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Foreign Trade Regimes and 

Economic Development 

This volume is one of a series resulting

from the research project on exchange con-

trol, liberalization, and economic develop-

ment sponsored by the National Bureau of 

Economic Research. The premise underlying 

this project was that the phenomena of 

exchange control and liberalization in less
 
developed countries require careful and de-

tailed analysis within a sound theoretical 

framework, and that the effects of individual 

policies and restrictions cannot be analyzed

without considering both the way in which 

they are administered and the economic 

environment within which they operate. 

An analytical framework was prepared

by the Co-Directors, Jagdish N. Bhagwati

and Anne 0. Krueger and commented upon

by all authors taking part in the project; 

within that framework, research on particu-

lar countries chosen for the relevance of 

their experience uwashale n utundertakensyhnrs; and by individ-
hes s of th e res ltsT 

ual authors; and then syntheses of the results
of these independent studies were made by

the Co-Directors in order to identify 


The principal areas of research and the 

concepts and phases deLineated in the analyt-


fandor pasesdeineaedcceps inommonnaever,ical framework provided a common focus 

for the individual country studies. Three 

major topics specified for in-depth analysis 


nthe trfolTh
unty dies ovariedThe Anatomy of Control: The eco-
nomic efficiency and distributional implica-
tions of alternative methods of exchange
control i each country were to be examined 
and analyzed. Since each method of ex-
change control differs analytically in its 
effects from every other, special care wh 
taken to bring out the implications of thi 
particular method of control used.The Liberalization Episode: The analyt, 
ical framework clearly distinguished betwee. 
dealurati andclierlitinuiand cneptedevaluation and liberalization, and concept. 
for quantifying the extent of both of thesephenmen wee
deeloed.The etaledreally 

phenomena were developed. The detailed 
ainalyses of individual devaluation and liber-

alization attempts, both successful and un-
successful, help to identify the political and 
economic ingredients of effective govern-
ment policies. 

Growth Relationships: The relationship 
f the exchange control regime to growth via 

(Continiued-from frontflap) 

The principal results of the different 
country studies are being consolidated in the 
Co-Directors' syntheses. However, each in
dividual study is self-contained, so that 
readers interested only in specific geographic 
areas or countries are not necessarily bound 
to refer to other books in the series. 

Volume VIII, Chile 
by Jere R.Behrman 

By thoroughly examining the experience
of one developing country, Chile, from the 
period before the Great Depression until 
1973, Jere Behrman extends the analysis of 
the relations between international economic 
policies and various macroeconomic goals.
The study is divided into four parts-an over
view of the foreign sector and Chilean 
economic development, exchange control re
gi me t eignecor re 

gimes, the impact of foreign-sector regimes,

and liberalization episodes.
he Chilean ex perience has served as o n e 
of the major bases for the development of cri
tiques of the cc iventional wisdom concerning
development. In the last two decades, Chile 
has sustained the failure of three liberaliza
tions and four stabilization attempts. Howconsiderable disagreement remainsabout the impact of the foreign sector on de
veloping economies. In Chile, these interac
tions have been quite complicated and have
 

substantially over time. Behrman feelsthat the evidence is mixed in regard to wheth
er either exchange control or liberalization ac
celerate development. He warns that either 
position may overstate the contribution that 
changes in the foreign trade regime could 
make to development. The Chilean exchange
control system, which was first introduced in 
the early 1930s in response to the impact of 
teDpesomyhv apnddvlpthe Depression, may have dampened develop
ment achievements. On the basis of the pres
ent study alone, the author points out, itwould be primarily speculative to assert that 
wol ly s elatient aset tatsubstantial development benefits can be 
obtained through the selection of a particular 
foreign exchange regime. Alternatively, if lib
eralization is to have a substantial long-run
development payoff, expectations that the 
policy will be permanent must be strength
ened. The best hope for a successful liberaliza. 
tion, Behrman concludes, probably lies in an 

,tatic-efficiency abrupt imposition which incurs certain shortand other factors was to beabutmpsiowhcinrsetinhr
run costs, but also alters expectations so thatnvestigated, and the possible effects on longer-run advantages may become obvious,vings, investm ent allocation, research and bo e- ouna mant u falers.

levelopment, and entrepreneurship were to before political momentum falters. e examined in each study. Jere Behrman is professor of economics at the 
'University of Pennsylvania and a senior re

(Continuedon backflap) search associate at the National Bureau of
Economic Research. 
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CoIDfrectors' Foreword 

This volume is one of a series resulting from the research project on ExchangeControl, Liberalization, and Economic Development sponsored by the National Bureau of Economic Research, the name of the project having been subsequently broadened to Foreign Trade Regimes and Economic Development.Underlying the project was the belief by all participants that the phenomenaof exchange control and liberalization in less developed countries require careful and detailed analysis within a sound theoretical framework, and that theeffects of individual policies and restrictions cannot be analyzed without consideration of both the nature of their administration and the economic envircnment within which they are adopted as determined by the domestic economicpolicy and structure of the particular country.The research has thus had three aspects: (1) development of an analytical framework for handling exchange control and liberalization; (2)that framework, research withinon individual countries, undertaken independentlyby senior scholars; and (3) analysis of the results of these independent effortswith a view to identifying those empirical generalizations tothat appearemerge from the experience of the countries studied.The analytical framework developed in the first stage was extensivelycommented upon by those responsible for the research on individual countries,and was then revised to the satisfaction of all participants. That framework,serving as the common basis upon which the country studies were undertaken,is further reflected in the syntheses reporting on the third aspect of the research.The analytical framework pinpointed these three principal areas of research which all participants undertook to analyze for their own countries. 

xix 



CO-DIRECTORS' FOREWORD 

Subject to a common focus on these three areas, each participant enjoyed 
maximum latitude to develop the analysis of his country's experience in the 
way he deemed appropriate. Comparison of the country volumes will indicate 
that this freedom was indeed utilized, and we believe that it has paid hand
some dividends. The three areas singled out for in-depth analysis in the 
country studies are: 

1'. The anatomy of exchange control: The economic efficiency and dis
tributional implications of alternative methods of exchange control in each 
country were to be examined and analyzed. Every method of exchange con
trol differs analytically in its effects from every other. In each country study 
care has been taken to bring out the implications of the particular methods of 
control used. We consider it to be one of the major results of the project that 
these effects have been brought out systematically and clearly in analysis of 
the individual countries' experience. 

2. The liberalizationepisode: Another major area forresearch was to be 
a detailed analysis of attempts to liberalize the payments regime. In the ana
lytical framework, devaluation and liberalization were carefully distinguished, 
and concepts for quantifying the extent of devaluation and of liberalization 
were developed. It was hoped that careful analysis of individual devaluation 
and liberalization attempts, both successful and unsuccessful, would permit 
identification of the political and economic ingredients of an effective effort in 
that direction. 

3. Growth relationships:Finally, the relationship of the exchange con
trol regime to growth via static-efficiency and other factors was to be inves
tigated. In this regard, the possible effects on savings, investment allocation, 
research and development, and entrepreneurship were to be highlighted. 

In addition to identifying the three principal areas to be investigated, the 
analytical framework provided a common set of concepts to be used in the 
studies and distinguished various phases regarded as useful in tracing the ex
perience of the individual countries and in assuring comparability of the anal
yses. The concepts are defined and the phases delineated in Appendix A. 

The country studies undertaken within this project and their authors are 
as follows: 

Brazil Albert Fishlow, University of California, Berkeley 

Chile Jere R. Behrman, University of Pennsylvania 

Colombia Carlos F. Diaz-Alejandro, Yale University 

Egypt- Bent Hansen, University of California, Berkeley, and 
Karim Nashashibi, International Monetary Fund 

Ghana - J. Clark Leith, University of Western Ontario 
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India Jagdish N. Bhagwati, Massachusetts Institute of Technology, and T. N. Srinivasan, Indian Statistical Institute
Israel, Michael Michaely, The Hebrew University of Jerusalem
'Philippines Robert E. Baldwin, University of Wisconsin 
South Korea Charles R. Frank, Jr., Princeton University and' TheBrookings Institution; Kwang Suk Kim, Korea Development Institute, Republic of Korea; and Larry E. West

phal, Northwestern University

Turkey 
 Anne 0. Krueger, University of Minnesota
 
The principal 
 results of the different country studiesgether in are brought toour overall syntheses. Each

been made self-contained, 
of the country studies, however, has so that readers interested in only certain of thesestudies will not be handicapped.

In undertaking this project and bringing it to successful completion, theauthors of the individual country studies have contributed substantially to theprogres3 of the whole endeavor, over and above their individual research.Each has commented upon the research findings of other participants, andhas made numerous suggestions which have improved the overall design andexecution of the project. The country authors who have collaborated withconstitute an exceptionally able group us
of development economists, and wewish to thank all of them for their cooperation and participation in the project.We must also thank the National Bureau of Economic Research for itssponsorship of the project and its assistance with many of the arrangementsnecessary in an undertaking of this magnitude. Hal B. Lary, Vice President-Research (retired), most energetically and efficiently provided both intellectualand administrative input into the project over a three-year period. We wouldalso like to express our gratitude to the Agency for International Developmentfor having financed the National Bureau in undertaking this project. MichaelRoemer and Constantine Michalopoulos particularly deserve our sincere

thanks. 

JAGDISH N. BHAGWATI 
Massachusetts Institute of Technology 

ANNE 0. KRUEGER 
University of Minnesota 
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Principal Dates and Historical Events 
in Chile 

1536 i Spanish discovery of Chile by Diego de Almagro.
 
1810-18 Wars of independence from Spain.
 
1865-66 War with Spain.
 
1879-83 War of the Pacific; Chile defeats Peru and Bolivia and, becomes
 

owner of rich nitrate and copper deposits. 
1891 Civil War; President Jos6 Manuel Balmaceda killed. 
1920-24 Presidency of Arturo Alessandri; initiation of substantial sociallegislation; creation of Central Bank; resignation of Alessandri. 
1925 Revolution; reinstatement of Alessandri, approval of new constitu

tion; abdication of Alessandri; election of Emiliano Figueroa 
Larrain as president. 

1927 Resignation of Figueroa Larrain; election of Carlos lbafiez del 
Campo as president. 

1931 	 Catastrophic impact of Great Depression; abandonment of con
vertibility; resignation of lbafiez; establishment of restrictive foreign 
economic regimes; succession of governments and great political 
instability. 

1932-38 Re-establishment of political and economic order under President 
Arturo Alessandri (now more conservative than in 1920s). 

1939 First year of Popular Front government under President Pedro 
Agiurre Cerda; major earthquake; creation of CORFO. 

1941 	 President Agiurre dies. 
1942 	 Juan Antonio Rios elected president; copper price fixed at 12 

cents per pound by agreement with United States government as 
part of war effort. 

xxiv 



• z.z r ,) UA1h AND HISTORICAL EVENTS IN, CHILE XXV 

1946 President Rios dies; Gabriel Gonzlez Videla elected president
with considerable support from leftist parties; copper price-fixing
agreement terminated.

1947 Government moves toward iight; Communist Party outlawed,diplomatic relations with Union of Soviet -Socialist Republics
brokcrn.1950 United States unilaterally fixes copper price because of Korean 
conflict.

1951 Washington Treaty signed after strong Chilean outrage.1952 Chilean copper-sales monopoly started; lbafiez elected again to 
presidency.

1955 Nuevo Trato (new deal) legislated for large-scale copper mining,political and economic situation disintegrates considerably; FelipeHerrera made minister of finance; Klein-Saks consulting firmcontracted for aid in stabilization program.1956 Ibafiez-Klein-Spks program of stabilization plus liberalization ini
tiated.


1958 Jorge Alessandri Rodrfguez elected president.
1959 Alessandri program of stabilization plus liberalization commences.
1960 Major earthquake in south.

1962 Stabilization-liberalization effort abandoned.

1964 

1965 

Eduardo Frei Montalva elected president.

Frei stabilization-liberalization effort begun; sliding-peg exchange 

1966 
rate policy adopted; foreign debt renegotiated.
Chileanization of Kennecott's copper holdings.

1967 Collapse of stabilization attempt.
1969 Nationalization of Anaconda's copper holdings.1970 Abandonment of sliding-peg exchange rate policy; Salvador Allende Gossens elected president as head of Popular Unity Coali

tion.1971 Complete nationalization of large-scale copper mining; intensified 
quantitative restrictions.

1972 Foreign-debt renegotiation.
1973 Military coup in which President Allende killed. 
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Chapter,1. 

The Foreign Sector and Chilean
 
Economic Development:
 
An Overview
 

1.1 INTRODUCTION, 

In discussions of economic development experience, considerable emphasis has
been placed on the foreign sector. This emphasis partly reflects the view that
the foreign sector can play a key role in the development process through the
exploitation of dynamic comparative advantage, the transfer of technology and
of command over resources, and inducements for efficiency,' and partly the
fact that, in developing economies, the foreign sector is particularly subject to 
government influence. 

Analyses of the foreign sector in actual economic development experience, however, usually have had definite limitations. In many cases the im
portance of quantitative rtstrictions in the foreign sector regime has been dis
regarded or understated. Historical perspective often has been lacking. Too
frequently the supporting evidence is impressionistic, and available quantita
tive information has been ignored or not subjected to rigorous analysis. Re
peatedly other macroeconomic policies and the problems to which they relate
have not been kept in their proper perspective, with the result that foreign
sector considerations may be, or may appear to be, overstressed. At times
partial-equilibrium conclusions have been misleading or wrong. In some cases 
very strong assumptions have been made about rigidities. 2 Considerable dis
agreement therefore remains about the impact of the foreign sector on devel
oping economies. 

In this study, I attempt to contribute to the analysis of the relations be

3 
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tween international economic policies and various macroeconomic goals by a 

thorough examination of the experience of one specific developing country-
Chile. Included among the macroeconomic goals are not only growth, but also 
other factors that are related to a broader definition of economic development: 
external position and the degree of national autonomy, stability in real and 
nominal terms, resource allocation and structural change, and the distribution 
of control over income and other resources. Some of these factors may be 
complementary and others may be competitive with the goal of growth. 

Chile is a particularly interesting country for such a study for several 
reasons: (i) It has experienced a wide range of foreign-secior policies. (ii) 
Since the Great Depression, its attempts at industrial development under 
foreign-exchange control and trade restrictions have shown characteristics 
common to a number of other developing countries: a large and heavily pro
tected industrial sector, recurrent balance-of-payment crises, a very large for
eign debt, and high inflation which has helped to perpetuate overevaluation of 
the currency. (iii) Policy in the foreign sector has included responses to both 
substantial external and internal stimuli. (iv) Chile has had three major liber
alization episodes in the past two decades, which provide a rich base for the 
evaluation of liberalization efforts in developing countries. (v) Recent Chilean 
governments have varied considerably in their political orientation. (vi) The 
Chilean experience has served as one of the major bases for the development 
of critiques of the conventional wisdom concerning development. To cite one 
important example, the "structuralist school" analysis of inflation and stagna
tion was based considerably on Chilean experience and was developed in sub
stantial part by economists in Chile. According to the structuralists, the foreign 
sector is an important element in the vulnerability of certain Latin American 
economies to inflation and stagnation because slow and unstable export growth 
and a secular deterioration in the terms of trade for exports of primary 
products result in inadequate import capabilities and procyclical fluctuations 
in government revenues from foreign trade taxes.3 

The interactions between the foreign sector and the rest of the Chilean 
economy have been quite complicated and have varied substantially over time. 
Moreover, in Chile more than in other countries, past events seem to have had 
unusually strong effects on recent policy decisions because of the catastrophic 
impact of some of those events, especially the Great Depression, and due to 
the unusually strong influence of Chilean economists who have attempted to 
understand the present in terms of the past.4 In the next three sections of this 
chapter, I provide a chronological overview of the Chilean experience, in order 
to place the foreign sector in perspective both in a historical sense and as it 
relates to other areas of macroeconomic concern. In the last section, I furnish 
an outline of the study and a summary of my conclusions. 
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1"2 THE PERIOD BEFORE THE
 
GREAT DEPRESSION
 

Between the Spanish discovery of the land area that is now Chile, in 1535,and the War of Independence starting in 1810, Spain imposed a very mercantilistic regime on Chile. Trade could be conducted only with Spain and theSpanish colonies; goods were required to be carried in Spanish boats; manufacturing in Chile was discouraged, and the role of the mother country in governalent was substantial (although the geographic isolation of Chile resultedinconsiderable local autonomy). In the sixteenth century, exports consistedprimarily of gold and silver; leather and animal fat were added in the seventeenth century; and copper and wheat were added in the eighteenth. From thebeginning, then, mining products were an important component of Chileanexports and accounted for over half of the value of exports by the end of theeighteenth century. At that time imports consisted primarily of sugar (24 percent of the total) and tobacco (24 per cent) from Peru, and textiles (16 percent) and Paraguayan tea (24 per cent) from Argentina. Thus, Chile hadrelatively more of her trade with neighboring Latin American areas at thattime than she was to have in the next 170 years. At the end of the colonialperiod, the population of about I million was approximately the same in sizeas when the Spanish first arrived, but its composition had changed from beingalmost entirely Indian to approximately 80 per cent Spanish and Creole. Incomparison with most other Latin American countries, this population wasrelatively homogeneous and not dependent on agriculture. Furthermore, Chilehad a relatively well-developed transportation system and urban structure.From 1810 until 1830 the Wars of Independence and the subsequent political consolidation dominated events in Chile with substantial negative effectson the economy. By 1830 under the leadership of Diego Portales, banditry hadbeen reduced considerably, public administration had been reorganized, publicfinancing had been strengthened, and public works expenditure had increased.Chile then entered into a period of political stability which was unique in midnineteenth century Latin America. The period from 
 1830 to 1860 is widely
thought to have been a "golden era" of great expansion and development.
Over the long term, international economic policy had moved from theextreme restrictiveness of colonial mercantilism, in 1810, through phases IIand III and, by 1850-60, into Phase IV.0 The most important change in theuse of quantitative policy tools took place with the enactment of the Law ofFree Commerce of 1811, which opened the ports of Talcahuano, Valparafso,and Coquimbo to all trading nations. In 1849, the remaining ports were opened,and the prohibition on the participation of foreign boats in coastal trade was 
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TABLE 1.1
 
Exchange Rate and Selected Series on Exports, Imports, and Government Income
 

and Expenditures of Chile, 1820-1930
 

Aver. Annual Exponential 
0 Exchange Growth Rate in Past 5Yrs. 

Rate. (U.S. dol.) Ratios to 
(pesos, Total Govt. Income: 

- or 10-i Total . Foreign Trade Taxes 
escudos, Govt. 

per U.S. dol.) Imports Exports Income Total Imports Exports 
Year , (1) (2) (3) (4). (5) (6) (7) 

1820-. .44 
1825 .46 
1830' 1.31 r50 

1835,.,, 1.29 , ' .074 :'.57 
1840 -1.29 '.048 .62 
1845-: 1.29'' . . , .101 .52. 
1850.- 1.06 .091 .138 . .106 .57 
1855, 1.09, iii;.084 .081, .070 .56 
1860 1.14 .028, .046 .046 .56 
1865 0.70 .089 .100 .230 .23 .19 .04 

1870 1.08 . .030 "-.077 -.056 .33 .31 " .02 
1875 1.13 .053. .045 .008 .37 .36 •.01 
1880 1.61 -7.118, .002 .078 .24 .20 -.04 
1885 1.95 .019 -.044 -.063 .60 .37, .23 
1890 2.08. .045 .65 26.086 .067 .. .39 

1895, " 2.93 -.064 -.053 .085 .52 . ..17, .35 
1900 : 2.97 .122 .162 .021 .59 .21 .38.. 
1905 3.19 '.091 .108 .103 .41 26 1'5' 
1910 ';'-'4.62 .093 .028 .030 .50 .19 .31 
1915 6.07 -.. 134 -. 000 -. 078 .52 .13 .39 

1920,1 5.73 .152 .110 .087 .40 .12 .28 
1925, 8.55, . -036 .015 .086 .36 -.15' .21 

1.26 .033 --.063 .081 .29 .19 .10
 

(continued),. 
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TABLE 1.1 (concluded) 

Ratios to 'Ratios to Ratios of-ExternalTotal Govt. Total Govt. Expenditures Public Debt to Aver.Income: Avtra 
Extraor- Devel- Ordinarytdinary opment Debt Service oytr Importosb ExportIncmea Funti. otGovt. Tax.Incomea Functionsb Total Foreign Income ValueYear (8) Rates(9) (10) (11) (12) (13) (14)
 

1820
 
1825

1830 .00 

3.11835 .14 
2.51840 .00 .06 .06 1.71845 .04 .15 .12 2.7 1.16 .1901850 .05 .15 .13 1.8 0.42 .22c
1855 .06 .10 .081860 .14 1.1 0.35 .20c

.16 .13
1865 .56 1.9 0.56 .22C.32 .10 1.5 0.44 .15 
1870 .40 
 .24 .17 
 2.5 1.07 .211875 .24 
 .22 .16 
 2.7 1.22 .20
1880 .36 
 .16 .10 
 1.9 1.05
1885 .09 .17


.48 .35. 1.5 1.08 .361890 .10 .36 .14 .07 1.8 1.381895 .34 .22.28 .44 
 .10 
 2.3 2.66
1900 .23 .32.26 .16 .15 2.2 1.48 .241905 .46 
 .28 .13 
 .13 
 2.0 0.88 .31
1910 .4 
 .33 .13 .13 
 1.9 f.03 .16
1915 .00 .31 .18 .17 2.5 1.35 .14''
1920 .02 .47 .11 .09 1.01925 .26 0.49 .10.31 .19 .16 1.4 0.69 .161930 .31 .21 .08 .07 1.9 1.86 .26 

SOURCE: Calculated from data inHumud [1969:18, 100, 110, 130, 173, 205, 207,and 256]. 
a.Extraordinary income isfrom internal or external borrowing.
b.Includes expenditures by ministries of Industry, Public Works and Railroads,Agriculture and Industry, Land and Colonization, Commerce and Communications, and
Development.

c.Overstates import tax rate since numerator includes import and export tax rev

enues.
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suspended. Price-related policy tools were limited primarily to import and ex
port taxes, with ad valorem-equivalent explicit rates of no more than 30 per 

cent. A unified and almost constant nominal exchange rate (NER)7 (with 

some appreciation against the dollar) prevailed from 1830 to 1860 (column 
1 in 'fable 1.1), during which time the value of the escudo-equivalent in 1960 
United States dollars averaged 1,529 and never varied by more than 5 per cent 
from that average (a degree of stability not again attained)." 

The dating of the switch from Phase IV to Phase V is somewhat arbi
trary.0 Domestic support of laissez faire policies was growing as the secular 
liberalization in foreign trade progressed. Prominent in both developments was 

a fervent French laissez faire advocate, Jean Gustave Courcelle-Seneuil, who 
was an adviser to the minister of finance and a professor at the University of 
Chile from 1855 through 1863. Courcelle-Seneuil directly participated in the 
drafting of important economic legislation during his years in Chile and is said 
to have had considerable indirect impact through the dogmatic application of 
his theories by Chilean disciples over the next fifty years. Among the pieces 
of legislation which he drafted, the 1860 banking law, which in the words of 
Hirschman [1963:164], "reflected distrust of the government" by establishing 
"the principle of free, almost wildcat, banking," has become at the least an 
important symbol of the acceptance of laissez faire by the Chilean body politic. 
Since the 1857-61 financial crisis, which reputedly originated in fluctuations in 
international markets and led, in some degree, to passage of the 1860 banking 
.law, also resulted in a break with the past, 1861 has been selected as the year 
of transition to a new phase.

In the 1860s and on into the late 1870s, a very liberal international 
economic policy prevailed, except for the suspension of convertibility during 
the war with Spain (1865 to mid-1866). During this phase Chilean currency 
first appreciated against the dollar (partly because of the Civil War in the 
United States) and then started a long secular depreciation (Table 1.1, column 
1). The average value of an escudo-equivalent in 1960 United States dollars, 
however, remained at about the average 1830-60 level (i.e., $1,512 for 1861
77 as compared to $1,529 for 1830-60). 

A succession of events occurred between 1878 and 1882 which had a 
strong impact on the Chilean economy for the next half-century. First, convert
ibility was suspended in 1878 during a financial crisis largely brought on by a de
crease of 27 per cent in the real value of exports between 1872 and 1878. This 
decrease, in turn, was primarily due to a succession of bad harvests and a sharp 
decline in copper prices. Hirschman [1963:169] probably is correct in hypoth
esizing that the 1878 financial crisis by itself probably would not have had 
substantially more impact on longer-run Chilean economic events and policies 
than did the temporary suspension of convertibility during the 1865-66 war 
with Spain had not a constellation of subsequent significant events followed so 
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quickly. But other events did follow, and Chile never again returned to thegold standard for any period longer than six years.
Second, partially in response to the threat of having her rather substantialinterests in the nitrate mines in the Atacama desert displaced, Chile fought theWar of the Pacific with Peru and Bolivia from 1879 through 1882. Hope ofan immediate return to convertibility was dashed by the war, and temporaryrestrictions on imports of nonwar materials were imposed which moved foreigntrade policy back to Phase II or III. Such results were rather minor, however,in comparison with the longer-run impact of the war. Chile wonrated into her area and incorpo-Tarapacd and Antofagasta, which contained the world'sonly known sources of natural sodium nitrate. A new era began as nitratesdominated Chilean exports, becoming the major source of government revenuefor the next half-century; and Chile became very integrated into the world economy. 

Third, in 1882 the Chilean government denationalized the nitrate industryby returning ownership to the holders of certificates originally issued before theWar of the Pacific by the Peruvian government.
Fourth, in 1882, after three centuries of wars, the Indian resistance in thesouth finally was crushed. The settling of this frontier together with the northern province won in the War of the Pacific led to the creation of new landholding and mining classes which were to join with the middle class to forma significant political power in the early twentieth century.For the next half-century following the turbulent war years of 1878-82,a Phase IV or V international regime generally prevailed. Events and policiesthat resulted in some significant alterations in the foreign sector included (i)attempts to return to complete convertibility, (ii) the tariff revisions of 1897and 1928, (iii) foreign debt accumulated in the War of the Pacific and the CivilWar of 1891 and in the expanded public works programs of the 1920s, (iv)changes in world markets, (v) the resurgence of copper exports in the earlytwentieth century, (vi) and the establishment of the Central Bank in 1925.For this half-century preceding the Great Depression, nevertheless, foreignsector policies were relatively homogeneous and predominantly liberal.Five questions about that half-century of experience merit furthersideration: (i) Why conwas complete and enduring convertibility not re-established after the War of the Pacific? (ii) Why did ownership of the major export commodities shift from Chilean to foreign hands? (iii) What was theevolution and impact of import-substitution policies? (iv) Did increased foreign dependence and vulnerability result from liberalization? (v) What wasthe relationship between liberalization and growth? 
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2.1f Failure to Re-establish Enduring Complete Convertibility 

Onfi, the face of it, the acquisition of control over the world's only nitrate 

source would seem to have made a return to convertibility rather easy after the 

Warof the Pacific, given the critical role of nitrates in the manufacture of 

explosives and fertilizers. In the immediate postwar period, however, conver

tibility was not re-established because, for the reasons described below, there 
was a shortage of foreign exchange at the previous exchange rate level: 

i. In the first half of the 1880s total export value actually declined (see 
column 3 in Table 1.1) because the increase in nitrate exports was more than 
offset by decreases in exports of copper and wheat. 

ii. At the same time, government debt service on loans from abroad 
reached levels greater than one-third of total government expenditure, in part 
because of obligations incurred during the war (Table 1.1, column 11 ). 

iii. Because of the 1882 decision to return nitrate ownership to certificate 
owners and because of earlier speculation in such certificates by foreigners, the 
Chilean share in nitrate ownership increased only from 20 per cent in 1875 to 
36 per cent in 1882. Because the foreign speculation had been funded largely 
by the Chilean banking system, moreover, no substantial capital inflow accom
panied the assumption of control of almost two-thirds of the nitrates by for
eign interests. 

iv. Because of internally financed government deficits and wildcat bank
ing, the rate of inflation increased to a level of about 5 per cent per year at the 
same time that worldwide many prices were falling.10 

Attempts to return to a metallic standard were made in 1887, 1895-98, 
and 1925-31. But all of these attempts were abortive because of a combination 
of factors, including the continuation of internal inflation, the setting of fixed 
NERs at overvalued levels, the large foreign debt incurred in the Civil War of 
1891, and declines in external markets. Between 1878 and 1927 the value of 
Chilean currency depreciated steadily (Table 1.1, column 1). The escudo
equivalent in 1960 U.S. dollars decreased at a mean rate of 3.8 per cent per 
year with the result that in 1927 it was worth only approximately 15 per cent 
of its 1878 level. 

1.2.2 Shift to Foreign Ownership of Major Exports. 

Before the War of the Pacific the major exports were copper and wheat, 
both of which were almost entirely domestically owned. For three decades 
after the war, copper production fell steadily to a low in 1911 of less than 40 
per cent of the 1876 peak level, and the Chilean share of world copper pro
duction fell from 44 per cent in 1878 to less than 5 per cent for 1900-15.11 
Agricultural exports (primarily wheat) also declined, from about 45 per cent 

http:1900-15.11
http:falling.10
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of "he total in 1844-80 (Pinto [1962]) to approximately 10 per cent in the1920s.12 Nitrates became the dominant export in the postwar decades,13 butownership was largely in foreign hands because of the 1882 denationalizationdecision. After 1910 there was a resurgence of copper production, but it occurred almost entirely in foreign-owned mines.14 Production increased mean annual exponential at a 
rate of 11.8 per cent from 1910 through 1927; theChilean share of world production increased from 4 to 16 per cent in the sameperiod; and copper again became the leading Chilean export. Thus the weightin exports shifted from domestically owned copper and wheat to largely foreign-owned nitrates and then to almost completely foreign-owned copper.This move to foreign control over exports reflected a number of factors:i. Because of transportation costs, Chile could not compete effectivelywith new low-cost wheat producers in North America, Russia, and Argentina.ii. The richest copper deposits had been exhausted by 1880, resulting ina substantial increase in Chilean copper-mining costs.iii. Overvaluation of the currency after the War of the Pacific discouragedexportation of copper and wheat, the two previously dominant and domestically controlled export commodities. 

iv. A shortage of government funds, arising from heavy service chargeson war debts, was an important consideration in the 1882 denationalization 
decision. 

v. In the early twentieth century, the lack of sufficient funds from domestic sources and the limited access to the international capital market precluded Chilean-controlled application of the new capital-intensive Jacklingprocess to the remaining relatively low-grade copper ore.vi. Before the discovery of a practical method for fixing nitrogen fromthe air, in 1914, Chile's nitrates were too important a war import material forthe major powers to let control rest with Chile,
vii. An economic "open door" policy was thought to be useful in attracting desired immigrants.

viii. The philosophy of the ruling elite generally was laissez faire-partially because of the continuing influence of disciples of Courcelle-Seneuil. This
viewpoint was instrumental in the 1882 decision to denationalize nitrates (so
that the government would not be involved in direct production) and in subsequent decisions to leave the mining industry almost completely unregulatedexcept for the collection of export taxes on nitrates.1"
ix. The ruling and commercial elite apparently identified their interestsstrongly with those of foreign economic entities and with foreign trade. As aresult, and despite the general laissez faire policies toward the export minerals,Humud [1969:38, 40, 217] notes, the government did attempt to aid theforeign-controlled nitrate companies in times of labor-market or international

market crises.10 

http:crises.10
http:mines.14
http:1920s.12
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BecBause of the shift of the export minerals to foreign ownership, large 

transfcrs of funds were made from Chile to the more developed countries. In 

the early twentieth century, ,there were also substantial capital inflows, which 

were used in developing foreign-owned, large-scale copper mines. The evalua

tion of these net flows 17 and of other costs and benefits is very difficult because 

the options cannot be determined with confidence on the basis of the scanty 

information available. However, from the nationalistic viewpoint of the 1960s 

and 1970s, which is not the same as that of the ruling elite of those times, it 

appears that Chile could have gained much more than she did from her min

eral riches by exercising greater controi, if not actual ownership. 

' 1.2.3 Evolution and Impact of Import-Substitution Policies. 

Conflicting claims about the pattern of import substitution before the 

Great Depression abound in the Chilean literature. The following data may 

aid, in determining the actual evolution and impact of import-substitution 
policies: 

i. From 1830 to 1960, the ad-valorem-equivalent import tax for final 

consumer goods ranged from 20 to 35 per cent; for intermediate goods, from 

10 to 15 per cent; and for capital goods, zero (Humud [1969:122, 125]). 
Thus, the tariff structure resulted in higher effective than nominal protection 
rates for consumer and intermediate goods industries. Export taxes included an 
element of protection for the processing of wheat in that the rate for flour was 

1896,two-thirds that for grain. In the early part of the period from 1861 to 
some rationalization of the import tariff structure was made by reducing rate 
variances between categories. The highest ad-valorem-equivalent nominal rate 
also was decreased from 35 per cent to 25 per cent; so some decline in effective 
protection for final consumer goods resulted. Under Law 980 of 1897 the 
maximum import tariff rate was increased to 60 per cent for some final con
sumer goods and reduced to zero for some intermediate goods. Effective pro
tection on final goods therefore increased substantially, although effective 
protection on some intermediate goods decreased.' 

ii. Calculations based on data in Lagos [1966:26] indicate that the share 
of consumer goods in imports dropped from 89.6 per cent in 1870-72, to 76.2 
per cent in 1878-82, and to 54.8 per cent in 1903-07. This secular decline in 
the relative importance of consumer goods imports is consistent with the claim 
of increasing substitution for such imports. 

iii. The average actual import tax rates (Table 1.1, column 14) do not 
indicate a substantial decline immediately after 1860, but do show an increase 
from 1885 to 1905, a decline from 1910 to 1925, and an increase as of 1930; 
but these rates must be interpreted with some care because of changes in the 
composition of imports. 
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iv. Mufioz [1968:82] estimates that the total import substitution coefficient for the period from 1914-15 to 1927 was 0.431, as compared to a "nor
mal" Chenery value of 0.194.19 

v. For 1914-15 through 1929-30 Mufioz [1968:38] gives a mean annualrate of growth for real industrial GDP of 4.8 per cent. Other estimates rangefrom 2.2 per cent to 6.0 per cent (see Table A.1, line 2.1; see also Ballesteros
and Davis [1963] and CEPAL, in Mufioz [1968:38]).vi. Both Lagos [1966:144] and Mamalakis [1971b:306] maintain thatby the 1920s over a fifth of the total labor force was employed in manufacturing. For this sector to have been such a large employer, considerable industrialization must have taken place in the preceding seventy or eighty years.Thus, the evidence suggests that at least moderate protection of final consumer goods had prevailed since the IP30s.20 The degree of protection was reduced slightly in the 1860s, and a significant increase was instituted by thetariff law of 1897. The years from 1860 to the Great Depression were notcharacterized by substantially less protection than had prevailed before 1860,however, as Jobet [1955:42], Lagos [1966:19, 22-23, 38], Pinto [1962:16,21, 49], and Sepflveda [ 1959:36, 71-72] contend; nor did relatively low levelsof protection prevail until just before the Great Depression, as Ellsworth[1945:49] and Jeanneret [1971:145] suggest. Moreover, industrial growthfrom 1860 to 1930 must have been substantial, although not extraordinary, inorder for a manufacturing sector to have developed as large as that whichexisted in the 1920s. Much of this development took place, finally, throughimport substitution for consumer goods- a process which occurred at morethan the Chenery "normal" rates, at least beginning with the outbreak of World

War I and continuing thereafter. 

1.2.4 Liberalization, Foreign Dependence, and Vulnerability. 
The contention of the structuralist school (see section 1.1 ) is that becauseof liberalization Chile became extremely dependent on the foreign sector and,therefore, more vulnerable to instabilities abroad than would otherwise havebeen the case. The structuralist claim of great dependence is based on thefollowing considerations: 
i. In the yearsimmediately preceding tile GreatDepression, the economywas very dependent on exports and imports. COMMENT: This hypothesis isbased on observation of ratios of exports and of imports to GDP. Availableestimates of these ratios range from 0.3 to 0.6, which are quite high comparedwith subsequent Chilean experience and with the experience of most other

countries. 21 
ii. As liberalizationtook place, the rates of growth of real exports andimports increasedto relatively high levels. COMMENT: A crude test of this hy

http:IP30s.20
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pothesis is provided by the following two regressions, in which the natural 
logarithms of the value of exports (X) and of imports (M), both in 1960 dol
lars, are the dependent variables and dummy variables are utilized to test 
whether significant phase-related deviations in growth rates occurred in the 
period 1844-1927: 22 

in(X) = 0.037 TIME + 0.014 TIME*DUM(44-60) + 6.77 (1.1) 
(7.2) (1.1) (24.9) 
R2 = 0.94, SE = 0.23, DW = 2.1, p= 0.79 

ln(M) = 0.048 TIME + 0.019 TIME*DUM(44-60) (1.2) 
(5.7) (1.6) 

-0.012 TIME.DUM(78-27) + 6.49 
(2.1) (27,2) 

R= 0.93, SE= 0.22, DW= 1.7 ,p= 0.73 

where 

TIME =time trend; 
.DUM(44-60) = dummy variable with value of 1.0 for 1844-60 

and 0.0 for other years; 
SDUM(78-27) = dummy variable with value of 1.0 for 1878-1927 

and 0.0 for other years. 

These estimates suggest that real exports and imports in fact did not increase 
more rapidly in the more liberal, post-1860 phases. To the contrary, the growth 
rates were, if anything, significantly higher during the period before 1860. For 
exports, such a result might seem surprising because of the acquisition of a 
major new export - nitrates - in the War of the Pacific. But apparently the 
decline of wheat and copper (mentioned above) offset the expansion of 
nitrates. Finally, the implied growth rates for exports, 0.051 for 1844-60 and 
0.037 for 1860-1927, and for imports, 0.067 for 1844-60, 0.048 for 1861
77, and 0.036 for 1878-1927, are less than those reported for some of the 
more restrictive, post-1940 phases (lines 1.2.4.1 and 1.2.4.2 in Table A.1), 
and undermine the assertion that exports and imports increased quite rapidly 
from 1860 to 1930. 

iii. In the period before the Great Depression, government income was 
very dependent on the foreign sector. COMMENT: By any available index the 
reliance of government income on the foreign sector was considerable: between 
1820 and 1930, foreign trade taxes ranged from 23 per cent to 65 percent of 
total government income; for 1908-27, taxes related to foreign income (in
cluding income taxes on copper mining) averaged 83 per cent of total taxes; 
between 1820 and 1930, extraordinary income (including substantial foreign 
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'rrowing) 
 was as high as 56 per cent of total government income; between
,1840 and 1930, the resulting external public debt service was as high as 35per cent of total government expenditures; in 1830-1930, the ratio of foreignpublic debt to ordinary annual government income was neverfrom 1845 to below 1.0; and1930, the ratio of external public debt to annual export valueoften exceeded 1.0 (Table 1.1, columns 5, 8, 11,
lines .1.2.6.5 12, and 13, and Table A.1,
and 1.2.6.6). Regressions of ordinary (primarily taxes)extraordinary (internal andand external borrowing) government income on imports and exports for 1844-1927 provide further confirmation: 23 

OGY,= 0.11M+ 0.40X+371.7 (1.3)
(1.7) (11.7) (1.0)R2 0.96, SE = 703., DW = 1 8, p = 0 .71. 

EGY = .33M -.10IO+ 2 9 3,9 (4 
(2.9) (1.4) (0.6)

R= 0.53, SE = 1,342., DW = 2.1, p = 0.58 

where 

OGY = ordinary government income (in thousands-of:1960 dollars);EGY = extraordinary government income (in thousands of 1960 dollars). 
Variations in the foreign trade variables were consistent with a substantial proportion of the variance in ordinary government income and with over half ofthe variance in extraordinary government income.Relation 1.4 merits further interpretation. The positive coefficient for thevalue of imports probably reflects both a secular trend in the use of extraordinary income 24 and the dependence of marginal imports on foreign exchange
obtained from external extraordinary government income. The negative 
 coefficient for the value of exports, although significantly nonzero only at the 10per cent level, provides some support for the claim that the government substituted between extraordinary income sources and ordinary export tax revenues. When the latter declined the former were increased. To the extent that
such extraordinary sources consisted of external debts (which 
were more important than internal ones), a decline in the value of exports resulted in anincrease in foreign debt and in foreign dependence.Although the foregoing evidence indicates that government income depended substantially on the foreign sector, it does not follow that this dependence was unavoidable. In fact, Humud [1969:151] reports that before theestablishment of an income tax, in 1925, internal taxes generally declined asa percentage of total taxes as a result of deliberate decisions to eliminate mostof these taxes. 2 

" 
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iv. With increased liberalization, government revenues became more de

peident on the foreign sector. COMMENT: A test of this hypothesis is to in

clude phase-coincident dummy variables in relations 1.3 and 1.4. In neither 

case, however, does such a procedure result in coefficients that are significantly 

even at the 15 per cent level.20 Examination of the data in Table 1.1nonzero 
also indicates the lack of association between dependence on the foreign sector 

for government revenues and phases of restrictionism. Foreign trade taxes ac

counted for over half of total government income both in the relatively re

strictive years from 1830 to 1860 and in the more liberal and highly-nitrate
(columns 5, 6, and 7). The externaldependent period from 1885 to 1915 

so afterpublic debt was relatively large primarily after wars and moderately 
borrowing abroad for infrastructural development (Table 1.1, columns 12 

and 13).27 

v. With increasedliberalization,foreign ownershipincreased.COMMENT: 

As is discussed above, after the War of the Pacific, 28 foreign direct ownership 

of the key mineral exports increased considerably. 

Thus the available evidence suggests that dependence on the foreign sec

tor was quite substantial before the Great Depression, although not necessarily 

correlated with the degree of liberalization. The assertion that the economy be

came more vulnerable to externally generated fluctuations is more difficult to 

explore, but the following observations have some bearing on this issue. 
. i. Deviations from the secular time trend provide a measure of fluctu

ations, some of which, of course, originate in internal events and wars or reflect 

government decisions. The mean absolute proportional deviations of actual 

export value levels relative to the levels predicted by equation 1.1 are 0.10 

(standard deviation of 0.06) for 1844-60, 0.11 (0.12) for 1861-77, and 

0.19 (0.24) for 1878-1927. The mean for the last period is significantly 

larger at the 5 per cent level than those for the two earlier periods.20 The impli

cation of these fluctuations is that the actual value of exports fell 20 per cent 

below the value predicted by the model of secular time trend (equation 1.1) 

in eleven of the fifty years covered. 30 As the structuralists claim, it would be 

difficult correctly to anticipate the availability of foreign exchange if exports 
differed greatly from their anticipated levels. However, such fluctuations in 

exports did not increase significantly in the Phase V years 1860-77, contra
dicting the structuralists' contention." 

ii. The results for imports are similar. The mean absolute proportional 

deviations of the level of actual import values from the levels predicted by 
equation 1.2 are 0.09 (o= 0.08) for 1844-60, 0.10 (0.10) for 1861-78, and 
0.20 (0.20) for 1878-1927. Once again, fluctuations did not increase sig
nificantly between 1844-60 and 1861-77 (test statistic = 0.3), but they did 
increase significantly between 1844-77 and 1878-1927 (test statistic= 2.7). 

http:periods.20
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iii. An analogous calculation for the mean absolute proportional deviation from a secular tiend for ordinary government income, however, gives 0.15for 1878-1927 (-- 0.15), and this figure is not significantly different fromthe figure of 0.10 (a=0.09) for the earlier period (test statistic= 1.6).structuralists' contention is, therefore, Thenot supported: the significantly greaterfluctuations in exports and imports after the War of the Pacific did not causesignificantly increased fluctuations in government revenue, which would havehad inflationary effects because the government would have had to finance itsdebts locally, since it could not readily reduce its expenditures.iv. After the War of the Pacific, inflation apparently was higher than before, although the evidence is quite fragmentary, but lower, nevertheless, thanthe rates observed after the Great Depression (Table A.1,substantial portions of these relatively moderate rates were due to such factors 
line 2.1). Since 

as wildcat banking, supply disruptions, and internal deficit financing originatingin the Civil War of 1891, the structuraiist claim that substantial price instabilityoriginated in the foreign sector seems to be oversi -td.v. Of course, price changes arePerhaps of more 
but one aspect of cyclical fluctuations.importance are fluctuations in the utilization of productivecapacity. The mean rate of capacity utilization for the 1908-27 period was93 per cent, an average level not exceeded again until the 1960s for the periodsincluded in Table A.1 (line 2.2). Thus, on the average,twenty years before at least during thethe Great Depression, no evidence exists of unusuallylarge forgone output due to fluctuations in foreign marketspossible source). (or to any otherHowever, international market conditions were associatedwith the two lowest troughs in capacity utilization in the period: in 1914-15,because of wartime shortages of imported intermediate supplies, and in 191922, because of the 1921 depression.32 

1.2.5 Liberalization and Economic Growth. 
Chilean analysts have presented two quite different characterizations of
growth before the Great Depression. Conflicting policy recommendations have
been made because of the different interpretations of that experience. On theone hand, Hurtado [1966:57J, Lagos [1966:38-39], Pinto [1962:16], and anumber of structuralists contend that the relatively important role of the government in general and of government controls on international economic
transactions in particular before 1860 resulted in much greater industrialization and economic development than occurred in the more liberalized periodafter 1860. In contrast, de Castro and de ]a Cuadra [1971:1] describe thedecades immediately prior to 1929 as having one of the highest growth rates onrecord "in an environment of free trade which made it possiblevantage to take adof the opportunities created by the international markets while 
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deimanding, at the same'time, efficiency in the domestic allocation. of productive 

resources. 
The conclusion that relatively high growth rates were experienced before 

1860 as a result of the restrictive international trade regirne seems doubtful 
from a number of points of view. 

i. The characterization of rapid over-all economic growth is based pri

marily on the growth of exports, imports, and government revenues. But the 

presumption that these growth rates were unusually high before 1860 is not 

well founded. For exports the pre-1860 growth rate was found to be signifi

cantly higher than the post-186 0 growth rate only at the 15 per cent level in 

relation 1.1. Again, for government revenues, the difference in growth rates 
between the two periods was not significant even at the 25 per cent level. 

Moreover, the rates of growth of exports and imports for 1844-60 that are 

implied by relations 1.1 and 1.2 were exceeded in a number of periods after 
the Great Depression (Table A.1, lines 1.2.4.1 and 1.2.4.2). 

ii. Subsequent experienze (including that during 1908-27, when imports 
and exports were much more important relative to over-all product than in the 

more agrarian and self-sufficient economy before 1860) indicates that the re
lations between the over-all rate of growth and the rates of growth of exports 
and of imports are not simple ones characterized by high correlations."3 

iii. Much of the growth which did occur apparently originated not in in
dustry, but in agriculture and mining, partly because of export opportunities 
in these sectors. 

iv. The industrial expansion may have been an adjustment from a below
"normal" industrial sectoral share (in the Chenery [19601 sense) resulting 
from the effects of the Spanish colonial mercantilist policy to a "normal" share 
which, would have occurred under a wide range of international economic 
regimes once Spanish control was eliminated. If so, subsequent slowing down 
of industrial expansion (if indeed it did occur"l) may only have indicated that 
the relatively easy "catching up" period was over. 

v. The existing data refer primarily to the years 1844-60, when substan

tial liberalization of international trade was occurring. Perhaps, therefore, the 
rapid rates of growth of imports and exports only reflected increasing propen
sities to trade because of the trade liberalization or high income elasticities for 
foreign trade. 
, On the other hand, even if such propensities were not increasing and in

come elasticities were not high, with the result that equivalent rates of growth 
of national income did occur, to attribute that growth to the liberalizing of 
foreign trade policy seems at least as consistent with the available data as to 
attribute it to the earlier, somewhat. protectionist policies. 

