Reserves IForeign 
Debt 1970-19745 

(Millions of Dollars) 

1970 

Overall Balance of 
Payments Result 98,5 

Net lntern. Res.1-4 343,2 

Foreign Debt4 2.668,2 

1 lncludes Renegotiation of Foreign Debt. 
21nformation at 7/31/74. 
3preliminary estímate 1974. 
4Net Balance at December. 

1971 

-309,0 

34,2 

2.696,7 

1972 1973 1974 

-323,2 -253,2 -197,7 

-442,6 -724,9 -512,02 

3.337,8 3.728,8 4.000,03 

5These figures have since been revised. The final figures appear in the appendix. 
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As a result of these developments, the Balance of Payments deficit is 
estimated at approximately US$200 million for 1974. 

Prices and lncome 

Even though the rate of inflation is still high, the results obtained so 
far permit the forecast of a substantial decline in inflation in 1974 as 
compared to the previous year. lndeed, if we analyze the 12 month 
variation in the CPI, we will observe a growing rate of inflation begin
ning in October of 1971, that continued throughout 1972 and 1973. 
Beginning in May of this year, the figures show a decreasing rate of 
inflation, reflecting the first beneficia! results of the measures taken 
to control inflation. lt is important to point out that the rises in prices 
of several items which previously had been subsidized hada strong 
influence on the rise in the Consumer Price lndex. The elimination of 
these subsidies constítutes an important advance in the anti-infla
tion policy since they permita reduction in the fiscal deficit financed 
by emmissions from the Central Bank, and thereby eliminates a per
manent source of inflationary pressures in the future. However, the 
rises in the prices of imported products, especially of wheat and 
petroleum, have had an unfavorable effect on the evolution of the 
Consumer Price lndex. 

As we had pointed out befo re, the Government policy on wages has tended 
to maintain the real average level of wages for 1973. At the same time, the 
Government has been particularly concerned about the low income sec
tors, as can be seen from the significant readjustments in the family al
lowances, and in the issuing of bonuses, which has resulted in a readjust
ment of the mínimum wages that is far superior to the general average. lf 
we analyze the income of a civil service employee with three dependents 
who receives the mínimum wage, we observe that his real income has 
increased 57% between September of 1973 and September of 1974. Like
wise, his real average income during the first nine months of this year 
exceeds his real income of September of last year by 44%. 

Meaning of the Economic Policy 

lt does not seem necessary to insist here on the priority the Government 
gives to the anti-inflationary policy within the context of the general eco
nomic policy. lt is sufficient to point out that it is impossible, for example, 
to obtain and to maintain an acceptable redistribution of income without 
attaining a mínimum degree of stability. However, we believe it appropiate 
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Table N° 4 

Real lndex of Minimum lncome 

September 73- September 74 

Minimum lndexof Consumer Price lndex of Real 
In come Minimum lncome lndex Minimum lncome 

Sept. 73 _ 1 00 Sept. 73 - 1 00 Sept. 73 - 100 

September 1973 7,290 100.0 100.0 100.0 

January 1974 25,320 347.3 237.0 146.5 

February 32,900 451.3 295.0 153.0 

March 32,900 451.3 336.9 134.0 

April 32,900 451.3 388.4 116.2 

M ay 47,200 647.5 422.2 153.4 

June 57,200 784.6 510.1 153.8 

July 61,240 840.1 568.7 147.7 

August 61,240 840.1 630.7 133.2 

September 81,240 1 '114.4 711.4 156.6 

Average 
September 1974 143.8 

1For September, 1973, the minimum wage was considered as two base salary units read
justed 60.8% (advance readjustments for April of 1973), plus the equivalent of three depen
dents. For 1974, the minimum income includes: minimum wage for civil service employees, 
three dependents, lunch and transportation allowances, other authorized allocations. 

to clarify the meaning of the policy which we have been applying during 
the last year. The first decision in the anti-inflationary policy consisted in 
adopting a gradualist point of view instead of one of violent containment. 
In arder to understand the reasons for such a choice, it is necessary to 
recall that the immediate origin of our high rate of inflation stems from the 
high rate of monetary expansion which was fed to a large extent by a 
permanent fiscal deficit. To detain inflation suddenly would imply the 
immediate elimination of the fiscal deficit, and the reduction of credit to 
the Private Sector, or the generation of an unrestrained deficit in the 
balance of payments in arder to absorb the money in circulation. A simple 
analysis of these measures gives us an idea of the catastrophic conse
quences this type of policy would have. The elimination of the deficit is 
practically impossible to carry out by creating new taxes because the 
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average tax burden is already too high. This means that there must be a 
violent reduction in current as well as capital public spending. In practice, 
this means unemployment for hundreds of thounsands of civil service 
employees, not initiating new public investment projects and paralyz
ing those already begun. This would undoubtely have repercussions in 
the Private Sector as it would affect an important source of demand for 
their products, with the resultant decline in activity and the use of fewer 
resources. To this we must add the direct impact on employment and 
production of a drastic reduction in credit to the Private Sector. 

Asan alternative to generating a deficit in the balance of payments, so asto 
absorb the excess money in circulation, there would necessarily be heavy 
foreign debt and asudden and immediate liberation of imports. The conse
quences of this policy would be disastrous for future growth, unless we 
could live forever on charity. 

To summarize, the social cost, in terms of loss of production, employment 
and in come from an economic policy su eh as we mentioned, would be very 
high and we are sure that the majority ofChilean would not be willing to 
accept it. 

Having rejected the sudden detention of inflation as an alternative, we 
have chosen the gradual process. This means that the same problems 
mentioned previously as the causes of inflation will be dealt with, but 
instead of eliminating these sources of inflation all at once, it will be done 
over a more prolonged period of time, which could be two or three years. 
The goal is still to arrive ata reasonable rate ot inflation, but over a longer 
period. 

Once the gradual point of view has been chosen, it is necessary to accept 
the implications of this policy. One of the serious problems that accom
panies every inflationary process, is that not all ofthe prices are adjusted at 
the same speed. While this is going on, distortions occur in the relative 
prices of products and of factors that have harmful effects on the efficient 
allocation of productive resources and on the distribution of income. Let 
us consider sorne examples: 

- lf the prices of consumer goods rise more rapidly than wages, the real 
income (or purchasing power) of workers diminishes. 

- lf the rate of interest remains fixed while the prices of all products rise, 
credit is extremely cheap, everyone will try to use it and few will want to 
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lend, creating unbearable pressure for more bank credit. lf the exchange 
rate remains fixed while all other prices rise, the purchase of imported 
products will be encouraged and incentive to export will decrease, gene
rating in the short terma crisis in the balance of payments. 

A particularly inappropiate tool for restraining inflation orfor avoiding the 
distortions in relative prices that accompany every inflationary process is 
massive price controls. As long as the inflationary pressures generated by 
fiscal deficit and excessive monetary expansion are not eliminated, it is 
impossible to prevent price levels from increasing. Price fixing only pro
duces greater distortions in relative prices, creating additional problems 
of supply, lines, black markets, in other words, results which all Chileans 
already know too well. 

In orderto avoid the damaging effects already mentioned, the prices which 
the Government still controls, such as the exchange rate, the interest 
rate, an important part of wages, and some products, such as wheat, 
petroleum, etc., should be periodically readjusted. lt is inevitable that this 
should occur, and it is preferable that the readjustments be frequent and 
moderate. 

Not to readjust these prices would be to close our eyes to reality and to 
create even more serious problems. In the case of certain products, the 
problem is aggravated by increases in international prices. Take petro
leum asan example. The country imports nearly 70% of the total it con
sumes. The price in the international market has risen and so the cost of 
importing it rises, obliging the Government to readjust the interna! price. 
The deficit generated in this way must be financed. Since the possibilities 
of higher taxes are exhausted, we would have to resort to printing money, 
which in turn would cause the prices of other products to rise. We could 
also establish a special exchange rate for petroleum imports. The results 
would be the same: the Central Bank would collect less local currency for 
the dollars it sells to import petroleum, creating inflationary pressures in 
all the markets. 

To summarize, a gradual policy necessarily implies that, during the period 
of adjustment and while the reduction of the inflationary process gene
rated by high deficit and excessive emission is in progress, prices will 
continue to rise. 

The prices of products that are not controlled will also rise. However, 
neither all of the increases nor their amounts are justified.On this point it 

105 



would be well to emphasize the importance of businessmen's expectations 
with respect to inflation. lt is common to observe significant increases in 
the prices of products that have obvious problems in sales. Even though 
above_ normal stocks of sorne products are accumulating, there are sub
stantial. readjustments in the prices. The arguments used to justify these 
increases are that, according to the projections for the exchange rate 
and remunerations, replacement costs have increased and therefore, the 
sale price of the articles has to be adjusted. In part, the problems of a 
decline in sales and accumulation of stocks arise because the Government 
economic policy is aimed at a rate of inflation which is lower than that 
expected by businessmen. The financia! problems which this situation 
creates for the companies produces pressures to increase credit and 
money. In other words, businessmen expect the Government to validate 
these exaggerated increases through monetary policy. 

We wish to be emphatic in pointing out that this will not occur. The policy 
will be maintained, and businessmen will have to adjust to it. There is no 
doubt that the adjustment will be much easier if businessmen adapt their 
expectations and their conduct to the Government economic policy. A 
significant part of the recession that accompanies the periods of reduction 
in the rates of inflation could be avoided. 

We think this explanation is very important because we hope to have con
vinced the workers, businessmen and the public in general, that the cause 
of inflation is not in the readjustments of the exchange rate, nor in the 
readjustments of wages, nor in the readjustments in the prices of bread or 
of gasoline. The causes of inflation are excessive increases in the fiscal 
deficit and in money. Therefore, the adoption of policies such as the 
periodic readjustment of the exchange rate and the periodic and auto
matic readjustment of wages do not mean that the stabilization policy is 
being abandoned or that the Government shows weakness in its attack 
on inflation. On the contrary, these measures are necessary to make the 
inflation adjustment period easier, and to avoid distortions in the relative 
prices that we mentioned earlier. The discipline and the conduct of the 
Government should be analyzed in the area of fiscal and monetary man
agement, sin ce they are the factors that will determine the future course of 
inflation. However, it is fundamental that businessmen adapt their ex
pectations rapidly toa decreasing rhythm of inflation if we are to avoid the 
problems of reduction in the levels of activity and unemployment. 

The policy adopted by the Government consists then in a gradual reduc
tion in the fiscal deficit and in the excessive monetary expansion. The fig-
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u res given previously show the degree of progress attained and are a sign 
that the path chosen is the correct one. This policy embraces nearly every 
area of the economy: specialization and efficiency, as well as rag.id eco~ 
nomic growth are basic goals toward which the policies on exc~'~ógé, on 
tariffs and on taxes are aimed. A necessary change is being bro~~jí,( at;>,ol!~ . 
in the economy, opening to the exterior, in arder to make use 9¡T'p~~~r~íi>m- ·· 
parative advantages and to base our future growth on an ef'fiqi~nr1?nd 
competitive production structure. ·-~::~ 

In the short term, this implies favoring sectors that are traditionally un
protected, su eh as agriculture, mining and in general activities with export 
potential. lt also signifies a decline in sectors which had traditionally been 
protected.lt does not mean thatwe are against industrialization, but rather 
that we are against indiscriminate industrialization at any cost. We are in 
favor of gradually adapting our industry to a more specialized and more 
efficient structure. 

We could not end this explanation of the meaning of the policy without 
pointing out that the confidence of the people in the Government and in its 
co nduct of economic affai rs is vital for the success of any economic poi icy. 
Undoubtedly it is that confidence in the Government which has permitted 
the most spectacular advances in the normalization of productive work 
and in the increase of productivity and efficiency. 

Economic Program for 1975 

General Objetives 

Economic activity and allocation of resources. 

The program contemplates a growth in the GNP in the arder of 6%. 
The recovery of the levels of investment as well as the new foreign 
investments will permit a reduction in unemployment. The goal for 
growth will require a significant effort to save internally since a level 
of investment of approximately 18% of the GNP is expected. The ac
celerated development of our economy depends basically on inter
na! effort. However, foreign investment undoubtedly constitutes an 
indispensable contribution toward reaching our goal. For this 
reason, the Foreign lnvestment Statutes were promulgated, which 
while safeguarding national interests, also establish the basic rights 
and the duties of investors who wish to bring money into Chile. 
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Distribution of lncome 

Besides wage policy, emphasis will be given toa policy to improve 
equal opportunity and to grant access to education and health to the 
low incorne sectors. At the same time, social development programs, 
such as child nutrition and the construction of low-cost housing will 
continue to receive support. The studies of poverty will permit us to 
design more efficient mechanisms for direct assistance for the 
poorest sectors. 

Stabi 1 ization 

Emphasis will be given to the gradual reduction of inflation based on 
the reduction of the fiscal deficit and of the rate of expansion in the 
media of payments. In this regard, it is possible to predict substantial 
progress since the drastic price adjustments which used to be subsi
dized and which have hada great deal of influence on inflation this 
year will not influence the evolution of prices. 

Prospects for 1975 
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The prospects for exports, and especially from the point of view of 
the interna! productive effort are quite favorable. We expect im
proved participation of non traditional exports, especially those pro
ducts which come from the forestry sector. However, the fall in the 
price of copper will affect the entry of foreign currency in 1975. 

As for imports, a considerable reduction in imports in food products 
is expected, especially wheat, corn and sugar, because of satisfac
tory levels of national production. 

A deficit in the Current Account for 1975 is expected because of the 
high prices of sorne raw materials and fuel, and of the lower price of 
copper. lf we add to this the service on the foreign debt, a deficit can 
also be expected in the balance of payment. This analysis demon
strates the need to renegotiate the payments of the foreign debt for 
next year, so that the balance of payment situation does not cons
titute an obstacle for the achievement of the goals for economic 
growth. 

Monetary and Credit Policies 

The monetary policy that we have been applying recognizes that 



there is a close relation between the rhythm of growth in the leve! of 
prices and the rate of expansion of the money supply. Thus rec
ognition is not based on the unconditional acceptance of a theory 
or school of economic thought, but rather grows directly out of 
observation of the dramatic Chilean experience with inflation. We 
are also aware that there is a definite relation between the growth of 
the supply of money and the level of employment that can be attained 
in the economy in the very short run. To combine these two central 
ideas, we must reiterate that the Central Bank policy will be oriented 
toan energetic control of the rhythm of growth in the money wage 
compatible with the minimum possible cost relative to levels of 
employment. The high degree of sensitivity of the money supply to 
the variations in the fiscal deficit necessarily imply that the success 
of this policy is intimately bound to the maintenance of salid disci
pline in fiscal matters. 

The Financia! Market 

Decree Law N. 0 455, which establishes new regulations for the in
terst rates, permits establishment of readjustability for more than 
one year and gives greater flexibility to credit operations, constituted 
the fi rst step toward the creation of a modern and efficient capital 
market. 

In this way, financia! activity has entered a new phase. However, the 
totality of the legal system which governs this area is still insufficient 
for the degree of development that is required in the financia! sector 
and also lacks certain important elements which will have to be cor
rected. During this year, a great deal of work has been done to 
analyze the roleto be played in thefuture by each one ofthefinancial 
institutions, as well asto determine any deficiency in the existing 
legislation. This study and analysis are the basis of a proposed law 
on the financia! credit institutions which defines the legal and insti
tutional framework for the entire sector and that at the present time 
is under discussion by Government authorities. These reforms are 
expected to go into operation in the course of next year. 

lncome and Prices 

Wage policy for next year has been clearly defined. The quarterly 
readjustment for amounts equivalent to the inflation for the two 
previous months will permit a gradual increase in workers' pur-
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chasing power. lndeed, as the rate of inflation decreases, the aver
age real value of wages will increase. The use of indirect subsidies 
will be avoided as muchas possible, as this is an inefficient and not 
very equitable means of income redistribution. As has been pointed 
out on other occasions, the basic in come redistribution mechanisms 
which the Government will use will be the tax system, especially 
indirect taxes, direct transfers to the lowest income groups and 
social programs, such as education, health and housing. 

Measures in the Fiscal Sector 
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Reduction of the Public Sector 

The fiscal budget for next year contemplates a deficit that will not be 
superior to 15% of expenditure. This reduction in the percent of 
deficit is basic for the success of the stabilization program. In arder 
to guarantee the attainment of this goal, special emphasis will be put 
on reduction of the level of spending in the public sectas. Present 
estimates indicate that fiscal expenditure compatible with this pro
gram cannot differ in nominal terms from approximately double that 
of the previous period. The reason for using the control of spending 
as a means of reducing the deficit is based on the need to restrict the 
direct economic activity of the State. The level of activity and the 
degree of direct intervention by the public sector at this time is 
incompatible with the efficient functioning of a decentralized eco
nomy. The excessive participation of the State is crearly demon
strated if we notice that, in spite of all efforts to reduce it this year, it is 
estimated that Fiscal Expenditure alone will reach approximately 
32% ofthe 1974 Gross National Product.ln the presentframeworkof 
economic policy, the State formulates general plans and establishes 
policy, restricting direct action to a limitad number of strategic 
activities and to the implementation of social programs. As a result, it 
is absolutely necessary to reaffi rm the poi icy to reduce the size of the 
public sector. In arder todo this, the public sectorwill have to dis
sociate itself from activities that are not proper to it. 

Policy on taxes and exemptions 

Beginning next year, new dispositions on taxes and exemptions wiil 
be in force. The tax reform will affect direct and indirect taxes as well 
as the reorganization and the modification of the laws on regional 
and sectorial development. 



Table N.0 5 
Expenditure, lncome and Fiscal Deficit as 

a Percent of Outlay of Gross National Product1 

1970 1971 1972 1973 1974 

Total Expenditure2 23.9 29.9 28.8 34.5 31.7 

- Current Expenditure 16.0 20.8 22.1 27.7 19.6 

-Capital Expenditure 5.8 6.6 5.6 5.6 9.1 

- Service On Public Debt 2.1 2.5 1.0 1.2 3.0 

Total Receipts 20.8 19.4 16.9 15.5 24.9 

- Taxes3 19.7 18.4 15.8 14.0 23.6 

-Other 1.1 1.0 1.1 1.5 1.3 

Deficit 3.1 10.5 11.9 19.0 6.8 

1 These figures have since been revised. The final figures appear in the appendix. 
2Corresponds to expenditures in Fiscal Budget in local and foreign currencies. For 1973 
extrabudgetary expenditures are included. 

31ncludes taxes on Large Mining Companies. 

NOTES: 
- The figures for Expenditure of Gross National Product for 1973 and 1974 are preliminary 

estimat,es of the Planning Office. The percents in the table could undergo substantial 
changes when the final figures are known. 

-In the 71-73 period a very high percent of Fiscal Expenditure was extrabudgetary (financing 
the loss in enterprises of the State and of the Social Area). For this reason the percents of 
Expenditure and Deficit relative to the Product for those years are not comparable to those 
of 1974 in which the total of Fiscal Spending was channeled through the Budget. For 1973, 
for which the extrabudgetary figures are available, they have been included within the 
expenditure in the previous table. 
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a) Direct Taxes. The existing distortions in the general regime of the 
law on lncome will be eliminated and a greater number of tax
payers will be included in the general system, thereby diminishing 
the present coverage of special regimes. There will be a grouping 
of incomes in a single base to which the Work Tax or the General 
Complementary Tax or the Additional Tax will be applied, ac
cording to the respective categories. The definition of the tax base 
will avoid problems of double or triple taxation and will permit the 
preservation of a progressive system, by means of the grouping of 
real as well as imputed income. 

The Government propases the modification of article 35 of the 
lncome Law, so that enterprises are taxed on their real profits, 
which must be reflected in their financia! statements. This implies 
a correction of the tax base, in which the companies will not pay 
for two nominal increases in capitar which are the equivalent of a 
devaluation in money for the period. 

b) lndirect Taxes. The present sales tax basically concentrates the 
tax in the production stage. One disadvantage to this system 
consists in the difficulty and arbitrariness in the definition of the 
subject of the tax, since many times it is difficult to determine 
exactly the final use of an item in the manufacturing process. 
Besides this, the great variety of exemptions prevent organized 
management of the system and create distortions which prevent 
sound competition. To these problems we must also add the 
difficulty in harmonizing the present sales tax with the tariff policy 
and the new export policy. Even though the tax rate is the same for 
a domestic product as for its imported equivalent, when there is a 
different number of transactions in the processing of both articles, 
the result will be a different tax for each. In practice this means the 
operation of a tariff structure other than the one established. On 
the other hand, the present system does not permit organized 
calculation and a sound draw-back policy, which would require 
subsidizing imports in the amount equivalent to the total of in
direct taxes on the final export item. From all of these arguments 
is born the need to construct a new indirect tax system. The value 
added tax, essential for the indirect taxation to be implemented in 
1975, will be the tool which leads to coordination and harmony 
of the tax system with the other tools of economic policy an
nounced in other areas. This tax system will not permit exemptions 
based on the legal conformation of the producing units or of con-



sumers, nor will there be exemptions based on the geographical 
location of the taxpayers. 

e) Laws of Development by Region and by Sector 

In the past, the tax exemptions have been u sed for the most varied 
reasons, and have created an enormous amount of legislation 
which was difficult to implement and which led to complete disor
der in the tax system. On the one hand, the allocation of the 
country's scarce resources had been al te red to such an extent that 
there was no longer any guarantee that the productive resouroes 
were being used for the benefit of the country. On the other hand, 
the varied range of exemptions has created a tax structure that 
puts the burden on a few who do not enjoy preferential treatment, 
and whose real taxes have been increased constantly, in order to 
maintain fiscal receipts ata mínimum leve! required forthe normal 
development of State activity. All this has seriously limited the 
possibility of using the tax policy, one of the most powerful tools 
for the country's social and economic development. lt can be said 
without exa~weration that, today the general tax regime is the 
exception and the exceptions in the tax regime make up the 
general rule. The Government has, therefore, decided to modify 
the present exemption regime, repealing sorne that are unjusti
fied,and to modify others forthe purpose of adjusting them to the 
context of the present economic policy. 

The new policy on development law will be based on the following 
principies: 

- The regional development laws shall be applied without ex
ception to all the activities of the region. 

- The exemptions by sector shall be applied without exception 
within the respective sector, and shall therefore be independent of 
the region in which they take place. 

- The programs and incentives for the various sectors are under 
the direct control of the Government. Therefore, the regions will 
have no jurisdiction over the use of taxes to promote programs 
within the sectors other than those established by the Govern
ment. 
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- The structure and the leve! of the exemptions will not continue 
indefinitely. 

- No principies other than those mentioned here will be binding 
in tax matters as related to development laws. This means that no 
exemption shall be authorized and any exemption that implies a 
direct reduction in the various income taxes shall be eliminated. 

- All discretion and all arbitrary decisions shall be eliminated 
from the administrative handling of these laws. In this way, only 
the torces of the market and the orientation on the part of the 
Government will determine the allocation of resources in the 
country. 

Public Enterprises 

The immense amount of resources handled by enterprises in the 
public sector requires measures that guarantee the efficient use of 
these resources. The only way to evaluate this efficiency is to end 
discriminatory treatment which favors different aspects and in that 
way force a development similar to that of the enterprises in the 
private sector. This implies that these companies will not enjoy 
special tariffortax exemptions and thattheywill have to pay the cost 
of capital they receive, and they will have to make the corresponding 
depreciation charges. They will be established according to interna
tional standards and so as not to reward inefficiency. lf these com
panies are unable toiinance themselves, the losses must appear as 
subsidies. 

Public lnvestment Policy 

The magnitude of the effort involved and its importance for national 
economic development, in view of the limited capacity to mobilize 
the country's resources, makes it indispensable that investment on 
the part of the State be carried out in the most efficient way possible, 
and for clearly defined purposes and priorities. The objectives, prior
ities and restrictions applicable to public investment can be summa
rized as follows: 

a) Level of lnvestment and Stabilization 

Restriction in public spending is a key factor in containing the 



inflationary spiral. In these conditions, the scarce resources avail
able should be administered in the most efficient way possible and 
should be directed toward those investment projects which ap
pear to be the most profitable and most urgent. 

b) Employment. The Government is especially interested in the 
creation of new sources of work. As a result, one of the main 
objectives of public investment is the direct and indirect genera
tion of new jobs that are truly productiva. 

e) Redistribution. On various occasioñs we have said that one of the 
essential objectives of this Government is to achieve a more fair 
distribution of income, to establish equality of opportunity ~nd to 
eradicate extreme poverty permanently. Priority should be given 
to carefully selected projects in education, health and housing 
and to efforts in the fields of housing and collective transportatio,,. 

d) lncreasing the efficiency of the productiva system 
lnefficiency in the allocation of resources and in the evolution of 
the productive structure have been prevalent for over thirty years 
in this country. For the first time a serious effort is being made to 
open the country to the outside and to permit the development of 
those activities in which comparativa advantage exists or could be 
developed. This will oblige us to become accustomed toan ef
fective market regime and to open foreign competition. 

In these conditions, special care should be taken not to support 
projects in which the cost of generating a unit of foreign currency 
would be superior to the social cost. Public investment should 
preferably be concentrated in those activities which permit the use 
of the basic infrastructure in order to favor rapid adaptation of the 
productiva structure and of those sectors that generate additional 
foreign currency at low cost. 

e) lnvestments initiated. There are still sorne projects already in prog
ress and for which it seems that the need will inevitably arise for 
investing further funds. lf these projects had been thoroughly ana
lyzed from the beginning, the decision would be clear. However, if 
there is any doubt about whether the additional resources re
quired were excessive, they should be thoroughly studied to de
termine whether the project should be coritinued or suspended. 

f) Regional Development. The Government has given a great deal of 
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importance to regional development. This means that the various 
possibilities of location should be taken into consideration when 
decisions are made with respect to investment. The allocation of 
investment resources should be in keeping with well balanced 
development, due consideration being given to the geographical 
distribution of natural resources and the topographical and cli
matic difficulties of the different regions. 

Financing of Universities 

The financing of the universities has beco me a very heavy burden for 
the State. For this reason, studies have been undertaken to impose 
concrete measures for the purpose of reducing fiscal spending in 
higher education on the one hand, and to improve the use of the 
resources assigned to Education in _general, from the point of view of 
efficiency as well as of distribution of income. A proposal for the 
solution of the problem is being studied. Meanwhile certain criteria 
have been established to plan the financing of higher education in 
1975. They are as follows: 

-In 1975, the government contribution to the current budget of the 
universities within the total spending on education, cannot exceed 
the percent historically considered as normal. 

- The distribution among the Universities of the government con
tribution that results from the application of the preceding criterion 
shall correspond to the historical distribution. 

- The capital budget shall be discussed separately and it shall be 
considered as a project. 

- The State will study the means to guarantee loans for tuition and 
board for those students who require it. In this way, all who meet the 
admission requirements will be guaranteed acces to the university 
regardless of the economic situation of their families. 

- lf as a result of the application of these norms, one or any of the 
universities deem it necessary to obtain additional financing by 
means of raising the tuition, they may do so without affecting the 
possibilities of all qualified students to enter. 

Administration and Financia! Control 

The organization and efficiency of the financia! process in the public 



sector will find its fundamental expression in the law on the financia! 
administration of the State. This brings together in one single text a 
large number of provisions which at the present time either do not 
exist orare found dispersed throughout various legal documents, to 
give a sense of unity and coherence to the functioning of State 
financia! administration. 

The law under analysis tends toward the formulation of a basic legal 
framework, structuring the bases of the financia[ administration 
system and creating the links which should make it compatible with 
and bind it to the central program of objectives for general reform in 
the public sector being carried out by the National Commission for 
Administrativa Reform. 

Once the law on financia! administration has been formally sanc
tioned, it shall be implemented,creating and/or correcting the in
struments necessary for the practica! application of the general 
precepts. 

Beginning in 1975, the following measures will be in force, in the 
spirit of the law: 

- The broadening of the fiscal budget, in terms of structuring a 
single budget for the public sector. 

- Financing of a fund for regional development and a fund for 
municipal financing, changing the traditional allocation of re
sources which was based exclusively on distribution by sector. 

-A system for controlling investment at the project level, in order 
to achieve a clear perspectiva of the development of investment in 
the public sector. 

- Uniform accounting systems and administrativa control mechan
isms will be applied. 

Final Comments 

At the end of this exposition, it would be wise to reiterate the fact that the 
Government is giving high priority to the anti-inflation policy. lt is notan 
exaggeration to point out that the success of the entire economic policy of 
this Government is conditional to the advances achieved in the ac
complishment of the goals of stabilization. The year 1974 will end with a 
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rate of inflation which although high, signifies an extraordinary reduction 
with respect to. the level reached the previous year. 

However, we have very good reasons to believe that in 1975 the results of 
the anti-inflationary policy will be even more encouraging. The first of 
these reasons is the enormous confidence in the Government and 
management of the economic policy. This confidence is backed by the 
great progress in the reorganization process and by the increased ef
ficiency in the economic system. This is a fundamental factor, since the 
dynamics of inflation are such that, the sucess of the economic authorities 
in reducing the rhythm of inflation depends to a great extent on the 
public's expectations with respect to the future course of prices. 

In the second place, the year 1975 will not only begin with arate of inflation 
substantially lower than that of 1974, but the significant distortions in 
prices will have been eliminated. We must recall once more that the 
elimination of subsidies for certain products hada significant influence on 
the rises in prices during 1974. This phenomenon will not be repeated in 
1975. 

On the other hand, it is not too bold to assert that our economy has already 
absorbed the greater part of the enor;nous variations in prices of certain 
products observed at the beginning of 1974 in the world markets. 

The progress in thestabilization program will be subjectthen tothe degree 
of discipline we can maintain in fiscal and monetary matters. 
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lntroduction 

lt is an honor forme to inaugurate these sessions on the analysis of the Tax 
Reform, a significant occasion for the Ministry under my direction, given 
the importance of this subject for the country. 

There is no doubt that the implementation of the regulations contained in 
the tax reform project is not only a milestone in the application of Govern
ment policy in order to correct the economic situation, but also a decisive 
step in the attainment of increased and sustained development. The 
Government has decided to disclose the entire project, and to stimulate 
serious discussion of the various tapies involved, so asto allow all sectors 
to participate in the common task of searching for the optimum economic 
policies which will provide justice and well-being for all of the inhabitants 
of this nation without exception. 

Beginning next year, new provisions will go into effectwith regard to taxa
tion and to tax exemption laws. The tax reform will affect direct and in
direct taxation as well as the reorganization and modification of regional 
and sectorial development laws. 

With regard to direct taxes, the existing distortions in the general tax re
gime of the income law will be eliminated and the tendency will be to in
corporate the maximum number of taxpayers into the general system, 
thereby diminishing the scope of the system of the substitute regimes. 
There will be a single base for a grouping of income to which the Single 
Wage Tax, or the Global Complementary or the Additional tax will be ap
plied, according to the respective categories.* The definition of the tax 
base will avoid the problem of double or triple taxation and will permit 
preservation of the progressiveness of the system by means of income 
regrouping, both real as well as presumed. 

The Government propases the modification of article 35 of the lncome 
Law, so that enterprises will be taxed on the basis of real profits as re
flected by their financia! statements. This implies a correction of the tax 
base according to which the companies will not pay for the nominal in
creases in their capital that are the equivalent of the devaluation of 
currency during the period. 

From the study of a series of arguments which we will analyze further on, 
we deduce the urgent need to construct a new indirect tax system. The 
value added tax, the essence of indirect taxation to be implemented in 

*Today there is only one scale for all categories. 
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1975, will be the tool for coordinating the taxation system with the other 
tools of the economic policy which have been disclosed for the different 
areas. The purpose of this tax system is to improve the organization of the 
indirect tax system in orderto eliminate present distortions that encumber 
sound competition and, therefore, exemptions based on the legal con
formation of productive or consumer entities, or the geographicallocation 
of the taxpayers will no longer be permitted. 

The third area of reform deals with the regional and sectorial develop
ment laws. 

Perhaps, this is one of the fields which requires the greatest speed in the 
action of correctiva policies. In the past, tax exemptions have been used 
for the most varied reasons thereby generating cumbersome legislation 
which is difficult to implement and which has led to complete anarchy in 
matters of taxation. All this has seriously limited the possibility of using the 
tax policy as one ofthe most powerful tools in the economic and social de
velopment of the country. We can say without exaggerating that today the 
general tax regime is the exception, and that the exception regimes cons
titute the general rule. For this reason the Government has decided to 
modify the present exemption regimes, eliminating unjustified exemp
tions and modifying others, within the context of the economic 
policy. 
Finally, we have also worked on a series of administrativa aspects, which 
although secondary, are essential for the success of the implementation 
and the operation of the new regulations, to permit greater efficiency and 
agility in the public institutions charged with the correct functioning of the 
tax system, especially in the Interna! Revenue Service and the Treasury 
Department. 

As can be seen, the field of action of the reform will be nearly total, 
consisting of a harmonious set of modifications, rather than simply partial 
changes. Thus, it is wise to examine briefly the general principies which 
every tax system should have, in arder to obtain a normative pattern with 
which to compare the diagnosis of the present system with the goals 
established for the total reform. This exercise will also serve to clarify the 
essential contents of the new modifications proposed. 

The Basic Elements of a Tax System 

In general, the tax system acts on four main levels: equity, allocation of 
resources, growth and stability. Naturally, the effects in all these areas are 
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simultaneous and interrelated; but without disregarding this, they also 
have characteristics proper to each one. 

Equity in the Tax System 

Perhaps the best way to characterize an optimum tax system is to say that it 
should be fair, simple and efficient. Fair, in that it should be as equitable as 
possible, simple, in that it should not hamper initiative in productive and 
social activity; efficient, in that it should encourage the maximum use,of 
productive resources in the way which is most conducive to the well-being 
of the population. In any case, the maxim begins with the equity aspect. 

This is so because taxation is the corner stone of any system designed to 
achieve greater economic justice. lt is the basic mechanism for attaining 
equal opportunities required for the inhabitants of a country. This role ot 
the taxation policy is exclusively and unavoidablythe duty ofthe State, and 
should, therefore, become the guarantee of the common good. The norm 
for economic justice is not founded on a vacuum or on ambiguity, but 
rather is firmly based on what are known as the vertical and horizontal 
equity princples. 

By vertical equity we understand the attainment of optimum distribution of 
income and of wealth in the fairest way possible, and consequently, the 
need for equitative allocation of charges and obligations. Normally this 
principie is founded on the principie that each taxpayer contribute ac
cording to his economic capacity. This capacity is measured in terms of 
the distribution of income and wealth of the various inhabitants of the 
country. 

On this level, the tax system exercises the redistribution function, a role 
which must be more or less accentuated, depending on the initial distri
butive state in society, on the level of economic development the society 
attains, and on the productive function which the various economic 
agents in the nation fulfill. In any case, it can be stated that the work of 
redistribution always exists and will exist, in all countries and for all time. 
What changes are its rhythm and its character. 

Sorne aspects which automatically arise from the preceeding analysis, 
reside in the fact that on the one hand, income taxation should be an 
essential pillar of any tax system, that it should be very broad in its general 
regime, and should be as progressive as the task of redistribution requires. 
lt is impossible to affirm whether a tax system is just, if it contemplates a 

123 



series of different subdivided tax bases, with the proliferation of substitu
tive regimes, since the progressive aspect of the system as well as the 
equity, will be uncertain. 

On the contrary, the ideal is that the system concentrate on a single 
general regime, centered on the basis of a precise well defined scheme of 
direct taxes on personal income. 

The former considerations are also quite valid with respect to the hori
zontal equity principie, that is, the equal treatment for equals. The idea is 
that different persons, groups or sectors which are in equivalent posi
tions, should be subject to similartax regulations. Whethertheir income is 
similar, orthe productive activity is the same, it is only just that they receive 
equal treatment with respect to taxation, bearing similar burdens, or 
having similar obligations. The essential is to avoid arbitrary discrimina
tions, such as unjustified exemptions, thus seeking to level the taxes for 
groups with equal paying capacity. 

The ideal tax system, from the point of view of equity would consist of a 
single progressive tax scheme, with a broad homogeneous base which 
would include each and every one of the in creases in income of prívate in
dividuals, practically without distinguishing the treatment of the various 
causes or sources of these increases. The main issue is the net total, effect 
that the taxes produce at the income or paying capacity leve! of the in
habitants of the country. Therefore, the final result will be better known 
and better defined when the various tax systems can be grouped in a 
common pattern. lt is an extremely complex and difficult task to construct 
a fair tax system on the basis of the addition and imposition of partial and 
limited taxes. Often the result is a series of ambiguous effects, which fre
quently violate both the gradual or progressive principie as well as 
horizontal equity. For this reason, within the limitations which every em
pirical situation introduces and according to what can feasibly be imple
mented, we have tried to guide the reform toward a grouping of income on 
a single base, to which either the Single Work Tax or the Global Comple
mentary, or Additional will be applied. We think that this is the only 
practica! way to approach the ideal proposed. 

To close this section, it is well to emphasize once again the importance of 
justice within a tax system. We should rememberthat the quality of a social 
system is not measured only by its economic efficiency, but also basically, 
by the pattern of social efficiency, the norm on which true national equity 
among all inhabitants is based. 
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An Efficient Tax System 

As the tax system constitutes a means of orienting the allocation of re
sources available to society, it would be well to describe briefly sorne of its 
characteristics. Thus, a few initial words are necessary on the role of the 
State in the economic system. 

The tax system should depend directly on the function which society 
grants to the State. Different societies have different concepts of this role. 
Ours has elected a mixed economy based primarily on prívate initiative 
and effort. The idea is to allow the greater share of responsibility to the 
community and to its citizens, limiting the State to definition of overall 
policies and the supervision of their execution and the generation of the 
conditions which permit individuals to know their problems and to seek 
solutions, assuming direct responsibility for their achievement. State 
responsibility is conceived as one which should inform on existing condi
tions, program by defining goals and generallines of action, facilitate legal 
channels to the maximum and preserve the general national interest, and 
should watch overthe application and respect ofthe norms which proceed 
from the general policies adopted. When these functions have been ful
filled, each sector has the responsibility to seek and to apply the solution 
for its respective problems. 

Thus in the economic field, the State must elaborate general programs and 
establish policies, centering its direct action on the implementation of 
social development programs and participating in a limited number of 
strategic activities. In other fields, the State must fill a supportive role, 
regulating activities which the prívate sector must carry out. The basis of 
this consists in decentralizing functions related to the economy. For these 
reasons, the tax system must be neutral, and must not interfere in the 
process of allocation of resources except in very specific and limited 
cases, directed according to explicit norms which are the result of social 
programs. 

One of the clearest patterns for achieving efficiency in the economic 
process resides in the assignment of productive resources by the market, 
within the overall framework determined by the State in arder to in crease 
its social content. 

There is no better allocation of capital and of work in a country than the 
decentralized allocation acchieved by the thousands of consumer and 
productive units, which possess the best information with regard to profit 
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and preferences. Taxes should not unduly alter the productive structure, 
as this would mean a decline in production on a nationallevel as compared 
to what could be obtained with a neutral tax system. 

The reason for being of taxes is Public Spending. This spending requires 
financing, which should not signify inflationary pressures. For this reason 
public revenues, especially from taxes, are required to meet the greatest 
possible percentage of public expenditure. 

In arder to appreciate the efficiency of a tax system, we must examine the 
public budget in its totality, and analyze the role of expenditure. Moreover, 
in arder to study the incidence of distribution, we must at the same time 
study taxes and expenditure. The taxpayer is not only a being subject toa 
particular tax burden; the taxpayer also participates in a series of public 
benefits as a member of society, even though he does not visualize them 
directly. 

In the first place, there are what economic literature calls "public goods", 
a group of services which because of their nature, the State must provide. 
We referto all ofthose items in the budgetwhich pertain to benefits, which 
exceed the sphere of the individual, and which present numerous effects 
that imply collective enjoyment of such goods. We are dealing with such 
basic items in the running of a nation as the administration of Justice, 
Defense and National Security, Public Health, Public Education, etc. lt is 
obvious that theseexpenditures must be met and provided for by the S tate, 
for all the inhabitants of the country without distinction. 

lt is also obvious that such goods and services are basic for the develop
ment of any prívate activity, and furthermore, they complement prívate act
ivity, and substantially raise its productivity. Since these services cannot 
remain exclusively dependent on the Market, they require adequate 
financing, that is, taxes. 

A second area in Public Spending, which is also very important for the 
normal development of individual activities, deals with social transfers. 
Here we include a series of services such as those related to social 
security, all of which constitute elements which guarantee equity and 
social peace. For example, it is natural that society assume responsibility 
for the unemployed, persons whom neither the Public Sector nor the 
Prívate Sector were able to absorb in productive work, and therefore, an 
entire program of unemployment subsidies must be administered by the 
S tate. Non e can den y that there is a similar responsibility with regard to the 
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dispossessed, and that the State should be concerned with the estabiJ.s~~: r;-~~:
ment of programs required to help, the assistance which is indispe9(~~L€l-~-,' '' 
in any form of justice. All of these transfers require financing throu@lb;1,a'x_e_s,..,_.", 
received from those who have the capacity to contribute to ~~~~~~f~;:- ''1 1

, 

Finally, we must recall that the price and amount solution reached:~by'a 
particular market not always corresponds to the social optimum. There is 
waste when there are monopolies or oligopolies; there are imperfection as 
a result of flaws in the information mechanisms. At times equal opportuni-
ties are not available to the various economic agents, and finally, on some 
occasions society prefers to correct certain particular preteren ces which it 
considers erroneous. For this reason we see that all the S tates in this world 
have special discouraging taxes on certain types of consumer items such 
as tobacco, alcohol, certain forms of entertainment, etc., and they preferto 
collect and to redistribute to a broader sector a determined volume of 
monopolistic profits. On the other hand, sometimes subsidies are granted 
to motivate some activities which society wants to encourage, and this 
also requires financing. 

The essential is that collecting public revenues, both those destined to 
finance public expenditure in general and those for corrective purposes, 
should be carried outwith a minimum of interference in the markets. When 
we speak Qf neutrality in general, we want to reflect precisely this fact: that 
the tax system should not produce unnecessary deviations. We know that 
such deviations would be costly in terms of social well-being. 

A very basic aspect in the achievement of an adequate allocation of 
resources is the degree of coordination among the various instruments- of 
the economic policy. The more coherent and consistent the application of 
public policies, the more effective will be each one of its instruments and 
the better the general results. 

Interna! taxes, tariff duties, the exchange rate, fiscal incentives, are all 
interdependent variables. The manipulation of one of these instruments 
usually produces effects on others. lt is very important for public authori
ties to be aware of the existing interrelation between these instruments, 
and that they make decisions accordingly. 

For example, if there is a tax on the production of a certain type of nation'al 
goods, if the object of such a tax is only to contribute funds to the budget 
or to restrict the consumption of an item, but without the intention of 
reducing the protective margins for national domestic production, it is 
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logical to impose a tax on an imported good atthe amount or rateas thetax 
on its national equivalent.ln this case the taxis on consumption in general, 
and the absence of a tax on the imported article would really be an implicit 
reduction in the protection of domestic activity. The conclusion is that in 
that case, in arder to study effective protection, it is not sufficient to study 
the level of the duty, but also the tax situation of the articles. 

On the other hand, the interrelation between tax and export-developing 
policies should also be considered. 

For example, the resolutions of the General Agreement on Tariffs and 
Trade base the indirect tax system in the taxation of the goods in the 
destination country and for the purpose of not altering in an artificial way 
the comparative advantage in the production of the various products; it is 
wise to have a subsidy policy for exports which only means the refund of 
the total of the indirect taxes on the final export article. This points up the 
need for indirect taxation such as the value added tax, which permits 
rational calculation for a sound draw-back policy. 

In general a tax structure should be developed which, when united to the 
tariff, exchange rate and social security structures, would reduce toa míni
mum the discriminations among the various sectors of international 
production. The idea here is to produce a system of net effective 
protection with very few and mild intersectorial discriminations, so that by 
means of free foreign trade, the country manages to find its own compara
tive advantages. This is a new application of the concept of neutral 
taxation commented on above. 

Finally, it should be noted that the use of multiple instruments with a 
similar role is not justified, except if there are difficulties in using a single 
selective instrument with all the intensity and agility required. There is no 
better quality of a tax system than the capacity to give clear, defined and 
stable signals. 

Tax Policy as a Growth Factor 

In general it is well known that domestic saving plays an important role as 
an economic growth factor. A basic component of saving is the surplus in 
the current account of the fiscal budget. This surplus or public saving 
when properly channeled to profitable investment in infrastructure, 
causes an important and sustained rate of growth of the National Product. 
On this level, not only the effect by means of demand on this sector is taken 
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into account, but also the indirect increase in productivity generated in its 
activities because of better quality and increased quantity of complemen
tary resources with which to work. As the importance which the availabil
ity of basic capital infraestructure such as communications, transpor
tation, basic services, access to certain natural resources and energy, etc. 
is very well known, we will not go further into this topic. lt is sufficient to 
point out the role played bytaxes as revenue in the budget system destined 
to finance this type of capital expenditure in the public sector. However, it 
is necessary to point out that the surplus in the current account can also be 
created by means of reducing the government current expenses, which 
makes a greater portien of public revenues available for investment. 

Another area of public action that requires financia! resources acquired 
through general taxation, is the investment in strategic sectors. All are 
lines in which because ofthe vol u me of capital required, the high degree of 
risk implied, and the magnitude and the extension of the benefits 
expected, it is indispensable to have public intervention, given that the 
prívate sector cannot, not does it wish to, nor should it develop these 
activities on its own. 

This field, especially, is related to the explotation of certain natural re
sources on a technologically viable scale. 

There is another set of tax meas u res which can motívate and dynamize the 
prívate sector contribution to national development, namely the laws of 
regional and sectorial development. Tax exemptions not only can provide 
general and overall incentives for greater prívate investment, for example, 
by means of a tax credit system in the income tax schedule for enterprises 
which make new investments in plant and equipment, but also permit the 
establishment of selective incentives, differentiated by sector or region. 
This last tool which the tax policy offers should be used with the greatest 
care so as to avoid undue proliferation and to limit the discriminatory 
aspect, since it could lead to inefficiency if the principie of neutrality es
tablished above is disregarded. 

On a regional plane, it is important for the development system to be as 
decentralized as possible, but it should tend toan efficient and balanced 
combination of public and prívate goods produced throughout the coun
try, which when distributed will not be concentrated excessively in a few 
regions, and, that all the regional economic agents make decisions ac
cording to variables which correctly reflect the national benefits and costs 
of their actions. Thus, the analysis leads to the conclusion that an integral 
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and efficient regional exemption system should contain an overall subsidy 
package to finance a higher leve! in certain services such as health, 
education, housing, etc., for the acceleration of growth of certa1n 
depressed provinces and allocations to supplement expenditure financed 
by the regions for certain projects such as a corrective mechanism for the 
effects that such projects generate (for example, a dam, a road). Besides, 
consideration should al so be given toa set of exemptions or subsidies, un
restricted in their application, free allocations which compensate on a 
regional leve! for the differences between tax efforts or burdens borne by 
the inhabitants and the benefits of public expenditure which they acquire, 
according to the regional distribution of taxes an spending. All this, 
keeping centralizad tax collection in mind, that is, that the taxes, rates, 
taxpayers, and taxable base should always be established and applied by 
central authorities on a nationallevel, and that they are not the faculties of 
regional authorities. 

Then, on another plane, a possible strategy proposed is the granting of 
factorial rather than ~ectorial exemptions. That is, The State would try to 
achieve the maximum exploitation of existing resources, by means of 
general incentives, to increase saving and investment, to increase the use 
of existing capital, and to encourage the maximum use of employment, of 
available manpower. All these factors exercise powerful influence, on the 
economic growth of a country, and therefore are of great interest with 
respect to the formation and maximum use of resources. The exemptions 
would consist in systems such as the 'tax credit' or deduction of taxes for 
new investments, and direct subsidies to enterprises of every kind which 
employ and train additional manpower. One form of this could be that the 
State pays part of the social security taxes, since they are a distortion with 
a negative effect on the progress of development which maximizes em
ployment. 

To summarize then, the strategy proposed avoids the proliferation of 
special preferences for different productiva lines or sectors. The idea is 
rather to encourage reproductiva investment in general, and greater em
ployment and better training for workers. On this level exemptions can 
definitely become basic levers for development. 

Finally, we can add that in a certain way the tax system also motivates the 
economic growth of a country, by sanctioning the inefficient with taxes, 
and by obliging the groups which show excessive passivity to contribute 
with their productiva efforts to the national well-being. 
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The Stalbilizing Role of Taxation 

In the context of an inflationary economy, the taxes can also play another 
role, one which is very important for the achievement of economic stabil
ity. The role of collecting in this respect, is that of reducing the values of 
the various components of the aggregate demand, especially, in the 
amount for prívate consumption. Since consumption is a direct function of 
available income, diminishing the income which remains available for 
prívate spending, for tax purposes, and especially by means of direct taxes 
on the profits of enterprises and personal income, a consequence of the 
tax system is that lower prívate consumar prices reach the market than 
those which would otherwise have reached it. 

Every anti-inflationary program should consider the use of the tax too! as a 
coadyutant factor, and at least this stabilizing program cannot allow itself 
to mortgage the effectiveness of this instrument. 

Taxation often acts as a break on the pressures on the balance of 
payments, limiting the value of the imports, especiaily in the consumar 
goods area, and thereby relieves any situation which may affect a 
country's trade balance. lt also has certain characteristics which are favor
able in the elaboration of policies on the foreign sector of the economy. 

Obviously, taxation can fulfill this role of "automatic stabilizer" in both 
ways, cooperating in the reactivation of the economy by means of an auto
matic decline in income taxes, when depressions problems arise. 

Basically, so that this stabilizing function can fulfill its role rapidly and ef
fectively, the system of taxation, declaration and payment should be such 
that it does not allow for a decline in taxation effectiveness in real terms 
just because there is a period of inflation in the economy. Our country has 
gone through a decline in fiscal yield may times, with the resulting difficul
ties in financing the public budget, and the nearly inevitable corollary of 
money creation and inflation. 

We can show the importance of this phenomenon and its urgency with 
respect to the fiscal financia! structure in the following section of this 
paper in which we will elaborate on recent historical development and a 
diagnosis of Chilean public finances. 

Thus far, we have presentad a summary of the principies which should 
form the basis of every tax system, and of course, any reform scheme. 

131 



Aspects of the Historicai IEvolution of National Public finances 

There has been a noteworthy increase in the fiscal budget, well above the 
historical rise, beginning in the year 1970. Public Expenditure represents 
27.0% of the total expenditure of the gross domestic product in 1970, 
42.7% in 1973, and is estimated at 31.7% for 1974. Obviously such percent
ages are totally out of proportion with the scheme of a mixed economy as 
presented in the preceeding analysis, since they imply that the State 
weighs excessively on the economy, strangling the decentralization re
quired for a more competitive system. To begin with, then, there must be a 
reduction in fiscal spending so asto increase prívate participation. Since 
the end of 1973, and during this year, we have been working to achieve 
this; both the budget for next year as well as the content of the tax reform 
have been conceived from this point of view. 

Another very striking fact is the nearly constant quota of Public Capital 
Expenditure in the 1970-1973 period, since the main part of the increase 
in spending took the form of Current Expense and other extrabudgetary 
entries to finance losses in the decentralized area. This has been and still is 
another one of the basic preoccupations of this Government in matters of 
public finance: to give priority to public investment and capital spending, 
so that the budget will once more contrlbute in a positive way to social 
growth. 

With regard to revenues, the asymetrical behavior of tax revenues and 
overall defict should be noted, the first showing a percentage of decline 
and the second a severe rise from 1970 to 1973. 

In any case, ~he percentage of the Gross Domestic Product acquired by the 
Fiscal Sector as Tax Revenues is a figure which has been around 20%, a 
high amount if compared with international patterns for other mixed Latin 
American economies. (The percentage of the Gross Domestic Product 
represented by Revenues from Taxes of the Centraí Government is 21% 
for Argentina- 1969, 13% for Colombia- 1969, 9.3% for Guatemala- 1969, 
and 11.3% for Mexico - 1969).* 

This could be reflecting the fact that the tax burden is nearly reaching the 
maximum permissible levels, but without granting a higher degree of 

*So urce: CEPAL, based on official statistic published in "Oocuments and Gonclusions ofthe 
111 lnteramerican Conference on Taxation." Secretariate General of the O.A.S., 
Washington, D.G. 1973. 
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liberty to state finances. In any case, it is important to realize that if little 
more than one fifth of the product generated annually by the Nation is re
ceived through the tax system, the structure and the character of the tax 
system will acquire decisive importance in the economic activity of the 
country. Thus the urgent need for tax reform. 

To return to the comments on the tendencias in the structure of financing, 
we had that in the last three years a serious change in the composition has 
been detectad, since from the historie tendency during the entire decade 
of the 60's in which taxation contributed more than sixty percent of the 
financing of public spending and reached figures even higher than 
seventy percent at the end of the decade a period develops in which the 
contribution of tax revenues does not re;:>resent much more than half of 
the expenditure. Meanwhile, the Deficit, which has already been reduced 
to figures below ten percent of the expenditure towards 1967-1969, ex
perienced a disproportionate rise in the seventies, reachíng over forty per
cent during 1972. Any one can realiza the serious:-~ess for the country of 
the fact that the deficit in the Public Sector reaches 13% of the total ex
penditure of the GDP. Even when the magnitudes provoked an enormous 
crisis during those years, it should be noted that the tendency to trust in 
endebtedness as a fiscal financia! resource, is a secular characterist in the 
history of Chilean public financing. lt should be clear that a determinad 
fiscal deficit is translated into: a) foreign debt and/or b) interna! debt, 
whether with the Banking System (Central Bank, Commercial Banks) or 
with the Prívate Sector, and/or e) Cash variation. Scheme b) interna! debt, 
has been particularly important; this is inevitably reflectad in greaterdirect 
money creation andan increase in the monetary base, which finally causes 
inflation. 

Sorne authors have made an estímate of the implicit tax collection on the 
part of government by means of the so-called "inflation-tax" generated by 
the deficit; they put this inflationary financing at around 40% of fiscal 
capital income and at around 19% of the total of direct taxes, for sorne 
years.* 

However, this form of inflationary financing has meant a loss in the 
average well-being, of approximately 1.76% of the GDP, implying 
significant social cost for the entire community, measured exclusively by 
the concept of holding monetary balances. lf we add the negative effect 

*Source: Juan Carlos Méndez, "La Carga Tributaria de la Inflación en Chile," Cuadernos de 
Economía No. 20. 
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which inflation generated has had as a factor of erosion of direct tax re
venues, product of the problems of the lack of readjustability of the tax 
base, and the considerable lag in the declaration and payment of taxes, 
other authors conclude it could well be that in net terms, ("tax-inflation" 
minus erosion of fiscal revenues), the result implies that for large periods 
of time the government experienced an effective loss of resources, a loss 
which could represent the equivalent of 0.35% of the GDP.* 

To summarize, the preceeding analysis indicates that by considering the 
problem only from the fiscal collection aspect, the existen ce of the deficit 
and its "tax- inflation" asan element in the budget revenue is unsuitable. 
Faced with significant and growing inflation rates even the net collected 
actually from this point of view can become negative. Besides this, the full 
weight of general social and economic evils which the inflationary phe
nomenon brings with it is added to this, together with the regressive bur
den. The government wants to attack all aspects of this problem and has 
not only taken action to reduce fiscal deficit, but also it no longer wishes 
to continue to receive resources in an unequal way, as a product of the 
consequences of inflation. 

For this reason one of the basic points of the Tax Reform is the introduc
tion of monetary correction in arder to avoid taxation of enterprises on 
inflationary earnings, and the implementation of the Tax Unit, which to
gether with protecting fiscal revenues, permits an automatic adjustment 
of the in come brackets in the progressive tax system, in arder to avoid this 
unjust and random discrimination especially against workers, a product 
of the inflation which we are experiencing at this time. 

Without disregarding what has been stated here, what should remain 
quite clear from all this, and specially from the deficit problems, is the fact 
that the Government cannot run the risk of a significant real reduction in 
its tax revenues. We have already analyzed what this means. While it is true 
emphasis will have to be on the reordering of the budget from the point 
of view of reducing and restructuring Public Spending, it is no less true 
that the more normal the system of tax collection, the lower will be the 
short term cost to society with respect to unemployment and inflation. 
These elements also have influenced the elaboration of the Tax Reform 
which we are analysing today, so that particular care has been taken in 
this matter. 

* K. Ruffing, "The Effects of lnflation on the Yield and the Structure of the Fiscal System of 
Chile," 1972, Columbia University, Ph. D. Dissertation. 
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We shall now comment briefly on sorne of the most serious structural 
problems in the present tax system in order to understand the specific mo
tivation for each of the propositions contained in the Reform. 

The Reform: Problems and Solutions 

lt is well to make a synthesis of certain problems which have been de
tectad in the national tax regime, sorne of which have existed for years 
and sorne more recent ones. 

The diagnosis is divided between the principal existing distortions on the 
level of direct taxes on the one hand, and the indirecttaxes on the other. 

The direct taxes represent 35.5% of total tax revenues, contributing 19.6% 
of the financing of the total Public Expenditure. 

They cover the following items: income taxes for enterprises and private 
individuals with 28.6% of the total of Tax Revenues; property taxes, 2.7% 
of Revenues; the tax on copper which yields 1.9% of total taxes collected; 
and other direct taxes which amount to 0.4%. 

a) Even when the traditional scheme for income taxes, which consisted in 
proportionate taxes of the category type according to whether the assess
ment was on capital in come or on labor income has been modified, we still 
maintain a scheme which divides the tax regime in categories, but over 
and above that taxation an overall progressive taxis applied. This results 
in the persistence of certain problems of equity in the direct income tax, 
aspects which become very serious when considering that the overall pro
gressiveness of the system, for example, is uncertain, which is in contrast 
with the normative requirement established in the sense that it should be 
at the level of direct taxes, especially on in comes, where the fa ir redistribu
tion we are seeking is found. In fact, a system which allows division of the 
tax base between income from capital and income from labor, for ex
ample, necessarily implies that two persons with equal total incomes and 
subject to similar progressive scales but with a different functional com
position of the income, will pay different total amounts in taxes. 

b) On another plane, direct taxation in Chile has traditionally hada quite 
high degree of progressivity, which has resulted more nominal than real. 

The high marginal taxes contemplated in the income tax normally are not 
translated in effective collections, a product of the legal and illegal eros ion 
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observed in the taxable incomes and declared incomes, for the reasons 
already cited. 

In this sense it is necessary to specialize the tax tool in a more realistic way, 
working on the scheme to broaden coverage and control of the taxable 
base rather than to continue to add elevated marginal rates of a fictitious 
nature. The history of Chilean public finan ce shows verywell thatthe com
parative advantages consist in basic broadening the basic scheme rather 
than in trying to impose more taxes on the different income brackets. 

e) With respect to the previous point, there is the problem that occ~,Jrs on 
the leve! of existing brackets and rates in the second category tax (a tax 
on income from labor). On the one hand, the maximum marginal tax at 
present exceeds that of the Global tax on income, which is obviously un
fair. On the other hand, principally because of the inflationary process, 
the structure of brackets and rates in force provokes an excessive tax 
burden on the labor sector, an excess which is not intentional from the 
point of view of economic policies. lt is evident then, that an adjustment 
is needed in the structuring and the progression of this tax. 

d) On the Global and the Single tax leve!, there are also sorne defects of 
organization in the scheme for tax credits or personal exemptions. Even 
though it is a relatively insignificant aspect and easy to correct, it influ
ences the equity of the system. 

e) Sorne of the previous defects are overcome if the various existing for
mulas in the Law are considered to define the taxable base, thereby losing 
the required homogeneity in this respect. 

The problems of defining the taxable base in each case lead to sorne situa
tions in which there is double or triple taxation. Besides this, the sub
division by type of base (income, property, type of income, type of pro
perty, etc.) implies explicit discrimination among determined forms of in
come or the maintenance of prívate wealth, producing innumberable oc
casions for distortion in the allocation of resources, which cause a com
position of wealth and of the flows of saving and investment that is dif
ferent from the optimum. 

Likewise, the negative effect produced with the treatment of real incomes 
on the one hand and presumed incomes on the other, should be studied. 

f) Another very serious aspect of the present system is the coverage of 
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certain substitute regimes. For the same type of tax there are special tax 
scales and bases for certain types of activities such as, for example, small 
industries and artesans, part of agriculture, small and medium mining, 
because of the excessive legislation on exemptions, which even consti
tutes a separate chapter on i nefficiencies. Th is is the reason why we stated 
without exaggeration that the general tax regime is the exception and that 
the exceptions to the regimes constitute the general rule. There is an ur
gent need to revise all of the substitute regimes so that the lncome Tax 
Law becomes truly a general norm. 

g) The subdivision, classification and differentiation of the tax bases and 
scales seriously affects the collecting power, and therefore, the interests 
of the National Treasury. This deterioration occurs for two reasons. The 
channels and ways open by means of these schemes facilitates legal and 
illegal evasion by means of the reclassification of in come and bases which 
each taxpayer carries out, using legal figures for the sole purpose of pay
ing less taxes. On the other hand, even though there were absolutely 
no tax evasion, the potential to be collected by the Government is reduced 
by a determined rate scheme when the number of tax bases is increased, 
sin ce the progression obtained from a total is always greater than the su m 
of the progressions obtained from the fractions of that total. 

h) Another important problem from the point of view of justice and al
location of resources is one which has todo with the differential treatment 
for the different schemes of organization of enterprises. Before we dis
cussed the aspects of equity and collection in general and the problems 
produced in this respect by differentiated tax schemes, depending on 
whether we were dealing with corporations on the one hand, or with prí
vate individuals on the other, and on another plane, to contrast the tradi
tional type of enterprise with a cooperative. Now we wish total k about an 
additional specific point, the effect of profits retained by corpor
ations. 

The retention of profits has been a mechanism used by corporations for 
reinvestment in the enterprises, thus avoiding the Global Complementary 
rate which taxes shareholders when dividends are given out. Besides 
being unfair when compared with other types of enterprises, this mecha
nisms which the present law is motivating, is inefficient from the point of 
view of allocation of resources. On the one hand, it permits the coex
istence of similar enterprises but with different rates of return, first by 
coverage of a certain margin of comparative inefficiency. On the other . 
hand, it restrains the required development of the capital market. 
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The urgency of improving and broadening the capital market is well known, 
and it is not compatible with the existence of certain institutional impedi
ments to the free circulation of available funds for loans. The social rate 
of return and the growth of a country are not maximizad when there is re
¡ nvestment in the trad itional enterprises simply for the pu rpose of avoid ing 
taxes, an operation which in certain cases can be less profitable than pos
sible alternative investments. The Government wishes to increase the 
flow of funds which moves the saving and investment market, so that 
people will freely assign capital to those sectors of the economy which are 
the most profitable. Besides this, if there are proportionately more divi
dends paid, small shareholders will have access to the market, given their 
concern for liquidity. 

From the point of view of equity, we should also mentían that some cor
rection of the problem of retention and evasion of the Global tax could be 
obtained by means of the Capital Gains Tax, but given the inefficiency, 
complexity and the tremendous amount of evasion in its collection, it is 
preferable to eliminate that tax, and to integrate capital gains into the base 
of the taxable income. 

i) Finally, we arrive ata very basic problem in the lncome Law, namely, the 
effects of the application of article 35. This article, by establishing the pos
sibility to readjust the capital of an enterprise, and to apply this readjust
ment to the exclusive revaluation of the fixed assets, leaves the rest of the 
real investments of the enterprises open to the effects of inflation by tax
ing them on the higher nominal value of the real assets caused by inflation, 
such as, inventaries, investments in other enterprises, stocks and shares 
of other companies, etc., which means that a great part of the capital re
mains defenseless. 

The most obvious problems which can be pointed out in this respectare: 

First: For the enterprises it is unfavorable to "invest" in working capital, 
sin ce this can only be partially revalued; second, the charges in the profit 
and loss statement for depreciation, and the value of some accounts of the 
balance, have no meaning from the real financia! and economic point of 
view; third, endebtedness with third parties at interest rates which are in
ferior to the inflation rate, for the purpose of investing in readjustable as
sets, is rewarded in the tax system sin ce the enterprises at the present_time 
are not taxes on real profits. 

These problems, besides the discriminations which they imply, lead toan 
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allocation of resources which is not optimum, and which is reflected in re
duced demand of liquid assets, a high volume in raw material inventory, a 
low rotation of finished products, chronic problems in liquidity, and pres
su re from credit, etc. 

Moreover, the negative aspects of information of the financia! statements 
limit the schemes of participation in the enterprises. 

All of the above demonstrate the urgency of drastic corrective measures in 
all of these aspects. 

lndirect Taxes 

lndirect taxes contribute a high percentage of the total of Tax Revenues 
66.4% in 1973 and they include: 

The tax on the sale of goods and services, the core of the indirect tax 
system and the largest individual tax, with a contribution of 36%; the taxes 
on production at 13.3%; the law of Taxes on Services gives 6.7%; taxes on 
legal actions 3.9% of the total; taxes on imports 6.5% of tax revenues, and 
other less important indirect taxes. 

a) The law on Taxes on the Sale of Goods and Services, law 12.220, inspite 
of having been modified, simplified and reorganized several times still has 
significant structural defects. As a matter of fact, the principal character
istic of the present taxis that basically it concentrates taxation on the pro
duction stage; however, it contains other rates which are applied in a dif
ferent area, whether within the productive sector ata lower rate but with 
an accumulative eftect, or with respect to certain products qualified as 
luxury items. One disadvantage inherent in the system is the difficulty and 
the arbitrariness in the definition of the subject of the tax, sin ce the general 
norm is the application of a tax to the price applied to the product once 
production has been finished, there are numerous cases in which it is im
possible to distinguish exactly the termination of the industrial process 
whether or not particular product constitutes a component of another 
article subject to taxation. We have the cumulative effect of the "pyramid" 
or "cascade" type on prices; even though improved, it still subsists and 
weighs on the present system. 

b) Likewise, the free price policy, the basis of sound competition for pro
duction, should not allow undue and unknown alterations in the relative 
price structure, since this would mean grouping productive activities to-
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gether for the sole purpose of avoiding certain transactions in order to 
diminish the total tax margin. This is the phenomenon known as "exces
sive vertical i nteg ration." 

e) On the other hand, there are a great many exemptions for products or 
institutions, or individuals, regions and sectors which prevent the rational 
management of the system and which cause distortions which impede 
sound competition. 

d) In the field of foreign trade, this tax on sales influences in a special way. 

lt is known that the resolutions of the General Agreement on Tariffs and 
Trade (GATT) base the indirect tax system in-the destination country, and 
in order not to change in an artificial way the comparative advantages on 
the production of the various goods, the countries are permitted and ad
vised to maintain subsidies on exports which only represent the total 
refund of indirect taxes on the final product for export. However the pres
ent indirect tax system does not allow for rational calculation anda sound 
drawback policy. 

With regard to the import policy, we have already pointed out in the section 
on principies the fact that the tariff structure should not be indirectly al
tered by the interna! tax system. Hence, in accordance with what has been 
established in the present law 12.120, the imports as well as the substitwtes 
will continue to be subject to the same indirect tax rate. However, it is 
important to point out the effects of an indirect tax system in which the 
burden or final tax on goods is in some way, a function of the number of 
transactions they undergo. There is no guarantee that an imported article 
is subject to the same number of transactions as its national equivalent. 
In so far as there is a difference in the number of transactions undergone 
by both articles, there will be a different tax burden which will be translated 
indirectly in a modification of the tariff structure itself. 

There is, therefore, a need to construct a new system which avoids each 
and every one of the flaws mentioned. 

e) Even within the area of indirect taxes, certain effects of Law No. 16.272 
should be mentioned. 

The Stamp Tax Law, in matters referring to the tax on judicial acts or con
tracts which arise from a credit operation, is one of the factors which has 
most strongly influenced the scarce development of our capital market, 
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since it discourages transfers and activity of financia! intermediaries, by 
raising substantially the cost of funds to be lent and by tax discrimination 
among the different credit instruments, including those of similar charac
teristics. 

f) The same can be said with regard to Taxes on Services, a tax which in
troduces a substantial difference between what the purchaser of credit 
pays and what the lender receives from these funds first, by making the 
credit extremely expensive for the borrower and second, diminishing the 
profits for the lender. 

Surely the reason for these taxes on interest has been the supposition 
that the total of savings is not a function of the interest rate but rather of 
income and wealth, so that a rise in the bank interest rate for example, 
would only have implied higher income for the owners of the funds and 
redistribution of funds. lt was thought, therefore, that this tax could also 
be redistributive in its incidence. The argument became a sort of viscious 
circle, since by not allowing the net interest rates certain significance for 
the savers, they would never have been able to consider the interest rates 
as a reward fortheir efforts, with the consequent limitation on the potential 
development of the capital market. Besides this, as we have said befare, 
the tax policy should specialize its redistributive functions at the level of 
the progressive global tax on total income and wealth, rather than dilute 
them in a series of partial rates whose final result is uncertain. 

g) Finally, we must point out that the present tax structure is extremely 
complex, not only in matters of financia! instruments, but also in institu
tions, which makes it such that only a few experts in the matter can operate 
efficiently, which besides being unfair increases, in ultimate terms, the 
operating cost of the system. 

Solutions 

To enter upon a description of the solutions which have been adopted to 
face the problems detected in matters of indirect and direct taxes, we 
should point out in the first place, the norms already dictated by the Gov
emment, and which are already in force. Then, we shall refer to the pro
posHions of the Reform. 

Norms already Dictated with Respect to Taxation 



As for reordering taxation this work has been directed principally to the 
reorganization and regularization of the chaotic situation in which the 
present Government found the State ti nances and the abnormal tax situa
tion of the majority of taxpayers. The dictation of these norms permitted 
timely fulfillment and the correction of various tax obligations, granting 
special conditions and terms of payments. 

Once the provisions mentioned which permit the normalization of the tax 
situation of the taxpayers went into effect, the more profound business 
of modifying the Tax system as such was undertaken. 

The modifications were the fruit of various studies later promulgated as 
Decree Laws, for the purpose of correcting the defects of existing legis
lation and to prepare the System for future reform. 

The changes carried out in the tax system in matters of Direct Taxes, Pro
visional Payments, lndirect Taxes and modifications to the Tax Codeare 
explained below. 

a) lncome Taxes: 

D.L. No. 254 (Official Gazette 6-28-74) authorized taxpayers who run the 
balance on June 30 to clase the period for this year on 12-31-74 in arder 
to solve problems presented in these enterprises derived from problems 
of revaluation, implicit in the article 35 of the present lncome Law. Those 
taxpayers who do not choose to change the closing date for the tax Bal
ance m ay increase the charge to loss from 20% to. 30% of net taxable 
income. 

b) Real Estate Taxes: 

D.L. No. 296 (D.G. 1-30-74) established a special readjustment of ap
praisals to bring amounts up to date in arder to reflecta value clase to the 
real one, the appraisals or commercial value of these goods. The readjust
ment was 10 times for non agricultura! property and 30 times for agricul
tura! property. 

e) Wealth Tax or Patrimony Tax: 

D.L. No. 298 (0. G. 1-30-74) eliminates the capital tax on the patrimony 
because it was considered an impediment to national capitalization and to 
the development of productive activities. However, and because of the 
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serious financia! situation of the State, one last sacrifice will be required, 
and only for this year 1974, consisting of the payment of tax on the patri
mony. 

d) Tax on Licence Plates for Vehicles: 

D.L. No. 243 (O.G. 1-30-74) consisted in the design of a new scale of pro
gressive, cumulative assessments, thereby solving the problem of the 
former progressive structure in which two vehicles of very similar values 
paid very different taxes. 

For these reasons, as in the case of real estate, the value of vehicles was 
brought in line with their commercial value. 

e) Substituta Regimes: 

D.L. No. 164 (O.G. 12-6-73). Classifies the tax regime applicable to small 
industry and artisans and includes them in the provisional payment 
system. 

D.L. No. 297 (O.G. 1-31-74). lncorporates truck owners to the general re
gime of the lncome Law. This sector has also been included in the pro
visional payment system applicable to all taxpayers, according to the 
lncome Law. 

f) Provisional Payments. 

These modifications have been introduced for the purpose of broadening 
and strengthening the provisional payment system in order to maintain 
the collection of income taxes in real terms. 

g) Sales Tax on Goods and Services. 

The purpose of the modifications of Law 12.120 was to eliminate discrim
inations, to modernize and to reorganiza the system. Concretely, the elim
ination of discrimination puts an end to the system of taxing the same 
article at different rates according to whether or not it is imported. Like
wise, a series of discriminations in the tax rates which affected the various 
legal entities. On the other hand, the modification and reorganization of 
the system is basically summarized in the drastic reduction of the broad 
range of tax rates that made up the indirect tax system. The purpose of 
all the regulations dictated was to adapt taxation to the new free market 
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system and the opening to foreign trade. Decree Laws promulgated to this 
effect are: D.L. No. 95 (O.G. 10-24-73), D.L. No. 292 (O.G. 1-30-74). 

h) Taxes on Stamps and Stamped Paper. 

D.L. No. 291 (O.G. 1-30-74) introduced modifications to this tax which con
sisted in eliminating taxes which affected legal actions with the exception 
of sponsorship tax and recusation. In this way the government has elim
inated the charges applied to litigants for stamp fees in legal transactions. 

i) Modifications to the Tax Code. 

The Decree Laws passed in this field deal with the readjustment of unpaid 
taxes, the simplifiction of complaints on property tax, and increases in 
the sanctions for tax evasion. 

The Decree Laws passed on this subject are: 

D.L. No. 95 (O.G. 10-24-73) 
D.L. No. 294 (O.G. 1-30-74) 
D.L. No. 482 (O.G. 5-29-74) 

These have been the principal modifications of the Tax System, modifica
tions of the Tax System, modifications which are the fruit of thorough 
studies designed to construct the fundamental bases for the tax reform to 
be implementad in 1975. 

The following is an explanation of the basic content of the Tax Reform. 

Reform Proposals 

At this point it would be well to review the essential outlines of the Reform 
project to see the specific solutions proposed for the existing problems. 
Because of the complexity and the extent of tne project and the limited 
time available we will not cover the entire project, nor any one of its 
clauses. More detailed knowledge may be obtained by reading each one 
of the documents especially prepared by the Ministry for the purposes of 

· difusion and through discussion of the subject. Further analysis of each 
topic will be presented by the experts participating in this forum. My main 
purpose here is to point out the most significant aspects of the project, 
in the order in which they appear in the previous section. 

With regard to Direct Taxes, the proposal consists in: 
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a) The re.inforcement of collection and effectiveness of the generallncome 
Law, by grouping of real as well as presumed incomes in a single base to 
which the single wage, Global Complementary or Additional Tax will be 
applied according to the respective case. The reinforcement of the gen
eral tax base is the point around which we have worked; we are using the 
specialization of the personal income tax instrument in order to improve 
the progression and the equity of the system. In this respect we have 
tried to promete the maximum leveling in the conformation of the tax 
base by eliminating various discriminatory situations. 

b) The creation of uniform progressive taxation so that the rates for the 
Single Wage Tax and the Global Complementary which apply to the tax
payer, coincide, sin ce both are the basis of progressive taxation at the tax
payer level. This includes the elimination of sorne of the higher margins 
in the high Wage Tax, so that the maximum marginal tax rate will not 
exceed 60%. 

e) The adjustment of the tax scale and the introduction of the concept of 
the Tax Unit in both the Single Wage Tax and the Global Complementary 
tax. The first contemplates a recomposition of the bracket structure of 
present taxable income in order to achieve wider distribution of the tax 
burden. The second is intended to correct the excessive burden generated 
as a result of the play of the inflationary process on the amount of taxable 
income. This is solved by means of the use of the "tax unit" to establish 
brackets, tax credits, exemption margins, mínimum and maximum limits, 
etc. for the single or Global Complementary Tax. This measuring unit will 
be adjusted monthly on a permanent basis, according to the variations in 
the Consumar Price lndex. 

The "Tax Unit" wil be another generalleveling factor in the annual in come 
tax declaration and of those which are periodically retained. 

d) The simplification and the establishment of a uniform amount for credit 
against progressive taxes, with a fixed single deduction for each de
pendent. This credit system will be based on the 'Tax Unit" and will be the 
same for the single as well as the Global tax. 

The establishment of a limit level for exemption is proposed to provide 
equality in the area of taxes in"the progressive categories. 

e) To assure equal treatment of income from the practice of a profession, 
whether as an individual or as a member of a partnership. This refers to 
the establishment of a common Second Category Tax of 7% for profes-
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sionals, and the establishment of norms for deduction options, reducing 
the presumed expense established for professionals in this category to 
motívate them to declare their real expenses. 

The 7% rate will apply in general to second category taxes since this tax 
will also apply to the remunerations of corporation board members or 
advisors. 

f) The elimination of a series of exemptions, as well as the exemption re
gimes in special legislation with respect to certain sectors of taxpayers 
such as small Mining, smalllndustry, Artisans and activities related topas
senger transportation. In this way these sectors of taxpayers will be sub~ 
ject to the same general rules which now apply to all taxpayers. 

For this reason we have also revised taxation in the agricultura! sector 
respecting the special norms which should govern this secta~. because 
of its characteristics, but trying to motívate efficient use of the land. Of 
course, as for any mechanism for the implementation of the Reform, ade
quate measures for the period of transition have been taken into con
sideration. 

Modest business activity will receive very simplified treatment that does 
not cause further complication or problems. Substitute treatment which 
is less offensive has also been established for the small Mining Com
panies that operate with the real capital of less than 6 annual tax units and 
no morE;J than five workers. We consider that those modest taxpayers re
quire in all fairness, a more simple system with relatively lower incidence. 

g) The treatment of corporations should be equal to that of partnerships 
and individual taxpayers. There are severa! aspects ofthis point. 

1) To apply a single 12% First Category tax to all taxpayers regardless of 
their legal structure. This implies as substantial drop in existing first cat
egory rates. 

11) To eliminate the "Owner Salary" concept applied in individual enter
prises and partnerships for tax purposes. 

í11) Es~ablish a system whereby the Global Complementary or the Ad
ditional tax is applied to corporation incomes which is not subject to the 
former condition that dividends had to be distributed. This tax will be pro
visional and will substitute for the Globa Complementary or Additional 
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which is paid when dividends are passed on to shareholders., The stock
holders will continue'to pay the Global or Additional tax on income or ben· 
efits received, but beginning.in the second year of the application of this 
additional tax on corporations, the stockholders will have the right to a 
~pecial credit against the Global Complementary or Additional Tax, equal 
to 30% of the amount of benefits paid by the respective corporation and 
which should be declared for tax purposes. 

Once again the Government is aware that the change must be carried out 
gradually in order not to cause problems during the period of transition. 
The additional rate for corporations will be only 30% for 1975, 35% for 1976 
and in 1977 the 40% rate will become permanent. (likewise the credit for 
the shareholders will be 20% and 25% for the years 1975 and 1976). 

h) The elimination of the capital gains tax in order to tax the correspond
ing profits in the first category, orto áeclare them as not constituting 
in come. 

The norms on "frequency of transaction" will have to be studied so that 
they influence more those operations which generate profits which are 
not basically considerad as income, as occurs with the greater value ob
tained in the case of the sale of real estate and other goods. 

The elimination of other parallel taxes on income which are less signif
icant is also being considerad. 

i) The modification of Article 35 of the lncome Law so that enterprises pay 
taxes on the basis of real profits. 

The proposal consists, basically in permitting the complete revaluation 
of real assets and liabilities, that is, those that are protected from inflation. 
In this way, the final capital of the enterprises will appear at its real value 
on the closing date; this will be compared with its initial value also ex
pressed at its price on the closing date of the fiscal year, in order to deter
mine the real profit accruing to the taxpayer, that is, the difference be
tween the initial capital and the final capital, both being expressed in 
terms of money of equal purchasing power after having made the adjust
ments for operational changes in capital. 

The 20% maximum on taxable profits which can be charged as a loss for 
excessive revaluation of capital is eliminated, since revaluation of all 
assets and liabilities subject to revaluation is permitted and the restrictiva 
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concept of equity capital and of assets which could be revalued and which 
in sorne way affected negatively the optimum composition of the asset 
portfolio of the enterprise has been eliminated. 

In other words, the adjustment proposed for the revaluation of equity 
capital consists in the revaluation of all of the real assets of the enterprise 
effective on the closing date, and to charge to the same account the re
valuation of initial capital and the realliabilities at the closing date, which 
brings the norms contemplated in D.L. 455 in harmony with sound and 
just taxation. 

Finally, with this method of calculating taxable income, enterprises will 
not pay for nominal increases in capital equivalent to cu.rrency dev.ah.,Ja
tion during the fiscal year the charges against depreciation will be signif
icant, and the balances and profit and loss statements will express figures 
which have real meaning, basic elements for information with res::>ect to 
the equity schemes which are being developed on the basis of the Social 
Statutes for Enterprises as well as in decision making within economic 
units with allocation of resources structured on the market. 

The following are the proposals for lndirect Taxes: 

a) To replace the Sales Tax on Goods and Services with a Value Added 
Tax. This tax will be determinad according to the subt;action method, that 
is, defining "value added" as the difference between sales and purchases 
carried out by each productiva unit within a given period. 

The value added tax will be applied according to the following norms: 

1) lt will affect importers, producers, wholesalers and retailers. 

11) lmporters will have to pay the tax at the moment of entering the goods. 
The tax will be calculated on the customs value and will be credited to the 
sales tax. 

111) Producers once the taxes on the sales for the month have been calcu
lated, may deduct the tax paid at the acquisition or importation of raw 
materials or other goods or elements to be used, incorporated or con
sumed directly in the production process, including machinery and acces
sories, tools or spare parts, as long as these expenditures are for the man
ufacture or production of items subject to the value added tax. 
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1v) The wholesaler and the retailer will paya tax only on the value added, 
representad in general by its sales margin, by means of the same system 
of c!'"edit against the sales tax. 

v) With respect to certain luxury items and other products such as non
alcoholic beverages, an additicnal rate is established which will affect im
porters and producers, but there will be no credit forthis tax. 

v1) The single tax applied to production as established by the Law on Al
cohol, will be applied in the usual way but, in the subsequent stages, in 
the production of wine, beer and liquors in general, they will be subject 
to the value added tax. 
vn) Likewise, taxes on gasoline and other products derived from petro
leum will be similar to the present system, but will be applied on the p·ro
duction level. 

VIII) Sale of articles in the primary sector will not be subject to the value 
added tax except in the case of farming if the products have been pro
cessed, such as the sale of wine (not wine making itself), canned foods, 
etc. 

With respect to retailers, the project contemplates authorizing the Inter
na! Revenue Service to establish a fixed monthly quota against which it 
will have the right to deduct taxes paid for purchases. In this way full ad
vantage can be taken of the opposition of interest between buyers and 
sellers. 

b) Tax on services rendered will be applied as follows: 

1) In general terms, the structure of the present tax on services will be 
maintained. 

11) The tax rate should be the same as that of the value added tax, except 
for certain services which pay a lower rate. 

111) Restaurants, soda fountains, hotels, etc. are included in this tax, with 
special rates, but with the right to credit for the purchase of products sub
ject to the value added tax. 

e) As a general norm, all personal exemptions are eliminated. 

d) The proposal includes the simplification and organization of the cum-
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bersome system Jor payment of taxes under the Stamp Tax Law No. 16.272. 
The rate differentials for commercial credit instruments which range from 
1% to 2% per annum will be eliminated; on the total of the credit granted 
for all such transactions the rate will be 1% per annum. 

This tax shall be applied in proportion, according to the terms of the loan 
or the renewal of the terms, and will not be paid for periods which exceed 
ten months. 

Finally, we must mention the basic principies proposed for Development 
Laws and Tax Exemptions. 

a) Regional development laws shall be applied without discrimination to 
all activities undertaken in the region. 

b) Sectorial exemptions shall be applied without discrimination within 
the sector to be benefited, and shall therefore be independent of the re
gion in which the economic activity in question takes place. 

e) The central Government will direct the programs of the various sec
tors and the regions will not be authorized to use taxation as a means to 
promote sectorial programs other than those established according to 
the norms set down by the Government. 

d) The structure and level of exemptions will not be given for unlimited 
periods of time, as the true economic situation of a country and its objec
tives are continuously evolving and the exemption system should be in
timately bound to the dynamics of the economy. 

e) With respect to development laws, only the principies of taxation al
ready mentioned will apply. This implies that no exemption will be granted 
which implies a reduction in the corresponding Global Complementary, 
Single Wage Tax or Additional taxes; moreover, those in existence will 
be eliminated. 

f) All arbitrary or discretional administration of these laws will be elim
inated. In this way, the market forces and Government action to orient 
taxation will be the only factors which determine how the allocation of the 
country's resources will take place, thus avoiding any artificial restriction 
resulting from discretionary management which could compromise na
tional developnient. 
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The very promulgation of the resolutions taken so farwith regard to Direct 
and lndirect Taxation in the Tax Reform will be sufficient to clean up and 
reorganize many of the existing exemptions. 

Besides this, we are working on the basis of modifying the nature of manl' 
exemptions which at present favor certain products, zones or enterprises, 
in arder to salve the present imbalance with regard to the use of produc
tive factors. lnterference in the allocation of resources of a country should 
not exist in arder to promote the production of certain goods; rather the 
production of the various goods and services should be in accordance 
with established social priorities. For this reason, mechanisms to correct 
the present scheme of preferences implied by the use of the capital factor 
have been proposed, to motívate the use of manpower-intensive tech
niques which will foster the population and well-being of many regions 
which have been neglected until now, and will also be quite positive in 
terms of employment on a national level. 

lt may be said that, unlike the anarchy.which reigns in this field, the new 
norms, being coherent and clear, will tend to have a significant impact 
on the pattern of growth in the economy. 

Final Comments 

This, is, in sysnthesis, the spirit, the motivation and the essence of the Tax 
Reform proposed to the country by the Government. 

As we sa~d at the beginning, the reform corresponds to the desire to form 
a society which is more just, more efficient and which provides better 
conditions for its citizens. 

Above all, the Reform is intended to delineate clearly the various fields 
of action so that each sector in the country will know what its responsi
bilities are, and will assume them as part of the task of reconstruction. 

151 



Part 11 

The Year 
Nineteen Seventy-Five 



The Government Economic 
Recovery Program 

Jorge Cauas Lama 
Minister of Finance 

Text of the address to the nation made by 
Minister of Finance, Jorge Cauas on the 
evening of April 24, 1975. 

Apri 1 24, 1975 



The President of the Republic and the Honorable Government Junta have 
asked meto design and carry out an economic program with the funda
mental purpose of erradicating the inflation that has affected our country 
for more than seventy years and which recently has become extreme as a 
result of the demagogical economic policy carried out by the former Gov
ernment. 

With the assistance of a large group of specialists we have proposed an 
economic recovery program to the authorities. This program has been 
approved and is already in practica. 

The main objetive of this program is, as we have already stated, to puta 
brake on inflation by the end of this year. For this reason, certain basic 
measures have been approved. Although these measures imply continuad 
sacrifica on the part of the community in the coming months, the compen
sations will be economic stability which will permit adequate economic 
development. This will mean that in the not too distant future poverty will 
be stamped out and all Chileans will be able to benefit from the advantages 
of the modern world. 

So me of the goalsset for this phase of the economic program have already 
been al least partially reached. lnflation has been reduced by half under 
circumstances in which hyperinflation was imminent and in which the 
scarcity of goods had converted our country into a community of specu
lators and in which direct productiva activity was ata minimum. 

The price system, the motor of the economy, has been radically corrected. 
Today we have a price structure that torces the private sector to assign · 
resources only to those activities which have clear social advantages. 
Substantial progress has been made in the implementation of a modern 
foreign trade system and in the design of a capital market which is gradual
ly coming to resemble capital markets in highly sophisticated economies. 
The public deficit has been reduced, although we realiza that in this area 
conditions are still quite far from those considered desirable in a stable 
economy. lt should be remembered, however, that we began with a situa
tion in which more than half of the public expenditure was financed simply 
by printing money. 

From the point of view of production, we have moved from a situation of 
absolute disorC:er to another one in which the productivity of labor has 
risen substantially and in which the activity of the population has a clearly 
productive effect. This effort will be translated, within a reasonable period 
of time, into improved welfare. 
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The agricultura! situation has not only been stabilized but has shown 
- notable increases. The production of wheat has increased 26%, potatoes 

62%, eggs 24% and the area cultivated has increased by 265 thousand 
acres. 

The same applies to mining, construction and exports. Copper production 
has increased 23%, iron 9%, new housing starts in the private sector 34%, 
completion of houses financed by the public sector 23% and exports, not 
counting copper, over 100%. 

Production in the industrial area has normalized, but at varying rates of 
growth. The production of goods for export and investment has increased, 
whereas that of consumer goods has decreased with the exception of food 
products. 

There have been substantial achievements so far, but this is not easily 
evident to the general public because the main effort has been concentra
ted on raising the level of savings and investment which had been ata very 
depressed level as a result of the irresponsible policy in practica until 
September 11, 1973. 

The substantial increase in investment has obviously meant a drop in the 
levels of consumption in spite of the notable increase in production. 

The externa! situation, on the other hand, represents considerable losses 
for the country as a result of the low price of copper and the increase in 
price of sorne of the basic items importad, such as petroleum. As com
parad to a normal long term price of US$1.06 per pound for copper, the 
average price thus far this year is 58 cents. The capitalloss to the country is 
estimated to be sorne 800 million dollars. 

Naturally we do not control the externa! conditions anda sound economic 
policy should be based on managing the variables which are under our 
control. 

Our efforts in the future should be, therefore, to concentrate on the size of 
the public sector and primarily on the level of public expenditure. The 
correct handling of expenditure should result in a drastic reduction of 
money creation and of inflation in a reasonable period of time, as well as in 
an increase in the resources available to the private economic sector 
which should then necessarily produce a more adequate standard of living 
for the population. 
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The nation's productiva structure and the key variables for its proper"-·""~vt'it> 
functioning are in good condition. We have only to adjust the leve!~ 3~-·";:· · ... 
public spending and that of the public enterprises in arder to ac ft~~·--=~····-.· .. · .. ·. 
gr~ater stability, and with that, favorable conditions for a definitiv · ... ~ 1Jo~1.¡,~;,".;1, 1 .. ,rr, .. 
swmg. 1. ~ ~.~tr· : 

'\\_~<)('" 

The economic measures presentad today reinforce the policy being fbl)~···, 
lowed, correcting the principal defects derived from the violent drop in the · 
price of copper and the exaggerated size of the public sector. 

They should lead to the stabilization of the economy by year's end, creat
ing thereby, optimum conditions for accelerated economic growth. 

The purpose of the recovery program which we are discussing in general 
terms today is to bring about the definitiva normalization of the economy 
by means of a drastic reduction in inflation. 

The risas in prices should decrease substantially in the second half of this 
year as a result of the reduction in money creation which in turn is the 
product of the significant drop in public spending which is being carried 
out. 

The budgets and programs in force for the purchase of goods and services 
in public institutions and state enterprises will be reduced between 15 and 
25 per cent. These reductions will be implementad at any cost, including 
the dismissal of any functionaries who are unable to understand that the 
reduction of inflation receives top priority in the economic policy. 

Public employees and the public enterprises at all levels must be aware 
that their particular interests as institutions or as individuals, although 
very respectable, are totally without importance in comparison with the 
principal preoccupation of all Chileans, namely inflation. 

Together with the reduction in public spending, there shall be an in crease 
in taxes in order to balance the fiscal budget once and foral l. The gradua
ted income tax will be increased 10% this year; a 10% additional tax shall 
be applied to luxury items; exemptions to the value added tax shall be 
eliminated, except those on regular bread, liquid mil k, produce and fresh 
fruits and vegetables; the process of reappraisal of non-agricultura! real 
estate shall be accelerated. 
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All citizens are warned that there will be no exceptions in the case of 
income tax or social security tax evasions. 

There should be no doubt in the minds of the public that enforcement of 
tax payments will be increased and that evasion will be subject to heavy 
fines and sanctions including imprisonment according to the law. 

The Government hopes that by means of these measures the fiscal deficit 
shall be of minor importance by the second half of this year, thereby laying 
the basis for the achievement of a lower rate of inflation within a short 
period. 

lt should be clear that for the next two months, price increases will con
tinue as a result of the natural lags which affect economic policy. 

The public should understand that the implementation of a drastic policy, 
such as the one we are explaining today, takes time. However, it is possible 
to guarantee a drop in inflation in the second semester. 

Wages will have to be handled with caution. Justas we are demanding a 
sacrifice from taxpayers, so we must ask for the collaboration of those 
who live on a wage or salary. 

The Government with a substantial effort will continue the policy of auto
matic wage readjustment. Besides the raise due in June according to the 
CPI there will be a E.0 20,000 bonus at the end of April andan advance of 
E. 0 20,000 at the end of May, payable in two installments. In the second 
semester, the automatic wage readjustment will still apply, but it shall be 
adapted to the lower rate of inflation which will be in effect by that time. 

In any case, the purchasing power of the workers shall be maintained, and 
measures will be taken to avoid unemployment. 

The Gover'lment has decided to carry out a reform of the welfare system 
along the lines and based on the philosophy which have already been 
expressed by the authorities. 

With respect to unemployment, the municipal programs which guarantee 
a minimum income to those workers who may find themselves without 
work as a result of the policy to restrain inflation shall be continued and 
expanded. The hiring of workers shall be subsidized and encouragement 
shall be given to production through improved promotion of exports and 
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by means of the implementation of a system of accelerated exchange rate 
depreciation. 

The foreign trade policy followed thus far has proven very efficient and 
shall therefore cont:nue. 

The exchange rate shall continue to be readjusted in relation to domestic 
prices and the tariff structure will undergo sorne small corrections for the 
purpose of providing reasonable protection for local production. The 
goals of tariff modification set forth by the Government on previous oc
casions shall be maintained, that is, the maximum duty in effect by 1977 
will be 60%. 

The Government policy on tariffs shall be within the framework of the 
agreements signed with the Andean Group and the Latín American Free 
Trade Association, reserving the right to negotiate tariffs such as those we 
are now proposing when the time comes. 

The capital market shall continue to develop with special emphasis on 
long term savings. 

Sorne technical reforms shall be made to equalize taxation, legal reserve 
requirements and conditions for the operations of the various financia! 
intermediaries and to liberaliza operations of institutions currently re
stricted by poorly conceived State regulation. 

We wish to advise the executives of the different companies which operate 
in the financia! market that the authorities are alert to the possibility of 
illegal practices and that those executives or employees who spread un
founded damaging rumors with respect to financia! institutions which 
have the full backing of the State and the Central Bank shall be severely 
sanctioned. 

All financia! intermediaries must comply fully with the present regulations 
and with those that are in the process of being·tormulated. 

We wish to reiterate that all of the financia! operations of the banking 
system as well as of the Savings and Loan Associations are guaranteed by 
the Central Bank, which has been financing the Savings and Loan Associa
tion deficits and shall continue todo so wheneverthis should be required. 

My collaborators and 1 have no doubt that with the economic policy 
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outlined here, Chile will have inflation under control during the second 
semester of this year. We are also convinced that with the collaboration of 
the entire population, the effects of this policy will be minimizad and of 
short duration. 

1 wish to remind my fellow Ministers, Government executives and execu
tives of public enterprises that this must be a joint effort in which they play 
a fundamental role in the achievement of an effective reduction of public 
spending. Their responsibility is enormous, as they will have to carry out 
their tasks while submitting to drastic reductions in the budget. 

1 wish to point out to all of our citizens that these economic improvements 
will not come about tomorrow. There will be a tight squeeze for months, 
similar to our present situation. 1 also wish to inform you that experience 
throughout the world indicates that an improvement in the standard of 
living and the level of employment is only possible if the economy $aves 
and invests and definitely grows. 

Experience in our country, as in so many others, indicates that as long as 
there is inflation, there will never be guaranteed employment and an 
adequate standard of living. We are going to stop inflation andas a result, 
the co'Jntry will grow, employment will increase and the standard of living 
will improve. 

1 wish to point out to all businessmen, regardless of their situation, that 
they must cooperate with the Government policy, unless they wish to find 
themselves facing untenable financia! situations which could bring about 
the bankruptcy of their companies. 

Demand should be limited since we are in an abnormal situation. As a 
result, any persistence in raising prices will cause accumulation of stock 
which later on will have to be liquidated at a serious loss. During the 
coming months it will be profitable for businessmen to believe in a restric
ted demand. The traditional incredulity, which so many times in the past 
gave good dividends, could mean the end of their activities in the next few 
months. The Government will not listen to the belated laments of those 
who did not trust in the present policy. 

Finally, a few words to the housewives in this country who are the ones 
who suffer most from the economic measures. 

1 wish to point out to them that the purpose of what we are beginning todo 
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today is to salve once and for all the anxiety which the continuous rise in 
prices causes in our homes. For a few months the situation is going to be 
difficult. lt will then begin to improve, slowly but surely. As this happens, 
the future will become more and more clear, and you will be able to 
observe that the unified development of the family unit and its components 
shall be increasingly guaranteed. 

So-called economic miracles are not miracles at all but ratherthe result of 
work and saving within the framework of a coherent economic policy. 
They have usually come about after periods of tremendous sacrifice on the 
part of the population. 

A program of economic recovery such as this one requires sacrifice from 
the entire community. The public should be alert in the face of demagogic 
interpretations that certainly will come from interested sectors. 

We are greatly encouraged by the conviction that serious economic ills are 
only remedied by work and by savings. 

The economic phase which we are initiating today wi!llead necessarily to 
the end of the struggle against inflation and then toa period of develop
ment heretofore unknown in this country. The way to recovery, although it 
is short and well known, is fraught with sacrifices and denials. We must 
enter into it in a spirit of optimism and with the certain hope that once we 
have gone through it, we shall find ourselves in a free and vigorous 
community that shall return to the position of leadership which it once oc
cupied on this continent and in the world. 
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lntroduction 

As Minister of Finance it is my duty to give an account of the present state 
of public finance and of the financia! and economic situation of the 
country. 1 must also refer to the prospects for the economy in the short, 
near and lonJ term, and to the programs which government intends to 
carry out in order to overcome permanently the problems which in the 
past have delayed the country's developn 'ent. 

By the end of 1973, we began to put in practice an organized and 
coherent economic policy. The goal of this policy is to reach a permanent 
rate of economic growth notably superior to that obtained in this country 
during the past decades. 

The concept of this policy is very different from those which had been 
developing in this country during the last thirty years. This has meant the 
introduction of substantial changes in the Chilean economic system. At 
the beginning of the program it was pointed out, and we reiterate here, 
that a policy of this type does not produce spectacular short term results. 
Rather, it requires sacrifice during the period of correction, which only 
bears fruit in the medium and long term. lf all this is valid for an economy 
operating under normal conditions, it is all the more serious in the case 
of a world crisis situation which has repercussiom: on the economy of a 
magnitude which can only be compared to the depression of 1930. 

Analyzing the ground covered so far, the Government is convinced that 
there have been significant accomplishments in each one o.f the phases 
of the program. 

Progress in 1974 

During the year 1974, the application of the new policy had very positive 
effects in all areas. 

Confidence in the government and in government authorities was re
established, permitting a return to normal production anda considerable 
increase in the productivity of labor. Growth in the agricultura!, mining 
and non-traditional export sectors has augmented considerably. 

The free price policy generated a rapid return to normal in the market and 
permitted the reestablishment of an organized price structure, which had 
and is still having very positive effects on the allocation of resources. 
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There were periodic readjustments according to the fluctuations in 
interna! and externa! costs in the prices still controlled by the State, such 
as the exchange rate, the prices charged by public enterprises, the prices 
of goods produced under monopolistic conditions and of the most 
necessary articles, to avoid imbalance in the market. There was, at the 
same time, periodic readjustment of wages. 

An adequate exchange rate and foreign financing policy, together with 
the freedom of imports and the abolishment of unnecessary, 
discretionary controls, permitted the normal development of foreign 
trade. This in turn provided adequate financing for the balance of 
payments. Local productive activities gradually began to face foreign 
competition, motivating increased efficiency and the development of 
sectors in which the country enjoys comparativa advantage. 

Hyperinflation, which was imminent by the end of 1973, was avoided by 
means ofthe control of monetary expansion. This also permitted a gradual 
reduction in the rate of inflation, in spite of the heavy cost pressure 
derived from the inevitable adjustments in prices of the exchange rate, 
wages, public enterprise rates, wheat, fuel and others. 

The credit policy was brought in line with the new economic situation in 
which the market must play the basic role in allocation of resources. 

The development of the capital market was begun, permitting an increase 
in the rate of internal savings and obtaining more productive use of re
sources. 

The improved fiscal discipline reduced the deficit significantly, thereby 
diminishing monetary emission. A tax reform was studied and then 
applied in March of 1975. As a result, the resources necessary for the 
financing of normal government activity have been generated, the 
burden was distributed fairly and there was no interference with the nor
mal allocation of resources. 

The State initiated the process of transferring those enterprises whose 
administration does not correspond to the State in its role as a subsidiary 
agent. 

Significant progress has been made in the study and the implementation 
of various social development policies for the purpose of providing 
definitive solutions for the problems of nutriti~n, health, welfare, educa-
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tion, organization and training programs, among others. All of these 
aspects are of fundamental importance in the distribution of income and 
the elimination of extreme poverty, problems which had never been dealt 
with in the past. 

Economic Conditions at the Beginning of 1975 

In spite of the progress made in 1974, sorne problems related to the 
deficit sitwation in the public sector still persist and require more drastic 
action. On the other hand, the strong international recession which 
began at the end of 1974 produced a violent fall in the price of copper, 
which produced a situation of imminent crisis in the balance of payments 
in a relatively short period of time. 

The country lost approximately US$1 billion as a result of this drop in the 
price of copper and the increase in the foreign debt, because of the 
additional pressure generated during the period as a result of the succes
sive renegotiations carried out in the past. 

The need to continue with the stabilization policy and the depth of the 
world crisis obliged the government to adapt the policy to the new condi
tions. 

lf the world crisis, with which we are all familiar, had not occurred, the 
Chilean economy would have returned to normal in a relatively short 
period of time. Simply improving the price structure and reducing the 
deficit in the public sector would have been sufficient to achieve rapid 
recovery and a more stable economy. 

Howeve!", the imminent crisis in the balance of payments required a more 
drastic economic policy. The estimates of the deficit at the beginning of 
the year were in the arder of US$800 mi Ilion, a figure which was naturally 
impossible to finance in a country whose foreign debt exceeded US$4 
billion. 

Thus we had to reduce the deficit, and at the same time decrease 
inflation, and maintain the basis for a policy which would permit rapid 
growth in the future. 

We must also add the fact that the entire previous framework already 
comprised a situation in which the economic activity was declining, and 
the levels of unemployment, at jeast in Greater Santiago, were reaching 
rates of 14% in the month of April. 
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The economic correction and normalization policy carried out during 
1974 has exposed deteriorated production and employment figures 
which formerly had remained concealed because of demagogic policies, 
which representad artificially high levels of consumption, maintained by 
means of heavy foreign indebtedness. 

When the economic recovery program was undertaken, the situation was 
rather complex and in particular, the deficit in the balance of payments 
was impossible to finan ce in the traditional way. lt has often been the ci,Js
tom to provide by artificial well-being obtained at the cost of mortgaging 
national sovereignty by means of irresponsible foreign debt commitments. 

The imminent crisis in the balance of payments had made the operation 
of the productiva systems practically impossible. This required a con
traction of interna! demand which, in the short term, implied a pullback 
in activity, while in the medium term, it allowed us to overcome a very 
unfavorable situation, which if we had not faced would have concluded in 
the greatest chaos, not only economic, but also social and política!. 

lt should be remembered that a crisis in the balance of payments means 
that foreign currency will not be available for the import of foodstuffs, 
fuel and raw materials. This would cause generalizad lack of supplies and 
would paralyze production with the resultant rationing, controls, lines 
and black markets. 

Tlhe Ecc::momic Recovery Program 

By instruction from the Government, the Mínister of Finance has been 
charged with designing and carrying out a program to deal with this 
situation. 