For the two or three decades preceding the Great Depression, more evi
dence is available about the probable relation of the international economic 
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19regime to growth. For savings, the impact was mixed, in that the effect of theregime was a continued shift of resources to the government, which apparentlyhad a fairly high propensity to save; 35 however, in addition, under that regimea level of negative net foreign savings was tolerated which on average was notexceeded in any period before 1965 (see Table A.1, line 1.2.6.1).36 The effectof the regime on investment seems to have been positive, generally resulting in
a shifting of resources from sectors of average labor productivity87 to higher
ones (with the one exception noted below).38 Relative domestic efficiency was
raised by subjecting local industry to foreign competition (at least according to
de Castro and de ]a Cuadra [1971: 1]). In addition, in the early twentieth century, new technology and substantial amounts of foreign capital were allowed to
enter, so that copper mining could be developed on a large scale.
 

cause 
On the other hand, the regime seemed to have negative consequences beit induced the movement of some resources into the manufacturingsector, in which productivity was relatively low.a, Moreover, the developmentof the largely foreign-owned export mining sector was allowed to proceed withlittle regulation to protect the interests of Chile in cases where these interestsmight differ from those of thesumption and resource 

owners. Finally, excessive upper-class contransfers abroad were allowed. As a result, the returnsfrom the mineral export booms, which might otherwise have been utilized forsubstantial capital accumulation, were dissipated.40 The net result of these internal and external factors was a mean annual growth rate in real per capitaproduct of 1.5 per cent for 1908-27 41 and, probably, a rate of about the samemagnitude for the preceding decades.42 Such a growth rate is not low for theChilean experience, but it is exceeded by the rates recorded in several subsequent periods (Table A.1, line 5.1). Even if one is willing to assumestrong relationship between trade policies and growth, therefore, this order ofmagnitude 
a very 

seems to justify neither the Hurtado-Lagos-Pintoof that relationship characterizationas low and due to the failure of free trade, nor the deCastro-de ]a Cuadra claim of it as high and due to the very positive effects offree trade in the years before the Great Depression.43 

1.3 THE IMPACT OF THE 
GREAT DEPRESSION 

The Great Depression began to affect Chile in 1930. The resulting substantialchange in the over-all economic situation is clear from the following observations. In 1930 the capacity to import fell 28 per cent,44 the real value of imports fell 13 per cent, capacity utilization fell II per cent, and real miningproduct fell 27 per cent (with declines of 32 per cent in copter production,47 per cent in nitrate production, and 25 per cent in nitrate employment); 
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per capita real GDP fell 14 per cent. Sectoral increases in real product per 

capita occurred only in agriculture and in government. Because of "misguided 
[1963:179]),stubbornness in defending the gold standard" (irschman 

monetary policy was contractionary because of a 29 per cent decline in gold re

serves. Credit was restricted, wholesale prices declined 13.4 per cent, the real 
Central Bank interest rate increased 3.4 per cent, and the NER remained 
constant. The only significant anticyclical policy was an increase of 10 per 
cent in real government production, and this was financed by foreign 
borrowing. 

The extensive negative impact of the Great Depression on the Chilean 
economy in 1930 was intensified even further in 1931 and 1932. By the latter 
year, in comparison with 1929, the export 'Capacity to import was 18 per cent, 
the real value of imports was 13 per cent, nitrate production was 23 per cent, 
nitrate employment was 15 per cent, copper production was 32 per cent, 
capacity utilization was 55 per cent, and per capita GDP was 49 per cent.40 

Even granted that 1929 was a boom year for the Chilean economy, and even 
though authorities differ in their estimates for this period (see, for example, 
Mamalakis [1971b:40; 1965:384] and Ballesteros and Davis [1963]), the 
conclusion that the declines were catastrophic is incontestable on any basis. 
Indeed, a League of Nations report characterized Chile as the hardest hit of 
any country by the Great Depression. 

For the purposes of this study the most important reaction to the Great 
Depression was the abrupt change in the prevailing economic philosophy and 
policy from liberalism to restrictionism and, somewhat more slowly, to inter
ventionism. Tremendous frustration resulted from too much dependencia on 
the external sector.47 In hopes of reducing that dependence and the associated 
vulnerability, acceleration of internal industrial development was desired. 
Restrictive policies, especially for the foreign sector, were seen as the most 
effective means of encouraging domestic industry, reducing dependence on the 
foreign sector, and conserving scarce foreign exchange. Therefore quite re
strictive policies were imposed in 1931. 

Before the Great Depression, as is noted in the previous section, some 
tendencies toward greater control of international economic relations and re
duced dependence on the foreign sector had existed. For example, industrial 
import substitution 'apparently was a major aim of the 1897 and 1928 tariff 
laws and the 1925 tax legislation served to lessen the dependence of govern
ment revenues on the foreign sector. Despite these elements of continuity, 
however, the periods before and after the Great Depression differed substan
tially in the range and nature of the policy tools used. For the eighty years 
before the Great Depression, the major policy tools were a unified NER and 
indirect taxes on foreign trade; the characteristics of phases IV and V domi
nated. For the forty years after the Depression, the economy was characterized 
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by the more restrictive phases-I, II, and Ill--except for a brief experience ofPhase IV in 1959-61. The major policy tools (see Part II, below) includedmultiple exchange rates, a myriad of indirect taxes and surcharges on imports,direct taxes on the major export producers, licensing, quotas, permitted andprohibited lists, prior deposits on imports, special regimes for exports andimports, explicit and implicit subsidies, tax rebates, bilateral and compensationagreements, and regulations concerning direct investment and related flowsand capital movements. Not only was there great expansion in the variety ofpolicy tools utilized in the attempt to run the more highly controlled system ofthe post-depression era, but also there were great increases in both the frequency of policy changes and specificity of policy. The Great Depression, thus,delineated the most important break in the history of the Chilean experience ofquantitative restrictions. 

1.4 PHASES OF EXCHANGE CONTROL 
AFTER THE GREAT DEPRESSION 48 

1.4.1 1931-55: Phases I and I-A Quarter Century of 
Quantitative Restrictions.
 

Phase I restrictions were 
imposed in 1931 and followed by twenty-fiveyears of Phase II ad hoc adjustment in the foreign trade regime in attempts tooffset the perceived negative results of the restrictions. The degree of quantitative restrictions was relatively constant throughout the quarter century, butpolicy in other areas of economic activity was less consistent.4, Four subphases 50 of the basically Phase-Il-type foreign-sector regimetinguished: 1931-39, 1940-46, 1947-51, and 
may be dis

1952-55. 

1931 TO 1939.
 
The first years were characterized 
 by the sharp economic decline discussed in the previous section. The subsequent recovery was only partial: by1939, real per capita GDP was 76 per cent of the 1930 level and 66 per centof the peak-1929 level, and the value of exports in constant United Statesdollars was 53 per cent of the 1930 level and 29 per cent of the peak 1920level. 51 The resulting subphase means for the growth rateGDP (Chart 1.1) in real per capitaand for the level of capacity utilization were the lowestamong all post-1907 phases and subphases. The subphase mean for the indexof export capacity to import was tied for second lowest (Chart 1.1). Moreover, even though prices declined initially (as mentioned above), the rate ofinflation rose to a mean level of 8.5 per cent (Chart 1.1).52 Despite definiteimprovements since the early 1930s, therefore, at the end of this subphase the 
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over-all economic situation remained substantially worse than that which had 

prevailed before the Great Depression. 

1940 TO 1946. 

This subphase was dominated by two features: First, the Popular Front 
government pursued a generally expansionary policy, especially in regard to 
the activities of CORFO (Corporaci6n de Fomento), a quasi-public develop
ment corporation established in 1939. Second, World War 11 had the effect of 
substantially increasing the demand for Chilean copper and reducing the 
availability of imports.53 

Economic activity increased considerably because of heightened aggre
gate demand. Mean capacity utilization returned to its pre-Depression level, 
which was not exceeded again until the 1960s (Chart 1.1). The mean rate of 
growth of real GDP per capita was the highest recorded in 1908-64 (Chart 
1.1). The mean annual rate of growth of real industrial product, 7.5 per cent, 
was the highest attained in 1908-70 (line 5.2 in Table A.1). 

The factors leading to these gains in real terms, however, also led to 
substantial inflationary pressures. Aggregate demand pressures, moreover, 
were reinforced by worldwide price increases: over the seven years 1940-46, 
unit import values in foreign currency and the imported component of the 
wholesale price index increased at mean annual rates of 15.2 and 38.8 per 
cent, respectively. The mean annual rate of change in the GDP deflator 
increased to 15.1 per cent (Chart 1.1). 

Despite the much higher physical quantities of copper exported, the 
index of export capacity to import fell slightly to the lowest mean value among 
the periods for which data is available, 1928-66 (Chart 1.1). 4 This decline 
reflected the combination of fixed copper prices in 1942-46 (due to an agree
ment with the United States as part of the war effort) and rapidly rising im
port prices (line 1.1.5.1 in Table A.1). The PLD-NER, moreover, dropped 
almost 40 per cent because devaluations did not match the internal inflation 
(Chart 1.1). The exchange control system nevertheless loosened up some
what. One possible indication is that the ratio of the free- or black-market 
exchange rate to the average exchange rate actually declined by 11 per cent 
(Chart 1.1). 8 The lack of more pressure on foreign exchange despite the 
declines in the capacity to import and in the PLD-NER was due to two factors 
mentioned above-the increase in the international price of imports and the 
limited availability of imports-and to considerable CORFO-related net 
capital inflows. 

1947 TO 195 1. 

This immediate-postwar subphase was characterized by reduced capacity 
utilization and growth, but accelerated inflation at an average annual level of 
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, -;CHARTi. .-Selected Macroeconomlc Variables During Phases and Subphases of the

Chilean Exchange Control Regime, 1908-71
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CHART 1.1 (concluded) 
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20.8 per cent (Chart 1.1). The stagnation partially reflected the depression inthe world copper market in 1948-49. Some of the inflationary pressure likewise originated in the foreign sector (i.e., the unit value of imports increased23.6 per cent in 1947 and 16.8 per cent in 1951; the unit value of exports
increased 31.4 per cent in 1947 and 26.5 per cent in 1951). A midperiodattempt under Finance Minister Jorge Alessandri to revitalize the economy
and reduce inflation was abortive. 

The constant-dollar value of both exports and imports increased at veryhigh mean rates (Table A.1, lines and1.2.4.1 1.2.4.2)."' The former roseinitially because of the termination of the fixed copper price, dropped in theintermediate years because of recessionary conditions abroad, and increasedin 1951 because of the Korean War boom. The latter grew because of a 48 per cent fall in the PLD-NER (Chart 1.1) 5 and pent-up demand from thewar. In fact, imports would have increased even more had not exchange control increased somewhat due to the scarcity of foreign exchange (Table A.1,
lines 1.1.3 and 1.2.6.2.). 

1952 TO 1955. 
The predominant features of these years included rising economic andpolitical instability and rampant inflation. The mean growth rate in per capitaGDP sank to a postwar trough, mean capacity utilization remained relativelylow, and the mean annual inflation rate skyrocketed to 47.8 per cent (Chart

1.1). 
Near the end of this subphase, the internal situation deteriorated greatly.In 1954 and 1955, real per capita GDP decreased by a total of 4 per cent,capacity utilization fell to an average level of 89 per cent (the lowest levelsince the mid-1930s), real wages fell by total of 17 per centa below the
historic high of 1953, annual strikes and labor conflicts increased an average
of 25 per cent above the previous all-time high of 1953, and the mean annualincrease in the GDP deflator was 71.7 per cent. In May 1954, a major bluecollar strike took place, and a state of siege was declared in September. In1955, three different ministers of finance held office in the first half of the year.In July, a general strike occurred, the long-silent Central Bank issued a reporton the inflation which recommended forceful anti-inflationary measures, and rumors of a military-backed suspension of the Constitution abounded.l8

In the external sector, in contrast, the immediate situation was relativelyfavorable in many respects. The mean export capacity to import increased 29per cent (Chart 1.1). The mean deficit on the goods and services account wasthe smallest in absolute value in the postwar period (Chart 1.2). In 1954 and1955, furthermore, the constant-dollar value of net foreign loans to theChilean government increased rapidly. In 1955 exports and imports in con
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CHART 1.2 

Mrajor Components of Chile's Balance of Payments During Phases and Subphases 

ofHer Exchange Control Regime, 1947-71 

Phases and subphases InChilean experience 

Million 1958 U.S. dollars 
250 

Net monetary cpit andgold movements 

200 

150 - Net nonmonetary capital moements ------

100- I 

0 .. "Net unrequited ...... . 

-100 

10 " goods and services / 

-150. 

'711947-51 .'52-55 '56-58 '59-61 '62-64 '65-70 

Table 8.1. Values for 1965-69 and 1970 from that table.have lieen com-SouRcE. 
bined in order to obtain the 1965-70 averages shown here. 

in Table 8.1 trat errorsa. ValUe for 1971 calculated from data under assumtion 

and omissions were nil. 
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stt dollars rose 18.4 and 11.0 percent, respectively, and the terms of"trade 
were the most favorable since 1937. 

But the PLD-NER declined to the lowest level of the whole period from
1908 to 1970 because devaluation lagged behind inflation (Chart 1.1). The 
resulting high demand for foreign exchange was augmented by the effects of 
capital 	flight prompted by internal instability. Exchange control therefore was 
intensified, reaching a postwar high (line 1.2.5.2 in Table A.1). The average
ratio of the black-market to the legal exchange rate reached a record high of 
2.66, a level not attained again until 1971 (Chart 1.1). 

1.4.2 	 1956-58: Phase Il1-The Ibafiez-Klein-Saks Stabilization and
 
Liberalization Program.
 

Because of the rapidly deteriorating internal situation, in mid-1955 the 
government hired the Washington-based Klein-Saks consulting firm to advise 
in the formulation of a stabilization program. The effort of stabilization plus
liberalization that commenced in early 1956 was strongly identified with the 
Klein-Saks mission. 

A number of indices suggest that this stabilization attempt met with at
least initial success. The mean rate of rise of prices was reduced from 47.8 per
cent in 	1952-55 to 37.6 per cent in 1956-58 (Chart 1.1), with annual rises 
declining from 58.3 per cent in 1956 to 28.3 per cent in 1957 and to 26.3 per
cent in 1958. Although the mean rate of capacity utilization declined slightly
below the 1952-55 average, it was higher than the 1954 and 1955 levels 
(Chart 	1.1 ). The mean rate of growth of per capita real GDP was the highest
recorded among the phases and subphases since the end of the Second World 
War (Chart 1.1), as a decline in industry was more than offset by increases in 
agriculture and other sectors (lines 5.1, 5.2, and 5.3 in Table A.I). However,
in most respects, the economy worsened in 1958. 

In the foreign sector, liberalization resulted in a shift to a Phase III 
regime. Accompanying this liberalization was a fall of 46 per cent in the mean 
ratio of the black-market NER to the over-all average NER, a rise of 30 per
cent in the PLD-NER, and an increase of 5 per cent in the mean export ca
pacity to import (Chart 1.1). Imports grew so much more rapidly than ex
ports, however, that the mean deficit on the goods and services account in 
millions of 1958 dollars increased from -5.6 to -81.7 (Chart 1.2). This 
enlarged deficit was partially offset by mean increases in net unrequited trans
fers from -0.1 to 19.6 million 1958 dollars (largely due to foreign official 
support for the stabilization effort) and in net nonmonetary capital inflows 
from 18.6 to 37.4 million 1958 dollars (Chart 1.2). But mean net monetary
capital and gold movements also increased-from -5.6 to 32.7 million 1958 
dollars (Chart 1.2)-which placed growing pressure on the dwindling foreign 
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were a reduction in ex3xchange reserves. Among the causes of this pressure 

port value due to a decline in the terms of trade, which reflected recessionary 
1.5.1 in Table A. 1)and increased demand:onditions in foreign markets (line 1. 


for foreign exchange for imports due to the decline in the PLD-NER after the
 

fixing of NERs at constant levels in mid-1957. As a result of the increasing 

pressure on foreign exchange reserves, exchange controls were intensified in 

the last half of this phase, although probably not to the same degree as in 1955. 

1959-61: Phase IV-The Alessandri Stabilization and
 

Liberalization Policies.
 
a conservative,In the presidential election of late 1958, Jorge Alessandri, 

narrowly defeated Senator Salvador Allende Gossens, the Socialist candidate. 

The new government had no formal stabilization program, but generally hoped 

to achieve price stabilization and to revitalize the economy through increased 

supplies of all goods, to be induced by liberalized internal and external policies. 

In comparison with the Klein-Saks program of the previous phase, the Ales

sandri government seemed to place revitalization above price stabilization 59 

and to place greater importance on the role of a liberalized foreign sector. 

The Alessandri policies had mixed results during this period. The mean 

capacity utilization rate was the highest since the Second World War, although 

lower than rates attained in the 1960s and early 1970s (Chart 1.1). The mean 
1946-71 (Chartrate of inflation was the lowest in the entire postwar period, 

1.1). In all the twenty-six postwar years through 1971, rates as low as the ones 

in 1960 and 1961-9.5 and 7.9 per cent-were recorded only two other 

times. The rate of growth of real GDP, however, fell to the lowest mean level 

of any phase after 1955, although it did exceed the means for the subphases 

between 1928 and 1940 and 1947-55. 
Liberalization of the foreign sector proceeded steadily. The result was a 

Phase IV regime, the most liberal since the Great Depression. One index of the 
ratio of the black-marketrelative lack of restrictions is the drop in the mean 

NER to the average legal NER; it fell 30 per cent to a post-Depression low of 

approximately 1.0 (Chart 1.1 and line 1.2.6.2 in Table A.1). 
. The mean export capacity to import rose by 9 per cent (Chart 1.1) de

spite a small decline in the mean terms of trade (line 1.1.5.1 in Table A.1). 

mean PLD-NER, which resulted from the maintenance of aThe fall in the 
fixed NER after the January 1959 devaluation (Chart 1.1), and the reduction 

of restrictions on imports, however, resulted in an increase of over 18 per cent 

in the mean value of imports in constant dollars (line 1.2 in Table 8.1). The 

mean deficit on the goods and services account, therefore, rose from -81.7 to 
(Chart 1.2). Despite partially offsetting in-163.0 millions of 1958 dollars 

in mean net unrequited transfers, which resulted from internationalcreases 
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support of the stabilization program, and in mean net nonmonetary capitalinflows, which resulted from new foreign investment and capital repatriation,compensatory mean net monetary movements reached the highest level of the1947-70 period (Chart 1.2). Mean net foreign reserves held by the bankingsystem fell from $29.9 million in the previous phase to -$60.0 million in thisone (line 1.2.6.4 in Table A.1). At the end of 1961 these reserves amounted 
to -$164.8 million. 

1.4.4 1962-64: Phase l-Reversal to Restrictionism, Interventionism, and 
Inflation. 

In December 1961 the Central Bank's liquid foreign reserves were equalto the value of about ten days of imports, a considerable number of importapplications were pending, and the Central Bank could no longer borrowabroad because of the substantial outstanding foreign debt. Near the end ofthat month, therefore, the Central Bank revoked all grants of authority to dealin foreign exchange and established temporary 10,000 per cent prior-depositrequirements on all imports. The Alessandri stabilization attempt and the PhaseIV type of foreign-sector regime thus came to an end. The next three yearswere characterized even less than the 1959-61 period by a systematic over-alleconomic program. Instead, piecemeal policies led to a generally more complicated and restrictive system.
The general performance of the economy in 1962-64 was in some respects quite satisfactory. The mean rate of growth of real GDP was the highestsince the Second World War (Chart 1. ). The mean rate of capacity utilizationwas the highest it had been in any phase or subphase from 1908 to 1964 (Chart1.1). However, there were problems. The mean annual rate of change of pricesincreased to 35.4 per cent (Chart 1.1), with levels recorded in 1963 and 1964that were exceeded in the Chilean experience only in the near-hyperinflations
of 1954-56 and 1972-76. The relatively high mean rate of growth, moreover,
was due almost entirely to events in 1962. On a per capita basis, the economy
in real terms almost stagnated in 1963 and 1964.
Inflation outpaced even the rather substantial devaluations; so the PLD-NER fell another 5 per cent (Chart 1.1). The increased inducement to importwas restrained only by the return of quantitative restrictions to a Phase II level.The mean ratio of the black-market NER to the average of the legal NERsrose to 1.70 (Chart 1.1), providing one measure of the increase in exchangecontrol. Bacha and Taylor [1963:1441 estimate that the degree of overvaluation averaged 47 per cent in this phase.The export capacity to import increased about 20 per cent (Chart 1.1)because of an improvement of almost 10 per cent in the terms of trade (line.1.1.5.1 in Table A.1) and an expansion in the physical quantity of copper 
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exports. Even though exports grew more rapidly than imports, however, the 
mean net deficit on the goods and services account rose to its largest value in 
the postwar period primarily because of the large augmentation in net factor 
payments abroad (Chart 1.2, and line 5 in Table 8.1). Mean net unrequited
transfers fell, but mean net nonmonetary capital inflows increased substantially 
because mean net inflow of loans to the central government was the highest
recofded in any period since World War II (Chart 1.2 and line 13.1 in Table 
8.1). As one result, mean net monetary capital and gold movements fell to 
almost half the level of the previous period (Chart 1.3). As another result, 
foreign debt by the end of 1964 had risen to $1,896 million-278 per cent of 
the export value or 36.1 per cent of GDP for that year. 

14.5 1965-70: Phase Ill-The Frei Stablization and 
* Liberalization Program. 

In the presidential election of late 1964 the Christian Democratic candi
date, Eduardo Frei Montalva, won by a substantial margin (the runner-up, 
once again, was Senator Salvador Allende, the leftist-front candidate). The 
new government had as its goals substantial changes in the economic, political,
and social fabric of the country. Among the major objectives were (i) increases 
in the rates of economic growth through higher capacity utilization and ca
pacity expansion; 6o (ii) gradual programmed price stabilization; (iii) redistri
bution of income and of political power toward the lower economic classes; 
(iv) increased national control over the national destiny and the elimination of 
balance of payments problems by changing the nature of control over Chilean 
mineral resources, by increasing the capacity to export both traditional and 
nontraditional products, and by increasing domestic production in "dynamic" 
sectors; and (v) structural changes including reforms in agriculture, social se
curity, education, the Constitution, housing, taxation, government, and (later) 
industrial organization; and popular promotion (promnoci6n popular) of wider 
participation in decision making. 

These broad objectives had firm roots in the structuralist analysis of the 
Chilean economy. Price stabilization was included as one of the major objec
tives for the third time in a decade, but was not given priority over all other 
aims. Foreign-sector liberalization was initiated in some ways almost immedi
ately. A sliding-peg NER policy was introduced in April 1965, with weekly 
or biweekly devaluations (section 3.2). Exchange control was reduced much 
more, however, in the last half of the period, after the Vietnam War-related 
copper boom had provided increased foreign exchange and the momentum for 
internal reform had died. The result was a Phase III regime over the period 
as a whole, with perhaps some Phase IV characteristics appearing in the last 
years. 
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-Theindication of a number of indices is that the average general economicperformance was relatively satisfactory during the Frei regime (Chart 1.1).The mean growth rate of per capita real product was the highest attained inany phase or subphase, since 1908. The mean capacity utilization level hadbeen exceeded only once before. The mean rate of change in.the GDP deflatordeclined significantly from the level of the 1962-64 phase.Once again, however, the mean values disguise a deteriorating intraphasesituation. Almost all of the per capita real growth, the highest capacity utilization rates, and the lowest rates of inflation occurred in 1965 and 1966. Thereafter, the economy was relatively stagnant with increasing inflation.The mean value of exports in constant dollars rose almost 60 per centbecause'of the copper-market boom of the late 1960s (line 1.1 in Table 8.1).For the first time, the export capacity to import exceeded the pre-Depressionlevel (Chart 1.1). Because of the continuing fall in the mean PLD-NER (Chart*1.1) and the reduction in exchange control, mean PLD-EERs dropped considerably. Mean imports in constant dollars increased 21 per cent (line 1.2 inTable A. I). The net impact of the changes in exports and imports was a reduction of almost 60 per cent in the mean deficit on the goods and servicesaccount (Chart 1.2), despite an increase of 75 per cent in the mean net outflowof investment income (Table 8.1, line 5). The reduction in this deficit, together with slight increases in mean net unrequited transfers and nonmonetarycapital inflows, resulted in a drop in mean compensatory capital and goldmovements to post-World War 11 lows (Chart 1.2). By the end of this phase,net international reserves of the banking system had reached the highest levelin at least two decades. But the foreign debt nevertheless grew at an averagerate of 7.3 per cent per year to a level of approximately $3 billion by late1970-248 per cent of annual export value or 27.2 per cent of GDP' Thedebt position thus was ominous despite the benefits from the copper-market


boom.
 

1.4.6 1971-73: Phase l1-Allende and Popular Unity Policies. 
In the presidential election of late 1970 Salvador Allende, the candidateof Popular Unity (a coalition of the Communist, Socialist, Radical, and severalminor parties), narrowly defeated former president Alessandri (thus reversingthe results of the 1958 election). According to Am6rico Zorrilla [1970:1477],the first minister of finance, the central long-run aim of the new governmentwas "to transform the present economic structure, terminating the power offoreign and domestic monopolistic capital and of the latifundia, in order toinitiate the construction of socialism." 02 Related medium- and long-run goalsincluded: (i) the redirection of benefits of the economy more to lower- andmiddle-income classes; (ii) the development of an extensive multilevel plan
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ningsystem with wide participation; (iii) the reduction of external dependence 
in all of its possible forms; and (iv) the establishment of a new ownership struc
ture for the means of production-state (basic natural resources, large monop

olies, banks, foreign commerce, and other strategic activities for development), 
mixed (parts of the industrial, fishing, mining, and trade sectors), and private. 
The government proposed to move toward these goals gradually and constitu
tionally in "the Chilean way," not by extralegal means. 

To broaden support for the long-run attempt to transform society, the 
government recognized that some short-run successes were essential. The com
ponents of short-run policy, as outlined in the 1971 plan, were the following: 

i. Revitalization of the economy by reducing uncertainty through the use 
of guaranteed production contracts with the state and by increasing aggregate 
demand through increased exports, a substantial redistribution of income, and 
a large increase in government expenditures on public works, housing, and 
human capital; 

ii. Constraint of inflation by strict price controls, by freezing the NER, 
and by increasing supplies from domestic production (by means of increased 
capacity utilization) and from imports (which would be financed through ex
panded exports and the available international reserves accumulated during 
the 1960s copper boom); 

iii. Redistribution of income to the lower and middle classes by a mini
mum readjustment of wages and salaries of 100 per cent of past price increases 
(and larger adjustments for lower wages and salaries) in combination with 
reduced inflation; by increased lower-income housing; by increased human
capital investment (especially in education and in health); by increased em
ployment; by reductions in returns to national and foreign higher-income groups 
through the nationalization of key subsectors in the economy; by accelerated 
agrarian reform; and by the democratization of the distribution of credit; 

iv. Redistribution of control over resources from the private to the public 
sector in hopes of providing the basis for planned "harmonized and balanced 
growth" which would favor the lower and middle classes by expanding the 
planning apparatus and by extending state control into the productive sector; 

v. Initiation of structural reform, which would lay the basis for high long
run growth and for the transformation to socialism by means of accelerated 
investment of public-sector enterprises,11 by the enlargement of the role of the 
state in the economy, and by acceleration of agrarian reform; 

vi. Expansion of state activities in all aspects of international economic 
interchange by the reintroduction of a Phase II regime in order to reduce for
eign dependence of all types and to utilize the foreign sector in the pursuit of 
the other aims mentioned above. 

In 1971 the performance of the economy was quite positive in a number 
of important general respects. Capacity utilization rose to a very high level 
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(Chairt 11). Unemployment dropped substantially (Table A.1, line 2.3).04The rate of change of prices fell to 20 per cent (Chart 1.1). Imports in constant dollars increased over 6 per cent (Table 8.1, line 1.2). The rate of growthof per capita real product soared above the means of any phases or subphasessince 1907 (Chart 1.1 ) and exceeded annual means of every year but one afterthe Second World War.
In the same year the new government also succeeded in several ways in itsaims of transforming ownership relations and of extending state control. Withunanimous legislative support, Chile completely nationalized large-scale coppermining, which previously had been subject to considerable foreign control.05The state extended its direct control over a number of other formerly foreignand domestically-owned enterprises, including most private banks. The government accelerated agrarian reform. Exchange control increased, and the publicsector share in approved import registration rose from 34 per cent in 1970 to44 per cent in 1971 (and to 65 per cent in the first eight months of 1972).Some of these short-term gains, however, were purchased at significant

long-term costs:
i. The high growth in 1971 reflected higher capacity utilization resultingfrom expansion of current consumption more than it did an increase in productive capacity. In fact, in that year the rate of augmentation of capacitydeclined. Real physical investment dropped by 7.7 per cent (Table A.1, line5.4),66 and the constant-dollar value of imported machinery and equipmentfell 16.8 per cent.67 The fall in the rate of growth of industrial production fromvalues ranging from 10.8 to 14.7 per cent in 1971 to 2.5-2.8 per cent in 1972may reflect in part the approach of the economy to capacity limits.6ii. The decline in the rate of change of prices in 1971 occurred despite a121 per cent increase in the money supply because of greater supplies of goodsfrom domestic production and imports, more extensive price controls, themaintenance of a fixed NER, and an upward shift in the demand for realmonetary balances resulting from income redistribution and changed expectations. Given the augmentation of the money supply and of labor payments,
these measures could not suppress inflation for long. In late 1971, 
 the pace ofprice increases began to accelerate. In 1972 the consumer price index rose 178per cent, an all-time high. Inflation increased even more in 1973. Black markets flourished for many commodities.


iii. The constant-dollar value of exports dropped 12 per cent in 1971(Table 8.1, line 1.1) and declined again in 1972 6 because of the slump in theworld copper market 70 and the failure of Chilean production to reach plannedlevels (e.g., in 1971, production was less than 80 per cent of that planned forthe year). In part because of United States reaction to the terms of the coppernationalization, net unrequited transfers in constant dollars also fell, and netnonmonetary movements in constant dollars plummeted (Chart 1.2). At the 

http:control.05


INTRODUCTION 

ame time imports in constant dollars increased over 6 per cent in 1971 (Table 

I.1,line 1.2) and approved import registrations apparently rose even faster in 

L972.71 As a result, international reserves held by the banking system fell by 

wer $300 million in 1971, net monetary capital and gold outflows in constant 
a severe foreign

lollars reached a post-World War II high (Chart 1.3), and 

,xchange shortage existed by the end of 1971. Therefore, the escudo was de

1971 and by 58 per cent in August 1972,talued by 30 per cent in December 
more restrictive, and the large foreign debt-xchange control became much 

bligations were renegotiated in 1972.72 Nevertheless, the country continued to 

be on the verge of foreign-exchange crises. 
iv. The attempt to transform the power and ownership relations of society 

aused considerable politicization and polarization in Chilean society. In 1972 

martial law had to be invoked several times, and the economy ground to a halt 

in October because of a 25-day work stoppage by the Truck Owners' Associa

tion (supported by many business and professional groups) which was termi

nated after the government added three military members to the cabinet. In

ternal instabilities increased in 1973. Copper miners went on strike in May. An 

attempted military coup was squelched on June 29, 1973. Truckers, business-
Allende died in a milimen, and professionals again struck. On September 11, 

tary coup. 

1.5 MAJOR CONCLUSIONS 

N'otall of the detailed results of this book can be presented here in a sufficiently 

brief form. The following points, however, integrate and summarize many of 

the major thrusts of this analysis of the Chilean experience. 

i. 	Early origins of exchange control and import substitution. The intro

as an element of Chilean international economic
duction of exchange control 
policy was not a post-World War II phenomenon, as apparently was the case 

wasin a number of other developing economies. Instead, exchange control 

introduced in the early 1930s in response to the devastating impact of the Great 
73 Moreover, fairly continuousDepression on a previously quite open economy. 

conscious attempts to industrialize by import substitution dated back at least to 

the 1897 tariff law (and, perhaps with less continuity, to before 1860). Most 

of the aggregate industrial import substitution which had been accomplished by 

the mid-1960s had in fact been achieved before the end of World War II. Thus, 

although the exhaustion of foreign reserves accumulated during World War II 

and the end of the Korean War boom intensified exchange control and efforts 

to induce import substitution, both of these phenomena originated much earlier. 

ii. Cyclical pattern of restrictions and overvaluation in a system in dis
an

equilibrium. After the 	Second World War disequilibrium combined with 
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overvalued NER prevailed because of the perceived negative impact of devaluation on income distribution, inflation, and the cost of imported capital goods.The intensity of exchange control, however, varied considerably. The system,in combination with external stimuli, generated cycles .in'the degree of complexity and restrictiveness. Subsequent to devaluation "and rationalization, adhoc changes of greater specificity were made with increasing frequency becauseof the perception of unintended side effects of quantitative restrictions, theattempt by the government to use such restrictions for a multitude of reasonsadditional to managing the balance of payments, and the growing overvaluation due to internal inflation. In each cycle the governmentdevaluation for some resisted formaltime because of the perceived negative impact of theaction. However, inflation was so fast that, despite accelerated ad hoc changesin Chile's international economic po!icy, devaluation of the NER(s) to newfixed rates (generally accompanied by considerable rationalization andliberalization) could not be avoided. At that point the cycle would begin anew.'Moreover, 
some 

even when the government operated a sliding-peg NER policy withfrequent devaluations, the NER(s) remained overvalued so that the cycle wasonly moderated, but not eliminated.iii. Moivations for shifts in exchange control. External developmentshave been influential in the decisions to alter foreign-sector policies. Extensiveexchange control was reintroduced in reaction to the Great Depression. Noother course was judged to be possible at the time. The experience of the 1930salso led to some general attitudes which have shaped the evaluation of policypossibilities in the ensuing decades: export pessimism and a desire to establishgreL~er domestic control over the national economic destiny, even at the costof forgoing possibly considerable static comparative advantage. Specific policies, however, often have been ad hoc responses to immediate foreign marketconditions. Precarious foreign-exchange situations have developed repeatedly
because of the disequilibrium system with its limited inducements for export
expansion and extensive needs for intermediate and capital goods imports for
the import-substitution industries. Instead of establishing greater independence
from the international 
 market, therefore, the trade regime in some respects
cause~d the economy to become more vulnerable to foreign-market fluctuations.
Thu., restrictiveness tightened during slumps in the world copper market andloosimed during booms in that market (such as those related to the SecondWcrld War, the Korean War, and the Vietnam War).The importance of external conditions, however, should not be overstated.Most of the recent shifts from one phase to another have been but a part ofmuch larger policy programs for which the dominant causal factors have beeninternal political changes and policy considerations (especially those concerning cyclical fluctuations and income distribution).iv. Nominal versus effective devaluations.Except when the sliding-peg 
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policy was in effect, in 1965-70, effective devaluations were
exchange-rate 
smaller in magnitude than the nominal devaluations from which they resulted 

because devaluations usually have been accompanied by partial removal of 

import restrictions, surcharges, and export subsidies. Another factor of con

siderable importance, however, is that devaluations have led to substantial and 
Thus, care must be 

fairly immediate responses in the domestic price level. 


taken in the assessment of liberalization attempts not to confuse formal altera

tions in exchange rates with effective devaluations.
 
Problems in evaluating the impact of foreign-sector policies. The diffi

v. 
culties in assessing the effects of foreign trade and payments policies are many, 

made quite clear in the present study,areas is well-known. Several, which 
are often ignored in other analyses. (a)

however, merit mention because they 
Partial-equilibrium conclusions about the impact of changes in the magnitude 

and, in some cases, even the direction of the foreign-sector regime may be very 

misleading. The general-equilibrium analysis below, for example, suggests that 

the balance of payments and on employment is
the impact of devaluation on 
much less positive than has been suggested by partial-equilibrium analyses 

because of indirect offsetting effects transmitted in large part through the mone

tary and price system. (b) The time patterns of responses to policy changes 
to another. In some cases, more

vary considerably from one area of concern 
over time. An evaluation of thereversesover, the direction of the response 

success or failure of such policies, therefore, may depend crucially upon what 
derived from the Chilean

time period is relevant. (c) If the empirical measures 

experience are appropriate indicators, substantial effort may have been mis

literature on alternative protection and
placed in the considerable recent 
resource-cost estimates. Intrameasure differences in the treatment of the cost 

of capital, for example, apparently are about as important a source of dis

the much more debated distinctions betweenas 
EPRs and DRCs. Some of the other intrameasure concerns which have re

the treatment of nontraded inputs), 

parities among sectors are 

ceived relatively great emphasis (e.g., 
moreover, do not make much difference. Within a general-equilibrium con

text, finally, the pattern of changes in the prices ratios of final to intermediate 

products frequently differs from patterns of changes in either capacity utiliza

tion or capacity creation. Measures related to the price ratios, therefore, may 
resource shifts. 74 

be quite misleading indicators of short- and long-run 

vi. Wide variations in economic costs. Variations in DRCs are quite large 

both between and within sectors. Some industries appear to be quite efficient, 

while others require a large multiple of all resources in order to save an iden

tical amount of foreign exchange. This large variation apparently reflects the 

failure of the exchange control system to indicate differences in social profit

ability to individual decision makers. Industries are encouraged indiscrimi
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nately.-The.result is a much higher social cost than might obtain if the low-costindustries could be given preference.vii. Short- and mnedium.termn constraints on exchange liberalization. Inlight of the short- and medium-term impact (i.e., within
on major areas one to three years)
of the economy, the repeated reluctance of Chilean governments to devalue and to reduce exchange control is understandable, especiallyif a high enough discount rate is used. In the short run, tihe results of tightenedquantitative restrictions have been to enlarge the net command over international resources from trade; extend national autunomy by some measure; increase capacity utilization; and favor industrygoods over services. In the short run, 
ever other goods sectors anddevaluation makescontribution a smaller positiveto the balance of payments than is often suggested, causes animmediate reduction iacapacity utilization, has a substantial inflationary impact, is discriminatory against industry, and has substantial unwanted effectsby shifting control over income and over resources away from labor and thegovernment and toward foreigners.75 In many respects specific liberalizationsadopted toward previously foreign-owned large-scale mining, e.g., the NuevoTratoof 1955, which is discussed in subsection 4.2.1, did not on balance workto Chile's advantage.Exchange control to maintain an overvalued NER is, of course, hardlywithout undesirable features even in the short run: Exports have been discouraged,7o Variations in imports have been increased, with disruptive effectson supplies in wide areas of the economy. The composition of imports hasbeen altered in unwanted ways. Government deficits have been enlarged because revenues from exports and imports were reduced; 77 as a result, inflationhas been increased and income distribution changedsubstantial. resources have been needed to operate the system.

for the worse. Finally, 
Thus the point is not that overvaluation plus exchange control is without
costs, but that there are substantial costs as well as possible benefits to moving
away from the type of payments regime which has been dominant in Chile for
the past four decades. Without a specific welfare function, it is not clear that
the benefits outweigh the costs. The repeated reluctance of Chilean governments to liberalize the foreign sector may be quite rational, 
or at least understandable. Even if the government is convinced that the long-run net benefitsof eliminating exchange control and overvaluation are positive and substantial,it might reasonably hesitate to proceed with such changes because of the highshort- and medium-term costs as seen either from the broad viewpoint of thenation or from the narrower political interests of the governing group.78 Giventhe history of past failures of programs of liberalization plus stabilization,future significant liberalization probably will be attempted only if the government is convinced of the following: that the long-run net benefits will be sub

http:group.78
http:foreigners.75
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ustantial, that it had unusually broad internal political support oenveu auni 

widespread perception that it could resolve a severe economic or political crisis, 
over foreign resourcesand that it had expectations of a very large command 

from capital inflows or from a copper-market boom. 
Development and exchange liberalization. Many interrelationshipsviii. 

exist between the trade and payments regimes and economic development. Al

though foreign-sector policies affect many aspects of the economy, the evidence 

to be presented in this study does not indicate overwhelming support for either 

that exchange control accelerates development,of two polar positions, (a) 
since resources can be allocated directly to the uses where developmental pay

offs are the highest or (b) that liberalization quickens development because of 

international transfer of knowledge, comparative advantage, and market pres

sures for efficiency. Instead, the evidence is mixed and indicates that both of 

these positions may overstate the contribution that changes in the foreign trade 

regime could make to development. 
It is possible that the underlying evidence is too closely tied to short-run 

situations, despite my attempts to incorporate adjustments to longer-run phe

nomena. A liberalization which was viewed as permanent might have substan

tially greater positive impacts on growth through large nonmarginal changes 

such as Fishlow [1974] reports in the Brazilian case. Perhaps Bruton [1967] 

is correct in his speculation that exchange control has resulted in substantially 

less productivity growth in Chile and other Latin American countries because 

much of the economy has been isolated from international market pressures 

for increasing efficiency. 
I am fairly sympathetic to the notion that the Chilean exchange control 

system may have dampened development achievements. The system has not 
onceseemed sufficiently flexible to adapt to changing conditions. Protection, 

granted, has been very difficult to reverse. In the early 1960s, some of the most 

protected industrial subsectors included the traditional ones which had received 

deliberate protection-in some cases since the 1897 tariff law-and in which 

import substitution had been achieved largely before the Second World War. 

The exchange control system seems to have an inner logic of its own which 

perpetuates its existence because of the costs of dismantling it despite the limi

tations it may impose on development achievements. 
On the basis of the present study alone, however, it would be primarily 

speculative to assert that really substantial development benefits can be attained 

through the selection of a particular foreign-exchange regime. Although there 

is plenty of evidence of interaction between such regimes and variables which 

are widely thought to be related to the development process, the results do not 

warrant a firm conclusion about the preferred type of regime. Part of the prob

lem, of course, is that our knowledge of what really underlies the process of 

development is limited. 
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'Gradual versus abrupt liberalizations.If liberalization is to have asubstantial long-run development payoff, expectations that the policy will bepermanent must be strengthened. Otherwise, efforts will be devoted not to increasing productivity, but to obtaining the private benefits of greater protection.Given the failure of three liberalizations and four stabilization attempts in lessthan two decades, it will not be easy to make new programs credible.Gradual attempts have the advantage of allowing some short-run gains.But they probably would not cause sufficient short-run benefits to enable themaintenance of the necessary political momentum until longer-run returnsbecame clear. The best hope for a successful liberalization, therefore, probably is an abrupt imposition which incurs certain short-run costs, but also altersexpectations so that longer-run advantages may become obvious before political momentum falters. 

NOTES 

1. Some analysts have developed the contrary view--that the role of the foreignsector in economic development is not necessarily positive. Ir some cases, these views,which are mentioned below, have been based
2. Different studies have different 

on the Chilean experience.
weaknesses. Those with broadermacroeconomic perspectives often tend 

historical and 
Pinto [1962]). Those with 

to be less rigorous analytically (for example,a more careful and detailed data analysis often tend to havea limited historical perspective (for example, Jeanneret [1971]). (The bibliographyprovided at the end of this book contains publication details for all works cited.)3. For fuller presentations and critiques of the structuralist analysis, see Baer [1967],Behrman [19741, Corbo [1971], Edel [1969], Campos [1964], Pazos [1972],[1961], PrebischSeers [1963], Sierra [1969], Sunkel [19581 and Wachter [1974].4. Analyses of Chilean economic historyrecent years include 
which have had substantial impact in 

de Economfa 
Ahumada [1956], Pinto [1962, 1964], Sunkel [19581, and Instituto[1956, 1963]. Part of this impact is due toadvisory positions which economists have held 

the important political and 
few examples include Jean 

in Chile for more than a century. AGustave Courcelle-SeneuilHerrera, (see section 1.2, below); Felipewho served as minister of finance in 1953 in the Ibafiez government; CarlosMassad and Jorge Cauas, who served as president and vice-president of the Central Bankin the Frei administration of 1964-70; and Pedro Vilskovic, who ministerwas ofeconomics for the first twenty-two months of the Allende government.5. Basic sources for this section include Ballesteros and Davis [1963], Cohen [1960],Ellsworth [1945], Garcia [1964], Hirschman [1963], Humud [1969],
Lagos [1966], Mamalakis [1971b], Mamalakis [1965], 
Hurtado [19661,


Marshall [1957], Mufioz [1968],Pinto [1962], Reynolds [1965], and Rufatt [1972].6. The phases are defined in Appendix D. These phases are descriptive only;causal inference is intended. no 
7. For a definition of this and all other terms and abbreviations relating to the 
8.

foreign trade regimes, see Appendix D.The value of the escudo-equivalent in 1960 U.S. dollars at time Iisthe purchasingpower in terms of 1960 dollars of one escudo (or, equivalently, 1,000 pesos) at time t. 
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(in, 960, the basic currency unit was changed from the peso to the escudo at a conver
sion rate of 1,000 pesos per escudo.) For more recent periods, see Table A.1, line 1.1.2. 

9. Pinto [1962:15], in fact, suggests that the next phase (i.e., Phase V) may have 
started as early as 1848. 

10. For the decades from 1880 to 1930, Hirschman [1963:160] reports average 
annual rates of change of prices ranging from 3 to 8 per cent (see also Table A.1, 
line 2.1, below). For extensive discussions of the causes of this irflation see Fetter 
[19311, Garcia [1964:12-15], Hirschman [1963:160-183], Humud [1969:64-72], Mama
lakis [1971b:97-98, 117-120], Marshall [1957:4-9], and Pinto [1962:59-64]. 
. 11. Unless otherwise noted, data in this study on long-run trends in the copper 

subsector are based on Senado, Oficina de Informaciones [1971:20-21]. 
12. The estimate by Hurtado [1966:38-59] is lower than Pinto's. On either count, 

however, a substantial postwar decline in the share of agriculture is implied. 
13. In fact the foreign-owned share of nitrates increased from 64 per cent in 1882 

to 85 per cent in 1901. See Mamalakis [1971b: 105-115, 415-498] and Pinto [1962:53-57] 
for these and other details about nitrates in this era. 

14. Mamalakis [1971b:498] estimates that Chilean ownership was 4.5 per cent of 
the total in 1918. Reynolds [1965:219] estimates that the Chilean share was 11 per cent 
in 1920. 

15. For example, before the establishment of an income tax, in 1925, the tax 
incidence on the gross value of copper production was 0.8 per cent, and neither copper 
nor nitrates were subject to the impact of significant nontax government policies. Even 
after the imposition of the income tax on copper, less than 40 per cent of the total 
value of production of large-scale copper mining remained in Chile (of which over 
three-fourths was for local operating expenses), and less than 1 per cent of the labor 
force was employed in large-scale copper mining. The comparatively low value of series 
1.1.5.2 in Table A.1 despite high copper prices also reflects limited linkage. For further 
details see Reynolds [1965:223, 226, 376, and 378]. 

16. For further discussion of these factors, see Gunder-Frank [1969:17-84, 89-98], 
Mamalakis [1971b:105-115, 465-498] and Pinto [1962:53-57]. 

17. Mamalakis [1971b:106-115] suggests that in the early twentieth century factor 
payments abroad for mining (copper as well as nitrates) were largely offset by capital 
inflows and probably were less in magnitude than the amounts involved in the flights of 
domestic capital resulting from internal instability. This analysis seems to be at least 
partially misleading in that the capital inflows to which he refers were primarily for 
large-scale copper mining from which substantial net outflows were to occur for at least 
four decades subsequent to the end of this period. 

18. Mufioz [1968:19] claims that a substantial increase in average tariff rates was 
implemented earlier in 1878. Humud's [1969:100, 122, 130] data, however, indicates 
that the general legal tariff rate was 25 per cent both before and after 1878 and that 
the average actual nominal rate did not increase substantially at that time. 

19. These import substitution coefficients are defined as (i0 - u,) (D, + M)/ 
(D,- Do), where D equals domestic production, M equals imported supply, t = MID, 
and the subscripts refer to the endpoints of the time period over which the comparison 
is made. For a critique of this measure based on the exclusion of impacts on intermediate 
products, see Morley and Smith [1970]. 

20. Mamalakis [1971b:84] suggests that the increased taxes on industrial imports 
in the 1830-60 period reflected not a deliberate intent of the government to protect 
domestic industry per se, but a desire on the part of the powerful agricultural elite to 
shift the tax burden to the economy as a whole. However, considerable evidence exists, 
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both, for this and for later periods, that protection was an important motivation for
upward adjusments in the tariff structure. For examples, see Ellsworth [1945:49], Jean
neret (1971:145], and Mamalakis [197]b:14]. 