The policy proposed is well known. lt consists in reducing govern
ment spending and an increase in public revenues, so as to create a re
strictiva situation which would diminish the pressure of demand for na
tional as well as importad goods. 

Because of the extent of the deficit in the State enterprises, the strict 
management of thei r ti nances and the acceleration of the process of 
transferring State-owned companies to prívate hands were required. 

To contribute to rapidl equilibrium of the balance of payments, the 
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adjustments in the exchange rate were accelerated. lt was also decided 
to continue the tariff policy to orient the private sector with respect to the 
activities which would have preferred development, in order not to inter
fere with the long range development strategy. 

The existing level of unemployment and the drop in the real income of 
practically all Chileans moved the authorities to carry out sorne extra
ordinary measures to ease the burden on the lowest income sectors. 

The mínimum employment program provided a solution for the most 
poverty-stricken group of the unemployed sector. 

The social section of the fiscal budget was not affected by the public 
spending reduction policy, in spite of the unfavorable conditions the 
country was experiencing. 

The government maintained the quarterly readjustments according to the 
reduction in inflation. The purpose of this was to maintain the purchasing 
power of wages, which does not depend solely on the amount of nominal 
readjustments, but also on the behavior of prices. As a result of the policy 
followed, real wages in September of 1975 reached a level superior to the 
average for 1974. This improvement would not have been achieved if the 
readjustment system had been maintained with the rates of inflation 
observed during the first semester. 

lt is important to point out the Government's financia! effort in order to 
continua with the quarterly readjustments, defying the opposition of 
sorne well-known experts who said that this fact alone would cause 
irremediable problems. 

The purchasing power of the mínimum wage was preservad and the 
hiring of labor was motivated by means of direct subsidies. 

The State, aware of the situation of the most needy, has made significant 
financia! efforts to protect them. This action, which is without parallel in 
the known history of stabilization programs throughout the world, has 
not been appraised as it should be, especially by those whose mission 
seems to be to predict crises for which they are incapable of offering 
viable alternative solutions. 

The recovery program also contemplates significant legal reforms, forthe 
purpose of creating effective economic decision making organs within the 
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cumbersome bureaucratic system which we have inherited from the past 
and which many times has imrnobilized any social action on the part of the 
Government. The creation of the Monetary Council, the extension of the 
faculties of the Superintendency of Banks to control all financia! institu
tions, rnodifications of the Banking Law, the transfer of the Savings and 
Loan Associations to the Ministry of Finan ce, and the Ministry of Econorny 
control of the managernent of State enterprises are sorne exarnples of the 
progress rnade. 

Progress in the Recovery Program 

Beginning in May, 1975, the governrnent began to finance its expenses in 
currency without having to resort to loans frorn the Central Bank, thus 
elirninating the rnost irnportant cause of rnoney creation. 

Credits extended to the State enterprises, which in the past constituted 
another substantial .source of ernission, have been notably reduced. 

These accomplishments, which it is easy to list, have basic econornic and 
social rneaning, as they indicate an irreversible advance towards eco
no'T'ic stability. They have rneant irnportant rnitigation in the balance of 
payments and the growing elirnination of the principal source of inflation 
in Chile. 

Deficits in State enterprises form part of the econornic history of our 
country, and the resulting social and political unrest is not usually under
stood by traditional political bureaucrats. 

These companies, sornetimes described as pillars of developrnent, have 
contributed notably to the impoverishment of our country. 

The useless outlays which were common in a large part of fiscal activity 
and State enterprises have their practica! application in less availability of 
goods for our citizens which today sorne persons very casually try to at
tribute to the present government. 

The reduction of the deficit in the public sector e reates the possibility of an 
important increase in the standard of living in Chile, both because of the 
improved use of resources and the elimination o·f inflationary pressures. 

The recovery program has led to equilibrium in the balance of payments, 
an incredible situation when we think that the price of copper is the lowest 
in real terms in the past decades. 
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The initial deficit, which was estimated at US$800 million in 1975, has been 
reduced to figures in the arder of US$270 million; in the second semester 
of this year the balance of payments will be practically in equilibrium. 

This has been accomplished simply by using what common sense in the 
science of economics indicates in these cases. The normalization of the 
balance of payments was costly and meant a lowering of the standard of 
living in Chile. These costs, however, are nota product ofthe recovery pro
gram, but correspond to the recognition of the losses which the country 
had already sustained as a result of the international recession. We have 
pointed out that these losses, without considering their indirect effects, 
reached US$1 billion, which measured in terms of the national product, 
equals 12%. 

lf we had undertaken a reactivation program instead of an economic re
covery program, the costwould have been much greater, because no eco
nomic program can cause the price of copper to rise, nor diminish the 
burden of the foreign debt, but it can aggravate the crisis. 

An alternativa policy in this matter would have meam a total loss of con
fidence in our country in international financia! circles. This in turn would 
have led to a balance-of-payments crisis which would definitely have 
caused a loss i:1 well-being far superior to the one we actually had. 

lt is nota mystery to anyone that a crisis in the bc.lance of payments means 
shortage of raw materials, drastic declines in production, rationing, lines, 
violent rises in prices and complete social and political chaos. 

The critics of the present economic experience know that any other eco
nomic policy would have meant the submission of the national authori
ties to foreign governments and toan interna! disintegration which no gov
ernment would survive. 

The focal points of inflation have either disappeared or are definitely 
declining. The balance of payments is back to normal. There are very few 
occasions in our history when the economic authorities could make state
ments such as the ones we are making today. 

lt is true that unemployment is high. lt is also true that the Chilean 
standard of living has fallen. This is, however, by no meansthe resultofthe 
economic recovery program. 
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This restriction is a consequence of the depletion of fiscal resources, of 
the artificial creation of jobs, of the drop in the price of copper, of the rise 
in the price of petroleum, the very high foreign debt generated in the last 
20 years, and the low level of investment. 

The economic recovery program has obliged Chileans to face their own 
situation. In the past, the country has been deceived, and led toward 
policies which did not correspond to the actual conditions. The courage of 
a government with no demagogical interests was required to undertake a 
realistic program with the idea of permanently stabilizing our economy. 

The truth is that today Chile has been converted into a respectable country 
which can participate in any international financia! milieu. 

The success of this effort has been recognized outside the country. We 
can once more conduct our commercial relations with dignity. The clear
est demonstration of this statement is in the increased flow of foreign 
investment and the renegotiation of the foreign debt on terms which are 
favorable for the country. 

Distribution of Costs and Benefits of the Program 

Since the end of 1973 many criticisms of the economic policy have been 
heard. Each time that the facts d1sproved a criticism, a new one appeared 
to replace it. lt is interesting to presenta chronology of the most signifi
cant ones. 

At the beginning some said that freedom of prices would mean that the 
prices would multiply several times from one day to the next. At the same 
time, they said that free prices would not eliminate the black market, the 
lines and the shortages. 

Then it was said that inflation could not be reduced without price controls; 
after that, the critics announced that the balance of payments was unman
ageable and that this government could not overcome the problem with
out submitting to foreign powers or without returning to the former poli
tical practices. 
lt was also said that the sacrifice required was unacceptable and that the 
present government would deteriorate within a brief period of time. 

All of these predictions turned out to be erroneous, and events have 
shown that what did occur is exactly the opposite of what was predicted. 
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Likewise, the latest criticism that the economy will not be reactivated, 
shall also be forgotten when the Chilean economy demonstrates its dyna
mism, once the present international and interna! conditions have been 
overcome. 

There is one proposition which merits special consideration, as it con
stitutes an intelligent effort of the spokesmen of the affected economic 
and political interests to return to past practices. 

They have attempted to damage the prestige of the economic authorities 
by accusing them of a lack of social sensitivity and of carrying out a policy 
which favors the capable sectors at the expense of the country's poor. 

They exhibit figures which show the decline in real wages and they spec
ulate on the fantastic profits obtained by the high income sectors of the 
country. 

The argument is attractive and has been thoroughly exploited, especially 
by the traditional political bureaucracy and by the economic sectors 
which have been affected by the present policy. 

In our country it has been a tradition that small economic or political 
groups invoke the name of the poor in order to criticize economic 
measures which affect their particular interests. 

Cal m reflection on this point will show that the criticism ot the economic 
policy does not come from the large national majority, but rather from the 
representatives of small interest groups who have been affected by the 
general stability which is being generated and by the loss of wealth which 
sorne economic groups have suffered. lt is well to enumerate sorne of the 
economic policies, with their effects, in order to understand better what 
we have just said. 

Tax evasion, which favored the wealthier sectors, has been substantially 
reduced. The Value Added Tax has eliminated this important source of il
licit income forsome sectors, carried outwith funds belonging to the com
munity. The income tax system with its surcharges means that in the me
dium and high income levels, nearly 60% of marginal income goes to the 
State. The rationalization of exemptions has ended irritating unfairness, 
drawing into the tax base sectors which in spite of their high incomes had 
not been paying taxes. 
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The progressive redistribution of income generated by the present tax 
policy is unparalleled in the past history of our country, and it is natural 
that the affected groups should complain. 

The public expenditure policy signifies reinforcement of social spending 
in favor of the poorest sectors of the com m un ity. Statistics show that n utri
tional levels have improved and infant mortality has been reduced, espe
cially in the low income sectors. The social significance ofthese indicators 
greatly exceeds the happy tales which are sometimes heard with respect 
to income redistribution. 

lf we think that reforms of health, welfare, and elementary and secondary 
education are about to be undertaken, it is understandable that these crit
icisms are, to say the least, at best unfounded. 

The social reforms which are already in progress and the structure of pub
líe spending lead to a massive transfer of capital to the really poorest 
sectors of the country. This situation, which is also unheard of, cannot be 
ignored in an analysis of what is happening with the distribution of in come 
and wealth of this country. 

The tmpersonal quality of State intervention and better control of expen
diture in public enterprises, so criticized by the state bureaucracy, have 
been doing away with the most important source of sudden wealth charac
teristic of the situation in the past. 

The elimination of innumerable subsidies to the wealthy sector should 
also be considered as a cormct evaluation of this point. Realistic prices 
of fuel, among other items, have signified a realloss of income to the high 
income sector. 

The interest rate policy, greater competition in the capital market and the 
active direction of the authorities in the market have improved the func
tioning of this important productive sector. The elimination of subsidizej 
interest rates has contributed to better income distribution. 

The economic policy in force, by creating the conditions for greater inter
na! and externa! competition, is eliminating the monopolies generated in 
the past decades, which have produced clearly regressive effects in in
come distribution. 

The improved relative development of agricultura, derived from changes 
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in the price and foreign trade structure, has meant the transfer of re
sources toward a sector of the economic activity in which the majority of 
our poorest fellow citizens are living. 

The program of guaranteed mínimum employment has permitted those 
most seriously affected by unemployment to obtain a minimal in come with 
dignity. 

The restrictive monetary policy has determined substantial losses of 
wealth for the highest income sectors. An example is the reform of the 
readjustable mortgage bonds. 

ls it possible to ignore the effects of these facts when speaking of the re
distribution of the cost of the recovery program? 

Could it not be that the criticism is the result of resentment overthe signif
icant loss of capital and power of certain sectors which suddenly remem
bered the country's poor? 

lt is true that real in come has declined in the last few years. How could it be 
otherwise when the real product per capita has been drastically reduced 
because of the international economic crisis and the enormous decap
italization of the country produced by the Popular Unity? 

lt is a mistake to infer an eventual regressive distribution of income sole
ly from the drop in real wages. The availability of goods per person has 
declined more than the real income. However, the minimum remunera
tions, considering the equalization of family allotments and other bene
fits, have not deteriorated in spite of the decline which has really taken 
place in the product per person. On the other hand, the behavior of sal
aries is not a good indicator of what has occurred with income distribu
tion since as the study of extreme poverty has shown, this is not concen
trated in the salaried sector. 

The government would like nothing better than to raise the level of real 
wages. This is the final goal of the economic program. However, we must 
not return to the errors of the past, in which sometimes in order to ingrati
ate themselves with the workers, they had to tace additional problems of 
unemployment, the artificial creation of public jobs, and financing the 
readjustment through increasing rates of inflation. 

The economic policy of this government will produce a substained and 
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permanent improvement in the distribution qf wealth and income, as
suring real equality of opportunity for all Chileans. This fundamental goal 
cannot be sacrificed only to show a short term improvement in certain 
indicators which some people use without any basis in arder to attribute 
regressive effects to the economic policy. 

As the new economic structure continues to take shape, in Chile the only 
way to make money will be by working and saving. The times when a for
tune could be made just by having a friend in a public position orina finan
cia! institution will be nothing but a memory. 

The vast majority of Chileans understand that the country must make 
sacrifices in orderto face an unfavorable economic situation. They are suf
fering from the unemployment and the inflation which still persist with the 
great understanding that countries only progress when they make sacri
fices. 

The vast majority of Chileans back the Government, as the opinion polls 
have shown. 

The public appreciates frankness and values the fact that it is not being 
deceived. The great intuition of the Chilean people leads them to confide 
in policies which, although difficult, provide a difinite solution to the 
problems which affect them. 

Greater stability and economic development arethe only guarantee that in 
our country employment and the standard of living of the most poor will 
be raised. 

Problems to be Solved 

An analysis of the present economic conditions shows the problems 
which must be faced during the remaining months of this year and part 
of next year. 

In the first place, the narrow conditions derived from the world economic 
situation have not been changed. The price of copper is still extremely low 
and the impad of the service on the foreign debt for next year will be even 
stronger than that of 1975. While this situation continues, the country will 
not be able to recover the loss of resources sustained in 1975, which 
meant a reduction in the level of consumption and investment. However, 
today the country is prepared to function underthe conditions given as the 
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result of policies followed. The country's present, financia! solvency per
mits us to expect a greater flow of foreign resources, which will make it 
possible to finance a higher vol u me of imports than in 1975. In this way we 
can improve the level of activity and gradually recover the level of well
being. 

The second problem is that of the degree of liquidity in the economy. In a 
normal situation there is a stable relation between the vol u me of liquid re
sources and the level of production, which is determinad by the habits of 
payments, expenditure and by the existing legal framework. In Chile, this 
relation measured bythe Money/Production coefficient has been approxi
mately in the order of 10%. 

However, when the inflationary process is accelerated, as occured in Chil
e in 1972, the people change their habits, and spend their money more 
rapidly in order to anticípate the rises in prices. In other words, the same 
volume of money permits the financing of a greater volume of transac
tions, because of the increase in the speed of circulation. This phenom
enon meant the relation fell progressively to 3.5% by the middle of that 
year. With a drastic reduction in the rate of inflation, a process which 
began in July and which will be intensified during the next few months, 
the people will tend toward the normal habits, producing excessive liquid
ity, since the existing volume of money is insufficient to finance the flow 
of transactions. lf the rhythm at which the speed of circulation will decline 
could be foreseen, liquid resources could gradually return to the systems, 
thus avoiding a contraction in the levels of real activity for lack of liquidity 
Since this cannot be anticipated with precision, it is necessary to adopta 
cautious attitude, and to increase liquidity gradually once the restrictive 
effects of the decline in velocity have been proven. 

The economy must necessarily return to operating with a normal leve! of li
quidity under stable conditions. This means that during sorne period 
money should in crease more rapidly than the prices and when this occurs, 
it is not correct to speak of excess of liquidity. The reestabl'ishment of a 
vol u me of money that represents a higher percentage of the product has 
the enormous advantage of guaranteeing a greater stability in the func
tioning of the economy. This occurs because the inevitable fluctuations in 
fiscal spending, in interna! credit or in foreign trade operations under 
these conditions representa percentage which is much less than the mon
etary mass, thus moderating its impact on the economy. 

Objectives of the Economic Policy for 1976 

The economic policy during 1976 has tour ba.sic objectives. In the first 
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place, an accentuation of the reduction of the rate of inflation, which has 
been in progress since the second semester of 1975 and which will con
tinue during the coming months. Likewise, steps have been taken toas
sure externa! equilibrium, assuming that there are no substantial changes 
in the present conditions of the world economy. The policy also contem
plates a gradual recovery of production and employment levels. These 
goals shall be accomplished within a framework of consolidation of the 
process of legal reforms basic for the efficient functioning of a decentral
ized, mixed and modern economy. 

Any serious economic program, which has any possibility to accomplish 
the goals set down for it, must guarantee coherence among the goals. lt 
would b~ very easy to propase to the country a program which contem
plates the simultaneous achievement of spectacular goals such as, for 
example, a 10% increase in the Product within the year, the elimination of 
unemployment, income redistribution, obtained under conditions of price 
stability and equilibrium in the balance of payments. This sort of program 
has been proposed in the past and even though we all know the results, 
there are still those who for demagogy or through ignorance, continue to 
favor them. This government neither accepts nor needs to make promises 
which later become impossible to fulfill. On the contrary, the govern
ment considers that it is the basic duty of those who are governing, to pre
sent the public quite honestly with the problems we are facing and the man
ner in which they will be dealt with, no matter how difficult the solution. 
This style is often attacked as insensitive, as giving attention exclusively 
to economic matters and ignoring other social, political or other types of 
problems. lt is forgotten, however, that precisely because we are well 
aware of the disastrous political and social consequences of· programs 
which attempt to create artificial short-term well-being without a salid, 
permanent basis, this Government is not willing to sacrifice the medium 
and long term goals for the sale purpose of achieving easy popularity in 
the present and which would also be of short duration. 

The principie disequilibria in the economy are practically solved orare on 
the way to being solved soon. However, the problems of extreme poverty 
caused by past "populist" policies, proposed by very socially sensitive 
people, will take years to be solved. 

The program for 1976 contemplates economic reactivation. However, this 
will depend necessarily on the achievement of interna! and externa! equi
librium. lt means that economic recovery will be neither spectacular nor in 
the short term. We have already said that the externa! conditions do not ap-
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pear to be significantly different from those of this year. lf there is an im
portant increase in the price of copper, the country will not be able toas
sign all of the additional resources to financing a higher level of activity, 
since for normal operation of the economy it is indispensable to recon
struct a reasonable level of international reserves. lnternally, we must con
solidate the achievements in matters of financing the fiscal sector, public 
enterprises and the savings and loan associations.ln the measure in which 
we advance in this area, we will be able to free resources which, when 
transferred to the prívate sector, could generate an improved level of real 
activity. 

What danger is there in forcing rapid reactivation? 

In the foreign sector, it would generate a deficit in the balance of PCIY
ments, since the country does not possess sufficient resources to finance 
the greater vol u me of imports. This would require the measures necessary 
to reestablish the equilibrium, forcing a drop in the level of activity, so that 
the initial reactivation would be a passing phenomenon. 

In the interna! sector a rapid reactivation could be generated by transfer
ring resources to the prívate sector beforethey are freed by the process of 
financia! correction of the public sector, or simply by increasing the level 
of activity in the latter. In both cases there would be a renewed increase 
in inflation which would definitely void the initial effects of reactivation 
The second alternative has the further disadvantage of pouring additional 
resources into the least productive sector. 

In short, the reactivation which is proposed, should be produced without 
generating either interna! or externa! disequilibria. This sort of reactiva
tion is gradual, but has the enormous advantage of being permanent and 
of growing over a period of time. 

The Economic Program for 1976 

Fiscal spending shall be maintained at a level which is compatible with 
the revenues generated by the tax system and with the subsidiary role of 
the State. 

There will be significant reassignment of fiscal spending according to the 
priority of the functions assigned to the State. In the 1976 budget priority 
sectors are housing, health, nutrition, and pre-basic, elementary and sec
ondary education, activities in which the state must play a permanent and 
significant role. 
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Together with the re-assignment of spending, a new accounting system 
shali be implemented to guarantee an effective control of expenditures 
ancl' c·ommitments of the various State institutions. 

Given the many advantages of the existing tax system, it shall remain un
changed. However, the surcharge on income shall be reduced from 10% 
to 5%. 

The present wage policy based on quarterly readjustments shall be main
tained. As we have pointed out, a special raise for teachers is contem
plated in the 1976 budget. 

The self-financing policy for the enterprises which remain under State 
control shall continue, and the remainder shall be transferred to the pri
vate sector. 

With regard to the savings and loan systems, the policy of adjusting these 
functions to the purposes for which they were created shall be continued, 
without generating financia! disequilibria. 

With respect to foreign trade, the exchange and tariff policies in force as 
well as the encouragement of exports shall be maintained. 

In the measure in which the price of copper recovers, a policy to rebuild in
ternational reserves and to improve the structure of the foreign debt shall 
be implemented. 

The monetary and credit policies must be compatible with economic sta
bility and the need to monetizethe economy in theterms already proposed. 

The free price policy shall be maintained in order to allow for organized al
location of resources and normal market development. 

The State shall maintain the control of sorne key prices, which shall be ad
justed in accordance with objective interna! and externa! conditions. 

Future Structure of the Chilean Economic System 

The economic policy in force has progressed substantially. There can be 
little doubt of the greater stability of prices observed today. 

With respect to savings, a substantial increase has been achieved. The 
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The fiscal situation has improved to the point that there is equilib Tñ-cc,,,;," 

local currency operations. The deficit in foreign currency, howeve ,, 
continue as a consequence of the heavy foreign debt and the low price 
copper. 

The situation of public enterprises continues to improve and in a reason
able period of time we will have eliminated a source of inflation which, to
gether with the fiscal deficit, explains our long history of inflation. 

Public spending has been increasingly reoriented to social activities, 
which are translated into a substantial change in the structure which pre
serves a true redistribution of income on a permanent basis. 

The balance of payments has been corrected to the extent that there will 
be practically no deficit of importance in the future, in spite of the heavy 
burden of foreign debt and the low price of copper. 

The count,.Y has worked out a clear policy in matters of exports by means 
of which exports, not including copper, have been duplicated in one year. 

The exchange rate and tariff policies as well as the interna! monetary pol
icy, are permitting the country to rebuild the international reserves and 
have changed the situation in relation to externa! financia! organizations 
of the public as well as prívate sectors. 

The anxious moments of extreme dependence in which almost no finan
cia! institution was wili'ing to extend credit because of the high risk of in
solvency which the country showed, are now behind us. 

The changes in the price structure and the tariff reforms are showing clear 
indications to the prívate sector with respect to the areas which the coun
try should develop and, therefore, the lines in which they should invest. 

A gradual transformation of the productive sector is producing a shift of 
resources toward the dynamic sectors such as, agriculture, mining, and 
exports in general. 

Continuation of the corrections in the relative prices will obtain the max-
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imum advantage of capital and work resources, permitting a rate of eco
nomic growth hitherto unknown. 

A significant flow of foreign capital has developed which should continue 
to grow as the national economy tends to normalize. 

In the coming months there should be an accentuation of these positive 
characteristics and the country shall continue to achieve greater stability 
and definite conditions for greater development, with the resulting effects 
on the levels of income and employment. 

The economic progress cited together with a set of exemptions and local 
incentives have laid the groundwork for sustained economic growth. 

This process will necessarily be slow but constant until the rates of eco
nomic and social development are achieved. In fact, the effects can al
ready be clearly observed in the agricultura! and foreign trade sectors. 

These effects should extend to construction and to the new industrial 
activity which will be generated when the new price, tariff and exchange 
rate structures are in force. 

A sustained improvement of the income of the poorest sector shall be ob
served in the future. The same will be true of the development levels in the 
measure in which productive activity continues to develop. 

The country is headed towards an economy characterized by sustained 
and stable economic growth. 

All this is not the result of improvisation but rather the application of a set 
of coherent and dynamic policies. They constitute in themselves a devel
opment plan which is effectively guiding the conduct of economic agents 
toward optimum use of resources, the only means to guarantee maximum 
well-being for the population. This concept of a development plan departs 
from the former idea that planification consists in the enumeration of a de
tailed set of rigid goals which, when there is ignorance of the behavior of 
economic agents, go no further than the expression of the good intentions 
of their authors. 

A mixed economic system is being designed in which the role of prívate 
activity will be much more active than it has ever been in recent decades. 
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The State will foster efficient and non monopolistic operations in the pri
vate sector, by the generation of competitive marl<ets on the national as 
well as on the international levels. 

The State, in its subsidiary role, will engage in productive activities only 
when concrete facts show that its social efficiency is greater than that of 
the private sector. 

The effort of the State shall be concentrated in the development of social 
activity. Toa great extent, the social, political, economic and moral crisis 
which the country has been suffering, is derived from an incredible mis
understanding of the role which the State should fulfill. 

The antiquated statist orientation of this country must be changed drasti
cally. We have arrived at this conclusion not only through observation of 
the extreme inefficiency which state action has demonstrated in the past, 
but rather because we believe that the private sector is much more ef
fective in the development of productive activities. 

The State must develop social programs which truly benefit the poor, in 
orderto give real meaning to equality of opportunity, so often guaranteed 
by the letter of the law, but never carried out because of the incredible 
lack of concern on the part of the State in the past. 

Modern economies are mixed economies and the degree of State inter
vention is determined by the relative efficiency in the development of the 
various activities which the country must carry out. 

We are in favor of using the market as a technical instrument for the al
location of resources. Wethink it is the bestwayto obtain the bestfrom our 
limited resources, without generating the hateful discriminations wh!ch 
usually are translated into illegitimate earnings. 

Through the market, we want to generate a set of impersonal norms that 
regulate economic operations without the need for bureaucratic decisions 
which, besides having been inefficient in the past, created unacceptable 
social conditions. 

The most significant changes of fortune in this country have been derived 
from the discretional handling by the State of instruments of economic 
policy. 
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lt should be recognized that in the past the state did fulfill a social function. 
The use of inefficient mechanisms of intervention, however, caused a vast 
waste of resources that explain toa great extent the low standard of living 
of Chileans today. Unfortunately, they also explain a large part of the un
equal distribution of income and wealth. 

We are not in favorof discriminatory rates of interest orexchange. We shall 
oppose every form of subsidy which is not of a social nature. The reitera
tion of these practices in the past has meant the enrichment of a few at 
the expense of the vast majority of Chileans. 

We are designing an economic structure based on the past experience of 
our country. We want to arrive at a stable and impersonal economi<;: 
system in which the authorities cannot be accused of favoring any sector 
but the poorest. 

The economic policy in force has elements in common with other poli
cíes which have been implemented in other countries. Social and eco
nomic sciences do not exist in vain. lf there were nothing in common in 
economic behavior, there would be no economic science. 

Our experience, however, is clearly different from the others which sorne 
desperate critics are trying to impose on us as a model. The traditional 
lack of originality of sorne makes them think that everything has to be 
copied from foreign experience. 

The present economic policy is neither dogmatic, nor is it based on any 
foreign model. On the contrary, it is only based on our own situation and 
on the application of the pertinent elements of modern social science. 

The present economic policy means sacrifice, as do all the successful poli
cíes in the world. lt is not a policy for the temerous or the easily fright
ened. Those who address the public assuring them that the problems can 
be sol ved without sacrifice andina short time, are not helping the country. 
They know that their demagogy, if it succeeded, would only obtain a defi
nite return to chaos. 

Chileans understand that those who offer short term improvements are 
only deceiving them. They recognize them because they have been saying 
the same thing for years. For this reason, the Government is counting on 
the support of the population, in spite of the difficult economic situation 
we are experiencing. 
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The country will advance slowly but steadily. Once again the facts will con
tradict the pessimistic predictions of affected interest groups justas they 
have all along during the past months. 

The Chilean people know who is telling the truth and who is deceiving 
them; for this reason they trust. Based on this trust, the government will 
eradicate the economic ills which led our country to the complete crisis 
which we are now overcoming with great effort. 
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Part 111 

Effort, Perseverance, 
Achievement 



We Are Truly lndependent 
Thanks to the Effort of 
All Chileans 

General 
Augusto Pinochet Ugarte 
President of the Republic 

June 29, 1976 



Last even i ng on a nationwide radio and television broadcast the President 
of the Republic, General Augusto Pinochet analyzed the achievements of 
this government particularly in the economic and social orders. 

In this address the President announced new measures to be taken in the 
management of the nation's economy. This subject was then discussed by 
Minister of Finance, Jorge Cauas. 

The following is the complete text of the President's spe13ch: 

Ladies and Gentleman, Fellow Chileans: 
Ever since the Armed Forces assumed the administration of this Nation, 
our principal preoccupation has been -with the support of the respective 
technical organizations- to evaluate the social, economic and moral re
covery of the country. 

Few recall with the depth requ i red, the cond itions u nder wh ich we were 1 iv
ing from 1970to 1973. Few recall that by 1973, when we madethe decision 
to rescue the country from the clutches of Marxist-Leninism, Chile was a 
State in which the legal basis for the national institutions was being 
completely disregarded, civic morality non-existent, the social structure 
undermined, the domestic economy ata stand-still and with an excessively 
high foreign debt. 

TheMilitary Government found Chile to be without foreign reserves and to 
have lost prestige for failure to meet obligations abroad. An increasing fis
cal deficit, deficit in the balance of payments and rampant inflation, toge
ther with disorder in political, institutional and social aspects threatened 
the nation's very existence. 

From September, 1973 and throughout 1974, it was necessary to reor
ganiza on all fronts, and measures were taken to this effect. 

However, at the ~eginning of 1975, a review of the country's situation 
showed the need to apply new correctiva measures to palliate the effects 
of conditions in two areas beyond our control: the increase in the price of 
petroleum and a sharp decline in the price of copper. 

At the sarne time an intensiva politicai campaign was launched by the 
Marxist-Leninists and by mistaken or ambitious individuals who joined 
together in a fruitless effort to recover power in arder to reimplant doc
trines which would induce us to open the way for their return. 
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Thus, at the beginning of 1975, a further analysis of the socio-economic si
tuation was required. We ordered the formulation of a planto implement 
the country's economic and social recovery. At the same time the Ministry 
of the Interior undertook the preparation of a social program to comple
ment the economic measures. 

Since every action in the economic order always affects sorne sectors of 
the population more than others, sorne persons criticized these measures 
in a constructiva way, but others indulged in false declarations, setting off 
an intensiva campaign against the program adopted by the Government. 
This program had been designed to create sol id and stable bases for sus
tained recovery, and at the same time to cure the endemic ills of the Chil
ean economy. 

One year after the economic recovery program was undertaken, 1 have 
seen that we have been able to m ove forward with the efforts of all Chileans 
who faced the challenge. Furthermore, 1 can state today, that we are truly 
independent and that we have recovered our international credibility. 
There is a surplus in the balance of payments, and we have sufficient re
serves and foreign credit to meet any emergency; the enormous fiscal def
icit and that of public enterprises have been reduced, and at the same time, 
the financia! system is returning to normal, thereby reducing inflationary 
pressures. 

In support of the economic measures, the social program, including míni
mum employment, school breakfast and lunches, low-price community 
built food stores, housing, etc., has achieved the goals set in every area.ln 
this way we have been able to relieve the effects of the international 
economic crisis which had more serious repercussions among Chileans in 
low income sectors. We are well aware that in those sectors, those no 
longer in power have tried once more to sow the seeds of doubt, of 
mistrust and of bitterness. But 1 am sure that those who receive this 
negative pressure, as intelligent beings, will recognize the difference be
tween disinterested patriotism and the desire to serve, and the use of 
demagogic practicas in an attempt to recover what has most seriously 
affected them, namely the loss of power. 

In this brief analysis of our present situation, it gives me great satisfaction 
to announce today that the goal we had set for the first, and perhaps the 
most difficult, stage has been reached, and that there will be a definite 
decline in inflation as a result of the measures to be adopted in the next 
phase. 
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In arder to provide more technical information, 1 have requested the 
Minister of Finance to explain to the Nation the manner in which the 
economic measures shall be implemented in order to accomplish the 
projects wh ich 1 will outline further on. The present conditions which make 
it possible for us to accelerate the process of economic recovery ano to 
initiate a new phase of expansion ano improvement in the standard of 
living, 1 repeat, have been made possible through the sacrifices which all 
Chileans have made. 

The excellent balance of payments situation permits us to establish new 
goals to be met during the second stage. They will require modifications in 
the areas of credit, taxation, foreign trade ano investment. 

Broadened fines of credit shall be available to the productive sector, which 
together with foreign investment and corrective measures in the banking 
system, will induce moderation in interest rates. 

Special emphasis will be placed on construction of low-cost housing ano 
on the construction of new houses through Savings and Loan Associa
tións. 

During this stage of tax reform, steps shall be taken in o roer to distribute 
the burden more fairly ano efficiently. 

These measures will have to be studied togetherwith the budget system in 
the public sector, and in any case, will go into effect next year. 

In the budget analysis for 1977 special emphasis will be given to activity 
generating measures anoto the implementation, in the public sector, 9f 
the second phase of the public sector Wage Scale modification program 
which will deal with both level and structure. 

We shall continue to encourage nontraditional exports which have been 
an important factor in reaching equilibrium in the balance of payments 
during the second semester of last year, and the surplus of US$250 mi Ilion 
in the first five months of this year. All this has been accomplished while 
the price of copper is at sixty-one cents, and while we are meeting all of our 
financiar commitments abroad. 

The Minister of Finance will announce the manner in which the exchange 
rate shall be established in order to guarantee a viable and permanent 
value for foreign currency in the long term and which shall be adjusted 
according to interna! prices. This measure shall be effective immediately. 
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These conditions will bring about a definite decline in inflation beginning 
in July. 

Steps shall be taken to continue to encourage foreign investment. The 
process shall be simplified and measures shall be taken to demonstrate 
the safety of such investments to those who wish to create orto promete 
industries. 

In the social welfare area, Chileans with very low in comes shall continue to 
receive aid until the country reaches a situation which could be consid
ered normal given its stage of development. 

With the reforms set forth he re, the country is entering a new phase, one of 
more intense activity, higher employment anda better standard of living 
for all Chileans. 

Timing is always basic in the implementation of economic changes. Today 
it is possible todo certain things which would not ha ve been advisable only 
a few months ago. 

Haste as well as delay in decision making have high costs to the com
munity in terms of the standard of living and the stability of the system. 

The steps taken today correspond to the objetive conditions derived from 
recent developments in our economy that allow and justify this new phase 
which will representa definite and sustained improvement in the standard 
of living for all Chileans. 

To conclude, 1 wish to point out that nothing is achieved without effort, 
work and sacrifice. 

A long road still lies ahead to reach in due time the goals set by this 
government in order to make of our beloved country a great, free and 
powerful nation, for the happiness of all Chileans united in true brother
hood. 
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Failure of Protectionist Policy 
in Chile 

(Round Table Discussion 
on Andean Pact) 

Sergio de Castro Spikula 
Minister of Economy 

August, 1976 



.1//-

The Minister of Economy, Sergio de Castro, explalned the Chillan position 
with regard to the Andean Pact ata round-table discussion on int~gr~tion '" 
organized by the Business Enterprise Development Study Cent~r;·.átJh~ :. ¡¡ 
Sheraton Hotel. rr,ll~~=··~~", 

. -
:J;;'~~-· 

The following is the text of his speech: ··~t.t"t!i¡J'¡Q. 
~~:;~ 

In arder to understand the Chilean position on the Andean Pact, it is 
necessary to have sorne economic background information. One of the 
most salient features of the Chilean economy is the traditionally low rate of 
economic growth.lfyou go backthirty orfortyyears and reviewthefigures 
on economic growth, you will see that in that period the average rate of 
growth was relatively low, discouragingly low. lt is also significant that 
sin ce the 1930's we have not had prolonged periods of growth at relatively 
high rates. The periods of growth are relatively short and are followed by 
prolonged periods of discouragingly low rates. Let us make a projection 
starting with the gross national product for 1930 and project growth at the 
rate of 7%. A yearly rate of 7% is certainly higher than the country has 
usually had, but it is arate which many countries have achieved by means 
of efficient and coherent economic policies over extended periods (rates 
even higher than these are known). Even so, 7% is a reasonable rate. lf we 
project the GNP for 1930 ata rate of 7% per yea,· until 1970, we reach the 
conclusion that the GNP for 1970 would have been two and one-half times 
what it actually was. As a result, if in 1970 we hada GNP equal to 100, we 
would have hadan index of 250 (lf we had been able to grow at 7%). This 
shows that really the political and social problems which Chile expe
rienced in the year 1970 are explained toa great extent by the low level of 
growth which had created a relatively frustrating situation for the popula
tion. 

The GNP increased atan arithmetical rate of 3.3% between 1965 and 197 4 
and the growth in production per cap ita for the same period was 1.3%. This 
means that in arder to double the GNP Chile would have to wait 25 years, 
and that to double per capita production would take 40 years. lt seems to 
me that, under the present circumstances, everyone would agree that no 
country could afford to wait such a long time for substantial increases in its 
standard of living. Without accelerated economic growth there is abso
lutely no way to achieve redistribution of in come in favor of the most needy 
sectors of the population. lt must not be forgotten that although many 
previous Chilean governments have announced redistribution of income 
as part of their policy, the 1970 census showed that 23% of the Chilean 
population was living in conditions of extreme poverty. 

199 



Ecollllomic Grow~lh: Requisite 
for Redistrilbutiollll of lllllcome 

In Chile there is an extensive middle sector. Since there is nota large high 
income sector from which the government could obtain significant re
sources in order to bring about a redistribution toward the more needy 
sectors, it is obvious that any attempt at redistribution -unless there is 
accelerated economic growth-would have to be made with the sacrifices 
of the middle sectors. And as the middle sector creates opinion in this 
country and, in fact, governs it, it is obvious that a process of redistribution 
which means the sacrifice of its own standard of living could not be too 
big. As a result, the improvement of the most needy sectors of the popula
tion would necessarily be limited. This means that within the middle sector 
which is being sacrificed, frustration would occur, because the people 
would not see that their own level of income would also be rising as a 
natural and logical consequence of this process. On the other hand, the 
poorest sectors, even though they "benefit" from the redistribution policy, 
also feel frustrated because the redistribution process cannot be very 
intensive. There would be, therefore, an almost generalized sense of frus
tration throughout the entire population. That is the reason why acceler
ated and sustained economic growth in this country is a must for this Gov
ernment and for any other government. The groups which oppose the 
Government see this very clearly and so they try to frustrate the economic 
development in any way they can, evento the extent of defending positions 
that are definitely contrary to the national interest and which propitiate the 
financia! strangling of our country. 

Faced with the problem of breaking the pattern which has produced 
discouraging economic development in Chile, i:he present government 
had to develop a series of efficient and coherent policies.lt was necessary; 
therefore, to diagnose the causes of the frustrating development during 
the last forty years. 

Obviously the diagnosis which 1 am going to give is really only a sketch. In 
the littletimethatwe have it is impossibleto paint an exact picture, but 1 am 
su re that you will recognize the main features. 

Tlhe lmport-Substitutiollll Plan 

During this forty-year period, with few exceptions, Chile has followed the 
economic development plan known as import substitution. The basic idea 
was for Chile to produce locally those goods that were being imported. 
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The idea was that the country could develúp in that way and that, by 
producing what had been imported, the limited amount of foreign cur
rency usually available would be saved. The theory of the scarcity of 
foreign currency prospered, as a product of the crisis in 1930 which hit 
Chile very hard. Exports dropped toa rate far below normal, which pro
duced a crisis in the balance of payments. At that time it was thought that 
this situation would be relatively permanent, thus lending validity to the 
import substitution theocy. 

The relatively torced industrialization of the country was obtained through 
various mechanisms. One of these was the foreign exchange rate policy. 
From 1939 on, the exchange rate was maintained artifically low.ln terms of 
the present situation, the exchange rate is at $13.80, let us say $14. An 
artificial!~' low exchange rate would be, for example, to maintain the ex
change rate at $7 per do llar. This is only a comparison, and is not meant to 
reproduce a situation of the past. lt is useful so that you und.erstand the 
¡·elatíon between the exchang& rate which they should have had and that 
which actually existed. 

What was the effect of havingthe exchange rates at $7 when a realistic rate 
would have been $14? Obviously that policy allowed for the import of 
capital gocds and raw materialf at relatively low prices which were needed 
for the industrialization which was being encouraged. As a result, this 
policy was truly tending in the desired direction, but obvíously the ex
change rate not only motivated the import of capital goods and of raw 
materials required for industrialization, but it also motivated the importa
tion of all sorts of goods. lf the policy had been maintained, it would 
obviously have created a large deficit in the balance of payments. In order 
to avoid this, a tariff policywas applied which consisted in prohibiting or in 
applying extremely high duties to those products which it was thought 
could be produced domestically. Thus, foreign currency could be spent to 
import capital goods and raw materials but not to import goods and 
services which could be produced within the country by means of the 
import substitution policy. ;t seemed as though a panacea for develop
ment had been discovered because the balance of payments problem was 
solved, local production was motivated and protected against foreign 
competition. But all this refers to the irnport-substitute sector. What hap
pened in other sectors, for example, in agriculture and in exports in 
general? The exporting sector lost all possibility to export because with 
the exchange rate at $7 per do llar instead of $14, they could not manage to 
cover their local production costs and were subject toa tax which in this 
case was 100%. The agricultura! sector could not export either, and had to 
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sell locally the totality of its production. Why were the same protective 
measures which were applied to the industrial sector not applied to the 
agricultura! sector? (This measurewould have consisted in prohibiting the 
importation of agricultura! products or in applying excessively high taxes . 
to them.) The answer is that the governments in general did not want the 
cost of 1 ivi ng to go up and they wanted to keep food prices relatively low for 
consumers and, in this way, an infrastructure could be created for indus
trial production at a slightly lower cost than would have existed if the 
prices of foodstuffs had also been excessively high. The idea then, that all 
Governments of the period pursued was that all of the most necessary 
products were to have relatively low prices. These low prices were a
chieved by means of subsidized imports, and by the artificially low ex
change rate at which the importation of necessary articles was carried out. 
But the products which were not among the most necessary, that is luxury 
items, or things which could be done without were not viewed by the Gov
ernment in the same way. Prices were permited for these articles, no 
matter what they were, so as to encourage domestic production. lt was 
thought that those products, after all, were purchased by the people who 
were better able to pay for them. 

To the mechanisms already mentioned such as a low exchange rate, 
excessively high tariffs on luxury items, and non-existent tariffs on the 
necessary items, was added government price controls. 

Effects of the import-Substitution Plan 

With these mechanisms, what happened to the distribution of Chilean 
productiva resources? Businessmen got the message that it was unrea
sonable to produce necessary items, as these had low prices because of 
price controls, the subsidized competition of foreign products and, there
fore,were not profitable to produce. lt was more advantageous to produce 
luxury goods, sin ce these either could not be imported or were subject to 
excessively high duties. As a result, their domestic prices were high and 
they were profitable to produce. 

In this way the productive structure of the country was developed with 
quite negative results since the only activities which were really encour
aged were import substitutions, and these were condemned to serve the 
home market, which was relatively small. The exchange rate policy pre
vented these sectors from expanding their production by seeking the 
international market because at $7 per dollar they were unable to cover 
thei r local p rod uction costs. As a res u lt the export sector -the ag ricu ltu ral 
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sector in general- saw its productive potential reduced. The only sector 
which was encouraged -the import substituting sector- had motivation 
to produce for home consumption, but was unable to turn toward the 
international market. Since the domestic markets were relatively small, the 
volume of production which they could absorb was also relatively small. 
Therefore, they could not apply the modern large-scale production meth
ods whereby they would have obtained reductions in production costs. 

The limited size of the domestic market was exacerbated by the fact that 
because these products had high tarifts, the local prices were also rela
tively high. Depending on whethertheywere non-strategic or luxury items, 
these articles were purchased by the medium high and high income 
sectors, which in our country forma relatively small percentage of the total 
population. As a result, the market for these industries was necessarily 
small. The only sector which survived this type of policy was, of course, 
copper, which had very high productivity. Sorne export sectors maintained 
sorne activity and are included in what became known as the traditional 
sector. From time to time, when the circumstances made it obvious and in 
fact practically imposed it, the rate of exchange was devaluad. This would 
mean a momentary gain for the export sectors, but those devaluations did 
not generate new lines of exports, nor even expand the existing ones be
cause the people operating in those sectors realizad that the devaluation 
was short-lived, and that little by little, inflation would go on "eating up" 
the devaluation, and the previous conditions would return. In this way, 
then, the Chilean economic development was discomaged, paving 
the way for the coming of the Marxist nongovernment. The periods 
of bonanza for the economy coincided with increases in copper prices 
which occured for reasons completely unrelated to the country's domes
tic policy. Agriculture and the export sectors were in poor condition and 
the highly protected manufacturing industry was limited to the small 
interna! market. Thus, Chile's economic development could hardly have 
been more discouraging than it actually has been. 

The Present Development Strategy 

Having diagnosed the causes of the slow economic development in Chile 
over the years, the next step was to establish the new policy which would 
manage to break out of the torced import substitution system which had 
failed, and replace it with another plan which would achieve an effective 
import-substitution system and the development of exports in general, the 
non-traditional as well as the traditional. 
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The current plan, as you know, consists of a realistic exchange rate policy, 
a gradual reduction of tariffs in arder to eliminate the excessive protection 
that has existed and still does exist in sorne industrial sectors, and the 
suppression of the price controls which were imposed for political pur
poses, maintaining price controls only in sectors where monopoly is prev
alent. In areas of reasonable competition there is absolute freedom of 
prices. The local productiva sector has seen the right signs in this policy 
and has begun the reallocation required for the accelerated and sustained 
economic development that we need in the future. 

lt should be emphasized that the exchange policy andthe tariff policy are 
indissolubly bound together in an inverse relation. To explain: if a country, 
for example, wishes to maintain a tariff level equal to 100 percent, then 
there must be an exchange rate level, let us say, of 1 OO. But if for sorne 
reason the country decides that the tariff level should be at 50 (half of the 
previous rates}, it is also necessarily saying that the exchange rate 
should be for example; 200, which is very much higher than the previous 
rate. There is no relation of half to double (in this case it is only an 
exa:nple). There is, however, a relation in that a lower tariff schedule 
necessarily implies a higher exchange rate, whereas a higher tariff 
schedule necessarily means a lower rate of exchange. In this way the lack 
of protection which may affect a particular sector when the tariffs are 
lowered is compensated for in part by the additional protection afforded 
by what shoula be an automatic rise in the rate of exchange in real terms. 
But for the export sectors this movement of reduction in customs duties 
and increase in the exchange rate has positive effects in both cases. The 
reduction of the tariff lowers the cost of imported raw materials and the 
rise in the exchange rate increases the over-all return on the product 
ex¡:-orted. For this reason, numerous activities which it was thoug ht would 
not be able to subsist because of lower tariffs, have not only subsisted but 
are exporting as well. The reallocation of productive resources is oriented 
toward activities which require a lesser amount of productive resources 
per unit of final product manufacturad. This is the only means by which we 
can improve the standard of living and the level of consumption for all 
inhabitants of the country, and achieve the accelerated and sustained 
economic development which we require as well. 

Unfortunately, this has been delayed by the world recession which, as you 
know, has caused a relatively strong decline in the price of copper, which 
is our principal source of income. 

With a knowledge ofthe principies that 1 have pointed out, Chile's position 
on the Andean Pact is perfectly understandable. 
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The Origin and Purpose of the Andean Pact 

According to the traditional policies whereby each country produced for a 
very limited home market formed by the high income sectors, with errone
ous exchange policies, with hideous tariffs, and political price controls, all 
factors which toa greater or lesser extent exist in our countries, and with a 
growing tendency towards statism, the Andean Pact was a logical solu
tion. lt was expected to provide joint markets anda breath of fresh air for 
the process of import substitution. What was not foreseen was that the 
high level of protection to which the subregion aspired with respect to 
other countries would substitute a flow of cheaper imports (from other 
countries which were also generating revenues by means of tariffs) for 
other flows of more expensive imports (those of the members of the 
Subregion), which would "compete" only because intraregional tariffs 
would be non-existent. 

The higher the common import duties, the higher the cost of this inter
change in terms of well-being. Taken from this point of view, the intrare
gional interchange figures lend themselves to tragic errors in interpreta
tion, since the higher growth supported by high customs barriers would 
generate a decline rather than an in crease in the well-being of the member 
countries. Obviously, ideological factors have contributed to the develop
ment of this integrationist scheme which will be inefficient to the extent 
that the exaggerated protectionism sponsored by sorne of our members is 
put into effect. 

A country like Chile, which has a very clear idea of what has caused such 
frustrating and weak economic development, cannot accept the commit
ment on a regional scale toa program which it has rejected as a failure at 
home. 

Chile neither wishes nor intends to impose her own program on other 
nations; nor are we willing to accept that another country impose its 
program on us. 

Chile has repeatedly declared its interest in integration. We are willing to 
make certain sacrifices, but the nature of these sacrifices must not be such 
asto conspire against our legitimate right to obtain the economic develop
ment required for the population. 

Chile must grow ata minimum rate of 7% per year. 1 explained how things 
would have been ifwe had had such agrowth rate between 1930 and 1970. 
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This would have been possible with an efficient and coherent economic 
poi icy such as the present one. The difference between the potential devel
opment that could have been attained in that period and the actual 
achievement has an extremely high cost in social terms, but we never hear 
any comments about that. 

lnvestment: The Basis for Economic Development 

The economic development of a country depends not only on efficient and 
consistent economic policies such as the current one, but also on another 
ingredient, namely investment. In order to generate the investment re
quired for Chile to grow ata mínimum of 7% per year by means of savings, 
the population would have to sacrifice consumption toa very high degree. 
(1 calculate that to be about 15% of present consumption.) 1t would be 
impossible and absurd evento mention it. lt is, therefore, indispensableto 
bring in foreign investmentto add to the domestic efforts to save and atthe 
same·time permit us to reach the level of investment we require. 

lt is interesting to note that foreign investment not only contributes capital 
and capital goods, but also technology, talent, business experience, 
knowledge of the markets and an entry into those markets. 

We are absolutely su re that in order to attract the investment we require, it 
is necessary to modify Decision 24 and to make it suitably flexible. 

The Chilean Position 

1 think it is interesting to explain briefly the main issue in Chile's position. 
This is very important, because lately efforts have been made to convince 
the public that Chile's partners in the Andean Pact have deferred on many 
issues of the Chilean position. This has been done by attributing to Chile a 
number of petitions which in fact she has not proposed, but has simply 
backed because other countries have suggested them. Then, by saying 
that this is our position, they try to claim that they have yielded on many 
issues. 

The main issues regarding Decision 24 are as follows: 

The origin of capital does not define an activity as national or foreign 
because the capital is only one of the many factors in the production of any 
given product. 
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Chile is in favor of using the national value added when determining 
whether or nota product should have access to the subregional market. lt 
shoud not be decided solely on the basis of the origin of the capital. We 
have used the example of INFORSA (Industria Nacional Forestal S.A.) at 
the meetings of the Commissions. They produce with Chilean lumber, 
Chilean labor, Chilean water and Chilean energy. What difference would it 
make ifthe machinery and the capital were foreign? (which in fact, they are 
not). lf that were the case, there would stitl be no difference because the 
product would still be justas Chilean as it was befare. Therefore, it seems 
to us that the origin of the capital should not determine whether a product 
is national or foreign. We think that the concept of the national value 
added should be taken into account in the present criteria. lt would be 
absurd to assign the interna! savings, which in our case are limited and 
difficult to generate, to the purchase of activities which are already de
veloped in arder to label them "Chilean" instead of to the creation of new 
sources of employment and production of goods and services. 

We also feel that interna! activities, which are the product of foreign 
investment and which are not intended forthe subregional market, should 
be exempt from the norms of Decesion 24. Sorne claim that more flexibility 
in the terms of Decision 24 would unleash fierce competition among the 
countries which would begin to promise higher profits for foreign invest
ments in arder to attract them to their own countries instead of to other 
countries. We think thatthis is val id argument. We have suggested that the 
way to avoid this is not to prevent the entry of foreign capital into the 
subregion, but rather to require each country that offers any special 
conditions or tax exemptions to foreign investors to automatically offer 
the same facilities to the national investors. This simple clause would puta 
stop to any exaggeration in the benefits which apply to foreign capital. Any 
country which reduces the taxation on foreign capital would likewise be 
obliged todo so in the case of national investment. This is the sovereign 
choice of each country. 

We also think thatthe best, if notthe only, wayto incorporatetechnology in 
our countries is by means of foreign investment. lf we force the national
ization of this investment, what will happen is that we will be purchasing 
obsolete technology. The foreign investor will figure that taking into ac
count the vertiginous advances in technology, if he has 15 years to nation
alize, it would be better for him to introduce technology which would be 
completely obsolete by the 15th year. In this way we would be using 
interna! savings to buy obsolete technology. To think that the foreign 
investor will act in any other way is nai"ve, to say the least. 
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lt aiso seems na·ive to assume that the foreign investor will come to our 
countries, take all the risks involved, and if the investment does not per
form as expected, get "Bad luck. Those are the risks you take," as an 
answer, but if all goes well for him, on the other hand, he is told, "Congra
tulations. Now you have to nationalize," or r:tther, sell what has been a 
proven success to local investors. 

In November of 1974, we discussed the need to moclify Decision 24. So far 
we have received expressions of good will which have never gone any 
further. Only the firm attitude of the Chilean Government has finally 
achieved the initiation of serious discussions on the modification of Deci
sion 24. 

Tariff Duty levels 

Another controversia! aspect of the Andean Pact is the suject of tariffs. 
Sorne countries favor excessively 11igh customs duties, which shows that 
torced import substitution persists even though it has obviously failed. 
Chile considers that there shouid be reasonable but not excessive protec
tion for regional production, because excessive protection penalizas 
other productiva sectors, and especially the standard of living of the 
consumers ofthe region. As 1 explained betore, Chile is proposing levels of 
protection through tariffs which range from a minimun of 10 percent on 
raw materials toa maximum of 35 percent on manufacturad goods, taking 
into consideration the problem of defining these concepts. We think that, 
for want of information in mos~ cases, sorne people criticize these rates as 
excessively low. For this reason, 1 think it is necessary to clarify the 
concept of tariffs or effective protection, which is the degree of protection 
that the tariffs grant to the national value added, which is what really 
counts when we talk about protection. 

Let us suppose that a given product, without tariffs, were compcsed of 
50% of imported raw materials and of 50% of national value added. lf the 
product in question were worth US$1.000, for example, we would have a 
cost of US$500 in raw material and US$500 in national value added. Let us 
suppose that to the fi11al price we now add a 70% tax. The value would 
increase from US$1.000 to US$1.700 for the tax. Suppose that we put a 
30% duty on the raw materials. Then the cosi: of raw material would go from 
US$500 to US$650. The national V3.lue added would rise from US$5GO to 
US$1.050 (the difference between US$1.700 which is the final price, and 
the cost of raw materials rising to US$650). This means that the protection 
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rises to 11 O percent, which appears to be excessively high, inspite of the 
"r~asonable" tax figures on the final product and on the raw materials. 

Using the same example, but putting 70% duties on both the final product 
and the raw materials, we get effective protection of 70% and notO percent 
as so me think. Actually the final price rises from US$1.000 to US$1. 700; the 
imported raw material goes up from US$500 to US$850. As a result, the 
national value added also goes up from US$500 to US$850 (US$1.700 
which is the final price, minus US$850, which is the cost of the raw 
materials) and consequently the effective protection goes up to 70 per
cent. 

Let us take the example of an assembly plant in which the national value 
added will be low. Asan example, let us look atan article with 90 percent 
imported raw material and 1 O percent national value added. lf the tax on 
the article were 1 O percent, the final price would rise from US$1.000 to 
US$1.1 00; if the tariff on the raw material were 5 percent, the cost of the 
raw materials would rise from US$900 to US$945, and as a result, the 
national value added would go up from US$100 to US$155 (US$1.100, 
which is the final price minus US$945, or the cost of the imported raw 
materials). The effective protectio11 is, then, 55 percent (the% increase of 
the national val u e added that goes up from US$1 00 to US$155). 

These examples allow one to see that a tariff schedule ranging from 10 to 
35 percent is perfectly adequate for the Chilean economy sin ce it provides 
reasonable levels of protection for the nation's industrial activity. 

lt is absurd to accept high tariffs because they penalize the efficient non
industrial sectors and the regional consumer who has to pay high protec
tionist prices when cheap imports are substituted for by expensive imports 
from the subregion. 

On the other hand, this is a threat to Chile's sovereign right to establish its 
own exchange policy, since tariffs and exchange rates -as 1 showed you 

. befo re- are indissolubly bound,together, and if the member countries im-
pose an elevated tariff as they plan, they will in fact likewise impose a lower 
exchange rate. This would destroy the Chilean development strategy 
since itwould preventthe export of non-traditíonal items and would quash 
the incentive which has been created to achieve greater efficiency in the 
remaining areas of activity. 
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As a matter of fact it is on record in the Commission that other members 
recognize that the economic policies of all of the countries differ in a great 
variety of aspects. As a result, it is absurd to demand that only one of the 
policies be identical in all countries, namely the tariff policy. lf we differ on 
aiUhe other policies, it is reasonable to accept that we differ on tariff 
policies as well. lt seems to me that the insistence on high tariffs for other 
countries would lead to the disintegration of the Andean Pact rather than 
to integration. lt is true that with higher tariff levels, the possibilities for 
each member country to have all kinds of similar industries are better 
because they will be protected by this high externa! tax. Corisequently, the 
tendency will be that with high tariffs each country will want to have the 
same type of industry as the others. The best example of this is the case of 
the automotive industry in which in the preliminary discussions there are 
about forty installations requested for a group of countries which possibly 
m ay not be ab le to sustai n more than two or th ree plants, speaki ng opti mis
tically. Consequently, it seems to us that high tariffs will disintegrate the 
group rather than integrate it. lf the tariffs are low, many of these countries 
are going to have to give up the idea of having "prestige" industries and 
will have to seek alliances with other countries in arder to produce this 
type of product. Then there would be an efficient process of integration. 

The other serious problem which this policy implies is that integration of 
the group with other countries such as the other members of the Latin 
American Free TradeAssociation (LAFTA) will be impossible. Those coun
tries are not going to accept cur absurd and inefficient conditions for 
foreign investment and the inefficient productivity caused by high tariffs. 
This group is going to become isolated from the broader groups within 
LAFTA. lt is strange that sorne of the same groups and individuals which 
criticize the present policy to open the economy which the Chilean con
sumer is now experiencing, also criticize the Government's wish to insist 
on low tariffs forthe subregion, sin ce these low tariffs are the only effective 
means of protection which would defend the nation's consumers. Chile 
understands and respects the fact that other countries have different plans 
for development. For this reason we do not insist that our program be 
imposed on others. Rather, we have advocated a broad tariff spectrum 
which would allcw each country to follow the tariff and exchange rate 
policies which most suit their national interests. 
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Sergio de Castro Spikula 

Declaration of Minister of Economy 
at the Signing of Protocol 

lima, 
August 4, 1976 



Gentlemen: 

lt has become clear not only to the member Governments of the Andean 
Pact, but also to the general public of the subregion that for severa! 
months Chile has had serious reservations about the application of certain 
mechanisms of the Cartagena Agreement. 

These reservations stem from the fact that sorne of the applications imply 
sacrificas which are unacceptable for Chilean economic development 
and, in our opinion, for that of the other member countries as well. 

lt is a fact that Decision 24 is so rigid and anachronistic that it prevents a 
reasonable flow of foreign capital to our countries. For Chile, and we think 
that for the other contracting members as well, the effect of this would be 
to condemn our respective populations to a low rate of development orto 
an exaggerated sacrifica in living standards in orderto generate, by means 
of domestic savings, the amount of investment required to achieve and 
maintain the high levels of development necessary in order to guarantee 
full employment and well-being for our workers. 

On the other hand, it is also true that the high protective tariffs for products 
of the subregion, as comparad to those coming from non-member coun
tries, and which sorne members are trying to impose, would oblige our 
consumers to pay high prices, thus permitting unacceptable inefficiency 
in production. Such a policy would eliminate the possibility of extending 
the process of integration to other countries, such as the other m-ambers of 
the Latin American Free Trade Association (LAFTA). These countries can 
hard ly be expected to accept such a sacrifica for thei r consumers. Finally, 
it would motívate the creation of an exaggerated number of similar or 
identical industrial installations in each country of the subregion even 
though the subregion would not be able to sustain them all if a reasonable 
level of productiva efficiency were required. The acceptance of this situa
tion would mean disintegration rather than integ ration for our economies, 
and would squander our already scarce resources. 

For these reasons, Chile has pointed out the necessity to make Decision 24 
more flexible so that the area may attract foreign capital when the member 
countries so desire. Then the technology, managerial capacity and 
access to the world market which accompany investment will justify large 
scale production. This in tum facilitates low-cost production, a definite 
advantage for the subregional consumar. Such foreign contributions, and 
a reasonable local effort to save -so as not to require an exaggerated 
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sacrifica of the welfare of our citizens- will permit us to achieve the goals 
of economic development which are indispensable in order to solve the 
problems of extreme poverty, malnutrition, unemployment, inadequate or 
non-existent housing, and the generally precarious standard of living in 
which va.rying percenta.ges of our respective popula.tions are struggling. 

For these reasons our country has requested that the other members of the 
Agreement formulate more rea.listic ta.riff policies and crea.te more flexible 
import duties within a broader range, allowing each country to follow its 
own development policies and the alloca.tion of its productiva resources. 

Un ti 1 today -and based on the many official and extra-official declarations 
of the associated countries- we have maintained in good faith the hope 
that the agreements required to make the norms to which we have referred 
more flexible would have been adopted, and that integration would not be 
imposed at a cost impossible to pay. As proof of our integrationist spirit, 
we had planned to attend the XX1h Ordinary Period of Sessions of the 
Commission, to be held on the second of August, which unfortunately and 
for reasons against Chile's will, did not take place as or.iginally scheduled. 
We have been defraudad since this situation reveals the absence of the 
wi11ingness and determination to deal with and resolve these matters to the 
satisfaction of all parties. This is also in violation of the obligation which 
the Commission has imposed u pon itself to deal with this matter as record
ad in the Proceedings of the XVI Period of Extraordinary Sessions. 

There is nothing to gain by simply postponing meetings without concrete 
definitions that lead to a solution of the basic problems which affect the 
integration process. lt is our opinion that, the only way to obtain the full 
political backing raquired for the smooth functioning of the Agreamant is 
to solve these problems. The recommendation contained in Decision 100 
was approvad in this spirit. lt was approvad subject to the express condi
tion that the basic problems already mentioned ware to be solved before 
its being signed by tha Plenipotentiaries. 

There is proof that this condition had not been mat bafora the initiation of 
the XX1h Ordinary Period of Sessions. Chile is, therefore, obligad to go on 
record with a negativa vote. Furthermore, we stata for the record that the 
signing of tha Protocol which has bean submitted for the consideration of 
the Plenipotentiarias of tha Mamber Countrias is illegal and invalid. The 
text of this document is not tha same as that of tha original Decision 100 
and should, tharefora, have baen presentad to tha Commission as a naw 
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Decision, and should have gone through the entire solemn process of 
app~oval established by the Cartagena Agreement for such cases. 

This declaration shall be presentad to all of the proper Authorities. 
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Report on the State of 
Public Finance 

Jorge Cauas lama 
Minister of Finance 

November, 1976 



lntroduction 

As Minister of Finance, it is my duty to inform the public on the state of the 
Public Treasury and on the country's economic situation. 

lt is important to begin by affirming that the economic situation which we 
observe today is the result of an economic policy that has been applied 
systematically since the end of 1973. 

The main objective of this economic policy is the use of the resources 
available to this country in the most efficient way possible, and the as
surance of future growth. 

Traditionally, in the Chilean economy, resources were used basically by 
tne least productive sector and were allocated according to central deci
sions. According to the present economic policy, it is preferable that the 
prívate sector channel resources and that the market be the basic deter
mining factor in allocation, reserving to the State the correction or elimina
tion of distortions which may occur in the functioning of the market, with
out, however, trying to replace it. 

Also by tradition, the Chilean economy has been sustained by programs 
featuring a high degree of protectionism. The present economic policy 
contemptates greater openness to the exterior with the resultant increase 
in activity and well-being normally associated with a more open economy. 

In this context of long-term goals, the Chilean economy has been faced 
with very difficult conditions since 1975, as a resúlt of the crisis in the 
world economy. 

In order to face these conditions at the beginning of that year, a short term 
economic policy was adopted, which would allow an adjustment of the 
level of economic actívity to the restrictions i"n resources that the country 
was undergoing at every moment. This is an unavoidable task of the e-co
nomic authorities, regardless ot the long-term policy which is in force. 

Toward the end of 1975, notable progress had been made in both aspects. 
The Economic Recovery Program had achieved its aims. The levels of eco
nomic activity had been adjusted to the externa! conditions the country 
was facing, creating at the same time stable bases for future economic 
development. 
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This permitted the formulation of a set of objetives for the year 1976, the 
achievement ofwhich would mean an improvementoftheeconomicsitua
tion for the country. lt is important to emphasize that this concept wás not 
based on a favorable change in world economic conditions, but rather on 
the realistic conditions under which the economy was already operating. 

In the Report on the State of Public Finance for 1975 four basic objec
tives were proposed: reduction in the rate of inflation, the assurance of 
equilibrium in the balance of payments, the gradual recovery of the levels 
of production and employment, and the necessity to maintain and to con
solidate the process of basic legal reforms required for the development 
of the long-term economic policy. 

This set of goals is characteri¿¡ed by its coherence and realism. lt consti
tutes the maximum the country could achieve, given the restrictions the 
country was facing. lt is very satisfying for the Govemment to be able to 
state that the goals proposed to the country one year ago have been fi.JIIY 
accomplished, allowing us to look to the future with greater optimism. 

11. The Evolution of the Economic Situtation during 1976 

With th is analysis of the e vol ution of the various sectors of the Chi lean eco
no m y in the year 1976, we intend to show the consistency of the measures 
adopted and their results, in relation to the role assigned to each sector in 
the long-term development program. 

The fiscal Situation and The Public Sector 

In Chile, the State has by custom been assigned a practically monopolistic 
role in the allocation of resources. 

The mistrust in the performance of the economy based on free operations 
in the market led the State to intervene progressively both directly and in
directly in the allocation of resources. This was translated into consider
able waste of the scarce resources available to the country, in permanent 
financia! imbalance, and neglect on the part of the State of the activities 
which are proper to it. 

In the present development programs, the State has been assigned a sub
sidiary role in matters of production and an active mle in the activities 
which pertain to the State, especially in social programs which deal clearly 
in redistribution and which tend to eliminate extreme poverty. 
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This meant a significant reallocation of public spending for the sectors 
which have priority .in action on the part of the State, together with a 
significant reduction in the size of the public sector. 

In 1976, the level and structure of public spending were adjusted in confor
mity to amounts compatible with the requirements of the long-term policy. 
Public spending reached 27% of the GNP; of this amount, 5.3% corre
sponds to payment of the foreign debt. The deficit is 2. 7% of the GNP. With 
copper at a price similar to that for the last ten years, there will be a sur
plus in fiscal operations. 

The process of reducing the size of the public sector has been continuad 
sin ce 1973 when Government spending was 43% of the GNP with a deficit 
in the order of 24% of the product. 

lt is important to point out that the transformation of the public sector had 
to be carried out qliickly asan indispensable means to achieve a high .and 
· si.lstained rate of growth in the neartermunder stable conditions in the in
terna! and externa! sectors. The effect of the fluctuations in the world 
economy on the economic situation in Chile were nota cause of the adjust
ment in the fiscal sector; they only.conditioned the rhythm of this adjust
ment. 

The favorable externa! conditions which the country faced at the begin
ning of 1974, together with the natural difficulties associated with the ini
tiation of a reduction and reallocation process, explain the slowness at the 
beginning of the adjustment process. 

The changes in economic conditions produced in 1975 obliged us to ac
celerate the reduction process. The necessity to achieve adjustment to the 
new conditions in a very short period of time obliged us to emphasize 
steady reduction nithe(than reallocation of public spending. 

The equilibrium achieved in i 975 permitted us to continue in 1976 the pro
cess of gradual reallocation of spending in favor of the priority sectors .. 
The higher resources received by the Goverriment as a result ofthe up
trend in the levels of activity were not used, nor will they be used in the 
future, to increase the reallevel of fiscal spending,but they wlll permita 
reduction in taxation. 

221 



Balance of Payments and Foreign Commercial Relations 

Traditionally the country has placed its relations with other countries on a 
protectionist basis which permitted the country to industrialize and to 
achieve self-sufficiency in the productive area. 

This caused the development of an inefficient monopolistic industrial sec
tor with high consumption of imported intermediate materials. Agriculture 
and non-traditional exports remained unprotected. 

The policywith regard to foreign capital prevented the entry of a significant 
amount of foreign resources to complement efforts to capitalize in the 
development of productive activities. 

The country became more and more dependent on other countries, and 
had to resort increasingly to foreign indebtedness in order to maintain its 
levels of consumption and investment. 

The present development program assigns a substantially different role to 
the foreign sector. lt is basic in order to achieve the efficient use of the re
sources, that the interna! productive activities begin gradually to tace 
foreign competition. This presupposes a relatively low level of protection, 
similar for all productive activities. 

A policy open to foreign capital has been proposed to permit foreign re
sources which can develop productive activities under conditions similar 
to those of i nternal capital. Th is is val id except for those sectors wh ich be
cause of their special characteristics, have been reserved for internal 
capital. 

When the policy began in 1973, the country was faced with a crisis in 
foreign trade. Even though the price of copper that year reached US$1.11 
per pound, in 1976 dollars, the commercial balance showed a deficit of ap
proximately US$340 mi Ilion. The foreign debt had been renegotiated, with 
payments deferred to future years, and the country did not posses the mín
imum reserves required in order to import the most urgent necessities. 

In 1976 there will be a surplus of US$339 million in thecommercial bal
ance, with copper at US$0.65 per pound and service on the foreign debt 
over US$860 million. Atthesametime, and forthefirsttime in manyyears, 
the level of the foreign debt has begun to decline. 
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lt is i mportant to point out the magnitude and thetranscendence of the ad
justment which has been achieved. 

The country h.as reorganizad the balance of payments and recovered ade
quate reserve levels to meet extremely unfavorable externa! conditions. 

This process has been carried out together with a policy to gradually 
lower the tariff duties, while allocating a substantial amount of funds to 
payment in full of the foreign debt commitments. 

The financia! solvency which has been achieved has allowed us to con
duct our foreign relations on a strictly commercial basis. The country's 
sovereignty is not at stake because of the fact that foreign capital is 
brought here to produce, but there is no doubt that a country does com
promise its sovereignty when it must resort indiscriminately to foreign in
debtedness because it does not possess the resources required to finan ce 
its own imports. 

The opening of the economy to the outside and the adjustment of the bal
ance of payments were proposed from the beginning of the economic 
program as the basic requirements in order to reach the goals that this 
program had set. The policies proposed have been carried out gradually 
and consistently. As a result of the unfavorable situation of the world eco
nomy, it was necessary to make certain adjustments such as the devalua
tion of the rate of exchange in 1975, and the revaluation of the peso in the 
middle of 1976. 

These measures, which were misinterpreted asan abandonment of the 
foreign trade policy, had just the opposite effect. That is to say, they were 
to guarantee the achievement of externa! balance and the opening of the 
economy to the exterior. 

Activity and Employment 

Until1973 the Chilean economy was stagnating and unable to generate an 
adequate level of new jobs. 

This was caused basically by the unproductive use of resources in the fis
cal sector and the allocation of a significant portian of resources to the 
import-substitution industrial sectorwhich, because of high cost, was un
able to compete outside. 
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The lack of a capital market and fixed interest rates prevented significant 
growth in the leve! of savings. All this, together with a negative foreign in
vestment policy, did not permit adequate growth in the stock of resources. 

The present development program is designed to alter substantially these 
conditions, so asto guarantee a high growth potential forthe Chilean eco
nomy on sound and realistic bases. 

However, the first stage of this process of reallocation of the country's re
sources from the public sector to the prívate sector and from the inef
ficient industrial sector to the agricultura! and exporting sectors, causes 
temporary disuse of resources, with negativa effects on the levels of activ
ity and employment. 

lt was also necessary to allow the economic units to adjust their artifi
cially high employment rates so asto return to normallevels of production. 

The decline observed in the levels of activity and employment at the 
beginning of 1975, was the result of the adjustment measures required by 
the long term policy. 

The tight restriction of resources that the country began to feel at that 
time required an adjustment of the level of economic activity to the new 
conditions. This caused additional declines in production and employ
ment. 

The success of the economic recovery program permittea a slight but 
sustained recovery in the levels of activity in 1976. 

The equilibrium achieved in the fiscal sector and in the balance of pay
ments provided more resources for the economy, according to the basic 
.lines of the development program. 

The symptoms of recovery demonstrated in the level of employment are 
concurrent with the rhythm of recovery seen in economic activity. 

According to figures available for the Greater Santiago Area, employ
ment has increased steadily, having reached its lowest point in 1975. The 
case of industrial production is very similar. 

In spite of this, the unemployment rate according to figures available for 
Greater Santiago, continuad to increase during the first semester of 1976, 
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reaching arate of approximately 19%. This is explained by the increased 
rhythm of growth in the labor force -especially among women- over and 
above the growth in employment. 

In the third quarter of 1976 this situation is reversed, with a ratE;l of about 
17% in Greater Santiago. 

We must point out that on a nationwide level, the unemployment rate is 
substantially below that of Santiago, since unemployment in rural areas, 
which depend~ on agricultura! and mining activities, is relatively inferiorto 
unemployment in urban areas. 

Money and Prices 

Sin ce the decade of the 1940's, the Chilean economy has experienced per
manent financia! imbalance which causes inflationary pressures. 

Massive price-fixing worsened the negativa effects of inflation, producing 
serious distortion in relativa prices, which originated irrational allocation 
of produc,tive resources. 

The achievement of economic stability was cited at the outset of this pro
gram as a basic condition for the long range development expected for 
the economy. 

The correction of interna! iinancial imbalance began at the end of 1973, 
when the economy was on the verge of hyperinflation. The basic cause of 
this was the deficit in the fiscal sector and the public enterprises, on 
which we commented earlier. 

In 1974, inflation was reduced to 375.9%, in 1975 the rate dropped to 
340.7%, and this year it shall be reduced to approximately half of that of 
the previous year. 

As in other areas of the ec.onomy, the goals set for control of inflation have 
been accomplished. In sorne sectors people are not clearly aware of the 
importance of these achievements. 

In a country with more than thirty years of inflation, a series of mechan
isms and habits had been created and established as a means of protect
ing the various sectors from the effects of inflation which, however, only 
reinforced and fomentad the inflationary process. The reduction of infla-
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..:t(ori: as h:igh and as persistent as that known in Chile, is a much more 
,.,.. ardú,ous task than the reduction of moderate inflation. 

This process was even more problematic because of the demonitization 
of the Chilean economy, as a result ofthe maintenance ofexcessively high 
rates of inflation over such a prolongad period. This causes the monetary 
effects of slight interna! or externa! imbalance to bring about substantial 
changes in the amount of money, with the resulting effects on the stabil
ity of the system. 

These achievements permit us to state that the year 1976 is a significant 
milestone in matters of inflation control. 

Objectives of the E::onomic Policy for 1977 

The economic policy undertaken at the end of 1973 has permitted us to 
rectify the abnormal economic situation which existed when the present 
Government assumed control, to overcome successfully the effects of a 
world crisis which affeGted the country very seriously, and to create the 
basic conditions for the social and economic development of the country. 

The year 1977 and those which follow shall be characterized by an ac
centuation of the conditions for economic recovery and interna! as well as 
externa! stability that were observad in 1976. 

A:1 organizad and coherent '3conomic policy, such as the one we have 
been applying, and which is already beginning to bearfruit, cannot be irre
sponsibly altered for the purpose of obtaining spectacular short term re
sults, which are short-lived and very costly in terms of a loss of permanent 
well-being for the entire popu!ation. 

The objectives of the economic policy for 1977 do not differ in quality 
from those of 1976. 

The control of inflation will be stressed even more, and higher levels of 
activity and employment shall be achieved, while continuing to maintain 
normalcy in the externa! sector. 

The Fiscal Situation and the Public Sector 

The equilibrium achieved in the fiscal sector shall not be altered. 
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The budget contemplates an improvement in the level of wages in the 
public sector and significant íeal increments in spending on hoi.Jsing and 
the infrastructure. 

Fiscal spending in directly productiva activities should continue to 
decline. 

The process of interna! reallocation of expenditure in sectors such as edu
cation and health should increase so asto assure that the greater pro
portian of resources is channeled toward the sectors most in need ofthem. 

lt is important to point out that the level of fiscal spending reached as 
a percentage of the GNP is adequate, and should not be altered, regard
less of whether the externa! conditions of the country improve signifi
cantly. 

Balance of Payments and Foreign Relations 

The country's foreign trade situation for 1977 does not differ significantly 
from the present one. lt does not seem reasonable to assume that the 
price of copper will rise significantly above the present level, and the 
country must tace the foreign debt due in the amount of US$ 900 million. 
The effecto of the policies in force with regard to foreign trade will allow us 
to be better prepared to tace unfavorable international economic condi
tions should it be required. 
In 1977 we w~ll be able to finance a higher level of imports than in 1976. 

We will be able to meet foreign debt commitments without the need to re
sort indiscriminatelyto further foreign indebtedness. On the contrary, the 
foreign debt policy shall continue to be conducted on the basis of the long
run profitability of these resources. 

The international reserve policy to be followed will permit the country to 
tace futtlre fluctuations in externa! economic conditions without sharp 
alterations in the level of interna! activity. 

The exchange rate and tariff policies tending toward the opening of the 
economy to the exterior shaH continue. 
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Activity and Employment 

The levels of activity shall continua to increase gradually, but system
atically. 

Unless externa! economic conditions changa substantially, a very rapid 
reactivation process is incompatible with the maintenance of externa! 
equilibrium, and so the reactivation could not be permanent. 

The level of employment shall continua to rise as the economic activity 
recovers, which will allow us to reduce gradually the temporary programs 
designad to absorb unemployment. 

lt is important to point out, however, that in the medium run there will still 
be relatively high rates of unemployment in the economy. 

The traditional inefficiency of various productiva sectors, the low rates 
of investment and low investment productivity created an economic struc
ture which was incapable of generating productiva employment for the 
labor force. 

Only in the medium and long run, and insofar as the process of realloca
tion of productiva resources is consolidated and high rates of investment 
in highly productiva sectors are achieved, will the traditional problem of 
unemployment in the economy be permanently solved. 

Money and Prices 

As we have pointed out befare, the year 1976 is a landmark in matters of 
inflation control. 

The Government shall continí.Je inalterably its policy to control elements 
which cause inflation. 

Equilibrium in the fiscal sector and the systematic reduction of deficit in 
the companies in the public sector and in the Savings and Loan Associa
tions will guarantee the end of the long history of inflation in Chile. 

As we have pointed out, the characteristics of the Chilean economy make 
the control of the inflationary process particularly difficult and slow. How
ever, the maintenance of a policy which acts on the causes of the process, 
and not on its symptons, assures the achievement of the final goal. 
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The Government has been consistent in the application of an economic 
policy which we believe is the only one that will permit us to achieve a high 
level of well-being for all Chileans. The Government has also been con
sistent in pointing out to the country the cost of this policy and the 
benefits that can be expected from its application in the short, medium 
and long term. 

lt is very easy to promise spectacular and immediate results. But experi
ence teaches us irrefutably that the cost of adventures in economic policy 
inevitably has to be paid and that cost is infinitely superiorto that produced 
in the transition toward a more realistic and less discretionary policy. This 
sort of policy, achieved by effort, is the only one that guarantees a stable, 
fairer and more prosperous social system. 
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latin American Association 
of Financial Development 
lnstitutions 

Sergio de Castro Spikula 
Minister of Finance 

March 29, 1977 



The Seventh Meeting of the Latin American Association of Financia! De~ 
velopment lnstitutions opened on March 29, ··977. On that ocassion the 
Chilean Minister of Finance made the opening address. He spoke on the 
basic principies of the economic policy of the present govemment, espe
cially in terms of allocation of resources, income distribution and stability 
and growth. The text of the address is as follows: 

lt is an honor forme to open the Sessions of the Seventh Ordinary Meeting 
of the General Assembly of the latin American Association of Financia! 
Development lnstitutions. 1 would like to take this opportunity to explain 
the basic principies of the economic policy of the present Chilean Gov
emment. 

Given the objectives pursued in matters of allocation of resources, in come 
distribution, and stability and growth, many have mentioned the existence 
of an economic trichotomy. However, i am su re that if we exaggerated the 
neglect of only one of these objectives, we would run the risk of a serious 
conflict in the achievement of the other two. There is no doubt that in the 
economic history of our country, the tragic errors in economic poiicy 
committed over the last decades representad a serious lack of attention to 
the allocation of resources, thus transforming the objective of redistribu
tion of income into pure rhetoric, while stability and growth were impos~ 
sible to attain. The exacerbation of these erroneous policies during the 
Popular Unity regime led to economic, political and social chaos from 
which we had to be rescued by the Armed Forces. 

An indispensable requisita for the achievement and maintenance of an 
adequate standard of living for the population is a productiva structure 
capable of sustaining and backing up the work of the economic agents 
with a system which permits the type of management that will provide a 
stable economy. In this respect, we are certain that Government must 
establish norms and take direct action in orderto assure fair distribution of 
income. The most effective way to achieve this is through tax mechanisms 
and the allocation of public spending, rather than by undue interference 
in the market, which is the best system for the allocation of, resources. 

Perhaps it would be worthwhile to pause for a moment to analyze what we 
undlerstand by the subsidiary role of the State. lt is clear that at a particular 

233 



point in time, a situation may exist in which the area covered by what is 
understood as the subsidiary role of the State is much broader than what it 
is thought it should be. The job of the economic authorities is to create 
conditions so that either directly or indirectly (as is most obviously the 
case of the sale of public enterprises) incentives are built into the system, 
so that the prívate sector feels motivated to participate in an ever broaden
ing variety of activities. There is little reason to doubt that the process 
towards statism began in our country nearly forty years ago with the 
creation of public enterprises with their own exclusive tax system; by the 
granting of preferential treatment to foreign investment as comparad to 
national investment which was out of all reasonable proportion, and which 
led to special mechanisms for participation in these businesses such as 
mixed enterprises and in extreme cases, expropriation; the creation of 
semi-public financia! institutions with a monopoly in the use of certain 
clauses, for example, the Savings and Loan Associations with respect to 
the indexation system; and finally, many other actions which kept our 
prívate businessmen and certain smaller foreign investors from partici
pating in basic activities in the productiva structure. For this reason, we 
understand that we are creating, not only in fact, by means of passing 
enterprises directly into prívate hands, but also by right, a subsidiary State, 
which we see reflectad in profound changes such as the reforms in the 
areas oftaxation, tariffs and banking, as well as in the Law of Financia! Ad
m in istration of the State, and the Foreig n 1 nvestment Statutes, to na me the 
fundamental instruments that govern economic activity in our country. 

For this reason Chile, in view of its role as a subsidiary State, cannot and 
should not withdraw from the management of the interna! economy. Chile 
is giving ample proof of being an integrationist and "Americanist" coun
try. Foreign trade continuas to grow; economic interchange with our 
Spanish-speaking brothers has increased and we hope it will continua to 
do so based on solid principies capable of maintaining this growth. The 
norms for foreign investment guarantee fair, equitable and non-discrimi
natory treatment with respect to local businessmen. Geographical integra
tion through the creation of a large infrastructure is also convincing proof 
of the openness which characterizes this Government. 

B. lncome Distribution 

Much has been said about the distribution of inéome. However, not one of 
the crítics of the current system which, it is claimed, will leal to eventual 
regressive distribution, has paused to consider two of the system's funda
mental aspects. We have already mentioned that carelessness in the pur-

234 



suit of an objective can lead to destruction of the end itself. There is no 
doubt that in order to distribute, there must be something to give out. lt is 
not strange that the very complexity of many situations makes the one who 
is analyzing lose perspective and distract his efforts, giving attention to 
other problems, implying that the essential is under control. However, it is 
no less strange that as a result of these efforts which had neither direction 
nor purpose, the analyst has never even questioned the essential and the 
obvious of the situation. In 1973 Chile was an exhausted country, socially 
and economically destroyed. This situation was nothing less than the 
result ot an absolute lack of perspectiva and projection. 

Innumerable measures mistakenly called means of redistribution were 
undermining the basis of society, that is, its social harmony. Together with 
this, the ever-widening breach between the demand for necessities and 
their availability was increased by these measures that only seemed to 
redistribute poverty and hatred. This point is one which the critics ot the 
present system have always omitted from the framework of analysis. 

The second aspect which has been ignored in the opinions published on 
income distribution, is related to the superficial level of the focus of the 
analysis. The distribution of income is the result of difterent variables, 
sorne of which are the direct concern of Government. lt is really surprising 
that those who express serious concern for this matter have said andana
lyzed so little about the serious efforts in matters of allocation of public 
spending that has been used to improve the activities such as the milk 
program, child nutrition, the National Scholarship and Student Aid Soci
ety, and the creation of other projects with similar or even larger scope, 
such as the Training and Employment Fund, the creation and revitalizing 
of Kindergartens, the Minimim Employment Program, the equalizing ofthe 
family allowances for dependants ofworkers and employees, the housing 
programs and others for the express purpose of improving the standard of 
living of the most dispossessed. A convenient lapse of memory permits 
sorne to overlook the fact that according to the 1970 Census, 23% of the 
Chilean population lived in utter misery in spite of the factthat from 1965-
70 Chile enjoyed the highest copper prices in history and unprecedented 
foreign political and financia! support. What was not done during long 
periods of relative prosperity is expected to be accomplished now in a 
short period, and at a time when the country has had to face the worst 
world economic crisis since 1930, and when we have just emerged from 
the destruction provoked by the former Government in its attempt to 
Sovietize our country. 
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it is also strange that no one mentions the nearly total annulment of the 
vast and confused system of tax and tariff exemptions whose direct bene
ficiarles. were not exactly those who comprise the poorest sectors of our 
country. lt is surprising too, that no one refers to the fact that, as a result of 
the impartral framework created by the market, today we have a clear and 
precise subsidy system basically directed to the hiring of labor and to 
efforts to develop spdcific geographic areas of the contry. Formerly, be
cause of the subjective nature of the various economic relations, there was 
an accumulation of hidden subsidies which were highly regressive in 
nature. 

Only when these two aspects have been taken into account is it possible to 
speak of income distribution in an objective way. 

The seed of sustained growth takes hold amidst harmony between effi· 
ciency goals and income distribution, but the consolidation of progress in 
these matters requires, among other things, a stab!e financia! framework 
which avoids exaggerated fluctuations in economic activity as a whole. 

Every financial policy must produce coherence among the three main 
sectors -the foreign sector, the monetary sector and the real sector. 
However, coherence in these sectors alone is not a guarantee of stability; 
there must also be sufficient flexibility so as to prevent imbaiance in 
sorne sectors from causing serious disequiHbria on being passed on to 
the others. 

In matters of macro-finance, the effort has been concentrated on creating 
the conditions for providing Chile with a stable financia! structure. 

In the foreign sector, the purpose of the exchange and tariff policies has 
been to vitalize the entire productive area and to guarantee consumers 
access to goods and services at ueasonable prices, while correcting the 
serious distortions in the structure of relativa prices. in this way, the 
guowth of non traditional export activity has gradually been freeing the 
balance of payments from the influence of sudden variations in the price of 
copper. A more flexible foreign sector, really subject to economic policy 
guideiines, has developed. There are sti!l sorne rigidities and we cannot 
fail to mention the magnitude of the service on the foreign dlebt which is in 
the order of US$900 mi Ilion per annum for the 1976 81 period; that is to 
say, for 1977, about 8% of the G.D.P, 
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From this point, through adequate management of intemationa.l reserves, 
of the income from copper, a.nd from the continuity of a policy which 
favors an opening to foreign trade, a sector can be created in which the 
economic authorities can meaningfully crea.te policy guidelines. 

Substantial changes, from the elimination of controls on the interest ra.te 
and credit, to the creation of an institutional framework for the banking 
system which permits financia! intermediarias to function as they should, 
have been introduced into the monetary sector where the spectrum of 
activity is perhaps the broadest. With regard to interest rates and credit, we 
must not fail to mention that permitting real market factors to determine 
their own levels and distribution has been one of the greatest achieve
ments in matters of allocation of resources. Systems which exercise direct 
control of these variables become irremediable growth-retarding fa.ctors 
a.nd cause regression in the distribution of income. lt is sufficient to reca!l 
that interest ra.tes a.rbitra.rily established by the authorities at levels which 
did not even compensate for inflation permitted those same authorities to 
distribute among their friends the scant savings generated by the public. 
Under this system many quick fortunas werre amassed by certain individ
uals and grroups who recall those times with nostalgia. Those wlho need
ed credit, but who had no political strings to pull, could only reso1i: to the 
black market for credit at usurers' rates, many times converted into abuse 
by those who enjoyecl access to cheap officia! rates. Tlhere is no usury 
worse than that generated by systems which distribute the rresources of 
the community by means of pressure and personal involvement, without 
reflecting the trrue value of these resources. it is usury for those who invest 
their sa.vings at the disposition of the system and for those who need the 
credit and are willing to pay its true price, but ca.rmot obtain it. 

The extension of crredit on the basis of real prices has permitted the 
management of money which, although stilllacking the flexibility and the 
effectiveness really required, is based on impersonal mechanisms of 
which the public is fully informecl. Today, by means of instruments issued 
by the Central Bank and the Trreasury Department, financia! management 
tools are available that had been virtually non-existent durring these !ast 
periods. 

There is no do u bt whatsoever that the creation of a legal frramework for the 
fina.ncial system has brought about the revitalization of one of the most 
important activities in a modem economy. Financia! intermediarias must 
exist in every economic program which has as one of its objectives the lbest 
use of national resources. lt is within this system that good ideas and the 
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availability of funds to transform these ideas into deeds are found. The risk 
should be measured and weighed in all dimensions by savers as well as by 
investors. They, and only they, should be the ones who profit by or lose out 
on the final results. This is the basis of an economy designed to achieve 
high and sustained rates of growth. There can be no other way, because if 
the Government guarantees irrational risks, the moment will not be long in 
coming, as ocurred in Chile during the previous administration, in which 
the resources fortransforming good ideas into concretefacts have already 
been squandered in an effort to maintain alive an accumulation of activi
ties and situations which have proven to be erroneous. 

There is still a great deal to be done in this sector. The economy must 
recover as soon as possible the normal levels of real cash balances. This 
can be achieved as the rate of inflation diminishes in such a way that the 
cost of maintaining this asset will be lowered. The tendency of each one of 
these variables points toward a quick recovery in the monetary sector. But 
at the same time, we must take additional steps to create a legal framework 
for the system itself and the monetary policy as such. lt is important to 
open the ban ki ng systems so that those who are special ists in th is com plex 
field are those who in fact occupy executive positions. The legal reserve 
requirements and reserves are still high. When the time is right, therefore, 
adequate measures shall be taken. 

The thorough going corrections in the foreign trade and financia! sectors 
have included, both directly and indirectly, positive modifications in the 
real sector. lt is by means of a realistic exchange rate, limited customs 
duties, anda policy of real prices and interest rates that an economic infra
structure can be established which is capable of maximizing domestic 
saving and of directing resources to the investment sectors that are com
paratively advantageous for the country. At the same time, there are man
agement varial;>les proper to the Government in the real sectorwhich make 
it indispensable to refer to the basic aspects which have inspired policies 
on public revenue and spending. 

In the case of the public sector, it is necessary that the increased flexibility 
in the finan ces of the sector be consistent with the objectives of allocation 
of resources, income distribution and reduction in the size of the public 
sector. Obviously, the flexibility sought means changes in both the struc
ture and the level of revenues and expenditure in the public sector. 

With respect to the structure and level of income in the public sector, the 
measures which have been adopted should be classified according to the 
principal sources of income. 
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With regard to tax revenues, the principal measures taken are those deal
ing with implicit and explicit distortions from this sources of income. Thus, 
for example, and in relation to implicit distortions, the tax reform has, in 
fact, brought about allocation of resources fundamentally based on the 
market mechanisms, by means of the elimination of innumerable exemp
tions, thus preventing obligatory prior investment, whether in the public 
sector itself or in the private sector. 

As for the elimination of explicit distortions, it should be recalled that as a 
result of the economic legislation of previous governments, many regula
tions earmarked the resources from certain taxes or from part of general 
taxes to certain actitivities and/or regions. However, Decree Law 155 of 
1973, ordered the first general repeal of this type of obligation, which had 
only prevented flexibility in the management of the national public treas
ury and therefore, in financia! policy. 

From the point of view of public income (and of public spending as well), 
the Financia! Administration Law (D.L. N.0 1,263) signifies the total repeal 
of this type of regulation and puts emphasis on the principie of non
earmarking of public income. 

The positive effects of tax reform on the entire business sector (basi
cally the private and public enterprise sector) should be mentioned. 
Significant modifications such as indexation meant the solution of 
serious problems and financia! distortions in the national business sec
tor, so that payment of taxés on artíficial profits have been avoided, and 
the debt-equity ratio based solely and exclusively on the tax system has 
been corrected. Serious vertical integration problems have been solved 
with the application of the value added tax; a rational drawback mechan
ism has been designed; the reform of the Stamp Tax Law and Decree Law 
N.0 455 have eliminated serious distortions which were generated in the 
financia! system among the various instruments, thus eliminating artificial 
preference of certain types of instruments and maturity structures. 

With regard to the policy on income of institutions in the public sector, 
regulations or situations have been created which directly increase or 
motivate investment. 

In all those sectors which finance or which exercise financia! functions, a 
series of norms have been issued ranging from regulations (regulation of 
titles, for example, in housing and agricultura) toan improvement in the 
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systems of recovery and maintenance of capital, basing part of the growth 
in these activities on their own income-generating capacity. 

The achievement of greater flexibility in the structure and level of public 
spending has brought about countless profound changes. 

Parallel to the correction of the distortions on the revenue si de, identical 
measures have been taken with regard to public spending. 

The legal basis for this is to be found in the State Financia! Administration 
Law, D.L 1,263. 

There it is established that there are no predetermined expenses as a 
percentage of revenues oras a percentage of the total expenditure in the 
budget, which concedes a significant degree of freedom in matters of 
fiscal policy. 

IPerhaps the greatest margin of flexibility in matters of public spending 
stems from the effort to define which activities a subsidiary State should 
perform. The concept of the role to be played by the State has meant 
significant reallocation of resources anda decline in the total expenditure 
level. 

Asan indicator of the process of reallocation in public spending, it is worth 
noting that fiscal spending in the social area as a percentage of total 
fiscal expenditure reached its highest leve! ever in 1977. 

Additionally, as was indicated in the section on income, the policy applied 
here is to control the use of foreign debt in the direct financing o·f public 
spending, so that in most cases the payment of the credit must be made 
with resources generated from the investments themselves. 

it is important to mention that there are huge sectors in which the State, 
without changing its role, can in the near and long term, add a high degree 
of flexibility to fiscal policy and likewise to the economic systems in 
general. In orderto do this, functions must be defined independently so as 
to generate systems which presenta higher degree of financia! self-suffi
ciency. Within this program we must point out the sector of Heaith, Educa
tion, Housing and Welfare. The point is not to spend less than what is 
allocated to those sectors at present, but rather to defer its cost in time for 
the agents and beneficiarles, thus generating a financia! system capable of 
improving the use of these resources, of maintaining the present leve! of 
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spending and eventually, of becoming one of the principal sources of 
growth in the benefits granted by this large subsector within the Public 
Sector. 

The advances achieved in matters of reallocation and reduction in public 
spending are considerable. However, it is necessary to point out that the 
task is not complete and that there is still much to be done. 

To sum up, a set of measures has been applied to organize the public 
sector, consistent with the objetives of income distribution and realloca
tion of resources so as to obtaín a flexible public sector, and moreover, 
with automatic stabilizers which help to avoid large fluctuations in the rest 
of the economy (especially in the real and foreign trade sectors). 

Sorne of these built-in stabilizers consist in certain public spending pro
grams such as the mínimum employment program, the direct tax system 
and certain development laws. 

D. Economic Development 

By economic development we mean the harmonious balance of objec
tives. 

Notable progress has been achieved in the objectives set forth in the 
programs. The conditions for interna! and externa! stability, measured by 
the decline in the rate of inflatión and the improvement in the balance of 
payments situation (with a surplus of US$459 million in 1976), as well as 
the favorable tendencies which are observed in the various sectors of the 
economy, clearly demonstrate this to be so. During the year 1976 and, 
especially, in the second semester, there is a significant increase in the 
wage and salary index, a notable decline in the rate of unemployment 
(13.6% in December of 1976, after having reached as high as 19%), and 
reactivation in the productiva sector of the economy (especially in agricul
tura and industry). 

These are the characteristics of the economy which have allowed us to 
continue to adopt additional measures, such as the revaluation of the 
peso, the lowering of the legal reserve requirement, in taxation, and in the 
social security taxes paid by employers, and which tencl toward continued 
adjustment, by means of the economic policy of the rate of activity and 
employment and the over-all conditions of the economy, and by means of 
which we will reach the goals established for economic development. 
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Higher levels of production are achieved through the improvement of the 
allocation of our productive resources; high rates of growth are sustained 
with the improvement of human resources and physical capital and by 
growing rates of domestic savings. The fruits of this are a better standard 
of living for the population and the achievement of an equitable distribu
tion of income, so that all of our citizens may participate in the progress 
which the country is to achieve, and is achieving. 

Responsibility in asking and responsibility in giving are the essence of the 
seriousness which should inspire what we all long for so ardently -to 
make Chile a great nation. 
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l. Protectionism and Statism, Causes of Economic Stagnat~on 

The administrativa management of the country under the Popular Unity 
Government led to a profound social and economic crisis. In the purely 
economic aspect a thorough analysis of those three years of government 
leads to the conclusion that there were no changes in the orientation of 
the political economy of the country with respect to previous years, but 
rather, the degree in which these policies were applied was increased. 
Thus, the crisis which had been in the making for half a century flour
ished in its full magnitude. 

In the decade of the 1930's, the idea of inducing torced industrialization 
of the country by raising import duties was introduced. This was the origin 
and the basis of a development program that was inappropriate for a 
small country such as ours. An analysis of the repercussions of the rise 
in tariffs on imports leads us to the conclusion that this was the funda
mental cause of the stagnation in this country in recent decades. The 
exchange rate fell as a result of this measure, thereby decreasing ex
ports. The high protective tariffs granted to import-substitution industries 
caused an immediate reallocation of national productiva resources. This 
meant less production of necessary goods, as was the case of agricultura! 
products, in favor of greater production of luxury items which formerly 
had been importad. Naturally, a small economy which clases itself to inter
national trade faces the problem of the limited size of its own market. Many 
products were no longer attractive for such a small market. The State 
began to substituta for private enterprise in the most varied areas of the 
economy. The very inefficiency of the companies created led to the neces
sity for credit creation to finance the deficit. An attempt was made to con
cea! the resulting inflation by fixing the prices of a large number of goods 
and services. Price fixing led businessmen to look for guaranteed prices 
which would cover the cost of undertaking new activities. As a result, we 
could not make use of our comparativa advantages in relation to other 
economies in the world, and state action gradually replaced private ini
tiative. ControHed prices led to poor allocation of resources. To add to this, 
inflation, which has already beco me chronic because of the necessity to ti
nance enterprises and because of política! price fixing, finally minimized 
the role of the market in the orientation of economic activity. 

Throughout this period until 1973, fiscal expenditure, state participation 
in production and the coverage of price controls, etc. continuad to grow. 
Since no importance was given to the market in resource allocation, what 
did it matter to disturb its functioning even more by inflation? Thus the 
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di1ferent pressures which led to state intervention in price fixing, in the 
use of productive resources and in the absorption of the unemployed 
which the ecQnomic inefficiency had produced, in the final balance were 
financed by means of inflationary money creation. 

Who can fail to recognize these same tendencies which had prevailed 
for over fifty years, and which were only more exaggerated in the econo
mic handling of the three years of Popular Unity Government? Thus, in 
terms of results, what already existed became worse. Between the years 
1950 and 1970, per capita income only increased by an average of 1.3% 
per annum, and the average rate of fnflation reached 32.3% during the 
same period. In the years 1972 and 1973, the Expenditure of the Gross Na
tional Product per cap ita dropped by 1.9% and 5.3% respectively. lnflation 
reached arate of 163.4% in 1972 and around 1,000% in 1973. The extent 
of state control was reflected not only in an increase in Fiscal Spending 
from 27% of GNP in 1970, to 43% of the GNP in 1973, but also, and it is 
necessary to emphasize this, price fixing became generalized, and so did 
the controls on marketing channels, and the quotas on production, im
ports and exports. The State acquired control of an immense percentage 
of the land and of 464 companies, not to mention the large affiliates of the 
Development Corporation (CORFO). 

11. A INiew Economic Order 

With this analysis in mind, the Government designed an Economic Devel
opment Program. Our problem at the end of 1973 was not to return to his
torie rates of inflation, orto historie levels of State participation, and to the 
traditional inefficiency and awkwardness of the economy. 

The explanation of the social crisis does not lie in the last three years of 
poor government. These were rather, a result of various decades of unfor
tunate management of this country, of our permanent status as a devel
oping country, with 22% of the population in extreme poverty. The basic 
solution to our social problems lay in liberating Chile from being the test 
tube for totalitarian and socializing ideologies which resulted from the 
lack of prospects for the future, or in overcoming poverty or in guarantee
ing individual freedom and economic well-being, which would have re
sulted from policies which would have allowed the country to grow and to 
incorporate the entire population into a way of lite in keeping with the 
standard of living which modern technology and our country's resources 
permit. 
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The structural reforms which have been implementad are in response to 
this objective. Today, in this respect practically all of the basic measures 
have been taken. From a tariff structure among the highest and most 
distorted in the world, we now have a maximum of 25% anda mínimum of 
10%. In line with tariff policy outlined since the beginning of this Govern
ment, and in accordance with the announcements which have already 
been made, a single tariff of 10% has been established and will be in force 
as of July of 1979. In this way the most basic obstacie for growth in th1s 
country has been eliminated, laying the groundwork for the future strat
egy. At the same time, government spending has been reduced from 43% 
of the GNP in 1973 to 28% in 1979. Of the 464 companies which were not 
strategic but were under state control in 1973, 394 have been sold or nor
malizad. The market determines the price of goods and services in gen
eral in the economy, including the allocation of savings, thanks to the 
profound modifications in the national capital market. Public investment 
projects are decided upon according to an evaluation of their ability to 
provide social returns. 

The conditions for optimum allocation of the country's resources exist 
and the bureaucratic "red tape" which prevented Chileans from making 
better use of business initiative has been minimizad. The State has 
stopped using the tools of economic policy which it controls to subsidize 
the growth of so me productive sectors at the expense of general economic 
growth. Within the new development framework we are not trying to im
pose preconceived ideas about the structure of the economy. Rather, we 
try to create the conditions so that the structure is adapted to the country's 
resources and in that way it is the economy as a whole which grows 
consistently at the highest possible rates. For this we atfirm that having 
abandoned the dogmatism which oriented the economic policy in the 
past, we have created the groundwork for development according to the 
characteristics of our country. 

Having put the economy on the road which leads toa definitiva solution 
for these problems, we may now look forward with confidence, which 
gives greater value and more meaning to the efforts to stabilize the 
economy and to refine short term management in arder to overcome 
soon the crisis we have experienced. 

111. Progress in the Government Development Program 

As Minister of Finance, it is my duty to inform the public of the progress 
which has been made during the past year in matters of stabilization, eco-
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nomic activity, social policy, and the conduct of our externa! economic 
relations. In this respect, we can state that the priorities established by 
the President of the Republic in the Presidential Message of September, 
1976, have been satisfactorily accomplished. 

Balance of IPayment 

On that occasion the President emphasized the necessity to guarantee 
an uncompromised situation in the Balance of Payments. 1 can now inform 
the country that we ended the year 1977 with equilibrium in the Balance 
of Payments. There is a surplus of US$18 million and the Gross lnterna
tional Reserves ofthe Monetary System exceed US$840 mi Ilion. This situa
tion has been accomplished in spite of a very low price of copper and in 
spite of the heavy commitments in foreign debt payments. The lower price 
of copper has been compensated for to a certain extent by a new and 
substantial increase in non traditional exports. On the other hand, the 
image of economic solvency and responsibility which the country has 
shown, has attracted foreign capital and credit which permit us to meet all 
foreign debt obligations promptly, and to avoid additional heavy restric
tions on the Chilean standard of living. 