21. For the import-to-GDP ratio, Ellsworth [1945:3] presents a range of 0.30 to
0.40 for before the Great Depression, and CEPAL (as reported in Mufioz [1968:83])
estimates 0.31 in 1929. A comparison of the Humud [1969] trade data and the Ballesteros 
and Davis [1963] product data suggest that by 1929, the ratio had fallen substantially
from previous levels. In Table A.1, for the period from 1908 to 1927, the import ratio
(line 1.2.6.7) is 0.52, and the export ratio (line 1.2.6.8) is 0.58: both seem somewhat 
high. The discrepancy in the same table between the export ratio and the ratio of mining
GDP (line 3.1.1.2) over-all also raises similar doubts. someto GDP However, dis
crepancies would be expected because of the considerable size of positive net factor 
payments abroad and because the GDP estimates are based on real quantity data while
the real value of exports reflects secularly increasing relative prices for nitrates over 
the period.

22. Throughout this study all regression estimates presented are based on ordinary
least squares techniques, except when the Cochrane-Orcutt procedure has been utilized 
to estimate a first-order autocorrelation coefficient (p). The absolute values of t 
statistics are presented in parentheses beneath the point estimates. W2 is the coefficient 
of determination (corrected for degrees of freedom), SE erroris the standard of esti
mate, and DIV is the Durbin-Watson statistic. The data source for this and all other
regression estimates presented in this subsection is Humud 11969].

23. Additive and multiplicative dummy variables for different phases were excluded
because the coefficients of the dummies were not significantly different from zero even 
at the 15 per cent level. 

24. A simple autocorrelated time trend model, however, is consistent with only 14 
per cent of the variation in extraordinary government income over the sample.

25. Moreover, deliberate decisions were made to change the tax structure in ways
which increased the susceptibility of government income to fluctuations in world markets.
For example, Law 23 of 1897 liberated all exports from taxes except for nitrates and
iodine. If it is assumed that there was less than perfect correlation among fluctuations 
in revenues from the different exports, the risk of fluctuations in government revenues 
was thereby increased. 

26. The estimation of regressions analogous to relations 1.1 and 1.2, but with
ordinary and extraordinary government income as the respective dependent variables,
also did not yield evidence of a significant phase-coincident shift in growth rates. 

27. Higher debt ratios were recorded in 1830-35 after the War of Independence,
in 1870-75 after the war with Spain of 1865-66, and starting 1895 afterin the Civil 
War of 1891. A particularly high debt ratio was not maintained in 1885 after the War 
of the Pacific because the acquisition of control over revenues from nitrates made rapid
amortization possible (see column 1I). The relatively high ratio: in 1830-45, 1870-75,
1900-15, and 1930 also partially reflected foreign borrowing for infrastructure con
struction. 

28. After the War of the Pacific, foreign trade policy was relatively liberal, although
convertibility generally was not maintained and the 1897 tariff law substantially increased 
industrial protection. 

29. The critical value for a normally distributed series is 2.0; the test statistic is 2.5. 
30. The years are 1885, 1886, 1891-94, 1899, 1914, 1919, 1921, and 1922.
 
31. The test statistic of 0.3 isfar below the critical value of 2.0. 
32. The low capacity utilization rates in1914-15, however, may be due to in
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Sdequacles In the industrial-sector data used in'the underlying series ksee' Munoz 

[196866, 82]). 
satisfactory examination of such interrelationships a general-equilibrium33. For a 

model Is required. See section 2.1 below. 
34. Mufloz [1968:13-23] suggests that the post-1860 experience in industrial growth 

may have been substantially better than Pinto and others have claimed. 

35. The average proportion of government expenditure devoted to development 

ranged from 0.26 to 0.47 after 1890 (Table !.I, col. 9). For a listing of the external 

government borrowings and their uses (which 'aciuded substantial construction of 

infrastructure) see Humud [1969:73-80]. Information on investment in human capital 

is scarce, but Mamalakis [1971b:128] does report that literacy increased from 13.5 per 

cent in 1854 to 56.1 per cent in 1930 and that compulsory primary education was 

Introduced (at least de jure) in 1920. 
36. 	Savings also may have been affected positively by the transfer of resources out 

(both of which may haveof agriculture or by forced savings induced by the inflation 

been partly brought on by the international economic regime), but evidenceno. concrete 

Is available. 
37. Of course marginal, 	not average, products are of real interest, but to the extent 

that 	 the production process can be approximated by a Cobb-Douglas production 
products proportional.function, the marginal and average are 

. 38. The following estimates of the sector share of the labor force in Census years 
with the estimates are from Ballesteros and Davis [1963:176], and may be compared 

for the sector share of GDP in Table A.1, lines 3.1.1.1 to 3.1.1.3; but see also note 20, 

above: 
1907 1920 1930 

Agriculture 37.7% 36.2% 34.7%
 

Mining 2.8 4.1 5.1
 

Industry and construction 17.6 15.2 18.3
 

Transportation 3.4 4.8 3.8
 

Government 5.3 4.2 7.6
 

Commerce and serv':es 33.2 35.5 30.5
 

.39. Not only was industry a sector of lower than average labor productivity, but 

that average industrial labor productivity declined 14.4 perMufioz [1968:61] estimates 
cent between 1914-16 and 1922-24. 

I do not imply that the Chilean elite did not act in their own best interests in40. 
but that they did not act in the best national interests 	of Chile as viewedthis period, 

Hurtado [1966:70], Lagos [1966:40], Mamalakisdecades later by such commentators as 
[1971b: 133, 488] and Pinto [1962:73-74]. 

41. The data presented 	 in Ballesteros and Davis [1963] imply this growth rate 

(Table 	A.1, line 5.1). This estimr.te may be on the low side. Mamalakis [1971b:40] 
rapidly growing services sectors are included (Ballesteros and argues that if the more 

Davis include only the goods sectors) the rate may be closer to 2.0 per cent. Moreover, 
areMufloz [1968:35-40] maintains that for industry the Ballsteros and Davis estimates 

biased downward because of the inclusion of artisan industry in the 1907 base-year 

census, but not in subsequent censuses, and because of the assumption of almost no 
instead of the 8-9industrial growth during World War I (owing to a lack of data) 


per cent annual estimate which Mufioz makes. On the other hand, Mufioz also claims
 
the early 1920s because ofthat the Ballesteros and Davis estimates may be high in 

insufficient adjustment for depressed international market conditions. Moreover, the 
(lines 1.2.5.7 and 1.2.5.8extremely high ratios for imports and exports relative to GDP 

http:estimr.te
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in'-.Table A.1) suggest that the estimates of the level of GDP for the early part of this:period may be low relative to those for foreign trade. Since the foreign trade estimatesareprobably more securely based, this last observation implies a higher level of GDPin the earlier years and a lower rate of growth.: 42. Evidence for earlier decades is very limited, but the growth of governmentincome and expenditures and exports and imports (all in constant dollars) in conjunctionwith measures of the importance of related variables relative to total product in 190827 (lines 1.2.6.7, 1.2.5.8, and 3.1.2.3 in Table A.l) are suggestive. For 1844-1927mean exponential growth rates for ordinary government income and expenditures were0.043 and 0.044 respectively (with no significant phase-coincident deviations). Government income and expenditure may have grown somewhat faster than total productduring this period, but probably not very much so, or the estimate for government currentexpenditures relative GDP 1908-27to f~c (line 3.1.2.3 in Table A.I) would havebeen higher. Adjustment for probable population growth implies.apita a growth rate in nerproduct of about the orsame slightly higher magnitude as that in the text.Analogous considerations for exports and imports (including the growth rates in relations1.1 and 1.2 and the high ratios in lines 1.2.6.7, and 1.2.6.8 in Table A.1) imply a growthuate in per capita product of about the same or slightly lower magnitude.43. Dc Castro and de la Cuadra [1971:1] ,lso refer to the Ballesteros and Davisstimates, but ignore the warning that the 1928 and 1929 figures probably are misleadingiecause of high nitrate prices and the large transitory inflow of foreign capital. There-Lore, they emphasize the 2.7 per cent growth rate for 1908-29 instead of the 1.5 percent growth rate for 1908-27. 
44. The 1929 capacity-to-import level, in fact, was not attained again until 1966.45. See Cohen [1960:8-9], Ellsworth [1945:34-35], Hirschman [1963:179], Marshall[1957:8-I], and Pinto [1962:109-119] for more detailed discussions of this period.For data in the text that are not included in Table A.1, see Cohen [1960:8-9] for goldreserves, Hurtado [1966:Tables 13 and 23] for the mining data, Mamalakis [1965:Appendix Table 1] for the real interest rate, and Ballesteros and Davis [1963:1601 forreal government production.
46. For the sources for these and other measures of the declineeconomy due to the Great Depression, see Table A.], lines 

in the Chilean 
1.1.5.1, 1.2.4.1, 1.2.4.2,1.2.6.3, 1.2.6.7, 1.2.6.8, 2.2, and 5.1 to 5.3; Hurtado [1966:Table 23]; and Senado,

Oficina de Informaciones [1971:21].47. Moran [1970] presents an interesting discussion of dependencla in Chilean
decisions concerning large-scale copper mining in recent decades.

48. Basic general studies which summarize Chilean policies andeconomic performance since the Great Depression include Behrman [1974], Cauas [1972], Corbo [1971],Ellsworth [1945], Ffrench-Davis [1971], Garcia [1964], Gunder-Frank [1972], Hirschman[1963], Instituto de Economia [1956, 1963], Lagos [1966], Luders [1968, 1970], Mamalakis [1971b], Marshall [1957], Mufioz Pinto[1968], [1962], Pisciotta [1971], and


Sierra [1969].

49. During this quarter century Chile also was headed by 'a fairly widegovernments. range ofOne immediate result of the catastrophe of the Great Depression was ashort period of political instability. The violent economic contraction in mid-1931 gaveopponents of what Hirschman [1963:179] refers to as General Carlos Ibafiez delCampo's "thinly veiled military dictatorship" an opportunity to force Ibafiez to resignon July 26, 1931. Fifteen months of instability followed, including the "100 days ofSocialism" in 1932 under Carlos Davila. In October 1932, Arturo Alessandriwith support from the right to head 

was elected 
a new government which succeeded in restoring 
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a 
who was succeeded (after his death in 1941) by

political and economic stability. Near the end of 1938 Popular Front government was 

elected under Pedro Aguirre Cerda, 

JIuan Antonio Rfos. In 1946 Gabriel Gonzalez Videla was Jected with considerable 

fnm the left, but during the six years of his administration, the governmentsupport 
was as an 	independentmoved substantial'y to the right. In 1952, Ibafiez again elected 

would be a strong man capable of eliminatingcandidate who, it was widely hoped, 

internal instability. Ibafiez served through the end of this quarter century and through
 

the liberalization attempt of 1956-58.
 
also entered into 	 the50. 	The availability of national accounts starting in 1940 


start of the second subphase.
choice of 1940 as 	the 
51. Unless otherwise noted, the sources for the data in this section may be found 

in Tables 8.1 and A.I.52. 	 This was probably the highest decadal mean in at least a century, al hough 
line 2.1).Information is very scanty for before 1880 (see note 1, above, and Table A.1, 

53. The relatively high mean rate of growth of the constant-dollar value of imports 

for 1940-46 (Table A.1, line 1.2.4.1) reflects the high rates of growth in 1940 and 1946 
which offset the substantial declines(the latter apparently related to pent-up demand) 

(40.5 per cent in 1942) resulting largely from shormages of imported supplies during 

the war. 
54. Import capacity is somewhat understated because the variable does not ade

quately 	 reflect the inciease in the proportion of each dollar of Chilean copper sales 
A.1).which was returned to Chile (compare 	 lines 1.1.5.1 and I.I.5.2 in Table 

55, This ratio equals I if there is no exchange control and tends to be correlated 

with the degree of exchange control, although the correlation is less than perfect because 

market in foreign exchange and because of the
of the relative narrowness of the black 


impact of illegal activity on supply and demand in this market.
 

56. The index of export capacity to import, however, rose much less (Chart 1.1) 

than the constant-dollar value of exporte because the Chilean unit value of imports used 
* 

than the United States deflator used in the
in the former index increased more rapidly 

latter index. 
After 1946, and continuing to the present, devaluations have been a regular part

57. 
did not, however, keep up with the inflation.

of the Chilean experience. They generally 


See section 3.2 and Table A.7.
 
see Cohen

58. For further descriptions of economic conditions in these years 

[1960: 	23-24], Ffrench-Davis [1971:160], and Hirschman [1963:199-202]. 

increases were substantially below the range of
59. Of course, in this period, price 

70-80 per cent that prevailed when the 1956 stabilization effort was started, which may 

explain the difference in the degree of preoccupation with price stability between the two 

administrations. 
60. In a comparative sense, Chilean economic growth had not been particularly high 

for some time. According to unpublished 1970 UNCTAD calculations, for the 1950-65 

period Chile ranked twenty-ninth among 45 developing countries in the degree of increase 

of its per capita GDP. For 1960-65, Chile ranked thirty-eighth among 56 countries. 

61. These relative 	measures indicate a slight decline in the importance of the debt 

during 1965-70. 
62. 	 In addition to Zorrilla [1970], sources on which this summary of the objectives of 

[1971], Cauas [1972:46-56], CORFOthe Allende government is based include Allende 

(1970-71], Gunder-Frank [1972:16-18], Hobsbaum (1971:23-32], ODEPLAN [1971a,
 

1971b], Pisciotta [1971:236-237], and Vdskovic [1971:385-399].
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63. The imported component of such investment, however, would be lower than inthe past in order to reduce external dependence.
64. June 1972 unemployment had dropped further, to a level of 3.7 per cent.65. Before the Chileanization and nationalization policies of the previous phase,large-scale copper mining had been entirely foreign-owned. Under Frei, however, a sul,stantial share of ownership had been returned to Chile. For details, see subsection 4.2 

below. 
66. De Castro [1972:45] suggests that actual investment may in fact have declinedmore than 7.7 per cent because much of the construction investment was done by thegovernment and measured at factor cost. It was, therefore, overvalued in real, termsbecause of the very high rate of increase of wages.
67. On the other hand, investment in human capital may have increased. Ministerof Economics Vtiskovic also suggested that the changing of the structure of ownership,which was accelerated in this period, was a prerequisite to sustained long-run Chilean

development.
68. The ranges refer to the alternative estimates given in Banco Central [1973b].69. In the first three quarters of 1972, shipments were down 21 per cent in currentdollars and export returns increased only 1.5 per cent in current dollars.70. To provide some perspective, however, the 1971 and 1972 copper, prices stillwere higher than those received for any year before 1965 and, according to Cauas[1972:52], were higher than the price which had been used in 1970 in the Central Bank

in its projections for 1971.
71. In the first eight months of 1972 current-dollar registrations 17.9 per centwere

above the level of the comparable period for 1971.
72. The Allende government inherited $3 billion of foreign debts with amortizationand interest payments of $433 million due in 1971, $409 million due in 1972, $410 milliondue in 1973, and $388 million due in 1974. In April 1972 the Paris Club (the UnitedStates and ten other major creditors) recommended the adoption of a new paymentsprogram over an eight-year period, including a two-year grace period on 70 per cent ofthe Chilean debts which were due between November 1, 1971, and December 31, 1972.
The creditors promised to study "with good will" the refinancing of those debt payments
due in 1973, but no agreement on further rescheduling had been reached 
 by the end of

the Allende government.
73. Perhaps one should say that exchange control was reintroduced, since substantial


control had existed a century earlier.

74. That changes in measures based on price ratios of final to intermediate productsdo not induce resource allocation changes except under very special assumptions hasbeen well-established for some time on a theoretical level. The present results illustratehow such measures also may be quite inadequate in empirical applications.75. The recent reduction of foreign ownership which is described in subsections

4.2.1 and 4.3.2 may have reduced the impact of this effect.76. Nontraditional exports, the expansion of which has long been desired in orderto reduce risks by diversifying, have been particularly discouraged (section 7.2).77. Revenues from imports have fallen more than total imports because of thetendency to favor "essential" imports with relatively tariff rateslow when restrictions 
have been intensified. 

78. In the past, of course, pressures resulting from internal inflation have forcedthe government to devalue despite the costs, but then generally an attempt was made
again to maintain an overvalued NER. 



Chapter2 

An Annual Macroeconometric 
Model for Chile, 1945-65 

Changes in the international economic regime have substantial effects through
iout the Chilean economy. Foreign-sector policies interact in complex ways with 

fiscal, monetary, and income policies. Prices are the most important transmittal 

mechanism, but the magnitudes of available physical quantities also have direct 

impact on other real variables in the system; the underlying structure is not 

linear; responses arc not homogeneous across sectors; I since feedbacks often 

are. quite important, partial-equilibrium analysis may be misleading. 
Given these conditions, a general-equilibrium macroeconometric model is 

the most appropriate tool for analyzing their aggregate effects. 2 I have prepared 
an annual econometric model containing 172 endogenous variables estimated 

for the 1945-65 period. Because it is referred to frequently in the subsequent 

text-in particular, it is used extensively in parts III and IV to explore the 

implications of toreign-sector changes for factors that are of major concern to 

macroeconomic policymakrs-a brief description of the model is provided in 
section 2.1, below. Some of the components of the model are presented and 
discussed below in Part III; a complete presentation and examination of the 
model is contained in Behrman [1974]. 

For the purposes of the present study, the model includes a number of 
desirable features: (i) nonlinear technological and behavioral responses of 
real quantitative variables to prices and policies;3 (ii) lags in adjustments and 
in the formation of expectations; (iii) a wide range of government policy in
struments and the interactions among them; (iv) emphasis on the direct and 
indirect consequences of changes in the foreign sector; 4 (v) adding-up con
straints on fiscal and monetary behavior; (vi) disaggregation to the nine-sector 
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level to reflect sectoral heterogencities; and (vii) inclusion :of intermediatedemands and intermediate prices, based on input-output tables,- to .link. thesectors;, and (viii) simultaneous and lagged feedbacks.' 

2.1 STRUCTURE OF THE MODEL 

The model has its roots in the Keynes-Tinbergen-Klein tradition. However,it is distinguished from that tradition by the following modifications in order
betterto reflect the structure and goals of the Chilean economy:

i. Sectoral production capacities are determined within the model by physical investment and labor allocation decisions and by secular technologicaltrends.0 The implications of a set of policies for long-run growth thus can beinvestigated by examining changes in these capacities.
ii. Short-run output is not determined by final demand. Instead, sectoralcapacity utilization decisions determine real production in response to pricesof products relative to inputs (adjusted for the impact of fiscal policies), import and credit availabilities, and total demands. The difference between totalproduction and (noninventory) final demand determines the change in inventories, which feeds back on short-run capacity utilization and balance-of-pay

ments functions and on long-run decisions on capacity creation.
iii. The agricultural and services sectors absorb residual labor.iv. The foreign sector is pervasive in its effects-not only through current 

prices and quantities, but also through expectations.
v. The impact of inflation and of inflationary expectations also is verywidespread because of the experience of very rapid price changes (e.g., an
average annual increase of over 30 per cent in the GDP deflator for the sample


period).

vi. Substitution between domestic and foreign savings is incorporated.7Increases in the command over foreign resources, therefore, go in part to in

creased current consumption. 
vii. The specification of policies reflects the specific institutional constraints under which the government operates. Money supply basically responds passively to government deficits and changes in international reservesbecause of legal requirements to accept government debt and the lack of adeveloped open market. The effective internal monetary instruments are limited to average and marginal reserve rates, rediscount rates, bank interest rates,restrictions in the use of dollar bonds and deposits, credit ceilings, and institutional changes such as the creation of the State Bank (Banco de Estado) in1953. Tax revenues from a given activity depend not only on the level of thatactivity and legal tax rates, but also on the degree of inflation and expectationsthereof. Government consumption is primarily endogenous because the short
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runlatitude of the government is limited given the annual legal determination 

of'its wage structure. Government expenditure policy, therefore, operates pri

marily through changes in public direct and indirect investment. Foreign-sector 

policies include a multitude of both price-related and quantity-based tools. 
These seven features and the previous comments give much of the flavor 

of the model. However, some further detail is useful. 

2.1.1 Policy Variables. 

The model includes the primary macroeconomic policy tools which ithe 

Chilean government used with a substantial degree of discretion in the sample 

period. In the long run, of course, not all of these instruments are independent.8 

FISCAL POLICIES. 

Revenue instruments include legal tax rates or their proxies for eleven tax 

categories,0 import prior-deposit rates, and the legal cost of production for 

large-scale mining. The last of these determines how many dollars the large

scale mining companies have to convert into escudos for local expenditures at 

a generally disadvantageous NER. The profits from the resale of those dollars 
at a higher rate go to the government. 

Expenditure instruments include domestic or export subsidies, current 
government consumption (but see the discussion of the seventh point above), 
and direct and indirect public financial investment. 

INTERNAL MONETARY POLICIES. 

The monetary base changes mainly because of internally financed govern

ment deficits and changes in international reserves. The Central Bank shapes 
the impact of changes in the monetary base on the monetary supply by its 
determination of the marginal and average reserve requirements for time and 
demand deposits, the rediscount rate, the bank interest rate, quantitative re

strictions on total credit, and the requirements for dollar deposits. The nominal 
money supply is determined by these factors, together with behavioral relation
ships for the net free reserves held by the commercial banks and for the com

position of assets held by the private sector. These behavioral relations depend 
upon expectations concerning inflation and devaluation, interest rates, and the 
relevant activity variables, i.e., the level of deposits for bank reserves and the 
level of product for privately held assets. 

INCOME POLICIES. 

The minimum wage (sueldo vital) is the major direct tool in this area, 

but obviously, many other policies, such as those on taxes, also affect income 
distribution. 
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FoREGN-SECTOR POLICIES. 
The price-related tools included in the model are the average ad-valoremequivalent nominal tariff rate, which incorporates all the taxes and exemptionsdiscussed in section 4.1, the import prior-deposit cost rate, a subsidy rate fornontraditional exports, three legal NERs (one for large-scale mining, anotherfor services, and a third for other transactions),lo and copper price and surtaxpolicies. Among the last are included the establishment of the Chilean salesmonopoly in 1952-54; the introduction of the Chilean producers' price in1964; and the imposition of surtaxes in 1951 (see section 4.2.1).Quantitative policies in the foreign sector are represented by the Ffrench-Davis quantitative restrictions index (line 1.2.6.2 in Table A.1), ratios ofaggregate internal prices to EERs," variables which relate to the short-runavailability of foreign exchange (such as the export capacity to import and thenet foreign-exchange reserves of the banking system), the legal cost of production in large-scale mining, and dummy variables for a number of particularpolicy changes which are discussed in Part II below.In Chapter 1, I suggested that major changes in foreign-sector policyinstruments generally have been implemented only as part of an over-all economic program with an internal focus. Between initiations of such programs,large numbers of smaller often ad hoc adjustments have been made in orderto offset some of the negative effects explored in Part III below. Although thereis some latitude for independent choice about international economic policiesin the short run, therefore, the ranges of alternatives are narrow. On the whole,such policies have had more of a passive than an active nature. 

2.1.2 Model Relationships. 
For the most part, the model consists of a set of relationships for each ofthe nine sectors indicated above. In some cases, however, the lack of necessarydata precludes estimation on the same level of disaggregation in all cases.12 
The sectoral capacity for real GDP production 11is determined by a CESproduction function of the secular sectoral labor force and of the sectoral
capital stock. The function incorporates constant returns to scale and Hicks's
neutral technological change. The 
use of the secular sectoral labor force andof total capital stock makes possible the representation of production capacityinstead of production. The estimated sectoral elasticities of substitution between capital and labor are significantly nonzero and substantial in some important sectors, namely, agriculture, 0.31; mining, 0.51; industry, 0.76; utilities,0.32; and government, 0.89 (see Behrman [1972a] for a detailed discussion).The sectoral secular labor allocation 14 is based on long-run adjustment,assuming competitive conditions, in the expected ratio of the price of labor, 
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including employers' social security taxes, to the product price. Agriculture 
and services absorb any excess labor, given the exogenous total supply. 5 

Sectoral real physical capital investment consists of responses to replace
ment needs, changes in the desired stock of capital, availability of government 
financial investment, and availability of imported machinery and equipment. 
The desired stock of capital, in turn, depends on a neoclassical term, expected 
utilization rates, and ptice uncertainty (for detailed discussion of these deter
minants, see subsection 12.2.3.1 ). 

Sectoral capacity utilizationrates determine real sectoral GDP for a given 
sectoral capacity. Domestic determinants of utilization rates include ratios of 
product prices to input prices after adjustments for taxes, indices of the change 
in current economic activity, the relative availability of credit, natural condi
tions (e.g., the level of rainfall and the impact of earthquakes), the state of 
infrastructure development, the average indirect tax and subsidy rates, the rate 
of inflation, the real value of monetary balances, and a number of sector
specific factors. Foreign determinants include the ratios of intermediate goods 
imports to total domestic product and of competing imports to product; quan
titative restrictions indices; and sector-specific factors. Section 9.2 contains fur
ther discussion of these relations. Because sector-specific data on unemploy
ment fluctuations for the sample period are lacking, sectoral capacity utilization 
rates are used instead. 

The sectoral product price reflects general and sector-specific factors both 
of domestic and of international origin. General domestic factors include the 
monetary supply, real GDP, indices of economic activity, indices of sectoral 
and factoral distribution, and dummy variables for the initiation of stabiliza
tion programs. Sector-specific domestic factors include several measures of 
sectoral capacity utilization, stctoral intermediate input prices, sectoral unit 
labor costs (including the employers' social security tax contribution), and 
average real sectoral labor productivity. General foreign-sector determinants 
include the NER, the deflator for imports, indices of quantitative restrict; )Is, 

and prior-deposit requirements on imports (which, when increased, absorb 
banking system credit and reduce inflationary pressures). Sector-specific inter
national factors include the ratio of the premium-inclusive EERs for sectoral 
intermediate inputs to the general NER, EERs for sectoral imports or exports, 
and the level of sectoral imports relative to domestic absorption. For estimates 
and comment, see subsection 9.1.3. 

The sectoral intermediate input price is the price the sector must pay 
for domestic ind imported intermediate inputs. This price is a weighted aver
age of all sectoral product prices and of imported intermediate goods prices. 
The weights are based on aggregation from the 1962 input-output table in 
ODEPLAN [19701.10 

The sectoral wage primarily reflects domestic considerations: sectoral 
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nominal and real average labor productivities, sectoral capacity per laborer,sect6ral unionization, indices of sector-specific or general economic activity,
employers' social security contribution rate, the institution and timing of minimum wages, and expectations for leading prices (and the Harbergcr [1963]
"accelerator" variant). The international economic regime directly enters only
through the expectational impact of legal and black-market NERs.

The price for sectoral investment is a weighted average of sectoral productprices and of imported machinery and equipment prices. The weights are the 
average of the 1960-66 estimates of the sectoral origin of sectoral investments 
by Meza [1967].

The deflators for final demand components are weighted averages of seetoral product prices and of relevant EERs, with an adjustment in the latter for
the effects of quantitative restrictions. 

Sectoral real exports are determined for the following breakdown (therelative percentage share in exports over the sample period is given in paren
theses): agriculture (8), large-scale mining (62), small- and medium-scale
mining (11), industry (7), and services (11). Export determinants can bedivided into three groups: (i) Levels and standard deviations of relative prices
(i.e., EERs relative to factor input costs or PLD-EERs); (ii) quantitative
supply factors, including the effects of quantitative restrictions; and (iii) quantitative demand considerations reflecting the level of activity in the destination
countries. See section 7.2 for the estimates and their interpretation.

Real imports are included for the following categories (the relative per
centage share in imports over the sample period is given in parentheses): services (12), staple consumption goods (19), durable consumption goods (6),
secondary consumption goods (3), machinery and equipment investment goods(18), transportation equipment investment goods (10), and intermediate
goods (32). In the model, real imports depend on relative price characteristics,
other demand characteristics, and the degree of policy restrictiveness. The relative prices are the levels and standard deviations (as a proxy for uncertainty)
of PLD-EER(PI)s, PLD-EERs, and PLD-NERs. The other demand characteristics include a relevant activity index 
 (e.g., real consumption in the con
sumption goods import relations), total real credit, and direct and proxy
measures of domestic inventories and income distribution. The degree of policyrestrictiveness is represented by the Ffrench-Davis quantitative'restrictions index, the export capacity to import, the net foreign exchange reserves held bythe banking system relative to the unit value of imports, and dummy variables 
to represent such events as the operation of the Public Law 480 food program.
Section 6.2 contains a discussion of the underlying estimates.

Real domestic savings relationships are included for the government, business, and households and nonprofit institutions. Real savings depend on therelevant real net revenue variable (e.g., real disposable income for households) 
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and real foreign savings. In addition, private real savings respond to the level 
of real monetary balances, the means and standard deviations for expected in
flation and exchange rate movements, and the sectoral and factoral distribu
tions of income. (See subsection 12.2.3.2 for further discussion.) 

Factoral income distribution depends on the relationships, mentioned 
above, for production (or capacity utilization), labor allocation, product price, 
and wages. Given the values calculated from these relationships and given gov
ernment policies, especially on taxation, nonwage income can be calculated as 
a residual. 

2.2 SIMULATION PROCEDURE 

In parts III and IV extensive use is made of the Chilean macroeconometric 
model to simulate the general-equilibrium impact of changes in the foreign sec
tor. Eight characteristics of the simulation procedure are especially important: 

i. The structure of the model outlined in the previous subsection is as
sumed to be the true structure of the Chilean economy in the periods to which 
these simulations are applied. If biases exist in the estimated coefficients, such 
biases have an impact on the simulation results. Sensitivity analysis, of course, 
can be utilized to explore the effect of any such expected biases in specific pa
rameter values or in particular relations in the model. Nevertheless, some 
possibly very important phenomena-such as changes in psychological and 
political attitudes or the effects of Krueger [1974] competitive rent-seeking
are not well incorporated into the model. 17 

ii. The simulations presented in this study are all nonstochastic.'5 

iii. All the simulations are dynamic in that in the nth simulation period, 
simulated lagged endogenous values from the first n - 1 simulation periods 
are used instead of actual lagged endogenous values. This procedure permits 
the tracing out of the time path of the responses to a given change. 

iv. For each simulation only an explicitly indicated alteration in foreign
sector policies or foreign-sector conditions is explored. All other variables and 
parameters, including internal policy instruments, are fixed at their base simu
lation values in order not to confuse the impact of the foreign-sector changes 
with that of other changes."' 

v. Because the model is nonlinear, it cannot be solved by simple matrix 
inversion. Instead, a two-step Gauss-Seidel iterative procedure is utilized (with 
the two steps referring to iterations back and forth between the real and the 
monetary sectors, both of which also are solved iteratively). 

vi. In each simulation, unless otherwise noted, the indicated foreign-sec
tor changes are maintained not for a number of years, but for the initial year 
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-only.The results therefore give the time pattern of response to such once-and

for-all shocks. 
vii. In most cases the important consequences of a particular foreign

sector change occur within three or four years. Therefore, Table A.1 1 includes 
the results for the first and the third year after the designated change. These 
two years are presented in order to include the short- and medium-term effects 
of the indicated change without the voluminous presentations which would be 
required if the year-by-year effects for a longer period were included. In the 
few cases in which two-year cycles or effects after the third year are important, 
such features are noted explicitly in Part III, below. 

viii. In Part III, a chapter each is devoted to examining the effects of 
foreign-sector changes on each of five major macro policy areas. However, the 
reader should realize that for each foreign-sector change real trade-offs exist. 
The consequences are positive in at least one area and also are negative in at 
least one other area. No particular change is uniformly beneficial.20 

The results of a number of simulations of the impact of foreign-sector 
changes are presented in Table A. 11. To summarize the simulations, ex-post 
general-equilibrium elasticities are given for responses to the change indicated 
in the column headings for the first and third years. 2' Elasticities are presented
in order to have a measure of the responses independent of the particular 
units in which the underlying data are reported. For variables which are de
fined to be differences between flows (e.g., savings, net reserves, and deficits), 
however, the implied elasticities may be very high because of the small absolute 
value of the base difference relative to the magnitudes of the two underlying 
floWS. 22 

Elasticities are included for variables associated with each of the five 
major policy areas to be discussed in Part IlI: (i) balance-of-payments factors, 
i.e., exports and their major components, imports and their major components, 
and other related variables; (ii) real and nominal cyclical fluctuations in ca
pacity utilization, price levels, monetary supply, monetary base, government 
deficit, and net foreign reserves; (iii) resource allocation among the major 
goods-producing sectors and measures of goods sectors versus service sectors, 
i.e., product prices relative to intermediate prices, the secular labor force, and 
capital distributions, and distributions of capacity and of real product; (iv) 
distribution of income and of control over resources (factoral, international, 
intertemporal, and public versus private); and (v) economic growth in prod
uct, capacity, savings, and investment. 

The elasticities are calculated from deviations from a base simulation 
which is identical to the other simulations except as is indicated in the column 
headings. The first two columns of Table A. 11 contain proportional deviations 
from the actual values for 1962 and 1964, the first and third year of this base 
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simulation. The proportional deviations are fairly large for some of the vari-

Ables that are defined as differences between two flows and for some of the 
these deviations are smalldisaggregated variables? ' In general, however, 

enough so that one can proceed to use the model with considerable confidence. 

For a dynamic simulation covering 1962-68, root mean square errors com

puted for some of the major aggregate variables indicate that the model seems 

to duplicate the Chilean experience of the 1960s rather well. For a thorough 

exploration of the properties of the model, see Behrman [1974]. 

NOTES 

1. For econometric evidence of the sectoral heterogeneity in responses, see Behrman 

[1972c]. 
2. Several other quite competent general.equilibrium analyses of impacts of changes 

policies are available. Linear programming modelsin Chilean international economic 
are used by Cabez6n [19691, Clark [1970], and Foxley [1971]. Black [1971] and Taylor 

and Black [19731 use a log-linear, Johansen-type model. For the purposes of the present 

investigation, however, these models have definite inadequacies. The linear programming 
and proceed with the maximizationstudies assume zero elasticities of factor substitution 

of a global objective function which leads to the exploration of the question "what could 
to policyhappen if socially optimal readjustment of the economy occurred in response 

changes," rather than "what would happen if independent economic units which make up 

the economy followed their traditional behavioral patterns in response to such changes." 
one primary factor (labor), does not requireThe Taylor-Black approach includes only 

accounts (i.e.,consistency in the final demand and factor payments sides of the national 

relations linking factor payments, savings, and consumption are not included), and 

assumes short-run perfectly competitive behavior on the production side. More important, 

the usefulness of both types of approach in exploring the short- and medium-term impact 

of policy changes is very limited because immediate adjustments are assumed, the govern
fiscal-monetaryment policy tools incorporated in the analysis are few, and the entire 

nexus is ignored. Given the dominance of adjustincomes-international policy-inflation 
ment and cyclical problems in the Chilean economy, the intimate relations between major 

changes in domestic and foreign-sector policies, and the repeated failure of reforms of 

the international economic regime because of internal cyclical problems (see Chapter 13, 

below), such deficiencies are very important. 
3. 	Table 5.3 and the tables in Appendix A provide the basis for analyzing the effects 

What is of fundamentalof the foreign-sector regime on prices, costs, and value added. 
quantities (e.g., capacity, capacity utilization,interest, however, is the response of real 

other final-demand components) to those price-related variables.imports, exports, and 
4. The indirect effects, especially those transmitted through the monetary and price 

system, are very large in some cases. See Part III, below for examples. 

5. The sectors and their respective mean percentage shares in GDP and in the labor 

force in the sample period are agriculture, 13, 31; mining, 7, 5; construction, 2, 6; industry, 

20, 19; transportation, 7, 5; utilities, 1, 1; housing, 7, 0; government, 8, 8; and other 

services, 35, 35. 
on basis of6. Attempts to incorporate the effects of changing human capital the 


estimates by Harberger and Selowsky [1966] were not fruitful.
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7. Rahman [1967], Griffin and Enos [1970], and Weisskopf [19721, among others, 
have emphasized the importance of such substitution. For a counterview, see Papanek 
[1972,8. 1973].For example, long-run exchange rate and exchange control policies must be co
ordinated with internal fiscal and monetary policies because of effective limits on foreign
debt accumulation. In the short run, however, there is a greater degree of independence 
among such policies. 

9. The tax categories are employer social security contributions, with a mean per
centage share in total taxes of 19 for the sample period; employee social security contri
butions, 17; direct personal income taxes, 6; direct taxes on large-scale mining, 9; direct 
taxes on other businesses, 6; sales taxes, 7; import taxes, 12; production taxes, 8; legal 
taxes, 3; service taxes, 6; and other taxes, 6. 

10. The black-market NER also is included in the model, in part represent theto 

impact of quantitative restrictions (see the equation in note c to Table A.7).


1 1. This ratio differs from 1.0 whenever the import premium rate is nonzero, but 
this may occur because of adjustment lags rather than effective quantitative restrictions 
(see note to line 1.1.6 in Table A.l ).

12. The estimation technique primarily used for these relationships is ordinary
least squares, although in some cases nonlinear maximum likelihood procedures are 
utilized for autocorrelated structures or nonlinear functions. The expected returns on the 
use of more sophisticated methods are less than the expected costs of doing so given
the nature of the data, some questions about the robustness of alternative estimators, and 
the opportunity costs of sophistication in estimation procedure in terms of exploring vari
ous model structures. Annual data are utilized for the following reasons: much of the data,
especially the national accounts data, are available only on an annual basis; the relevant 
responses are those of more than very transitory impact such as might dominate with 
shorter observation periods; and strong seasonal patterns exist owing to the timing of 
agricultural production and of annual wage (and related price) readjustments. The 
1945-65 period is used because a consistent set of national accounts is lacking before 
1940 and after 1965. In addition, the existence both of lagged responses and of a 
possibly altered structure for the Second World War years suggests the necessity or
wisdom, or both, of dropping the 1940-44 observations. Finally, the switch to the
Brussels nomenclature associated with the adoption of the new tariff law at the start of 
1967 also was associated with a widespread reclassification of all international trade data; 
as a result series consistent with earlier definitions are in many cases not available after 
1966. Of course, some of the estimated functions can be utilized to comment on the
implications of the policies adopted in the postsample period (such as the sliding-peg
NER and the export subsidies under the Frei administration discussed in Chapters 3, 4,
and 7). All the estimates and more detailed comment are given in Behrman [19741.

13. Capacity is defined by the trend-through-the-peaks method. For discussions of
the strengths and weaknesses of this vpproach, see Behrman [1973b and the references 
given there. 

14. Data on the allocation of the secular labor force are based on interpolations
between observations in census years. Such series are useful for determining long-run
capacity trends, but do not reflect short-run employment fluctuations. 

15. Lewis [1954] is the seminal article about the implications of such a role for 
traditional sectors in many developing economies. In this connection, the Instituto de 
Economia [1963:6] places particular emphasis on the role of the services sector in the 
Chilean experience. 

16. The lower the elasticities of substitution among intermediate inputs and between 
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intermediate and primary inputs, the more satisfactory are these weights. Theil and 
Tilanus [1966] and Balassa, Guisinger, and Schydlowsky [1970] claim that the available 
empirical evidence reveals very low substitutibility on an aggregate level between inter
mediate and primary factors. 

17. For example the psychological and political impact of the nationalization of 
copper or of participating in a possibly unique experiment in the democratic transforma
tion to socialism are very difficult to incorporate. However, the model can be used to 
give some insights about such effects. To the extent that psychological and political atti
tudes are related to collective consumption which should enter into the social maximand, 
the model can be used to explore the trade-offs (if any) between such collective con
sumption variables and other variables in the objective function. To the extent that these 
attitudes affect parameters such as those related to labor productivities, moreover, those 
parameters can be changed appropriately, although the direction of change is not obvious 
since the increased real income resulting from the collective consumption good may be 
associated with reduced labor productivity but the increased pride of the workers may 
result in an increase in productivity. 

18. Young [1972] presents an interesting exploration of the impact on policy choices 
of including or excluding the stochastic aspects of a macroeconomic model. 

19. Behrman [1974] uses the same basic model to explore the consequences of 
changes in internal policies. 

20. Taylor [1973b] presents an interesting analysis, based in large part on the 
Chilean experience, of the difficulties in certain developing economies of pursuing stabili
zation, balance-of-payments, growth, and distributional objectives even when all of the 
available major policy instruments are manipulated simultaneously. 

21. The elasticities are based on deviations of 0.01 in the relevant exogenous vari
able(s). Because of the nonlinearities in the model, the magnitudes of the elasticities 
might change with considerably different proportional deviations. The simulations in 
columns 2.1.1-2.1.3 of Table A.I I provide an example. 

For some simulations, proportional deviations are given because elasticities cannot 
be defined. Such cases are indicated explicitly in the table. 

22. The sign of the elasticity indicates whether the particular variable changes in 
the same (positive) or opposite (negative) algebraic direction as the exogenous, vari
able(s) the value(s) of which is (are) altered for that simulation. If the level of the 
variable is negative (as is the case for some of the variables which are defined to be the 
difference between two flows), a positive elasticity implies that this variable increases 
algebraically (and decreases absolutely) in response to an increase in the exogenous 
variable(s) with which it is being compared. 

23. For example, the deviation for the government deficit financed abroad (line 
1.3.3) is large in the first year because the actual value of this variable for the base year 
was almost zero. As a result, small deviations for the underlying flows result in very 
large deviations relative to this small base. 

Some of the deviations, moreover, reflect the particular time period selected for this 
base simulation. For example, the proportional deviation in industrial exports (line 1.1.3) 
is much larger in the 1962-64 period used for this base run than for earlier or subsequent 
periods because the underlying single-equation estimate for these exports has large 
residuals in these years. The simulations in Table A.I I can still indicate the responses in 
industrial exports within the context of the general-equilibrium model under the assump
tion that those residuals are not causally related to the changes under exploration. 
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Exchange Control Institutionsand-
Patternsin the Nominal 
Exchange Rates 

In this part, I consider the evolution of foreign-sector regimes in the periodsince.the Great Depression. Since more information is available for recent years (at least through 1970), and recent policies more directly constrainfuture choices, I emphasize the later years of the period. The discussion hastwo major foci: (i) presentation of the policies utilized during the phases ofthis period; and (ii) analysis of the effects of such policies on price- and costrelated variables-PLD-NERs, PLD-EERs, PLD-EER(PI)s, ITPi, EPRs,
and DRCs. 

SUMMARY AND CONCLUSIONS 

In section 3.1 of this chapter, Idelineate the institutional responsibility for exchange regulation since 1931, thus providing a framework for the subsequentconsideration of foreign-sector policies. It should be noted that the loci ofdecision-making power have varied substantially over time, with the CentralBank often having little power. Exchange-rate policy, therefore, generally hasnot been the sole component of the Central Bank's discretionary monetarypolicy.' To the contrary, the Central Bank has at times had a very limited in
fluence over exchange-rate policy.

In section 3.2 1examine the patterns of the major NERs and PLD-NERsfor the 1931-72 period, the former because they are a major component ofEERs-although clearly not the only one, as will be discussed in Chapter 4

59 
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the latterbecause of the considerable inflation which Chile has experienced 

for years (see line 2.1 in Table A.1): 
i.Repeatedly, NERs have been devalued and then held constant at the 

new level. Even if the initial devaluation in a cycle was to an equilibrium level, 
inflation caused the associated PLD-NERs to declinehowever, the internal 

quickly. Therefore, a disequilibrium situation soon developed, usually leading 

to a loss in reserves, an increase in restrictiveness, and an eventual de facto 

devaluation (thus beginning another cycle). 
ii.De facto devaluations often have been implemented by switching items 

from one NER to another instead of actually changing the NERs. 

iii. The sliding-peg NER policy of 1965-70 resulted in a relatively stable 

PLD-NER, but its level was probably below the long-run equilibrium level. 

iv. The secular trend in the over-all mean PLD-NER has been downward 

at an exponential average of over 5 per cent per year for over three decades. 

Even during the sliding-peg period, the weighted average of all legal PLD

contrast to the intended increase of 2 per
NERs fell a total of 8 per cent (in 
cent per year). The steady and substanial decline has vastly outpaced the long

run expansion of Chile's receipts of foreign exchange through exports and 

capital inflows. Therefore, the NER has been more and more overvalued in a 

long-run sense, although export booms and capital inflows sometimes masked 

this disequilibrium in the short run. 
v. Some phase-coincident patterns have been evident. Each liberalization 

per cent in 1956, butstarted with av increase in the over-all PLD-NER (23 
1959 and 1965). Each switch to a more restrictiveonly about 4 per cent in 

in the over-all PLD-NER. The black-marketphase started with a decrease 
PLD-NER increased and the over-all average of legal PLD-NERs decreased 

near the end of each phase, with one exception: the black-market PLD-NER 

decreased until the very end of the Phase IV period in 1959-61 because con

vertibility at a fixed NER was maintained to the end of that phase. 

vi. The dispersion among legal NERs sometimes was quite considerable. 

For example, the ratio of the gold NER to the official NER was 9.8 in 1953. 

Such variances generally were reduced on average during liberalization at

tempts but not eliminated, except in 1959-61. 
vii. 	 The legal NER used for invisibles (i.e., the broker rate) generally 

at times ofwas increased substantially relative to the NERs for merchandise 


exchoige shortages and extensive exchange control.
 
viii. The ratio of the black-market NER to the weighted average of all 

legal NERs ranged from about 1.0 in 1959-61 to 10.0 in 1972. Generally, the 

bla*k-market PLD-NER moved inversely to the over-all average of legal PLD-

NERs. This negative correlation reflects the greater severity of exchange con
the legaltrol and, therefore, stronger demand in the black market when 


PLD-NERs were high compared to times when they were low.
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3.1 	 •INSTITUTIONAL, RESPONSIBILITY !FOR
 
EXCHANGE CONTROL
 

Decree Law 4973 of July 30, 1931 supplemented by Law 5107 of April 19,1932 instituted exchange control and established the Exchange Control Commission (Comisi6n de Cambios Internacionales).2 The effect of the five mainprovisions of the enacting legislation was to shift considerable control overforeign-exchange operations from the Central Bank to the new commissionand to limit substantially the scope of private operations: (i) the Central Bankalone could buy and sell foreign exchange; (ii) the Central Bank fixed theofficial rate used by large-scale mining enterprises; (iii) the commission determined other rates; (iv) the commission allocated foreign exchange, withpreference to be given to raw materials, prime necessities, and drugs; (v) thecommission had control over exports. Nitrate, iron, iodine, and copper exporters were required to purchase domestic currency to cover "legai costs ofproduction." All other exporters were required to obtain export permits and 
to return all foreign-exchange earnings to Chile.

Over the next decade the control system became quite complicated, with amultitude of rates, specified uses, and independent agencies involved. An example is given by the summary in Table 3.1 of the sources and uses of foreignexchange in February 1942. This complex system was perceived to havecaused many inefficiencies. Moreover, it reputedly was administered in anarbitrary manner, with frequent unanticipated and unpublicized changes. TheEmergency Power Act (Law 7200 of July 21, 1942) was intended to simplify 	 the system somewhat. The Consejo Nacional de Comercio Exterior(CONDECOR; National Council of Foreign Commerce) was created to replace the Exchange Control Commission, the Export Control Service (Servicio
de Control de Exportaciones), 
 the Import License Commission (Comision deLicencia de Importaciones), and the National Supply Agency (Junta Nacionalde Abastecimientos). In addition, the power to fix all exchange rates was re
turned to the Central Bank.
 

Law 8403 of December 29, 1945 
 (by which Chile ratified the BrettonWoods Agreement) introduced further procedural reforms. One of these wasthat an annual foreign-exchange budget (presuplesto de devisas) was 	to bedrawn up each September for the following calendar year to aid in the distri
bution of foreign exchange. #

Law 9839 of November 1950 further altered the exchange control systemby (i) redefining the membership of CONDECOR in an attempt to make it more technical and less subject to sp :cific private interests; (ii) replacing theannual foreign-exchange budget by a more flexible system in which expectedfuture exchange-rate movements were incorporated (calculo estinado del 
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TABLE 3.1 , ... 
Sources and Uses of Foreign Exchange InChile InFebruary 1942 

Source 

Exchange of dollars for escu-
dos to pay domestic cost of 
production in large-scale 
mining at 0.0 1937 escudos 
per dollar 

2. 	Small- and medium-scale 
copper mining (Caja de 
Cr.dito Minero) 

3. Nitrates and iodine 
(CONVENSA) 
a. Amounts agreed upon with 

government at 0.01937 
escudos per dollar 

t. 	 Cost of production from 
compensation "A" account 
exchange 


c. Remainder at 0.025 
- escudos per dollar 

4. 	Gold sales at 0.031 escudos 
per dollar 

5, 	Other commodity exports 

. a. Quotas from 1.0-20.0 

per cent of value at 

0.0 1937 escudos per dollar 

b. Specified important agri-
cultural exports at 0.031 
escudos per dollar 

c. 	Other exports at 0.025 
escudos per dollar 

Sold to 

Caja de Amortizaci6n 
(government debt-
funding agency) 

Central Bank 
.at 


Caja de Amotizaci n 

Compensition Office 

Caja de Amortizaci6n 

Central Bank 

Central Bank 

Commercial banks 

Commercial banks 

.(Continued) 

Use 

To provide exchange 
at 0.031 escudos 
per dollar 

To provide exchange 
0.031 escudos 

per dollar,. 