The correct management of the foreign trade program has permitted us to 
continue with all of the phases of the tariff reduction program. This was 
indispensable in arder to accomplish the transformation in the productive 
area so that the country could achieve higher and more stable rates of 
growth than those to which we had become accustomed. 

Decline of tlhe lnflatñona111f Spiral 

The second of the priority tasks entrusted to us was the reduction of the 
inflationary spiral. The public has been able to recognize the achieve
ments in this area. While the rate of inflation measured by the variation 
in the Consumer Price lndex reached 174.3% in 1976, this index only rose 
63.5% in 1977. The moderation in the rhythm of inflation was reflected 
not only in consumer prices, but also in whoiesale prices. Thus, variations 
in the Wholesale Price lndex for the years 1976 and 1977 were 151.5% and 
65.0% respectively. These advances in matters of stabilization have come 
about to a great extent because of adequate management of fiscal funds 
and of public enterprises. In 1973 the deficit in the Fiscal Sector reached 
55.1% of expenditure; this year closed with a deficit of 9.4% of the outlay. 
The fiscal deficit is explained in part by the reduced income as a result of 
the low price of copper. We should also mention the fact that the price of 
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copper this year (US$0.595 per pound) was 15 cents less than the price 
which would have balanced the fiscal budget, which is likewise 15 cents 
below the real average price for the last 1 O years. 

An orderly organization of expenditure also permitted the Government to 
raise the salaries of public workers while simultaneously reducing the tax 
rates for the first time in many years. We should also point out the reduc
tion in income taxes, the drastic reduction of the transfer tax on house 
sales and the reduction of the rates of first category taxes. First category 
taxes are proportional-taxes applied to enterprise profits. This tax has been 
reduced from 20% to 10%. The Social Security tax has also been reduced 
by 10 additonal points. 

On the other hand, the Gobernment has decided that as of Febraury, 
1978, the system of declaration and payment of annual taxes due between 
the 1st and the 15th of each month from taxpayers subject to the Value 
Added Tax and the special tax as stipulated in Decree Law 825 shall be 
eliminated, except in the case of taxes on fuel. Therefore, in the future, 
the declaration and payment of these taxes shall take place once a 
month. 

With regard to public enterprises, which tour years ago were also impor
tant recipients of bank credit because of high deficits, it should be noted 
that better administration has practically eliminated losses. There are still 
slight deficits in some of them because of social considerations in mat
ters of employment. 

Eccmomic Activity and Emp!oyment 

The third task was to make an effort to improve production, wages and 
economic activity in general. In this regard, the year 1979 has also been 
an enormous success. The GNP grew at a very good 8.6%, with produc
tion in the agricultura! areas increasing more than 15% and recovery in the 
industrial sector in the arder of 12%. Purchasing power of wages and sal
aries has improved substantially this year as compared to the previous 
year, with figures near 25% in real terms. Employment has increased 
consistently -growth on the nationallevel of 180,000 persons, or 6.3% as 
compared to 1976. 

A Summary of Resu!ts. Sorne lnferences From these Facts 

In the light of these figures we see notable advances. However, we are 
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far from thinking that the crisis is over. There is still a long way to go 
to fulfill all of the Government objectives. lnflation must drop from to
day's annual rate of 63.5%; the rate of unemployment in the labor force 
must continua to decline; workers' in comes must continua to improve. 

However, we do feel justified in mentioning the progress made thus far as 
a confirmation that the strategy followed in arder to overcome the crisis 
was the correct one. In the first moments of application of the Economic 
Program, and in the light of the means used to correct inflation, the fiscal 
deficit and the difficult balance-of-payments situation, many people 
doubted its efficacy, qualifying the program as monetarist and biased 
towards the financia! sectors. The Government was always aware that the 
financia! readjustment would be costly in terms of production in the 
short term, but was willing to bear this, convinced that stability was a nec
essary condition for rapid and sustained growth in production. The 
purpose of the Program has always been to improve the standard of living 
for Chileans by means of improved availability of goods, which is the 
product of better growth. The critics saw the financia! adjustment as an 
alternativa goal to growth, whereas the Government saw it only as the 
means to guarantee the long-run objective of increasing production. 

Today we can show that the sacrifies in production were truly momen
tary and without abandoning strict financia! discipline, production and 
wages increased while unemployment decreased, even though in 1977 
the real price of copper is below that of 1975, and we have higher debt 
payments than in 1975. 

The various economic indicators clearly demonstrate the progress toward 
a situation of stability and the improvement in foreign trade with an in
crease in consumption and well-being for the population. This improve
ment in the standard of living under such adverse conditions is the fruit 
neither of time nor of chance. And for us it is evidence that there is no 
permanent contradiction between stability and growth. We have already 
passed the most difficult period of the stabilization program and now the 
real variables of the economy are improving within the context of a sound 
financia! situation, which permits us to be optimistic about the durability 
of these real improvements. 

IV. Perspectivas for 1978 

Until the middle of 1976, the stabilization policy consisted in the use of all 
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the mechanisms for the control of the amount of money oriented to
wards diminishing the rate of money growth. The greater control which we 
have today has permitted us to enter upon the second phase of the stabili
zation policy as of July, 1976, with periodic decreases in bank legal re
serve requirements. With inflation clearly under control, since we started 
from hyperinflation in 1973 and by 1977 hada rate of 63.5%, the greater 
control of money growth which has made it possible to increase credit 
to the private sector, has caused favorable changes in the levels of ac
tivity. 

We look upon the monetary situation for this year with confidence. The 
principal sources of inflation have practically disappeared. This will give 
usa substantially lower rate of inflation than we had last year. Equilibrium 
is expected in the Balance of Payments. All this will allow for even greater 
reductions in bank legal reserve requirements than we had announced, 
within the limits which the level of and fluctuation in production permit, 
in orderto increase interna! credit. Ourexcellent image in theworld capital 
markets allows us access to foreign credit, which means that the Govern
ment is in a position to continue to lower the cost of capital in the country 
without the risk of new outbursts of inflation. All ofthis will have significant 
effects on the increase in production, employment and wages in 1978. 

We wish to point out one more time that a very important role in reacti
vation is being played by those activities which have developed as a result 
of the opening to international trade, which not long ago was nonexistent 
in this country. Between 1973 and 1977, nontraditional exports have in
creased more than six times. Although there are still problems, the eco
nomy has begun to renew itself anda productive structure which is better 
adapted to our resources and in accordance with our comparative advan
tages is developing. 

V. lnitiatives in the Social Field 

Finally, it is important to refer to the line of action followed by the Gov
ernment in the social field. The Government has defined as the respon
sibility of the State assistance to the most needy groups in the population. 
One objective established is the reorientation of Government spending in 
the social field so as to provide more resources for those sectors which 
are beset by extreme poverty. 

This has taken the form of various measures destined to palliate the ef
fects of the economic stabilization policy. The hiring of additional labor 
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is subsidized for 50% of the minimum wage per worker. The subsidy for 
the use of capital in the provincial zones of the country has been substi
tuted by a35% subsidyforthe hiring of labor. Forestation, which has a cost 
structure in which 75% of the costs are for labor, has been subsidized. 
The mínimum Employment Program was created and benefits approxi
mately 180,000 workers. 

Together with this, an unemployment subsidy was created for workers of 
the Social Security Service, and the family allowance was equalized for 
blue collar and white collar workers. As a complement to this, a nation
wide training program was instituted and is in operation. This program is 
organized to perform on a large scale and the activities are concentrated 
in low income sectors. 

In arder to counter the high rates of inflation, an automatic wage and 
salary readjustment system has been implemented. Within the general 
plan for the erradication of extreme poverty, a system for the detection of 
and assistance to the families of undernourished children has been 
instituted. The pre-school and school food programs have been reorgan
ized to make them more effective in the most needy sectors. lmportant 
steps have been taken to reorient expenditure in Education toward 
Primary Education so that it will reach especially those children in the 
poorest strata where 40% of the children failed to attend school, whereas 
in the rest of the country that rate is 20%. In Health, spending has been 
increased in the are of outpatient clinics and in preventive medicine, 
which has a direct effect on the low income sector of the population. In 
Housing, subsidies have gone to low-cost housing, and for the rest more 
real istic readjustments for the loans g ranted ha ve been established. 

The importance given to financing of public spending stems from the high 
social security tax rates in 1970 which were substituted by the inflation tax 
in 1973, and which has been replaced in this Government by indirecttaxes, 
specifically the Value Added Tax. Thus, from the point of view of both the 
financing of expenditure and the actual use of the resources, the taxation 
and public spending systems have become progressive anda higher per
centage of the benefits reach the poorest groups. 

The reorientation of public spending toward the sectors in which the lack 
of resources is more acute, is in response to the Government conviction 
that the social and political problem in Chile will only be permanently 
solved if the country is able to grant access toa dignified standard of living 
and possibilities for progress to all of its inhabitants. 
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A Government which had this purpose in mind could not perpetAJate the 
conditionsof misery in which the development of the country left 22% of 
the population, according to the 1970 Census. 

Nor could we postpone the structural reforms which provide the condi
tions for economic growth, and are part of the definitive solution. 

The advances presented here are the result of the systematic application 
of a policy which minimizes the social cost of stabilization without com
promising any of the long term objectives on which rests the possibility of 
accelerated and sustained economic development which will permit the 
erradication of extreme poverty from Chile forever. 
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Report on the State of Public Finance 

Progress in 1978 

lt is well to remind the citizenry about the priorities established by His Ex
cellency, the President of the Republic in his 1976 Presidential Message, 
so asto proceed with the analysis of the economic and political evolution 
of the country in 1978. In the light of these concepts, it is easier to make a 
comparison with previous years, and a clearer appreciation of these ac
complishments is obtained. 

Balance of Payments 

In i 976, the President of the Republic established as a priority the neces
sity to guarantee a súund Balance of Payments situation, so asto lessen 
the risk of paralyzing our international trade, which would have had r:nost 
serious consequences for the country. In 1977 we achieved equilibrium in 
the Balance of Payments, and in 1978 we hada surplus of over US$600 
million. Gross lnternational Reserves, therefore, exceeded US$1.500 mil
lion last December. 

lt is important to point out that these achievements have been possible in 
spite of the fact that the price of copper in 1977 and 1978 has been lower, in 
real terms, than the already depressed levels reached in 1975. The key to 
overcoming the Balance of Payments crisis has been the notable increase 
in exports other than copper, which increased by 20% in the last year. 
Exports in these lines have increased from US$255 million in 1973, to 
US$1.257 million in 1978. lt must be realized that this increase in exports 
other than copper constitutes a significant in crease in interna! production 
and therefore in jobs for the labor force. lt is also the basic element which 
inspires confidence in our country as a debtor in the international financia! 
markets. And finally, these increases in exports have permitted us to meet 
our debt commitments contracted in previous years without additional re
strictions on interna! consumption at a time when the country has been 
impoverished by externa! factors or by events that occurred prior to this 
Government. The reduction of tariffs, an important corrective measure in 
the structure of our economy, together with an adequate management of 
the exchange rate policy and of monetary policy, have made these results 
possible. 

Justas important as the figures on increases in exports, is the degree of 
diversification in exports both in the number of products exported and in 
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the number of markets these products are reaching. Thanks to this diver
sification, todaythe country is less vulnerabletofluctuations in prices orto 
attempts to restrict our international commerce. 

The Control of lnflation 

The second item in priority as established by the President in 1976, was the 
reduction of the inflationary spiral, a requisite for increasing investment 
and production, and for generating employment in the national economy. 

In 1977, inflation had reached the rate of 63.5%, a significant improvement 
o ver 1976; when the rate of inflation was 17 4.3%. In 1978 there was a rise 
of only 30% in this index. Obviously, this does not constitute the definite 
achievement of the goals we had set for stabilizing the economy, but it is a 
significant approximation. No country can even consider having a sound 
process of investment and the generation of employment with the rate of 
inflation atthis level.lt is impossible notto recognizethatthefactof having 
once more reduced the rate of inflation by half within ayear, as we had in 
1977, constitutes definite success of the program against inflation, and 
confirms once more the wisdom of this policy. 

lt is well to insist on the importance of safeguarding the basic principies of 
the anti-inflationary policy, that is, adequate handling of public finances 
and well organized administration of public enterprises in order to avoid 
excessive money creation. The year 1978 clases with a Fiscal Deficit of 
4.1% over total expenditures. This deficit will continue as a result of the 
fact that copper prices and, therefo"re, Government income from this 
source will be at every low levels. 

lt is estimated that the public enterprises as a group will show a slight 
surplus in 1978, one which would be much higher except for the deficits in 
Railroads, The Chilean Nitrate Association (Soquimich), National Goal 
Enterprise (ENACAR) and the Chilean National Airline LAN-CHILE. From 
this statement we have also excluded the performance of the Greater 
Copper Mining Companies. lf we recall that in 1974, the enterprises con
trolled by the State represented a burden to the State of over US$500 
mi Ilion, a figure which is considerably inferior to that of 1973, we can ap
preciate the enormous progress made. These advances inspire the con
fidence that we shall continue to progress until the public enterprises are 
no longer an economic burden for the rest of the country, but rather each 
one of them is making a positive contribution in proportion to the billions 
of dollars worth of capital invested in them. 
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This organization of the Public Sector, in the Public Enterprises as well as 
in the Fiscal Sector, permitted us to carry out certain very important 
measures in 1978 such as the completion of academic training for school 
teachers at an annual cost of approximately 100 million dollars, the re
valuation of pensions, the 20% increase in the mínimum wage according 
to the lowest grade in the Uniform Wage Scale of the Fiscal Sector as of 
January 1, 1978, an increase in the exemptions from the Real Estate Tax, 
the application of the value added tax to fuel and energy which means less 
revenues and a reduction in social security tax which favorably affects 
employment. 

lncrease in Eoonomic Activity 

The third task established by the President was to increase employment, 
wages and production. In 1978, employment increased 4.6%, which means 
140,000 new jobs, while at the same time the purchasing power of wages 
and salaries increased by 14% in real terms. 

Current estimates indicate that the Gross National Product increased 7.1% 
in 1978. Although this rate is not equal to the 8.6% attained in 1977, which 
is only natural if we consider that in previous years the economy was re
covering from serious depression, it is far superior to the rates of eco
nomic development in the country in the past. This growth has been es
pecially accelerated in the industrial sector, with rates of 12.2%, 9.2% and 
10% in 1976, 1977 and 1978, respectively. 

The results in matters of Balance of Payments, inflation and economic 
activity confirm the appraisal of both national and foreign observers, that 
we are advancing steadily toward complete stabilization, on the basis of a 
sound economy much less vulnerable than it has been in the past, and with 
a great potential for growth. 

The mention of these advances should not .be interpretad as satisfaction 
with the achievements in inflation, employment or economic activity. The 
Government is fully aware that the economic situation of many Chilean 
families is very difficult, and that there is still much to be accomplished in 
every field. We mention these achievements only in arder to point out the 
rapid progress from a crisis situation to one of prosperity and the pos
sibilities of development for all Chileans. The figures are eloquent proof of 
the direction and the speed of this adjustment, and that the correct meth
ods were chosen and applied. There are no grounds to think that the 
crisis has been overcome and that there will be a relaxation in the policies; 
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it would only be a mockery to those who suffer restrictions and it would 
interrupt a su re route to progress on which the country has embarked with 
great succes. 

The Value of These Achievements 

What is the importance of pointing out the success in the economic 
program and in the consolidation of a definite trend toward the stabiliza
tion of an economy preparad to grow? 

The Government.has established three fundamental objectives, none of 
which can be achieved without significant economic success. 

lndependence and National Security 

One great objective is the guarantee of lndependence and National Secu
rity. 

A quick look at the world situation is sufficient to show that the poor 
countries maintain a submissive attitude toward more powerful nations in 
order to obtain necessary resources, and that they even run the risk of not 
being able to maintain territorial integrity. Today r.o one doubts the impor
tance of a country's wealth when it comes to total political independence. 

Freedom for all Chileans 

Another basis objective is related to the perfecting of a political, eco
nomic and social system which will permit the full development of human 
potential. The Declaration of the Principies of the Government clearly 
defines the vis ion of man and of the characteristics of the society in which 
he can live without endangering his rights. This society is characterized by 
the freedom granted to the individual in every field, limiting the action of 
the State to what is strictly required in orderto preserve the common good. 

A State which controls the economic activity in a country necessarily 
inhibits initiative, imagination and the enterprising spirit of its inhabi
tants, limiting in this way the development of abilities and concerns which 
enrich peoples' lives. And what is more serious, the control of economic 
activity gives the State with no counterbalance political power which, 
experience has shown, can be used to control the life of the individual 
impeding his freedom to decide not only in economic matters, but also in 
cultural, family or religious matters. 
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The thorough reform of the Chilean economic system which has been 
carried out in the last five years by this Government has always been 
consistent with the necessity to perfect a society which by its very struc
ture will guarantee true liberty for the Chilean people. 

On the other hand, the efficient production of the goods and services 
required by the population is an essential requisita for the stability and the 
permanence of an economic system. The importance of the economic 
achievements mentioned befare resides in this concept. 

Now, the economic system which has taken shape in this country, besides 
being essential for the preservation of liberty, has shown itself befare the 
eyes of the world to be very efficient from the point of view of maximizing 
production and thereby obtaining the maximum potential well-being for 
the citizenry. This system also provides for true respect for the individual 
and for the conditions in which he can develop the tendencies proper to 
human nature, such as the search forwell-being and material and spiritual 
security, orienting his action toward the achievement of national goals. 

Equal Opportunities and Social Justice 

A third important objective established by the Government consists in the 
attainment of true social justice which is understood as a guarantee to all 
the inhabitants of the country of equal access to those goods and services 
which establish the possibilities to live in dignity and with the possibility to 
progress. The concrete actions undertaken in this sense constitute what is 
known as the Government Social Policy and efforts to achieve equal 
opportunities for all Chileans have taken the form of policies to erradicate 
extreme poverty. 

A diagnosis priorto the formulation ofthe social policy carried out in 1973, 
on the basis of the last Population and Housing Census showed that in 
1970, 22% of the Chilean population was living in extreme poverty. One 
lesson from this study was that the high percentage of the population 
living in extreme poverty corresponded to families of people who are self
employed, because of lack of opportunities in better paid positins in the 
regular labor market, resorting to various forms of employment which are 
relatively unproductive. 

This fact, togetherwith sorne others, indicated that the definitive solution 
to this problem depends essentially on the capacity of the economy to 
create stable and well-paid positions for all Chileans, which is an indis-
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pensable means of increasing the productivity of the population through 
investment in the fields of nutrition, health and education. 

In this way, the totality of the reforms of the economic system was con
siderad as the basic ingredient in the Government's social policy. These 
reforms permit accelerated and sustained growth in production and 
employment, in accordance with the country's potential. 

The intensity of the effort to create the conditions required for greater eco
nomic growth in the country is illustrated by the various measures taken, 
so me of which include the transfer of State enterprises to the prívate sector, 
assignment of property titles to individual agricultura! workers, tax re
forms, tariff reform, free prices, development of the capital market and the 
free interest rates, fiscal reforms, inflation control, the regionalization of 
the country and the simplification of economic activity, the reorganiza
tion of public enterprises, and the socio-economic evaluation of invest
ment projects. 

Nearly all of these measures have already been carried out, and theirfruits 
can be noted in the rates of growth which are far superior to those of 
recent years. 

Having created the conditions for more rapid economic growth, which 
increases the availability of employment for the Chilean people, distor
tions which directly restricted the demand for work have also been elim
inated. lt is not sufficient for production to increase rapidly in order to 
maximiza the demand for labor if at the same time conditions for hiring 
labor are unfavorable. Emphasis has been put, therefore, on measures to 
encourage the use of more labor in the production process. 

The reduction of tariffs on imports has permitted the development of acti
vities which, while unlike the sectors which were being protected by high 
tariffs, require a high degree of labor. The establishment of real negative 
interest rates which had the effect of inducing substitution of labor for 
capital in production has been removed and substituted by free interest 
rates. The rates of social security taxes paid by employers, which in the 
final analysis operate as a tax on the hiring of labor, have been reduced in 
order to put an end to the discrimination against hiring which these taxes 
encouraged. 

All of this means that the economy will give more work and will permit 
better wages at every stage in the production process. Production will then 
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continue to grow more rapidly than in the past because of these reforms. 
The increases in employment and wages will automatically reduce the 
sector living in extreme poverty. In this way, a very significa11t part of the 
medium and longterm struggle against poverty has been completad. 

These long term measures to reduce poverty over a period of time are not 
the only ones. During the last five years, this Government has steadHy in
creased Social Expenditure, channeling more funds to social projects, in 
both relative and absolute terms of the Gross National Product than any of 
the previous Governments. This increase in the resources and the re
orientation of the social programs so that they will benefit more fully the 
most needy sectors, shows the consistency permitted by our economic 
system between an emphasis on short range social objectives and the 
nece?sity to obtain economic growth in order to solve the long run 
problem. 

Resources Assigned to the Social Sector 

Social Assitance and Employment 

The crisis inherited from the former Government and the serious deterio
ration in terms of trade experienced in this country in 1975 led to very 
serious employment problems. The rate of unemployment in the labor 
force in GreaterSantiago increased during 1975to a maximum of 19.8% in 
March of 1976. For this reason, besides the permanent measures taken in 
the field of labor, such as the reduction in social security taxes, the 
creation of unemployment subsidies for laborers, and other general meas
u res mentioned previously, the Government took certain temporary 
measures to alleviate the sacrificas caused by the economic crisis. 

Thus, in May of 1975, a subsidy for the hiring of labor was created which 
consisted of a bonus in the amount of 50% of the mínimum income per 
person hired over and above the number of permanent workers in the 
company as of March 31 of that year. Since unemployment remains high, 
this measure remains in force. In June of 1978, while extending this 
measure for one more year, the rate was dropped from 50% to 30% of the 
minimum income in force, as a means of adjusting the initial rate to take 
into consideration the reduction in social security taxes which had oc
currad during the same period. The number of workers who benefit from 
this system has increased overthis period, reaching an annual total of over 
600,000 monthly subsidies paid in 1978. 

In 1975, the Mínimum Employment Program was created as another sol u-
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tion to the problem o.f unemployment. This program offers work to anyone 
who wishes, for a certain period of time ata rate that is below the mínimum 
wage. The number of beneficiarles of this program, which reached its 
maximum at the end of 1976, has been gradually reduced as the economy 
recovers, to about 120,000 by the end of 1978. 

On the other hand, the Government has been continuously encouraging 
training as the best means of improving the possibilities for work and 
wages obtained by those who make up the labor force. Forthese purposes, 
significant resources have been assigned to a scholarship program ad
ministered by the National Training and Employment Service oriented es
pecially to those who are looking for work for the first time and to the 
unemployed. In 1978, training scholarships were granted to 50 thousand 
people, who have by this means increased their productivity and degree of 
specialization. The funds assigned to scholarships are added to those 
wh ich the various campan ies that partici pate in prog rams u nder the T rqi n
ing and Employment Statutes (D.L. No. 1,446 of 1976). The plan benefitted 
more than 50,000 people in 1978. 

Carrying out these programs has hada very high cost which the Govern
ment deemed necessary to assume in view of the difficult employment 
situation. On an average, between the years~ 1969 and 1970, the last two 
normal years, for effective comparison purposes, US$36.46 million, at 
1976 prices, were spent on Social Assistance and Employment. In 1976, 
US$ 149.63, at the same prices, were spent for the same purpose.1 That is, 
in a period of eight years, the resources assigned to programs related to 
employment have quadrupled. This corresponds to an average rate of 
increase of 19% in the funds assigned each year to these projects. This 
figure is higherthan the general increase in revenues. This average rate of 
growth of 19% peryear in the Expenditure on Social Assistance and Labor 
reflects the high priority granted to solving the problem of unemployment. 

Since the middle of 1976, the situation in matters of employment has 
evolved favorably. In September, 1978, the rate of unemployment in 
Greater Santiago reached 13.7%. Although this figure has diminished 
considerably in the last few years, it still reflects a persistent problem. The 
Government is particularly concerned with this situation, so that a maxi
mum of resources, in accordance with the possibilities of the economy, 
will be assigned to the solution of this problem. This will be facilitated by 

1 In the comparisons, values of equal purchasing power have been used, that is, the do llar at 
1976 prices. 
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the high rhythm of growth in employment which has been reached as a 
result of the strengthening of the productiva system. 

Health, Housing, Welfare, Education and Regional Development 

The emphasis on redistribution of income in favor of the lowest income 
sectors is also reflectad in the increase in Expenditure on Health, Housing, 
Welfare, Education, and Regional Development. 

Between 1969 and 1970, an average of US$750.8 million were spent in 
these sectors. In 1978, 1,047.7 million dollars (at the same price) were 
spent. This corresponds toan increase in real terms of 43.1% during that 
eight-year period, which amounts to a 22% increase in spending per 
capita, given an increase of almost 17% in the population for that period. 
Once again, it is easy to see that this 22% is far superior to the increase in 
the Gross Domestic Product per capita or in fiscal income for the same 
period. In arder to be able to allocate more resources to the social sector, 
while adjusting fiscal spending, the percentage of Fiscal Expenditure as
signad for social purposes has been increased from 40.5% (the average for 
the 1969-1970 period) to 53.9% in 1978. 

On an average, between 1969 and 1970, 9.03% of the Expenditure of the 
Gross Domestic Product were Government contributions to the social 
sectors. This percentage reached 12.26% in 1978, which clearly reflects 
the effort on the part of the Government in social matters and the possi
bilities which our economic system provides for social action without dis
turbing the functioning of the productiva system. 

Reorientation of Social Expenditure 

The Government has not only increased Social Spending, but has also 
carried out numerous programs for the reassignment of the resources for 
social projects, so asto reach more precisely the extremely poor sectors 
and to improve the goods and services which they receive. 

Housing 

In the Housing Sector, one of the most significant measures is the imple
mentation of a new subsidy mechanism by which the beneficiarias receive 
a direct donation, the amount of which depends in inversa proportion on 
the assessment of the dwelling, whose value may not exceed a predeter-
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mined, fixed amount. This guarantees that the subsidy granted by the 
State favors only people of very limited means and in greater proportion 
those who have the greatest necessities. 

Health and Nutrition 

In the last five years, the Health Sector reflects assignment of resources to 
programs which have a direct effect on the health conditions of Chileans 
of very limited income. This new orientation gives great importance to the 
furnishing of clinics in the marginal areas of cities and rural areas, which 
are centers for intensive programs of prevention and recovery from the 
illnesses which most affect the leve! of health of the population. 

Besides the activities in the area of health as such, a great emphasis has 
been placed on nutrition. To incorporate the extremely poor into the 
community and extend social and economic benefits to them, there 
must be an in crease in the productivity of this sector of the population, but 
educational or health programs which permit such an increase in produc
tivity are fully effective only when the beneficiarias are in optimal physical 
and intellectual condition. In 1978, 27,000 tons of milk and enriche<;l food 
for children were distributed and US$26 million were granted to the Na
tional Scholarship and Student Aid Society to finance breakfasts an<;l 
meals for low in come sector students. In a parallel program, food has been 
distributed through the kindergartens, and centers for the treatment 
of seriously undernourished children are functioning throughout the 
country. 

Numerous indicators show that this emphasis on massive health programs 
and on the nutrition of the members of the population at the most vul
nerable age have produced a favorable and rapid evolution in the state of 
health of Chileans. The infant mortality rate has diminished from 79.3 per 
thousand born alive in 1970 and 65.2 in 1973 to 47 of every thousand born 
alive in 1977. The mortality rate in children between one and fouryears has 
dropped from 3.8perthousand inhabitants in 1970 and 2.52 in 1973to 1.88 
per thousand inhabitants in 1977. The rate of maternal mortality has been 
reduced from 1.68 per thousand children born alive in 1970 and 1.32 in 
1973 to 1.01 in 1977. 

Education 

As a consequence of the Government Social Policy, there has also been a 
notable reassignment of resources in Education. Means have been sought 
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to eliminate absence from education, by incorporating the student popula
tion in inaccessible and sparsely populated areas into rural school pro
grams and border schools, where knowledge more appropriate for the 
type of work in which the students will engage on leaving school is 
imparted. 

The emphasis on the extension and transformation of elementary edu
cation has required a volume of resources superiorto thatwhich the State 
could provide without denying attention to other equally urgent naces
sities. For this reason, students of higher education must make a greater 
effort to finance their studies. During the Popular Unity Government a dis
proportionate expansion in the enrollments in Chilean Universities led to 
the assignment of 40% of the education budget to higher education. In 
1978 this figure was 31.0%, reflecting the Government policy consistent 
with concentrating State assistance in the sectors with more limited 
means. 

The National Fund for Regional Development 

The National Fund for Regional Development has been a very useful tool 
for the erradication of extreme poverty during the last few years. lt was 
created in 1974 with the implementation of the regionalization process. 
This Fund has spent over US$60 million in 1978, thus permitting regional 
authorities to salve urgent problems which, because of their particular 
characteristics, would hardly have been detected by the central Ministries. 

The Elimination of Regressive Taxes 

lt is important to point out that the Government's Social Policy, oriented to 
the erradication ofextreme poverty, has not only meantthe increases of re
sources assigned to social projects and their reorientation so asto benefit 
the most unprotected sectors. During the last five years, the Government 
has also eliminated the most regressive forms of taxation. lnflation, 
through the deterioration in purchasing power which it causes, is the most 
negative element which affects the distribution of income. Any effort on 
the part of Government to help low in come sectors is easily reversed when 
there are permanent increases in the prices of the goods and services 
which these sectors require. 

For this reason, the control of inflation has had great importance during 
this period. The Government has conscientiously rejected the inflationary 
credit creation as a means of financing its expenses, because the rise in 

267 



prices upsets the productive system and causes misery to those who 
depend on a wage ora salary for their subsistan ce. lt is also worth pointing 
out here the policy of periodic and automatic wage readjustment applied 
since 1974 and whose purpose is to guarantee the recovery of the pur
chasing power of the workers with respect to the effects of inflation. 

The same emphasis has been placed on the reduction of the social security 
taxes, since it is a tax which limits employment and the net wage of 
workers. This fact converts it into a tax mechanism which is completely 
unfair and contradictory to the basic premises of the Social Policy being 
applied. The average social security rate of the main Social Security lnsti
tutions, which in the years 1970-1973 represented 54% of taxable remu
nerations and which in 1974 fluctuated around 60%, has been gradually 
reduced to a rate clase to 40% of the present taxable income. 

Chile has been affected by serious economic problems in recent years. 
Although we do not possess great wealth, having faced the problem of 
extreme poverty in a reasonable and systematic way, as this information 
illustrates, has permitted significant advances. 

Perspectives 

Legals Aspects of National lnstitutions 

As we have stated, the economic program is part of a coherent and integral 
whole which stems from the very principies established by the Govern
ment. 

The economic system plays a basic role in the progress toward a new legal 
framework for the national institutions. The year 1979 will see the imple
mentation of profound changes in this process. 

The Social Order 

In matters of labor, the policy defined requires as never befare, a more 
explicit enunciation of the duties and rights both of workers and of 
businessmen. Workers as well as entrepreneurs must meas u re their aspi
rations wisely so as not to work against the enterprise itself, as it con
stitutes their source of livelihood. Neither side can expect of the Govern
ment any more than its role as director of the norms of labor relations, 
which as such will establish norms within a framework of justice and ef
ficiency for both laborers and businessmen. Therefore, the Government 
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will not be throwing life preservers to help ratify unrealistic aspirations. 

The grave crisis which began years ago in the welfare system does not 
permit delay in the corrections which must be introduced in the Social 
Security System. The center of these modifications is the solution of the 
problem in the retirement age and the calculation of pensions. lt also con
templates obligatory periodic readjustments of all pensior.s. In this matter, 
the basic steps have already been taken. However, the essential part re
mains to be applied. This means a sound capitalization system which truly 
motivates the eventual beneficiary of the welfare system, so that he will 
save an amount which will permit him to obtain a suitable pension at the 
end of his productive life. 

In the field of health, a plan must be developed for the decentralization of 
the administration of state health organizations, and which separatas the 
financia! conduct and execution in this enormous sector. There is no 
doubt that the existence of a health system which does not require the 
presence of the State, should acquire more importance. 

Government efforts in education have been obvious; the improvement in 
salaries for teachers, and the substantial increase in subsidies to free 
prívate schools indicate this. The Government looks with satisfaction on 
the increased capacity and number of prívate educational establishments, 
as a partial materialization of the concept of freedom in education. During 
this year, the basic characteristic which will orient the process of restruc
turing this sector, will be the administrativa decentralization and decon
centration and as in previous years, and effort to assign the significant re
sources of this sector toward the most dispossessed and the priority 
sector of education which are pre-elementary and basic education. 

The Economic Order 

An analysis of the history of our country and the experience and results 
obtained during this Government, have strengthened the conviction that a 
subsidiary normativa State which permits ample freedom of action and 
that does not act contrary to the common good, is the central axis of all 
policy. In the economic arder, the long studies of the functions and attri
butes of State organs have permitted the conclusion and the application of 
an impersonal, non-discretionary economiG system based on the market, 
the success of which is by now unquestionable. 

The State, in its role as entrepreneur, must be su re that a legal framework 
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guarantees the functioning of its enterprises, corporations and banks so 
that they operate with the efficiency characteristic of a competitiva econ
omy. Th is wi 11 guarantee the con sol idation of the legal management of ad
ministration which has been carried out during this Government in these 
institutions, and which has given very positive results. 

This year, we must proceed with the final discussions on legislation which 
has already been formulated and which determines the functions, facul
ties and structure of the Ministry of Economy and the organs which de
pend on it. 

The Economic Situat!on in General 

For the year 1979, as in 1978, special care will be taken to adjust the man
agement of monetary, fiscal and foreign trade variables, so asto continue 
the process of stabilization, by means of an indispensable reduction in the 
levels of inflation in order to obtain increasingly improved levels of activity. 
This means, among other things, that there still must be a real increase in 
interna! credit in the prívate sector, guaranteed fundamentally by main
taining balance in the fiscal sector and the reduction of the deficit in public 
enterprises. 

As can be deduced from the preceding information, the wise and strict 
management of public finance will permit the transfer of resources to the 
prívate sector which will steadily acquire growing importance in the 
country's economy. The Fiscal Budget today is nearly 30% of the Expen
diture of the Gross National Product. This figure must not increase, anda 
very great effort must be made to decrease it. Any additional revenues in 
the treasury must be used to ti nance changes in the social security system 
which will provide for a reduction in the cost of hiring, and also to continue 
the process of reducing the present tax burden. 

The sound position of the Balance of Payments has permitted, among 
other things, the establishment of much broader stability in the exchange 
rate policy. Thus, for the second consecutive year we have been able to 
establish the price of the dallar for the entire year. 

In orderto predictthe inflation figurefor 1979, itwould be unreasonableto 
add to the rate of devaluation, and the expected external inflation, since 
similar inflationary pressures in goods not traded internationally should 
not be generated, if the possibility exists to increase production by incor
porating existing productive resources. For the same reason, a devalua-
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tion rate of 14.76% should be considered as a significant stimulant to the 
export sector, andas a means of adjustment in the recent growth trends in 
the export sector. 

Exports will continue to increase, especially non-traditional exports. The 
import of capital goods will also continue to increase, and foreign credit 
will be a reliable source of resources because of the economic solvency 
demonstrated by the country. 

The foreign sector will follow the policy of opening to the exterior in all 
fields. New financia! markets will be explored and gradually and prudently 
an externa! credit policy will be formulated to allow greater freedom in the 
establishment of periods of debt. This, togetherwith the growth of interna! 
credit to the prívate sector, will continue to create the conditions for pro
ceeding on the only sound and continuous way to diminishing the real 
interest rate. 

The year 1979, wi 11 be a new year of g rowi ng stabi 1 ity and strong expansion 
in the economy. lt will be possible to sustain these achievements by the 
consolidation of a sound management of public finances and growing 
economic freedom which will contribute to the perfecting of the new legal 
framework which has been announced. 
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lnflation and Financia! Discipline 
in Chile 

l. Brief Outline 

Chile, like many ot the numerous countries on this continent, has suffered 
from a long tradition of inflation. 

In the last three decades the rates of inflation have been significant by any 
standard of comparison. 

The decade of 1940 to 1950 was characterized by an average annual rate of 
inflation of 17.7% with annual (nominal) increases in money and quasi
money of 19.8% and 14.2% respectively. Meanwhile, the rhythm of growth 
of the public sector began to accelerate in relation to growth in the private 
sector. In the foreign sector, as a legacy of the problems generated by the 
world crisis in the 1930's, a closed economic policy was carried out by the 
creation of ever increasing barriers to foreign trade, resulting in the artifi
cial development of a protected import-substituting industrial sector. 

The decade from 1950 to 1960 followed the same pattern as the previous 
decade but with an accentuation of all of its manifestations. The average 
rate of inflation was36.6%while in 1954 and 1955these rates reached 70% 
and 80% respectively. The yearly average for rates of growth for money and 
quasi-money for this period were of 37.6% and 38.9%, which, given the 
exchange rate policy, produced sharp deficits in the balance of payments; 
instead of dealing with the cause of the balance of payments deficits, 
increased reliance on foreign debtwas used as a means of overcoming the 
symptoms. 

The decade from 1960 to 1970 must be divided in two. In the first years of 
the decade a crisis occurred in the balance of payments as a result of the 
increase in credit to the public and private sectors ata rate which was 
incompatible with the policy of fixed exchange and interest rates. The 
public sector continued to expand until the fiscal deficit bordered on 5.0% 
of the Gross Domestic Product. The last six years of the decade show a 
profound change in government intervention in the economy. This period 
saw the initiation of the process which later culminated in massive expro
priations in the agricultura!, minjng and banking sectors. lt was the prel
ude to the exacerbated manifestation ofthese actions during the thousand 
days of the Popular Unity Government. 
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The average rate of inflation was 26.0% per year, aggravated by an in
crease in the public debt which would have a negative effect on the 
economy. The domestic and foreign public debt reached unprecedented 
heights, in spite of the extraordinarily high price of copper which in those 
six years rose to the equivalent of US$1.293 per pound (in 1978 dollars), 
double the rate of any other six year period in the history of Chile. In other 
words, in spite of the most favorable conditions, the future of the country 
was mortgaged on behalf of six years of government. 

The increase in credit to the prívate sector and the fiscal deficit in local 
e u rrency were incompatible with the inflation goals the government of the 
period had itself set in its economic program. As a result, once again 
instead of dealing with basic causes, the manifestations of inflation were 
repressed by emphasis on price controls. 

In the 1970-1973 period, during the Popular Unity Government, the econo
mic authorities implementad severa! intervention mechanisms whose pos
sibilities had not been fully exploited by the previous governments. 

Price controls became generalizad. The multiple exchange rate system 
was revived. The fiscal deficit reached unmanageable magnitudes: from 
2.8%ofG.D.P. in 1970 it roseta 10.8% in 1971, and 12.9% in 1972, to reach 
23.6% in 1973. The rates of growth in the nominal supply of money were 
113%, 152% and 363% respectively in the years, 1971, 1972 and 1973. 

The country's net international reserves fell by more than 600 million 
dollars even though the foreign debt increased in those years by nearly 
ene billion dollars. This caused a dramatic balance of payments crisis 
which resulted in a moratorium on foreign debt payments.ln the year 1973, 
production índices registered significant reductions and the real income 
of workers fell sharply. Actually, by the end of the Popular Unity Govern
ment, real wages and salaries were reduced to figures in the order of 50% 
(sorne studies put that figure around 40%) of real income for 1969. The 
measured inflation, underestimated because the great majority of items on 
the Consumer Price lndex were subject to price controls, reached 508% in 
1973. However, the actual rate, according to studies made by academic 
institutions, was close to 1 ,000%. The Wholesale Price lndex, on the other 
hand, increased 1,147%. 

11. The Causes of the Disorder 

In the first place, on the macroeconomic plane, it can be deduced from the 
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previous information that in the majority of cases, the economic policy 
measures implementad were incompatible with the intended goals. 

In spite of limited availability of foreign financing, vigorous fiscal pro
grams were carried out which led to significant increases in domestic 
credit, which together with a fixed exchange rate policy, led to balance of 
payments deficits and crises. The result was a series of sharp exchange 
rate devaluations which produced discontinuous increases in the price 
level of important magnitudes. 

Although the goal was stable prices, a relatively flexible exchange rate 
policy was designed, but accompanied by significant increases in domes
tic credit to the public sector in order to augment its participation in the 
economy, while simultaneously expanding credit to the prívate sector. As 
if to unbalance the situation even further, a restraint was placad on the 
only remaining macroeconomic adjustment variable, price levels, since 
price controls became increasingly strict. In other words, while stable 
prices were supposedly the goal, policy was set as if the true objective 
were a balance-of-payments target. Conclusion: incompatibility, inconsis
tency, andas a result, failure to achieve the objectives established. 

There is a common denominator for each and every one of the previous 
mistakes: a chronic imbalance of public revenues and public spending, 
brought about by susbstantial growth in spending. The consequences of 
this chronic imbalance have profoundly affected the social, political and 
economic life of the country. 

111. Effects of lnflation 

Without exception the economic programs of the various governments 
have stated stable prices as their goal, and justifiably so, given inflation's 
harmful social, political and economic effects. 

As its social implications, inflation produces serious friction and conflict, 
since those who suffer from it, without fully understanding its causes, 
erroneously identify as the cause of this evil the sector directly and imme
diately involved in the rise of prices. Thus, the consumar blames the 
merchants, merchants the wholesale dealers, and these in turn blame the 
manufacturers and farmers, borrowers blame lenders, and so on, and 
finally, and th is time correctly, the government is blamed. This atmosphere 
favors the development of social conflict and political instability in a 
country. 
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At the same time, inflation affects income distribution, since the continu
ous rises in prices between one wage increase and another produces 
significant but unstable changes in workers' purchasing power. This pro
duces new friction and conflicts between management and labor which 
make good relations within firms very difficult. Government intervention in 
these conflicts only makes the situation worse. The recent increase in 
world inflation has coincided with serious business-labor conflicts in 
countries which foryears had enjoyed efficient channels of understanding, 
guaranteed by a stability in prices which minimized friction between the 
two parties. 

In a strictly economic sense the results are no less harmful. Controls on 
interest rates, prices and foreign trade are an indirect result of inflation, 
and the direct result of the tendency to seek the easy solution to the 
problem by suppressing its manifestations instead of attacking the prob
lem at its roots. With these controls and a fixed exchange rate, inflation 
soon creates a crisis in the balance of payments, a decline in saving and 
domestic investment, the flight of capital overseas, and in general, a 
decline in wealth, in economic activity and in employment. Without mak
ing an absolute affirmation, the Chilean experience allows us to affirm that 
a sustained reduction in inflation at a rate which the inhabitants of the 
country interpretas successful, and the achievement of price stability, are 
indispensable prerequisites for a stable balance of payments situation and 
the elimination of the aforementioned problems. 

From a microeconomic point of view, chronic inflation, aggravated by 
price controls, causes distortions throughout the economy. The price 
system loses value as a source of information because the relative prices 
are continuously affected in different ways by the monetary imbalance. 
Distortions are created in the tax system which usually does not have 
adequate adjustment mechanisms for contracting the inflationary pheno
menon, with consequent negative effects on the equity and the efficiency 
which the system should have. 

The shrinkage and eventual long term disappearance of the capital market 
is another notable effect of inflation, with unfortunate implications for a 
country's development possibilities. In general, the autarchy in commerce 
as well as in investment caused by inflation which is different from that of 
the rest of the world, has predictable, negative res u lts for the development 
possibilities of a small country. 

To summarize, price stability must be one of the most important goals of 
any government for social and political reasons as well as economic ones. 
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IV. The Causes of lnflation 

lnflation has its origin in stock imbalances between the amount of money 
desired and the amount, actually in existence in the economy. The persist
ence or maintenance of a determinad rate of inflation depends on the rate 
of monetary expansion. When there is an excess in the supply of money, a 
generalizad excess in demand of goods and services as well as financia! 
assets, tradable as well as non-tradable on the international market, ap
pears as its counterpart. The solution for this excess demand will be 
carried out by means of price increases for domestically produced goods 
and services and national financia! assets, and by increases in imports of 
goods and foreign financia! assets as well as in domestic production. 

The exchange rate system adoptad is decisiva in determining the final 
result of monetary disequilibrium. Monetary expansion at a rate greater 
than international inflation is incompatible with a nominal fixed exchange 
rate system. Therefore, interna! inflation which is continuously superiorto 
international inflation is only compatible with a system in which the ex
changa rate varies. 

Let us distinguish between an excess in monetary supply which occurs 
once and for all and a rate of monetary expansion which is consistently 
superior to international inflation. 

With an exchange rate that varies freely, a once and for all excess supply of 
money will result in a once and for all increase in the price level, and an 
equivalent increase in the rate of exchange. However, a rate of monetary 
expansion which is continuously superior to the international rate, will 
result in arate of inflation superiorto the international rate anda deteriora
tion in the value of local currency with respect to foreign currency atan 
equivalent rate. 

With the exchange rate fixed, in nominal terms, a once and for all in crease 
in the money supply will result in a once and for all loss of international 
reserves, without effecting the price level system. A rate of monetary 
expansion continuously superior to international inflation, however, will 
result in the eventual exhaustion of international reserves, which will 
cause a crisis in the reserves. Thus a fixed nominal exchange rate is 
incompatible with a rate of monetary expansion which is continuously 
higher than the international rate, if foreign financing is not available. 
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With a freely fluctuating exchange rate, the source of monetary expansion 
is an in crease in domestic credit, in both the public and the private sectors. 
Exchange operations should also be added as a source when there is a 
fixed nominal exchange rate. 

Variations in the factors which condition monetary equilibrium will be 
resolved most rapidly when interest rates are freely determinad. As a 
matter of fact, when people expect the rate of inflation to decrease, the 
prívate sector will want to increase its money holdings, which in turn may 
be satisfied by an increase in domestic credit to that sector.1 lf interest 
rates were controlled, however, there would be imbalance and sorne form 
of credit rationing, and consequently the desired increase in credit would 
be prevented.2 

lt is particularly relevant to analyze monetary expansion caused by public 
sector operations. Unlike the private sector, in which it is possible to iden
tify economic behaviour on the part of business as well as of individuals, 
the public sector is not easy to analyze. The variables which determine the 
amount of money which the prívate sector is willing to demand, such as the 
cost of holding money, either in terms of interest rates or the productivity 
of foreign currency or assets, are not significant for decision making in the 
public sector. lt is all the more difficult, therefore, to relate an increase in 
credit to the public sector toa corresponding increase in the demand for 
money in that sector. 

Of the sources of monetary expansion, the most uncertain, with the least 
amount of information and, therefore, the most dangerous, is public sec
tor credit, since the probability of producing economic imbalance is very 
great, regardless of the exchange rate policy. Moreover, if an excess 
supply of money is created through the validation of a fiscal or public 
deficit, the process of correction is difficult and lengthy because of the 
greater inflexibility in the public sector, due to the direct results of a 

1 Or in lieu. of domes tic credit, by foreign credit through the capital account of the balance of 
payments. 

2 In this case the increase brought about in the amount of money has a destabilizing effect. 
This situation is analogous to an increase in the amount of money through exchange 
operations coming from the influx of capital, explained by differences between the do
mestic and foreign interest rates. The former, in the context of a fixed rate of exchange, 
produces a deficit in the commercial balance, which will persistas long as there is control 
over domestic interest rates. lf interest rates are free, they will exceed foreign rates and the 
creation of money will continue. 
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reduction of the public sector on real activity, prices, and the foreign 
sector. 

This is an additional argument in favor of the conclusion that a sound 
means of safeguarding economic stability is to preserve financia! disci
pline by means of a balanced budget. 

In order to establish a definitiva exchan_ge rate policy, an indispensable 
and basic prerequisite is the certainty that the fiscal sector will not be a 
source of imbalance. 

Other conditions are also required. A market-determined interest rate 
policy is another factor necessary so that the changes in the interest rate 
serve as clear indicators in the formation of economic policy and give a 
precise idea of movements in the real interest rate. Another important 
element is an open foreign sector which fluidly can solve the monetary 
imbalances which occur in the monetary and real sectors. An economy 
which breaks a historie tradition of decades of protectionism will produce 
a definitiva and sound reallocation of resources, which in both the near 
and long terms will mean producing more with the same resources. This 
gain in efficiency is coupled with the establishment of a ceiling on domes
tic price !evels dueto the change in relative prices which are implicit in the 
adoption of a liberalizad tariff and foreign trade system. Finally, it is 
indispensable to evaluate the country's foreign financing capacity in light 
of alternative situations in the Commercial Balance and the Current Ac
count of the balance of payments. From this point of view, the basic 
economic instrument for producing the incentive necessary for the en
trance of foreign capital is the elimination of the fiscal deficit. With this the 
circle is complete. 

lf the fiscal situation is in equilibrium, and there are no foreign financing 
problems, but the rate of inflation is still high, then it would seem advisable 
to move toward a fixed exchange rate policy. The result of this is two-fold. 
First, this exchange rate policy constitutes a stabilizing factor in prices and 
in the economic activity. Second, a decrease in the rate of inflation pro
duces a higher demand for real monetary balances, which gives a further 
impulse to stability, and also allows for a margin of freedom in money 
creation by means of credit to the private sector. lt should be remembered 
that the establishment of the exchange rate level should be at a level 
compatible with the stock of international reserves. In other words, the 
fixing of the exchange rate should not threaten one of the requirements for 
the establishment of the rate itself, wh ich was that the balance of payments 
situation did not constitute a restriction. 



Now, if the rate of inflation is close to zero, the fiscal situation is in 
equilibrium and there are no problems in foreign financing; theoretically, 
the exchange system chosen is a matter of indifference. However, the 
continuad preservation of financia! discipline is much more feasible when 
local currency may be converted into foreign currency ata fixed rate. 

Throughout this exposition of the subject, we have deliberately avoided the 
analysis of periods of adjustment or transition. Our economy is neither as 
closed nor as open as the classical economic theory or the monetary view 
of the balance of payments suggest. In a fixed exchange rate situation, an 
increase in the amount of credittothe prívate sectorwould not produce an 
immediate one hundred percent adjustment by means of the balance of 
payments. There will be pressures from interna! and externa! sources, and 
the adjustments in the economic system will be mixed: in quantity (com
mercial balance and perhaps interna! activity) and prices; the required 
equilibrium will only come through the balance of payments in the long 
run. The monetary and exchange rate policies must be designad within the 
relatively ambiguous framework of information actually available with an 
idea regarding the correct transition path to equilibrium. In addition, there 
may be a restriction which should be taken into consideration. The econo- . 
mic policy and its goals, which in our countries is basically the reduction of 
the rate of inflation, may not be endangered by measures which, although 
they may be consistent in the long run, may in the short run lead to 
erroneous interpretations, and many times to the generation of expecta
tions of an increase in inflation. While it is true that in the context of a fixed 
rate of exchange, the economic policy instrument is credit, it is no less true 
that alteration in the money stock implicit in the increase in credit will have 
an impact on prices during the period of adjustment. lf this impact is such 
that it inverts the expectations which are held with respect to the course of 
the inflationary process, or more, if even without changing the sign of the 
expectations with respect to the tendency of the process, produces a 
sensation of stagnation or scanty achievement in the battle against infla
tion, then it is advisable to be cautious with regard to credit expansion 
goals. 

V. Objetives and Results of the Economic Policy Applied Since 1974 

The foregoing analysis is the base for the economic policy applied since 
1974. 

The magnitude of the errors generated by previous economic policies 
constituted very strong support for the rapid adoption of correctiva mea
sures. 
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Once the basic objectives were defined, what occured from then until now 
constitutes movement toward the final goals, although sometimes ren
dered difficult by exogenous circumstances. 

The fi rst basic consideration of the new economic policy was that the size 
of the public sector in general was incompatible with an economic struc
ture i.n which prívate initiative played a fundamental role. The growing 
volume of real resources invested in the public sector implied a gradual 
strangling of economic activity in the prívate sector. 

Along with this, the market mechanism was recognized as a vehicle for a 
more efficient allocation of resources, provided that the prices and signals 
which flow from the market truly represent the relative scarcity of goods 
and factors. 

A basic element of policy definition, then, was the elimination of every kind 
of control on prices, among them the interest rate. Another simultaneous 
factor was the elimination of non-tariff trade barriers and the reduction of 
customs duties as a mechanism for achieving efficient allocation of re
sources, eliminating these instruments as a means to stabilize the balance 
of payments. 

Together with reducing the size of the public sector, the necessity for 
financia! equilibrium in this sector was emphasized as the only means to 
eliminate inflation permanenty. 

Within this framework of clearly specified objectives, the economic policy 
has also been gradually dealing with the distortions. 

The following magnitudes are an indication of the economic chaos we 
lived: one thousand percent inflation per year; customs duties up to 
550%, with a great many goods prohibited by means of prior deposits of 
10,000%; fiscal spending at 43% of the GDP; fiscal deficit of 23.6% of the 
GDP; real interest rates of 70% per year; and no more than 26 million 
dollars cash in foreign currency as gross international measures. 

The fi rst correctiva meas u re that had to be appl ied in October 1973, was to 
devaluate 506%. The process of reducing the size of the public sector 
began gradually, principally by means of dissolving the mis-named Social 
Area. The creation of the Social Area of the economy had meant that nearly 
the entire national industrial complex had come under the control of the 
Sta te. 
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The first stage of the tariff reduction program reduced customs duties 
from 550% to 250% and eliminated innumerable prior deposits of 10,000%. 

The:financial legislation was modernizad, and interest rates were decon
trolled. 

The purpose of the exchange rate policy was to maintain the real value of 
the exchange rate by means of periodic unannounced devaluations. 

In short, the market recovered its role in the allocation of resources, the 
private sector once again undertook its true productiva work, conditions 
were created to open our economy to the exterior, and the initial impulse 
was given to the creation of a true capital market. However, there was one 
measure which was not taken with the necessary vigor, as subsequent 
events later showed. Even though the decline in the deficit in the Public 
and Government Sectors was significant, it was not sufficient to guarantee 
a significant and sustained decline in inflation and to guarantee a balance 
of payments situation which would not cause difficulties later on. 

Therefore, as a fruit of money creation provoked by the increase in credit 
to the public and private sectors, an increase of over 200% in the price of 
petroleum, and a decline in the price of copper, (a situation that was to 
continua over a period of four consecutiva years) at the beginning of the 
third quarter of 1974 a serious balance of payments deficit was foreseen 
for the end of the year, estimated at the time to be over US$1 ,000 mi Ilion. 
The rate of inflation was still 375.9%. 

Thus, 1975 began with considerable rates of inflation and a potential 
deficit in the balance of payments which constituted a real restriction in 
economic management. 

The only solution for such a situation was to adjust the country to the true 
resources available in arder to avoid payments defaults. 

This over-all economic situation required substantial correction of the 
public sector. The objective was to reduce the deficit drastically and in 
order to accomplish this, measures were adopted affecting revenue as 
well as expenditures. With regard to tax receipts, the tax reform that had 
been undertaken in 1974 was accelerated. Tax revenue was raised without 
introducing distortions into the productiva system and taking care to 
protect the equity of the system. That is, the long term goals of the reform 
program were safeguarded. Nearly the entire extensiva range of tax ex-
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emptions was eliminated, a value added tax was implemented and .a .. · e 

generalized monetary correction system (indexing) was put in practice,:'::· ·::~~::'~ };1 

Another important source of public income, the prices of goods and se't~-~;~::~"···14::: 
vices produced by state enterprises, was brought into line wit~;~ir~¡:iJ~--,--....r~~~,,:;:;l~ 
values, either by submitting these companies to externa! competitioh~ó_t.!;,(2~-~'\:~' · 
in the case of public utilities or other state monopolies, by establishing 
prices based on real values. 

Efforts were also made to control the level of public spending. Fiscal 
spending in national and foreign currency was reduced 15% and 25% 
respectively, all this while maintaining social programs at their 19741evels 
in order to distribute more equitably the social cost imposed by nearly 
three years of destruction and chaos. At the same time, asevere reduction 
in spending was applied in the public enterprises and the Development 
Corporation (CORFO), which in sorne cases reached a rate of 40% in real 
terms. 

These measures were accompanied by an acceleration in the rhythm of 
devaluation as a direct stimulus to the correction of the deficit in the 
balance of payments, and financia! policy was defined based on legal 
reserve requirements that permitted greater growth in more efficient insti
tutions, replacing the discretionary system of credit expansion that had 
existed until then. 

The 1975 experience really laid the g roundwork for the control of inflation, 
besides providing a clear indicator of the need to define an expenditure 
policy for the public sector based on a long run price for copper, and the 
pro b le m wh ich can be ca u sed by assu mi ng debt without a secu re means to 
meet these obligations in the future. 

The contraction of fiscal spending, having eliminated a cause of money 
creation, and given the current rate of inflation which was on the order of 
340% per annum, was the equivalent of a monetary reform which would 
make part of the money stock disappear from the economy in a few 
months. Sin ce the means to replace the nominal stock of money which had 
been depreciated by inflation were not generated, the real stock of money 
quickly declined, reducing the general demand for goods and services. 
Therefore the deficit in the Balance of Payments was reduced toa manage
able level, and pressures on interna! prices were relieved. 

There is no otherwayto explain that beginning in 1976, the rate of inflation 
demonstrated a consistent tendency to decline, a fact that was possible 
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only because of the elimination of the fiscal deficit in domestic currency. 
As a result, the 1974 rate of inflation of 174% has been reduced to 63.5% 
and 30.3% in the following years. 

Although a balanced budget seems to be an indispensable condition for a
chieving stable prices, with the positive effects that this produces on 
economic activity, it is important not to forget two other very significant 
elements in the Chilean case. 

The first is the market-determined interest rate. The interest rate has been 
the vehicle by means of which financia! savings have increased at rates 
unprecedented in our history. The high elasticity of the supply of savings 
with respect to the interest rate has constituted an important stabilizing 
element. 

The second element is the important role of exchange rate and tariff 
policies in the orientation of expectations. The tariff policy, which in 
February of 1973 setas a goal a uniform tariff rate of 10% by June of 1979, 
has put a brake on expectations with respect to rises in prices. Even if in 
theory tariff policy only affects the allocation of resources, in the context of 
cuts in customs duties, it has this secondary effect. 

The effect of the exchange rate policy appears to have had much more 
importance once the Balance-of-Payments crisis was overcome. lnJune of 
1976, principally because of a reduction in demand to levels compatible 
with available resources, conditions were adequate for revaluing the peso. 
As a result of this, inflation which had stabilized at around 11.0% per 
month, was reduced to 6% per month because of changes in expectations. 
In March of 1977, the phenomenon was repeated, with inflation stabilized 
at 6% which then dropped to 3% or 4% per month. 

In February of 1978, a daily exchange rate schedule was established 
through December31, 1978.1n December, 1978, asimilarschedulewas set 
for 1979. 

What these programmed revaluations and devaluations had in common 
was that they gave a signa! to the country since certain objective facts (the 
substantial drop in the fiscal deficit and the surplus in the balance of 
payments) had not been assimilated rapidily enough by the public. 

lf we assume that a balanced public sector budget implies the elimination 
of the basic cause of inflation in Chile, then part of the inflation we observe 
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can be attributed to expectations. Therefore exchange rate policy has 
provided a reasonable orientation of inflationary expectations on the part 
of the public, because it was solidly supported by the absence of the need 
for money creation for the public sector. 

Finally, it should be noted the objective of this sketch has been to analyze 
the consistency and the results of the economic policy, one of the effects 
of which has been price stability, without intending to present itas an 
ideal model. 

Thus far we have had success by emphasyzing the variables we pointed 
out, but it is quite clear that one of the fundamental causes which could 
upset the stabilization process would be imprudence and lack of financia! 
discipline in the public sector. 
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PartiV 

Statistical Addenda 



Chilean Economic Policy: 
Dogmatism or Realism 



The Measures Adopted 

The transformation of the economy from a state-controlled system to a 
competitive free market system which constitutes the basis for the eco
nomic policy applied in Chile from the end oftheyear 1973, is reflectad in a 
series of reforms introduced and which flow from the following funda
mental conceptions: 

A. The restriction of the field of action of the State to the macroeconomic 
function; 

B. The creation of conditions favorable to the development of competitive 
markets; 

C. The allocation of resources and conditions of equity; 
D. The reaffirmation of the concept of prívate property. 

A. Restriction of the Field of Action of the State to the Macroeconomic 
function. 

The Declaration of Principies of the Government of Chile (March, 1974) 
establishes, among other things, the subsidiary role of the State in pro
ductive activities, and the extent of its functions. 

Decree Law No. 966 (promulgated in April of 1975), as set forth in its text, 
confers on the Ministry of Finance the extraordinary faculties which permit 
it to carry out the economic and financia! policy of the Government in a 
unified manner, recognizing the existence of frictions ("micro" versus 
"macro") in the system and, what it is more important, a solution is pro
vided for the problem of the responsibility of the direction of the economy. 

Decree Law No. 1.078 (June, 1975) defines the activity of the Central Bank 
of Chile; article 2 of the decree establishes the creation of the Monetary 
Council. Articles 29 and 30 prohibit the participation of persons connected 
with the private or public sector as members of the Executive Committee 
of the Central Bank. The Executive Committee is composed only by the 
President, the Vice President and the General Manager of the Central Bank 
of Chile. 

Article 20 restricts the Central Bank's faculty to grant credit to the fiscal 
sector to the maximum established by the Monetary Council for each year. 
In this way the possibility of indiscriminate lending to public or prívate 
institutions is eliminated. 
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This Decree Law has eliminated the frictions which existed in the former 
structure and the conflicts of interest. 

B. The Creation of Conditions Favorable to the Development of Compet
itiva Markets. 

Finance Ministry Decree No. 522 (October, 1973) establishes that the ma
jority of formerly fixed prices will now be free, with a few exceptions. 

Beginni•1Q in December of 1973, a series of progressive tariff reductions 
go into effect, in accordance with the respective Finance Ministry Decrees 
No. 2.138 of December, 1973, No. 225 of March, 1974; No. 24 of January, 
1975 and various subsequent modifications to the Tariff Schedule in gen
eral). Finance Ministry Decree No. 1.192 of December, 1977 and subse
quent decrees dispose general reduction in tariffs to reach 10% by July of 
1979. 

Exchange rate policy: Among the first correctiva measures of the present 
Government was the drastic devaluation of the peso and the elimination 
of the complex multiple exchange rate system (Central Bank circular 
No. 1.972, September 30, 1973). As of August, 1975, a single exchange 
rate goes into effect and from February, 1978, the Central Bank-publishes 
the daily exchange rate in force for the entire year. 

Foreign lnvestment: Decree Law 1.748 of March, 1977 (and formerly De
cree Law No. 600 of 1974) establishes objective norms for any foreign in
vestor, eliminating arbitrary treatment and discrimination between foreign 
and national investors. 

C.AIIocation of Resources and Conditions of Equity. 

Tax reform: Decree Law No. 824 and 825 of December, 1974, and subse
quent modifications, establish the Value Added Tax system anda new con
ception of and structure for the In come Tax system. A monetary correction 
system has been applied and innumberable exemptions and discrimina
tions have been eliminated. 

Wage policy: As ofthe promulgation of Decree Law No. 670 in 1974, a gen
eral periodic and automatic readjustment system is established in orderto 
minimize the losses in purchasing power caused by inflation. In the years 
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1975 and 1976, tour general readjustments were granted and since 1977, 
there have been three yearly readjustments. This is the only Government 
that has given more than one general yearly readjustment. 

Pension policy: A series of special additional readjustments have been 
authorized for the mínimum pension in arder to increase their real value 
(D.L. Nos. 255 and 550 of 1974, D.L. No. 958 of 1975, D.L. No. 1.401 of 
1976; and in January of 1977 and 1978). 

In arder to correct the loss of purchasing power of the other pensions, a 
revaluation of pensions has..been authorized (D. L. No. 2.444 of December, 
1978), to bring the initial value of the pensions in line with inflation. 

D.L. No. 2.448 of February, 1979, establishes for the first time in Chile, an 
automatic overall system guaranteed by law to reajust pensiotis according 
to the rate of inflation. Besides this, the decree law establishes a uniform 
retirement age, according to the number of years of participation in the 
various social security institutions. 

D.L. Nos. 446 and 786 of 1974, D.L. Nos. 1.753 and 2.062 of 1977 and D.L. 
No. 2.154 of 1978 establish significant reductions in the social security tax. 

D. Reaffirmation of the Concept of Prívate Property. 

Agrarian Reform: The need to correct the numerous anomalies and in
justices in which the expropriation of rural properties incurred through the 
application of the Agrarian Reform Law (Law No. 16.640 of 1967), and for 
the efficient assignment of property, in order to avoid the proliferation of 
the ··minifundia," led to the promulgation of various Decree Laws (1.125 in 
1975, 1.875 in 1977, 1.848 in 1977,2.221 in 1978, 2.247 in 1978), whereby 
norms have been established to regulate the process, principally in what 
refers to the establishment and reassignment of the reformed sector, 
granting the respective titles, returning or duly indemnizing the land
owners whose property had been taken over and to guarantee properly 
documented readjustable payments (indemnizations). 

The Area of Social Property: In September of 1973, the State controlled 
nearly 500 enterprises, of every kind, and nearly all of the banks. 

Decree Law No. 333 of February, 1974 established the conditions whereby 
companies which had been requisitioned, taken over, or in any way ad
ministered by the former Government and which had contracted signif-
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icant debts of every kind, could normalize their credit situations, thus 
being able to return to the private sector. 

The debt situation of the public institutions, generated during that period, 
was returned to normal by means of D.L. No. 233 of January, 1974, and 
Resolutions Nos. 961 and 962 of the Ministry of Finance. 
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Statistics 

The following is the functional distribution series for the Fiscal Expendi
ture during the 1970- 1978 period in order to analyze the relative impor
tance of the various functions performed by the State over a period of time. 

Structure of Percentage of Fiscal Outlay 
(Excludes Debt Service) 

1970 1971 1972 1973 1974 1975 1 976* 1 977* 1 978* 

Overall Administra-
tive Function 27,2 
Social Function 40,5 
Economic Function 32,3 

• Provisional Figures. 
Note: 

23,1 24,2 
48,6 47,1 
28,3 28,7 

17,9 27,8 
27,4 39,8 
54,7 32,4 

31,1 30,8 
47,2 48,2 
21,7 21,0 

32,6 
50,0 
17,4 

32;5 
53,9 
13,6 

Although it is true that this series does not correspond exactly to the close indication of tune! ion of !he 
State as set forth in this paper, it is possible to make the following parallel. 

The General Administrative function is related to the regulatory function 
of the State and to the production of certain goods and public services 
(Foreign Relations, Defence, Justice, etc.); 

The Social Function refers to the distribution function of the State, di
rected to the lower income sectors; and 

The Economic Function, which diminished progressively in recent 
years, is basically oriented to some productive activities and to subsidies 
to the private sector. 

The macroeconomic management function of the State is directed to 
achieving the objectives of Stability, Growth and Development. 

The achievement of stability in prices is reflected in the progressive reduc
tion of the rate of inflation through a careful monetary policy and the re
duction of fiscal·debt and the correction of the public finances. 
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(Percentage of variation from December to December of each year) 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

lnflation 
Objective 

34,9 
22,1 

163,4 
508,1 
375,9 
340,7 
174,3 

63,5 
30,3 

Money (M1 ) 

66,2 
113,4 
151,8 
362,9 
231,2 
257,2 
189,4 
113,5 
65,0 

Money 
Creation 

70,3 
~32,7 

173,7 
461,6 
222,5 
312,7 
266,3 
94,4 
56,2 

Revenue, Expenditure and Consolidated Fiscal Deficit as percentages 
of EGDP 

(Figures in percentage) 

YEARS Expenditure Revenues Deficit Deficit/ Expenditure 

1970 26,97 24,19 2,78 10,3 
1971 30,97 20,21 10,76 34,7 
1972 30,74 17,86 12,88 41,9 
1973 42,72 19,"17 23,55 55,1 
1974 31,65 21,33 10,32 32,6 
1975 26,22 23,17 3,05 11,6 
1976 27,22 24,50 2,72 10,0 
1977 28,04 25,76 2,28 8,1 
1978 30,11 28,87 1,24 4,1 

Externa! stability is reflected in the increase in Net lnternational Reserves 
(Surplus or deficit in the Balance of Payments), a consequence of the 
opening of the economy to foreign trade as a result of the application of 
a realistic exchange rate and tariff reforms which eliminate many of the 
existing tariff barriers. 

When making the analysis, the low price of copper and the high amount 
of Debt Service during the last few years should be kept in mind. 
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Balance of Payments 

(Figures in millions of Dollars) 

ITEM 1970 1971 1972 1973 1974 1975 1976 1977 19781 

EXPORTS 1.255 1.133 978 1.429 2.294 1.782 2.392 2.635 3.071 
-Copper 840 701 618 1.056 1.624 868 1.233 1.139 1.216 
-Other Goods 272 296 229 255 527 722 883 1.046 1.257 
-Services 143 136 131 118 143 192 276 450 598 

IMPORTS 1.160 1.225 1.331 1.626 2.331 1.999 1.946 2.723 3.386 
TRADE ACCOUNT 

BALANCE2 156 - 18 -255 - 137 135 - 118 460 -58 -417 
CURRENT ACCOUNT 

BALANCE -81 - 189 -387 -288 - 211 -491 148 -399 -721 
AUTONOMOUS 
CAPITAL BALANCE 268 -27 327 242 228 299 235 346 1.351 
BALANCE 
OF PAYMENTS 114 -300 -229 - 112 -45 -275 455 -7 630 

1 Provisional Figures. 
2Defined as balance between exports and imports of goods. 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Ratio 
Current exchange rate1 

lmplicit exchange rate 

0,64 
0,57 
0,51 
0,62 
0,74 
1,01 
0,90 
0,82 
0,93 

Real Price of Copper2 
(US$ cents Dec. 1978/pound) 

126,18 
94,03 
88,63 

130,29 
126,73 

69,49 
75,48 
66,45 
64,27 

1 The implicit exchange rate reflects the interna! inflation as well as world inflation. (See Report on the 
State of Public Finance, January 1979). 

2oeflated by the Wholesale Price lndex for the United States. In the 1964-1969 period copper prices 
were as follows: (cents US$ December, 1978). 

1964 
100,87 

1965 
132,07 

1966 
151,35 

1967 
111,15 

1968 
119,11 

1969 
135,80 
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PERIOD 

1973 2nd Semester 
197 4 1st Semester 
197 4 2nd Semester 
1975 1st Semester 
1975 2nd Semester 
1976 1 st Semester 
1976 2nd Semester 
1977 1 st Semester 
1977 2nd Semester 
1978 1st Semester 
1978 2nd Semester 
1979 1 st Semester 
1979 Month of July 

Development of Tariff Structure 1 

Nominal average 
tariff rates 

% 

94 
80 
67 
52 
44 
38 
33 
24 
20 
15 
13 
11 
10 

Nominal maximum 
of tariff rates 

o¡o 

600 
160 
140 
120 

90 
70 
60 
50 
35 
25 
20 
14 
10 

1 The automobile industry is an exception. This situation has been changed recently with the establisment 
of a 10% tariff on all vehicles as of 1986. 

With respect to prior deposits, in September, 1973, 2,872 tariff items 
were subject to prior deposits of 10,000%. In September of 1977 there 
were only 32 categories which remained subject to these prior deposits 
and at the present time this regulation only applies to certain types of used 
vehicles. 

The Growth objective is visualized by means of higher levels of expendi
ture of the gross domestic product, (EGDP), employment and savings. 
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YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Rates of Growth 

(Percentages) 

E.G.D.P. 

3,6 
7,7 
0,1 
3,6 
4,0 

-12,9 
4,0 
8,6 
7,3 

EMPLOYMENT 
(Greater Santiago, 
Dec. each year) 

-1,0 
7,4 
2,1 
5,4 
1 '1 

-6,1 
9,3 
4,9 
5,0 

The process of interna! saving has been strengthened by the development 
of national capital markets. This had been possible beca use of free interest 
rates (which previously were fixed), the implementation of a tax system 
which does not discriminate among financia! instruments and the elim
ination of the principal state monopolies in investment. All this has re
sultad in the creation of a number of instruments and financia! institu
tions. 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Real annual interest rate 
(In% deflated by 

CPI)1 (lnterest 
charged) 

-11,05 
- 5,82 
-54,45 
-70,5 

36,9 
16,0 
64,2 
56,7 

41,2 

Real Quasi money 
Prívate Sector 

(Average real balance 
each year in millions 

of 1976 dollars)2 

290 
408 
367 
221 
118 
213 
345 
639 
991 

1 Taking into consideration that the official CPI may be overvalued between 1971 and 1973, the real 
rates of interest tor this period would be even more negative. 

2SOURCE: Report on the State of Public Finance, January 1979. 
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The achievement of the objective of greater Development is closely re
lated to the target of increased and sustained growth under stable con
ditions and a State policy on distribution that guarantees that improved 
well-being reaches all sectors of the country, especially those presently 
living in poverty. 

With respect to the functional distribution of income, the following anal
ysis should be made: Between 1970 and 1978, employment has increased 
15.1% and the product has increased 12.6%. By deflating the nominal 
wage and salary index by various consumer price indices (considering dif
ferent types of corrections in the prices for the 1971-73 period because of 
the existence of black markets for a great many products), an increase in 
real salaries between 1970 and 1978 is obtained that fluctuates between 
1% and 55%. 

Given that the real wages at least are similar in 1970 and 1978 it can be 
stated that, in the worst case, the participation of labor in the product has 
increased by 2.2 points between 1970 and 1978. 

A similar comparison for the years 1970 and 1973 will reveal that between 
both years, using similar deflators as in the former case, the real Wage 
and Salary lndex, shows a variation that fluctuates between -29.6% and 
+3.0%. lt can be deduced that in the worst case, the percentage of labor 
participation (or share) in the product has improved with respect to 1970 
and it beco mes clear that there has been a significant improvement sin ce 
1973. 

In the field of Development, the problems which the Government has to 
tace require two types of measures: 

a) Palliative measures to solve adjustment problems and, 
b) Long term measures, basically intended as investments in human cap
ital, and on the other hand, to raise the standard of living in the passive 
sector. 

Within the palliative measures related to unemployment, the Government 
has jmplemented severa! subsidies, for example: 

The Minimum Employment Program (MEP). 
The unemployment subsidy for blue collar workers, which formerly only 
existed for while collar workers through the social security systems. 
Bonuses for hiring additional manpower. 
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Fiscal Expenditure for Unemployment e~~~~:~~~u 
,. . . ·'' ,··')! 

Fiscal Expenditure in: millions of ~:976 USJ\~~:~~~~é7 
•..:.:;~tv~·::-·:o<JJ.-..•~ 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978* 

Rate of 
Unemployment 

(Nationwide) 

6,1 
3,8 
3,1 
4,8 
9,2 

14,5 
13,7 
12,7 
10,9 

*Provisional figures. 

M.E.P. 

34,10 
82,67 
74,03 
45,27 

Bonus for 
Additional 

Hiring 

4,30 
10,96 
13,75 

Within the long term measures, the following are the most noteworthy: 

-Progressive reductions in social security payments deductions. 

-Programs directed to minors. 

-Reorganization of expenditures in education. 

-lmproving the standard of living in the passive sector. 

Rates of social security deductions payments for 
white and blue collar workers 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 

(% over taxable wages) 

WHITE 
COLLAR 

59,3 
59,0 
59,0 
59,0 
64,8 
59,3 
59,1 
56,1 
46,2 
44,0 

BLUE 
COLLAR 

48,9 
49,7 
49,9 
49,9 
56,9 
51,4 
51,2 
48,2 
38,7 
36,2 
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-Programs directed to minors. 

These are a set of programs for the purpose of aiding children from lower 
income sectors. These programs are the following: 

-Free mil k to children under six years and pregnant mothers. 

-National Day Care Commission. 

-National Council for Minors that coordinates attention to homes for 
children in irregular situations. 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Milk Program 
(thous. of 

kilos) 

12.695 
18.961 
19.286 
20.291 
20.806 
23.584 
24.490 
28.657 
32.391 

National Day Care 
Commission 

No. Centers No. Children 

n.d. 
n.d. 
n.d. 
123 
179 
381 
364 
414 
407 

n.d. 
n.d. 
n.d. 

10.085 
16.199 
31.743 
33.041 
39.753 
39.948 

National 
Council for 

Minors 
No. ot Children 

n.d. 
n.d. 
n.d. 

9.308 
15.515 
20.316 
25.340 
28.244 
29.682 

Sorne of the effects of these programs are observed in the following 
charts: 

YEAR 

1975 
1976 
1977 
1978 
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Population under six years, receiving nutritional assistance 

Population 
in control 

920.161 
1.047.796 
1.070.767 
1.149.000 

%Normal 

82,0 
84,1 
85,1 
87,6 

% undernourished 
.. (light to serious) 

18,0 
15,9 
14,9 
12,4 



1970 1971 1972 

79",3 70,5 71,1 

lnfant mortality 
(Rate per 1,000 born alive) 

1973 1974 1975 1976 1977 

65,2 63,3 55,4 54,7 47,5 

1978 

38,7 

The Education policy has been directed toward the production of an im
provement in the quality of education. 

The subsidies to private schools have been improved and there has been 
a reallocation of fiscal expenditure in Education, especially from higher 
education toward elementary education. 

YEAR 

1970 
1971 
1972 
1973 
"1974 
1975 
1976 
1977 
1978 
1979 

Percentage of Fiscal Expenditure in Education 

Higher Education 

30,5 
31,8 
36,1 
39,8 
40,9 
33,3 
31,8 
34,1 
33,9 
30,8 

Elementary & Other 

69,5 
68,2 
63,9 
60,2 
59,1 
66,7 
68,2 
65,9 
66,1 
69,2 
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YEAR 

1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 

Subsidies to Private Schools 

Total 
Subsidies 

{Thousands US$ 
1976) 

12.773 
13.866 
16.190 
15.783 
8.567 
8.304 
8.625 

13.286 
17.148 
19.529 
37.493 

No. Students 
Subsidized 

327.434 
330.671 
314.836 
320.434 
315.717 
326.021 
321.793 
321.959 
334.245 
365.998 
401.000 

Subsidy per 
Student 

(US$ 1976) 

39,0 
41,9 
51,4 
49,3 
27,1 
25,5 
26,8 
41,3 
51,3 
53,4 
93,5 

With respect to the Social Security System, tne minimum pensions and 
family allowances for blue collar and white collar workers, which formerly 
had been different, are now exactly the same. 

Severa! special improvements in the minimum pensions have also been 
authorized. 

In real terms, and using various deflators (according to whether or not the 
distorsions produced in the 1971-1973 period by the black markets are 
taken into account), the following evolution in the minimum pensions can 
be observed: 

1970 
1973 
1978 

Minimum Pensions for Blue Collar Workers 

In$ Dec. 78 % variation In$ Dec. 78 % variation 
tor the period for the period 

(1) (1) (2) (2) 

812 1.246 
1.095 34,9 1.153 -7,5 
1.800 64,4 1.800 56,1 

NOTE: (1) Figures deflated by the CPI, National Bureau of Statistics. 
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Minimum Pensions for White Collar Workers 

In$ Dec. 78 % variation In$ Dec. 78 % variation 
for the period for the period 

(1) (1) (2) (2) 

1970 1.360 2.091 
1973 1.115 18,0 1.172 - 44,0 
1978 1.800 61,4 1.800 53,6 

NOTE: (1) Figures deflated by the CPI, National Bureau of Statistics. 
(2) Figures deflated by the CPI corrected on the basis of estimates from the Oepartment of Eco
nomics of the University of Chile. 

The family allowances for blue and white collar workers have been the 
same since 1974. 

Family allowance of blue collar worker as % 
of family allowance of white collar worker 

YEAR 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Family alowance of blue collar worker 
as % of family allowance of white 

collar worker 

38,44 
53,39 
50,85 
46,25 

100,00 
100,00 
100,00 
100,00 
100,00 

The family allowances of a blue collarworker has grown in real terms since 
1970 to 1978 between 70% and 14%, according to the various deflators. 

D.L. No. 869 of 1974 establishes a pension assistance system for the el
derly and the invalids without means of support. The number of beneficia
nes has been as follows: 

YEAR 

1975 
1976 
1977 
1978 

No. ot Beneficiarles 

5,627 
37,359 
75,309 

101,440 
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Report on the State of 
Public Finance 1978 



Fiscallncome, Expenditures and Deficit • 
1960·1978 

Local Currency 
(Thousands of pesos for each year) 

11960 11961 11962 11963 11964 11965 11966 11967 

T OTAL EXPENDITURE 810,9 

Debt Service ··········· 17,7 

Total Expenditure, 
excluding debt service .. 793,2 

T OTAL REVENUES 592,1 

Direct Taxes ............ 142,1 

Indirect Taxes .......... 413,3 

NonTax 
Income ················ 36,7 

Copper ················ -
Customs Duties 
and Extrabudgetary 
Adjustrnents ............ -

EFICIT ................. D 218,8 

898,0 1.143,5 1.646_8 2.377,8 

12,9 10,5 15,2 20,7 

885,1 1.133,0 1.631,6 2,357,1 

707,0 841,0 1.253,1 1.836,7 

186,3 211,3 285,3 507,4 

485,8 569,5 807,4 1.140,4 

34,9 55,0 77,7 109,1 

- - - -

- 5,2 82,7 79,8 

191,0 302,5 393,7 541,1 

Foreing Currency 
(Millions of dollars for each year) 

3.912,0 5.474,9 6.611,8 

38,7 58,6 65,5 

3.873,3 5.416,3 6.546,3 

3.046,9 4.388,6 5.708,7 

898,6 1.247,9 1.663,5 

1.749,7 2.487,8 3.324,5 

241,4 272,1 261,1 

- - -

157,2 380,8 459,6 

865,1 1.086,3 903,1 

11960 11961 11962 11963 11964 11965 119~6 ~ 1967 

T OTAL EXPENDITURES 91,51 112,10 117,60 113,10 113,50 120,70 144,50 142,60 

Debt Service ............ 52,49 74,20 69,00 85,00 79,40 78,80 84,76 99,13 

Total Expenditure, 
excluding Debt Service 39,02 37,90 48,60 28,10 34,10 41,90 59,74 43,47 

T OTAL REVENUES ...... 110,13 96,29 103,60 99,40 121,10 142,30 217,10 203,60 

Direct Taxes ............ 7,28 8,38 4,90 10,40 11,20 17,30 14,90 22,10 

Indirect T axes .......... 12,85 3,52 3,60 2,10 2,50 2,60 4,60 2,80 

NonTax 
Income ................ 2,28 11,86 2,50 0,60 2,60 0,90 0,30 -

e opper ................... 87,72 72,53 92,60 86,30 104,80 121,50 197,30 178,70 

Customs Duties and 
Extrabudgetary 
Adjustrnents ............ - - - - - - - -

EFICIT ................. D -18,62 15,81 14,00 13,70 - 7,60 -21,60 - 72,60 -61,00 

SOUH.CE: Budget Office, Ministry ofFinance. 

*The budget in Chile is calculated both in local as well as in foreign currency. 
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1968 11969 11970 11971 119721197311974 11975 11976 11977 1 1978 

8.956,7 13.771,0 21.223,1 34.377,8 68.931,9 486.898 2.298.0721 7.448.718 24.101.700 57.024.800 94.534.400 

152,7 235,6 310,6 234,2 659,9 2.424 35.439 87.712 289.200 1.054.700 1.237.400 

8.804,0 13.535,4 20.912,5 34.143,6 68.272,0 484.474 2.262.633 7.361.006 23.812.500 55.970.100 93.297,000 

7.838,8 12.758,6 18.175,8 24.754,4 41.351,8 226.970 1.775.068 7.901.704 25.204.700 57.601.100 100.565.500 

2.136,8 2.869,4 4.349,6 7.222,0 9.893,9 59.598 512.326 2.425.447 6.538.100 14.745.900 24.742.500 

4.915,1 7.398,0 10.407,1 14.704,1 26.006,0 123.287 1.034.075 5.114.402 17.947.300 41.069.600 70.817.000 

408,3 713,4 1.024,0 1.753,0 2.861,0 16.500 228.667 361.855 719.300 1.785.600 5.006.000 

- 0,8 1,1 0,3 - - - - - - -

378,6 1.777,0 2.394,0 1.075,0 2.590,9 27.585 - - - - -
1.117,9 1.012,4 3.047,3 9.623,4 27.580,1 259.928 523.004 1- 452.986 ~1.103.000 -576.300 -6.031.100 

1968 11969 11970 11971 11972 11973 11974 11975 11!776 11977 11978 

153,27 193,40 272,20 257,35 118,37 169,41 618,69 555,74 694,74 623,82 664,43 

101,26 137,09 176,98 185,57 50,96 78,88 337,92 387,69 543,64 444,78 492,48 

52,01 56,31 95,22 71,78 67,41 90,53 280,77 168,05 151,10 179,04 171,95 

195,20 248,10 291,90 60,92 34,88 28,60 216,39 218,69 382,92 374,30 342,87 

20,00 20,30 18,50 12,63 1,32 2,39 10,63 20,87 14,00 10,30 13,51 

2,50 2,50 2,80 7,11 5,07 5,57 10,92 13,78 9,70 9,33 11,08 

0,20 1,40 2,70 2,10 2,77 1,43 4,24 7,50 7,28 1,48 1,92 

172,50 223,90 267,90 39,08 25,72 19,21 190,60 176,54 351,94 353,19 316,36 

- - - - - - - - - - -

- 41,93 - 54,70 -19,70 196,43 83,49 140,81 402,30 337,05 311,82 2!19,52 321,56 
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Money, Quasimoney and Credlt 
(Balance as of December of each year in thousands of Pesos) 

Date Mmey Prívate Money Public Total Quasi- Investments 
Sector Sector Money Money (1) Banking System 

Local Currency 

1960 383 94 477 161 426 

1961 431 109 540 199 601 

1962 557 199 756 296 767 

1963 746 227 973 359 1.038 

1964 1.129 347 1.476 506 1.406 

1965 1.864 387 2.251 621 1.918 

1966 2.590 472 3.062 982 2.384 

1967 3.240 497 3.737 1.314 3.311 

1968 4.480 943 5.423 1.793 4.423 

1969 6.057 1.686 7.743 2.539 5.807 

1970 10.068 2.046 12.114 4.329 8.206 

1971 21.488 4.350 25.838 8.176 13.403 

1972 54.111 16.373 70.484 17.551 29.995 

1973 250.477 111.309 361.'783 85.205 94.341 

1974 829.578 426.129 1.255.707 404.092 358.559 

1975 2.963.294 1.772.297 4.735.591 1.886.727 1.642.223 

1976 8.574.645 5.&59.737 14.234.382 3.887.913 7.676.757 

1977 18.305.043 13.553.273 31.858.321 24.334.688 29.889.660 

1978 (Oct.) (2) 25.544.674 21.319.466 46.864.140 48.505.229 57.997.170 

Sül'RCE: Central Bank ofChile. 

(1) lndudes Readjustable Saving Certificates (CAR), series A and D. 

(2) Provisional figures. 
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Balance of Payments 1960 - 1978 * 
(Figures in Millions of US~.) 

> ' :;::=========::====:====:==:::::=;===:===::::::====:======== 
1966 11967 ITEMS 1960 1961 1962 1963 1964 1965 

EXPORTS OF GOODS 
AND SERVICES ............ 551,7 530,6 567,6 583,1 674,9 774,8 

-Copper .................. 321,5 305,6 330,9 339,8 363,4 428,5 

-Other Goods(4) ············ 14!1,2 159,8 169,8 164,2 228,7 255,5 

-Services ............ · ··. · · · 82,0 65,2 66,9 79,1 82,8 90,8 

IMPORTS OF GOODS 
AND SERVICES ............. 661,6 726,9 680,7 646,3 712,8 715,2 

Food • • • • • • • • • • • • • • • • • • • • • J 109,3 116,0 118,0 141,5 144,5 137,3 

Capihtl ..................... 156,7 203,4 190,7 149,3 179,0 159,6 

Intennediates (not food-
stufls) ······················ 209,9 236,4 220,5 218,3 247,0 274,1 

Consumption (not lood-
stufls) ...................... 79,5 63,8 59,3 55,9 41,4 44,5 

Services ................... 106,2 107,3 92,2 81,3 100,Q 99,7 

THADE BALANCE (2) ....... - 85,7 -154,2 - 87,8 - 61,0 - 19,8 68,5 

BALANCE CURRENT 
ACCOUNT ................ -148,1 -263,8 -202,1 -198,8 -128,5 - 56.6 

BALANCE AUTONOMOUS 
CAPITAL ................ 76,3 187,1 136,0 105,2 148,0 46,7 

BALANCEOF 
l'AYMENTS (3) .............. - 28,4 -108,6 - 49,0 - 28,41 23,6 46,7 

* Figures revised according to new method for calculating lntcrnational Resetves üS stipulated by the IMF. 

(l) Estimate. 

(2) Deflned as balance between Exports and Impmts of Goods. 

(3) Calculated on the basis of the new dellnition of international reserve~. 

(4) Does not include non monetary gold. 

SO URCE: Central Bank of Chile. 
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976,6 983,5 

598.6 651,3 

267,9 221,9 

110.1 110,3 

887,0 907,9 

158,6 167,8 

222,4 227,3 

3<12,5 316,2 

51,9 57,7 

111,6 138,9 

91,1 104,2 

- 82,2 -127,4 

173,0 104,9 

119,6 - 23,4 



1968 

1 
1969 

1 
1970 

1 
1971 

1 
1972 

1 
1973 

1 
1974 

1 
1975 1976 1977 

1.030,9 1.306,6 1.254,7 1.132,8 973,2 1.429,3 2.293,7 1.781,7 2.391,6 2.635,5 3.071,0 

684,3 925,5 '839,8 701,2 618,2 1.055,7 1.623,3 868,2 1.233,2 1.139,3 1.216,0 

226,6 246,4 271,9 :J95,6 229,2 254,8 527,2 721,3 882,4 1.046,2 1.257,0 

120,0 134,7 143,0 136,0 130,8 118,8 143,2 192,2 276,0 450,0 598,0 

958,0 1.088,4 1.160,2 1.225,1 1.330,9 1.625,6 2.330,8 1.998,8 1.946,0 2.722,6 3.386,0 

164,6 165,2 135,5 192,2 338,4 511,6 445,5 361,0 342,0 331,4 458,0 

237,3 244,2 276,2 248,0 165,1 243,3 281,2 325,4 366,5 465,5 688,0 

320,7 434,5 445,0 485,2 460,2 553,4 1.172,5 903,7 845,5 1.105,6 1.331,0 

79,0 82,9 99,3 89,5 138,9 139,1 116,3 117,7 101,0 341,1 413,0 

t56,4 161,6 204,2 210,2 228,3 178,2 315,3 291,0 291,0 479,0 496,0 

1.09,3 245,1 155,7 18,1 255,2 136,9 135,0 118,3 460,6 - 58,1 417,0 

--135,2 - 5,6 81,1 188,8 386,6 287,6 210.3 491,3 148,0 -399,0 721,0 

282,8 219,9 267,5 26,5 327,4 242,3 228,0 298,7 235,0 346,0 1.351,0 

117,9 174,5 113,5 299,l! 229,0 111,9 - 45,1 274,6 455,0 - 7,0 630,0 
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Projection of Balance of Payments 
1977- 1978 * 

Items 

Export 

Goods (1) 

Services 

lmports 

Goods 

Services 

Commercial Balance 

Remittances from abroad 

Donations 

Central Bank lnterest 

Remittances Overseas 

Profit 

lnterest 

(In millions of dollars) 

- Medium and Long Term Debt 

- Short Term Debt and IMF 

Balance Current Account 

Balance Autonomous Capital 

U tilization 

Amortization 

-Long and Medium Term Debt 

- Capital Investment Overseas 

Adjustment, Errors and Omissions 

Balance of Payments 

SO URCE: Central Bank of Chile. 

( l) In eludes non monetary gol d. 

1977 

2.636 

2.186 

450 

2.723 

2.244 

479 

87 

50 

50) 

362 

23 

339 

291) 

48) 

399 

346 

1.221 

871 

866) 

5) 

46 

7 

1978 

3.071 

2.473 

598 

3.386 

2.890 

496 

315 

57 

57) 

463 

36 

427 

401) 

26) 

721 

1.351 

2.280 

924 

919) 

5) 

630 

'" Because of the use of round numbers, the totals may not correspond exactly to the sub-totals. 



Exports of Goods -1< 

(In millions of dollars) 

ltems 1977' 1978 

l. Minerals 1.336 1.420 

Copper l.139 1.216 

- Large Mining 947) ( 1.012) 

- Small and Medium Mining 192) 204) 

Iron 82 96 

Nitrate, Iodine 44 50 

Others (1) 71 57 

II. Agricultura! and Seafood 160 220 

Agricultura! 127 170 

Cattle 23 34 

Forestry 1 2 

Fishing 9 14 

III. Industrial 690 833 

Foodstuffs 170 197 

Beverages 8 9 

Lumber 70 lOO 

Paper, cellulose, cardboard 136 150 

Chemical products 78 105 

Basic metal industries 166 186 

Metal prods., small elect. appliances 37 55 

Other 28 31 

IV. Total 2.186 2.473 

(l) Includes non monetary gold. 

*Because of the use of round numbers, the totals may not correspond exactly to the sub-totals. 
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Copper Exports 

ITEMS 1977 1978 

l. Large Mining 

Exports of raw materials (thousands M.T.) 830.7 849,8 

(Milis. lbs.) 1.826,0 1.868,0 

CIF Price LME (c/lb) 59,29 61,00 

Discounts (cllb) 8,43 6,80 

FOB Price (cllb) 50,86 54,20 

FOB Value (milis. US$) 947,0 1.012,0 

11. Small and Medium Mining 

Production (thousands M.T.) 160,6 165,6 

Sales (thousands M.T.) 160,6 165,6 

(Mills. lbs.) 353,0 364,0 

CIF Price LME (c/lb.) 59,29 61,00 

Expenses abroad (cllb.) 4,85 5.00 

Price FOB Chile (cllb.) 54,44 56,00 

Value FOB Chile (Milis. US$) 192,0 204,0 

111. Total Copper Exports 

(Milis. US$) 1.139,0 1.216,0 
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Exports of Selected lmportant Products in 1978 
(Excludes copper) 

Products Volume FOB Value 
Thous. Tons. US$/Ton. Mill. US$ 

A. Minerals 

lron* 6,685.2 14.37 96.0 

Ni trate 458.9 83.1 38.1 

Iodine 2.3 4,769.2 10.8 

B. Industrials 

Fish meal 250.0 360.0 90.0 

Paper 80.0 384.6 30.8 

Cellulose 401.6 257.6 103.5 

Cardboard 12.5 830.0 10.4 

*Includes mineral iron and pellets. 
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Merchandise lmports 
(In millions of dollars) 

ITEMS 1977 1978 

l. Consumer Goods 672 871 

Non-foods 341 413 

Food 331 458 

Il. Intermediate Goods 1.106 1.331 

Raw Materials 303 339 

Spare parts and Intermediate products 324 469 

Petroleum 378 378 

Lubricants and other fuels 40 80 

For Large Copper Mines 61 65 

III. Current Goods (I + II) 1.778 2.202 

IV. Capital Goods 466 688 

-Copper 35 42 

-Remaining 431 646 

TOTAL (III + IV) 2.244 2.890 
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Food lmports 

1977 1978 
Value Value 

(Milis. US$) (Milis. US$) 

Wheat 70,5 145,6 

Corn 14,6 23,0 

Rice 5,0 6,0 

Oil 37,4 39,0 

Sugar 37,4 50,4 

Meat 8,2 20,2 

Mil k 8,6 15,0 

Butter 9,6 9,0 

Tea 19,0 14,0 

Coffee 13,8 14,0 

Bananas 8,0 17,0 

Others 72,5 70,2 

Donations 26,0 35,0 

TOTAL 330,6 458,4 
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l. CENTRAL BANK OF 
CHILE (A-B) ................ . 

A.Assets ........................ . 

l.Gold .................... .. 
LSDR~ .................... . 
3. ReserveTmnche .......... . 
4. Foreign Corresponding 

Banks .................... . 
a) Freely disposable ........ . 

b)Biocked ................ . 
e) Frozen ....... , ......... . 

5. IBD, IBRD, 
CAF* ..................... . 

6. Santo Domingo Agreement 
andOthers ................ . 

7. Reciproca} Trade 
8. Notes, Bonds 1.md CD's ..... . 

B. Liabilities ................... .. 

l.I.M.F ..................... . 
2. ShortTem1 Credit ......... . 
3. Reciproca! Trade Agree-

tnents ................... . 

II. COMMERCIAL BANKS 
AND BANCO DEL 

1960 

lnternational Reserves 
(Millions of Dollars) 

1961 1962 1963 1964 1965 11966 

38,4 - 55,8 - 55,5 - 84,8 - 65,2 - 34,2 45,1 

197,3 

45,4 

25,0 

125,9 

(125,9) 
(-) 
(-) 

131,7 

45,! 

18,7 

65,5 

( 65,5) 
(-) 
(-) 

2,4 

93,3 

29,4 
31,4 

29,5 

98,9 

47,8 

25,0 

26,1 

( 26,1) 
(-) 
(- ) 

154,7 

88,7 
50,6 

15,4 

103,8 

42,8 

25,') 

36,0 

( 36,0) 
(-) 
(-) 

159,3 

76,0 
70,~ 

12;:1 

101,8 

43,1 

25,0 

33,9 

( 33,9) 
(-) 
(- ) 

186,6 

116,0 
60:3 

10,3 

113,6 

43,1 

25,0 

45,5 

( 45,5) 
(-) 
(-) 

178,8 

126,0 
48,7 

4,1 

162,5 

43,9 

25,0 

93,6 

( 93,6) 
<-) 
(-) 

196,7 

125,0 
69,4 

2,3 

1,0 

152,2 

110,2 
32,3 

9,7 

1967 

20,1 

153,1 

45,1 

25,0 

80,4 

( 80,4) 
(-) 
(-) 

1,0 

1,6 

133,0 

95,0 
34,2 

3,0 

ESTADO (A-B) ............. · - 15,4 - 29,8 - 79,1 - 78,2 - 74,2 - 58,5 - 18,2 - 16,6 

A.Assets ....................... .. 

l.Gold ..................... . 
2. Foreign Corresponding 

Banks .......•............. 

B. Liabilities ................ . 

l. Debts with foreign 
Banks ................. . 

2. Deposits of fOreign 
hanks .................. . 

Ill. TOTAL NET INTER 
NATIONAL RESERVES 
(I+U) ...................... . 

IV. MEDIUM AND LONG TERM 
LIABILITIES ............... . 

l. Central Bank of 
Chile ................. . 

a) Renegotiation of tOreign 
debt .................... . 

h} Other Credits to Central 
Bank ................... . 

2. Other Banks .............. .. 
a) Banco del Estado de 

Chile .................. .. 
b)Others ................. .. 

16,9 20,6 14,8 22,3 21,9 21,7 

2,1 4,2 5,7 5,2 5,5 5,5 

14,8 16,4 9,1 17,1 16,4 16,2 

32,3 50,4 93,9 100,5 96,1 80,2 

31,0 49,1 87,9 98,0 94,1 '17,5 

1,3 1,3 6,0 2,5 2,0 2,7 

23,0 - 85,6 -134,6 -163,0 -139,4 - 92,7 

56,8 77,9 99,~ 100,2 99,3 90,1 

56,8 77,9 99,~ 100,2 99,3 90,1 

56,8 77,9 99,9 100,2 99,3 90,1 

SOURCE: Central Bank of Chile. "'Andean Development Corporation. 
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46,3 

4,7 

41,6 

64,5 

62,7 

1,8 

26,9 

93,0 

93,0 

11,0 

82,0 

50,7 

5,0 

45,7 

67,3 

65,7 

1,6 

3,5 

94,8 

94,8 

12,6 

82,2 



1968 1 1969 1 1970 1971 1972 1973 1974 1975 1976 1 1977 11978 (1) 

125,4 285,2 393,8 154,1 33,5 12,9 -42,3 -375,7 43,5 164,2 814,8 

24~,3 381,1 435,0 253,5 194,7 306,0 312,1 241,3 658,5 722,0 1.296,2 

46,4 47,5 46,7 47,1 51,5 58,1 60,7 54,8 56,4 57,6 5G.8 
- - 21,8 38,3 2,2 0,4 16,8 24,5 55,9 66,2 26,3 
31,3 31,3 39,5 39,6 42,9 47,6 48,2 46,3 45,7 47,8 50,3 

160,4 290,5 310,3 120,9 96,7 134,9 37,'1 31,4 343,1 316,1 744,2 

060,4) (290.5) (310.3) (120,9) ( 94,6) (132,7) ( 35,7) ( 19,0) (325,7) (2g0,7) (726,1) 
1-) (-) (-) (-) ( 2,1) ( 2,2) ( 2,0) ( 0,7) ( 4,8) ( 10,2) ( 0,2) 
(-) (-) (-) (-) (-) (-) (-) ( 11,7) ( 12,6) ( 15,2) ( 17,9) 

1.5 5,5 9,9 7,5 - - - 2,0 8,0 14,0 13,5 

- - - - - - - 0,8 - 3,7 3,8 

2,7 6,3 6,8 0,1 1,4 65,0 148,7 81,5 149,4 186,6 183,7 
- - - - - - - - - 30,0 217,6 

116,9 . 95,9 41,2 99,4 161,2 293,1 354,<1 617,0 615,0 557,8 481,4 

110,3 88,3 41,0 79,0 128,7 143,0 243,3 433,7 511,5 411,8 339,1 
- - - - 14,3 78,7 - 132,!) - 4,8 9,5 

6,6 7,6 0,2 20,1 18,2 71,4 111,1 50,4 103,5 141,2 132,8 

-4,0 10,7 15,5 -44,6 -153,0 -244,3 -234,2 -175,4 -139,4 -266,7 -358,5 

52,2 59,3 66,7 4!l,2 56,2 71,5 107,1 96,2 124,2 104,7 115,6 

4,9 5,1 4,2 4,1 4,3 4,3 5,7 5,7 5,9 5,6 5,7 

47,3 54,2 62,5 40,1 52,0 67,2 101,4 90,5 118,3 99,1 109,3 

56,2 48,6 51,2 88,8 209,2 315,8 341,3 271,6 263,6 371,4 483,5 

53,6 46,3 47,6 82,9 204,9 302,3 338,5 267,7 255,8 363,9 481,1 

2,6 2,3 3,6 5,9 4,3 13,5 2,8 3,9 7,8 7,5 2,4 

121,4 295,9 409,3 109,5 -119,5 -231,4 -276,5 -551,1 -95,9 -102,5 416,3 

83,6 75,8 66,1 75,2 323,1 493,5 589,9 528,3 601,4 577,0 1.123,7 

83,6 73,7 61,1 65,1 295,4 454,4 522,3 476,2 568,5 537,6 331,2 

11,5 6,4 - - 152,4 186,8 188,6 158,2 98,5 72,3 54,9 

72,1 67,3 61,1 65,1 i43,o 267,6 333,7 318,0 470,0 465,3 776,3 

- 2,1 5,0 10,1 27,7 39,1 67;6 52,1 32,9 39,4 292,5 

- 2,1 5,0 10,1 

1 

27,7 39,1 67,6 52,1 32.9 22,8 107,6 
- - - - - - - - - 16,6 184,9 

( 1) Pro\"isional figures. No\"(-'mher, 1978. 
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Ex¡planatory Notes 

The new presentation of lnternational Reserves includes the following 
changes: 

The Reserve Tranche in the l. M.F. which had been eliminated as of Jan
uary, 1974, from both theAssets an9 the Liabilities ofthe Central Bank, has 
been included in arder to reflect more accurately the situation with the 
l. M.F. and to make it compatible with the figures of the Monetary Accounts 
and the Central Bank Balance. 

In the Liabilities ofthe Central Bank as well as of the Banco del Estado and 
Commercial Banks, only debts which expire in less than one year have 
been included. The only exception is in the case of longer term I.M.F. 
credits, which do, however, constitute part of the compensating capital in 
the Balance of Payments. 