To provide exchange 
at 0.031 and 0.025 
escudos per dollar 

To provide exchange 
for compensation 
countries 

To provide exchange 
at 0.025 escudos 
per dollar 

To provide exchange 
at 0.031 escudos 
per dollar 

Government foreign 
-expenses 

To provide exchange 
at 0.031 escudos 
per dollar 

To provide exchange 
at 0.025 escudos 
per dollar 
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...,.TABLE 3.1 (concluded). 

-.Source - Sold to Use 

5, Private funds 
a. 	Legally sold funds at Cajade Amortizaci6n To provide funds atfree-fund rate - free-fund rate 
b. 	 Illegal or black-market Black-market dealers To provide funds atfunds 

- black-market 

rate 
7. 	 Tax revenues, payable in
 

foreign exchange
 
a. 18 per cent tax on profits Government Service of foreignof large-scale copper debt or sold 4t

mining 0.031 escudos per 
dollar

b. 	 1s per cnt tax on profits Government Use of CORFO orof large-scale copper sold at 0.025 or
mining (earmarked for 0.031 escudos per
CORFO) and 1.25 cents dollar 
per pound of increased 
price paid by Metal 
Reserve Corporation 

c. 25 per cent of profits of Government Foreign debt service 
Nitrate and Iodine Market
ing Corporation, part of 
duties on imports of 
petroleum, and on copper 
and nitrate production 

8. Export-Import Bank $12 Government Use of CORFO'or
million credit to CORFO sold at 0.025 or 

0.031 escudos per 
dollar 

SOURCE: Ellsworth [1945:60-62]. 

movimiento de devisas);and (iii) giving commercial banks and other entities
the right to undertake foreign-exchange operations with the prior authoriza
tion of CONDECOR. 

The switch to a Phase III regime as part of the Klein-Saks-lbafiez stabilization program was accompanied by further changes in the institutional re
sponsibility for overseeing exchange operations. Law 12084 of August 19, 
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.1956, replaced CONDECOR by the Foreign Exchange Commission (Corn
and gave the Central Bank much 

ision de Cambios Internacionales; COCAIN) 
more control over the exchange market. The obligation to approve an annual 

budget of expected exchange needs was eliminated. Commercial banks were 

authorized to operate in the bank spot market, but could sell foreign exchange 

only in amounts indicated on prior-deposit certificates (see subsection 4.1.4, 

below). Various exchange dealers, tourist agencies, and hotels were authorized 

to operate in the free brokers' market. 
as part of the Alessandri stabili-

The liberalization to a Phase IV regime 

zation program resulted in additional changes in institutional responsibilities. 

After January 27, 1959, commercial banks were allowed to deal in all classes
 

of foreign exchange and monetary instruments in the brokers' market. Decree
 

Law 250 of April 6, 1960, moreover, incorporated the Foreign Exchange
 

Commission into the Central Bank. The Central Bank thus had more control 

over exchange operations than it had had since 1931. 

The reversal to a Phase II regime in 1962 diminished somewhat the role 

of the Central Bank vis-'-vis the rest of the government but not relative to the 
under the supervision of the 

private sector. Exchange control remained 

foreign trade department of the bank, but the Treasury began to receive foreign 
were al

loans without Central Bank intermediation. Only commercial banks 
December 17, 1963, when

lowed to operate in the bank spot market (until 
to the bank future market). Commercialrestrictedcommercial banks were 


banks and authorized dealers (until the latter were excluded on May 3, 1963)
 

were allowed to operate in the brokers' market.
 

For the return to Phase III associated with the Frei stabilization attempt, 
the

which began in 1965, the institutional arrangements remained basically 

same. The foreign trade department and the department of international trans

actions of the Central Bank continued to be in charge of the exchange control 

system. Some functions of the former department were delegated to local com

over all imports of the copper industry
missions in important cities. Control 
was entrusted to the Copper Corporation (CODELCO). Imports for the 

public sector were supervised by the Interministerial Import Committee for 

included Central Bank representatives). Beginning
the Public Sector (which 
July 31, 1965, hotels were permitted to accept foreign exchange in payment of 

were
travelers' normal hotel charges, and certain hotels in remote areas per

as well. Beginning De
mitted to accept foreign exchange for other purposes 

were made subject to
cember 7, 1967, all transactions in foreign securities 

Central Bank authorization. Such modifications in institutional responsibilities, 

however, were relatively minor. 
control under the

The initial institutional arrargcments for exchange 
were the same as in the previous phase, with operationsAllende government 

of certain foreigncentralized in the Central Bank, but with supervision 
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exchange transactions the responsibility of other government agencies. Subsequent modifications were made, however, when the regime reverted to aPhase II type as part of the over-all attempt to increase government control.Central Bank Circular 1510 of April 28, 1971, excluded all but state-ownedbanks from operations in the brokers' market. Under Superintendent of Banks.Circular 31 of September 6, 1971, all banks were required to inform theCentral Bank regularly about the magnitude of credit lines abroad. UnderCentral Bank Executive Committee Circular 1015 of December 22, 1971,banks authorized to deal in foreign exchange lost the right to maintain positionsin foreign exchange or in gold (although on August 4, 1972, this right was 
reinstated subject to quotas). 

3.2 MAJOR TRENDS IN NOMINAL 
EXCHANGE RATES (NERs) AND PRICE-

LEVEL-DEFLATED 
 NERs (PLD-NERs) 

Exchange-rate policy is a principal component of any foreign-sector regime.
For most of the years since 1931, Chile has had an explicit multiple-exchange
rate system. The main average annual NERs for 1931-72 are shown in Table
A.7. Because of the substantial inflation (cf. line 2.1 in Table A. ), however,PLD-NERs are moreof much interest than the NERs. Table 3.2 containsthe major average annual PLD-NERs for the same period. In the followingcolumn-by-column discussion, primary emphasis is given to the bank spot rateand the brokers' rate because these have been the most important ones during
the past two decades. 

3.2.1 Official PLD-NER. 

The official NER (called the special rate after 1942) was set by the'Central Bank for the following uses: (i) government imports; (ii) the legalcost of production and local costs of investment (until 1947) for large-scalemining; and (iii) the conversion of proceeds of almost all other exports at avarying quota (1-20 per cent) after September 1932.1 The official NER wasreduced substantially in the 1932-34 period, then increased to the level atwhich it remained fixed for the next two decades (column I in Table A.7).The Nuevo Trato of 1955 ended the use of this rate for large-scale coppermining (see subsection 4.2.1). Law 12018 of April 23, 1956, eliminated thelast use of this rate, which was for part of the proceeds from nitrate exports.
A constant NER for two decades--given the substantial domestic priceincreases-implies a tremendous decline in the official PLD-NER (column Iin Table 3.2). The PLD-NER for 1956 was only 2 per cent of that for 1939. 
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TABLE 3.2
 
Major Average Annual Price-Level-Deflated Nominal Exchange Rates of
 

Chile, 1931-72
 
(1965 escudos per U.S. dollar)
 

* 
Phase and 

Year 

Official 
(special 

after 1.942) 
(1) 

Export 
Draft 

(2) 
Gold 
(3) 

Wine 
(4) 

Free Funds 
(parity after 
Dec. 1946)a 

(5) 

Black or 
Free Marketb 

(6) 

I-II 

1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 

6.301 
7.050 
4.450 
3.232 
6.480 
5.901 
7.318 
7.677 

16.959 
11.067 
8.404 
8.133 
7.932 
9.664 
9.889 

10.658d 
12 .845d 
13.480d 

10.578 
11.205 

10,679d 
12.544d 

11.341 
8.381 
8.381 
8.526 
9.822 
10.702 

1939 
1940 
1941 

7.900 
7.174 
5.869 

10.188 
9.251 
7.575 

12.614 
11.451 
9.393 

13.051 
12.156 

9.558 

1942 4.966 6.410 7.948 8.110 

1943 
1944 

4.210 
3.654 

5.434 
4.716 

6.739 
5.849 

6.991 
5.949 

1945 
1946 

3.521 
2.980 

4.545 
3.846 

5.636 
4.769 

5.827 
5.297 

1947 
1948 
194F 
1950 
1951 
1952 
1953 
1954 
1955 

2.333 
1.956 
1.641 
1.403 
1.159 
0.944 
0.750 
0.446 
0.256 

3.012 
2.525 
2.118 10.470 

9.901 
8.048 
8.027 
7.341 

6.582 
6.491 
6.582 
5.641 
4.625 

3.734 
3.131 
2.627 
2.246 
1.856 
1,512 
4.263 
2.534 
1.456 

5.681 
6.136 
6.361 
6.637 
5.377 
5.951 
7.286 
7.718 
7.483 

III 

1956
"1957 

0.162 0.920 
0.717 

-4.401 
5218 

1958 0.568 ,5.684." 

IV
 
.0.404 3.8911959 

3..481960 

3.2951961 
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Bank Market Special CentralSpot. NationalFuture Commercial Provisional Bank Brokers' Accounts e(7) (8) (9) (10) (11) (12) (13) 

6.301 
7.025 

10.674 
10.727 
8.046 
7.308 
9.445 
9.909 

10.196 
9.259 
9.090 
7.692 
6.521 
5.660 
5.454 
4.615 

4.343 3.8554343.644 3.636 
3.2203.115 

6.513 3.6955.389d 3.623 4.347 5.118 3.4135.522 2.994 3.592 6.042 3.2194.272 2.439 2.926 6.744 2.9452.830 1.937 2.325 6.682 2.3962.716 
7.152 2.397 

3.790 
4.175 4.468 2.9374.050 
4.044 4.527 4.0704.098 
4.072 5.167 3.695 

3.847 
3.840 3.877 3.8553.528 
3.521 3.528 3.5213.271 
3.264 3.271 . 3.264 
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TABLE 3.2 (concluded) 

Official Free Funds 

Phase and 
Year 

(special 
after 1942) 

(1) 

Export 
Draft 

(2) 
Gold 
(3) 

Wine 
(4) 

(parity after 
Dec. 1946)a 

(5) 

Black or 
Free Marketb 

(6) 

II 
1962 4.812 

1963 5.776 

1964 6.091 

I 

1965 5.350 
1966 4.637 

1967 3.934 

1968 4.398 

1969 4.896 

1970 5.780 

II 
10.9891971 
17.0491972 

Mean 3.836 7.315 10.096 5.984 4.921 7.279 

SOURCE: The sources for the NERs and EERs are given in Table A.7. The deflator 

for 1931-39 is the wholesale price index; for 1940-71 it is the GDP deflator from the 
CORFO and ODEPLAN national accounts; and for 1972, a weighted average of the 

consumer and wholesale price indices (with weights of 0.667 for the former and 0.333 

for the latter). 
a. After June 1959 calculations of the IMF for Chilean reserves and balance of 

payments have been based on the bank rate. 
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Bank Market 
Special CentralSpot 	 NationalFuture Commercial Provisional

(7) (8) 	
Bank Brokers' Accountse(9) (10) (11) (12) (13) 

3.140 

314.2

3.539 4.629 	 3.140 4.815 3.1713.537 5.684 	 3.5323.041 3.515 3.043 4.108 3.100 

3.128 3.310 3.131 3.739 3.2373.082 3.117 3.082 3.623 	 3.1173.045 3.045 3.045 3.448 3.0753.142 3.142 3.142 3.619 	 3.1753.083 3.083 3.083 3.486 3.1062.954 2.954 2.954 3.453 2.989 

2.482" 2.482 2.482 4.095f 	 2.7061.527a 
2.748 f 1.698g 

3.764 3.236 2.749 3.298 3.347 4.605 5.024 

b. End of June for 1948-72. 
c. Weighted average of legal exchange rates. 
d. End of year. 
e. See note f in Table A.7. 
f. See note g in Table A.7.g. 	 Weighted average of the bank markei and brokers' market rates described innotes f and g of Table A.7. 
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Over the years, th, decline in this rate manifesied itseif, ceteris paribus, in 

increasing incentives for government imports, decreasing incentives to use 

local factors in large-scale mining, and decreasing incentives to export generally. 

3.2.2 Export Draft PLD-NER. 

The export draft NER was first quoted in August 1931. It was initially a 

free rate at which exporters other than those in large-scale mining could sell 

or use their proceeds to do their own importing. Banksdirectly to importers 
In 1935, however, bewere sometimes intermediaries in these transactions. 

cause of the scarcity of exchange, the Exchange Control Commission required 

that beginning in September 1936 all transactions be handled by the banks at 

a fixed rate. 
The export draft NER followed approximately the same pattern as the 

30 per cent higher level (column 2 inofficial NER, but generally at about a 
Table A.7). A decline in 1933-35 was followed by an increase in 1936 be

was fixed at a high level in that year owing to an exchangecause the NER 
shortage in late 1935 and early 1936. Then the export draft NER was reduced 

in 1937 to the level at which it remained about constant for the next twelve 

years. 
2 in Table 3.2) rose inAlthough the export draft PLD-NER (column 

the late 1930s, it was 10 to 24 per cent lower than the new free funds PLD-

NER (column 5 of the table). Pressures therefore increased for use of the 

former for imports and the latter for exports. The Exchange Control Com

mission responded in 1939 first by allowing only imports of goods designated 

as "essential" at the export draft NER and then by continually reducing the 

number of goods so designated. After 1939 the commission also yielded to 

pressure from exporters to reclassify their nonquota returns (i.e., those which 

were not required to be converted at the official rate) from the export draft 

NER to the free funds NER. The export draft NER subsequently was used 

less and less and not at all after 1949, by which time the export draft PLD-

NER had declined to about a fifth of the 1939 level. 

3.2.3 Gold PLD-NER. 

The gold NER was established after the exchange shortage of late 1935 

and early 1936 to covcr luxury imports anid travel abroad. The source of ex

change was sales from the government-run gold office. Since this office pur

chased gold at the equivalent of 0.02711 escudos per dollar, and the gold NER 

was at first 0.0300 escudos per dollar and subsequently (after October 30, 

1936) 0.0350 escudos per dollar, the government acquired revenue directly 
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from these transactions. The gold rate was legally abolished in December 1936,but sales continued de facto at 0.030 and 0.035 escudos per dollar. In August1937 these rates were lowered, respectively, to 0.029 and 0.034. At the beginning of 1938 the special NER for gold exports was discontinued and the 
export draft NER was applied to gold exports.

Almost eleven years later, in response to pressure from gold-mine owners,Law 9270 of December 1948 was passed, authorizing CONDECOR to allowthe importation of any articles paid for by foreign exchange received from thesale of domestically produced gold (subject to a semiannual quota set by presidential decree). Thus, the gold rate was reinstated. In 1954 it became inoperative as a result of the government's decision not to announce the semiannual 
quota.

Throughout its existence the gold NER exceeded all other NERs includingthe black-market rate. In the 1949-53 period, for example, the gold NERaveraged 2.6 times the weighted average of all legal rates (i.e., the nationalaccounts rate) and 1.3 times the black-market rate (cf. columns 3, 6, and 13 inTables 3.2 and A.7). The differential between the gold and black-market ratesreflected the high cost of smuggling the type of goods, e.g., consumer durables,
for which the former was used. 

3.2.4 Wine PLD-NER. 

The wine NER was established in 1951 by CONDECOR for a list of nonessential items which, if import licenses were granted, could be imported withforeign exchange received from wine exports. Initially this rate was kept at0.020 escudos per dollar above the flexible bank spot NER. For the last quarter of 1952 and part of 1953, use of the wine NER was suspended, andwine export proceeds were converted at the lower free funds NER becauseCONDECOR and the Central Bank decided that foreign exchange could notbe spared for nonessehtial goods. In February 1953 the wine NER was set at0.060 escudos per dollar above the fixed free funds NER. In May 1954 it wasadjusted to 0.150 escudos per dollar above the free funds dollar rate and at0.120 escudos per dollar above the conversion rate for all other currencies. InOctober 1955 it was replaced by the special-area NER under which listed nonessentials could be imported, using the export proceeds of wine and a fewother products, at almost double the old wine rate (again, subject to the grant
ing of import permits).

The wine NER averaged about 16 per cent below the gold rate for overlapping years, but about 109 per cent above the weighted average of all legalrates. The added return for wine exports, as in the case of gold exports, wasquite substantial because these activities were accorded preferential exchange
rate treatment. 
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3.2.5 Free Funds PLD-NER. ' 

The free funds NER (disponibilidadespropias) was established in 1937 
to' serve the same basic functions as the gold rate. However, over the years, 
this NER covered more and more imports as the Exchange Control Commis
sion declared increasing numbers of goods to be luxuries due to the shortages 
of exchange at the export draft NER. The excess demand for exchange at the 
latter rate was intensified in 1940, when all minerals produced by domestically 
owned companies were reclassified from the export draft to the free funds 
NER, and in 1941, when certain agricultural exports (e.g., fruits and wines), 
manufactured goods, and specified returns on services were similarly reclassi
fied. By the end of 1941 most imports, except for those traditionally deemed 
essential (e.g., drugs, sugar, newsprint), were transacted at the free funds 
NER. 

In 1946, in response to an IMF inquiry, the parity free funds NER was 
given as 0.031 escudos per dollar. In that same year this rate was established 
for.use of the 1-20 per cent quotas on the conversion of proceeds from small
and medium-scale mining mentioned above in the discussion of the official 
NER. 

Because of serious balance-of-payments problems in 1948, approximately 
the same exports which had been reclassified to the free funds rate in 1940 and 
1941 plus machinery and equipment, some invisibles, and "necessary" im
ports (i.e., neither luxuries nor goods of primary importance) were reclassi
fied to the new higher bank spot NER. At the same time essential imports and 
less favored exports (e.g., wool and fish products) were raised to the free 
funds rate from the export draft rate. 

• The free funds NER was maintained at 0.031 escudos per dollar and sub
sequently was used less and less, although at the end of 1951 it was still utilized 
for the liquidation of some insurance, minimum quotas on the proceeds of 
certain agricultureal exports (35 per cent for bran, hides, skins, wax, and wool 
and 20 per cent for lentils, frozen meat, and chick peas); and for imports of 
certain government items, necessities (drugs, antibiotics, sugar, newsprint, 
tallow, wheat, and flour), and some invisible items. On October 5, 1953, the 
IMF sanctioned an ilcrease from 0.031 to 0.110 escudos per dollar for the 
parity rate, which thereafter remained fixed at this level. But after several years 
the PLD-NER had declined so much (see below), that the parity was no longer 
utilized. After 1959 quotations were no longer given for the free funds NER. 

The free funds PLD-NER declined monotonically from 1939 through 
1952, with a value in 1952 of less than 12 per cent of the 1939 value (column
5 in Table 3.2). The parity change in 1953 increased this PLD-NER by a 
factor of 2.8 in comparison to the previous year--but only to about a third of 
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'the 1939 level.By4959 the PLD-NERhad declined to 9 per.cednt of the 1953 
value and to,3 per cent of the 1939 value. 

3.2.6 Black- or Free-Market PLD-NER. 
The black- or free-market NER varied substantially over the years. Operations in this market were not legally recognized before November 1950,when CONDECOR was authorized to use it for capital transferred to Chile inthe form of foreign exchange for uses other than in large-scale mining, or after1961. Nevertheless, this NER has played important roles as an index of thetightness of exchange control in the other foreign-exchange markets and as an

index of economic and political expectations.r
The black market developed immediately after the initiation of exchangecontrol, in mid-1931. It originally was the only source of foreign exchange for many invisible imports as well as for imports of unauthorized goods, and wasutilized quite extensively in the early and mid-1930s. The subsequent establishment of the gold and free funds NERs provided alternative legal markets

for many foreign-exchange operations; so demand shifted downward in the 
black market. 

When exchange control was tightened after World War 11, black-marketactivity expanded again-especially during the near-hyperinflation in 1954
and 1955. In the first decade after the war, the black-market PLD-NERtended to increase regularly except during the boom years in the copper market,
touched off by the Korean War (column 6 in Table 3.2). In the period ofpolitical and economic chaos of 1954-55, substantial capital flight occurred
through this market. As a result, the ratio of the black-market NER to thenational accounts NER reached 3.17-the highest level recorded before 1971 
(also see Chart 1.1).

During the post-1955 phases, four characteristics of the evolution of theblack-market PLD-NER stand out: (i) During the 1959-61 Phase IV periodexchange control decreased so much that the black-market rate did not differsignificantly from the legal rates. (ii) At the start of each of the three stabiliza
tion programs this PLD-NER fell considerably below its level of the preceding
year: 31 percent in 1956, 32 per cent in 1959, and 12 per cent in 1965 (butto 35 per cent below the 1964 level by 1967). These drops partially reflecteddeclines in exchange control in the legal markets. (iii) In each of the three
presidential election years-1958, 1964, and 1970-the black-market PLD-NER increased somewhat because of related political uncertainties. (iv) Afterthe 1970 election of Allende, the black-market PLD-NER soared to historical
highs because of fears and uncertainty about the attempt to transform 
economy to socialism.6 The 1972 black-market PLD-NER was 

the 
2.2 times the 
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predvious post-World War II peak of 1954i The ratio of the black-market NER 
to:the national accounts NER in 1972 averaged over 10.0:compared to a 
mean of 1.45 for the entire 1931-72 period. 

3.2.7' Bank Spot PLD-NER. 
1".'-InFebruary 1948, in response to a balance-of-payments crisis, the bank 

spot NER was set by Decree 255 of the Ministry of Economics at 0.043 
escudos per dollar. Those categories of exports and imports mentioned above 
in the discussion of the free funds NER were immediately transferred to this 
rate, and large-scale mining companies were allowed to use this rate for con
verting new investment funds. In January 1950 a provisional NER of 0.060 
escudos per dollar largely replaced the bank spot rate. Subsequently, in 1951, 
the bank spot NER was increased to 0.0900 and, in turn, replaced the special
commercial and provisional rates. 

In 1953, in probably the single most important attempt to rationalize the 
exchange-rate system in the 1931-55 phase, decrees 741 and 742 made the 
bank spot NER applicable to almost all merchandise imports and to a sub
stantial portion of merchandise exports. This NER covered approximately 36 
per cent of the inflows and 40 per cent of the outflows in the foreign-exchange 
budget in the first half of 1953 and approximately 90 per cent of the outflows 
in the second half of the year. Substantial excess demand soon developed for 
exchange at this rate, however, partly because the price of dollars it implied 
relative to the price of the currencies covered in bilateral agreements was 
quite low. Moreover, the bank spot PLD-NER declined rapidly (column 7 in 
Table 3.2). Therefore, the relatively unified exchange-rate system quickly 
evaporated as new restrictions were introduced and items were moved to 
other NERs. 

After 1955 the bank spot NER again was the dominant rate for goods 
transactions. In the 1956-58 Phase III period, it was used for almost all im
ports and related invisibles, government invisibles, 9ducation-related invisibles 
(up to certain limits), and capital transfers (subject to the decree of November 
10, 1953, discussed below). Exceptions included large-scale mining trade and 
imports of certain necessities (e.g., sugar, tea, Paraguayan tea, kerosene) 
worith up to $30 million, which were given a rate of 0.300 escudos per dollar 
prior to July 1957. Because of frequent devaluations during this phase, includ
ing a series of incremental changes in the first half of 1957, the bank spot 
PLD-NER increased to its highest level since 1953. The 1957 and 1958 
levels, moreover, have not been attained again since that time. 

On January 27, 1959, the Alessandri government introduced a Phase IV 
regime, instituting a unified NER of 1.051 escudos per dollar and in effect de
valuating the currency. The Instituto de Economia [1963:203] and Leftwich 
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[1966:407] suggest that, given the trade regime in operation at the time, thisrate was close to equilibrium. From that date until the end of this phase, theCentral Bank maintained fixed NERs (Table A.7) as a symbol of stability.However, because of continual internal inflation (albeit at a greatly reducedrate), the PLD-NERs declined steadily (by over 20 per cent between 1958and 1961 for the bank spot PLD-NER).
After a foreign-exchange crisis at the end of 1961, a Phase II regime withmultiple exchange rates was reintrcduced. The bank spot NER initiallykept constant wasas a symbol of price stability despite obvious, ever-increasingdisequilibrium. Finally, it was supposedly (but not actually) freed after a 33per cent devaluation, on October 15, 1962, an act which was encouraged bythe IMF. Because of the continuing foreign-exchange shortage and the Central Bank's continued prevention of adjustments in the bank spot market,shortages existed at that rate. Therefore the Central Bank increasingly switchedtransactions to the bank future NER (see below). The baik spot NER alsowas raised, but not enough to arrest the decline in the bank spot PLD-NER 

more than temporariy.In 1965 the new Frei government initiated a Phase III regime. As onecomponent of that regime, in April 1965 the Central Bank adopted a slidingpeg or programued exchange-rate policy in which small devaluationsabout 1 per ceui at a time-were announced every 15 or 30 days with theintent of increasi.,g the PLD-NER by about 2.0 per cent per year. That thebank spot NER v,.s adjusted with great frequency in itself was not such anovelty. Monthly adjustments were made in that rate between April 1952 andJanuary 1953, between April 1956 and January 1959, and between October1962 and the initiation of this new policy. The novelties of such a policy inthe Chilean experience lay in the explicit intent slowly to increase the PLD-NER and in the official claim that such a policy was advantageous.A numbcr of a priori advantages have been claimed for the Chileansliding-peg exchange-rate policy of this period: T (i) Exporters would not besubjected to wide variations in their returns because of unanticipated exchangerate policies or because of substantial fluctuations in the PLD-NER. Instead
they could plan ahead confidently 
 with the guarantee of a slightly increasingPLD-NER. (ii) Import-substitution activities would not be subjected tofluctuating protection with relatively high EPRs after a large devalution, thendecreasing EPRs as competitive imports became ever cheaper due to decliningPLD-NERs.s Such a pattern had occurred repeatedly in the Chilean experiencebecause of the combination of fixed NERs and internal inflation. Operators ofimport-substitution enterprises therefore could plan ahead with much greatercertainty. (iii) Speculators acting with knowledge of frequent small devaluations would have a less destabilizing effect on the market than if there wereinfrequent, but large (and profitable, if correctly anticipated) devaluations. 
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(iv) 	Desired inventory holdings would be lowered owing to the relative unlike

on future imports, given the
lihood that severe restrictions would be placed 

improved balance of payments resulting from the sliding-peg policy. (Actual 

inventories, however, might increase despite a decline in desired inventories if 

had 	previously been below desired inventories because of
actual inventories 

exchange restrictions.) (v) Average capacity utilization would be increased,


Directbecause of the constant availability of required imported inputs. (vi) 

inflationary pressures would not be increased, except possibly in the short run, 

by the series of frequent small devaluations in place of infrequent large devalu

ations; and the psychological impact of devaluation on inflationary expectations 

might be less under the former than under the latter policy. 

In Part lII, I evaluate some of these claims. At this point it is pertinent to 

note, however, that in the six-year experience with the sliding-peg exchange 

rate the bank spot PLD-NER generally declined (except in 1968)--despite 

officially announced intentions of achieving the contrary (column 7 in Table 

3.2). 
In July 1970 the sliding-peg policy was discontinued because of the tradi

tional claims raised by the opposition in the presidential election campaign

that it was inflationary and that it favored rich foreign and national exporters. 

After the election Minister of Finance Am6rico Zorrilla [1970:1488] of the 

new Allende government announced, on November 27, 1970, that the escudo 

would no longer be periodically depreciated and, also, that exchange control 
as awould be intensified." The government adopted a fixed bank spot NER 

as a buffer between external andsymbol of stability " and proposed to serve 
internal markets in order to protect the domestic economy from any external 

new 	administrationdisequilibriums or fluctuations. 1 For the first year of the 

the bank market NER was in fact kept constant (see Table A.7), although 

during this period changes were made in access to that market. 12 As a result 

the bank spot PLD-NER dropped 16 per cent in 1971 to the lowest level re

corded since the establishment of the rate in 1948. 
The fixed NER symbol was abandoned in December 1971 with a nominal 

was intensifieddevaluation of approximately 30 per cent. Exchange control 


and the bank spot rate was replaced by four rates for four detailed lists:
 

(A) 	primarily agricultural and petroleum imports, at 12.21 escudos per dollar; 

the basic rate for exports, for principal merchandise imports of necessities,(B) 
pharmaceuticals, fertilizers, and agricultural inputs, and for invisible imports 

and exports related to credits from international organizations and services 

from international news agencies and postal and parcel post agencies, at 15.80 

escudos per dollar; (C) imports of machinery and parts, imports of non

essential primary materials, and imports of manufactured products, indemnifi

cation and premiums for insurance on ships and planes, and inflows and 
and 	 16 of Decree 1272 andoutflows of financial capital under articles 15 
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Decree Law 259, at 19.00 escudos per dollar; and (D) luxuries and Othernonnecessities, at 25.00 escudos per dollar. This new structure was intendedto favor imports of mass-consumption goods and intermediate inputs.
Because of the accelerating inflation, 
a further devaluation was implemented, on August 7, 1972, equivalent to a 58 per cent nominal change in thebasic rate. At the same time, several additional lists were established, makinga total of seven altogether, with rates for the seven ranging from 20 to 80escudos per dollar. Moreover, the executive committee of the Central Bankannounced that it would establish higher rates for foreign currencies derivingfrom nontraditional exports, the promotion of which would be in the nationalinterest. Despite these two major devaluations in less than eight months, however, the basic bank market PLD-NER in 1972 fell 38 per cent below the 1971level to an all-time low. On August 3, 1973, still further changes were made:the new rates ranged from 25 to 890 escudos per dollar. Nevertheless, owingto the raging internal inflation, the PLD-NER continued to fall on the averagein 1973.13 

3.2.8 Bank Future PLD-NER. 
The bank future NER was introduced in 1963. Because shortages existedat the bank spot NER the Central Bank authorized commercial banks to sellexchange at a bank future NER for necessities (i.e., items with a prior-depositrequirement not greater than 10 per cent) and to buy exchange at this rate fromthe proceeds of exports other than from large-scale mining with delivery to beeffected in less than 90 days. Starting on November 8, 1963, the Central Bankbegan quoting the bank future NER at a 20.3 per cent differential from thespot NER. Effective December 18, 1963, commercial banks were no longerpermitted to buy exchange at the bank spot NER. The effect of this change,together with a series of changes in 1964 that increased the upper limit ofprior-deposit categories for import items that qualified for the bank future rate,was to shift almost all merchandise exports other than those from large-scale
mining and all nongovernment merchandise 
 import operations to the bankfuture NER. Importers preferred this rate even though it was higher than theb-ink spot NER because of the increasing uncertainty and delays they experienced in trying to do business at the latter rate. Thus an effective devaluationoccurred, with large-scale mining once

change rate since it was 
again faced with a discriminatory exlegally bound to effect all exchange operations withthe Central Bank at the bank spot NER.in the early part of the Phase III regime of the Frei government evengreater access to the bank future NER was granted by a series of ten announcements in 1965 and January 1966. On January 10, 1967, the bank spot andfutureNERs were unified as part of the attempt to simplify the exchange
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:ontrol system. Separate but identical quotations were given for each : rate 

intil the December 1971 exchange-rate realignment. 
During 1963-66, the four years in which the bank future NER was dis

nct from the bank spot NER, the percentage difference declined steadily; it 

,vas 31 per cent in 1963, 16 per cent in 1964, 6 per cent in 1965, and 1 per 
:ent in 1966. Over the same period of time the bank future PLD-NER dropped 

)y a third (column 8 in Table 3.2). 

3.2.9 	 Special-Commerical PLD-NER. 

*Thespecial-commercial NER of 0.050 escudos per dollar was introduced 

in August 1950 to favor the importation of certain petroleum products, agri

.ultural machinery, raw cotton, and india rubber. By the end of 1951 it 

:overed approximately 98 per cent of the export proceeds from nitrates and 

iodine, as well as imports of crude oil, gasoline, tea, Paraguayun tea, paraffin, 

antibiotics, kerosene, rubber, jute, cellulose, ships, etc., and certain invisible 

items. In 1953, it was replaced by the bank spot rate, and has not been in use 

since. The special-commercial PLD-NER fell 47 per cent in the four years dur

ing which it was quoted (column 9 in Table 3.2). 

3.2.10 Provisional PLD-NER. 

The provisional NER of 0.060 escudos per dollar, which is discussed 
above in the section on the bank spot rate, was instituted in January 1950 and 

not utilized after 1953 except for the conversion of new investment funds for 
large-scale mining. The provisional PLD-NER also fell 47 per cent in the 
four years during which it was utilized (column 10 in Table 3.2). 

3.2.11 Central Bank PLD-NER. 

I The Central Bank NER was first quoted in 1956 at a level 10 per cent 

above the bank spot NER. In subsequent years, however, the differential was 
much smaller. After 1961 the two rates were identical except in 1965. 

3.2.12 Brokers' PLD-NER. 

'The brokers' NER was established in November 1950 for a number of 

invisible transactions and for the transfer of capital in the form of foreign 
exchange, except for that related to large-scale mining. 14 This was the only 
legal NER that was allowed to fluctuate more or less without quantitative 
restrictions for any significant period of time. It was relatively free in 1950-55; 
at the start of the Phase III period, in 1956; and during the first part of the 
Phase II period, in 1962 and 1963. When it was free and during the 1959-61 
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Phase IV years it was virtually identical to the black-market NER (cf. columns6 and 12 in Table A.7). When the brokers' NER was fixed, the black-marketNER rose to levels as much as 6.2 times as high (in 1972).Except during the period 1959-61, when exchange rates unified,werethe brokers' NER always has been above the weighted average of all legalNERs. By the middle of each of the trio Phase III periods (1956-58 and1965-70) such discrepancies had declined to 11 or 12 nrcent. In both cases,however, they increased thereafter. During the three ?Lase II periods (!95056, 1962-64, and 1971 on), such discrepancies were much higher-almost200 per cent in 1955 and about 60 per cent in 1963 and in 1972. These patterns reflect the practice of using NERs more to limit invisible imports than tolimit merchandise imports at times of exchange shortages.The secular trend of the brokers' PLD-NER was downward during 195072. However, this pattern is distinct in two respects from that of the over-alllegal PLD-NER (see the discussion of the national accounts rate, below):(i) The relative decline has been somewhat greater because the brokers' NERwas a free rate at the beginning and was fixed at an overvalued level at the endof this period, while the other legal rates were fixed at overvalued levels at boththe beginning and the end. (ii) The brokers' PLD-NER has increased muchmore frequently because at times this NER
brokers' NER 

was free and at other times thewas devalued both more and earlier than NERs applicable tomerchandise transactions.15 
As was the case for the bank spot NER, in late 1971 the brokers' NERwas split into several rates: the basic rate remained at 28.00 escudos per dollar,but operations in some invisibles were allowed at the B-list rate of 15.80escudos per dollar or at the C-list rate of 19.00 escudos per dollar.A Furthermore, on August 2, 1972, the brokers' NER was devalued and subdivided intothe following three rates: 

Area 1.36.00 escudos per dollar: for re-export of capital investments underArticle 14 of Decree 1272, expenditures for study abroad, and noncom
mercial medicines;Area II. 46.00 escudos per dollar: for broker market operations not desig
nated as Area I or Area III;Area 111. 85.00 escudos per dollar: for travel and transportation, pensionsand family help to nonstudent nonresidents, obligatory payments in foreign currency abroad by residents in Chile, and extraordinary remittances. 

3.2.13 National Accounts PLD-NER. 

The national accounts NER is a statistical entity only. It is calculated bythe national accounts office as a weighted average of all'of the legal NERs. As' 

http:transactions.15
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such, 	'it is a useful' composite index of over-all exchange-rate movements.' 
Examination of the national accounts PLD-NER (column 13 of Table 3.2) 
suggests two important features: (i) The weighted average of all PLD-NERs 
did not change as sharply as did many of the individual PLD-NERs. This 
characteristic reflects the frequent shifting of items to higher exchange-rate 
categories in lieu of formal devaluation-all in an environment of considerable 
inflation. (ii) From 1940 on, the secular movement in the national accounts 
PLD-NER was downward at a mean exponential rate of 5.4 per cent per year 
(also see Chart 1.1). During the 32 years from 1940 to 1972, the annual 
PLD-NER increased only seven times. In only three of those years-1950, 
1957, and 1963-was the increase as large as 5 per cent. The value for 1972 
was less than one-sixth of the value for 1940. The strong downward secular 
trend in the weighted average of legal PLD-NERs implies that even if the 
exchange-rate system had been near equilibrium in the early 1940s, it was 
unlikely to have remained there long.' 7 The resulting disequilibrium system 
could not be supported for any significant period of time except through the use 
of quantitative restrictions." 

3.2.14 	 Other Rates. 

A large number of additional NERs also were in use at various times. 
Bilateral and compensation agreements (see subsection 4.1.6) implied the 
existence of distinct NERs. From March 30, 1954, until the start of a Phase 
III regime in 1956 imports of certain specified products (e.g., liquor, tobacco, 
truck chassis, tires) were permitted, subject to authorization, using the export 
proceeds of small- and medium-scale mining with different fixed exchange-rate 
differentials for each individual import and export item. At the time of the 
August 1972 alignment, as is noted above, the Central Bank announced it 
would establish special NERs on an individual basis for certain nontraditional 
exports. 

In general these special NERs did not substantially affect the over-all 
average NER. But they did add considerably to the complexity of the system, 
increase distortions, and have substantial income distribution implications for 
those directly affected. 

NOTES 

1. Johnson [1971], McKinnon [1971, 1972], and Mundell [1971], among others, 
have recently argued that exchange-rate policy is.best considered as simply one facet of 
monetary management. 

2. With the July decree, Chile abandoned the gold standard, thus acting two 
months before the pound was devalued, in September 1931, rather than, as Hirschman 
[1963:179] has claimed, in March 1932, six months after the devaluation. 
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3.Of even more interest are the PLD-EERs which incorporate the effects not only 

of exchange rates per se, but also of all the other policy tools to be discussed in chapters4 and 5. In section 5.1, 1 explore the evolution of PLD-EERs and PLD-EER(PI)s In the 
years since the Great Depression.

4. The existence of varying quotas on exports other than from large-scale miningand of varying legal costs of production rates on large-scale mining in effect implied adifferent de facto NER for each export good.
5. The latter role is emphasized in Instituto de Economia [1956:28]. The determinants of the black-market PLD-NER are investigated in Table A.7, note b.
6. The election was on September 4, 1970. Between the end of August and the endof September 1970 the black-market NER increased from 22.8 to 35.0 escudos perdollar, although it subsequently declined somewhat to a year-end level of 28.0 escudosper dollar. Picks' [1971:1241 also reports considerable postelection black-market activityin Chilean escudos in Buenos Aires (almost $13 million's worth in one week with thecross rate up to 50.0 escudos per dollar at one time) and in Bogoti and Quito.7. Ffrench-Davis and Carrasco [1969:901-904] include many of the followingpoints in their Central Batik Bulletin explanation of the government for therationale 


policy.

8. EPRs will not necessarily decline as the PLD-NERs decrease even under ceterisparibus assumptions because the price of inputs might decrease more than the price ofproducts. However Ffrench-Davis and Carrasco [1969:901-904] claim that in theChilean experience the EPRs for the import-substitution industries in fact did decrease insuch circumstances. If quantitative restrictions are effective, moreover, PLD-EER(PI)s 

may not decline even if PLD-NERs drop substantially.
9. According to de Onis [1971b:91: "When President Salvador Allende Gossens ranfor office last year, one of his promises was that Chile would 'terminate agreements withthe International Monetary Fund and put an end to the scandalous devaluations of the 

escudo.'" 
10. The adoption of a fixed NER as a symbol of stability had a certain ironicalaspect to it in that Allesandri, the runner-up in the close presidential election of September 1970, had himself adopted such a symbol twelve years earlier after he had narrowly

defeated Allende in the presidential election of late 1958.
11. For example, the government proposed to protect exporters from any disequilibrium due to domestic price increases and a fixed NER by an expanded drawback
 

program (see subsection 4.2.2, below).

12. Substantial changes were also made in the use of import prior deposits (see

subsection 4.1.4., below).
13. After the coup that ousted the Allende government, yet another devaluation 

was made, on October 1, 1973. 
!1.Starting in November 1953, however, the NER for each new foreign investment

project was negotiated individually.
15. In 1962, for example, the brokers' NER was devalued by 35.1 per cent inJanuary and a total of 110.2 per cent for the year. The bank spot NER, in contrast,was held constant until the 33 per cent devaluation of October 15. In July 1971, thebrokers' NER was devalued by 95 per cent, but the bank spot NER was unchanged until 

the 30 per cent devaluation in December. 
16. Circulars 1672 and 1677 of April 13 and 20, 1972, also established an exchangerate of 42 escudos per dollar for UNCTAD personnel for the duration of UNCTAD 1I.17. Two assumptions underly this statement: (i) imports and exports were somewhat price responsive; (ii) exports or other sources of foreign exchange did not expand 
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0sufljclenfly rapidly to, allow, such a great decline in the equilibrium NER.See Chapters 

- .6-8 for consideration of both of these assumptions. 


in Table A.I and the estimate in Ba ha and Taylor (1973] that.the NER was overvalued
18. For indicators of the degree of disequilibrium in recent decades ,see line 1,1.1 

by 25 to 80 per cent in the 1960s. 



Chapter4 

Supporting Policies for
 
Exchange Control Regimes
 

In the years since 1931, Chile has utilized a large number of policy tools tosupport the exchange-rate systems presented in the previous chapter. In thischapter, the evolution of those policies is described. An awareness of suchdevelopments is important because the levels of EERs, EER(PI)s, and EPRsdepend upon how the NERs are adjusted for the impact of such policies. 

4.1 IMPORT POLICIES 

Some general characteristics of these policies must first be noted.i. A wide range of import policies has been used in Chile because theadministration was attempting to restrain imports in a disequilibrium system atthe same time that it was pursuing a number of objectives not connected withthe balance of payments.
ii. Owing to the attempt to maintain a disequilibrium system with anovervalued exchange rate, cyclical fluctuations have occurred in the extent ofrestrictiveness of the import control system and the degree of its complexity.When favorable external conditions have prevailed and the exchange rate hasnot been too far below the long-run equilibrium level, the import controlsystem has been relatively simple. Once external conditions have deterioratedand the PLD-NER has declined under pressure of inflation combined with afixed NER, the system has been made much more complex and restrictive inresponse to ex ante balance-of-payments deficits.iii. Because of this pattern, a number of policy tools that initially were 
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introduced to liberalize and rationalize the system subsequently were altered 

in their basic character and used to make the system more restrictive and 
wasspecific. The prior-deposit system on imports, for example, initiated in 

1956 with liberalizing and rationalizing intents. As the liberalization attempt 

faltered in 1957 and 1958, however, prior-deposit requirements were raised in 
made more varied in order to discriminateorder to limit imports and were 


more among different imports. Therefore, in the next liberalization attempt,
 

the additional tax was imposed to replace the prior-deposit system. When that 

liberalization attempt failed, prior deposits were reinstituted and the additional 

tax was .maintained. Next, the added additional tax was introduced with the 

same intent, but eventually prior deposits, the additional tax, and the added 

additional tax were all three in effect. 
iv. Some major policy changes have been associated with the switches 

from phase to phase which are delineated in section 1.4 above. 
v. Most policy changes have been small, ad hoc adjustments made in 

response to specific problems that have arisen in the disequilibrium system or 

to concerns other than those related to the balance of payments. Those 

changes often have been very specific in their impact, which probably has 
increased distortions. Overriding general motives for the increased restrictive
ness have included export pessimism and the desire for greater national con
trol over the Chilean destiny, both of which have strong roots in the cata
strophic experience of the Great Depression (see section 1.3). The motivation 
for many of the detailed policy alterations, however, has been the desire to 
limit short-run inflationary effects and to alter income distribution or to favor 
a particular interest group. 

vi. Taxes have always been an important part of the foreign-sector 
regime. Because of accumulative effects they have often been quite high. They 
have not been very flexible, however, in response to changing conditions. They 
also have not been used to absorbing the entire import premium (see sub
section 5. 1.1). In fact, some taxes have been fixed in domestic currency, with 
the result that they have absorbed less of the premium as inflation has oc
curred. For example, Leftwich [1966:405] estimates that the ad valorem 
equivalent of the average specific tariff rate was 70 per cent in 1935, but 
declined to approximately 30 per cent by the late 1930s because of inflation. 
Also the tax of 0.0 15 escudos on foreign-exchange transactions was equivalent 
to more than 9 per cent when it was first applied, in 1954, but declined to the 
equivalent of less than 2 per cent by the time it was abandoned, in 1957. 

vii. Quotas have been utilized with varying degrees of intensity since 
1931. Nonprohibitive quotas, however, have not generally been an integral 
part of the regimes since 1955, except in 1965. The system utilized in that 
year was abandoned relatively quickly because of the perceived negative 
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effects (e.g., penalizing rapidly growing industries and encouraging collusion).
When nonprohibitive quotas have been in effect, the recipients of premiumsgenerally have been the traditional traders, since allocations have been made on the basis of past import patterns. Complete prohibition has been used to
provide protection to a changing group of industries. 

viii. Delays and time constraints have been widely utilized to regulateshort-run foreign-exchange disbursements, especially at times of foreign
exchange crises. 

ix. Prior deposits on imports have been the major policy tool since theywere introduced in 1956. At times of foreign-exchange shortages, such deposits have been raised to prohibitive levels on many items and the wholestructure has been altered to favor specific mass-consumption necessities.During the more liberalized phases (i.e., 1959-61 and 1965-70), the priordeposit system was gradually eliminated, only to be reintroduced abruptly
with the abandonment of the liberalization attempt. 

x. A large number of exceptions to the general regime have always beenin force: special regimes, bilateral trading and compensation arrangements,
exemptions for government agencies, and regional accords. These exceptions
have tended to become more important during less-liberalized phases (although many of the special regimes were established during the Pnase III andPhase IV years of 1956-61). Such exceptions have ocen quite important attimes in terms of the proportions of total imports covered. They have causedconsiderable distortions and have substantially weakened the capability of theCentral Bank (and related agencies) to operate a consistent exchange-control 
system. 

4.1.1 Tariffs and Related Indirect Taxes. 
Law 4321 of 1928 established the legal basis for specific import tariffsfor the next four decades. Before the institution of exchange control, in mid1931, the President had used the power delegated to him by this law to raisethe rates significantly (i.e., by the end of 1930, increases averaging 71 per cent on the 73 per cent of imports affected-and further increases were made inMarch 1931). Subsequent modifications in the early 1930s included, in 1932,

a rise of 10 per cent in the rates for luxuries (primarily as a revenue measure);in 1933, a 50 per cent increase in all duties to counterbalance devaluation; in1934, a 100 per cent gold surcharge to replace the 50 per cent increase of1933;.and in 1935, an increase in the gold surcharge to 300 per cent because 
of further devaluation. 

Ad valorem duties on the landed price, i.e., c.i.f. price plus all other duties
ind costs of clearing goods into the country, were added in 1936, 1941, and 
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,1942. In 1943, Law 5786 created a structure which was maintained until 
1967: 3 per cent on prime necessities, 30 per cent on ordinary consumption 
goods, and 62 per cent on luxuries. 

By the early 1940s the system had become somewhat complex, and the 
sum of customs and landing charges had become quite large. Ellsworth 
[1945:50] provides an example for an automobile tire with c.i.f. value of 
0.605 escudos (.1escudo = 1,000 pesos) in early 1942: 

Basic duty 0.300 
Warehouse charge (4 months) 
Embarkation and disembarkation charges (Law,3852).-

0.018 
0.002 

Statistical duty 0.0212 
Additional duty (Law 4851) ,:0.030 
Port fiscal duties 0.005 

Total 0.3744 
300 per cent gold surcharge 1.1232 

f.49.76 

Advalorem tax (Law 5786): 0.1959 

Total .' 1.6935 

It'is'evident that the nominal protection in this case is very high because of the 
multitude of charges and the accumulative effects of the surcharge and that 
the ad valorem tariff adds significantly to the final price.

No other major revisions of import tariffs were made before 1959. The 
piecemeal modifications which were introduced, however, generally tended to 
increase the explicit tariff-equivalent, for example: (i) As mentioned earlier, 
from 1954 through 1957 a tax of 0.015 escudos per dollar (equivalent to 9.4 
per cent initially) was collected on all exchange transactions classified as not 
for necessities. (ii) At the end of 1955 the exchange-rate base used to calcu
late customs costs in domestic currency was switched from that of the previous 
half-year to that cf thie previous quarter. (iii) In 1956, a tax of I per cent was 
introduced on all sales of foreign exchange. After being increased to 5 per 
cent, reduced to I per cent, and increased to 2 per cent, this charge was 
abolished in 1959. (iv) In 1957, special import taxes on vehicles were 
established. 

In 1959, Law 13305. altered the tariff structure in a major way by im
posing an additional tax (impuesto adicional) of from 5.0 to 200.0 per cent of 
the c.i.f. value for six import categories, payable in United States dollars. This 
tax was intended gradually to replace the prior-deposit system (see subsection 
4.1.4, below) so as to rationalize the regime. At least until May 2, 1960,'an 
amount equal to the additional tax had to be placed on deposit with the 
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Central Bank (and transferred to the Treasury) at the time when the importwas registered with the Foreign Exchange Commission. When the importarrived, the deposit was applied against payment of the additional tax.During the Phase IV period of 1959-61 the list of imports for which additional taxes were due in lieu of prior deposits was steadily expanded. Themaximum additional-tax rate remained at 200.0 per cent, although the minimum was lowered to 0.1 per cent, and new categories were established. InMay 1960, a small number of goods was shifted to lower additional-tax 
categories.

AiJr the reversal to a Phase 1I regime, in 1962, the additional-tax rateswere increased substantially in each category: in the formerly tax-free category, rates were imposed of from 5 to 30 per cent; rates of 10 to 30 per centwere raised to 100 per cent; rates of 50 per cent, to 100 per cent; and rates of75-100 per cent, to 200 per cent. The maximum limit also was raised from200 to 400 per cent in November 1962. In February 1963, many of theseincreases were reversed by the Miuistry of Finance, apparently in an attemptto offset partially the inflationary impact of the devaluation of late 1962.
In November 1964, one of the first acts of the new Frei government wasto institute an added additional tax (impuesto adicionalagregado) ranging upto 300 per cent of the c.i.f. value. The government then eliminated the previouslegal link between increases in additional and added additional taxes and reductions in prior deposits. Consequently, the former taxes could be changedindependently of prior-deposit requtireir1ents. Subsequently, the Ministry ofFinance modified these tax rates for many commodities. The most importantmodification, in June 1966, was a reduction of the additional and added additional taxes on machinery imports: declines from about 90 per cent to 1-10,20-30, or 50 per cent for industrial machinery; from 90-100 per cent to 20 per cent for agricultural machinery; and from 6 per cent to I per cent for 

mining machinery.
In January 1967 Law 16464 replaced Law 4321 of 1928 as the basicChilean tariff legislation and instituted a major rationalization. In the new law,the simpler Brussels nomenclature was adopted, a 5 per cent charge wasestablished on items previously exempted from tariffs, and the multitude ofpreviously existing taxes I was consolidated into specific taxes defined in termsof 0.183057 grams of gold-equivalent per unit and ad valorem taxes on the 

c.i.f. value. 
Some changes were made af:zr January 1967 which were directed towardfurther rationalization. The most important one, made in August 1969, wasthat tariff charges generally were increased by 5, 10, 20, or 35 per cent toreplace prior deposits of 15, 40, 90, or 180 per cent. However, most subsequent changes were of a much more ad hoc nature, as the following four casesillustrate: (i) The registration tax on the c.i.f. value of all imports (which had 
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been established at 1.0 per cent in 1969) was increased to 2.0 per cent in 1967 
and to 3.0 per cent in 1969. (ii) In July 1967, the percentage of ad valorem 

customs charges on capital goods paid out of the proceeds of foreign loans was 

reduced by twenty points for goods imported before the end of the year. (iii) 

In January 1968, ad valorem duties on all private imports (including those 

previously exempt, except for specified foodstuffs and specified commodities 
covered by international agreements) were raised by five percentage points. 
(iv) In September 1968, ad valorem duties on capital goods were reduced in 

proportion to the length of the repayment period for foreign credit obtained 
by the importer. 

4.1.2 Quotas, Licenses, Foreign-Exchange Budgets, and Permitted Lists. 

Integral to the attempt to partition the foreign-exchange market were 

explicit quantitative restrictions limiting access to import subdivisions of that 

market. Decree Law 138 of July 1932 (superseded by Law 5202 in July 
1933) inaugurated the system of import quotas and licenses. The initial pur
pose of this system was to conserve foreign exchange by rationing and other 
means. Soon it was also used for other ends: to bring pressure on other 
countries with exchange control systems in hopes of promoting Chilean ex
ports (e.g., to force Peru to buy Chilean exports; import quotas on Peruvian 
sugar were limited); to redistribute income by subsidizing "necessities" and 
prohibiting "luxuries"; and to provide additional protection (e.g., in the 
1930s for flat glass, light bulbs, calcium carbide, jute bags). The Import 
License Commission (estab!.ished in October 1933) determined the allocations 
of quotas and licenses primarily on the basis of past patterns, with some 
modifications in response to political influence. The Exchange Control Com
mission administered the sy,;tem. The recipients were largely traders. 

At times quotas exceed,.d available foreign exchange; as a result, by 1939 
large quantitits of goods were being held in customs because no foreign ex
change was available. Therefore, the requirement was added that imports 
receive an additional permit before the goods were shipped to Chile. The 
institutional arrangements subsequently were rationalized somewhat through 
the establishment, in 1942, of CONDECOR; the establishment, in 1945, of 
an annual foreign-exchange budget; and the 1950 reform of CONDECOR 
and of the foreign-exchange budgeting system, which temporarily allowed the 
importation of certain machinery, raw materials, and replacement parts at the 
free-market rate without prior authorization. 

During the Phase II period of 1931-55, nevertheless, the underlying 
pattern of operation remained the same. First, an attempt was made to make 
the system more rational and unified by setting up a fixed or controlled ex
change rate for a significant proportion of international trade. Then, because 
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of internal inflation and lags in exchange-rate adjustments, balance-of
payments crises occurred and the foreign-exchange budget was exhausted. In 
response, ad hoc measures were implemented: the suspension of licensing for 
some import or exchange-rate categories (especially luxuries and the gold and
wine rates); the piecemeal reclassification of goods to higher rates; and the 
ad hoc reduction of permitted lists of imports. As a result of these modifica
tions the system remained as complex as it had been initially.2 

With the introduction of a Phase III regime in 1956, arrangements were
altered significantly. In August 1956, Law 12084 abolished the previous sys
tem with its specific quotas in the foreign-exchange budget and its import
licensing. Under this law, there was established a fairly broad list of goods
which could be imported freely by any economic entity upon payment of
duties, taxes, and the prior deposit without licenses, except for a few items
which required a certificate of necessity from the Ministry of Economics. The 
newly established Foreign Exchange Commission proposed the original list of
permitted imports and subsequent modifications to the Ministry of Finance,
which enacted the same by decree. The permitted list generally was expanded
throughout the period, although occasionally items that had formerly been on 
the list were excluded from it. 

Early in the Phase IV period of 1959-61, further liberalizations were
introduced. In April 1959, Decree 5474 of the Ministry of Finance expanded
the permitted list to include almost all commodities (although those not pre
viously included were a resubject to 5,000 per cent, 90-day prior-deposit
quirement). At the end of 1959 the permitted list effectively was expanded toall imports by making the 3,500 per cent prior-deposit category applicable to 
all items not mentioned explicitly on the permitted list.:' A few exceptions to 
the generally less restrictive system existed: government agencies were still
required to obtain permission from the Ministry of Finance for nondefense 
imports; a quota of 200 vehicles for use as taxicabs was fixed in August 1959;
and from July 15 to August 9, 1961, a prohibition was imposed on non
domestically transformed re-exports, which remained in effect for the rest of
the year for scrap iron. But generally the regime was the least restrictive one 
imposed since the Great Depression.

The reversal in 1962 to Phase II policies was accompanied by new
import bans. In January 1962, Decree 41 of the Ministry of Finance prohibited
the importation of about 700 items considered to be nonessential or in suffi
cient production in Chile. Application had to be made to the Central Bank for
permission to import goods remaining on the permitted list. Approval was 
usually granted automatically, but sometimes there were considerable delays.

Early in the Frei regime, restrictions were tightened because of foreign
exchange shortages and impending foreign-debt payments. InJanuary 1965,
Law 16101 empowered a Central Bank committee to reject import applica
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tions for any commodity group for which total import applications during any 

month exceeded by more than 5 per cent the average monthly import registra

tions of the past twelve months for that group. When applications frr any 

commodity were rejected, those for all other commodities in the same customs 

tariff category had to be rejected. Between January and November 1965, such 

power was used to reject $92 million of import applications. 
had (i) RelativelyThis new procedure a number of negative effects: 

rapidly growing industries and activities were penalized. (ii) Holders of rela

tively large inventories within a particular category were favored, since they 

could submit very large requests and count on pressure from their competitors 

to ensure eventual acceptance without themselves incurring substantial relative 

costs because of delays. (iii) Inventory accumulation in excess of actual needs 

was encouraged because of concern that future dollar applications would not 

be approved. (iv) A certain random element was introduced into the process 

in that an "unreasonably" high request for dollars would have to be approved 

if it did not exceed the allowable limit for that month. But the same request (or 

a "reasonable" one) might be rejected if it was made in a month in which the 

criterion was not met. (v) Collusion was encouraged among firms in an indus

try in their attempt to ensure that total requests from that industry would not 

exceed the allowable limits. (vi) Control by other government agencies over 

allocation of approved applications within a tariff category had been sur

rendered in order to avoid charges of favoritism. (vii) Discrimination occurred 

against items with large seasonal fluctuations. (viii) Very costly delays were 

introduced, especially in regard to spare parts. (ix) The review committee was 

subjected to considerable political pressure for approval of certain applica
tions.4 

Such defects soon became apparent to the authorities. Almost immedi

ately modifications were made so that spare parts worth up to $500 were 
exempted from the need for prior approval. Once the immediate foreign
exchange crisis had passed, rejections of import applications were less and less 
frequent. After February 1966 the whole procedure was no longer used. 

Throughout the Frei years the permitted list of merchandise imports con

tinued to be used. Initially this list was reduced because of the immediate 
foreign-exchange crisis. In early 1965, for example, 49 items were removed. 
Later in that year, however, the list was expanded, especially for machinery 
and medicin.. This expansion continued over the next several years and then 
accelerated during the last two years of the Frei administration. 5 In January 
1970, a Presidential Decree provided for the gradual (so as not to cause 

undue transition problems) elimination of virtually all import restrictions with 
the intents of limiting special advantages to imports from LAFTA; encourag
ing greater domestic efficiency by eliminating undue protection, but retaining 
the possibility of higher protection for one or two years for infant industries; 
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and using indirect taxes on luxuries instead of the import regime to limit consumption of items deemed socially undesirable. Throughout the rest of the
year, a large number of items were added to the permitted list. By late in theyear, virtually the only items not included were automobiles, television andradio receivers, cigarettes, guns, jewelry, alcoholic beverage, carpets, and toys.The Allende government made no general changes in the use of thepermitted lists and related tools. During the first two years of this government,however, a large number of specific modifications were made which discriminated against luxuries,o favored mass-consumption imports, and on balanceincreased the number of permitted items. Many of the added items, however,carried a prohibitive prior-deposit requirement of 10,000 per cent. The CentralBank included them on the permitted list because exceptions could be mademore readily from the prior-deposit requirement than from the permitted listfor imports generally deemed undesirable, but in specific cases judged ad
vantageous. 

4.1.3 Time Constraints on Foreign-Exchange Cover for Imports. 
In some times of foreign-exchange shortages, informal delaysdelivery of foreign-exchange in thecover for imports increased, for example, in thefirst half of 1964 (Ffrench-Davis [1971:88]). The 1965 procedure for obtaining approval of import applications, which is described in the previoussubsection, also had the effect of pushing foreign-exchangeincreasing processing lags, even 

needs forward bythough the procedures announced in January1965 limited the period between receipt and acceptance or rejection of anyapplication to 90 days.For the same purpose at other times such delays were formally introduced.In 1958 lags of 20 and then 30 days were instituted as the Phase III regimefaltered because of exchange shortages. In the subsequent Phrase IV periodsuch lags were reduced, in 1959, to 15 days after shipment for imports fromWestern Hemisphere countries and in 1961, to the date of arrival of theshipping documents. At the start of the Phase II period of 1962 the Central
Bank reintroduced a compulsory deferred payment period of 90 days, which
was increased 
to 120 days in September of that year. This deferment period
remained in force through 1965. Given the lags in other steps of the procedure,
such as in the consideration by the authorized Central Bank committee ofwhether to accept or reject applications, in that year 265 to 315 days elapsedbetween the initial presentation of an application by an importer and theactual transfer of foreign exchange. The compulsory deferment period subsequently was reduced in small steps until it was eliminated in 1969.The lag in delivery on sales by the Central Bank to commercial banksprovided another time constraint on the availability of foreign exchange. Under 
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the Frei government'of 1965-70, for example, this lag ranged from 56 to 82 

days, with its peak occurring during the foreign-exchange shortage of late 
1967. 

1965. UnderYet another time restriction was introduced in December 

Central Bank Circular 590 exchange for specified imports had to be purchased 

atthe bank future rate corresponding to the full registration value to provide 

for immediate cash payment in local currency within 60 days after shipment 

(which was reduced to 30 days in October 1967). From January 1966 

through January 1967, more commodities were added to the list covered by 

this circular until approximately 80 per cent of private-sector imports were 

included. For much smaller lists of commodities similar restrictions with maxi

mum time periods of 120, 240, and 360 days also were established in 1967 

and 1968. 
From the point of view of importers, all these time constraints could 

part of the cost of the delay wasresult in higher costs. For example, if no 
borne by exporters, a 120-day delay implied an increase of 2 to 3 per cent in 

the real c.i.f. cost of Chilean imports. From the point of view of the Central 

Bank the primary purpose of these constraints, as noted above, was to push 

forward foreign-exchange requirements in times of shortages. Several of these 

time constraints were also introduced, however, to absorb domestic liquidity 

as part of anti-inflation programs. 7 

4.1.4 Prior Deposits on Imports. 

tool into the set of ChileanIn 1956 CONDECOR introduced a new 
foreign-sector policies in the form of import prior deposits. Such deposits have 

been among the most important and most altered measures in the regimes 

from that time to the present. 
The original system included 30-day prior deposits in domestic currency 

on goods imported on a consignment basis (5 per cent deposit), goods im

ported on a deferred basis (amount of downpayment), and goods imported 

on a cash basis. Goods in the last group were divided into six categories. Some 

examples of the goods included in each category are given below, with deposits 

specified as percentages of the c.i.f. values: 

CategoryA (5 per cent): cellulose, raw rubber, crude oil, wheat, Paraguayan 
tea, sugar, lubricants, gasoline, kerosene 

Category B (50 per cent): sewing machines, wool tops, cotton, coffee, 

asbestos, chassis for trucks and buses, buses, tires, spare parts for motor 
vehicles 

CategoryC (100 per cent): most antibiotics, chemicals, paraffin wax, plastic 
raw materials, tubes, newsprint, business machines 
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Category D (150 per cent): tin plate, films
 
Category E (200 per cent): pickup trucks

Category F (400 per cent): glassless station wagons

Capital-goods imports and imports by large-scale mining enterprises and bythe, public sector were exempt from the prior-deposit requirements. Banks were allowed to sell foreign exchange only in the amounts specified on the
prior-deposit certificates.8 

At first the use of this new tool implied a substantial liberalization of imports with the same general order of priorities as before, but without the extreme discrepancies among goods. There also was an initial, one-shot antiinflationary impact as the new system absorbed substantial credit.

Subsequently, however, as escudo
the became more overvalued andforeign-exchange reserves declined, the prior-deposit system was modified substantially. In 1957, three new categories were established: 

Category G (600 per cent): automatic scales, photographic equipment, etc.Category H (1,000 per cent): pineapples, poplin, elastic fabrics, aircraft,
buses, etc. 

Category I ( 1,500 per cent): spices, locks, trucks, automobiles, etc. 
In 1958 the minimum deposit period was increased to 90 days," the percentagerequired for imports on consignment was increased to 100, almost all itemswere shifted upward among categories, and a new category was established:Category J (5,000 per cent): automobiles, station wagons, buses, pickup
trucks, jeeps, typewriters, calculators, etc. 

As a result of these major modifications in 1957 and 1958, as well as ahost of minor ones, the basic character of the prior-deposit system was substantially altered. Changes were made more and more on an ad hoc basis.Discrimination among goods increased because of the spread in the ratestructure and the differences in the deposit periods. Alterations ocurred quitefrequently. Favoritism of specific products became more rampant. Some priordeposits became almost prohibitively high.10 The whole system became much 
more restrictive. 

In the Phase IV years of 1959-61, the dominant tendency was to reducedependence on prior import deposits by substituting additional taxes in theirplace. A parallel tendency was to lower deposits on those items for which theywere still required. In 1959, for example, deposits were first reduced and theneliminated on deferred payment imports, and all imports carrying priordeposit requirements of 150 per cent or more were moved to lower categories,i.e., from 150 to 100 per cent, from 600 to 400 per cent, from 1,500 to 1,000per cent, from 5,000 to 1,000 per cent, and from "not permitted" to 3,500per cent. In 1960 and 1961 further downward shifts were made in classifica
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tions among categories and in the percentage rates for various categories. In 

on most imports were abolished.November 1961 prior deposits 
One major anomaly, however, was introduced into the prior-deposit sys

tem in this period. In August 1960 imports of all used merchandise were made 

subject to a prior deposit of 5,000 per cent on the c.i.f. value of equivalent 
Although lower rates were established inmerchandise in unused condition. 

January 1961 for certain construction items and boats, the strong general dis

crimination against the importation of second-hand machinery and vehicles. 

precluded their profitable use as an alternative to new goods. 

Another important change in the prior-deposit system in this period was 

the shift from payment in domestic currency to payment in dollars or in gov

ernment bonds denominated in dollars. Near the end of 1958 the Foreign Ex

change Commission sanctioned prior-deposit payments in short-term Treasury 

dollar bonds or in dollars in addition to domestic currency. In March 1959 the 

commission eliminated the eligibility of domestic currency for such purposes. 
Treasury dollar bonds andSubsequently it permitted use of medium-term 

obligations of the government debt finance agency (Caja de Amortizaci6n de ]a 

Dueda P6blica). The motivations for these changes were twofold: to lessen 

the domestic currency liquidity of banks as part of the change toward a more 

restrictive monetary policy and to shift command over resources to the central 

government, since the dollar prior deposits were held by the Treasury, not by 

the banking system (which held prior deposits in domestic currency). 
The reversal to a Phase II regime during the foreign-exchange crisis of 

December 1961 was initiated by the imposition of a 10,000 per cent prior

deposit requirement on all items. For most items deposits were reduced from 
1962, but a system then was established ofthese prohibitive levels early in 

90-day prior deposits in fiscal bonds at rates ranging from 10 per cent to 10,000 

per cent of the c.i.f. value of imported merchandise. 1 Ffrench-Davis [1971:86] 

and Jeanneret [1971:150] report that the limited number of eligible bonds 

effectively constrained import applications. The scarcity rent on the bonds was 

as much as 30 per cent (which accrued, of course, to the bond owner and not 

to the government). Later in this phase the restrictiveness of the deposit re
quirements was slightly reduced. 

At the start of the Phase III period of 1965-70, prior deposits in fiscal 

dollar bonds were replaced by escudo deposits equal to the value of the addi

tional tax plus the added additional tax. At the same time commercial banks 
were prohibited from directly or indirectly financing prior deposits. The pur

poses of these changes were to transfer to the fiscal sector the rents previously 

received by dollar-bond owners without affecting the cost of imports for im
porters; to rationalize the system by preparing the way for the elimination of 

the additional and added additional taxes; and to redirect credit from com
merce to "directly productive" activities. 
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During the first four years of this phase, a number of alterations, were
made which increased the restrictiveness or specificity of the -system. Suchmodifications provided added protection for domestic production of a number 
of particular items. 

The clearly dominant trend throughout this phase, however, was toward
simplification of the system and reduction of its impact. After the exchangecrisis of 1965, items were frequently reclassified to lower categories or
exempted from the prior-deposit req., ements; as a result, the importance ofprior deposits declined steadily.12 In 1967 the number of categories was re
duced to six (10, 20, 50, 100, 200 and 10,000 per cent). After September
1968, prior deposits could be released and used to pay import duties and otherimport charges instead of being blocked for at least 90 days as was previously
the case (therefore reducing the need for double financing). In 1969, the
percentages of the deposits were reduced in four steps from 10 and 20 to 0,from 50 to 15, from 100 to 30, and from 200 to 50. On July 30, 1970, all
prior-deposit requirements were eliminated except for .the prohibitive 10,000 
per cent category.

The demise of prior-deposit obligations once again was of short duration.Less than a month after taking office, late in 1970, the new Allende government
established prior deposits of 10,000 per cent for refined sugar, cigars, pipetobacco, tinplate, commercial aviation aircraft, certain rayon yarns and fibers,
merchant ships, fishing vessels, and navigational equipment. This broadeningof the use of prohibitive prior deposits was relatively minor in scope, but itrepresented a definite reversal from the prevalent trend of the previous phase
of reducing the use of this policy instrument. In April 1971 (Central Bank Cir
cular 1508), moreover, the 10,000 per cent prior-deposit requirement was ex
tended to over 60 per cent of the import categories included on the permittedlist. Subsequently the coverage of this requirement was steadily expanded. Theonly significant exception to this new trend was the exclusion of parts from the
requirement of a 10,000 per cent deposit and prior Central Bank approval.
Thus, prior deposits were the major means on the import side by which thegovernment attempted to create a buffer between the international and do
mestic economies and to increase government control. The increase in the use of prohibitive import prior deposits was the most important single policy
change in the move to a much more restrictive foreign-sector regime. 

4.1.5 Special Regimes. 13 

Import policies have been further complicated by a number of exceptions
to the general rules. The most significant probably have been those explicitlyrecognized as "special regimes." These usually have accorded favorable import
treatment to particular regions or industries."4 The importance of these 

http:steadily.12
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regimes in the early 1960s is indicated by the fact that they affected 41 per cent 

of total imports in 1961. Further evidence of their importance at that time is 

the estimate by Beca, Galvez, and Imperatore [1969:136] that in 1962 cus

toms duties actually collected were only 43.4 per cent of what they would have 

been had the legal rates applied to all imports, with special regimes accounting 

for about 80 per cent of the shortfall. The special regimes declined in relative 

importance during the 1960s, but still affected 18 per cent of imports in 1969 

and 1970. 

SPECIAL REGIMES FOR PARTICULAR REGIONS.4.1.5.1 

These accounted for 30 per cent OL the value of imports under special 

1961 and 74 per cent of such imports in 1970. The motive for 
regimes in 

establishing these regimes was to achieve better integration of remote areas of
 

northern and southern Chile into the national life. The four major areas cov

ered, in order of the value of imports affected, are the following:', 

In 1953 Decree Law 303 established a special regime for the 
Arica. 

department of Arica."' This regime 	is described in some detail because it has 
as a 

been the most important of al! of the special regimes and it has served 


prototype in a number of respects for the other regional regimes.
 
exemption

As of 1961, special provisions for this department included: 
on imports

from indirect taxes for industries; exemption from customs duties 

of raw materials and capital and a single customs duty of 10 per cent on other 

products with an additional duty of 15 per cent for some luxury goods; a sys
or produced in 

tem of drawbacks on the exportation of products assembled 

Arica; a special credit system (not subject to the general margins established 

by the Central Bank) for all industrial enterprises that used only raw materials 

produced in the area; a 90 per cent reduction in profit and real-estate tax rates 
a geographical monopoly

for all new industries established in 1959-69; and 


for the Chilean automobile industry.
 
to the rest of the country was governed

Movement of goods from Arica 

by the general trade regime with the following exceptions: (i) Once in every 

six months, tourists in Arica could take out goods worth about $40 in duty 

without paying the duty and goods worth up to about $110 in duty on payment 

of only the specific and ad valorem charges. (ii) Goods produced in Arica and 

were subject to only one-half of the 
not produced in the rest of the country 

on the import content and were exempt from
specific and ad valorem duties 

Goods produced in Arica and also
additional taxes and prior deposits. 	(iii) 

produced in the rest of the country 	 (but in inadequate quantities in the judg

were subject to 75 per cent of the specific
ment of the Ministry of Economics) 

and ad valorem duties on the imported component and were exempt from
 

additional taxes and prior deposits.
 
In the 1962-64 period import privileges for Arica were restricted, and 
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almost all imports on the general prohibited list were subjected to a 200 percent additional tax if imported into Arica. At the same time the governmenteffectively created a category of otherwise prohibited luxury imports whichcould be imported only into areas such as Arica and which could be shippedto the rest of the country only if processed or assembled in the special regions.17 
During 1965-70 some attempts were made to integrate the special regimesinto the over-all trade regime as part of the general trade liberalization. In1966 a tax was applied on all imports otherwise exempt (but much of this taxwas eliminated in March 1968). Also in 1966 the Central Bank was given theauthority to adjust the approval of import registrations for the televisionceiver, automobile, re

and sewing machine industries in Arica to the need tostimulate the development of similar industries elsewhere. In late 1969, regulations were changed so that any new items on the permitted list imported intoArica were subject to 80 per cent of the normal tax and prior-deposit requirements instead of the previous 25 per cent. After August 1970 import dutiesand taxes were applied to all but specified classes of goods when imported into 
Arica for local use. 

Under the Allende government, attempts were made to remedy part ofthe perceived regressive income impact of the Arica regime. The governmenttherefore immediately instituted a requirement that goods be certified by theappropriate government ministry before they could be imported into Arica.Shortly thereafter it required that importers seeking to benefit from the specialregime for Arica establish that they had resided there without interruption for 
at least three years.

Despite modifications under the Frei and Allende governments, Arica hasremained the most important of the special-regime areas. In 1971 it accountedfor over a third of the value of total approved special-regime import applications. It has continued to provide meansa for evading at least part of the
general trade regime apparatus. It also has continued to be the home of some

of Chile's most inefficient industries.


Provinces of Chilog, Aysen, and Magallenes. In 1956 Law 12008 established a special regime for these three very isolated southernmost provincesof Chile. The area was exempted from import duties on all nonluxury products.The reshipment of imports to the central part of Chile was made subject to thesame rules that applied to the department of Arica. In 1958, motor cars,whiskey, wine, beer, and cider were reclassified as nonluxury goods for thispurpose and thereby freed from the restrictive quota on luxury imports intothis area. Thereafter changes in this regime generally paralleled those for
8Arica. "'

Provinces of Tarapacd and Antofagasta and Department of Chanaral.In 1958, Law 12858 established a special regime for these northern areas. Itauthorized duty-free importation of a number of food products, which were 

http:regions.17
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-not in'sufficient production to supply the local demand, in order to compensate 
in part for the impossibility of substantial agricultural production in: these 
'areas because they are located in the Atacama Desert. 

Northern Area. Also in 1958 Law 12937 established a special trade 
regime for the northern departments of Iquique, Pisaqua, Tattal, and Chanaral 
(except for the El Salvador copper deposits) and for all small- and medium
scale.copper mining in the province of Antofagasta. Under this regime, all 
productive enterprises in the area were exempted from import duties and prior 
deposits on capital goods, fuels, and raw materials (with normal customs duties 
for reshipments to other areas); a special credit plan was established for in
dustrial enterprises that exclusively used raw materials produced in the area; 
and a system of drawbacks was instituted for products assembled or produced 
in the area. 

4.1.5.2 SPECIAL REGIMES FOR PARTICULAR INDUSTRIES. 

Individually, the value of imports covered by these regimes generally has 
not been as large as that for regions. However, the value of imports coming 
under (i), below, was second only to that of the department of Arica at times 
in the 1950s and early 1960s. The value of imports under the special regime 
for the nitrate industry (see subsection 4.2.2) also was substantial over a long 
period of time. The following were among the most important special regimes 
for industry. 

i. In 1944, under Law 7896, exemption from all taxes, including customs 
duties and profit taxes, was granted to the then new (and only) enterprise 
producing iron and steel ingots (Compafifa Acero de Pacifico; CAP). 

ii. In 1950, under Law 9618, total tax exemption (including customs 
duties) was granted to the then newly established National Petroleum Enter
prise (Empresa Nacional de Petr6leo; ENAP). 

iii. Also in 1950, under Law 9839, exemption from customs duties was 
granted for imports of machinery destined for agriculture, small- and medium
scale mining and fishing, and new industries at least 80 per cent of whose raw 
materials were of domestic origin. In 1953, Decree Law 208 expanded the 
special regime for the fishing industry, with broad tax exemptions, special im
port privileges, and the right directly to use its own foreign-exchange proceeds. 
Further provisions, favoring fishing and ancillary industries, were added in 
1960 and 1961. 

iv. In 1956, under Law 12084 the sugar industry was granted total 
exemptioa from import duties on beet-refining machinery in order to promote 
domestic self-sufficiency in sugar prod, uction. 19 

v. In 1960 Decree Law 255 established a special regime to promote the 
modernization of the coal industry. Accelerated depreciation was permitted, 
and exemptions were granted from all customs duties on imports of machinery 
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and equipment under CORFO-approved investment programs, all customsduties on industrial or domestic coal-using equipment, profit taxes on profitsreinvested in CORFO-approved plans, and production taxes in the coal-minig
industries. 

4.1.6 Bilateral, Compensation, and BarterAgreements. 
These three forms of agreement constitute a second important class ofexceptions to the general international economic regimes of Chile. After foreigncredits were frozen, in 1931 (see subsection 4.3.3), a number of importers ofChilean nitrates threatened retaliation. As a result, compensation agreementsalong the following model were signed with a number of countries.
Two compensatory accounts with fixed, but different, exchange rates, "A"for new business and "B" for frozen credits, were established in each country.20 

In Chile, foreign nationals paid debts in Chilean currency into the B accountat the Central Bank. A fixed percentage of the value of nitrate exports (andsometimes other exports) was paid for out of these deposits. Upon arrival ofthe nitrates in the importing countries, this same percentage of the sale waspaid into local B accounts and transferred to creditors whose Chilean creditshad been frozen. Commodity imports from the partner country provided deposits for the Chilean A account which were used to compensate nitrate exporters for the part of their shipments not paid for from the B account. In thepartner country, credits to the A acccunt came from proceeds of imports fromChile and disbursements were made to exporters to Chile.21 
Thus, distinct bilateral exchmnge rates were in effect with each partnercountry.22 Since these rates were not adjusted regularly to offset relative pricechanges, large sums often accumulated in the Chilean or partner country'scompensation account. For example, in 1933 Chile had a large positive balancein francs in the A account for the agreement with France. In order to avoid the
penalty for not utilizing this balance within the allotted period of time, Chile
tried to induce 
more imports from France by lowering the escudo price for
francs from this account, by allowing such francs to be used for previously
excluded luxuries (e.g., champagne, wine, silk, cognac, and perfumes), and
by promising that French francs would be made immediately available for all


imports from France.
 
The first bilateral agreement was signed with France in 1932. Before adecade had passed, official compensation agreements had been made withBelgium, Germany, Holland, Spain, Sweden, and Switzerland. Private compensation agreements (in which generally only the proceeds for nitrates wereblocked) had been made with Austria, Czechoslovakia, Denmark, and Italy.Barter arrangements also had been established with Argentina, China, CostaRica, Ecuador, Finland, Guatemala, Japan, Peru, Sweden, and the USSR. The 

http:country.22
http:Chile.21
http:country.20
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trade value of these agreements in the 1930s was evidently significant: Baer

resen [1966:6] estimates that they covered 30.to 40 per cent of total Chilean 

trade in the mid-1930s; Wilson [1937] estimates that in 1936 such agreements 

covered 60 per cent of Chilean imports and 25 per cent of Chilean exports. 

A large number of such agreements continued into the 1950s, and new 

ones were signed until near the end of that decade. With Chilean liberalization 

attempts, initiated in 1956 and in 1959, and concurrent worldwide liberaliza

tion efforts, the importance of these arrangements declined. In 1963, the last 

agreement then in operation expired. The Allende government, however, had 

shown interest in establishing new bilateral and barter arrangements, especially 

with socialist countries. 

4.1.7 	 Government Agencies. 

A third group of exclusions from the general foreign-sector regime are 

those enjoyed by various government agencies, in part to permit independent 

action 	 by specific government entities, especially government trading and 
to thedevelopment agencies. At times exemptions also have been granted 

government in general. 

4.1.7.1 SPECIFIC GoVERNMENT-AGENCY EXEMPTIONS. 

A number of government trading and development agencies were estab

lished in the 1930s to provide better regulation of international trade and to 

guide economic development. 
area 	in which governmentPetroleum distribution is an example of an 

trading agencies became involved. In 1932 Law-5124 introduced a state 

monopoly on petroleum imports. Later that year Decree Law 519 established 

price fixing and rationing for petroleum. Neither law, however, had much im

mediate impact (although the latter was used for rationing in 1942). There

fore in late 1934 the Compahia de Petr6leo de Chile (COPEC) was formed to 

share petroleum trade with subsidiaries of the Shell and Standard Oil compa

nies, and has continued in that role ever since. 
The Agricultural Export Agency (Junta de Exportaci6n Agricola), estab

lished in late 1930, is an example of a combined trading and development 

agency. This organization subsidized agricultural production and exportation 

and set minimum agricultural prices. More specifically, in 1933 it established 

export bounties for oats and barley. In 1934-35 it was empowered to export 

and 	import wheat, to fix prices for wheat and related products, and to invest 

in export-related agricultural production. In 1935 it introduced export bounties 

for wine. 
A number of pure development agencies also were created in the early 
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1930s. (andsome in the'1920s), although with very limited funding: Caja deCrddito Agrario, Instituto de Crddito Industrial, Caja de Crddito Minero,Instituto de Fomento Minero e Industrial de Tarapacd y de Antofagasta, andthe Caja de Colonizaci6n Agricola. These organizations became much moreimportant in the 1940s when they were able to obtain more money throughmandatory Central Bank loans at nominal rates of interest of from 1.0 to 4.0 
per cent. 

Law 6334 of 1939, however, established by far the most important ofthe development agencies: CORFO (Corporaci6n de Fomento). The newPopular Front government evidently was able to have the necessary legislationpassed only because it was linked to relief for the great earthquake of January1939. In any case CORFO was given broad powers and ample financial resources. In subsequent decades, it became the most important single agencyin the policy of substantially increased government economic intervention.
Functionally CORFO basically was (and still is) an investment bank. Itfinanced investment primarily through loans and stock purchases and legallywas instructed to use improvements in the standard of living and in the balance

of payments as its investment criteria. 
CORFO's power originated in its substantial financial resources whichenabled it to control over 30.0 per cent of the imports of machinery and equipment in each of ten years in the period between 1939 and 1954 and more than25 per cent of public investment and more than 10 per cent of total investmentin all but three years (1945-47) of the same period. The sources of CORFO'sfinances included the government, through initial access to funds previouslyallocated by law to the Caja de Amortizaci6n, increased income taxes earmarked for CORFO including a 15 per cent additional tax on the profits oflarge-scale copper mining, and general-purpose contributions and loans fromgeneral revenues; the banking system, through loans, sometimes obtained onCORFO's behalf by the central government; the general public, through stocksales; returns from earlier in,'estments; and foreign official credits, including$17 million from the Export-Import Bank in 1939-40 and a total of $969

million from foreign sources up 1'o1969.23 
In recent years CORFO has continued in its primary role as an investment bank. It has also expanded its activities in planning and in plan implementation. An example of the latter function is provided by the 1967 requirement that subjected authorization of import licenses for specified capitalimports to the approval of CORFO. Under the Allende government the scopeof CORFO was further inc!'eased, especially in overseeing the large expansion

of the state sector in commerce, finance, and production.
The power which CORFO has had since its inception has resulted in acertain degree of autonomy in its foreign-sec:or operation. Such independence 
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ex.
it times has lessened the capability of the Central Bank, and of related 

,hange-control organizations, to create and pursue a consistent over-all foreign

iector strategy. 

4.1.7.2 GENERAL EXEMPTIONS. 

Exemptions 	granted to the government and quasi-governmental organi
on 

zations have centered on the prior-deposit requirement for imports and 

related taxes, i.e., the additional and added additional taxes mentioned in sub
related to the degree of

section 4.1.1. Such privileges have been inversely 

over-all liberalization. They were reduced in the 1959-61 and 1965-70 phases 

and increased in 1962-64 and after 1970. In restrictive phases these exclusions 

recipient institutions over the rest of the
have substantially favored the 
economy. 

4.1.8 	 Regional Agreements. 

In the 1960s, Chile became party to two regional agreements, which have 

resulted in increased trade under special arrangements. 

In early 1960 Chile signed the Treaty of Montevideo which instituted 

the Latin American Free Trade Association or LAFTA (Asociaci6n Latino

americana de Libre Comercio; ALALC). The sigriatories agreed to eliminate 

gradually all barriers to intraregional trade over a twelve-year period. Decree 

22220, issued by the Ministry of Finance in 1961, established the Chilean 

national list of imports from LAFTA countries with special specific tariff rates 

and exemptions from ad valorem taxes, prior deposits, charges for embarkation 

and disembarkation, and consular charges. Subsequent acts extended LAFTA 
were signed

in some limited respects. In late 1965 complementary agreements 

for the exchange of automobile components with Argentina and Mexico. A 

LAFTA multilateral clearing arrangement became effective in mid-1966. Un

der the Allende government a number of bilateral trade and credit agreements 

with other LAFTA nations were initiated (e.g., credit agreements with Uru

guay and Peru in March 1971, with Paraguay in April 1971, with Mexico in 

January 1972, and with Brazil in February 1972). Chile's national list was 

revised biennially. 
Progress was much slower than had been originally hoped for, however., 

Agreements were difficult to make. The share of LAFTA in Chilean trade re

mained constant in the last half of the 1960s. Moreover, in 1969, as part of 

the over-all trade liberalization progrim, some of the previous discrimination 

in favor of LAFTA countries was reduced. Prior-deposit requirements for 

third countries were eliminated in cases in which imports from LAFTA ex

ceeded $30 million, and the lists of permitted imports were expanded to in

clude all the items covered by LAFTA agreements. 
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However, in part because of the'apparent stagnation of LAFTA, the Freigovernment took an active role in the promotion of the Andean subregionalgroup throughout the period of its formation which was initiated by the BogotAagreement of August 1966, right through to the signing of the final accord, in1969, by Bolivia, Chile, Colombia, Ecuador, and Peru. This agreement had asits aim the creation by 1981 of a free-trade zone, common external tariffs, and 
uniform policies.

The Allende government continued to encourage the development ofAndean economic relations. In mid-1971 a common investment code wasestablished to regulate foreign capital movements, royalties, licenses, patents,and brand names. In 1972, the Andean group reached a decision on how toallocate 73 industrial divisions among the five member countries, thus passingwhat many observers had considered the most difficult test for this relativelynew trade-aid-investment grouping.24 Moreover, when the list of goods subjectto the requirement of a 10,000 per cent prior-import deposit was greatly expanded, in April 1971, imports from LAFTA and from the Andean groupwere exempted. As a result, effective preferences for imports from regional
suppliers became fairly considerable. 

4.2 EXPORT POLICIES 

Major features of Chile's export policies include the following:
i. The over-all export regimes have not been as complicated as the importregimes because total export value is mainly concentrated on just a few 

products.
ii. For the same reason, major changes in the over-all export regimes haveoften not coincided with major revisions of the import regimes.iii. Over the long run, control over the most important export source,large-scale copper mining, has shifted steadily (albeit with short-run reversals)from the foreign-owned copper companies and the U.S. government to theChilean government. This process culminated in the nationalizations of 1971.iv. For the first quarter-century after the Great Depression, large-scalemining was subject to a curious combination of very unfavorable NERs forlocal costs and very favorable NERs for imported components. Moreover, atthat time and up until nationalization, returns on foreign-owned factors ofproduction and amortization were practically unregulated. 

v. Quantitative restrictions generally have been imposed on specific export products only at times of domestic supply shortages. Most commonly, therestricted products have been agricultural in origin.
vi. Since the beginning of the 1930s, special favorable treatment has been 

http:grouping.24
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a faltennggiven to nitrates, the 	former queen of Chilean exports but long 
created byindustry. This example suggests that not only vested interests 

[mport-substitution policies but also those created by export-promotion policies 

may be difficult to ignore once they are entrenched. 
vii. Export-promotion 	attempts have accelerated in recent phases, but still 

have 	had limited coverage and probably have not compensated for the dis-
Most of the limited resources inequilibrium NER policy (see section 5.2). 

volved in such programs, moreover, has been used to subsidize industries for 

reasons other than their export potential. 

4.2.1 Large-Scale Copper Mining. 

In the 1930s, copper reclaimed from nitrates the position it had held be

fore the War of the Pacific as the dominant Chilean export. Since 1931, the 

output of large-scale copper mining has accounted for over half of Chilean 

exports. In 1934, the Chilean share of world copper production also exceeded 

20 per cent for the first time in more than half a century. The resurgence of 

copper occurred almost entirely among the foreign-owned, large-scale 

companies. 
Prior to the Great Depression-and especially before the income tax law 

of 1925-government policy toward large-scale copper mining had been 

almost nonexistent. In the Phase II quarter-century from 1931 to 1955, how

ever, government policy favorable to the industry was expanded considerably, 

and numerous policies were specifically tailored for this industry. Major tools 

included the multiple exchange-rate system, taxes, international price agree

ments, and a Chilean copper sales monopoly. 
Exchange-rate policy had four basic components: 

curi. Dollars for local production costs were converted into domestic 
rency 	at the official NER, which remained constant at 0.01937 escudos per 

(column I in Table A.7). The amount converted wasdollar from 1937 on 
called the legal cost of production. It supposedly reflected actual production 

ancosts. But the annual 	determination of legal costs of production included 
element of bilateral bargaining between the government and the companies 
because of the ever-greater incentive for the companies to reduce domestic 
currency outlays. The increase in this incentive is clear from the decline in the 

official PLD-NER-from 7.900 escudos per dollar in 1939 to 0.256 in 1955 
(column 1 in Table 3.2). 

ii. Dollars for local costs of new investment were converted at the official 

NER until 1948, at the bank spot NER of 0.043 escudos per dollar from 1948 

through 1950, and at the provisional 0.060 NER thereafter. After 1947 a 

higher NER was allowed for these expenditures than for local labor and vari
able inputs in hopes of encouraging capacity expansion. As a result, the decline 
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in the PLD-NER for such investment costs was not as great as for local operating expenses, but it still was quite substantial (columns 1, 7, and 10 in.Table 

iii. Direct taxes and imported inputs and investment goods were paidfor in dollars without any government intermediation. The incentive to useimported inputs (including labor paid in dollars) in place of domestic inputsincreased tremendously because of the above-mentioned declines in PLD-NERs for domestic currency expenditures.
iv. Except for local purchases and taxes and while under the salesnopoly modiscussed below, the foreign-owned large-scale mining companiesgenerally were not required to return their proceeds to Chile. Payments forforeign-owned factors, thus, were unregulated. In this respect these companiesenjoyed a unique position among Chilean exporters.
Taxes on large-scale copper mining were increased steadily in this quartercentury. Direct taxes were the most important in magnitude, but other taxesalso were significant. A sampling of relevant tax-rate changes illustrates thesteadily increasing tax burden. In 1939, Law 6334 added a 15 per cent tax forthe use of CORFO. In 1940, Law 6457 raised the fourth-category income taxto 9 per cent on mining plus 6 per cent on companies incorporated outside ofChile. In 1941, Law 7145 instituted a 3 per cent surcharge to both relevantcomponents of the fourth-category income tax. In 1942, Law 7160 establishedan additional tax of 50 per cent on any added income due to increases in theprice of copper beyond the base levels established by the same law. In 1944,Law 7750 introduced a temporary fourth-category income tax of 2 per centfor two years. In 1952, Law 7160 increased the additional-tax rate from 50 to60 per cent. In 1954, Law 11575 imposed a 30 per cent surcharge. The employee contributions to the social security system, moreover, were increased inseveral steps from 16.43 and 3.1 per cent in 1940 for white- and blue-collarworkers, respectively, to 34.36 and 34.20 per cent in 1955.
Copper price agreements were in effect in 1942-46 and in 1950-52, although not at the instigation of the Chilean government in the latter case. 
In1942 the Chilean and United States governments signed a wartime agreementwhich lasted until the end of 1946. This agreement fixed the price of copperat 12 cents per pound and waived the United States tax of 4 cents per poundon Chilean copper going to the United States government stockpile.

In 1950, because of the Korean conflict, the U.S. Office of EconomicMobilization unilaterally set the price of copper at 24.5 cents per pound. Thefailure even to consult with Chile (in contrast to the 1942 price fixing) causedmajor indignation there. Because of this reaction a conference was arranged,resulting, in 1951, in the Washington Treaty, which established a three-centper-pound surcharge for the Chilean government; excluded 20 per cent oflarge-scale mining copper production from the price ceiling; set up a wage 
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bonus for production increases; and conferred United States credits for imports 

of machinery and equipment for domestically owned small- and medium-scale 

copper mining companies. Despite this temporary resolution, the arbitrariness 

with which the United States had acted left a bitter taste. 
In 1952, in response to the 1950-51 copper-price-fixing experience, Law 

was enacted. It superseded the Washington Treaty and established the10255 
Chilean monopoly on copper sales. The Central Bank was authorized to set 

quotas on copper exports from large-scale mining companies and to buy copper 

from them at the New York price of 24.5 cents pfr pound for resale at 35.5 

cents per pound, with all profits credited to the Treasury. In 1953 the inter

national copper market weakened considerably owing to the termination of the 

Korean War, but the Central Bank continued trying to apply the same policy. 

The result was that large stocks accumulated, most of which were sold at world 

market prices at the end of the year. In 1954, international copper market con

ditions further deteriorated. The government announced its intention of selling 

to the Union of Soviet Socialist Republics. However, a (coincidental?) pur

chase of 100,000 tons for the United States government stockpile in March 

reduced the backlog. Soon thereafter the Chilean government abandoned its 

sales agency. 
By the 1950s dissatisfaction with the large-scale copper mining companies 

was considerable and widespread. From the point of view of the companies, 

the trade regime had limited the control of their operations, reduced the returns 

from their investments, and made maintenance of market shares difficult (es

pecially for Anaconda). From the point of view of the Chilean government, 

negative features included the fall in Chile's share of world copper production 

from 20.2 per cent in 1934 to 19.2 per cent in 1944-46 and to 11.8 per cent 

in 1953-54, the drop in net returned value over the 1952--54 period of 16.7 

per cent because of reduced sales, and the attenuation in the linkages of large

scale mining to the rest of the economy. 
In 1955, therefore, the large-scale copper mining companies and the 

Nuevo Trato ("new deal") for large-scaleChilean government agreed on a 
copper mining. The Nuevo Trato was a considerable rationalization and lib

eralization of the treatment of large-scale copper. This agreement changed the 
reregime in a number of significant respects: (i) All previous charges were 

placed by a single direct tax on profits. (ii) The basic tax rate was to be 50 

per cent, with a surtax no greater than 25 per cent. The surtax was an inverse 

function of quantities and became zero when production reached approximately 

190 per cent of the 1949-53 levels (or 140 per cent of previous peak levels). 