Those Liabilitieswhich expire after one year are listed in Point IV by way of 
information. 

Gross figures aregiven for Assets and Liabilities of Commercial Banks and 
Banco del Estado. In the previous presentation, net values were included, 
that is, the credits granted to foreign banks were subtracted from the 
Liabilities and were not included in the Assets. 

In arder to obtain the lnternational Reserves according to the previous 
definition, the medium and long term Liabilities (IV) must be subtracted 
from the total of Net lnternational Reserves (111). 

For the confection of the present series the information has been thor
oughly checked; this has caused adjustments in sorne of the figures. 

SOURCE: Years 1960-69: Banking Statistics of the Supenntendency of Banks. 
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Overall Chilean Foreign Debt at December 31 of each year (1) 
Nominal Series 1960- August, 1978 

(Mtllions of dollars of each year) 

1960 11961 1 1962 1963 196411965 119!l6,1967 

l. Traditional Forei!Pl 
Debt ....................... 456 530 653 816 931 1.079 

U. Other Foreign Liabili-
ties ......................... 290 480 602 653 701 702 

!.!.M.F. ..................... 29 89 76 116 126 125 

:2. Credit fi·onl Suppliers' to the 
Private Sector (Def<med Pay-
ments) ..................... 121 161 199 219 270 233 

:3. Fi11andal Credit to Pn\ate 
Sector Decree 1.2í:2 
(Art. 14, 15 and 16) .......... 75 130 168 160 Hi5 197 

4. Short term lines of credit to 
commercial hanks, Banco del 
Estado and Central Bank ..... 65 10l} 159 158 143 147 

TOTAL (I + Il) 746 1.010 1.255 1.469 1.635 1.781 

1 

SO URCE: Central Bank of Chile. 

NOTES: 

(l) Excludes balances to be used. With the exception ofpoint II 4., the rest refer to credits of one year 

or more. 

(2) lncludes balances of credits conb·acted hy private enterprises which are incorporated in the public 

sector (Paciik· Stücl Cmupanay {C:\P) miniug t.•ompauics all<l others). In tlw l(lllowing years, tllf..'S<..' 

companies are classified as belonging to the puhlic sector. 

(3) Excludes balances of credits contracted by enterprises incorporated in the puhlic sector. 
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1.198 1.237 

654 671 

110 95 

218 207 

231 269 

95 100 

1.852 1.908 



1 9 6 8 1 1 9 6 9 1 1 9 7 O 1 1 9 7 1 1 1 9 7 2 1 1 9 7 3 1 1 9 7 4 1 1 9 7 5 1 1 9 7 6 1 1 9 7 7 l1~;u:t 

1.422 1.873 2.533(2) 2.640 2.880 3.159 3.779 3.787 3.65<1 3.673 4.134 

779 816 590 556 722 889 995 1.476 1.541 1.761 2.109 

110 88 41 79 129 143 243 434 513 412 371 

299 292 88(3) '74 64 59 91 141 172 180 177 

316 390 413 320 310 306 322 500 600 800 1.134 

54 46 48 83 219 381 339 401 256 369 427 

2.201 2.689 3.123 3.196 3.602 4.048 4.774 5.263 5.195 5.434 6.243 



Years 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
19'70 
1971 
1972 
1973 
1974 

Product, Consumption, lnvestment. Exports and lmports (1) 

(Figures in thousands of pesos for each year) 

Consumption 
Consumption Minus: Outlay-of indi-

Outlay Gross lnvest- Increase in Exports of lmports of viduals and 
Government ment in Fixed Stocks Goods and Goodsand non-profit 
in General Capital Services Services institions 

3.114 447 641 81 574 697 
3.576 510 793 65 568 773 
4.317 613 873 17 665 746 
6.480 842 1.441 106 1.091 1.306 
9.858 1.266 2.111 111 1.644 1.763 

13.359 1.993 2.859 395 2.515 2.369 
18.438 2.953 3.793 672 3.894 3.594 
25.004 3.824 4.761 311 4.931 4.464 
33.574 5.251 6.711 423 6.649 6.261 
47.437 7.631 9.655 1.102 11.430 9.818 
68.610 12.613 13.306 1.790 14.539 13.887 
92.723 19.370 16.772 1.475 13.927 15.226 

179.067 37.700 28.241 648 22.482 29.153 
906.755 149.971 162.652 19.458 137.781 166.065 

7.038.242 1.252.122 1.335.154 (3) - 1.523.708 1.685.206 

Outlay of 
GDP at market 

prices 

4.160 
4.739 
5.739 
8.654 

13.227 
18.752 
26.156 
34.367 
46.347 
67.437 
96.971 

129.041 
238.985 

1.210.552 
9.464.02-0 

1975 (2 30.598.386 4.605.233 4.670.989 (3) - 6.018.209 7.211.365 38.681.452 

SO URCE: National Accounts ofChile, Planning Olllce. 

Years 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 

(l) Includes modifications for change in the Housing Ownership Sector since 1960, in Agricultura! and Foreign Trade 
Sectors since 1970. 

(2) Provisional figures subject to revision. 
(3) Waiting for new statistical data; no estimates of this variable ha ve been made. 

Product, Consumption, lnvestment, Exports and lmports (1) 

(Figures in thousand of 1965 pesos) 

<...:onsumption 
Consumption Minus: Outlay of indi-

Outlay Gross Invest~ Increase in Exports of Imports of viduals and 
Government ment in Fixed Stocks Goods and Goods and non~profit 
in General Capital Services Services institutions 

10.746 1.656 2.142 259 1.938 2.068 
11.465 1.685 2.546 2()7 1.992 2.328 
11.857 1.792 2.626 53 2.106 2.147 
12.376 1.752 2.834 193 2.155 2.195 
13.063 1.824 2.735 149 2.366 2.287 
13.359 1.993 2.859 395 2.515 2.369 
14.780 2.187 2.900 542 2.662 3.005 
15.298 2.186 2.941 191 2.851 2.912 
15.790 2.296 3.166 204 2.875 3.159 
16.222 2.431 3.313 417 3.055 3.533 
16.868 2.591 3.407 467 3.04~ 3.678 
18.563 2.831 3.446 300 2.982 3.682 
19.555 2.931 2.837 167 2.536 3.607 
19.019 3.116 3.000 579 2.387 4.566 
18.381 3.568 3.363 (3) - 3.379 4.193 

(21 15.783 3.017 2.431 (3) - 3.264 3.157 

Outlayof 
GDP at roarke 

prices 

14.673 
15.567 
16.287 
17.115 
17.850 
18.752 
20.066 
20.555 
21.172 
21.905 
22.695 
24.440 
24.419 
23.535 
24.498 
21.333 

SO URCE: National Accounts of Chile, Planning O!hce. 
(1) lncludes modification for change in the Housing Ownership Sector since 1960, in Agricultuml and Foreign Tn\de 

Sectors since 1970. 
(2) Provisional figures &ubject to revision. 
(3) Waiting for new statistical data; 110 estimates of this variable ha ve been made. 
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Rates of Gmwth in Outlay of GDP 
at Mark:et Prices 

Outlay of GDP %Annual % PerCapita 
(in thousands of Variation Variation 

1965 $) 

1960 14.673 

1961 15.567 6,1 3,6 

1962 16.287 4,6 2,1 

1963 17.115 5,1 2,7 

1964 17.850 4,3 2,0 

1965 18.752 5,1 2,8 

1966 20.066 7,0 4,9 

1967 20.555 2,4 0,5 

1968 21.172 3,0 1,0 

1969 21.905 3,5 1,5 

1970 22.695 3,6 1,6 

1971 24.440 7,7 5,8 

1972 24.419 0,1 1,9 

1973 23.535 3,6 5,3 

1974 24.498 4,0 2,2 

1975 (*) 21.338 - 12,9 - 14,5 

1976 ( «·) 22.192 4,0 2,1 

1977 (*) 24.101 8,6 6,6 

1978 (") 25.860 7,3 5,3 

SO URCE: Chilean National Accounts, Planning Oftlce. 

* Provisional estimate. 
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1950 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 * 

Employment and Population on National Level 
(Thousand of Persons) 

Total % Active % Employed % Unemployed 
Population Var. Population Var. Population, Var. Population 

7.585,3 - 2.427,3 - 2.255,0 - 172,3 

7.773,3 2,5 2.47'1,6 1,9 2.276,6 1,0 198,0 

7.961,3 2,4 2.522,8 1,9 2.323,5 2,1 199,3 

8.147,3 2,3 2.572,0 2,0 2.379,1 2,4 192,9 

8.330,4 2,2 2.622,1 1,9 2.433,6 2,5 183,5 

8.509,9 2,2 2.673,2 1,9 2.502,1 2,6 171,1 

8.685,9 2,1 2.725,3 1,9 2.!i59,l 2,3 166,2 

8.858,9 2,0 2.778,4 1,9 2.647,8 3,5 130,6 

9.029,6 1,9 2.832,5 2,0 2.693,8 1,7 138,8 

9.199,1 1,9 2.887,8 1,9 2.714,5 0,8 173,3 

9.368,6 1,8 2.950,1 2,2 2.770,1 2,0 180,0 

!:1.539,1 1,8 3.020,9 2,4 2.906,1 4,9 114,8 

9.711,9 1,8 3.093,9 2,4 2.998,0 3,2 95,9 

9.887,9 1,S 3.167,6 2,4 3.015,6 0,6 152,0 

10.068,1 1,8 3.243,6 2,4 2.945,2 -2,3 298,4 

10.253,0 1,8 3.321,3 2,4 2.839,7 -3,6 481,6 

10.443,2 1,9 3.404,7 2,5 2.938,8 3,5 465,9 

10.639,0 1,9 3.490,2 2,5 3.046,9 3,7 443,3 

10.840,5 1,9 3.577,8 2,5 3.187,4 4,6 390,4 

Rate of 
U nemployment 

'7,1 

8,0 

7,9 

7,5 

7,0 

6,4 

6,1 

4,7 

4,9 

6,0 

6,1 

3,8 

3,1 

4,8 

9,2 

14,5 

13,7 

12,7 

10,9 

SO URCE: Total Population PlanningOH!ce/Latin American Dcmographic Center. Proje<.:tion ofChileun pupulation by sex ami by 

5 -ycar age groups HJ50- .2,000, Santiago, ~hly, HJí5. 

Active Population-1970-1974 Latin American Demographic Center, Chile. Projcction ofthe economic.ally active popula

tion 1970-2,000 Bulletin No. 15. 

Employment and Unemployment Population, Planníng Otri.ce. 

*Provisional Estimate. 

331 



Population and Employment in Greater Santiago 

Total lAbor Employed Unemployed Rate of 
Population Force Unemployment 

-

Fehruary- April 1973 3.334,6 1.094,5 1.034,4 60,1 5,5 

May- July 1973 3.358,3 1.028,0 984,8 43,2 4,2 

August- Septemher 1973 3.378,0 1.028,3 986,2 42,1 4,1 

October - December 1973 3.397,7 997,5 943,2 54.3 5,5 

January- March 1974 3.421,6 1.031,7 963,3 68,4 6,6 

April- June 1974 3.449,6 1.086,3 997,0 sg,3 8,2 

J uly - Scptember 1974 3.469,7 1.083,8 992,6 91,1 8,4 

October - December 19'i4 3.490;0 1.123,7 1.014,2 109,ó 9,7 

jannary- March 1975 3.401,5 1.078,6 944,3 134,3 12,4 

April- June 1975 3.426,5 1.133,7 966,1 167,6 14,8 

July- September 1975 3.451,8 1.080,7 903,9 17ü,8 16,4 

October - December 1975 3.481,9 1,103,7 921,2 182,5 16,5 

January- March 1976 3.508,8 1.147,8 945,7 202,1 17,6 

April- June 1976 3.535,7 1.235,4 998,7 236,7 19,1 

July- September (!) 1976 3.509,0 1.219,9 1.002,6 217,3 17,8 

October- December 1976 3.533,1 1.177,0 1.016,5 160,5 13,6 

January- March 1977 3.557,4 1.183,6 997,1 186,5 15,8 

April- June 1977 3.582,1 1.234,6 1.050,6 134,0 14,9 

July- September 1977 3.606,6 1.203,3 1.044,3 159,0 13,2 

October - December HY17 3.630,9 1.186,8 1.050,2 136,6 11,5 

January- March 1978 3.655,1 1.245,7 1.073,0 167,7 13,5 

April- June 1978 3.679,4 1.304,5 1.132,7 171,8 13,2 

J uly - September 1978 3.703,7 1.349,1 1.151,8 197,3 14,6 

{1) Calculations made with a new projection of the population as of July - September 1976. 

SO URCE: National Statistics Bureau. 
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Year Month 

1960 December 

1961 March 
}une 
September 
December 

1962 March 
June 
September 
December 

1963 March 
June 
Septemher 
December 

1964 March 
}une 
September 
December 

1965 March 
June 
September 
December 

1966 March 
}une 
September 
December 

1967 March 
}une 
September 
December 

1968 March 
}une 
September 
December 

1969 March 
June 
September 
December 

1970 March 
}une 
September 
December 

1971 March 
}une 
September 
December 

Population and Employment in Greater Santiago 
(Thousands of persons) 

Total 
Population 

Labor 
Force 

Employed Unemployed 

1 
Rate of 

Unemployment 
(%) 

1.996,1 736,7 684,9 51,8 7,0 

2.014,5 741,0 684,5 56,5 7,6 
2.033,1 724,0 672,8 51,2 7,1 
2.051,8 729,6 679,5 50,1 6,9 
2.070,7 741,9 705,0 36,9 5,0 

2.089,8 761,6 714,7 47,0 6,2 
2.109,1 754,5 711,5 43,0 5,7 
2.128,5 773,7 740,8 33,0 4,3 
2.148,1 774,1 737,1 37,1 4,8 

2.167,9 778,3 735,5 42,8 5.5 
2.187,9 775,3 735,2 40,2 5,2 
2.208,1 '788,3 747,3 41,0 5,2 
2.258,5 779,2 745,7 33,5 4,3 

2.279,3 790,9 750,6 40,3 5,1 
2.300,3 793,6 754,5 39,2 4,9 
2.321,5 814,5 764,4 50,1 6,2 
2.342,9 794,2 756,1 38,1 4,8 

2.364,5 825,2 774,9 50,3 6,1 
2.386,3 828,0 786.6 41,4 5,0 
2.408,3 840,5 790,9 49,6 5,9 
2.430,5 845,8 806,1 39,8 4,7 

2.452,9 841,3 801,8 39,5 4,7 
2.475,5 854,6 803.6 51,1 6,0 
2.498,3 874,4 828,1 46,3 5,3 
2.521,3 895,1 846,7 48,3 5,4 

2.544,5 877,9 822,5 55,3 6,3 
2.568,0 898,8 845,8 530 5,9 
2.591,7 914,9 861,8 53,1 5,8 
2.615,6 920,7 861,8 58,9 6,4 

2.639,7 902,7 852,4 50,3 5,6 
2.664,0 929,1 869,'7 59,4 6,4 
2.688,6 943,2 879,5 63,6 6,7 
2.713,4 965,1 912,9 52,2 5,4 

2.738,4 953,0 888.2 64,8 6,8 
2.763,6 968,1 899,0 69,1 7,1 
2.789,1 992,9 940,3 52,6 5,3 
2.814,8 1.012,6 958,0 54,7 5,4 

2.840,7 987,4 920,0 67.5 6,8 
2.866,9 1.023,4 951,9 71,5 7,0 
2.893,3 1.021,0 955,3 65,6 6,4 
2.920,0 1.034,1 948,8 85,4 8,3 

2.946,9 1.031,4 946,4 85,0 8,2 
2.974,1 1.073,8 1.018,0 55,8 5,2 
3.001,5 1.061,8 1.011,1 50,7 4,8 
3.029,2 1.059,4 1.019,3 40,1 3,8 

Continued on fhllowing p1ge. 
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(Continuation) 

Year Month 

1972 March 
June 
September 
December 

1973 March 
Jlme 
September 
December 

1974 March 
June 
September 
December 

1975 March 
June 
September 
De"-ember 

1976 March 
June 
July 
August 
September 
December 

1977 March 
June 
Septemher 
December 

1978 March 
June 
September 

Population and Employment in Greater Santiago 
(Thousands of persons) 

Total 
Population 

Labor 
Force 

Employed Unemployed 

3.057,1 1.060,6 1.010,2 50,4 
3.085,3 1.105,3 1.064,7 40,7 
3.113,7 1.065,9 1.034,0 31,9 
3.142,4 1.079,4 1.040,9 38,5 

3.171,4 1.104,1 1.062,5 41,6 
3.200,6 1.135,0 1.099,8 35,2 

- - - -
3.382,0 1.180,3 1.097,6 82,8 

3.413,2 1.179,2 1.070,3 109,0 
3.444,7 1.182,9 1.060,6 122,3 
3.476,5 1.198,7 1.086,1 112,6 
3.508,5 1.228,6 1.109,3 119,2 

3.540,8 1.230,9 1.007,2 163,7 
3.573,4 1.226,7 1.029,5 197,2 
3.606,3 1.223,3 1.019,9 203,5 
3.639,5 1.280,2 1.041,2 239,0 

3.673,0 1.298,7 1.041,1 257,6 
3.706,9 1.333,5 1.093,0 240,5 
3.718,4 1.284,4 1.074,6 209,8 
3.729,8 1.291,4 1.071,9 219,5 
3.741,1 1.291,5 1.089,2 202,3 
3.775,6 1.317,5 1.138,3 179,2 

3.810,3 1.336,6 1.151,4 185,2 
3.845,5 1.368,8 1.190,4 178,4 
3.880,9 1.371,3 1.195,6 175,8 
3.916,7 1.374,9 1.193,9 180,9 

3.952,8 1.417,2 1.208,9 208,4 
3.989,2 1.426,9 1.244,8 182,1 
4.026,6 1.466,7 1.265,1 201,6 

SO URCE: University of Chile, Economics Department. 

1 
Rate of 

Unemployment 
(%) 

4,8 
3,7 
3,0 
3,6 

3,8 
3,1 

-
7,0 

9,2 
10,3 

9,4 
9,7 

13,3 
16,1 
16,6 
18,7 

19,8 
18,0 
16,3 
17,0 
15,7 
13,6 

13,9 
13,0 
12,8 
13,2 

14,7 
12,8 
13,7 

NOTE: Thcse figures take into accmmt tlw new dcmographic projcction appmvcd by Latin American Oetnogmphic Centcr, 

Plauning Otl'icc <Uld the Natiomtl Burenu of Statistics. 
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Dates General 
lndex 

Average 1960 11,74 
, 61 12,65 

" 62 14,40 

" 63 20,78 

" 64 30,33 

" 65 39,08 

" 66 48,01 

" 67 56,72 

" 68 71,83 
, 

69 93,84 

" 1970 124,35 

" 71 149,29 

" 72 265,46 

" 73 1.202,05 

" 74 7.268,80 

" 75 (3) 34,51 

" 76 107,64 

" 77 206,63 

'' 78 289,46 

December 77 248,28 

January 78 252,79 

February 258,88 

March 266,46 

April 273,42 

May 279,20 

June 284,84 

July 292,01 

August 300,20 

September 308,81 

October 314,53 

November 318,74 

December 323,56 

Consumer Price lndex 
(laspeyres, base December 1969 = 100) 

%VARIATION 

Yearly Dec. Variation Food Housing 
Average to in 12 

De c. months 

11,6 5,4 - 10,96 15,75 

7,7 9,7 - 12,05 16,88 

13,9 27,7 - 14,11 18,65 

44,3 45,4 - 21,14 24,46 

46,0 38,4 - 31,77 33,09 

28,8 25,9 - 41,16 41,87 

22,9 17,0 - 50,41 50,51 

18,1 21,9 - 57,70 60,48 

26,6 27,9 - 72,41 75,30 

30,7 29,3 - 94,65 94,94 

32,5 34,9 - 128,12 119,41 

20,1 !!2,1 - 158,63 138,99 

77,8 163,4 - 341,45 177,33 

352,8 508,1 - 1.627,03 562,22 

504,7 375,9 - 9.985,08 3.568,97 

374,7 340,7 - 45,89 18,82 

211,9 174,3 - 143,55 59,06 

92,0 63,5 - 267,36 115,46 

40,1 30,3 - 359,90 175,54 

(1) 3,1 63,5 63,5 313,65 145,00 

1,8 (2) 1,8 57,2 317,66 148,08 

2,4 4,3 52,4 325,"13 151,55 

2,9 7,3 47,5 333,13 15ll,71 

2,6 10,1 44,6 342,49 161,35 

2,1 12,5 42,2 349,10 164,94 

2,0 14,7 40,4 352,30 173,68 

2,5 17,5 38,5 362,26 176,37 

2,8 20,9 37,7 374,73 181,34 

2,9 24,4 36,6 385,23 191,39 

1,9 26,7 33,5 391,01 196,08 

1,3 28,4 32,4 391,50 199,00 

1,5 30,3 30,3 393,59 204,04 

Clothing Miscella-
neous 

12,60 

12,92 10,83 

14,45 9,77 

20,48 15,90 

30,86 21,73 

38,67 29,17 

46,54 38,49 

56,81 49,10 

71,34 66,50 

91,17 92,69 

116,45 127,63 

146,73 143,53 

233,24 230,79 

1.251,03 1.001.,86 

4.572,51 7.761,41 

17,43 42,07 

55,22 126,85 

109,74 253,06 

154,73 362,80 

130,13 313,65 

132,34 322,81 

134,75 331,00 

138,34 341,63 

144,08 348,08 

150,50 351,07 

153,96 356,95 

159,24 364,05 

160,83 373,43 

163,48 379,36 

168,14 384,87 

174,31 394,38 

176,81 405,98 

SOURCE: National Bureau of Statisttcs. 
(1)% Variation with respect to previous month. 
(2) % Variation with respect to December. 
(3) Beginning in 1975, the Index has been simplified by 1,000 to facilita!<: the reading ofthe figures. This does not alter the 

base. 
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Wholesale Price lndex 
(Laspeyres, base 1968 = 100) 

o/., Variation National Products 

Dates General Yearly 
lndex Average 

Average 1960 16,66 5,3 

" 1961 16,78 0,8 

" 1962 18,17 8,3 

" 1963 27,92 53,7 

" 1964 42,03 50,6 

" 1965 52,25 24,3 

" 1966 64,21 22,9 

" 1967 76,62 19,3 

" 1968 100,0 30,5 

" 1969 136,5 36,5 

" 1970 1'85,8 36,1 

" 1971 219,1 Í7,9 

" 1972 372,5 70,0 

" 1973 2.277,6 511,4 

" 1974 25.711,1 1.029,0 

" 1975 (3) 149,62 482,0 

" 1976 480,51 221,1 

" 1977 893,99 86,0 

" 1978 1.278,05 42,9 

December 1977 1.040,51 (1) 1,4 

january 1978 1.061,16 2,0 

February 1.104,78 4,1 

Mar eh 1.153,26 4.4 

April 1.196,16 3,7 

M ay 1..231,38 2,9 

}une 1.266,21 2,8 

July 1.294,35 2,2 

August 1.341,44 3,6 

September 1.385,54 3,3 

October 1.416,46 2,2 

November 1.440,85 1,7 

December 1.445,00 0,3 

SO URCE: National Bureau of Statistics. 
NOTES: (1) % Variation during the month. 

Dec. 
to 

Dec. 

1,6 

1,6 

26,8 

45,4 

43,7 

24,5 

19,6 

19,7 

33,1 

39,4 

33,7 

21,4 

143,3 

1.147,1 

570.6 

410,9 

151,5 

65,0 

38,9 

65,0 

(2) 2,0 

6,2 

10,8 

15,0 

18,3 

21,7 

24,4 

28,9 

33,2 

36,1 

38,5 

38,9 

(2)% Variation with respect to December. 

1 

In 12 Agri-

1 
Minerals 

1 
Industry months culture 

- 16,2 17,9 15,0 

- 16,3 17,6 15,2 

- 18,4 18,4 16,6 

- 26,5 27,7 24,7 

- 40,2 38,9 37,9 

- 55,2 57,1 48,5 

- 69,4 71,0 62,2 

- 80,4 82,2 76,4 

- 100,0 100,0 100,0 

- 141,0 129,2 135,6 

- 191,7 166,7 186,1 

- 240,5 221,3 212,0 

- 502,1 380,3 352,4 

- 2.752,5 2.279,2 2.132,1 

- 20.372,3 36.547,6 22.796,5 

- 135,92 211,54 118,78 

- 470,21 617,15 374,80 

- 842,96 1.069,17 702,03 

- 1.135,36 1.615,73 1.072,04 

65,0 883,12 1.282,18 877,12 

57,7 896,69 1.389,38 896,27 

50,4 934,03 1.420,18 933,56 

45,5 993,16 1.481,74 960,89 

43,1 1.02'1,82 1.505,71 1.006,84 

41,6 1.055,08 1.561,66 ¡,040,96 

41,3 1.107,37 1.575,GG 1.065,96 

40,1 1.153,76 1.625,43 1.082,9(! 

40,0 1.204,18 1.631,81 1.117,78 

42,0 1.268,81 1.772,73 1.149,25 

41,5 1.33(),00 1.792,92 1.1'16,52 

40,4 1.338,52 1.778,58 1.209,05 

38,9 1.314,92 1.802,95 1.224,43 

1 

lmport Total 
Products 

15,7 19,1. 

15,8 19,3 

17,4 20,1 

25,6 33,8 

38,8 50,3 

51,7 53,8 

65,5 60,8 

78,4 72,2 

100,0 100,0 

136,2 137,4 

186,1 184,6 

217,2 225,5 

378,6 352,3 

2.242,1 2.396,9 

23.024,3 34.749,2 

134,93 189,68 

440,05 572,00 

804,43 1.142,99 

909,80 1.541,65 

934,00 1.342,31 

956,35 1.347,86 

994,71 1.408,56 

1.037,64 1.474,29 

1.079,60 1.510,63 

1.113,41 1.543,89 

1.149,70 1.561,11 

1.180,88 1.564,74 

1.224,41 1.618,51 

1.273,54 1.622,75 

1.315,05 1.586,68 

1.336,65 1.619,80 

1.337,45 1.640,96 

(3) Beginning in 1975, the Index has been simplified by 1,000 to facilitate the reading of the figures. This does not alter the 
base. 
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General Index 

Years and 
Months Wageand % 

Salary Variation 
Index 

1959 April 100,0 -
1960 April 115,1 15,1 
1961 April 132,5 15,1 
1962 April 150,9 13,9 
1963 April 205,7 36,3 
1964 April 274,4 33,4 
1965 April 42.2,6 54,0 
1966 April 574,5 35,9 
1967 April 817,2 42,2 
1968 April 984,8 20,5 
1969 April 1.478,4 50,1 
1970 April 2.126,2 43,8 
1971 April 3.253,5 53,0 
1972 April 4.563,3 40,3 
1973 April 12.601,8 176,2 
1974 April (2) 8,1 546,2 
1975 April 41,6 411,3 
1976 April 158,6 280,9 
1977 April 453,2 185,7 
1978 April 754,3 66,5 

1974 January 6,2 177,9 
April 8,1 32,1 
July 14,2 74,9 
October 19,5 36,7 

1975 January 27,5 41,4 
April 41,6 51,3 
July 67,8 62,8 
October 86,7 27,9 

1976 January 113,9 31,4 
April 158,6 39,3 
July 224,8 41,7 
October 293,8 30,7 

1977 January 373,1 27,0 
April 453,2 21,4 
July 553,4 22,1 
October 5'12,5 3,5 

1978 J anuary 678,0 18,4 
April 754,3 11,3 
July 850,8 12.8 
October 881,8 3,6 

NOTES: 

Wage and Salary lndex 
(Base: April1959= 100) 

Partial Indices 

Wage Salary Public 
lndex Index Utility 

100,0 100,0 100,0 
- - -
- - -
- - -

200,5 210,5 . 240,1 
282,6 266,5 344,9 
432;,5 413,0 47'1,1 
592,9 577,3 753,7 
816,5 81'1,8 1.098,9 

1.076,'1 898,9 1.321,6 
1.510,0 1.448,8 2.159,4 
2.094,8 2.155,6 2.641,4 
3.184,3 3.318,2 4.342,7 
4.793,0 4.348,4 6.878,6 

Mining 

100,0 
-
-
-

230,0 
317,4 
483,7 
630,2 

1.025,9 
1.376,2 
1.939,2 
2.ti77,4 
4.440,1 
5.405,5 

13.878,1 11.408,0 16.985,7 15.448,9 
8,4 7,9 9,3 8,7· 

41,3 42,0 41,7 53,6 
158,7 158,5 176,1 200,0 
455,0 451,5 439,8 609,9 
755,9 752,8 705,4 930,4 

6,5 5,8 7,9 5,6 
8,4 7,9 9,3 8,7 

14,6 13,9 15,8 18,2 
19,3 19,6 20,9 21,7 

26,6 28,4 31,0 31,9 
41,3 42,0 41,7 53,6 
65,2 70,2 75,5 85,1 
85,8 87,5 95,9 111,1 

113,1 114,6 130,1 141,6 
158,7 158,5 176,1 200,0 
227,7 222,0 242,0 286,3 
300,3 287,8 307,1 393,9 

375,8 370,6 371,7 507,9 
455,0 451,5 439,8 609,9 
548,2 558,2 526,8 701,4 
573,4 571,7 539,4 73'1,4 

674,0 681,7 650,2 807,1 
755,9 752,8 705,4 930,4 
860,0 842,2 902,3 991,3 
902,5 862,5 940,0 1.077,9 

Index by Sector 

Manu- Fiscal Semi-Fisc al 
facturing Institutions Institution 

100,0 100,0 100,0 
- - -
- - -
- - -

208,9 211,0 186,5 
310,7 241,3 225,9 
445,8 386,4 390,9 
640,9 513,5 486,2 
821,8 848,5 684,5 

1.082,4 879,3 775,3 
1.503,7 1.480,8 1.194,4 
2.110,8 2.337,1 1.774,1 
3.117,1 3.473,6 2.754,1 
4.927,8 3.887,3 3.869,7 

14.853,3 11.266,0 9.086,7 
9,6 9,1 5,5 

43,8 54,3 28,2 
174,6 191,2 104,8 
500,7 555,0 290,5 
861,6 (1) 641,7 

7,6 7,4 3,6 
9,6 9,1 5,5 

15,5 17,6 9,9 
21,1 24,8 13,4 

29,5 35,1 18,8 
43,8 54,3 28,2 
68,7 91,8 46,2 
92,0 109,3 58,1 

124,5 138,5 75,4 
174,6 191,2 104,8 
251,2 273,4 142,8 
328,4 354,2 183,9 

413,5 (1) 315,5 
500,7 386,9 
607,5 484,8 
646,2 486,2 

772,7 582,2 
861,6 641,7 
988,0 710,6 

1.033,9 718,9 

(1) The sectors originally identified as Fiscal and Semi-Fiscal have been inccrporated into the Public Sector, as they ha ve lost meaning 
as individual entities because of the modifications in the administrative structure of the State. 

(2) This Index has been simplified by 10,000 in order to facilitate the reading of the figures. The base has not been altered. Varia
tions ha ve been calculated on the original fignres, which differ if they are calculated with respect to the simplified Index in sorne 
cases. 

SO URCE: National Bureau of Statistics. 
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; Exchange Rate 

1!", .. : 
($ per dollar, Buyer, Banking Market) 

¡;:~ ' . Annual Average .,,,. 

Year Value Year Value 

1960 0,001051 1970 0,011552 
1961 0,001051 1971 0,012409 
1962 0,001142 1972 0,019485 
1963 0,001875 1973 0,110798 
1964 0,002372 1974 0,8320 
1965 0,003128 1975 4,9100 
1966 0,003955 1976 13,0542 
1967 0,005031 1977 21,54 
1968 0,006787 1978 31,67 
1969 0,008974 

Monthly Averages 

Periods 1970 1971 1972 1973 1974 1975 1976 197'7 1978 

January 0,01012 0,01221 0,01580 0,02500 0,371 1,906 9,19 17,96 28,35 

Febrnary 0,01039 0,01221 0,01580 0,02500 0,416 2,247 10,10 19,04 29,12 

March 0,01077 0,01221 0,01580 0,02500 0,483 2,786 10,76 18,30 29,86 

April 0,01112 0,01221 0,01580 0,02500 0,545 3,537 11,51 18,6!) 30,61 

M ay 0,01143 0,01221 0,01580 0,02758 0,611 4,045 12,56 19,39 31,30 

June 0,01173 0,01221 0,01580 0,06500 0,725 4,580 13,54 20,23 31,83 

July 0,01201 0,01221 0,01580 0,06500 0,790 5,339 12,82 20,96 32,29 

August 0,01221 0,01221 '0,02322 O,OHOO 0,889 5,806 13,51 21,96 32,73 

September 0,01221 0,01221 0,02500 0,0850() 1,021 6,190 14,33 23,86 33,05 

October 0,01221 0,01221 0,02500 0,28000 1,173 6,800 15,17 24,71 33,32 

November 0,01221 0,01221 0,02500 0,29J30 1,340 7,440 16,13 25,66 33,57 

December 0,01221 0,01460 0,02500 0,34300 1,619 8,250 17,03 27,59 33,84 

SO URCE: Central Bank ofChile. 
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Price of Copper 1960 - 1978 
(London Metals Exchange) 

(US$ cents per pound) 

Nominal Price 
(US$ e year) 

1960 30,77 

1961 28,71 

1962 29,26 

1963 29,30 

1964 43,98 

1965 58,64 

1966 69,47 
1967 51,13 

1968 56,10 

1969 66,54 

1970 64,10 

1971 49,27 
1972 48,57 

1973 80,78 

1974 93,27 

1975 55,94 
1976 63,55 

1977 59,34 
1978 61,89 

January 1978 57,18 

February 55,19 
March 56,91 
April 58,29 
M ay 59,06 
}une 60,43 
July 60,62 
August 64,72 

September 65,40 

October 68,29 
November 66,67 
December 69,51 

(*) Value estimated assuming 7.8% increase in WPI-USA in the year 1978. 

SO URCE: Central Banck of Chile. 

Real Price: Deflated by WPI-USA. 

Real Price 
(US$ 1976) 

59,30 
55,57 
56,45 

56,71 

84,94 
111,03 
127,32 

93,52 

100,10 
114,28 

106,19 

79,12 
74,59 

109,68 
106,55 

58,51 
63,55 
55,98 
54,11* 
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Methodology for lnterseasonai Comparisons 
(lmplicit Exchange Rate) 

The development of this methodology fulfills the purpose of building 
historical series of economic data which permitan adequate comparison 
of the variables among themselves and over time. This especially permits 
the consolidation of values in domestic and foreign currency, in arder to 
obtain, for example, their relative dimension when compared to additional 
factors such as the gross domestic product orto compare their reallevels 
at determined periods in time. 

The methodology used consists in converting the nominal figures in do
mestic currency into dollars for each year, using the implicit exchange rate 
which is obtained from the relation between the gross domestic product in 
pesos for each year in the "National Chilean Account" of the Planning 
Office, and the GDP expressed in dollars for each year. 

The series of the gross domestic product in dollars for each year was con
structed on the basis of the Planning Office real series of the gross domes
tic product in 1965 pesos. The Expenditure of the GDP for 1974 which is 
obtained from the value ofthe GNP as estimated by the World Bank forthat 
year was established as a pivot value in dollars. This permits an adequate 
comparison of the levels of economic activity between Chile and other 
countries in the world. 

In arder that the figures may be compared over time, they have been ex
pressed in constant terms (1976 dollars}, deflating the figures in dollars 
for each year by world inflation, as measured by the Wholesale Price lndex 
of the United States. 

lt is interesting to observe that the implicit exchange rate will differ from 
the actual exchange rate observed in the economy to the extent that the 
latter is under or overvalued as a result of Balance of Payment problems, 
or of import-export subsidy policies. 

When each of the nominal variables is expressed through the use of the 
same methodology, it is necessary to point out that the relations which 
exist in each period or year among the different nominal variables remains 
unchanged, and consistency is maintained among them. 
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The following table orovides the nominal and real figures for the GDP for 
the 1960-1978 period and the values of the resulting exchange rate, as 
well as a comparison with the exchange rate for each year. 

In the subsequent tables the methodology described here is applied to the 
most significant variables in the fiscal, monetary and the balance of pay
ment situations. 

NOTE: Let IERt 

EGDPtip = 

EGDPtep 

Then IERt 

Then Jet 

implicit exchange rate for the year t 

expenditure of gross domestic product in the period t, expressed in pesos for 
that year (at interna! prices). 

expenditure of gross domestic product in the period t, expressed in dollars for 
that year (at externa! prices). 

EGDPtip 

EGDPtep 

ier rate of variation in the implicit exchange rate 
g real rate of variation in the EGDP 
Pi rate of variation in interna! prices 
Pe rate of variation in externa! prices. 

Then ier 
(l + g) (l + Pi) (l + Pi) 
-------- l = ---- l 

(l + g) (l + Pe) (l + pe) 

That is, between one period and another, the implicit exchange rate will only va1y in fi.mction of interna! 
inflation and world inflation. 
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1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

NOTES: (1) 

(2) 

(3) 
(4) 
(5) 

(6) 
(7) 
(8) 
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Expenditure of Gross Domestic Product 
lmpliclt Exchange Rate 

1960 - 1978 Penod 

(1) (2) 

Real EGDP 1\eal EGVP 

(Thous. 1965 $) (Mili. US$ 1974) 

14.673 5.022 . 
15.567 5.328 

16.287 5.575 

17.Ú5 5.858 

17.850 6.110 

18.752 6.418 

20.066 6.868 

20.555 7.035 

21.172 7.247 

21.905 7.497 

22.695 7.768 

24.440 8.365 

24.419 8.358 

23.535 8.055 

24.498 8.385 

21.338 7.303 

22.192 7.596 

24.101 8.249 

25.860 8.851 

: So urce: Planning Ofl'ice, "Chilean Ncttional Accounts." 
Years 1974- 1975: provisional figures subject to revision. 
Years 1976 - 1978: provisional estímate. 

: Estimate based on level ofUS$ 8,490 million ofGNP for 1974. 

(3) 

Hcal EGDP 

(Mili. US$ 1976) 

5.737 

6.087 

6.368 

6.692 

6.980 

7.332 

7.846 

8.037 

8.278 

8.565 

8.874 

9.556 

9.548 

9.202 

9.579 

8.343 

8.677 

9.423 

10.111 

(4) 

Nominal EGDP 

(Mili. US$ each year) 

2.977 

3.145 

3.301 

3.458 

3.614 

3.872 

4.281 

4.394 

4.639 

4.987 

5.356 

5.951 

6.217 

6.777 

8.385 

7.976 

8.677 

9.998 

11.565 

(Source: World Bank Atlas 1975). This figure was correeted to pass to EGDP i(>r 1974 ofUS$ 8,385 mili ion). 
\vhich is used as a pivot, considering the real implicit rates of growth in the series (1). 

: Base changed in series (2) using the Wholesale Price Index the United States. {Assumed 7.8% for 1978). 
! Series (3) detlated by the Wholesale Price lndex ofthe United States. 
• Source: Planning Otllce, "Chilean National Accounts. '' 
• Years 1974-75: provisional figures, subject to revision. 

Years 1976-78: provisiC'nal estimate. 
• Obtained from (5) : (4). 
; Source: Central Bank of Chile. 
: Obtained from (7) : (6). 



(5) (6) (7) (8) 

Nominal EGDP lmplicit Actual Actual Exchange 

(Thous. of ,$ Exchange Bate Exchange Bate Bate and lmplicit 

each year) ($ jl,OOO US$) ($/1,000 US$) Rate Ratio 

4.160 1,397 1,051 0,75 

4.739 1,507 1,051 0,70 

5.739 1,739 1,142 0,66 

8.654 2,503 1,875 0,75 

13.227 3,660 2,372 0,65 

18.752 4,843 3,128 0,65 

26.156 6,110 3,955 0,65 

34.367 7,821 5,031 0,64 

46.347 9,991 6,787 0,68 

67.437 13,523 8,974 0,66 

96.971 ll1,105 11,552 0,64 

129.041 21,684 12,409 0,57 

238.985 38,441 19,485 0,51 

1.210.552 178,627 110,798 0,62 

9.464.020 1.129,000 832,000 0,74 

38.681.452 4.850,000 4.910,000 1,01 

125.473.347 14.460,000 13.054,000 0,90 

261.626.985 26.168,000 21.540,000 0,82 

393.296.780 34.007,000 31.670.000 0,93 
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Expenditure, Revenues and Fiscal Deficit 1960 - 1978 
Local Currency (2) 

(In millions of dollars for each year) 

1960 11961 11962 11963 11964 11965 11966 1196? 

T OTAL EXPENDITURE 580,46 595,88 657,56 657,93 649,67 807,76 896,06 845,39 

Debt Service ............... 12,67 8,56 6,04 6,07 5,66 7,99 9,59 8,37 

Total Expenditure excluding 
Debt Service ........ 567,79 587,32 651,52 651,86 644,01 799,77 886,47 837,02 

T OTALREVENUES .......... 423,84 469,14 483,61 500,64 501,83 629,13 718,29 729,92 

Direct Taxes ................ 101,72 123,62 121,50 113,99 138,63 185,55 204,24 212,70 

IndirectTaxes .............. 295,85 322,36 327¡19 322,57 311,59 361,28 407,17 425,07 r 

Non Tax Income . . . . . . . . . . . . 26,27 23,16 31,63 31,04 29,81 49,84 44,63 33,38' 

Copper .................... - - - - - - - -
Customs Duties and Extra 
budgetary Adjustments ...... - - 2,99 33,04 21,80 32,46 62,33 58,77 

D EFICIT .................... 156,62 126,74 173,95 157,29 147,84 178,63 177,79 115,47 

Foreign Currency 
(M11i1ons of dollars for each year) 

11960 11961 11962 11963 11964 11965 11966 11967 

: 
T OTALEXPENDITURE ...... 91,51 112,10 117,60 113,10 113,50 120,70 144,50 142,60 

Debt Services ·············· 52,49 74,20 69,00 85,00 79,40 78,80 84,76 99,13; 

Total Expenditure excluding 
Debt Service ................ 39,02 37,90 48,60 28,10 34,10 41,90 59,74 43,471 

T OTALREVENUES .......... 110,13 96,29 103,60 99,40 121,10 142,30 217,10 203,50' 

DirectTaxes ................ 7,28 8,38 4,90 10,40 11,20 17,30 14,90 22,10 

IndirectTaxes . . . . . . . . . . . . . . 12,85 3,52 3,60 2,10 2,50 2,60 4,60 2,8o; 

Non Tax Income ............ 2,28 11,86 2,50 0,60 2,60 0,90 0,30 -
Copper ···················· 87,72 72,53 92,60 86,30 1011,80 121,50 1g7,30 178,70 

Customs Duties and Extra 
budgetary Adjustment ...... - - - - - - - -

D EFICIT .................... - 18,62 15,81 14,00 13,70 - 7,60 - 21,60 - 72,60 - 61,00 

SO URCE: Ministry of Finance, Office of the Budget. 
NOTE: In arder to compare the series of fiscal expenditure and revenue in the period under consideration, fiscal customs 

duties and extrabudgetary adjustments have been included in both the revenues and the expenditures. In the years 197~ 
and 1973, contributions via the monetary system to finance enterprises in the social area have also been included 

(1): Provisional e&timate. . 
(2}: The figures in local currency werc convetted to dollars using the implicit exchange ratc. 

344 



1 9 6 8 11 9 6 9 11 9 7 o 11 9 7 1 11 9 7 2 11 9 7 3 11 9 74 11 9 7 5 11 9 7 6 11 9 7 7 11 9 7 8 (1) 

896,48 1.018,34 1.172,22 1.585,40 1.793,19 2.'125,78 2.035,49 1.535,82 1.666,78 2.179,18 2.779,9 

15,28 17,42 17,16 10,80 17,17 13,57 31,39 18,09 20,00 40,30 36,4 

881,20 1.000,92 1.155,06 1.574,60 1.7'76,02 2.712,21' 2.004,10 1.517,73 1.646,78 2.138,88 2.743,5 

784,59 943,47 1.003,91 1.141,60 1.075,72 1.270,64 1.572,25 1.629,22 1.743,06 2.201,20 2.957,2 

213,87 212,19 240,24 333,06 257,38 333,65 453,79 500,09 452,15 563,51 727,6 

491,95 547,07 574,82 678,11 676,51 690,19 915,92 1.054,52 1.241,17 1.569,46 2.082,4 

40,87 52,75 56,56 80,84 74,43 92,37 202,54 74,61 49,74 68,23 147,2 

- 0,06 0,06 0,01 - - - - - - -

37,90 131,40 132,23 49,58 67,40 154,43 - - - - -
111,89 74,87 168,31 443,80 717,47 1.455,14 463.24 - 93,40 - 76,28 -22,02 - 177,3 

JUJ68 1969 11970 11971 11972 11973 11974 11975 11976 11977 11978 

----- ·--- ---- _, _________ -------- ·---
153,27 193,40 272,20 257,35 118,37 169,41 618,69 555,74 694,74 623,82 664,43 

101,26 137,09 176,98 185,57 50,96 78,88 337,92 387,69 543,64 444,78 492,48 

52,01 56,31 95,22 71,78 67,41 90,53 280,77 168,05 151,10 179,o4 171,95 

195,20 248,10 291,90 60,92 34,88 28,60 216,39 218,69 382,92 374,30 342,87 

20,00 20,30 18,50 12,63 1,32 2,39 10,63 20,87 14,00 10,30 13,51 

2,50 2,50 2,80 7,11 5,07 5,57 10,92 13,78 9,70 9,33 11,08 

0,20 1,40 2,70 2,10 2,77 1,43 4,24 '7,50 7,28 1,48 1,92 

172,50 223,90 267,90 39,08 25,72 19,21 190,60 176,54 351,94 353,19 316,36 

- - - - - - - - - - -
- 41,93 - 54,70 - 19,70 196,43 83,49 140,81 402,30 337,05 311,82 249,52 321,56 
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Expenditure, Revenues, and Real Fiscal 
Deficit 1960 - 1978 

Consolidated in Local and Foreign Currency 
(In millions of 1976 dollars) 

1 1960 1 1961 1 1962 1 1963 1 1964 1 1965 1 1966 1 1967 

TOTAL EXPENDITDRE ..... 1.295,09 1.370,22 1.495,51 1.492,25 1.473,99 1.757,95 

- Debt Service ............. 125.58 160,17 144,77 176,26 164,29 164,33 
-Total Expenditure 

Excluding Debt Se1vice ... 1.169,51 1.210.05 1.350,74 1.315,99 1.309,70 1.593,62 

TOTAL REVENDES ......... 1.029,12 1.094,33 1.132,90 1.161,32 1.203,13 1.400,63 

- Direct Taxes .............. 210,08 225,47 243,86 240,74 289,38 384.08 
- Indirect Taxes ............ 594,96 630,71 638,77 628,37 606,63 688.97 
- Non-Tax Income .......... 55,02 67,'78 65,85 61,24 62,60 96,07 
-Copper ................... 169,o6 140,37 
- Customs Duties and Extra-

178,65 16'7,03 202,41 230,05 

budgetary Adjustments .... - - 5,77 63,94 42,11 61,46 

DEFICIT .................... 265,97 275,89 362,61 33(),93 270,86 297,32 

% Deficit/Total Expenditure ... 20,5 20,1 24,2 22,2 18,4 16,9 

Expenditure, Revenue and Fiscal Deficit as Percentage 
of Expenditure of Gross Domestic Product. 

(Figures in percentage) 

TOTAL EXPENDITDRE ..... 22,58 22,51 23,48 

- Debt Service ............. 2,19 2,63· 2,27 
-Total Expenditure Excluding 

De bt Service ············· 20,39 19,88 21,21 

TOTAL REVENDES ......... 17,94 17,98 17,79 

- Direct Taxes .............. 3,66 4,20 3,83 
- Indirect Taxes ............ 10,37 10,36 10,03 
- Non-Tax Income 0,96 1,11 1,03 
-Copper ................... 2,95 2,31 2,81 
- Customs Duties and Extra-

budgetary Adjustments .... - - 0,09 

DEFICIT .................... 4,64 4,53 5,69 

SODRCE: MinistrY of Finance, Office of the Budget (See previous tables). 

( 1) : Provisional estima te. 

*Definitive figure is 4.1%. 
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22,30 21,12 23,98 

2,63 2,35 2,24 

19,67 18,'77 21,74 

17,35 17,24 19,92 

3,60 4,15 5,24 
9,39 8,69 9,39 
0,91 0,90 1,31 
2,50 2,90 3,14 

0,95 0,00 0,84 

4,95 3,88 4,06 

1.907,03 1.807,03 

172,91 196,62 

1.734,12 1.610,41 

1.714,25 1.707,41 

401,62 429,45 
754,65 782,58 

82,16 61,05 
361,59 326,84 

114,23 107,49 

192,78 99,62 

10,1 5,5 

24,31 22,48 

2,21 2,44 

22,10 20,04 

21,85 21,24 

5,12 5,34 
9,62 9,74 
1,05 0,76 
4,61 4,06 

1,45 1,34 

2,46 1,24 



1 !! 6 8 1 1 9 6 9 11 9 7 o 11 9 71 11!) 7 2 119 7 3 11 9 7 4 11 9 7 5 11 9 7 6 1 1 9 7 7 1 1 ~1; 8 

1.873,17 2.081,04 2.392,97 2.959,09 2.935,58 3.931,09 3.032,13 2.187,77 2.361,52 2.641,85 3.011,38 

207,95 265,35 321,63 315,33 104,63 125,53 421,90 424,44 563,64 457,19 462,40 

1.665,22 1.815,69 2.071,34 .2.643,76 2.830,95 3.805,56 2.610,23 1.763,33 1.797,88 2.184,66 2.548,98 

1.748,34 2.046,40 2.146,77 1.931,01 1.705,55 1.764,11 2.043,34 1.932,91 2.125,98 2.427,43 2.885,25 

417,32 399,28 428,65 555,11 397,29 456,28 530,55 544,92 466,15 540,82 647,95 
882,30 943,83 956,94 1.100,33 1.046,70 944,70 1.058,82 1.117,44 1.250,87 1.488,03 1.830,33 
73,28 93,00 98,18 133,18 118,56 127,36 236,23 85,89 57,02 65,70 130,38 

307,81 384,63 443,93 62,77 39,50 26,08 217,74 184,66 351,94 332,88 276,59 

67,63 225,66 219,07 79,62 103,51 209,69 - - - - -
124,83 34,61 246,20 1.028,08 1.230,03 2.166,98 988,79 254,86 235,54 214,42 126,13 

6,7 1,7 10,3 34,7 41,9 55,1 32,6 11,6 10,0 8,1 4,2* 

22,63 2i4,30 26,97 30,97 30,74 42,72 31,65 26,22 27,22 28,(}4 30,15 

2,51 3,10 3,63 3,30 1,09 1,36 4,40 5,09 6,50 4,85 4,63 

20,12 21,20 23,34 27,67 29,65 41,36 27,25 21,13 20,72 23,19 25,52 

21,12 23,89 24,19 20,21 17,86 19,17 21,33 23,17 24,50 25,76 28,89 

5,04 4,66 4,83 5,81 4,16 4,96 5,54 6,53 5,37 5,74 6,49 
10,66 11,02 10,78 11,52 10,96 10,27 11,05 13,39 14,41 15,79 18,32 

0,88 1,09 1,11 1,39 1,24 1,38 2,47 1,03 0,66 0,70 1,31 
3,72 4,49 5,00 0,66 0,41 0,28 2,27 2,22 4,06 3,53 2,77 

0,82 2,63 2,47 0,83 1,09 2,28 - - - - -
1,51 0,41 2,78 10,76 12,88 23,55 10,32 3,05 2,72 2,28 1,26 
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1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 (5) 

Money in Private Sector = M 
(Annual average of end of month balances) 

(1) (2) (3) 

M M M 
IIn thous. $ (Mili. US$ (Mili US$ 1976) 

each year) each year) 

326 233,4 449,8 

387 256,8 497,0 

473 272,0 524,8 

659 263,3 509,6 

931 254,4 491,3 

1.476 304,8 577,1 

2.188 358,1 656,3 

2.792 357,0 653,0 

3.648 365,1 651,5 

5.161 381,6 655,4 

7.872 434,8 720,3 

15.755 726,6 1.166,8 

31.261 813,2 1.248,8 

122.270 684,5 929,4 

484.973 429,6 490,8 

1.610.948 332,2 347,5 

4.959.017 342,9 342,9 

12.814.605 489,7 461,5 

23.467.000 690,0 603,3 

SOURCE: (1) Central Bank ofChile. 
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(2) Cohutm (1): implicit exchange rate 

(3) Using Wholesale Price lndex of the United States. 