(iii) The limit on depreciation allowances was increased from 5 to 20 per cent 

of the value of plant and equipment. (iv) Exchange-rate discrimination against 

large-scale copper mining companies was ended. 25 (v) A government copper 
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corporation (Corporaci6n del Cobre; CODELCO) was established to createnational expertise in copper, control exports and quantities, encourage the useof local factors of production, and prepare statistics.The Nuevo Trato was the basic law governing large-scale copper miningfor more than a decade. Changes were made during that time, but they did notmodify the basic character of the regime. After a few years, however, dissatisfaction once again was widespread. Many Chileans thought that
6 too manybenefits had been given to the companies. 2 On the other hand, the companieswanted further guarantees before they expanded their capacities. They shelvednew investment plans in 1960 and 1961 because the government would notagree to a twenty-year guarantee against changes in the tax rates and againstexpropriation. In late 1961, after an impasse had been reached, the legislatureresponded by authorizing two special surtaxes totaling 13.0 per cent on the 

a bill (which 
profits of large-scale mining. The Socialist party also introduced was not passed) to nationalize large-scale copper mining with compensationof $209 million in the form of 3.0 per cent, thirty-year bonds.
In the 1962-64 phase, discriminatory exchange-rate policy was 
reintroduced as transactions other than with large-scale mining were shifted from thebank spot NER to the bank future NER (see section 3.2). In 1964 CODELCOestablished a Chilean copper producers' price for usr, in Chilean sales insteadof the United States producer price.In 1965-70 under the Frei government the frustrations with the resultsof the Nuevo Trato culminated in several major changes:Price policy was altered substantially. The Chilean producer price hadbeen established in 1964, but on the average the price for that year was 0.6cents per pound less than the United States producer price and 13.3 cents per
pound less than the LME (London Metal Exchange) price. On the average in
1965 the Chilean producer price was 0.7 cents per pound more than the United
States producer price, but was 23.2 cents per pound less than the LME price.
In 1966, however, CODELCO broke sharply with the United States producer
price by establishing a Chilean price equal to the average of the LME spot and
future prices in August and to the LME future price ii October. Subsequently,in 1968, in agreement with the other major copper-exporting developing nations (Zambia, Peru, and the Congo) the Chilean producer price was set equalto the LME spot price. As a result of these price changes, the Chilean producerprice per pound exceeded the monotonically increasing United States producerprice on the average by 18.0 cents in 1966, 11.7 cents in 1967, 11.4 cents in1968, 19.1 cents in 1969, and 5.9 cents in 1970.27

The government raised tax rateson large-scale copper mining. In 1966 itestablished a 100 per cent surtax on the first 55,000 tons sold at over 42 centsper pound. 28 In 1967 Law 16624 increased the direct-tax base rate from 50.0 
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to 52.5 per cent. In 1968 the government levied a surtax according to a gradu
ated scale for all sales at prices greater than 40 cents per pound, with the 
marginal rate ranging from 54 per cent at 40 cents per pound to 70 per cent at 
50 cents per pound and higher. 

Much more fundamental changes occurred in regard to the control of 
Chilean copper. In his 1964 election campaign, Frei had promised to seek a 
large increase in copper production capacity and some kind of Chilean partici
pation in the ownership of large-scale copper mining. Even before the in
auguration, his representative, Raul Saez, began to negotiate with Kennecott. 
In 1966, after long negotiations with each of the foreign companies involved 
and equally long debates in Congress, large-scale copper mining was "Chilean
ized" under Law 16425 and Decree Law 16624. 

These laws included four major provisions. (i) Large-scale copper mining 
capacity was to be expanded from 580,000 short tons in 1964 to 957,500 short 
tons in 1970-72 with investments of $147 million in Anaconda properties, 
$230 million in Kennecott properties, and $157 million in Cerro Corporation 
properties.2-1 (ii) The Chilean government became a 51 per cent owner of El 
Teniente (with 49 per cent remaining with Braden, a Kennecott subsidiary), 
a 25 per cent owner of the new Anaconda venture at Ex6tica (but not of 
Chuquicamata, the major Anaconda mine, nor of El Salvador), and a 25 per 
cent owner of the Rio Blanco mine being developed with the Cerro Corpora
tion. (iii) Base tax rates were lowered to 44 per cent for El Teniente, 52 per 
cent on the Anaconda properties (but with accelerated depreciation and the 
tax rebate for refining in Chile removed so that most benefits would not be 
received until the late 1970s), and 15 per cent (plus 30 per cent on Cerro's 
dividends) for the Rio Blanco venture. (iv) The share originating in Chile of 
total world production of each company was not to be reduced when the 
company's total world production fell. 

Two years later, in June 1969, Chile nationalized the Anaconda proper
ties of Chuquicamata and El Salvador. This nationalization gave the Chilean 
government 51 per cent ownership as of January 1, 1970 (but with participa
tion in profits as of September 1, 1969). The cost of the purchase of 51 per 
cent ownership was $197 million to be paid in 24 semiannual installments at 
6 per cent interest starting on June 30, 1970. The other 49 per cent was to be 
purchased starting sometime after 1972 but before 1982 and continuing for 
twelve years more on terms which were to depend on net profits after January 
1, 1970. Immediate government participation in profits was instituted for 
prices above 40 cents per pound. Owing to this nationalization, in 1970 the 
respective legal participation rates of the Chilean government in profits from 
the two former Anaconda properties were 75.647 and 76.676 per cent plus 
the surtax for prices above 40 cents per pound. 

Allende, as well as most members of his Popular Unity coalition, had been 
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quite critical of the terms of Chileanization and nationalization of copper under 
tht; previous government. In his first month of office the Central'Bank revokedaccess to the bank future rate for any company entitled to only partial surrenderof its export proceeds. In his second month of office, Allende sent to Congressa proposed constitutional reform which, together with a general affirmation ofthe absolute dominion of the state over all subsoil deposits, established specificmechanisms for the complete nationalization of large-scale copper mining. OnJuly 11, 1971, this constitutional reform was unanimously approved by Congress. Five days later the state assumed complete control of the mines.The constitutional amendment authorized the government to pay theprevious owners the book value'O of the companies minus debts to the state,unpaid taxes, alleged damage to the mines, and "excess profits" since the 1955Nuevo Trato. This payment was to be made over a period of not more thanthirty years at an interest rate of not less than 3 per cent. An appeal procedurewas established with a special five-man copper tribunal3l (whose decisionwould be final) for the foreign companies if they did not agree with the payments so determined. Subsequently the Chilean government publicly pledgedto pay off foreign-debt obligations, totaling more than $700 million, which hadbeen assumed by the companies in the large investment program for expanding

capacity initiated during the previous phase.32 
On September 28, Allende stated that the two principal foreign coppercompanies involved, Kennecott and Anaconda, owed Chile $774 million inexcess profits. On October 11, the Comptroller General announced that Kennecott and Anaconda were due no compensation and that Cerro was due a compensation of $14 million.:" Anaconda and Kennecott appealed these decisionsto the special tribunal. In August 1972 the tribunal disallowed the appeals of


the copper companies.

Meanwhile, another controversy arose. On December 31, 1971, Chilefailed to meet the first installment of $5.8 million in promissory notes due toKennecott because of'still-pending decisions concerning the usefulness of theinvestment undertaken with the proceeds of these notes. At the same timeChile failed to meet a $14.million obligation due to Anaconda (at least in thejudgment of Anaconda) because the government interpreted the decision ofthe Comptroller General to mean that such obligations were void. In response,Anaconda and Kennecott sought and obtained United States court ordersembargoing the New York bank accounts of nine Chilean government agencies. Chile reacted by embargoing all remaining properties of the two companies in Chile, but also announced it would honor $84.6 million of the $92.7million in promissory notes held by Kennecott.34 In 1972 and 1973, in furtherreaction to the nationalization and debt repayment issues, the United Statescompanies succeeded in obtaining court orders that delayed the unloading of

Chilean copper in Europe.35 
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4.2.1, OdierExports. 

In1932 Law 5107 established license requirements for all exports except 
those from large-scale mining to ensure the return to the government of a pre
determined sum of foreign exchange at a stipulated price or the return by 
exporters of imports of "primary necessities"' previously agreed upon. The 
NERs for such exports were more favorable than those for large-scale copper 
mining, but usually not as favorable as for many other imports (see section 
3.2). 

Throughout the next four decades the general characteristics of the re
gimes for these exports remained basically the same, although the option of 
using export proceeds directly for imports was not generally continued. Export 
licenses were granted automatically if the exporter agreed to ship the exports 
within a specified period, repatriate all the proceeds within a second specified 
period after shipment, and liquidate them within a third specified period.30 As 
is described in section 3.2, exports steadily were moved to higher NERs, al
though the applicable PLD-NERs tended to decline.37 As is also indicated in 
section 3.2, variations in the PLD-NERs among exports were at times quite 
considerable. Bacrresen [1966:3] claims that the favored exports were deter
mined largely by political influence. 

Three exceptions to the general export regimes have been important: 
quotas on specific products, special regimes for traditional mining exports, and 
special regimes to promote nontraditional exports: 

Quotas on specific products (sometimes completely prohibitory) have 
been a part of export policy since the early 1930s. Their purpose has been to 
ensure sufficient domestic supplies. The list of quota goods has been changed 
on the average at least once a year. The quotas have primarily been on agri
cultural and food products, although the export of other industrial products 
also has been constrained at times." The government has tended to use such 
restrictions more when the over-all regime has been relatively restrictive. Even 
during the most liberal phases, however, quotas have been enforced on specific 
products in short supply-especially after poor harvests of agricultural com
modities. Such quotas have been very important for the affected commodities '' 
but generally have not been very broad in their impact. 

The most important special regime for traditional mining exports (except 
for large-scale copper mining, on which see subsection 4.2.1, above) has been 
that for nitrates. In fact, the very first important special regime, established in 
1931, was for the nitrate industry, which had once been dynamic, but by then 
was ailing.0 In 1931 a monopoly (Compaiia de Salitre de Chile) controlling 
approximately 95 per cent of Chilean nitrate production was formed to attempt 
(unsuccessfully) to affect world nitrate prices. There was a strong negative 
public reaction to this attempt because of the associated takeover of $25 mil
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lion in Guggenheim financial obligations. In any, case, President Alessandri 
dissolved the company in 1933. 

In 1934 Law 5340 ratified an agreement between nitrate enterprises andthe government which established the basic framework for the special regimein nitrates that was to prevail for the next several decades. This law created theNitrate and Iodine Marketing Corporation (Corporaci6n de Venta de Salitre yYodo; CONVENSA) with representatives of both the nitrate enterprises andthe government (the latter had veto power) on its board of directors. CON-VENSA was given monopoly power over Chilean nitrate sales and entered intothe international nitrate cartel. The government was to receive 25 per cent ofthe profits. Among other things, the major nitrate enterprises received exemptions from indirect taxes on their imports of equipment, machinery, fuel, electrical detonators, chemical imporr, , and containers. Indirect taxes on nitrateexports-once a major source of government revenue-were eliminated. Thus,a long-enduring policy of subsidizing production and exports of nitrates byspecial tax exemptions was begun, although such advantages may have beenmore than offset by the overvalued exchange rate and the government share ofprofits, at least in more recent years (see the estimates of the nitrate EPRs in 
section 5.2, below).

Subsequently, further benefits were added,4" and the name was changedin 1968 to the Chemical and Mining Company of Chile (Sociedad Quimica yMinera de Chile S.A.; SOQUIM). The basic characteristic of the special regime for nitrates, nevertheless, has remained the same since the 1930s. In the1960s and early 1970s, it accounted for 6 to 7 per cent of all imports underspecial regimes. In the late 1960s it was also one of the primary beneficiaries
of the drawback program discussed below. 

A second important special regime for traditional mining exports has beenthat for small- and medium-scale copper mining. This sector has been underChilean ownership and control since before the War of the Pacific, at which
time it accounted for as much as 40 per cent of total world production. Provisions of this special regime have included tax exemptions and special investment credits. 42 In 1970 it accounted for 8 per cent of total imports under
special regimes. 

Special regimes to promote nontraditionalexports have existed sinc1930s. In that decade, some exporters, 
the 

as is noted above, were free to utilizetheir foreign-exchange proceeds directly. Gold exports, for another example,
were made at a favorable NER. 

A number of special regimes established in the early and mid-1950s alsoincorporated an element of export promotion. In 1953 the fishing industry wasallowed directly to utilize the foreign exchange it generated. Drawbacks weregiven for products made exclusively from raw materials originating in Arica,Iquique, Pisaqua, Tattal, and Chanaral, which were under regional special 
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regimes (see subsection 4.1.5.1). Special favorable NERs for gold and wine 
'also were available (see section 3.2). 

Starting in the late 1950s, however, more general attempts at export pro
motion were initiate,.. In 1958 Law 12861 established a special regime for 
specific exports including (i) exemptions from indirect taxes and customs duties 
on material inputs applied to operations directly concerned with exports; (ii) 
rebates of taxes if an exporter could demonstrate that they affected the cost 
of his exports; and (iii) automatic refunds of taxes, after exportation, at fixed 
percentages of f.o.b. values, ranging from 0.015 per cent for copper or brass 
plates or sheets to 26.8 per cent for bulk wine shipments (but from 3 to 6 per 
cent for most other products). In 1960 these tax exemptions were modified. In 
1961. special pre- and post-shipment credits were added.43 In 1963 a new 
regime designed to increase exports was established for foreign capital invest
ments. 44 Also in 1963 new lines of preshipment credit were established for 
agricultural and nontraditional exports.45 

Despite these greatly expanded provisions, export promotion was not 
notably successful in the early 1960s. Agricultural exports for 1960-64 re
mained at about the 1955-59 level. Industrial exports other ,ban of copper 
declined from 1959 through 1N63, although they rose in 1964. 

The Frei government, therefore, created a new export-promotion regime. 
Its basis was established in 1966 by Law 16528 and Central Bank Circular 
734. The provisions of Law 16528 included the following: (i) For a specific 
list of exports 10 refunds of up to 30 per cent of the c.i.f. or f.o.b. value were 
made on the basis of tax incidence. (ii) The list or the percentage rates could 

47 
be increased at any time, but could be decreased only after three years. (iii) 
Foreign exchange from such exports was converted into escudos at the most 
favorable legal rate from the point of view of the exporter as of the date of 
export or the date of the return of the export proceeds (at the choice of the 
exporter). 

Central Bank Circular 734 established two types of export-promotion 
credits: (i) preshipment credits in domestic currency for 126 specific products 
for up to 80 per cent of the f.o.b. value for 180 days at 9 per cent interest, re
financed entirely by the Central Bank; 4 and (ii) postshipment credits in 
foreign exchange for a smaller group of products for up to 80 per cent of the 
f.o.b. value,for from 180 days (lowered to 90 days in July 1967) to two and a 
half years at 9 per cent interest, refinanced entirely by the Central Bank. For 
those 52 mostly industrial products eligible for both pre- and postshipment 
credits, the latter cancelled the former. 

In late 1966 Decree 1224 of the Ministry cf Economics implemented the 
new regime. It created a list of about two hundred new drawback rates ranging 
from 0.282 per cent to 29.29 per cent.49 Product, with rates over 10.0 per cent 
included bulk wine, 29.29 and 27.787 per cent; calcium carbonate, ferromag
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nesium,-and ferrosilic magnesium, 26.0 per cent; newsprint, 20 per cent; champagne and cider, 18.838 per cent; ferrosilicone, 18.0 per cent; bottled wine,14,038 per cent; and lead minerals and lead concentrates, 11.127 per cent.Subsequently, more items were added to the list until in mid-1969 ittotaled 331 products. Jul [1969:114-117] distinguishes three categories oflisted products: (i) Group A-those items on the list as of October 1964 whichlegally had to be retained at least at the same rates; (ii) Group B-products included explicitly by Law 16528 or by petition of some government agency "forreasons independent of the promotion of exports;"50 and (iii) Group C-,-products included for export promotion after the completion of technicalstudies concerning their potential. In 1966, 1967, and 1968, the respectiveshares of total drawbacks accounted for by each of these three categories wereas follows: A-10, 10, and 3 per cent; B-80, 65, and 66 per cent (with fishmeal and fish flour alone accounting for 60, 34, and 27 per cent); and C10, 25, and 30 per cent (with agricultural and sea products alone accountingfor 5, 18, and 23 per cent). An increasing but small proportion of the drawbacks, thus, was devoted to products in which Chile was deemed to havepotential comparative advantage.
In 1969 Decree 124 of the Ministry of Economics lowered the rates for40 products and eliminated the rates entirely for 160, primarily in Group A.These reductions were allowed because the rate of increase in the exchangerate had exceeded the rate of increase in the relevant domestic price index.Selowsky [1971:9] reports that the major drawbacks in effect after this modification were for paper and fish flour (30 per cent); steel and iron (26 percent); wood (24 per cent); wool (22 per cent); matted rye, fresh fruits, andoils (20 per cent); cardboard, semi-elaborated

cent); onions and garlic (14 
copper, and beans (16 perper cent); frozen fish products, cellulose, andferromolybdenum (12 per cent); and molybdenum oxide (9 per cent). According to unpublished Central Bank data, the distribution of drawbacks acrosssectors for 1969-70 was 23.0 per cent for agriculture, 16.5 per cent for mining,50.4 per cent for industry, and 9.6 per cent for others. Paper and relatedproducts, food products (including fish meal and oils), and nitrates accountedrespectively for 24.2, 19.3, and 11.7 per cent of the total.In mid-1969 preshipment credits accounted for about 0.6 per cent oftotal credits. They were distributed primarily to cement (33 per cent), agricultural products (22 per cent), sea products ( 18 per cent), vehicle parts (17 percent), 51 and paper products (11 per cent). At that time, $104,273 in postshipment credits were outstanding (equal to 0.6 per cent of the value of promoted exports in 1969). They were distributed primarily to machinery parts(55 per cent), chemical products (29 per cent), wood products (9 per cent),and bronze products (8 per cent).

The Allende government from the start stated that it would use expanded 
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a protectivedrawbacks and credits to promote exports and to help provide 
buffer between world markets and exporters. In 1971 a number of decrees of 

the Ministry of Economics and Circulars of the Central Bank generally in

creased the scope of the drawback system and of the pre- and postshipment 

credit programs. In that year drawbacks increased approximately 50 per cent 

in constant escudo terms.52 

4.3 	 POLICIES FOR OTHER INTERNATIONAL
 
ECONOMIC TRANSACTIONS
 

Basic characteristics of these policies include the following: 
i. Tourism and other personal expenditures have been treated as non

essential luxuries and have been among the first to be restrained at times of 

foreign-exchange shortages. As a result, the pattern of restraints on these 

expenditures has coincided quite closely with the over-all restrictiveness of 

foreign-sector policies. 
ii. A number of regimes for foreign investment have prevailed in recent 

decades. The regulations in these regimes often have been quite specific, and 

many agreements have been negotiated on a case-by-case basis. A basic objec

tive of most of them is to limit short-term capital movements. This concern, 
perhaps somewhat paradoxically, has resulted in much greater constraints 
being placed on capital repatriation and related payments for new investments 
than for large-scale copper mining. 

iii. There was a resurgence of capital inflows on government account 
after 1955 as part of stabilization and public works programs. As a result, for
eign debt increased to one of the highest per capita levels in the world in the 
1960s and early 1970s. Therefore, debt payments and debt renegotiations have 
greatly constrained the options of recent governments. 

Three features of NER policies for nongoods transactions should be noted 
(for details, see section 5.1.1): (i) The applicable NERs generally have been 
higher than those for most goods trade. (ii) The applicable NERs generally 
have been increased earlier than those for most goods trade at times of foreign
exchange crises. (iii) The gap between the NERs for goods and for nongoods 
transactions has narrowed in the early part of all of the more liberal phases. 

To obtain EER. for nongoods transactions, of course, other policies must 
be considered, for example, indirect tax policy. As the following brief review 
of tax policy suggests, tax rates became significantly high only in recent years. 

In August 1954 a tax of 0.015 escudos per dollar was levied on non
merchandise international transactions. At that time it was equivalent to a 9.4 
per cent tax rate, but by the time it was abolished, in 1957, it was equivalent 
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to a: .9 percent'tax. In August 1956, a 1 per cent tax was established. It wasincreased to 5per cent in January 1957, reduced to 1 per cent in July 1957,increased to 2 per cent in February 1958, and abolished in April 1959. In1964 a 4.0 per cent tax was applied on all purchases of exchange in the brokers'market (except those for which the Central Bank had approved a transferapplication). The tax was increased to 6.0 per cent in July 1966, to 10 percent in January 1967, to 15.15 per cent in January 1970, and to 33.15 per centin March 1971. In late 1969 the tax was extended to cover capital importedin the form of foreign exchange and re-exported within a year of entry (as wellas any related interest and profits on such capital). The minimum waitingperiod for avoiding this tax was increased to 18 months in May 1970 and
eliminated entirely in December of that year.Most nontax policies affecting nongoods transactions have varied substantially among the different categories of such transactions.53 In the rest ofthis section, policies for some of these major categoricq are reviewed. 

4.3.1 Tourism and Other Invisibles and Imports for Personal Use. 
In recent years quantitative limits on this category of foreign-exchangeuse have been modified quite frequently. In May 1964, for example, maximumforeign-exchange allocations for travel were established at $300 for LatinAmerican trips and $1,000 for all others. During the foreign-exchange shortageof 1965 these maAimums were reduced. In September 1966 they were increased. 54 In the last half of 1968 they were reduced below the 1965 levels. InMay 1969 they were increased to the 1966 levels. Between June and September1970 the Central Bank openly ignored the limits. In October 1970 the maximums were again lowered; at the same time, children under seven were allowedonly 50 per cent of the maximum, and a minimum period of 30 days between

purchases was established. 
Under the Allende government the maximum travel allocations generallywere reduced, and the restrictions were made more specific. In November
1970, for example, Centril Bank Circular 1454 established maximums of $100
(but no more than $25 per de.y) for travel within 500 kilometers of the Chilean
border, $300 (with amaximum of $30 a day) for travel to other parts of LatinAmerica and the Caribbean, $480 (with a maximum of $30 a day) for travelto the United States and Canada, and $720 (with a maximum of $30 a day)for travel beyond the Western Hemisphere.5 During the next year a series ofCentral Bank circulars lowered these limits by 25 to 40 per cent, established andnnual total maximum of $540, and introduced more complicated administrative procedures for travelers. Also, the export of Chilean bank notes waslimited to 20 per cent of the travel allocation for residents and was prohibitedfor nonresidents. In addition, all foreign tourists were required to declare all 
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foreign currency that they brought into Chile and to exchange a minimum of 

$10 per day for adults and $5 per day for children ($8 and $4 per day, re

spectively, for stays of over a week). 6 
Quantitative restrictions on foreign exchange for other personal uses fol

on travel. The limits in 
lowed the same general pattern over time as did those 

effect early in the Allende regime are suggestive of the types of transactions so 

an annual maximum of $600) for each bene
restricted: $100 a month (with 
ficiary of family maintenance; $50 a month for books, $200 a year for peri

odicals; $50 a year for student registration fees; $50 a month for medicine not 

a year for previously contracted insurance premiums;
available in Chile; $1,200 
approval of the Superintendency of Insurance for newly contracted insurance 

premiums; and to obtain foreign exchange for medical treatment abroad, certi

fication of the need for such treatment plus a 200 per cent deposit guarantee. 

Foreign Investment Other Than in Large-Scale Copper Mining.4.3.2 

a conscious campaign to reduce the


Ellsworth [1945:79] claims that 

rights of foreign investors was pursued vigorously in the 1930s. As supporting 

evidence, he points to the above-mentioned attempts to-establish a state trading 

monopoly in petroleum and to obtain national ownership and control in the 

nitrate indu3try. The default on foreign-debt payments in 1931 (see below) 

and the existence of exchange control also may have discouraged foreign in

vestment. The prospects for attracting substantial new net foreign investment 

dim in any case, however, because of the Great
before the late 1940s were 
Depression and the Second World War. 

In the early postwar period, as is described in section 3.2, more favorable 

NERs were allowed for capital inflows in the form of foreign exchange. In late 

1950, moreover, transfer guarantees for foreign investment registered upon 

entry were introduced in a further attempt to encourage foreign direct invest

ment. CORFO also was attempting to facilitate such investment by providing 

information and other services.,In late 1953 a government decree substantially modified the terms under 

which new foreign capital could be brought into Chile. Such capital was granted 

favorable treatment when invested in export industries that could compete on 

the international market without government assistance; in production for the 

domestic market of goods that had previously been imported; or in industries 

in which at least 80 per cent of the raw materials were Chilean in origin and 

were used in the production of goods for the domestic market at reduced cost 

to the consumer. The Foreign Investment Commission supervised each appli

cation on a case-by-case basis and decided whether or not a particular appli

cant met the necessary conditions and, if so, exactly what the nature of the 

terms would be. For approved enterprises the following general guarantees 
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and exemptions were allowed: (i) repatriation of capital after five years inannual quotas not exceeding 20 per cent per year of the value of the investment; (ii) transfer abroad of earnings on the investment for a period of atleast ten years and possibly up to twenty years; (iii) exemption from all customs duties and charges on imported machinery and equipment; (iv) a guarantee that no applicable taxes would be changed for at least ten years; (v) freedom for at least ten years from price-fixing regulations and from controlsaffecting industries in which the investments were made; (vi) the right to reevaluation of capital for tax purposes in accordance with exchange-ratefluctuations; and (vii) the rights and exemptions in ii and vi above for the
reinvestment of earnings on such capital.

Decree Law 258 of 1960 (supplemented by Decree Law 1272 of 1962)established more favorable terms for bringing some capital into Chile. Thisdecree covered new capital brought into Chile in the form of foreign currency,credits, or plant and equipment for the purpose of introducing, developing, improving, or resuming activities related to agriculture, mining, fishing, or anyother industry officially defined to be in the national interest. Such capital wasexempted from all customs duties and fees on related imported machinery andequipment. It also could receive many specific presidential decree privilegesand guarantees for ten years (and in special cases, twenty years), coveringsuch matters as future taxation, depreciation allowances, withdrawal of capital,
and remittances of profits.

In 1962 Decree Law 1272 established an alternative set of regulationsunder which capital brought into the country in the form of foreign exchangecould be sold freely in the brokers' market after registration with the CentralBank. These regulations included a nontransferable guarantee of free withdrawal of principal through the brokers' market, but prior authorization bythe Central Bank was required for remittance of profits or interest. The foreigninvestor also could enter into a capital participation agreement with a Chileanentity and have the option of the bank or the brokers' market for entry andsubsequent exit of capital and related flows (but exit had to take place in themarket as that chosen for entry), subjectsame to a minimum investment 
period of three years.

In 1966 the Central Bank modified Decree Law 1272: foreign exchangefor repatriation of all earnings on imported capital would be guaranteed underthis decree provided that (i) the investment was deemed to be of importance
to the Chilean economy; (ii) it had a value of at least $100,000; (iii) thecapital stayed in the country for at least three years and subsequent repatriation occurred at a maximum rate of 20 per cent per year; (iv) the exchangewas sold in the bank market; and (v) the interest rate on credit to Chileanfirms did not exceed the rate prevailing in the domestic market of the investor.The apparent motivation for these changes was the same as for a number of 
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other policies of this phase: export promotion, minimization of transitory 
capital movements, and governmental control over the form of capacity ex

-

pansion in order to attempt to assure the most socially productive uses. 

Under the Allende government, official policy was to encourage foreign 

investment, especially in mixed enterprises in which the government had ma

jority control. Such investment, however, was subject to two important pro

visos: that it did not replace domestic investment and that it helped in the 

fulfillment of the economic plan. Foreign concerns which already operated in 

the state area of activity or which were otherwise not consistent with the eco

nomic goals of the government were to be nationalized.5 T 

4.3.3 Official Capital Flows and Foreign Debts. 

Before 	the Great Depression Chile had considerable official foreign-debt 
With the Great Depression,obligations (columns 12 and 13 in Table 1.1). 


however, foreign sources quickly dried up. Payments on past debts soon were
 
Chile suspendeddepleting foreign-exchange reserves. Therefore, in mid-1931 

-payments of the service charges on foreign debts. In 1936 such payments were 

resumed at lower interest rates. 
Over the next quarter-century or so, official capital inflows were wel

comed. Sources included bilateral flows from the United States and Western 

European countries and flows from international agencies such as the Inter

national Monetary Fund.," A large proportion of this capital was destined for 

CORFO-sponsored projects or for stabilization funds related to the 1956 and 

1959 attempts at stabilization plus liberalization. Official foreign debt increased 
period because of the conscious decision tosubstantially during the 1956-61 

finance continuing government deficits abroad in order to lessen short-run in

flationary pressures. In the early 1960s the Alliance for Progress provided 
1.2.6.5 infurther official inflows-which also increased the foreign debt (line 

Table A. I). 
At the start of the Frei administration, foreign-debt payments were of 

considerable concern. Estimated debt-related obligations in 1965 of $367 mil
million for profits andlion-together with the estimated outflow of $114 

amortization-would have absorbed almost 70 per cent of the value of exports 

for that year. As a result the foreign economic regime in some respects was 

made more restrictive at the start of 1965, as is discussed above. Chile suc

cessfully renegotiated the payment of her foreign debt in that year. Immediately 

thereafter the government became at least verbally concerned about contracting 

any future foreign debt. In December 1966, 	for example, the government re

nounced the acceptance of any more program loans from abroad-although 

such loans apparently were being accepted again by mid-1967. Also in 1967 

a new external source of funds was established with the signing of an agree
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::ment With the USSR for, the equivalent of $57 million in credits, at termsapparently favorable to Chile.
' 
Inpart because of the debt rescheduling in 1965, the Allende governmentinherited a fairly large foreign debt-approximately $3 billion, at the end' of1970. According to.Minister of Finance Zorrilla [1970:1478,1489] (also seeCauas and Corbo [1972:22] and Gunder-Frank [1972:16-18]), the aims ofpolicies regarding official capital flows and foreign debtsobligations; r,reschedule payments on foreign loans; reduce 
were 
future 

t 
dependence 
honor past 

on foreign sources by resorting to them as little as possible and only undercentralized state procedures; diversify the sources utilized in the future; andcease to be constrained by IMF policies and procedures.Through most of 1971, Chile met her scheduled debt obligations. However, in November President Allende announced that Chile would request arenegotiation of debt payments with a consolidation of payments, a three-yeargrace period, and a long schedule of repayment."", Debt payments due later inthat year were not made on schedule."'In January and February 1972 Chile conducted negotiations in New Yorkwith forty-four private United States banks to which Chile owed$600 million. The result was more than a deferred schedule for payments due between1972 and 1974.
From February through April 1972 Chile conducted negotiations in Pariswith the so-called Paris Club (the United States and ten other major creditornations).2 A secret accord in April provided that Chile pay as scheduled 30per cent of all the debt and interest payments due between November 1971and December 1972, with six years' grace subsequently to pay those deferredpayments in full; the creditors promise to study "with good will"' the refinancingof those debt payments due in 1973; and the IMF periodically review Chile'smonetary, credit, and trade performance.In addition to debt renegotiation questions, another policy of the Allendegovernment in this area was 
to welcome official inflows both from traditional
sources, e.g., the IMF, the United States, and from new sources, e.g., the Socialist nations (on the latter, see Chapter 8). 

4.3.4 Miscellaneous Transactions. 
Most of the policies discussed in this subsection did not have a stronggeneral impact nor a long-lasting one. At least for certain subsectors, however,they were very important for a while. Their effects are discussed in Part 11I,below.
In 1959 Law 13305 established a tax immunity for capital repatriatedfrom abroad to buy tax-exempt dollar bonds. It also granted banks the authority to make loans expressed in terms of foreign currency and to pay interest 
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on foreign-currency time deposits. With the end of the Phase IV periodi in 

December 1961, these provisions were terminated. 
In 1962 Law 14949 authorized the government to pay its internally held 

dollar debts in escudos at the bank spot NER, which was about two-thirds of 

the brokers' rate which would otherwise have been used. 
In 1963 Law 15192 reserved all gold operations to the Central Bank. 

Later that year the Central Bank announced that it would continue to buy gold 
coins and bars from individuals and firms, but that it would sell gold only to 
industrial and professional users associated with the bank and not to other 
individuals and firms. In 1970 the exclusive power of the Central Bank to deal 
in gold was extended to all nonjewelry imports. 

In 1963, the Central Bank also began to limit the rate of interest allowable 
on import credits for which it would provide foreign exchange. This maximum 
was altered a number of times in the 1960s until it was limited to the lower of 
the prevalent interest rate in the country of export or 1.5 per cent above the 
New York prime rate in 1969. 

At the end of 1970 Central Bank Circular 1464 prohibited paying remu
neration in foreign currency to Chileans or to non-Chileans of more than two 
years' residence. It also prohibited paying more than half of such remuneration 
in foreign currency to non-Chileans of less than two years' residence and then 
only with Central Bank approval. 

NOTES 

I. These included specific taxes based on the 1928 law; ad valorem taxes of 3, 30, 
or 62 per cent of the landed value; consular charges of 3 per cent; disembarkation and 
embarkation charges or port charges of I per cent; special taxes on agricultural machinery 
and parts, cotton, tea, sugar, gasoline, and related imports; additional taxes; and added 
additional taxes. 

2. For example, in February 1951, after the December 1950 reforms, CONDECOR 
loosened the system further by publishing a reduced list of prohibited imports. Other 
changes in 1951, however, increased the restrictions in a piecemeal fashion: the list of 
luxuries which could be imported against gold sales was revised four times, with auto
mobiles put on the prohibited list in the last revision; a new list of imports against the 
proceeds of wine exports was published; and importation of certain commodities previ
ously permitted from all countries was restricted to countries with which Chile had 
payments or compensation agreements. In 1952, further restrictions were introduced: on 
April 24, imports previously quantitatively uncontrolled at the bank spot rate or at fixed 
rates were suspended or transferred to quantitatively controlled fixed rates (which effec
tively was a reversal to the system in effect before the reforms of December 15, 1950); on 
June 4, the importation of luxury items was suspended; and on June 26, an expanded list 
of prohibited imports was published with exceptions to be made by CONDECOR if 
domestic supplies were insufficient or if domestic costs were more than 50 per cent above 
foreign costs. For details, see IMF [1950-56b] and Banco Central [1950-56b]. 
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3. Licenses continued not to be required for permitted imports, but registration withthe Foreign Exchange Commission at the time of shipment from abroad was necessary inorder to receive foreign-exchange cover.
4. Some of these results would occur with almost any rationing system. Othersmight have been ameliorated with modifications in the system as it existed, e.g., theallowable percentage increase could be a function of past or planned growth in order notto penalize the faster-growing activities so much.
5. Exceptions to this growing liberalization were primarily of a political nature. Allnonhumanitarian direct and indirect trade with Cuba was suspended between April 27,1966, and November 19, 1970. All direct and indirect nonhumanitarian trade withRhodesia was prohibited as of February 9, 1967. Direct and indirect nonhumanitariantrade with the Union of South Africa was banned as of June 2, 1968, with a modificationas of March 5, 1968, to ban invisible transactions as well, but copper exports were 

allowed! 
6. For example, at the end of 1970 the importation for private use of automobilesvalued at over $2,500 (later reduced to $2,200) c.i.f. was prohibited.7. Some other changes in the 1965-70 regime were motivated in large part by theneed to absorb liquidity: in June 1966, the establishment of a minimum downpayment of20 per cent of the c.i.f. value for imports on a deferred payment basis (terminated inSeptember 1967); and establishment, in June 1967, of special terms with a rebate at a 5.0per cent annual rate for exchange contracts for import payment cover negotiated at thetime of import registration (terminated in November 1970). The former requirement

also probably resulted in real costs to the importers.8. After several months banks were limited to financing a maximum of 100 per centof deposits for category A, 60 per cent for category B, and 30 per cent for category C.Financing of the other categories was not permitted. These percentages were reduced 
in 1957. 

9. Exceptions were made for some items on consignment, deposits made in dollarsor in 120-day no-interest Treasury dollar bonds, and itemssome in categories A, B,
and C. 

10. A 5,000 per cent prior deposit for 90 days at a real interest rate of 10 per centcost the importer 125 per cent of the value of the import.
1I.Exempt were the government, municipalities, exporters subject to the "free port"and earthquake special regimes, large-scale mining, and imports from LAFTA countries.12. The declining importance of prior deposits is indicated, for example, by the
steady fall in the ratios of the value of deposits to registered imports from 14.3 per cent
in 1964 to 2.9 per cent in 1968 (Jo6 [1969:171). Ffrench-Davis [1971:101] reports that
the value of imports requiring prior deposits decreased approximately 40 per 
 cent in1967 and another 40 per cent in 1968 to a level of only about 21"per cent of all imports


at the start of 1969.
 
13. This subsection is heavily based on the work of Jeanneret [1971:349-362].Special regimes related primarily to exports are discussed in section 4.2.14. A few special regimes do not fall into these categories. For example in 1960Law 14117 established a special regime for reconstruction after the May 1960 earthquakeby permitting enterprises in the affected area to import machinery and equipment witha single customs duty of 15.0 per cent of the c.i.f. value until 1965.15. In the first ten months of 1970, for example, 34 per cent of the value of importsunder special regimes went to the department of Arica, 17 per cent to the provinces ofChilo6, Aysen, and Magallenes, 16 per cent to the provinces of Tarapacfi and Antofagasta,and (under adifferent special regime) 7 per cent to the departments of Iquique, Pisagua, 
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Taltal, and Chanaral and the province of Antofagasta. A similar ordering occurred in 

other years, although the position of the last two groups was at times reversed. 

in the War of the Pacific, has about 0.6 per16. Arica borders on Peru, was won 
the Atacamacent of Chile's population, and is 1,500 kilometers (900 miles) across 

desert from Santiago. 
be imported for17. Some prohibited import items, such as most vehicles, could 

use in the special areas alone, but could not be shipped to the rest of the country. 

18. 	 Recently there have been some exceptions to this statement. For example, in 

a tax of 8.0 per cent on the customs value of goods imported1970 Law 17382 established 
through Chilo. After the 1971 devaluation, moreover, the southern area received 

favorable exchange-rate treatment for imports already register~d and for certain newly 
was established for automobileregistered imports. Also in 1971 a special point system 

this area, with positive weights given to the 	 age of any currently ownedimports into 
the zone, family income, and the numbervehicles, the number of years' residence in 

of quarters in which applications had been filed (all subject to the limit of $2,200 c.i.f. 

in value and the existence of appropriate repair and service facilities for the vehicle 

being imported). 
19. Fontaine [1964] concludes that the net economic benefits from the sugar in

dustry set up under this shelter were negative. 
20. 	For example, the original ratio of the rate for A account transactions to that 

was 0.463.for B account transactions in the agreement with France 
Import premiums commanded by any licensing under such agreements generally21. 

were, of course, less than those which "free-foreign-exchange" licenses would command. 

22. To illustrate, at the end of 1953 accounting dollars established under the terms 

of payments agreements with the Federal Republic of Germany and Brazil, implied 

respective rates of 38 and 28 per cent above the dominant bank spot rate, and the free

sterling rate implied a cross exchange rate 35.3 per cent above the spot rate, which had 

increased to 158 per cent by October 1954. 
23. 	 Ellsworth [1945:95-96] reports that because of this funding, CORFO's out

approximately double the combinedstanding loans at the 	 end of 1942 already were 

total of all the other development agencies, even though the other organizations had been 

in existence much longer and had substantial resources at their disposal derived from 

mandatory Central Bank loans. 
24. 	 Difficult decisions remain to be made for petrochemical production, automobiles 

rapidand trucks, and chemicals and pharmaceuticals, but progress has been much more 


than had been anticipated in many quarters. See, for example, Novitski [1972].
 
third and fourth25. However, large-scale copper mining continued to enjoy the 

components of the exchange-rate treatment outlined above. Moreover, this subsector 

was exempted from prior deposits on imports, additional taxes, and added taxes. 

26. In subsection 7.1.2.3. 1 evaluate both the short- and the long-run effects of the 

Nuevo Trato. 
States producer27. However, the Chilean producer price was below the United 


price for some tim, after July 1970.
 
28. However, the additional taxes of 5 and 8 per cent which had been established 

in 1961 were eliminated in 1966. 
were from the United29. 	 Of the investments in Anaconda properties, $58.8 million 

were from the Chilean government, and theStates Export-Import Bank, $5.75 million 
rest from Anaconda. For the Kennecott properties $110 million were from the United 

by the Chilean government, $27.5 millionStates Export-Import Bank and guaranteed 
loan from Kennecott and were from the Chilean government, and $92.7 million were on 
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insured by AID (but of that $80 million in fact were from the Chilean government asthe price of 51 per cent control). For the Cerro Corporation properties, $56.4 millionwere from the Export-Import Bank with a Chilean government guarantee on $35.4million and $20.1 million were from a Japanese consortium with a Chilean governmentguarantee on $10.1 million. 
30. Hector Humeres, the politically independent Comptroller General, subsequentlyestimated the book value to be $629 million.31. The tribunal was composed of a representative of the Chilean Supreme Court,a representative of the court of appeals, and three officials named to their posts by

Allende.
32. Welles [1971] reports that these debts amounted to $550 million of principal(including $180 million to the Export-Import Bank, $92 million to Kennecott, $100million to five major New York financial institutions-Chase Manhattan, ManufacturersHanover Trust, Chemical Trust, First National City, and Morgan Guaranty Trust-$S50million to the Banca Commerciale Italiana, $18 million to the Cerro Corporation, $15million to the Japanese Mitsui group, $17 million to the Japanese Sumimoto group, plussome smaller obligations), plus $220 million in interest.33. Adding to the confusion was a statement by Chilean Foreign Minister ClodomireAlmeyda in Washington on October 7 (after Allende's announcement of the excessprofit estimate, but before the announcement of the decision of the Comptroller General)that suggested that Kennecott Anacondaand would be assessed 49 per cent of theirexcess profits since that was their share in the ownership of the mines prior to the 1971nationalization (see Welles [1971]). De Onis [1971a, 1971e] claims that in May Allendecommitted himself to signing a negotiated settlement for $56 million for the purchaseof the Cerro properties. However, he reversed his decision and never signed the agreement partly because militants in the government coalition were dissatisfied with termsof the agreement and partly because the U.S. Export-Import Bank refused to grant Chile a credit of $21 million to purchase Boeing airplanes.

34. After surveys by French and Soviet mining experts, $8.1 million were deductedfrom the original sum of $92.7 million because that much was judged not to have beenusefully invested.
35. The post-Allende government has indicated that it might reconsider the questionof compensation for the former owners, but not the possibility of retuining control to 

them. 
.36. The period for shipment usually was 60 days. The period for repatriation variedfrom 30 to 90 days, depending somewhat upon the restrictiveness of the over-all regime.
The period for liquidation generally was 10 days. Longer periods were 
allowed for certainpromoted exports, e.g., in 1970 the shipment limit was 120 days for wood. 180 days forindustrial goods and minerals, and 360 days for iron andores, the repatriation limitranged from 120 to 480 days for exports on consignment and for specified processedexports. Penalties were imposed for delayed returns. Such penalties were increased duringthe more restrictive phases. 
 Not all of these time limits were enforced all the time,


however. 
37. In some cases, such as for gold and wine exports, even the NERs fell.38. For example, in February 1971

hibited 
Decree 33 of the Ministry of Economics prothe export of industrial products through June of that year. In January 1972,Decree 27 of the same ministry prohibited the export of certain iron products through

June of that year.
39. Because of the existence of such quotas, export prices of the constrained commodities have at times exceeded domestic prices, but Chileans have not been able to 
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arbitrage. In such cases the ratio of foreign to domestic prices overstates the EER because 
it Includes the premium received by the quota recipients. 

the Chilean share of world nitrate production has been',40. The secular decline in 

huge: from 66 per cent in 1901-02 to 1.5 per cent in 1960.
 

41. For example, in 1956 Law 12018 allowed CONVENSA to include amortization, 
interest, and transportation in its production costs, guaranteed a better NER, and estab. 

lished an investment program for the industry.42. For example, this subsector received the special credits from the United States 

that were negotiated in the Washington Treaty of 1951 (see subsection 4.2.1). 
43. Credits were made available to favored exporters either 90 days before ship

ment for up to 100.0 per cent of the returns at 4.0 per cent or with the presentation 
of shipping documents for 180 days for up to 100.0 per cent of the returns at 3.0 per 
cent. In November 1961, such credits were extended only to exporters who did not 
have time deposits in the banking system. 

44. This regime included guarantees on access to various exchange rates and on 
the speed of capital withdrawal. Incoming capital was sold in the brokers' market and 
servicing and withdrawal was in the bank market. Remittance of profits or interest of 
up, to 7.0 per cent per year of the invested capital was permitted. Withdrawal was allowed 
to start two years after entry in annual amounts up to 12.5 per cent of the invested 
capital, subject to the restriction that the total of servicing and withdrawal did not exceed 
50 per cent of the increase in repatriated export proceeds. 

45. For eligible exports, credit was available in domestic currency equal to 80 per 
cent of the value for a maximum of 90 days (increased, a year later, to 180 days for 
industrial products). This credit was refinanced in its entirety by the Central Bank. 

•46. This list did not include exports from large-scale mining, those which entered 

the country under special exemptions, semimanufactured copper products, nitrates (until 
1968), or services (except for shipping which was added later). 

47. However, after January 1967, downward adjustments in the rates were allowed 
as long as they were not greater than the amount by which the rate of increase in the 
exchange rate exceeded the rate of increase in the wholesale price index. At the end 
of 1968 the maximum downward adjustments were limited to the amount by which the 
rate of increase in the exchange rate exceeded the rate of increase in the consumer price 
index, except that fish meal and fish oil were guaranteed no decrease for three years. 

48. The interest rate later was increased to 12 per cent, but still was below the 

rate of change of prices; so this credit carried a negative real interest rate. The period 
for this credit was increased to 360 days in December 1967. The periods in use in 1969 
were 90 days for agricultural products, 180 days for most industrial products, and 360 
days for cement sent to Argentina and Brazil. 

49. A large portion of these new rates established an inverse relation between the 
drawback rate and the international copper price for small- and medium-scale copper 
mining. This decree also maintained the previously existing drawbacks at least at the 
same levels. 

50. Among these products were fish meal and oil, paper for periodicals, cellulose, 
and cardboard, included as a result of solicitations by CORFO prompted by low in
ternational prices; steel, as a result of solicitation by the Minister of Economics because 
of low domestic prices for CAP; shipping, because of losses suffered by the merchant 
marine; and nitrates, because in 1968, a transfer was arranged to SOQUIM of $5 million 
in drawbacks, to take place over a period of three years. 

51. In early 1970, however, all products of the automobile industry were excluded 
from these credits. 
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52. The impact of the export-promotion attempts is examined further in chapters
5, 7, and II, below.

53. Some other general policies also have applied, but have been relatively unimportant for the purposes of this study. For example, since 1963 private persons buyingexchange in the brokers' market have been required to show proof of prior income tax 
payments.

54. At about the same time the tax of 30 escudos a trip on travel by Chilean residentsto other Latin American countries was abolished and the tax on travel to all otherlocations was increased from 60 to 310 escudos a trip.55. The relative shift in these maximums favored travel to Latin America and discriminated against travel to the United States and Canada. This shift was consistent withthe over-all aims of the Allende government regkrding changes in the geographicalpattern of international economic and political interactions.56. These last measures were in part directed at limiting black-market activity in 
escudos. 

57. The value of United States investment alone (including large-scale mining)the time of the election of Allende atwas over a billion dollars. The largest nonminingoperations included Anglo-Lautaro Nitrate, Boise Cascade, International Telephone andTelegraph, Coca-Cola, Standard Oil of New Jersey, General Motors, Crown ZellerbachInternational, General Cable, and RCA International, all of which had 1968 Chileansales of about $10 million at the least, although some were owned partially by Chileanentities. See Szulc [19701 for a complete listing of such enterprises and their sales value.58. Imports financed by those flows were at times exempted from some importregulations such as the additional taxes and prior deposits.59. In the case of large-scale copper mining the nature of such official obligationswas redefined, however, as is indicated above in subsection 4.2.1.60. In his announcement Allende noted that in the previous six months the foreigndebt actually had been reduced; the foreign debt inherited from the previous governmentplus the $728 million in obligations taken over from the foreign copper companies madeChile second only to Israel in terms of per capita national debt; and debt paymentobligations for 1971-1973 were approximately 40 per cent of total Chilean exports.Furthermore, he claimed that the fulfillment of Chile's scheduled debt payment commitment to date had been made 
 much more difficult by its failure to receive more than$100 million in dividends and taxes from the foreign copper companies prior to nationalization; the closing of approximately $190 million in credit lines by United Statesbanks in part because of the Edward Bank's failure to fulfil its contractual obligations;the drop in international copper prices; and the increase in imports due to the boom inthe Chilean economy and to income redistribution. See CORFO [1971a, November 23:
1-2].

61. These included $5.8 million to Kennecott (see subsection 4.2.1, above), $6million to International Telephone and Telegraph Company, $7.8 million to United Statesbanks, and $4.5 million to the United States Export-Import Bank. For more details,see de Onis [1972b], V6skovic [1972:544], and Wilcke [1972].62. The United States held over half of the debt. No other individual country norall international organizations considered together held as much as a tenth. 



Effective Exchange Rates, 
Effective Protection Rates, and 
Domestic Resource Costs 

In this chapter, one of the major purposes of this study is carried out: deter

mining the impact of the NER and supporting policies, described in the two 

previous chapters, on effective rates of protection and exchange and related 

constructs. The focus of section 5.1 is on the time patterns of import premiums, 

PLD-EERs, and PLD-EER(PI)s in the years since World War II. In section 

5.2, -ITR, EPR, and DRC estimates are examined for selected years in the 
1960s. 

SUMMARY AND CONCLUSIONS 

i. Over-all PLD-EERs have been moving secularly downward. PLD-

EERs for imported goods, moreover, continued to decline even in the 1965-70 
this trend implies increasing balance-ofsliding-peg period. Ceteris paribus, 

payments pressures. 
ii. Import premiums have been quite high and have tended to move in

versely to PLD-EERs. During the sliding-peg experience of 1965-70, however, 
the large expansion in the availability of foreign exchange (primarily from the 
copper boom generated by the Vietnam War) made it possible to reduce both 
import premiums and PLD-EERs. 

iii. Barriers for imports generally have been quite high and variable. 
iv. The dispersion in such barriers has been very substantial among pro

duction sectors and subsectors and among end uses. Moreover, policy changes 
have not been highly correlated in their effect on these categories. Nevertheless, 
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the regimes have generally tended to favor manufacturing over agriculture andgriculture over mining-the traditional "easy" import-substituting industries,which had received high protection since the nineteenth century-over industries producing intermediate goods (at least until the late 1960s); importsubstitution over export promotion; and goods imports over nongoods international transactions. 

v. Such discrepancies in the treatment of sectors of the economy generally declined at the start of liberalization attempts, although not the preference 	for manufacturing over agriculture. The discrepancies often increasedas these efforts faltered. They were reduced most substantially and maintainedat a low level for the longest period of time during 1967-70, the last four years
of the Frei administration. 

vi. In times of foreign-exchange crisis, restrictions have been increasedmost severely on nongoods transactions and on investment-goods imports.These restrictions have resulted in a clear trade-off between short-run balance
of-payments needs and long-run growth objectives.

vii. Since exports respond to price incentives (see section 7.2), thosepolicies utilized in part because of the export pessimism derived from the GreatDepression experience have reinforced that pessimism by strongly discouragingexport expansion and diversification. 

5.1 TIME PATHS OF IMPORT PREMIUMS,
PRICE-LEVEL-DEFLATED EFFECTIVE 
EXCHANGE RATES, AND 	 PREMIUM.
INCLUSIVE PRICE-LEVEL-DEFLATED
 
EFFECTIVE EXCHANGE 
 RATES 

Aggregate patterns are described in section 5.1.1; disaggregate, patterns": insection 5.1.2. 

5..1 	 Time Patterns in Aggregate Import Pemiums and Price-Level. 
Deflated Effective Exchange Rates. 

A summary of the aggregate impact of the policies on import premiumsand PLD-EERs described in the two previous chapters is shown in Table 5.1;the PLD-EERs are shown for both goods imports and nongoods transactions.The first important characteristic to be noted in the data shown, as well 	 as inthe summary statistics shown in Table A. I and elsewhere, is the secular declinein the PLD-EERs since World War II. These movements have not been monotonic. The PLD-EER for imported goods has increased in seven of the twenty
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TABLE 5.1
 
Chilean Price.Level-Deflated Effective Exchange Rates for
 

Imported Goods and for Nongoods Transactions and
 
Import Premium Rates, 1946-70
 

PLD-EERs 
"_ 


Imported 
,hase and Goods 

Yer ()(2)
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1946 

1947 


1948' 

1949. 

1950' 

1951 
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1956 
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1958 
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1959 
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4.70 

5.69 

3.90 

3.53, 
3.27 

. 4.82 
5.68 
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3.89 
3.20 


.379 

. 3.98 
3.83 

3.98 

5.03 
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. 

Ratio. Import 
Col. 2 to Premium 

Col. 1, Rate 
(3) (4). 
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0.94 76%
 
1.41 79
 
1.37 61!
 
1.55 93
 

1.42 68'.
 
1.21 67
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1.85 ' 112:
 

2.40 166
 
.53 :204, 

1.27 132,,
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1.30 64
 

0,85 51
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1.21 "60 
1.31 46
 
1.17 ..69
 

1.01 57
 
1.04 56
 

.06 :-52'
 
1.08:, 43,
 
1I10 46
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1.25 77
 

SSouRcE, The PLD-EER for imported goods is obtained by 

deflating the HERs in column 14 of Table A.7 by the Chilean GDP 
deflator. The PLD-EER for nongoods transactions is the PLD-NER 
for the black or free market before 1950 and the PLD-NER for the 

brokers' market thereafter (columns 6 and 12 in 'fable 3.2) ad

justed for the taxes described at the start of section 4.3. The im
port premium rate is defined in the notes to Table A. . The PLD-
P.P.R- are in 1965 escudos ncr dollar. 
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five years shown; the PLD-EER for nongoods transactions, twice as often.Nevertheless, the basic underlying trend is clear: the mean PLD-EER for imported goods over phases and subphases, for example, fell from 8.48 escudosper dollar for 1940-46 to 3.60 for 1965-70, increasing only betweenand 1955 and between 1956 and 1958 (line 

1952 
1.1.7 in Table A.1). The majorfactor underlying this fall was the drop in PLD-NERs discussed in section 3.2.Ceteris paribus, such a decline would seem to iiave increased the need forquantitative restrictions to prevent large balancc-of-payments deficits.Second, the import premium rate tended to increase until the end of thequarter-century of Phase II restrictions, in 1955, and tended to decrease secularly thereafter (line 1.1.6 in Table A.1). The latter tendency was possibledespite the simultaneous secular decline in the PLD-EERs because of therapidly expanding command of Chile over foreign exchange from exports andfrom nonmonetary capital inflows (see Table 8,1).

Third, it should be noted that phase-coizcident patterns were superimposed on these secular trends. The PLD-EER for goods increased at the startof each liberalization attempt (1956, 1959, and 1965) because of associatedlarge devaluations. At the same time and for the same reason, the importpremium rate declined, its fall reinforced by expanded imports financed fromstabilization funds. The PLD-EER for nongoods transactions dropped at thestart of each liberalization effort as the government attempted to reduce disparities among various EERs. The ratio of the PLD-EER for nongoods transactions to that for goods transactions was greater in the Phase 11 periods, asdisparities in charges among uses increased with exchange control.

Fourth, in terms 
of short-run fluctuations, the PLD-EER for importedgoods and the import premium rate tended to move inversely (the simple correlation coefficient between the two is -0.46), reflecting price responsivenessin import demand or export supply, or both. This point is illustrated in Figure5.1 by simplified supply-and-demand curves in a foreign-exchange framework.At a price for a unit of foreign exchange of PO, the available quantity is Qoand the import premium rate is (P:i - P(I)/P. At a higher price for foreign exchange, P1, the quantity supplied increases to Q1, 
 and the import premiumrate falls back to (P2 P1)/P 1. - (In the diagram, the same PLD-EER is assumed to hold for both exports and imports. In reality, a substantial difference

has existed, as is discussed below in this chapter.)
Fifth, the PLD-EER for nongoods transactions generally was higher thanthat for goods. The discrepancy has not been as great, however, as consideration of PLD-NERs alone might suggest (Table 3.2) because other policieshave affected exchange costs for goods much more than for nongoods. Nevertheless, policies usually have discriminated against invisible and service imports as opposed to goods imports. Capital inflows, however, have often been 
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The major exception to this situation occurred in the Phase IV years of 

1959-61.1 The unified NER for those years, combined with disparities in the 
effects of supporting policies, resulted in lower PLD-EERs for nongoods than 

for goods transactions. As a result, discrepancies between the PLD-EERs for 

goods and for nongoods were larger than in some periods with a multiple ex

change-rate system, e.g., 1965-69. 
Sixth, the import premium rate has been quite high, averaging 77 per cent 

for 1946-70. Import taxes and related policies have absorbed some of the 

differences between international and domestic prices, but quite substantial 

returns have been left for importers and for protected industries. 
Finally, with regard to the sliding.peg NER policy of 1965-70, it should 

be noted that d,spite the government's announced intention to the contrary, 

the PLD-EER for imported goods declined by 13 per cent during the period. 

The mean PLD-EER for import goods during the same phase was lower than 

in all but one (1952-55) of the phases and subphases after 1940 (see line 

1,1.7 in Table A. 1). The import premium rate declined during the phase and 

was at the lowest mean level of all post-1945 phases and subphases (see 

line 1.1.6 in Table A.1) in spite of the low and declining PLD-EER for im

ported goods. This phenomenon reflected the copper boom generated by the 

Vietnam War and large net capital inflows that provided foreign exchange to 



PLD-EER. 

.D'
 

P3"-- -- "-.

D 
I SI 

P4 ' 

Co 04 Quantity of foreign exchange 
finance substantially increased imports (see Table 8.1 ). The decline is roughlyillustrated in Figure 5.2, which is drawn under the same simple assumptionsutilized in Figure 5.1. Before this phase the price of foreign exchange was Po,the quantity was Q0, and the premium rate was (P3 - Po)/Po. In 1965-70,the demand for foreign exchange may have shifted somewhat to the right to D'.The supply of foreign exchange, expanded as described above, is depicted by5'. As a result the following combination is observed: a reduced price atP)4, an increased quantity at Q4, and a lowered import premium rate of 
(P 5 - P4 )/P 4.During 1965-69, the PLD-EERs for goods and nongoods were morenearly identical than in any earlier phase or subphase following the SecondWorld War, except 1946 and 1957. They were also closer than in the years ofthe unified NER, 1959-61 (Phase IV). The disparity increased year by yeardiring the 1965-70 phase, however, in part because of attempts to limit capitalflight during the long political campaign before the 1970 election. 

5.1.2 Time Patterns in Disaggregate Premium-Inclusive Price-Level-
Deflated Effective Exchange Rates. 

Because of the complexities, specificity, and frequent alterations in theforeign-sector regime in recent decades, which was described in the two preced
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ing chapters, determination of disaggregate PLD-EERs and import premiums
separately would require resources far beyond those available for this study. 

Instead, therefore, concuntration is on PLD-EER(PI)s for disaggregate anal

include the total effect of the international regime on inysis. Such measures 
ternal prices, that is,on the EERs plus any premium importers receive. 2 Equiv

alntlu thes. measuWres represent the total effects of foreign-sector policies on 
theprices paid not by the original importer, but by the second buyer, i.e., 

person or firm the original importer sells to.3 

PLD-EER(PI)s on the individual product level for each of 220 items 

considered in this study cm',uld be presented and examined. Such detail, how

ever, would be overwhelming. Important broad patterns would be difficult to 

discern. Instead, one would run the risk of being sidetracked by unimportant 

idiosyncrasies. The focus in this subsection, therefore, is on the intermediate 

level of aggregation of PLD-EER(PI)s presented in Table A.8: 18 subsectors, 

three sectors, (agriculture, mining, and manufacturing), and nine demand 

components. Three other tables contain statistics constructed from the series 

in Table A.8 to aid in the analysis. Table 5.2 includes ratios of various dis

aggregate PLD-EER(PI)s; the correlation coefficients among them are shown 

in Table A.9. Table A.10 contains percentage changes in the PLD-EER(PI)s 
PLD-NER. Six important broad characrelative to the national accounts 

teristics in the post-World War II patterns of the disaggregate rates may be 

seen in the data contained in the four tables: 
i, Variations in the PLD-EER(PI)s among subsectors, sectors, and de

mand components have been substantial. The ratio of the highest to the lowest 

PLD-EER(PI) in each subsector ranged from 2.82 to 12.43, with an average 

of 5.08 (Table 5.2, column 1). The subsectors with mean PLD-EER(PI)s 

above the over-all average (in order) are footwear, coal mining, textiles, 

leather and leather products, nonmetallic mineral products, other manufac

tures, beverages, food products, and basic metals. Policies since the Second 

World War, thus, have tended to maintain high barriers for those subsectorn 

which first received protection as "infants" in the nineteenth century! 

On the sectoral level of aggregation, barriers have been highest for manu. 

facturing and lowest for mining, with agriculture in between. The ratios of the 

PLD-EER(PI)s for agriculture to those for manufacturing averaged 0.6 

(column 2). The mean PLD-EER(PI) for mining was only half of that foi 

manufacturing (column 3). The impact on sectoral terms of trade, thus, ha! 

been considerable. These distortions in incentives probably explain in con 

siderable part the relative stagnation in agriculture and the limited expansiol 

of minerals exports (on responses to price incentives, see Part III, below). 

Among demand classifications, barriers have been highest for consume 

goods and about the same on the average for both investment and intermediati 

goods. The mean PLD-EER(PI) for investment goods was 0.64 of that fo 
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consumer goods, while that for intermediate goods was 0.62 (columns 4 and
5). These relative values reflect the maintenance of high effective protection
to encourage'import substitution for consumption products.

The mean PLD-EER(PI) for imports, finally, was .1.53 times that for 
exports (column 6). This difference reflects the basically inward-looking,
import-substituting nature of the post-World War I1regimes. The lack of more
rapid growth in exports, once again, originates substantially in this discrim
inatory treatment against them (section 7.2).

ii. If there has been any general secular tendency, it has been a narrow
ing of differentials among subsectoral PLD-EER(PI)s as well as for agricul
ture relative to manufacturing, intermediate relative to consumer goods, and
imports relative to exports (columns 1, 2, 5, and 6). However, such trends 
are not very pronounced. That the last phase in the 1946-70 period was more
liberal than the first, moreover, may cause phase-coincident changes to be 
misinterpreted as secular trends. 

iii. Shifts to more liberal phases were generally characterized by reduc
tions in differentials. In the first year of each of the three cases of shift, the
PLD-EER(PI) for imports declined relative to that for exports (column 6).
The range among the subsectors declined (column 1) in the first year in two cases, and so did the relative discrepancy between mining and manufacturing
(column 3), with an especially large drop in 1956, the first full year of the 
Nuevo Trato (see subsection 4.2.1 above).

On the other hand, the discrepancies of agriculture relative to manufac
turing on two occasions increased in the first year of liberalization attempts
(column 2), and in the third case remained unchanged. This apparent anomoly
reflects the fact that all three liberalization attempts were part of stabilization 
programs. In each case considerable effort was expended in trying to moderate
agricultural price increases since prices in this sector had large weights in the 
general price indices. These indices were taken as the most important indicator
of the short-run success or failure of the anti-inflationary effort and thus 
strongly affected short-run inflationary expectations.

The ratio of the PLD-EER(PI) for intermediate goods relative to con
sumer goods moved toward unity in the first year of only one liberalization 
attempt (column 5 in Table 5.2). This observation suggests that generally, atleast the consumer-good, import-substitution activities not squeezed bywere 
a sharp drop in EPRs at the start of liberalization attempts.

iv. During the more liberal phases, the patterns were somewhat mixed.
During the 1956-58 phase, discrepancies tended to decline among subsectors,
among demand components, and between mining and manufacturing (columns
1, 3, 4, and 5). Those between imports and exports and, to a lower degree,
between agriculture and manufacturing, however, increased substantially as 
the liberalization attempt faltered (columns 2 and 6). 



ABLE 5.2 
Chilean Ratios of Disaggregate Price-Level-Deflated Effective Exchange Rates, 

Premiums Included, 1946-70 

Phase and 
Year 

High Sub-
sector to Low 

Subsector 
(1) 

Agriculture 
and Forestry to 
Manufacturing 

(2) 

Mining to 
Manufacturing 

(3) 

Investment 
Goods to Con-
sumer Goods 

(4) 

Intermediate-
Goods to Con-
sumer Goods 

(5) 

Imports t 
Exports 

(6) 

I 

1946 4.01 0.52 0.47 0.84 0.59 1.85-. 

19471948 4.213.93 
0.510.53 

0.520.55 
0.67
0.67 

0.52
0.54 

1.72
1.73

1949 7.36 0.56 0.48 0.63 0.56 1.;79
1950 7.22 0.63 0.54 0.63 0.52 1.68 

1951 5.27 0.63 0.54 061 0.49 1.54 

1952 5.06 0.58 0.51 0.60 0.54 r1.44 

1953 5.86 0.67 0.54 0.62 0.55 1.37 

1954 4.86 0.72 0.50 0.56 0.53. 1.52

1955 12.43 0.67 0.39 0.50 0.64 "- 1.35 
III. - :. " -.' 

1956 8.06 0.64 0.47 0.52 0.67 1.34 
.1957 11.33 0.64 0.50 0.64 - 0.67 L74 

1958 3.97 0.58 0.56 0.65 0.70 . 1.90 



1959 " 4.06 " -0.58 0.51 0.70 0.70 1 711960 3.51 .0.65% 0.53 0.62 0.69 1.611961 3.5 0.68 0.51 0.63 .0.6567. 

1962 3.04 0.71 0.49 0.60 0.63 1 751963 3.67 :0.71 0.52 0.65 0.65 1 481964 4.02 0.72 0.49 0.69 0.65 . 1.65: 

1965 351 0.65 0.55 0.66 0.64 1':A.47:
1966 2.82 0,68 0.55 0.71 0.651967 3.22 1.180.74 0.52 0.67 0.66 1.30,1968 3.04 0.70 0.48
1969 3.48 0.78 0.45 

0.67 0.68 1.25: 
0.66 0.71 1.091970 5.41 0.74 0.40 0.65 0.70 1.09 

Mean 
(1946-70) 5.08 0.65 0.50 0.64 0.62 1.53: 

SOURCE: Calculated from data in Table A. 
a. Based on high and low PLD-EER(PI)s in first nineteen columns of Table A.8. The, high subsector is nonmetallicmineral products for 1946-48, coal mining for 1953 and 1955-57, other manufactures for 1970, and footwear for all otheryears. The low sector is nitrate mining for 1946-48, 1957, and 1961, petroleum and coal products for 1966, and fishing forall other years. 
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During the 1959-61 phase most discrepancies tended to decline or remain 

about the same, with the possible exception of those for demand components 

by use (columns 4 and 5). 
In the first four years of the 	1965-70 phase almost all relative differences 

some increased thereafter, e.g., among sub
tended to be reduced. Although 

or between mining and manufacturing, important further reductions 
sectors 
occurred for agriculture versus manufacturing, intermediate goods versus con

sumer products, and exports-versus imports (columns 2, 5, and 6). In all three 
smaller than for any precedingwas 

year included in Table 5.2. Liberalization, therefore, increased near the end 

of the Frei regime to a level which almost merits the characterization of the 

cases the relative discrepancy for 1969 

period as Phase IV. 
The subsectoral PLD-EER(PI)s were not particularly well correlated. v. 

Among the 19 production subsectors, correlation coefficients are positive and 

significantly nonzero at the 5 per cent level for only 96 of the 171 pairs (Table 

A.9). In only 55 of these pairs, moreover, was the coefficient of determination 

0.50 or higher. 
Disaggregation to this level, therefore, usefully points out the disparities 

not only in the average levels of PLD-EER(PI)s, but also in the changes over 

time. The latter have arisen for two reasons: First, modification in the regimes, 

as noted in the two previous chapters, often has been for specific products or 

groups of products. Second, unchanged quantitative restrictions have
small 
implied import premiums that vary greatly with shifts in demand and supply.4 

The ratios of the standard deviation to the mean give an index of the 

relative volatility of the subsectoral PLD-EER(PI)s. On this basis the most 

volatile subsectors (in decreasing order) have been coal mining, textiles, basic 

metals, and nonmetallic mineral products (Table A.8). The least subject to 
have been other manufacturing, agrisuch fluctuations (in increasing order) 

culture and forestry, electric machinery, and paper and paper products. 

The relative degree of fluctuation among subsectors does not suggest any 

general cause (intended or otherwise), although the ranking of some of the 

sectors does have clear explanations. The high value for coal mining, for ex

ample, reflects the explicit decision made in the 1950s to reduce the PLD

EER(PI) because of the importance of coal as an input in the new iron and 

steel industry. The low value for agriculture also may reflect a policy decision 

(or just good luck) to keep fluctuations relatively low for this politically sensi

tive subsector. 
On the same basis the ranking of fluctuations in PLD-EER(PI)s among 

demand categories has been (in increasing order) intermediate products, ex

ports, consumer goods, imports, and investment goods. Several aspects of this 
seem to depend upon theranking merit emphasis: (a) The order does not 

extent to which the categories enter into international trade, that is, aggregates 
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made up more substantially of nontraded goods are not necessarily more (orless) volatile than those made up of tradable goods. (b) The level of exportshas been discriminated against, not their fluctuations. (c) Variations for intermediate goods have been relatively low. This implies some success of attemptsnot to disrupt operation of existing capacity through erratic changes in theavailability of imported inputs. (d) The high fluctuations for investmentgoods reflect the decision to postpone machinery and equipment imports attimes of foreign-exchange shortages, but to encourage them at other times.vi. Changes in NERs are poor indicators of variations in EER(PI)s: theratios of the latter to the former often change quite considerably (Table A. 10).Some fairly general consistencies do appear, however, in these ratios. Duringthe last year of phases these ratios generally have increased because of greaterrestrictiveness in response to foreign-exchange shortages (which often havebeen an important factor in the decision to shift to another phase)." However,for goods actually imported (as opposed to importable), the EER(PI) generally did not fluctuate much relative to the NER. As would be expected, in thefirst year of liberalized phases, the ratios for imports generally dropped because of reduced restrictiveness,o but the export ratios did not because of theattempt to reduce discrimination against them at the start of liberalization 

efforts. 

5.2 IMPLICIT TARIFF RATES, EFFECTIVE
PROTECTION RATES, AND DOMESTIC
RESOURCE COSTS IN THE 1960s 

This section is focused on the implications of relatively careful estimates ofITRs, EPRs, and DRCs, shown in Table 5.3, for 1961, 1967, and 1968 (exports only in the last year) by production subsector.7

The implicit tariff rate (ITR) indicates the effect of the internationaltrade regime on the product price. The ITR is defined as the ratio to the c.i.f.
price of the difference between the domestic price (net of normal distribution
costs) and the c.i.f. price. Chilean ITRs generally cannot be calculated bysimply adjusting the c.i.f. prices by legal tariff rates and other legal chargesbecause quantitative restrictions sometimes create substantial import premiums(see line 1.1.6 in Table A.1) and because there are numerous exemptions fromthe legal rates (see subsections 4.1.5 and 4.1.7). Therefore direct price comparisons 8are used, as explained in detail in Appendix B.The effective protection rate (EPR) measures the impact of foreign-sectorpolicies on domestic value added." The EPR is defined as the ratio to the international value added of the difference between domestic value added andinternational value added. Again, direct price comparisons are used, and thedetails are presented in Appendix B. 
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I:mpli ftTariff ates; Effective Protection Rates; and Domestic Resom.ce Costshi.
 

Chile,28 Sectors, 1961,1967, and 1968
 
(percent).
 

Implicit Tariff Rates Effective Protection Rates-, Domestic Resource 

(TRs) (EPRs), Costs (DRCs) 

i961 1967 1968a 1961 1961 -1967. I968n 1961 1968k 
(1) (2) (3) (4).., (1) (2)
TradableGoodsSectors (1) (2) (3) 


IAgriculture andforstry "43 1 19 50- 145 -7 15 .250 I11 

2 Fishng - 21 25 
3 Coal mining 37 " 31. 
4 Iron mining 2 0 -7-12 180 

5 Copper mining 0 0 '-14 -10 60. 

Nitrate 10 -6-1mining 

7 Stone,clay,and sands 66 - 64

6 40 ' -6 82
8 Other mining 46 
9 Food products 82 32. 27 -2,884 217 365 3 253 97; 

- 259 10 Beverages 122 7- 609: 164- : -23 

.0 141 13 --47-.- !.:...b 

12 Textiles 182 99 672.: 462: -492 
11 Tobacco 106 .... . 

" 16 '5 - 1,916, 5213 Footwear and clothing. 255 23* 29 - 386 319 



14 Wood and cork 

15 Furniture 

16 Paper and paper products 
17 Printing and publishing 
18 Leather and leather products 
19 Rubber products 
20 Chemical products 
21 Petroleum and coal products 
22 Nonmetallic mineral products 
23 Basic metals 
24 Metallic products 
25 Nonelectrical machinery 
26 Electrical machinery 
27 Transport equipment 
28 Other manufacturing 

Equally weighted arithmetic mean 
Standard deviation 
Range 

35 

129 


55, 

72,--


161 

102 

94-

507 


139 .
 

66 

59 

84-


I05. 

-84 


125 


83, 

58 


255 


0 

0 


44 

0 


25 

125 

38 

55 

27 

25 

80 

56 


162 

150 


48 

51 


162 


24-

30 


27 

-

15-


.24 


28 


12 

26 

21 

18 


18 

11 

30 


21 

209 


41 

82 


714 

109 

89. 


- 45 

227 

198 

43 

85 


111 

101 

164 


254 

552 


2,898-


30 

127 


49 

77 


325 

137. 

107-


-261 
179 

74 

45 

73 

92 

68 

129 


133 

117 

488 


-4 

-5 
95 --


-15 
% 18.
 
.304. 


64, 

,140: 


1" 

35 

.92" 

76 


449 

271' 


168, 

282 


1,127 


-22. 

18 

14 


-20". 
-

i4 

21,. 

-9 

10 

1 

4 


-.
'3 

13 

42 


:210. 161
 
241 73
 
-683i 164
 

297--,
 
2,109' ,,55
 

77
 
356, 75
 
47
 
b. 

b 380
 
217 .
 

-150:,- 59
 
- 131 -50,
 

118 -56
 
175 - 41 

', 419 -106
 
598 "86
 

.2,10 339
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Notes to Table 5.3 
NoTE: Sources and definitions are given in Appendix B. Some analysis of the con

two sets ofsistency of the alternative sets of accounts is also presented there. For 1961, 
EPRs are given. The first includes more sectors, but the second is more consistent with 

the 1967 estimates (see Appendix B). 
The estimates shown are not adjusted for overvaluation because of the difficulty of 

establishing the degree of overvaluation. All available indices suggest that the escudo 
in Table A.1 and the was overvalued by 20 to 70 per cent in the 1960s (see line 1.1.1 

source note for column 2.1.3 in Table A.I I). If overvaluation were taken account of in 

the calculations, the real protective barriers for import substitution would not appear to 

have been so high on average as is implied in the text. In any case, overvaluation did not 

alter the dispersion of protection among subsectors, which is the point of major interest. 

To illustrate the possible effect of such adjustments, however, note that Jeanneret [1971: 
of ITRI and EPRI with respective165] presents overvaluation-adjusted counterparts 

means of 9 and 11I per cent. Although her adjustment seems to be too large for a 68 

per cent overvaluation in 1961, this example is suggestive of the possible order of mag

nitude of this effect. 
a. For subsectoral exports only. 
b. Value was negative, indicating that the total foreign-exchange cost per unit ex

ceeds the foreign-exchange final-product price. 

is the value of domestic resources (at
The domestic resource cost (DRC) 

opportunity costs) employed in earning or saving a dollar of foreign exchange 

in the domestic production of a good. 10 As before, the sources and method of 

construction are presented in Appendix B. 

5.2.1 Mean Level of the Rates. 

The levels of the 1TRs and EPRs for 1961 and 1967 were quite high. The 

respective mean ITRs were 83 and 48 per cent. For 10 subsectors in 1961 and 

3 in 1967 the ITRs exceeded 100 per cent. The respective mean EPRs were 

13311 and 168 per cent. For I1 subsectors in 1961 and 6 in 1967 the EPRs 

exceeded 100 per cent. The protective barriers created
12 

by the trade regimes 

thus seem to have been quite substantial on the average. 

5.2.2 Sectoral and Subsectoral Differences in Relative Protection. 

The most important characteristic of the estimates in Table 5.3 is the 

existence of substantial differentials among sectors and subsectors and between 

end uses. For all but the 1968 ITR and EPR estimates, which are for exports 

only, the ranges and standard deviations between subsectors were quite high: 

for ITRI, a range of 255 per cent and a standard deviation of 58 per cent; 

ITR2, 162 and 51 per cent; EPRI, 2,898 and 552 per cent; EPR2, 488 and 

117 per cent; EPR3, 1,127 and 282 per cent; DRC1, 2,109 and 598 per cent; 

and DRC2, 339 and 86 per cent. These variations imply substantial cross

sectoral distortions in signals for product usage and in the rates of transforma
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tion between domestic and foreign resources. As Nugent [1971] has demonstrated, moreover, the welfare loss due to greater variance in protection amongproducts for a given mean level of protection can be quite considerable. 

RANKING OF SECTORAL DIFFERENCES. 
On the sectoral level, protection has been highest for industry, lowest formining, and in between for agriculture. However, inrelatively high EPR (EPR2) 

1961 agriculture had aand DRC. This result raises questions about theWidespread assumption that agriculture is a low-DRC sector against which 
substantial discrimination has occurred. 

RANKING OF SUBSECTORAL DIFFERENCES. 
In 1961' the ranking (in decreasing order) of subsectors with EPRs(EPR2) of over 100 per cent was textiles, leather and leather products, footwear and clothing, food products, nonmetallic mineral products, beverages,rubber products, other manufactures, furniture, and chemical products.13 Themost protected subsectors near the end of the most liberal phase since theGreat Depression thus tended to be the traditional, "easy" import-substitutionones. These industries not only had received conscious protection in most casessince the 1897 tariff law, but most import substitution in them had been madebefore the Second World War! 14 Moreover, the DRCs for many of these subsectors were quite high (see DRC1).Jeanneret [1971:167] interprets this pattern to mean that those sectorswhich had relatively high EPRs remained traditional and inefficient in theiroperation because they had only limited competition from imports. Her interpretation depends upon the assumption that approximately the 1961 EPRstructure had prevailed for a number of years. This seems to be a strong assumption, however, given the changes, described earlier, in the international

economic regime.
A more plausible interpretation is that in the process of liberalization in1959-61, protection was lowered less for the more stagnant and more traditional subsectors than for the others, leaving the former relatively protected.
This occurred because the vested interests in these industries were very strongpolitically and because of the desire not to risk too great a disruption in theselabor-intensive sectors from a flood of competitive imports. This explanation isconsistent with the observed protection patterns in 1961, the general liberalization in the previous years, and the significantly negative correlation betweenEPR2 and the growth in product over the 1953-61 period (Table A.5). 

IMPORT SUBSTITUTION VERSUS EXPORT PROMOTION. 
A very important set of discrepancies were those which favored importsubstitution over export promotion despite the comparative advantage of the 

http:products.13
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utilization ofatter. The results of discouraging exports included b,,efficient 

,esources and reinforcement of already existing export pessimism. At the same 

ime, the authorities evidently failed to appreciate that the limited growth in 
because of thexports reflected in part a reaction to the policies selected 

riginal export pessimism. 
Evidence of such differentiation between imports an& exports is multi

!aceted: 
(including the only threei. The lowest three ITRs and EPRs in 1961 

were for the export. oriented miningaegative values !or the latter group) 

iectors-iron, copper, and nitrates. For these same three sectors in 1961 and
 

for all of the 1968 estimates, which are for exports only, the EPRs were always
 

less than the ITRs.
 
ii. For the 1968 exports-only estimates the mean ITR was 18 per cent; the 

mean EPR, 3 per cent. These means were far below those for the other esti

mates (and significantly so at the 5 per cent level). If a reasonable adjustment 

were made for overvaluation, moreover, the adjusted means would be negative.15 

wereiii. The DRCs for the export-oriented products in each subsector 

uniformly below those for total subsectoral production (DRC2 versus 

DRC1). The mean of the former distribution was significantly below that of 

the latter. 
•iv. Table A.5 includes several significant correlations which reflect a bias 

toward import substitution: the positive association between the 1961 average 
0 the negative correlatariff rate on intermediate inputs and EPRI and EPR2; 1

tion between the average tariff rate on intermediate inputs and the exports-only 

EPR4; the negative correlations between the 1962 ratios of exports to domestic 

production and ITR1, ITR2, and EPR4; the positive association between the 

1962 ratio of imports to domestic production and ITR2; the positive associa

tion between the 1962 ratio of imported inputs to domestic production and 

ITR2 and EPR3; 17 and the negative correlation between the ratio of imported 

inputs to domestic production and the exports-only 1TR3. 
v. Bacha and Taylor [1973] present DRCs for a number of new Chilean 

export-promotion or import-substitution products in the late 1960s. The mean 

value of the former was over 20 per cent below that of the latter. Selowsky 

[1970:12] also estimates that the DRC of earning one dollar by exporting in 

1969 was two-thirds that of saving a dollar by importing. 

SECTORS.DIFFERENCES AMONG FINAL-USE 

Among final-use categories, some evidence exists to suggest higher pro

tection for the more consumption-oriented sectors. Positive correlations exist 

between the proportion of sectoral production going to consumption (private 
and ITRI, ITR3, and EPR4 and between the proportion ofor government) 


sectoral imports going to consumption and ITRI and ITR2 (Table A.7). These
 

http:negative.15
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associations again treflct J.avoritism for 'the. traditiodnal, "as,"an4 arel 
consumption-oiented import-substitution industries s 

5.2.3 Differences in Relative Protection over Time. 
A third general feature of the estimates in Table 5.3 is the indication ofimportant differences between 1961 and 1967. In fact neither the ITRs nor theEPRs are significantly correlated across subsectors for the two years (TableA.4). Given that the 1962-64 Phase II period falls between these two years,the existence of differences is not surprising. 

OVER-ALL DIFFERENCES.
 
Although the mean level of the ITRs declined from 83 per cent in 1961
to 48 per cent in 1967, the mean level of the EPRs (EPR2) increased from133 to 168 per cent.19 The standard deviation and the range for the EPRs increased even more: from 117 to 282 per cent for the former and from 488 to1,127 per cent for the latter. The barriers protecting various subsectors thustended to be greater and more dispersed in 1967 than in 1961. This view isconsistent with the previous classification of 1961 as being near the end ofthe most liberal regime since 1930 and of 1967 as being at about the middleof a Phase III regime in which liberalization accelerated during the last years. 

SECTORAL DIFFERENCES. 

On the sectoral level, protection shifted relatively from agriculture tomanufacturing. The EPR for agriculture, in fact, dropped from 145 to -7 per
cent. This fall is in sharp contrast to the stated intent of the Frei government
to improve the terms of trade for agriculture.2o
 

SUBSECTORAL DIFFERENCES. 

Shifts at the subsectoral level were substantial, but were in the direction
which the Frei government had indicated it would pursue. The subsectors with
EPRs greater than 100 per cent in 1967 (in decreasing order) were petroleum
and coal products, textiles, electrical machinery, food products, rubber products, and transport equipment. Even though textiles and food 
 vroducts stillwere relatively highly protected, a substantial change had ben'made in theprotective structure to favor more import substitution in nontraditionalintermediate-goods industries (with lower DRCs, at least in 1961) instead ofin the traditional consumption-goods subsectors. The correlation coefficientsin Table A.5 provide further support for the foregoing characterization of 1967protection. The EPRs across subsectors for that year were positively associatedwith several features of "modern" industries: high ratios of capital to labor, 

http:agriculture.2o
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largo omponents of machinery and equipment in the capital stocks, and heavy 

use of intermediate inputs, especially imported ones. 

'IMPORT SUBSTITUTION VERSUS EXPORT PROMOTION. 

The Frei government also advocated furnishing greater incentives for ex

ports, and introduced some policy changes--such as the expanded drawback 
subsection 

program for nontraditional exports-in pursuit of that end (see 

4.2.2). The impact of such policies on import substitution versus export pro
no 

motion, however, was quite limited by 1967. Tables A.5 and A.6 contain 

significantly nonzero correlations consistent with either a distribution of EPRs 

in 1967 or a change in this distribution since 1961 that was relatively favor

able to exports.21 The 1968 exports-only estimates .inTable 5.3, as is de

scribed above, also do not indicate that any very great success was attained in 

encouraging export promotion. 

AMONG FINAL-USE SECTORS.DIFFERENCES 

EPRs shifted away from consumption-oriented subsectors. The ratios of 

the 1967 to 1961 EPRs, in fact, are significantly negatively correlated with 

the consumption share in imports (Table A.6).22 This shift is associated with 

the fall in relative protection for the traditional, import-substitution industries 

mentioned above. 
to 1967 the ITRs changed

It should also be observed that from 1961 

from being positively associated with the share of private consumption in im

ports to being positively associated with the share of investment in imports 

(Table A.5). This increased discrimination against imported machinery and 

equipment (for much of which the ITRs are more significant than EPRs, since 
intentions of the

domestic production is nil) contrasts with the announced 

Central Bank during this phase. 

NOTES 

1. Isolated exceptions were 1946 and 195 7. 

2. As is indicated in Appendix A, part of the premium may originate in adjustment 

lags between domestic and international prices which are independent of the nature of 

foreign-sector policies. 
3. If the original importer uses an import himself then the PLD.EER(PI) represents 

the effect of the regime on the price which he could have obtained, i.e., on the opportunity 

cost. . 4. Consider how the premium would increase in Figure 5.1, for example, if the 

demand curve shifted to the right. 
existence of adjustment lags in highly in

5.Another ontributing factor was the 


13.4).
flationary conditions, except in 1961 (see section 

http:exports.21
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6. Declines in inflation also may have alleviated the shortage of foreign exchange(see thepreceding note).7. For recent discussions of other measures of the effects of the internationaleconomic regime on the domestic economy, see Bacha and Taylor [1971], Balassa [19711,Balassa and Schydlowsky [1972], Bhagwati and Srinivasan [1971], Bruno [1972], Cordon[1971], Grubel and Johnson [1971], Hansen [1973], and Krueger [1972a], and the numer.ous referenccs there.8. For qualifications to this method occasioned by the presenceperfections, see Bhagwati [1970]. 

of market im
9. As Cohen [1971] points out, the notion of effective protection has a long history.Humud [1969] has uncovered references in the Chilean literature dating back to the 1840s.Recent interest in EPRs stems from the studies by Balassa [1965], Cordon [1966], andJohnson
10. [1965].The seminal articles on DRCs are Bruno [1963, 19651 and Krueger [1966].As Bruno [1972:17] notes, such calculations have a history of practical application atleast since the early 1950s in Israel. The problem of determining the appropriate shadowprices in a nonoptimal world is a substantial one, as Balassa and Schydlowsky [1972:66]have stressed. Unless such shadow prices are basically[1972:31-32] has emphasized, DRCs 

constant, moreover, as Bruno(or, for that matter, EPRsprices) based on shadowcannot be used to infer rankings of projects for ex ante investment decisions, butonly to dccide whether or not a specific project should be undertaken.11. For the alternative set of estimates for 1961, i.e., EPRI, meanthe wasper cent and the EPRs for 13 subsectors exceeded 254
100 per cent.12. Since the means for the EPRs exceed the means for the underlying ITRs, bothin Tables 5.3 and A.3, it might seem that greater protection is given on average to valueadded than to product. Under the assumption that the underlyingsubsectors are approximately normal, however, none of these differences 

distributions across 
is significantlynonzero at the 5per cent level.13. For the EPRI estimates for 1961,but the basic point is not affected: 

the ranking differs somewhat in its details,for either EPRI or EPR2, reversals in the senseEPRs were less than ITRs were thatvery rare for the traditional manufacturing subsectors.Instead, cascading predominated.14. The more traditional industries tended to be subsectors with low ratios of capitalto value added and low wages. Therefore the inverse correlations in Table A.5each of these betweentwo characteristics and EPR2 support the statement in the text. Mufioz[1968] describes the timing of import substitution.15. Bacha and Taylor [1973], for example, estimate that the escudo was overvaluedby 24 per cent in 1968.
 
costs, 

16. 
one 

If final 
would 

product rates exactly compensated for variances in intermediate import
expect this correlation
significantly coefficient to be nonsignificant. That it ispositive suggests .overcompensation. The negative one next mentionedlikewise implies undercompensation for export-oriented products.17. The interpretation given in the previous note also holds here.18. As indicated in Chapter 3, despite the general encouragement of import substitution in consumption industries, certain mass-consumption imports had relatively lowEERs. Such imports were concentrated in a few subsectors, however;positive association so the over-allbetween consumption orientation and protection dominates in thecorrelation across all subsectors.19. EPRI is not comparable to EPR3 because of the different treatment of depreciation. See Appendix B. 
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some success was 
20. The figures in column 2 of Table 5.2, however, do indicate 

achieved in lessening the discrepancy between the PLD-EER(PI) for agriculture and 
wasat the start of the phase 

manufacturing during 1965-70, although the difference 
earlier years (including the preceding

much greater than that which prevailed in some 

phase).. efforts were inexport-expansion
1hs21. As indicated in subsection 4.2.2, however, 

tensificd in the later years of this phase. The suggestion of the figures in column 6 of 
extent successful.

Table 5.2 is that these intensified efforts were to some 
than EPRs. The ratio of ITRs, in fact, is 

22. 1TRs may change much differently 

slgnifirp!r!y -,vitively correlated with that same variable. 
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In Part 1I of this study, I described the developments in the ofstructureChilean foreign-sector regimes since the Great Depression, and I examined theimpact of these developments on price- and cost-related measures of rates ofexchange and of protection. I did so to lay out the groundwork for investigating a basic subject of this study: the impact of policy on the magnitude andcomposition of real variables. The price- and cost-related measures are important because they indicate the nature of the signals policies create for realvariables and because they transmit many of the effects of policies. In this part,I analyze the real consequences of foreign-sector policies-perhaps as transmitted by price and cost variables-on five major areas of macroeconomic concern: the foreign economic position, economic stability in real and nominalterms, resource allocation and structural change, the distribution of controlover income and resources, and economic growth. In the first three chaptersof this part, I explore two interrelated general questions: (i) How have theinternational economic regimes affected the major components of the balanceof payments? (ii) Have they succeeded in establishing the long-desired greaternational control over the Chilean economic destiny? 

SUMMARY AND CONCLUSIONS 

i. In a gross sense the post-Depression regimes have clearly succeeded inlessening the level of relative dependence on imports. Imports per capita have 
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iever again attained tho pre-19 3 1 peak levels. Imports relative to GDP have 

iveraged about a fourth of the 1920s proportion. 
use of 

ii. This reduction has been accomplished in large part by the 

juantitative restrictions because of pessimism concerning the effectiveness of 

prices in restraining demand for imports. In respect to total imports, this pes

simism was well-founded. General-equilibrium price responses have been very 

low, partially because of the effects of changed international reserves on do

mestic prices. The Central Bank has been unable effectively to neutralize such 

reserve movements. 
iii. For some important import categories, nevertheless, price responses 

were fairly substantial. Therefore, the secularly decreasing PLD-EERs created 

considerable additional demand for foreign exchange. 

Although the gross level of dependence on imports fell, the variance
iv. 

of imports did not. The regimes of recent decades, in fact, in some respects in

creased fluctuations by maintaining a disequilibrium system with an overvalued 

exchange rate. When reserves were available from capital inflows or export 

booms, pressures to utilize them immediately for increased imports were al

most irresistible. When a shortfall developed in the supply of foreign exchange, 

imports quickly had to be cut back. 
v. Efforts at changing the composition of imports have met with partial 

success. The geographical special regimes have at times been quite important. 
an 

The share of total imports going to the government has fluctuated around 

upward trend, with a rapid acceleration under the Allende government. 
There have also been some changes in the geographic origin of imports: 

in the 1960s and 1970s the dominance of the United States declined substan

tially. Until very recently, however, the share from Latin America did not in

rhetoric about the development of 
crease significantly despite considerable 
regional economic links. 

In type of use, the share of capital imports has increased secularly as part 

of development efforts, and intermediate imports have been subjected less than 

others to quantitative restrictions in order not to disrupt utilization of already 

existing capacity. However, announced intentions to favor mass-consumption 

imports and limit "postponable" durable imports at times of crisis often have 

not been carried out. 
to more liberal phases and changesvi. Generalizing about movements 

during such phases in terms of total imports or their composition is limited 

because there have been differences from phase to phase in the availability of 

foreign exchange and in the government's over-all economic goals. The same 

is true of movements to more restrictive phases. 

vii. Partial-equilibrium estimates of the reaction of the economy to price

related policies or to QRs often are misleading because there have been sub
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stantiali:indirect effects thatcan be captured. only by,. general-equilibrium 
analysis. 

6.1 IMPORT PATTERNS SINCE 1930 

6.1.1 Aggregate Merchandise Imports. 

GENERAL CHARACTERISTICS. 
The catastrophic impact of the Great Depression on the Chilean economywas discussed in section 1.3. In response to that event, restrictive policies onimports were adopted because they were seen as the most effective means ofencouraging domestic industry, reducing dependence on the foreign sector, andconserving scarce foreign exchange. This greater degree of restrictiveness hasgenerally been maintained-albeit with variations-in the four ensuing decades

(see sections 1.4 and 4.1 above).
This greater degree of restrictiveness may be seen in a number of indices.For example, the ratio of the black-market to the national accounts exchangerate increased from unity before 1931 to levels considerably above that thereafter (except for 1959-61). Again, although data are not available for thecalculation of import premium rates before the Great Depression, they presumably were zero; means for phases and subphases after the Second WorldWar, in contrast, were at least 0.50. Likewise, before the Great Depression,the extent of overinvoicing must have been nil, but it apparently has beenextensive in recent decades (see lines 1.1.3, 1.1.6, and 1.2.5.1 in Table A.1).The aggregate impact on imports of the policy of much greater restrictiveness combined with the changes in international market conditions is clear.
Imports declined drastically in the 1930s. 1 The mean ratio of imports to GDP
fell from 0.52 in 1908-27 to 0.38 in 1928-30 and to a range of from 0.09 to
0.14 in the subsequent phases and subphases (line 1.2.6.7 in Table A. 1). On aper capita basis the pre-Depression import levels have never again been attained, despite the existence of significantly higher real per capita incomes! Ina very gross sense, then, the objective was achieved of reducing foreign dependence as measured by the average relative importance of imports.

This relative reduction of imports did not imply complete success in lessening dependence on foreign goods, however, even on this gross level. 2 Another part of that goal was to diminish the vulnerability of the economy tofluctuations in imports. Relative variations in imports were, in fact, not decreased.- This failure partially resulted from the attempt to maintain a disequilibrium system with overvalued exchange rates. Whenever a short-runincrease in the command over foreign resources occurred, the government 
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the nextfound'it hard to resist the pressures for increased imports. When 

decrease occurred, the government had to cut back on imports because of the 

lack of sufficient reserves. In this sense, therefore, the control system itself 

contributed to rather than reduced import instabilities. 

PHASE-COINCIDENT PATTERNS. 

Phase-coincident patterns are quite pronounced in the three indices of 

restrictiveness mentioned above.4 The mean implicit premium rate for imports 

dropped for each more liberal phase. The mean ratio of the black-market NER 

to the national accounts NER, the mean Ffrench-Davis quantitative restrictions 
move a more liberalindex, and mean overinvoicing all declined at every to 


phase and increased at every move to a more restrictive phase (see lines 1.1.3,
 

1.1.6, 1.2.5.1, and 1.2.6.2 in Table A.1). 
Phase-coincident movements in the constant-dollar value of merchandise 

imports or in the growth rates of these imports are less clear (Table A.2 and 

line 1.2 in Table 8.1). The average annual percentage growth rates of imports 

from the mean of the previous phase or subphase to that of the current one 

implied by the figures in line 1.2 of Table 8.1, for example, are 1.1 for 1956

58, 6.0 for 1959-61, and 4.6 for 1965-70 (all movements to more liberal 

phases); 3.0 for 1962-64, and 5.0 for 1971 (both changes to more restrictive 

phases) .5 

This lack of a clear pattern is not surprising. The explanation is illustrated 

in Figure 6.1 in a highly simplified supply-and-demand framework for foreign 

exchange constructed on the assumption that exports and imports face the 

same PLD-EERs. 
Before liberalization the supply and demand curves are SS and DD, the 

price of foreign exchange is Po, the quantity is Qo, the import premium is 

P5-Po, and the import premium rate is (Pr,-Po)/Po.If the supply and demand 

curves do not shift with liberalization, an increase in the price of foreign ex

change to P1 results in an increase in the quantity of foreign exchange to Qi and 

a drop in the import premium to P4-Pl, and in the import premium rate to 

(P4-P 1)/P 1. 
At least in the short run, however, the demand for foreign exchange may 

shift downward because of domestic recession, or inventory decumulation to 

reduce levels built up in anticipation of devaluation or because the premium 

producers receive from import licenses is declining. If DD shifts to D'D' when 

to P1, the new quantity of foreign exchange still becomes Q1, butPo moves 

the premium and premium rate are lower: P3-Pj and (P3-P)/PI
1, respectively. 