(4) EGDP. Source: Planning OHlce. 

(5) Provisional estimate. 

(4) 

M 
EGDP 

(%) 

7,8 

8,2 

8,2 

7,6 

7,0 

7,9 

8,4 

8,1 

7,9 

7,7 

8,1 

12,2 

13,1 

10,1 

5,1 

4,2 

4,0 

4,9 

6,0 



Quasi Money in Banks ( *) 
(Yearly average of end of month balances) 

(1) (2) (3) (4) 
(in thous. $ (mili. US$ (mili. US$ (as% of 
each year) each year) 1976) EGDP') 

1960 148 106 204 3,6 

1961 182 121 234 3,8 

1962 258 148 286 4,5 

1963 339 135 261 3,9 

1964 454 124 239 3,4 

1965 595 123 233 3,2 

1966 820 134 246 3,1 

1967 1.207 154 282 3,5 

1968 1.267 127 227 2,7 

1969 2.208 163 280 3,3 

1970 3.160 175 290 3,3 

1971 5.515 254 408 4,3 

1972 9.197 239 367 3,8 

1973 29.066 163 221 2,4 

1974 115.938 103 118 1,2 

1975 988.261 204 213 2,6 

1976 4.994.607 345 345 4,0 

1977 17.752.136 678 639 6,8 

1978 (5) 38.550.955 1.134 991 9,9 

(*) Quasimoney in Banks,excludes Readjustable Savings Bonds (CAR), includes public sector 

SO URCE: (1) Central Bank ofChile. 

(2) Column (1): Implicit exchange rate. 

(3) Using Wholesale Price Index of the United S tates. 

(4) EGDP. Source: Plannings ü!Hce. 

(5) Provisional estimate. 
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Balance of Payments 1960 - 1978 
Real Figures 

(In millions of 1976 dollars) 

1 1960 1 1961 1 1962 1 1963 1 1964 1 1965 1 1966 1 1967 

Exports ······················ 1.063,3 1.026,9 1.095,1 

-Copper ................... 619,6 591,5 638,4 
- Other goods .............. 285,6 309,3 327,& 
- Services ·················· 158,1 126,1 129,1 

Imports ······················ 1.275,0 1.406,8 1.313,3 

-Food ......... , ........... 210,6 224,5 227,7 
-Capital ··················· 302,0 393,7 367,9 
- Intermediate goods (not 

food) ..................... 404,5 457,5 425,4 
- Consumer (not fqod) ....... 153,2 123,5 114,4 
- Services goods . . . . . . . . . . . . 204,7 207,6 177,9 

Trade Halance (3) ········· -165,1 -298,4 -169,4 

Balance Curretl.t Account -285,4 -510,6 -389,9 

Balance Autonomous Capital .. 147,1 362,1 262,4 

Balance of Payments .......... -54,7 -210,2 -94,5 

SO URCE: Balance ofPayments 196()..1978 Central Bank ofChile. 
Figures deflated by Wholesale Prka Index ofUnited States. 

(l) Provisional figures. 
(2) Estímate. 

1.128,5 

657,6 
317,8 
153,1 

1.250,8 

273,8 
289,0 

422,5 
108,2 
157,3 

-118,1 

-384,8 

203,6 

-55,0 

(3) Defined as balance between Exports and Imports of Goods. 
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1.303,5 1.467,0 1.789,8 1.798,8 

701,9 811,3 1.097,0 1.191,2 
441,7 483,8 491,0 405,9 
159,9 171,9 201,8 201,7 

1.376,7 1.354,1 1.625,6 1.660,5 

279,1 328,0 290,7 306,9 
345,7 302,2 407,6 415,7 

447,1 519,0 627,7 578,3 
80,0 84,2 95,1 105,5 

194,8 188,7 204,5 254,0 

- 38,2 129,7 166,9 190,6 

-248,2 -107,2 -150,6 -233,0 

285,8 88,4 31'7,0 191,9 

45,6 88,4 219,2 -42,8 



1968 196911970 1 11171 11972119731197411975119761 

1.839,5 2.243,9 2.078,7 1.819,1 1.502,2 1.940,7 2.620,3 1.863,6 2.391,6 

1.221,1 1.589,4 1.391,3 1.126,0 949,4 1.433,4 1.854,4 908,1 1.233,2 
404,3 423,2 450,4 474,7 352,0 346,0 602,3 754,5 882,4 
214,1 231,3 237,0 218,4 200,8 161,3 163,6 201,0 276,0 

Í.709,5 1.869,2 1.922,1 t.967,2 2.043,8 2.207,2 2.662,7 2.090,7 1.946,0 

293,7 283,7 224,5 308,6 519,7 694,6 508,9 377,6 342,0 
423,4 419,4 457,6 398,2 253,5 330,3 321,2 340,4 366,5 

572,3 746,2 737,2 7'79,1 706,7 751,4 1.339,5 945,3 845,5 
141,0 142,4 164,5 143,8 213,3 188,9 132,9 123,1 101,0 
279,1 277,5 338,3 337,5 350,6 242,0 360,2 304,3 291,0 

195,0 420,9 257,9 -29,1 -391,9 -185,8 154,2 123,8 460,6 

-241,3 - 9,6 -134,3 -303,2 -593,7 -390,5 -240,8 -513,9 148,0 

504,6 377,7 443,2 -42,6 502,8 329,0 260,5 312,4 235,0 

210,4 299,7 188,0 -481,4 -351,7 -151,9 51,5 -287,2 455,0 

1977 
(1) 

2.484,0 

1.073,8 
986,1 
424,1 

2.566,1 

312,4 
438,7 

1.042,0 
321,5 
451,5 

-54,7 

-376,7 

326,1 

- 6,6 

1978 
(2) 

2.848,8 

1.128,0 
1.166,1 

554,7 

3.141,0 

424,9 
638,2 

1.234,7 
383,1 
460,1 

-386,8 

-668,8 

1.253,2 

584,4 
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Year 

1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 (August) 

( l) August, 1978. 

Overall Chilean Foreign Oebt 
Nominal and Effective Series 1960-1978 (1) 

(Millions of dollars, percentages) 

1 n 
Overall Gross 
Foreign Reserves 

Debt 

746 119 

1.010 104 

1.255 106 

1.469 114 

l.ti35 131 

1.781 182 

1.852 234 

1.908 200 

2,201 288 

2.689 433 

3.123 505 

3.196 290 

3.602 271 

4,048 401 

4.774 535 

5.263 427 

5.i95 816 

5.434 871 

6.243 1.405 

SOURCE: Central Bank o!' Chile. 

m 
Ovei'all Foreign 

Debt minus Gross 
Reserves (1-11) 

627 

906 

1.149 

1.355 

1.504 

1.599 

1.618 

1.708 

1.913 

2.256 

2.618 

2.906 

3.331 

3.647 

4.239 

4.836 

4.379 

4.563 

4.838 

Column 1: Ovei'all Foreign Debt: Net balances pending payment abroad on December 31 of each year considering: - Traditional 
foreign debt that is, debt ofpublic sector and private sector with public guarantee. -IMF debt. -Direct foreign debt of 
private sector (defimed payment). -Financia! credit to private sector Decree 1,272 (arts. 14, 15 and 16) and short term 
lines ofcredit to monetary system (Central Bank, Commercial Banks, Banco del Estado). 

Column II: Gross Reserves in the Monetary System: All assets of the monetary system (Central Bank and Commercial Banks) on 
December 31 of each year. In this series the value of gold put -in the international reserves has been corrected by the 
average purchase price at the clase of the London market in December of each year. The net value of reciproca! credit 
agreements was considered. 
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IV V VI 
Effecíive Overall Effeclive Overall ~Variation Foreign Debt Foreign. Debt E "ve Overall 

(US$ 1976) Index Foreign Debt 
1960 =lOO (%) 

1.235 100,0 -
1.792 145,1 + 45,1 

2.265 183,4" + 26,4 

2.680 217,0 + 18,3 

2.968 240,3 + 10,8 

3.046 246,6 + 2,6 

3.030 245,3 - 0,5 

3.170 256,7 + 4,6 

3.455 279,8 + 9,0 

3.886 314,6 + 12,5 

4.408 356,9 + 13,4 

4.707 381,1 + 6,8 

5.065 410,1 + 7,6 

4.807 389,2 - 5,1 

4.620 374,1 - 3,9 

5.058 409,6 + 9,5 

4.379 354,6 - 13,4 

4.309 348,9 - 1,6 

4.302 348,3 - 0,2 

Colttnm IH: Overall Foreign Debt minus Gross Reserves: Refers to the eountly's net f(lreign deht position {Column I- Column 11). 

Colnmn !\': Effective Overall Foreign Debt: Corresponds to Column III deflated by the WPI of the United S tates with a base of 
December, 1976. This series permits a yearly comparison of the foreign deht in real tenns. 

Column \': Effective Overall Foreign Debt Index: Refers to the variation with the hase of 1H60 = 100 ofthe series presented in 
Column IV. 

Column VI: Annual Variation ofEffective,Overall Foreign Debt: Reters to the <tnnual variation of indebtedness. It is deduced fi·om 
Colunm 1\' or V. 

353 



lnflation and Financial Discipline 
in Chile 



Tablel 

AVERAGE ANNUAL VARIATION BY DECADES 

a) Monetary Variables (Balance in December of each year) 

% Annual Variation 

Nominal Real" 

M1 Q E M2 M1 Q E M2 

Dec.39/0ec.49 19,8 14,2 20,6 18,1 1,8 -2,9 2,5 0,4 

Dec.49/0ec.59 37,6 38,9 38,3 37,9 0,8 1,8 1,3 1,0 

Dec.59/0ec.69 35,3 36,9 39,6 35,8 8,9 10,1 12,3 9,2 

Dec.69/Dec.73 153,6 132,5 179,4 147,9 11,9 2,6 23,3 9,4 

Dec.73/0ec.78 160,8 270,5 171,7 202,3 -0,3 41,6 3,8 15,6 

SOURCE: Figures from the Central Bank of Chile. 

*The nominal figures have been deflated according to the correspond

ing CPL 

b) Consumer Price lndex 

Dec.39/Dec. 49 

' Dec.49/Dec.59 

Dec.59/Dec.69 

Dec.69/0ec.73 

Dec. 73/0ec.78 

% Annual Variation 

17,7 

36,6 

24,3 

126,7 

161,6 

SOURCE: National Bureau of Statistics. 
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Tablell.l 

CONSUMER PRICE INDEX 

(Base: December 1978=100) 

Years Average Yearly % Variation Years Average Yearly o/o Variation 
lndex Dec. to Dec. lndex Dec.to Dec. 

1940 3,261 (1) 9,1 1960 3,629 (3) 5,5 

1941 3,755 (1) 23,1 1961 3,908 (3) 9,6 

1942 4,723 (1) 25,5 1962 4,451 (3) 27,7 

1943 5,489 (1) 7,8 1963 6,421 (3) 45,3 

1944 6,127 (1) 15,0 1964 9,373 (3) 38,5 

1945 6,669 (1) 7,7 1965 12,076 (3) 25,8 

1946 7,734 (1) 30,1 1966 14,838 (3) 17,0 

1947 10,333 (1) 23,1 1967 1,753 (4) 21,9 

1948 12,187 (1) 16,8 1968 2,220 (4) 27,9 

1949 14,466 (1) 20,6 1969 2,900 (4) 29,3 

1950 16,663 (1) 16,5 1970 3,843 (4) 34,9 

1951 20,372 (1) 23,4 1971 4,614 (4) 22,1 

1952 24,887 (1) 12,0 1972 0,820 (5) 163,4 

1953 31,192 (1) 56,2 1973 3,715 (5) 508,1 

1954 5,373 (2) 71,1 1974 2,247 375,9 

1955 9,413 (2) 83,8 1975 10,665 340,7 

1956 14,681 (2) 37,7 1976 33,268 174,3 

1957 19,552 (2) 17,2 1977 63,859 63,5 

1958 23,460 (2) 32,5 1978 89,459 30,3 

1959 3,253 (3) 33,2 

SOURCE: National Bureau of Statistics 

NOTE: In order to facilitate the calculations, the figures for the yearly average index have 
been adjusted according to the following coefficients: 

(1) X 10-5 For example, the value of the index for 1940 
(2) X 10-4 should be multiplied by 1o-s. lts real 
(3) X 10-3 value then is 3.261 x 10-5 = 0,00003261 
(4) X 10-2 
(5) X 10-1 

- lt should be noted that the average yearly index is u sed to deflate the yearly average figures. 
- Variations from December to December of each year correspond to the traditional methods for meas-

uring inflation. 
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Table 11.2 

INFLATION 

(% Variations in C.P.I.) 

1973 1974 1975 1976 1977 1978 

January 10,3 14,1 13,9 10,5 5,9 1,8 

February 4,1 24,5 16,5 10,1 5,8 2,4 

March 6,2 14,2 21,2 13,5 6,1 2,9 

April 10,2 15,3 20,8 11,9 4,7 2,6 

M ay 19,4 8,7 16,0 9,8 3,8 2,1 

June 15,6 20,8 19,8 12,3 3,3 2,0 

July 15,3 11,5 9,3 8,9 3,9 2,5 

August 17,1 10,9 8,9 5,5 3,4 2,8 

September 16,9 12,8 9,2 7,6 3,7 2,9 

October 87,6 18,9 8,4 6,7 4,2 1,9 

November 5,7 9,7 8,2 3,8 2,2 1,3 

December 4,7 6,5 7,1 5,1 3,1 1,5 

Dec. to Dec. 508,1 375,9 340,7 174,3 63,5 30,3 

SOURCE: National Bureau of Statistics. 
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Table 111.1 

MONETARY VARIABLES 

(Nominal balances at December of each year) 

1\11* 1 
Q* E** ~* 

1940 (Millions of old pesos) 2,401 1,253 1,311 3,654 

1941 3,035 1,362 1,574 4,397 

1942 3,744 1,472 1,962 5,216 

1943 4,768 1,758 2,347 6,526 

1944 5,491 2,212 2,525 7,703 

1945 6,176 2,546 3,117 8,722 

1946 7,635 3,118 4,035 10,753 

1947 8,541 3,392 4,681 11,933 

1948 9,978 3,656 5,754 13,634 

1949 12,085 4,078 7,071 16,163 

1950 14,764 4,284 8,052 19,048 

1951 18,839 5,083 10,462 23,922 

1952 26,161 6,378 14,863 32,539 

1953 37,220 8,576 22,539 45,796 

1954 53,406 10,045 31,767 63,451 

1955 91,767 14,559 51,200 106,326 

1956 128,777 23,377 73,209 152,154 

1957 164,850 35,601 91,625 200,451 

1958 221,567 50,511 124,167 272,078 

1959 293,664 109,502 181,094 403,166 

1960 383,422 160,038 263,508 543,460 

1961 431,465 196,853 290,350 628,318 

1962 556,691 294,975 498,052 851,666 

1963 746,255 358,628 529,000 1,104,883 
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M* 1 Q* E** M:z* 

1964 (million E.0 ) 1,129 506 921 1,635 

1965 1,864 621 1,271 2,485 

1966 2,590 982 2,038 3,572 

1967 3,240 1,314 2,467 4,554 

1968 4,480 1,793 3,602 6,273 

1969 6,057 2,539 5,108 8,596 

1970 10,068 2,768 8,701 12,836 

1971 21,488 7,215 20,244 28,703 

1972 54,111 15,662 55,407 69,773 

1973 250,477 74,156 311,189 324,633 

1974 829,578 336,394 1,003,524 1,165,972 

1975 (million $) 2,963 1,639 4,141 4,602 

1976 8,574 8,193 15,168 16,767 

1977 18,305 22,975 29,486 41,280 

1978 30,207 51,772 46,064 81,979 

*M1 = Money in Private Sector 

Q = Quasi money in Private Sector in local currency 

E= Emission 

M2 = M1 + Q 

** From 1940 to 1963, is considered Accountable Emission. 
From 1964 to 1978 in amounts corresponding to the Adjusted Emission. The difference 
between them is not very significant, which implies that they are almost equivalent. 

Monetary and disaggregate accounting data for making the respective adjustments was 
not available in the Central Bank. 

The accountable emission equals the money in circulation plus reserves of the banking 
system. 
Adjusted emission equals accountable emission plus minus the average of the emergency 
loans (Central Bank licitation), and the average of Central Bank refin'ancing which have not 
been paid during the month in question and have not been reflected in the accounting. 
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Table 111.2 

MONETARY VARIABLES 

(Percentages of annual variation in nominal balances)* 

~ Q E ~ 

1941 26.4 8.7 20.1 20.3 

1942 23.4 8.1 24.7 18.6 

1943 27.4 19.4 19.6 25.1 

1944 15.2 25.8 7.6 18.0 

1,945 12.5 15.1 23.4 13.9 
-

1946 23.6 22.5 29.5 22.6 

1947 11.9 8.8 16.0 11.0 

1948 16.8 7.8 22.9 14.3 

1949 21.1 11.6 22.9 18.5 

1950 22.2 5.1 13.9 17.8 

1951 27.6 18] 29.9 25.6 

1952 38.9 25.5 42.1 36.0 

1953 42.3 34.5 51.6 40.7 

1954 43.5 17.1 40.9 38.6 

1955 71.8 44.9 61.2 67.6 

1956 39.8 60.6 43.0 43.1 

1957 28.5 52.3 25.2 31.7 

1958 34.4 41.9 35.5 35.7 

1959 32.5 116.8 45.8 48.2 

1960 30.6 46.2 45.5 34.8 

1961 12.5 23.0 10.2 15.6 

1962 29.0 19.8 71.5 35.5 

1963 34.1 21.6 6.2 29.7 

1964 51.3 44.1 74.1 48.0 

1965 65.1 22.7 38.0 52.0 

1966 38.9 58.1 60.3 43.7 

1967 25.1 33.8 21.1 27.5 
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M1 Q E lila 

1968 38.3 36.5 46.0 37.7 

1969 35.2 41.6 41.8 37.0 

1970 66.2 9.0 70.3 49.3 

1971 113.4 160.7 132.7 123.6 

1972 151.8 117.1 173.7 143.1 

1973 362.9 373.5 461.6 365.3 

1974 231.2 353.6 222.5 259.2 

1975 257.2 387.2 312.7 294.7 

1976 189.4 399.9 266.3 264.3 

1977 113.5 180.4 94.4 146.2 

1978 65.0 125.3 56.2 98.6 

* Calculated considering nominal balances in December of each year from Table 

111.1. 
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1940 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

Table 111.3. 

MONETARY VARIABLES 

(Real Balances in December of each year in millions of pesos of 

December, 1978)* 

M1 Q E M:z 

7,193 3,754 3,928 10,947 

7,383 3,313 3,829 10,696 

7,256 2,853 3,802 10,109 

8,571 3,160 4,219 11,731 

8,582 3,457 3,947 12,039 

8,962 3,695 4,523 12,657 

8,517 3,478 4,501 11,995 

7,287 3,074 4,242 10,361 

7,741 2,837 4,464 10,578 

7,774 2,624 4,549 10,398 

8,152 2,365 4,446 10,517 

8,430 2,275 4,682 10,705 

10,450 2,548 5,937 12,998 

9,520 2,194 5,765 11,714 

7,984 1,502 4,749 9,486 

7,464 1,184 4,164 8,648 

7,606 1,381 4,324 8,987 

8,305 1,793 4,616 10,098 

8,424 1,920 4,721 10,344 

8,381 3,125 5,168 11,506 

10,374 4,330 7,130 14,704 

10,648 4,858 7,166 15,506 

10,759 5,701 9,626 16,460 

1963 9,925 4,770 7,036 14,695 
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11111 Q E 
'\~ ,, 

1964 10,843 4,860 8,846 15,703 

1965 14,228 4,740 9,702 18,968 

1966 16,903 6,409 13,300 23,312 

1967 17,345 7,034 13,207 24,379 

1968 18,745 7,502 15,071 26,247 

1969 19,596 8,214 16,525 27,810 

1970 24,144 6,638 20,866 30,782 

1971 42,191 14,167 39,749 56,358 

1972 40,321 11,671 41,287 51,992 

1973 30,703 9,090 38,145 39,793 

1974 21,370 8,665 25,851 30,035 

1975 17,318 9,580 24,204 26,898 

1976 18,268 17,456 32,317 35,724 

1977 23,855 29,941 38,426 53,796 

1978 30,207 51,772 46,064 81,979 

*Figures of Table 111.1, deflated by the CPI by for December of each year. 

NOTE: The strong increase in quasi money in the years 1971 and 1972 is explained basically 
by the expansion in money which occurred during those years. This excess was 
partially translated into an increase in quasi money (Savings Accounts in Banco del 
Estado and others). 
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Table !11.4. 

Reallndices of Monetary Variables* 

(Base: December 1978 = 100) 

~ Q E Po\ 

1940 23.8 7.3 8.5 13.4 

1941 24.4 6.4 8.3 13.0 

1942 24.0 5.5 8.3 12.3 

1943 28.3 6.1 9.2 14.3 

1944 28.4 6.7 8.6 14.7 

1945 29.7 7.1 9.8 15.4 

1946 28.2 6.7 9.8 14.6 

1947 24.1 5.9 9.2 12.6 

1948 25.6 5.5 9.7 12.9 

1949 25.7 5.1 9.9 12.7 

1950 27.0 4.6 9.7 12.8 

1951 27.9 4.4 10.2 13.1 

1952 34.6 4.9 12.9 15.9 

1953 31.5 4.2 12.5 14.3 

1954 26.4 2.9 10.3 11.6 

1955 24.7 2.3 9.0 10.5 

1956 25.2 2.7 9.4 11.0 

1957 27.5 3.5 10.0 12.3 

1958 27.9 3.7 10.2 12.6 

1959 27.7 6.0 11.2 14.0 

1960 34.3 8.4 15.5 17.9 

1961 35.3 9.4 15.6 18.9 

1962 35.6 11.0 20.9 20.1 

1963 32.9 9.2 15.3 17.9 

1964 35.9 9.4 19.2 19.2 

1965 47.1 9.2 21.1 23.1 
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M1 Q E ~ 

\ 

1966 56.0 12.4 28.9 28.4 

1967 57.4 13.6 28.7 29.7 

1968 62.1 14.5 32.7 32.0 

1969 64.9 15.9 35.9 33.9 

1970 79.9 12.8 45.3 37.5 

1971 139.7 27.4 86.3 68.7 

1972 133.5 22.5 89.6 63.4 

1973 101.6 17.6 82.8 48.5 

1974 70.7 16.7 56.1 36.6 

1975 57.3 18.5 52.5 32.8 

1976 60.5 33.7 70.2 43.6 

1977 79.0 57.8 83.4 65.6 

1978 100,0 100,0 100,0 100,0 

* Calculated according to real balances in December of each year presentad 

in Table 111.3. 
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Table 111.5 

EFFECTIVE RATE OF BANK RESERVES 

Reserves (R)* Total (TD)* R 
Deposits TD 

(Millions of old pesos) 
1940 318 3,017 0.11 

1941 359 3,401 0.11 

1942 410 3,886 0.11 

1943 575 4,879 0.12 

1944 639 5,954 0.11 

1945 720 ~.832 0.11 

1946 934 8,703 0.11 

1947 1,102 10,311 0.11 

1948 1,424 12,645 0.11 

1949 1,917 15,402 0.12 

1950 2,088 16,176 0.13 

1951 2,676 19.937 0.13 

1952 3,677 25,063 0.15 

1953 4,980 34,713 0.14 

1954 7,416 50,887 0.15 

1955 10,026 78,821 0.13 

1956 13,934 113,137 0.12 

1957 18,089 155,744 0.12 

1958 24,848 206,120 0.12 

1959 42,258 289,452 i 0.15 

(Thousands of E. 0 ) 

1960 88,752 400,279 0.22 

1'961 103,880 514,991 0.20 

1962 183,627 662,245 0.28 

1963 (Million E.0 ) 283 925 0.31 

1964 331 1,258 0.26 
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R 
R TD 

TD 

1965 466 1,833 0.25 

1966 930 2,639 0.35 

1967 1,090 3,361 0.32 

1968 1,474 4,575 0.32 

1969 1,998 6,454 0.31 

1970 4,037 9,555 0.42 

1971 7,340 17,803 0.41 

1972 17,948 35,007 0.51 

1973 82,224 131,840 0.62 

1974 428,352 645,462 0.66 

1975(Thousands$) 1,331 2,896 0.46 

1976 6,133 11,861 0.52 

1977 15,818 33,652 0.47 

1978 67,502 

SOURCE: Central Bar;~k.of Chile 

*Effective Rate of Reserves= Reserves 
Total Deposits 

R = Banking System Cash Reserves + Deposits of the Banking System in the 
Central Bank. 

TD = Money on deposit of the Private Sector + Money on deposit of the Public 
Sector+ Total Quasi-money in Private Sector in local currency. 

NOTE: The sharp decline in the 1975 rate is explained by a change in the composition oftotal 
deposits (with quasi-money, which has a lower legal reserve rate than money on 
deposit, acquiring greater relative importance) rather than by a reduction in the legal 
reserve ratE:s. The legal reserve rates vary accordi"" to the different kinds of 
deposits. 
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Table 111.6 

EVOLUTION OF ANNUAL RATE OF INTEREST ON LOAN OPERATIONS 

Regular Maximum Rate of Maximum Current Real 
Bank Legal lnflation Legal Real Bank lnterest 

lnterest (1) lnterest (2) Dec. Dec. lnterest (3) (3) (4) 

1940 8.31 12.46 9.8 2.42 - 1.36 

1941 8.33 12.49 22.7 - 8.33 -11.72 

1942 8.64 12.96 25.6 -10.07 -13.51 

1943 8.82 13.23 7.9 4.93 0.85 

1944 9.02 13.53 15.2 - 1.45 - 5.37 

1945 9.08 13.62 7.8 5.39 1.18 

1946 9.16 13.74 29.9 -12.45 -15.97 

1947 9.24 13.86 14.9 - 0.91 - 4.93 

1948 9.84 14.76 16.9 - 1.84 - 6.04 

1949 10.00 15.00 20.5 - 4.57 - 8.72 

1950 10.38 15.57 16.8 - 1.06 - 5.50 

1951 11.43 17.15 23.2 - 4.92 - 9.56 

1952 12.16 18.24 12.1 5.47 0.05 

1953 12.05 14.46 56.1 -26.68 -28.22 

1954 12.91 15.49 71.2 -32.55 -34.05 

1955 13.52 16.22 83.8 -36.77 -38.24 

1956 13.82 16.58 37.7 -15.34 -17.35 

1957 14.11 16.93 17.3 - 0.32 - 2.72 

1958 15.47 18.56 32.5 -10.53 -12.86 

1959 16.25 19.50 33.3 -10.36 -12.80 

1960 16.55 19.86 5.4 13.71 10.57 

1961 15.88 19.06 9.7 8.53 -15.63 

1962 14.62 17.54 27.7 - 7.96 -10.25 

1963 14.21 17.05 45.4 -19.50 -21.46 

1964 14.63 17.56 38.4 -15.06 -17.18 
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Regular Maximum Rate of Maximum Current Real 
Bank Legal lnflation Legal Real Bank lnterest 

lnterest (1) lnterest (2) Dec. Dec. lnterest (3) (3) (4) 

1965 15.30 18.36 25.9 - 5.09 - 8.42 

1966 15.84 19.01 17.0 1.71 - 1.00 

1967 15.84 19.01 21.9 -23.80 - 4.98 ( 0.2) 

1968 16.61 19.93 27.9 - 6.24 - 8.83 (- 1.33) 

1969 19.59 23.51 29.3 - 4.48 - 7.51 (- 1.60) 

1970 20.00 24.00 34.9 -11.37 -11.05 (- 5.1) 

1971 15.00 18.00 22.1 - 3.36 - 5.82 (- 0.9) 

1972 20.00 24.00 163.4 -52.93 -54.45 (-51.4) 

1973 79.6* 508.1 -70.5 

1974 200.4 375.9 -36.9 

1975 411.3 340.7 16.0 

1976 350.7 174.3 64.2 

1977 156.3 63.5 56.7 

1978 84.0 30.3 41.2 

(1) The rate for the second semester of the respective year was used. 

(2) Until September, 1953, the maximum interest allowed by Law N. 0 4,694 (Nov. 
1929) was 50% over and above the current bank interest for the previous se
master. This ratewas reduced to 20% by Law N.0 11.234, on September9, 1953. 

(3) Real interest was obtained with the following formula: 

Nominal lnterest - rate of inflation 
Reallnterest = 

1 + rate of inflation 

(4) As of 1967 the real interest rate including tax on bank interest is shown in pa
renthesis. 

* As of 1973, current bank interest is considerad the cumulative rate for 12 
months (Dec. to Dec. of each year), on the basis of the average monthly rates 
actually charged. 

SOURCE: 1940-1972, Central Bank of Chile, "Estudios Monetarios 111". 
1973-1978, Central Bank of Chile, Financia! Policy Department. 
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Table IV.1 

BALANCE Of PAYMENTS 

(Millions of dollars) 

Merchandise Merchandise Trade Current Overall 

Exports lmports Account Account Surplus or 

Balance Balance Deficit (-) 

1944 198.5 152.1 46.4 13.4 

1945 212.3 167.7 44.6 19.6 

1946 237.7 201.4 36.3 4.6 

1947 281.9 268.2 13.7 - 48.2 

1948 344.4 275.2 69.2 21.2 

1949 276.5 305.9 - 29.4 - 62.8 

1950 308.3 255.7 52.6 - 3.2 

1951 383.8 361.3 22.5 - 36.4 - 3.4* 

1952 469.3 388.9 80.4 17.3 15.0* 

1953 468.9 357.7 111.2 31.4 - 7.3* 

1954 383.4 348.7 34.7 - 17.8 - 23.1* 

1955 489.4 394.7 94.7 11.5 47.7* 

1956 497.9 379.9 118.0 5.7 - 11.8* 

1957 396.8 459.3 - 62.5 -112.1 - 62.4* 

1958 354.0 426.1 - 72.1 - 87.1 - 13.2* 

1959 457.8 426.2 31.6 - 24.7 32.2* 

1960 469.7 555.4 - 85.7 -148.1 - 28.4 

1961 465.4 619.6 -154.2 -263.8 -108.6 

1962 500.7 588.5 - 87.8 -202.1 - 49.0 

1963 504.0 565.0 - 61.0 -198.8 - 28.4 

1964 592.1 611.9 - 19.8 -128.5 23.6 

1965 684.0 615.5 68.5 - 56.6 46.7 

1966 866.5 775.4 91.1 - 82.2 119.6 

1967 873.2 769.0 104.2 -127.4 - 23.4 

1968 910.9 801.6 109.3 -135.2 117.9 

1969 1,171.9 926.8 245.1 - 5.6 174.5 
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Merchandise Merchandise Trade Current Overall 

Exports lmports Account Account Surplus or 
Balance Balance Deficit (-) 

1970 1,111.7 956.0 155.7 - 81.1 113.5 

1971 996.8 1,014.9 - 18.1 -188.8 -299.8 

1972 847.4 1 '102.6 -255.2 -386:6 -229.0 

1973 1,310.5 1,447.4 -136.9 -287.6 -111.9 

1974 2,150.5 2,015.5 135.0 -210.8 - 45.1 

1975 1,589.5 1,707.8 -118.3 -491.3 -274.6 

1976 2,115.6 1,655.0 460.6 148.0 455.0 

1977 2,185.5 2,243.6 - 58.1 -399.0 - 7.0 

1978 2,437.0 2,890.0 -417.0 -721.0 630.0 

SOURCE: Figures from Central Bank of Chile. 

*:Figures estimated according to variation in the Net lnternational Reserves (N IR) 
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Table IV.2 

REAL BALANCE OF PAYMENTS 

(Millions of 1976 dollars) 

Trade Current Overall 
Merchandise Merchandise Account Account Surplus or 

Exports lmports Balance Balance Deficit (-) 

1944 677.7 519.3 158.4 45.7 

1945 711.5 562.0 149.5 65.7 

1946 698.3 591.7 106.6 13.5 

1947 674.4 641.6 32.8 -115.3 

1948 761.1 608.2 152.9 46.9 

1949 642.9 711.2 - .68.3 -146.0 

1950 689.7 572.0 117.7 - 7.2 

1951 771.0 725.8 45.2 - 73.1 - 6.8* 

1952 969.2 803.2 166.0 35.7 31.0* 

1953 981.8 749.0 232.8 65.7 - 15.3* 

1954 800.9 728.4 72.5 - 37.2 - 48.3* 

1955 1,020.0 822.6 197.4 24.0 99.4* 

1956 1,004.6 766.5 238.1 11.5 - 23.8* 

1957 778.3 900.9 -122.6 -219.9 -122.4* 

1958 684.9 824.3 139.4 -168.5 - 25.5* 

1959 883.8 822.8 61.0 - 47.7 62.2* 

1960 905.2 1,070.3 -165.1 -285.4 - 54.7 

1961 901.8 1,199.2 -298.4 -510.6 -210.2 

1962 966.0 1,135.4 -169.4 -389.9 - 94.5 

1963 975.4 1,093.5 -118.1 -384.8 - 55.0 

1964 1,143.6 1 '181.8 - 38.2 -248.2 45.6 

1965 1,295.1 1,165.4 129.7 -107.2 88.4 

1966 1,588.0 1,421.1 166.9 -150.6 219.2 

1967 1,597.1 1,406.5 190.6 -233.0 - 42.8 

1968 1,625.4 1,430.4 195.0 -241.3 210.4 
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Merchandise Merchandise Trade Current Overall 

Exports lmports Account Account Surplus or 
Balance Balance Deficit (a) 

1969 2,012.6 1,591.7 420.9 - 9.6 299.7 

1970 1,841.7 1,583.8 257.9 -134.3 188.0 

1971 1,600.6 1,629.7 - 29.1 -303.2 -481.4 

1972 1,301.4 1,693.3 -391.9 -593.7 -351.7 

1973 1,779.4 1,965.2 -185.8 -390.5 -151.9 

1974 2,456.7 2,302.5 154.2 -240.8 - 51.5 

1975 1,662.6 1,786.4 -123.8 -513.9 -287.2 

1976 2,115.6 1,655.0 460.6 148.0 455.0 

1977 2,059.9 2,114.6 - 54.7 -376.7 - 6.6 

1978 2,294.1 2,680.9 -386.8 -668.8 584.4 

SOURCE: Central Bank of Chile, deflated according to WPI-USA 

*Figures estimated according to variation of the NIR. 
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Table IV.3 

CHILEAN GENERAL FOREIGN DEBT 

1946-1978* 

(Millions of dollars, percentages) 

1 11 111 IV V VI 
Total Gross Total Foreign Real Total Real Total Yearly 

Year Foreign Reserves Debt Minus Foreign Debt Foreign Varation 
Debt* Gross Reserves Debt lndex Real Total 

(1·11) 1960 = 1QO Foreign Debt 
{%) 

1946 354 

1947 374 

1948 370 

1949 384 

1950 392 

1951 389 

1952 395 

1953 411 

1954 397 

1955 407 

1956 403 

1957 443 

1958 499 

1959 551 

1960 746 119 627 1,235 100.0 

1961 1.010 104 906 1,792 145.1 +45.1 

1962 1.255 106 1.149 2,265 183.4 +26.4 

1963 1.469 114 1.355 2,680 217.0 +18.3 

1964 1.635 131 1.504 2,968 240.3 +10.8 

1965 1.781 182 1.599 3,046 246.6 + 2.6 

1966 1.852 234 1.618 3,030 245.3 - 0.5 

1967 1.908 200 1.708 3,170 256.7 + 4.6 

1968 2.201 288 1.913 3,455 279.8 + 9.0 

1969 2.689 433 2.256 3,886 314.6 +12.5 
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1 11 111 IV V VI 
Total Gross Total Foreign Real Total Real Total Yearly 

Year Foreign Reserves Debt Minus Foreign Debt Foreign Varation 
Debt* Gross Reserves Debt lndex Real Total 

(1 -11) 1960 = 100 Foreign Debt 
(%) 

1970 3.123 505 2.618 4,408 356.9 +13.4 

1971 3.196 290 2.906 4,707 381.1 + 6.8 

1972 3.602 271 3.331 5,065 410.1 + 7.6 

1973 4.048 401 3.647 4,807 389.2 - 5.1 

1974 4.774 535 4.239 4,620 374.1 - 3.9 

1975 5.263 427 4.836 5,058 409.6 + 9.5 

1976 5.195 816 4.379 4,379 354.6 -13.4 

1977 5.434 871 4.563 4,309 348.9 1.6 

1978 (August) 6.243 1.405 4.838 4,302 348.3 - 0.2 

SOURCE: Central Bank of Chile. 

*For the 1946-1959 period only figures for the Nominal Foreign Debt were avail
able. 

Column 1 

Column 11 

Column 111 

Column IV 

Column V 

Column VI 

General Foreign Debt: Net balance pending payment overseas as of 
December 31 of each year considering: The traditional foreign debt, 
that is, the debt of the public sector and of the prívate sector with 
government guarantee. Debt with the IMF. Direct foreign debt of the 
prívate sector for medium and long-term import financing. Lines of 
creditto prívate sector registe red under Decree 1.272 (art.: 14, 15 and 
16) and short term lines to the monetary system (Central Bank, Com
mercial Banks, Banco del Estado). 
Gross Reserves in the Monetary System: All assets of the monetary 
system (Central Bank & Banks) as of December 31 of each year. In 
this series the value of gold in th.J international reserves has been 
corrected according to the average buying price at the clase of the 
LME in December of each year. Reciproca! credit agreements are 
considerad at net value. 
General Foreign Debt Minus Gross Reserves: This is Chile's net for
eign debt. (Column 1 - Column 11). 
Real General Foreign Debt: Correspond to Column 111 deflated ac
cording to the WPI of the United States as of December, 1976. This 
series permits annual comparison of the foreign debt in real terms. 
Real General Foreign Debt lndex: Refers to the index of variation with 
a base of 1960 = 100 of the series presentad in Column IV. 
Annual Variation of the Real General Foreign Debt: Refers to the 
annual variation in.the debt, as deduced from Columns IV or V. 
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Table IV.4 

INTERNATIONAL RESERVES 

(Millions of dollars each year) 

Variations 

Assets liabilities Net Assets Liabilities Net 

1950 85.6 12.7 72.9 

1951 84.2 14.7 69.5 - 1.4 2.0 - 3.4 

1952 105.0 20.4 84.6 20.8 5.7 15.1 

1953 106.6 29.4 77.2 1.6 9.0 - 7.4 

1954 105.9 51.8 54.1 - 0.7 22.4 - 23.1 

1955 164.9 63.1 101.8 59.0 11.3 47.7 

1956 175.7 85.7 90.0 10.8 22.6 - 11.8 

1957 76.4 48.8 27.6 - 99.3 -36.9 - 62.4 

1958 91.0 76.6 14.4 14.6 27.8 - 13.2 

1959 164.6 118.0 46.6 73.6 41.4 32.2 

1960 148.6 125.6 23.0 - 16.0 7.6 - 23.6 

1961 119.5 205.1 - 85.6 - 29.1 79.5 -108.6 

1962 118.6 252.2 -133.6 - 0.9 47.1 - 48.0 

1963 124.1 287.1 -163.0 5.5 34.9 - 29.4 

1964 135.5 274.9 -139.4 11.4 - 12.2 23.6 

1965 184.2 276.9 - 92.7 48.7 2.0 46.7 

1966 243.6 216.7 26.9 59.4 - 60.2 119.6 

1967 203.8 200.3 3.5 - 39.8 - 16.4 - 23.4 

1968 294.5 173.1 121.4 90.7 - 27.2 117.9 

1969 440.4 144.5 295.9 145.9 - 28.6 174.5 

1970 501.7 92.4 409.3 61.3 - 52.1 113.4 

1971 297.7 188.2 109.5 -204.0 95.8 -299.8 

1972 250.9 370.4 -119.5 - 46.8 182.2 -299.0 

1973 377.5 608.9 -231.4 126.6 238.5 -111.9 

1974 419.2 695.7 -276.5 41.7 86.8 - 45.1 
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Variations 

Assets liabilities Net Assets Liabilities Net 

1975 337.5 888.6 -551.1 - 81.7 192.9 -274.6 

1976 782.7 878.6 - 95.9 -445.2 - 10.0 455.2 

1977 826.7 929.2 -102.5 44.0 50.6 - 6.6 

1978 1,520.8 1,006.0 514.8 694.1 76.8 617.3 

SOURCE: Central Bank of Chile 
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Table IV.S 

REAl EXCHANGE RATE 1940 - 1978 

Real 
WPI-USA CPI-Chilec Nominal Exchange 
Dec.1978 Dec. 1978 = 100 Exchange Rate (RR)a 

= 100 Rate (NR)b in$ Dec. 78 

1940 18.6 3.261 (1) 19,37 11.05 

1941 20.7 3.755 (1) 19.37 10.68 

1942 23.4 4.723 (1) 24.22 12.00 

1943 24.5 5.489 (1) 31.00 13.84 

1944 24.7 6.127 (1) 31.00 12.50 

1945 25.1 6.669 (1) 31.00 11.67 

1946 28.7 7.734 (1) 31.00 11.50 

1947 35.2 10,333 (1) 31.00 10.56 

1948 38.1 12,187 (1) 31.00 9,69 

1949 36.2 14,466 (1) 31.00 7.76 

1950 37,6 16,663 (1) 31.00 7.00 

1951 41.9 20,372 (1) 31.00 6.38 

1952 40.8 24,887 (1) 31.00 5.08 

1953 40.2 31.192 ( 1) 50.75 6.54 

1954 40.3 5,373 (2) 110.00 8.25 

1955 40.4 9,413 (2) 110.00 4.72 

1956 41.7 14.681 (2) 401.82 11.40 

1957 42.9 19,552 (2) 619.77 13.60 

1958 43.5 23,460 (2) 787.47 14.60 

1959 43.6 3,253 (3) 1.13 15.15 

1960 43.7 3,629 (3) 1.05 12.64 

1961 43.5 3,908 (3) 1.05 11.69 

1962 43.6 4,451 (3) 1.05 10.29 

1963 43.5 6,421 (3) 1.88 12.74 

1964 43.6 9,373 (3) 2.37 11.02 

1965 44.4 12,076 (3) 3.13 11.51 

1966 45.9 14,838 (3) 3.96 12.25 
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Real 
WPI-USA CPI-Chilec Nominal Exchange 
Dec.1978 Dec. 1978 = 100 Exchange Rate (RR)a 

= 100 Rate (NR)b in S Dec. 78 

1967 46.0 1,753 (4) 5.03 13.20 

1968 47.1 2,220 (4) 6.79 14.41 

1969 49.0 2,900 (4) 8.97 15.16 

1970 50.8 3,843 (4) 11.55 15.27 

1971 52.4 4,614 (4) 12.41 14.09 
1972 54.8 0,820 (5) 19.48 13.02 

1973 62.0 3,715 (5) 110.80 18.49* 

1974 73.6 2,247 831.91 27.25 

1975 80.5 10,665 4.91 37.06 

1976 84.2 33,268 13.05 33.03 

1977 89.3 63,859 21.53 30.11 

1978 96.3 89,459 31.66 34.08 

NOTES: WPI (USA) 
a) RR = NR x 

CPI (CHILE) 

b) NR: 1940- 1958 old $/dollar 
1959- 1974 E.0 /dollar 
1975- 1978 $/dallar 

e) In order to simplify calculation, the CPI has been adjusted according to the fol
lowing coefficients: 
CPI: (1) x 10-s 

(2) X 1Q-4 
(3) X 1Q-3 
(4) X 1Q-2 
(5) X 1Q-1 

* The real increase in 1973 is explained by the significant devaluation which 
took place in October of that year. The real figures for each quarter are: 

1 9.10 
1110.62 
11113.25 
IV 24.43 

SOURCES: Nominal Rate: Central Bank of Chile 
CPI CHILE: National Bureau of Statistics 
WPI USA: lnternational Financia! Statistics 
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Table IV.6 

PRICE OF COPPER 1940 _ 1978 

(London Metals Exchange) 

(US$ - Cents 1 pound) 

Nominal Price Real Price 

(US$ cents) (US$ cents, 1976) (US$ cents Dec. 78) 

1940 10.60 47.90 56.99 

1941 11.16 45.29 53.91 

1942 11.17 40.17 47.74 

1943 11.17 38.35 45.59 

1944 11.17 38.14 45.22 

1945 11.16 37,40 44,46 

1946 13.89 40.80 48.40 

1947 23.48 56.17 66.70 

1948 24.11 53.28 63.28 

1949 21.90 50.92 60.50 

1950 22.35 50.00 59.44 

1951 27.54 55.32 65.73 

1952 32.35 66.81 79.29 

1953 32.18 67.38 80.05 

1954 31.27 65.32 77.59 

1955 43.90 91.50 108.66 

1956 41.07 82.87 98.49 

1957 27.46 53.86 64.01 

1958 24.73 47.84 56.85 

1959 29.74 57.41 68.21 

1960 30.77 59.30 70.41 

1961 28.71 55.57 66.00 

1962 29.26 56.45 67.11 

1963 29.30 56.71 67.36 

1964 43.98 84.94 100.87 
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Nominal Price Real Price 

(US$ cents) (US$ cents, 1976) (US$ cents Dec. 78) 

1965 58.64 111.03 132.07 

1966 69.47 127.32 151.35 

1967 51.13 93.52 111.15 

1968 56.10 100.10 119.11 

1969 66.54 114.28 135.80 

1970 64.10 106.19 126.18 

1971 49.27 79.12 94.03 

1972 48.57 74.59 88.63 

1973 80.78 109.68 130.29 

1974 93.27 106.55 126.73 

1975 55.94 58.51 69.49 

1976 63.55 63.55 75.48 

1977 59.34 55.98 66.45 

1978 61.89 54.11 64.27 

SOURCE: Central Bank of Chile 

Real price: deflated by WPI - USA 
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FOREIGN CREDITS UTILIZED UNDE~l THE LEGISLATION OF 

ARTICLE 14:* 

(Figures in millions of dollars) 

Year Quarter Public Sector Private Sector Total 

1976 33.6 33.6 

11 56.6 56.6 

111 10.0 70.6 80.6 

IV 25.0 66.5 91.5 

Total 35.0 227.3 262.3 

1977 1 55.9 55.9 

11 77.9 "17.9 

111 31.0 78.1 109.1 

IV 12.6 74.1 86.7 

Total 43.6 286.0 329.6 

1978 14.0 105.4 119.4 

11 3.8 169.9 173.7 

111 0.8 207.5 208.3 

IV 14.0 267.1 281.1 

TIJtal 32.6 749.9 782.5 

SOURCE: Central Bank of Chile. 

*These are direct credits contracted by the public or private sectors in the foreign 
financia! markets. 
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Table V 

FISCAl SPENDING & DEFICIT, DEFICIT/SPENDING RATIO, 

DEFICIT/EGDP RATIO* 

(in millions of US$ of 1976 and percentages) 

Fiscal Fiscal Deficit ( +) Spending lndex Fiscal Spending 
(Base 1976 =100) Surplus (_) 

Local Total (1) Local (2) (3) Local (4) (5) 1 (3:1) (4:2) 
Currency Currency Total Currency Total EGDP 

i 
1940 29.6 700.00 58.29 3,221 8.3 

1941 34.6 816.96 104.71 3,56"1 12.8 

1942 27.0 638.26 92.77 3,932 14.5 

1943 28.6 675.59 166.15 4,474 24.6 

1944 30.3 715.94 143.05 5,176 20.0 

1945 34.3 810.66 118.97 5,794 14.7 

1946 34.9 824.32 151.59 6,406 18.4 

1947 40.2 949.28 154.31 6,174 16.3 

1948 46.8 1 '104.97 28.51 7,720 2.6 

1949 53.0 1,252.50 22.55 9,638 1.8 

1950 66.6 1,572.71 332.00 11,431 21.1 

1951 79.6 1,879.27 239.86 13,037 12.8 

1952 123.8 2,924.62 752.79 17,588 25.7 

1953 98.9 2,335.22 701.42 14,547 30.0 

1954 68.0 1,606.64 423.44 11,206 26.4 

1955 129.7 3,061.90 803.46 19,718 26.2 

1956 53.4 1,260.49 223.97 8,374 17.8 

1957 47.7 1,126.32 289.53 7,306 25.7 

1958 47.5 1 '122.65 281.10 7,281 25.0 

1959 49,4 1,167.00 446.72 7,105 38.3 

1960 67.1 54.8 1,118.42 1,295.09 301.77 265.97 5,737 27.0 20.5 

1961 69.3 58.0 1 '154.81 1,370.22 245.62 275.89 6,087 21.3 20.1 

1962 76.2 63.3 1,269.42 1,495.51 335.81 362.61 6,368 26.5 24.2 

1963 76.5 63.2 1,275.06 1,492.25 304.83 330.93 6,692 23.9 22.2 

(3:5) (4:5) 

1.8 

2.9 

2.4 

3.7 

2.8 

2.1 

2.4 

2.5 

0.4 

0.2 

2.9 

1.8 

4.3 

4.8 

3.8 

4.1 

2.7 

4.0 

3.9 

6.3 

5.3 4.6 

4.0 4.5 

5.3 5.7 

4.6 5.0 

(Continued on next page) 
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FISCAL SPENDING & DEFICIT, DEFICIT/SPENDING RATIO 
' 

DEFICIT/EGDP RATIO* 

(in millions of US$ of 1976 and percentages) 

Fiscal 
Spending lndex Fiscal Spending Fiscal Deficit ( +) 

Surplus (_) (Base 1976 = 100) 

Local Totai · (1) Local (2) (3) Local (4) (5) (3:1) (4:2) (4:5) Currency · Currency Total Currency Total EGDP 
(3:5) 

' 1 

1970 116.6 101.3 1,943.98 2,392.97 279.12 246.20 8,874 14.4 10.3 3.2 2.8 

1971 152.7 125.3 2,544.78 2,959.09 712.36 1,028.08 9,556 28.0 34.7 7.5 10.8 

1972 165.3 124.3 2,754.52 2,935.58 1,102.10 1,.230.03 9,548 40.0 41.9 11.5 12.9 

1973 222.2 166.5 3,703.50 3,931.09 1,977.09 2,166.98 9,202 53.4 55.1 21.5 23.6 

1974 139.7 128.4 2,328.94 3,032.13 530.02 988.79 9,579 22.8 32.6 5.5 10.3 

1975 96.4 92.6 1,606.51 2,187.77 -97.70 254.86 8,343 -6.1 11.6 -1.2 3.1 

. 1976 100.0 100.0 1,666.78 2,361.52 -76.28 235.54 8,677 -4.6 10.0 -0.9 2.7 

1977 121.2 111.9 2,020.74 2,641.85 - 2.22 214.42 9,423 -0.1 8.1 0.0 2.3 

1978 145.8 127.5 2,429.92 3,011.38 -151.37 126.13 9,989 -6.2 4.2 -1.5 1.3 

SOURCE: Ministry of Finance, Budget Office. 
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*The nominal figures for tf'le 194Q-1959 period were converted to US$ according to the exchange rate in 
effect at the time, since a homogeneous series for the EGDP, by which to calculate the implied exchange 
rate, are not available. The nominal figures for 196Q-78 were converted according to the implied rate. 
(See Report on the State of Public Finance, 1979). 

As the EGDP series for 1940-1959 is obtained by means of the respective exchange rates, it is affected by 
the real variations produced in the exchange rate. This explains the sharp annual fluctuations that were 
produced in that period. In this respect, only the percentage relations are val id. 

Between 1940 and 1959 the Fiscal series are expressed only in local currency and they appear in the table 
in the total spending, total deficit or surplus columns. 