Likewise, the supply curve of foreign exchange may shift to the right, at 

least in the short run, because of expanded capital inflows resulting from lib

eralization or previous stockpiling of exportables in anticipation of the devalu

ation. If SS moves rightward to S'S' (with DD remaining at its original location) 
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FIGURE 6.1, 
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when Po increases to P1, the foreign-exchange supply increases to Qs, and the
premium and the premium rate fall to P2-P 1 and (P2-P 1 )/P1 , respectively0

The supply and demand curves might both shift at the time of liberaliza
tion. Also, in the sense that the import premium would decline, liberalization
would result if the demand curve shifted to the left or the supply curve shifted 
to the right even without effective devaluations. (The opposite movements, of 
course, would imply a higher premium.)

For the 1956-58 liberalization, the mean PLD-EER increased from 3.35 
to 4.29 escudos per dollar, the mean import premium rate dropped from 1.43 
to 0.83, and mean imports in constant dollars rose very slightly (lines 1.1.6
and 1.1.7 in Table A.1, and line 1.2 in Table 8.1). This configuration of
changes suggests that the supply of foreign exchange shifted substantially
downward relative to the demand. (In chapters 7 and 8, it is confirmed that
this supply curve did indeed shift downward relative to the underlying secular 
trend.) The data in Table A.1 indicate, for example, that mean net inflows in 
constant dollars on the current account (exclusive of merchandise imports)
fell 15 per cent below the mean for the 1952-55 subphase, largely because of 
the decline in copper prices. 
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For the 1959-61 liberalization, the mean PLD-EER remained about the 

same, the mean import premium fell from 0.87 to 0.58, and mean imports in 

constant dollars rose substantially. This combination implies a substantial out

ward shift in the supply curve relative to the demand curve; this implication is 
confirmed in the next two chapters and in Table 8.1. This time the movement 
was due largely to expanded exports and net private capital inflows in constant 
dollars. 

Finally, for the 1965-70 liberalization, when the sliding-peg policy was in 
effect, the mean PLD-EER fell from 4.00 to 3.60 escudos per dollar, the mean 
import premium dropped from 0.58 to 0.50, and mean imports in constant 
dollars rose significantly (although not quite as much relatively as in 1959
61 ). In that case the supply curve shifted far to the right relative to the demand 
curve primarily because of the copper boom of the late 1960s. Liberalization 
therefore was possible (at least in the short run) despite the decline in the 
PLD-EER. 

WITHIN-PHASE PATTERNS. 

It is particularly noteworthy that in the first year of each of the three 
liberalization attempts merchandise imports declined in constant-dollar terms 
even though the four indices mentioned above generally suggest substantial 
liberalization.7 The regression for imports in Table A.2 also indicates a sig
nificant decline from the secular growth trend in those three years. 

For 1965 these falls are understandable in light of the new import ap
proval procedure put into effect in that year, which increased restrictiveness 
in some respects (subsection 4.1.2). 

For 1956 and 1959, the falls in the level of imports are consi.!ent with 
the analysis of Figure 6.1 and with the declines in the indices of restrictiveness 
only if the demand curve for foreign exchange shifted far to the left. In fact, 
a substantial shift may have taken place. Recessions are recorded in both years, 
with declines in capacity utilization rates and in per capita real GDP. The large 
decreases in import premiums going to producers also lowered import demand. 
Furthermore, inventory reductions of importables may have been substituted 
for current imports (although data do not exist which permit examination of 
this possibility). 

Yet the declines in the value of imports for those two years still remain 
puzzling-especially for 1959. The downward movements of the demand curve 
could cause a reduction in the quantity demanded. But if it had moved far 
enough to do so, the currency would have been undervalued (at least tem
porarily) unless the supply curve also moved sufficiently to the right. All the 
available evidence, however, implies that the escudo was overvalued in both 
those years. Moreover, although the supply curve may have moved to the 
left in 1956, as is noted above, it clearly moved to the right in 1959. * 
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A second interesting within-phase pattern is the increase in the indicesof restrictiveness as the 1956-58 and 1965-70 liberalization attempts faltered.
In 1958 imports in constant dollars declined as a result, although they did notdo so in 1970. In contrast, at the end of the 1959-61 Phase IV period, there isno indication in most indices that liberalization was reduced before itentirely abandoned in December 1961. was

Imports in constant terms also increased until the very end.Finally, the increase in restrictiveness near the end of the 1965-70 phase,may seem prima facie in conflict with the concurrent reduction in restrictionsnoted in section 4.1. This apparent paradox is resolved if it is observed thatthe demand curve for foreign exchange shifted rapidly to the right because ofspeculative pre-election capital outflows. The result was an increasestrictiveness as measured, for example, by the premium 
in re

rate--even thoughliberalization was continuing in the sense that specific restrictions were reduced. 

6.1.2 Disaggregate Merchandise Imports. 
Three aspects of goods imports will be discussed:regimes and of the government, the role of spicialthe origin of goods imports, and their end uses. 

ROLE OF SPECIAL REGIMES AND OF THE GOVERNMENT.
The development of a number of special import regimes, which were introduced primarily in the 1950s, was described in section[1971:350] reports that by 1960 these regimes affected 41 per cent of Chileanimports, with the regional ones and the regime for CAP being specially signifi

4.1. Jeanneret 

cant. Subsequently, the Frei liberalization and rationalization substantially reduced the importance of these regimes. For the entire 1965-70 period theycovered only 16 per cent of total import registrations. The relative importanceof the regional regimes-.especially that for Arica-rose in these years. TheAllende government somewhat further decreased the share of special regimes
in total imports because the regimes were seen 
to have negative effects on thedistribution of income. Once again, however, the relative importance of those
for remote areas increased. 
 Over the past two decades, then, these specialimport regimes have affected a significant although varying proportion of totalimports.
Also considered in section 4.1 was the exclusion of all or part of the tradeon government account from the import regimes. As is noted there, such exclusions tended to increase as general restrictiveness intensified and vice versa.Under the Allende government, however, this exclusion became a major factorbecause of the prior-deposit requirement of 10,000 per cent imposed in 1971 .As a result, the government share in registered imports increased from 34 per 
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ilentin 1970 to 44 per cent in 1971 and to 65 per cent in the first eight months 

of 1972. The composition of imports in this respect, thus, changed radically.8 

GEOGRAPHIC ORIGIN. 

Mean percentage shares of Chilean imports by country of origin are
 

shown in Table 6.1 for her most important suppliers for phases and subphases 

in 1948-70. It is clear from the table that the United States remained the 

dominant supplier throughout the period, but declined significantly in impor
was overvalued for most oftance beginning in the 1960s because the dollar 

the period and because the Frei government was promoting diversification 

among sources as a matter of ideology and to avoid risk. For similar reasons

as well as in response to changes in the geographical distribution of available 

commercial credit-under the Allende government the relative importance of 

the United States as a supplier further decreased." 
a number of European countries in-Over the same period, Japan and 

creased their shares somewhat, but only the Federal Republic of Germany 

averaged as much as 10 per cent for as long as a decade. Also, despite the 

formation of LAFTA and of the Andean Group in the 1960s (see subsection 

4.1.8), the share of Latin American sources did not increase substantially in 

this period. Argentina-and only Argcntina among LAFTA members-was 

among the major suppliers. Even for Arpentina, moreover, although asteady 

TABLE 6.1
 
'MeanPercentage Distribution of Chilean Imports by Country of Origin for Phases
 

and Subphases of 1948-70
 

MajorTrading 1948-51 1952-55 1956-58 1959-61 1962-64 1965-70 

Partners Phase II Phase IIPhase III Phase IV Phase IIPhase III 

United States 50 47 50 47 37 38
 

Federal Republic of
 
Germany
 
(West Germany) 2 8 12 12 12 12
 

5 8 9 .10
Argentina 7 11 

6.
United Kingdom 8 6 6 7. 

3France 2 .2 2 3 5 


Italy 1 1 2 2 2 2
 

0 0 2 2 2 2Japan 
1 2'Netherlands 0 2 ' 2 

17" 
 25 25
24 19
All'others 30 


+ Souc-:,Calculatd.from data iniME and,IBRD [1949-72].The' countries are 

listed inorder of their mean shares for'the entire, period. 
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rise was recorded, there was no evidence of a strongacceleration in the1960s.

occurred. All imports of LAFTA and Andean origin were excluded from the 

Under the Allende gove. ament, however, once again substantial changes 
10,000 per cent prior-deposit requirement in 1971. As a result constant-dollarapproved import registrations from LAFTA increased by 61 per cent in 1971(with an associated increase of from 16 to 21 per cent in the share of totalregistrations), and those from the Andean Group increased even more. 

END USES.
Consistent series are available for 1940-66 for the breakdown of imports:consumption goods were 32 per cent of total imports in 1946-65; investmentgoods, 29 per cent; intermediate goods, 28 per cent; and services, 11 per cent.Consumption goods are further subdivided into staple goods (22 per cent),durable goods (7 per cent), and secondary goods (4 per cent).lo Investmentgoods are disaggregated into machinery and equipment (19transportation-related per cent) anditems (10 per cent). Consumption imports averagedslightly less than 4 per cent of total consumption. Investment imports averaged28 per cent of total investment.Trends. In section 1.2 it was noted that at least since the 1830s, thesecular shift in the composition of imports had been from consumption goodsto intermediate and capital goods because of import-substitution policies. Insections 3.1 and 5.1 a description is given of how these policies were continueduntil the early 19 60s, with increased emphasis over the years on import substitution in intermediate-goods production as well.As a result of these policies, secular exponential growth rates for 1947-65for the major components of imports were as follows: transportation-relatedcapital goods, 14 per cent; machinery and equipment, 8.8 per cent; secondaryconsumer goods, 5.8 per cent; staple consumer goods, 4.5 per cent; durableconsumer goods, 4.0 per cent; and intermediate goods, 1.5 per cent (see TableA.2, first column). The secular shift, thus, clearly was from intermediate goodsto capital goods, with consumption goods in between. The rapid increase in
capital goods imports reflected increasing dependence 
 onand equipment in development programs." 

foreigii machinery
In substantial part the emphasison capital imports was due to the efforts of CORFO.12The moderate increase in consumption goods importsconstraint wasby the exchange-control due to thesystem ofincome-elastic durable and secondary goods, 

rapidly rising demands for 
at the same time that foreignproducts were being substituted for domestic food. The authorities apparentlydid not lose control of the system,Brazil, where low-priority 

as Huddle [19 72a:5] claims happened inconsumer imports expanded more rapidly thanequipment imports. 

http:CORFO.12
http:cent).lo
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.The low rate of growth of intermediate goods imports is surprising. In 

rable 5.2, the ratios of PLD-EER(PI)s for these goods have a slight secular 

LIpward trend. But it is not sufficiently pronounced to imply that such items 
rose greatlynor that protection for them 

vere in increasingly short supply, 
luring this period. Section 5.2 does contain a suggestion that EPRs for inter

the mid-1960s. In any case, the 
nediate goods increased, but not before 

,rowth of intermediate imports was much less than expected, given the frequent 

:haracterization of import substitution for consumption goods as a device lead

ng to increased dependence on intermediate imports. On the other hand, the 

dow growth may only reflect the fact, discussed in Chapter 10, that most of 

iuch import substitution took place before World War II. 
Phase-CoincidentPatterns. Mean shares of imports by the three major 

,ategories are shown in lines 1.2.1.1-1.2.1.3 of Table A.1. The most immedi
are not very systematic for move

ate feature of the figures shown is that they 

ments either to more liberal phases or to more restrictive ones. In the 1956-58 

movement toward a more liberal phase, the weight of import shares shifted 

to investment goods; for 1959-61 it shifted 
substantially from intermediate 
somewhat toward consumption goods; for 1965-70, it shifted somewhat toward 

case the movements differed, depending upon
intermediate imports. In each 

(see
the details of the policies of over-all liberalization plus stabilization 

sections 1.3 and 4.1 and Chapters 5 and 13). 
is seemingly

toward more restrictive phases there 
For the movements 

somewhat more consistency in that in both 1962-64 and 197113 the share of 
con1962-64, the rise in the

consumption importv' increased. However, in 

sumption share of imports was entirely at the expense of intermediate inputs; 

the proportion of investment-goods imports remained unchanged because the 
infrastructural development.

Alessandri government continued to emphasize 

In 1971, the share of capital goods plummeted, raising not only the share of 

but-even more-that of intermediate inputs. 4 The short-run
consumption, 

was being bought in part at the
consumption and capacity-utilization gain 

price of decreased long-run capacity.", 
In Table A.2 further evidence is provided about phase-coincident changes 

in the cxpcmential growth rates of various import categories during 1947-65. 

According to those estimates, phase-coincident deviations of consumption im

ports weic limited. Declines for staple and durable goods are indicated for the 

.eriod before 1956 and for durables during the Phase III period of
Phase II 
1956-58, but only the second of these three is significantly nonzero even at the 

a
10 per cent level. Transportation-related investment goods imports have 

one in the
positive deviation in the 1946-58 Phase III years and a negative 

1962-64 Phase II period, but only the latter is significantly nonzero at the 10 

per cent level. Intermediate goods has the most significant phase-coincident 
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deviationin growth rates, with negative values for both the Phase II yearsbefore 1956 and the 1956-58 Phase III period. These deviations from thesecular trend are largely negative and concentrated in the phases before 1959.As is the case for. mean shares, however, there is no systematic relation between these deviations and movements to more liberal or more restrictive 
phases.
IhI.Within-PhasePatterns. In the first year of liberalization attempts, thecomposition of imports tended to shift from capital goods 10 and staple anddurable consumer goods toward secondary consumer goods and intermediategoods. 17 Secondary consumption imports gained more relatively because theyhad been more discriminated against in the preceding Phase II periods. Intermediate goods gained more relatively because of the attempt to avoid production declines occurring in response to the over-all programs of liberalization

plus stabilization.
During subsequent liberalization phases, however, the share of intermediate imports declined. These falls reflected policies favoring increased consumption imports intended to stem inflation and increased capital goodsimports intended to promote industrial development.
In the last year of both liberalized and restrictive phases, finally, the sharein total imports of both consumer and producer durables increased regularlyexcept for transportation-related investment imports in 1958. One possibleexplanation for the pattern of increase is that demand for durables increasedbecause of uncertainty and the often associated expectations of devaluationgenerated by the faltering of the prevailing exchange control regime. Becauseof this same faltering, at least part of the increased ex ante demand was satisfied by imports.

Variations in Trend. As a result of both phase-coincident and withinphase changes, fluctuations in some of the import subdivisions have been considerable. The ratio of the standard deviation from the secular trend of imports
in a category to the mean 
for that category gives an index of the degree ofrelative variation. The index for intermediate goods is 0.10; machinery andequipment, 0.12; staple consumer goods, 0.20; durable consumer goods, 0.20;secondary consumer goods, 0.28; and transportation-related investment goods,
0.52. 

One function of the index is to evaluate the success of the government inrestricting particular categories of imports. In times of foreign-exchange shortages, the Chilean government often indicated
"postponable" imports, i.e., primarily consumer 

its intention of restricting 
and producer durables, butalso secondary consumption goods. If the government's intentions are carriedout, ceteris paribus, the imports restricted will show relatively large variations.The ordering indicates partial success.' Three of the four postponable cate
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gories had the three highest indices. However, the indices for consumer dur

ables and for staple consumer goods are identical, and the index for machinery 

and equipment, moreover, is the second lowest of all. 
Another point to notice is that the ranking of subsectors here is the same 

as the ranking by relative fluctuations in PLD-EER(PI)s given in section 5.1.2 

(the subdivisions there, in increasing order, are intermediate goods, consumer 

goods, and investment goods). 1 This coincidence should not be surprising, 

since fluctuations in imports were the major source of fluctuations in PLD-

EER(PI)s. 
Finally, to judge by the index, the government avoided disrupting produc

tion in industries using imported intermediate products: this category has the 

lowest index of variation of the six shown. 
Changes in PercentageShares. The subsectoral mean percentage distri

bution for consumption, investment goods, and intermediate imports is shown 

in Table 6.2 for 1960-61, 1962-64, and 1965-68. 
Among consumption imports the most striking feature is the substantial 

and growing relative importance of processed food items. This trend continued 

in recent years under the Allende government, moreover, as evidenced by a 

76 per cent increase in the current-dollar value of approved registrations for 

food and beverages in 1971. This increasing dependence on imported food

stuffs has preoccupied a number of Chilean economists and government 

officials for some time. The high EPR long granted to this subsector (Table 

5.3), however, has not sufficiently speeded up the growth of domestic 

production. 
A second noteworthy feature is the substantial fall in the share of clothing 

and footwear. That this fall occurred despite the substantial decline in the EPR 

for this subsector in the 1960s (Table 5.3) is of considerable interest. Appar

ently domestic producers were able to meet the competition from cheaper 

imports; so the latter did not flood the market. If so, this response was espe

cially impressive because this subsector had enjoyed substantial protection for 
decades.
 

Finally, the effect of increased restrictiveness in 1962-64 was to cut back 

the share of vehicle imports below what it was in the preceding or succeeding 
more liberal phases. 

Among investment goods the most notable pattern is a shift from trans
portation equipment to nonelectrical machinery. Presumably this reflects ex
panded domestic production of some components of the former. 

Among intermediate goods the importance of agricultural and chemical 
products merit note. The former had a relative phase-related increase in the 

more restrictive years of 1962-64. The latter increased relatively rapidly 
throughout this period. 
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TABLE 6.2
Percentage Composition of Chilean Consumption' Investment, and
Intermediate Imports, 1960-61, 1962-64, and 1965-68
 

Consumption goods 
Processed foods 
Clothing and footwear 
Vehicles 
Metal..fabricated products
Books and other printed matter 
Agricultural products 
Rubber products 
All other 
Nonelectrical machinery 

Investment goods 
Transportation equipment
Electrical machinery and apparatus
All other 

Intermediate goods 
Agricultural products 
Chemicals 
Machinery intermediate imports
Crude petroleum and gas

Basic metals 

Petroleum and coal derivatives 

Food products 

All others 


1960-61 1962-64 1965-68 
Phase IV Phase II Phase III 

100 100 100 
32 40 45 
14 8 4 
12 10 14 
7 6 4
5' 81 8 
5 5 7 
1 2 5 

24 21 13 
39 49 49. 

100 100 100 
35 27 25 
11 11 13 
15 13 13 

100 100 100 
22 25 22 
19 22 25 
10 10 11 
9 4 5
7 7 6 
5 4 4 
5 6 3 

23 22 24 
SOURCE: Based on unpublished ODEPLAN data which are consistent withthe input-output table in ODEPLAN [1970]. The subsectors are listed in orderof their importance in 1960-61. 

6.2 EFFECT OF THE REGIMES ON IMPORTS 

Up to this point, the focus of this chapter has been on patterns of imports inthe decades since 1930, with only general suggestions offered about the natureof responses to different aspects of various regimes. What follows now will bea systematic analysis of these reactions, using specific econometric structural
relationships as the framework. 
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.6.2.1 Partial-EquilibriumResponses. 
are shown

Single-equation estimates of import functions for 1947-1965 
the one discussed under end 

in Table 6.3. The disaggregation is the same as 
an over-all level the results in the table 

uses in subsection 6.1.2, above. On 

seem reasonably satisfactory. The point estimates have the anticipated signs. 

No undue problems of serial correlation are apparent (but see note a to the 

table). The corrected coefficients of determination indicate that the hypothe

sized determinants are consistent with from 83 to 97 per cent of the variance 

in the dependent variables. Greater consistency is implied for investment goods 

imports than for consumption and and intermediate imports. 
are hypothesized to

In the basic underlying model current real imports 

depend on four factors: relative prices, other demand variables, the degree of 

policy restrictiveness, and lagged imports. 

RELATIVE PRICES. 

(or their inverses) and standard
Relative price terms include the levels 

of PLD-NERs, PLD-EERs, and PLD-EER(PI)s. 20 Since these 
deviations 

different terms may capture somewhat different features of the regimes, more
 

than one price term is allowed in each relation.
 

The estimates suggest significant and substantial responses to relative 

price levels among some imports. For example, the implied elasticities at the 

point of sample means for a change in the general NER are -0.9 for secondary 
and -0.3 for interfor transportation equipment,consumption goods, -1.4 

mediate goods.21 For these three categories, therefore, price-related policies 

instead of quantitative restrictions could have been used to control the balance 

of payments. Such a choice would have been preferable because it would have 
as 

resulted in more flexibility, less fluctuation in the related PLD-EER(PI)s 

supply and demand curves shifted, and less income redistribution toward im

porters. 
.For those same three import categories, the secular decline in the over-all 

PLD-EER caused a secular rise in the demand for imports. The 41 per cent 
1946 and 1970 (column 1

fall in the PLD-EER for imported goods between 

in Table 5.1) and the size of the elasticities listed above, for example, imply 

respective demand increases of 37, 57, and 12 per cent for the three categories, 

ceteris paribus. Such intensified demand pressures added substantially to the 

post-World War H foreign-exchange problems. 
For staple and durable consumption goods and for machinery and equip

ment, in contrast, there is no evidence of a significant real import response to 

relative prices. For durable consumption goods and machinery and equipment, 

the extensive use of quantitative restrictions may obscure price responses. How-, 
to represent policy restrictiveness ever, variables are included in the relations 
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TABLE 6.3Chilean Real Import Functions, for Major Uses of Goods, 1947-6s 

T'ype of 
Import1 


C onsump tion goods 

Saple . 

-

Durabl 

Secondary 

Invstmient goods 
Machinery and 

Durable 

-,equip. 
., 

Transport, equip. 

Intermediate goods 

Type of 

Import 


Consumption goodsStaple 
• ,,(2.3) 

Durable 

' "[-': 	 ': 
Secondary 

Investment goods 

Machinery and
equip. 

Transport. equip. 

Intermediate goods 

ExportDavis QR Capacity Sector-

Index to Importd Specific. 


-1,207.0 
(23) 

-20.0 

(4.8)" 0'2]
-107.0 -13.6 

(2.8) -13.6(1.9) 
[-35]'-0.1 

' . [1 
,-703.0 -,:0.0779 

(2.6) (4.6) 

[-7.4] [2.1]
-1,520.0 0.239 -1,891.0 

(4.1) (3.0) (5.2)
[-9.1] [-0.0] [-11.3]

0.113 
(4.7) 
[0.4] 

Relative Prices" 

Level 
2 Stand.Dev. 

.. . 
'0.03441 

. 

. 

(2.15). 

[10.7] 

45.0 
... (1.2)6 

[0.1]182.0 59.06 
(3.0) 	 (1.2)6
1.1] [0.3 ] 

-161.0 
(2.4) 


. .... 

Policy Restrictiveness 

Ffrench-

Other Demand Factors 
Private Real 

Consump.lion TotalCredit Sct.Spectfoc 

0.0506 -369.0 
(6.0) (3.4) (1.7) 
[1.3]
0.0099' 

[0,8]
0.02969 

[-1.2]' 

'(6.6)' - (5.0) 
015.6
0.0019 

[0.5" 
189.0 

17.4(10.4 ) 

[1.3]
0.0182 

.[0.1] 

Lagged Con. )[.
Imports stant SE DW 

1,324.0,24 0 -88 2.2 
(2.4) 44.6 

-0.532 0.87 2.2 
(2.6) 11.4 
0.418 
0.41(2.2) 0,83

8.3 
-1.9 

0.678- 577.0 0.97, 2.4 
(7.6) 	 (2.2) 23.1 

2,988.0 0.94 2.2 
(8.0) 23.8 

-0.322 5,549.0 0.86 2.8 
(1.4) (3.6)Y- 34.0 
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Notes to Table 6.3 
= coefficient of multiple determination adjusted for degrees of freedom. 

SE = standard error of estimate. 
DW = Durbin-Watson statistic. 

sourcesa. Data and estimation techniques are discussed in Chapter 2 and in Ap

pendix A. The figures in parentheses are the absolute values of the I statistics. All point 

estimates are significantly nonzero at the 5 per cent level unless otherwise noted. The 

figures in brackets are the long-run elasticities at the point of sample means. These elas

ticities are long run in the sense that all adjustments due to the inclusion of lagged im

ports are assumed to have occurred. For such relationships in which the lagged import 

value is included, the Durbin-Watson statistic is biased toward 2.0. 
b. 	The variable used for secondary consumption goods is the corresponding PLD

costEER lagged one year, under the assumption that average tax and import deposit 

rates were applicable. For transportation equipment at level 1, the variable is the inverse 

of the PLD-EER(PI) based on wholesale price indices; at level 2, the inverse of the 

PLD-EER(PI) lagged one ye,.r. The variable used for intermediate investment goods is 
from unit values of imports to the deflator forthe ratio of the PLD-NER calculated 

it is the standard deviation of the PLD-NERinventories; for machinery and equipment, 
(see text).
 

c.The variable used for staple consumption goods is the ratio of current to lagged 

values of total inventory; for secondary consumption goods, the ratio of wage income to 

total income; for transportation equipment, a time trend. 
divided by unit value of imports. For transportationd. Nominal value of exports 

equipment, the ratio of net foreign-exchange reserves held by the banking system to the 

unit value of imports was used with a one-year lag. 
e. The variable used for durable consumption goods is the ratio of the black-market 

NER to the natioral accounts NER; for secondary consumption goods, a dummy vari

able with a value :)f 1.0 in 1962-64 to represent the reversion to a Phase II regime in 

those years; for transportation equipment, the lagged Ffrench-Davis QR index. 

f. Lagged one year. 
g. Significantly nonzero at the 10 per cent level. 
h. Significantly nonzero at the 15 per cent level. 

(see below). Under the assumption that in fact they do so relatively well, sig

nificant coefficents for any import price responses should have been obtained 

even if quantitative restrictions were at times effective. 22 

For the three import categories considered in the previous paragraph, 

therefore, price-related policies could not have been easily substituted forso 
quantitative restrictions to enforce balance-of-payments goals. Likewise, the 

secular decline in the PLD-EER did not generate substantial additional pres

sures for foreign exchange for use in these categories.23 
The standard deviation of relative price terms over the past three years 

is included in the basic model as a proxy for risk associated with future price 

movements. Table 6.3 includes almost no evidence of a risk-aversion response. 
Only for machinery and equipment is the relevant coefficient significantly non

zero even at the 15 per cent level. Even for this category the implied extent of 

hedging against uncertainty by importing more when risks .of future price 

changes are higher is very small. 
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OTHER DEMAND VARIABLES.
Other demand variables included are selected activity indices (a timetrend; the ratio of current to lagged stocks; consumption, for categories of consumption; investment, for.categories of investment imports and GDP for intermediate imports),24 total real credit, and the distribution of income betweenlabor and other factors.Activity indices bave significantly nonzero coefficients for consumptiongoods and transportakujn equipment. Total private consumption enters into allthree categories of consumption imports. The distribution of elasticities acrossthese categories, however, is somewhat surprising. In contrast to usual Englecurve patterns, the estimate for staple goods is greater than 1.0 while that fordurable goods is less than 1.0. This inversion of the normal ordering may bedue to the more extensive use of quantitative restrictions for the latter category.The measure of inventory accumulation (seenificantly nonzero, inverse relation to the level of imports of staples. Appar

note d of the table) has a sig
ently, high inventory accumulation rates lessen the current demand for theseimports, but there is no evidence of a significant impactFinally, a time trend on other categories.representing secular shifts in demand is significant fortransportation equipment.Total retail credit is emphasized as an important variable by the Institutode Economia [1963:73]..25 It has significantly nonzero coefficientsand durable consumption goods and for staplefor intermediate goods (with impliedelasticities descending in the order of presentation). A very direct link, thus,existed between internal monetary policy and international economic flows.Note, however, that there is no evidence of this direct link between monetarypolicies and investment goods imports. This last result accurately reflects thepredominantly short-term nature and use of Chilean bank credit.Pinto [1962:88] hypothesizes that a shift in the distributionfrom nonlabor factors to labor would reduce Chilean 

of income 
Table 6.3 imports. The data inprovide no support for this hypothesis.variable is significantly An income distributionnonzero only for secondary consumption imports. Inthat case the estimate implies an increase in imports as income shifts from nonlabor factors to labor.20
 

POLICY RESTRICTIVENESS. 
Policy restrictiveness is represented by five variables: the Ffrench-Davisquantitative restrictions index; the export capacity to import; the net foreignexchange reserves held by the banking system, deflated by the unit value ofimports; the ratio of the black-market NER to the national accounts NER; andphase-specific dummy variables. The first and fourth of these are discussed in 
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Appendix A. The second and third are included because restrictions were in

creased when reserves fell.27 The last makes it possible to explore specific re

strictions (or their lack) for various import categories during particular phases. 
The results in Table 6.3 indicate that significant and substantial responses 

to policy restrictiveness occurred for all types of imports: The Ffrench-Davis 
quantitative restrictions index is significantly nonzero for all but consumption 
durables and intermediate goods. The export capacity to import has signifi
cantly nonzero coefficients for machinery and equipment and intermediate im

ports. The ratio of net foreign-exchange reserves held by the banking system 
to the unit value of imports has a significant coefficient for transportation 
equipment. The ratio of the black-market NER to the national accounts NER 
has a significantly nonzero coefficient for durable consumption goods. A 
dummy variable for the reversion to a Phase II regime in 1962-64 has a sig

nificantly nonzero coefficient for secondary consumption imports, implying an 
average reduction of 17 per cent for the three years. -% 

Quantitative restrictions, therefore, had pervasive and substantial impacts. 
In fact, they apparently were the only effective policy instrument for staple 
and durable consumption goods and for machinery and equipment imports. 
Because several different 'dices of quantitative restrictions are used in the 
estimates, the relative impac. on the various categories of imports cannot be 
characterized with compslXte confidence. However, I would suggest that the 
impact of the QRs was greatest on transportation equipment, followed by ma
chinery and equipment, and then by stable and secondary consumption goods, 
with the impact on durable consumption goods and intermediate goods not 
clear. On this basis, QRs can be characterized as favoring consumption goods, 
at least the nondurable kinds, over investment goods. 

LAGGED IMPORTS. 

A priori lagged imports may have either positive or negative coefficients. 
A positive coefficient reflects Houthakker-Taylor [1970] habit formation: 

8 
more than one year is needed for actual imports to adjust to desired levels. 2

A negative coefficient indicates a Houthakker-Taylor inventory effect: stocks 
built up from previous imports diminish the demand for current imports.29 

The estimates in Table 6.3 imply the dominance of the inventory effect 
for durable consumption goods and intermediate imports. They indicate the 
dominance of the adjustment or habit formation effects for secondary consump
tion goods and for machinery and equipment imports. For the other two cate
gories the two effects tend to nullify each other. A priori such a pattern does 
not seem unreasonable. 

One implication of this pattern is that, under liberalization, staple and 
durable corsumption imports, transportation imports, and intermediate im
ports all adjust rapidly to new levels. Secondary consumption goods and ma

http:imports.29
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chinery and equipment adjust much more slowly. Ceteris paribus, the resultwould seem to be more probable relative to increases in EPRs for domesticproduction of the last two categories than for the others, since in those two,competitive imports adjust more slowly than intermediate imports. 

6.2.2 General-Equilibrium Reaction of Imports. 
The model described in Chapter 2 provides a tool for examining thegeneral-equilibrium impact of specified changes, ceteris paribus. The resultingelasticities or proportional deviations are shown in Table A. 11 for exogenous

changes in price-related variables and in QRs. 

6.2.2.1 PRICE-RELATED CHANGES. 
Simulation 1.2 in Table A. II involves variations of equal proportion inall import prices and unit values for the first year only. The direct effects ofthese changes are primarily in imports and various prices.

The total general-equilibrium import elasticity is -0.2 
 in the first yearand -0.3 in the third year. On the basis of these low values, it is questionablewhether price-related policies can be effectively used to limit Chilean demandfor foreign exchange for imports. Of course it is always possible to hypothesize that radical changes in policies (e.g., elimination of quantitative restrictions) would alter behavior and substantially increase these elasticities. But itis the case that such a hypothesis is very speculative and is not based upon

actual Chilean experienco.
The underlying composition of imports is altered substantially in thissimulation. Shifts reflect the combination of positive first-year elasticities forcapital goods and staple consumption goods and fairly large (in absolute value)negative ones for intermediate imports and secondary consumption goods. Theindirect effects reinforce the direct effects with the result that the absolutevalues of the general-equilibrium elasticities exceed those of the partialequilibrium elasticities for some categories, e.g., intermediate and secondaryconsumer imports. Examples of the opposite kind also are found, e.g., transportation-related imports. In either case, the possibly misleading nature ofpartial-equilibrium estimates is illustrated. The other simulations discussed

below provide further examples of the same phenomenon.
In simulation 2.1.1 equal proportional changes are assumed in all legalexchange rates in the first year only. This assumption implies direct impacts onexports in addition to those on imports and prices. The general-equilibriumimport elasticity is -0.1 for both the first and third year. These estimates arelower in absolute value than those in the previously discussed simulation. Thelower values reflect the much more rapid adjustment of domestic prices in thiscase and the consequent neutralization of much of the relative price effect. 
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Domestic prices adjust more because of direct links to export prices, changed 
most im

competition for domei,tic production from changed exports, and, 

in the money supply due to larger variations in foreignportant, alterations 
reserves. 

Such results lead to even greater doubt about the effectiveness of devalu

ation in restraining demand for foreign exchange for imports. They also point 

to the importance of neutralizing the effects of changes in reserves on the 

part of any devaluation effort. Unfortunately, however, at money supply as 
least historically the Central Bank has not had enough control over the money 

supply to have been very effective in its neutralization attempts (see Chap

ter 9). 
are representedIn simulation 2.1.3, the legal exchange rates in all years 

by the Bacha and Taylor [19731 equilibrium exchange rates. For the first three 
per cent above the years this implies respective increases of 45, 35, and 61 

actual national accounts NER. Devaluations of this magnitude may seem large, 

but they occurred several times in the sample period and thereafter (see Chap

ter 3). Given the time required for adjustments, of course, the maintenance of 

higher exchange rates over the years results in larger effects than does the one-. 

period change of the first two simulations. 
con-This simulation once again reinforces doubts previously expressed 

rather substantial NER devaluations hycerning import elasticity. For the 
pothesized, imports decline only 3 per cent in the first year and 5 per cent in 

the third. The implied elasticities, moveover, are generally smaller in the first 

year than are those for simulation 2.1.1. Diminishing returns to devaluation, 

thus, apparently exist. 
Simulation 2.2 explores the impact of multiplying the import tax function 

by 0.9 in the first year only. As expected, given the results of the previous 
imports are quite minor. One interesting feature ofsimulations, the effects on 

this experiment, however, is that over-all government tax revenues in real 

terms actually increase slightly. The decline of 9 per cent in import taxes is 

offset by increases in other tax collections. Among the most important is a 4 

per cent rise in taxes derived from large-scale mining because of induced ad

ditional exporls. 

IN QUANTITATIVE RESTRICTIONS.6.2.2.2 CHANGES 

Simulation 2.3.1 investigates the results of equal proportional changes in 

all the QR indices in the first year only. The direct impact of these indices is 

primarily on various imports and price levels ir. the model. 
Total imports have a substantial inverse initial response to changes in the 

OR indices. The first-year elasticity is -2.4. By th; third year, in contrast, the 
to be quite effective in restrainingelasticity is almost zero. QRs thus seem 


foreign-exchange demands in the short run.
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On a more disaggregate level the first-year responses also are all elastic,except for intermediate imports. The third-year responsesluitevalue than the first.y 
are all less in absoar responses, except for secondary consumer im

ports.,O
The ordering of the absolute value of the first-year reactions across importcategories is transportation-related investment goods, secondary consumergoods, habitual consumer goods, durable consumer goods, machinery andequipment investment goods, and intermediate goods."' This ordcring is different in some important respects from the ordering suggested by the partialequilibrium estimates in Table 6 .3-especially in the case of machinery andequipment imports.

This ranking provides some basis for evaluating the goals frequently mentioned in regard to the use of quantitative restrictions. The intention has beento use them in periods of foreign-exchange crises to limit luxuries such asvehicle imports, but not to limit the availability of crucial imported intermediate inputs. The high rank of transportation-related imports and the low rankof intermediate imports are consistent with this. Other intentions have been tofavor mass-consumption imports in order to limit measured inflationary pressures and to restrict "postponable" durable consumer goods and investmentgoods imports. The ranking of staple consumer goods ahead of durable cbnsumer goods and machinery and equipment is not consistent with these ob-,
jectives.

Quantitative restrictions thus appear to have been a powerful tool in restricting short-run demands for foreign exchange. The resulting compositionalchanges, however, have not always been the ones intended. 

NOTES 

'I. Subsequently, however, the mean
phases generally was 
rate of growth of imports for subphases and
positive except in 1962-64 (line 1.2.4.1 in Table A.1).parison of relation 1.2 (see section 1.2) A com

over,' suggests that the mean 
with that for total imports in Table A.2, moreexponential secular growth rate for 1940-65 was not less,and was possibly more, than for 1860-1927.2. As is discussed below, moreover, compositional change-s have differed in certainrespects from those officially sought. a3. The mean absolute proportional deviation from the level implied by the exponential trend for the constant-dollar value of imports in 1931-55deviation of 0.23). is 0.19 (with a standardThis is not significantly less than the meanstandard deviation of 0.20) reported in section 

value of 0.20 (with a1.2 for the 1878-1927 phase (under thesame assumptions as are indicated in se.tion 1.2).4. If this statement were not true, of course, serious questions would arise aboutthe delineation of the phases.5. The fairly large increase in the constant-dollar value of merchandisein 1971 may raise the question whether or not in fact the regime became 
imports 

as restrictive 
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,,in that year as is claimed. The answer is "yes," despite the large increase in real mer
chandise imports, for three reasons. First, the regime became much more restrictive 
during the year, but high rates of imports or import registrations occurred before the 
new restrictions were announced because of the overvalued exchange rate and uncertainty
concerning future imjort policies. Second, many of the most restrictive changes did not 
affect merchandise imports as much as invisible imports and capital movements. Third,
the direct impact of the new quantitative restrictions altered the composition of imports
much more than the level (see below).

6. Whether the premium with a supply shift above is greater than that with a 
demand shift alone obviously depends upon the magnitude of the shift and theslope
of the curves. 

7. The only exception is a slight increase in the Ffrench-Davis quantitative restric
tions index in 1965. Also, although a slight decline in overinvoicing occurred in 1959, 
the level still remained relatively high.

8. One rationale for this shift given by the government was that it would have greater
bargaining power by dealing as a monopsony with foreign suppliers. Cauas and Corbo 
[1972:32], however, claim that the uncoordinated purchases of a multitude of state 
agencies did not permit the government to exploit this power.

: 9. For example, the source of all mining-related imports, which totaled $36 million 
for large-scale copper companies alone in the first year of nationalization, was switched 
from the United States to Europe.

10. Staple goods are essential mass-consumption items (especially food). Secondary
goods are nonstaple, nondurable products.

11. Over this same period the ratio of imported to total capital increased at a mean 
annual rate of 4.6 per cent. 

12. CORFO was particularly important in the development of national steel (CAP),
electrical (ENDESA), and petroleum (ENAP) enterprises, but also in many other devel
opments which depended heavily on foreign capital goods.

13. According to Allende's annual message to Congress on May 21, 1973, assummarized in CORFO [1973a: June 8, p. VIII], relative price increases for food imports
underlay part of the increased consumption share. He stated that the same physical
volume of food imports cost $50 million more in 1971 than in 1970 and $120 million 
more in 1972 than in 1970. 

14. Early in 1972, however, according to de Onis [1972a:4], the government began
to cut tib, share of intermediate imports because of foreign-exchange shortage. De Castro
[1972:53] also predicted that the rate of growth of intermediate imports in that year
would be less than 70 per cent of the over-all import growth rate. 

15. In the Phase 11 years before 1956, a similar pattern favoring the short run 
also often existed. For example, Mamalakis [1965:133] reports ECLA estimates that 
in 1953-54 exchange-rate-policy subsidies averaged 44.7 per cent for consumption im
ports, 41.5 per cent for fuel imports, 37.2 per cent for raw materials imports, and 22.3 
per cent for investment goods imports.

16. The only significantly nonzero deviations from the secular growth rates reported
in Table A.3 for the first year of liberalization attempts are the negative ones for capital
goods imports. 

17. There are several exceptions: in 1965 staple consumer imports increased re
latively; in 1956, capital goods imports rose, and intermediate imports fell relatively.

18. In contrast, the Instituto de Economla [1963: Table 243] suggests that for the
shorter period of their study, i.e., 1950-59, variations in postponable imports exceeded 
those in nonpostponable imports. 
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19. 	 If the categories of machinery and equipment and of, transportation.relatedinvestment goods are combined, the index of variation exceeds a similar one for combined
consumption imports.20. 	 PLD-EERs give the imported price relative to domestic alternatives for theimporter if the appropriate domestic price is usedthe most appropriate of these relative prices 

as the deflator. Therefore, they areto use in import functions. As is indicatedin section 2.2 and chapters 3 and 5, however, PLD-EERs are very costly to estimate forChilean disaggregates, as are the import premiums-which also would be of interest inthese functions. Alternative relative prices, hence,
21. 	

are utilized in some of these functions.These elasticities are based on the assumption that EERs change proportionatelyto the general NER. For transportation equipment the sign of the elasticity is negativedespite the positive coefficients in Table 6.3 because those coefficients are 	for the inverse
of the levels.

22. 	 Multicollinearity with other variables also mightdifficult to identify. It does not appear 	
make such price responses

to be a problem, however, in these cases.23. 	 The differences in price responses among the six import categories, moreover,point to the difficulties of estimating Chilean import functions on evenlevels, as Corbo [1971:192-1961 	 more aggregateand Ffrench.Davis [1971:297-314] have attempted.The relatively low price elasticities obtained by the latter apparently in part reflectaggregation over a 	 thewide range of policies and over responses which vary among
categories.

24. 	The inclusion of investment for investment imports mightinterpretation if Mamalakis (1971b] cause problems of 
the level of such 

is correct that the level of investment dependedimports, and vicenot versa. This activity index does not 
on 

significantly nonzero 	 have acoefficient in any case, so it is not included in ,he results inTable 6.3.
25. 	Imports in fact are 	 determined simultaneously with total credit. The latterdepends partially on the size of foreign-exchange reserves which, in turn, depend partially

on imports.
26. The increase in consumption imports which accompaniedincome 	 the redistribution ofin favor of labor under the Allende government also may raisePinto's hypothesis. At the same 	 doubts abouttime, however, expectations were altered drasticilly in away that might account for the import splurge.27. 	Diaz-Alejandro (1974] uses the alternative hypothesisincreased when 	 that restrictions werereserves fell somebelow desired level. The more constant the desiredlevel, the more this hypothesis is like the one in the text for estimation purposes.28. Another necessary assumption is that the adjustment process is well representedby a geometric distributed lag.

29. 	 The Houthakker-Taylor inventory effect cannot be derived exactly from neoclassical theory. This should be intuitively clear from the lack of an interest rate in theirformulation. The added precision obtained by utilizing a theoretically somewhat moresatisfactory formulation in this case, however, would be misleadingquality of the data. Therefore, the original Houthakker-Taylor form 
because of the 

is adopted.30. For this category the lagged adjustment in Table 6.3 results inin simulation 2.3.1. Machinery and equipment imports undergo 
a two-year cycle 

an even slower adjustment in the estimates in Table 6.3, but a cycle is aot generated for this category.31. 	 The largest elasticity recorded, however, is a value of -9.2 in the second yearfor transportation.related investment imports. 



ChapterT 

The Behavior of 
Merchandise Exports 

The focus of this chapter is on merchandise exports. The purpose is to explore 
the general questions raised at the start of Chapter 6. The organization of the 
chapter also is parallel to that of Chapter 6: section 7.1 is on patterns of 
exports since the Great Depression; section 7.2 is on the impact of the foreign 
trade regimes on exports, and is based on the results of partial- and general
equilibrium analysis. 

SUMMARY AND CONCLUSIONS 

i. The relative importance of exports in the Chilean economy has been 
much less since the Great Depression. than before. Exports per capita have 
never again attained their pre-1931 7pea&levels. Exports relative to GDP have 
been about a fourth of what they were in 1900-30. 

ii. The declines in exports primarily reflect changes in international 
markets. Chilean policy, however, also has been an important causal factor. 
Across the board, exports have declined in response to the low and secularly 
falling PLD-EERs. They have fallen further, moreover, because of the indirect 
effects of increased quantitative restrictions. Thus, policies originally adopted 
in part because of export pessimism have in fact lessened the foreign-exchange 
coptribution of exports. 

iii. The relative variance of total exports-in contrast to that for imports 
-has fallen since the Great Depression. The regimes of recent decades at least 
permitted, if not caused, some of this reduction. 

172 
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iv. Phase-coincident patterns in exports have been very limited for tworeasons: external market conditions, especially for copper, often have been 
more influential than Chilean policies; and the sharp breaks in policies thatdelineate phases have been directed much more toward foreign-exchange de
mands than supplies. In fact, the evidence suggests less that exports respondedstrongly to changes in phases than that changes in phases were in part a re
sponse to fluctuations in real export revenues. 

v. Success in promoting nontraditional exports has been very limited 
even though exports &f the nontraditional industries 1 have been more respon
sive to price-related and quantitative policies than those of any other sector.
The problem has been precisely that nontraditional exports have reacted moststrongly to the general discrimination against exports. The policies affecting
them, moreover, have been altered much more frequently than those for otherexports. Attempts to promote these exports, while moving in the right direc
tion, have not been of sufficieut magnitude to offset the effects of overvaluation 
of the escudo. 

vi. The record in regard to large-scale copper mining-the dominant
traditional export-has been mixed. In its last years, about 1950-56, the fixed
NER policy for legal costs of production came closer to maximizing Chilean 
revenue per unit of copper than to maximizing totai revenues, without anyother obvious compensating advantages. The price-fixing agreement of the
Second World War and the Chilean sales monopoly of 1952-54 also on netapparently worked to Chile's disadvantage. The Nuevo Trato of 1955 resulted
in an increase in the volume of exports, but a reduction in the value returned 
to Chile. The longer-run effects are difficult to disentangle, although net 
investment did increase. 

The policy of setting a Chilean producer price and the programs of
Chileanization and nationalization have been more successful. They permitted
Chile to share substantially in the benefits of the Vietnam War-related copper
boom of the late 1960s. The Frei policies of Chileanization and nationaliza
tion were followed by substantial capital inflows for expanding industrial
capacity. A negative effect of these changes, however, is that Chile apparently 
now is in the position of being a more marginal supplier in the world copper
market-and thus subject to greater fluctuations than before in its copper
trade. 

vii. Chilean governments have sought greater diversification of export
markets for three reasons: to lower the risks of being subjected to market fluctuations; to reduce the possibilities of political and economic dominance; and 
to increase interchange with other Latin American countries. In recent decades
efforts to diversify markets have had some successes. The dominance of the
United States, in particular, has dropped considerably. Japan and a number of
European countries have increased their shares substantially. Regional outlets, 
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however, have not become very important despite the formation of LAFTA 

and the Andean Group. 
'viii. Exports broadly responded to the lessened uncertainty about future 

PLD-NER developments because of the sliding-peg NER policy of 1965-70. 

one export category responded significantly, however, theAlthough all but 
magnitude of such responses was not very large. In fact, the disincentive to 

exports because of the generally declining PLD-NER for these years probably 

more than offset the inducements due to greater certainty. 
ix. Partial-equilibrium elasticity estimates for exports-as for imports-

are misleading indices of the degree of general-equilibrium responses unless 

foreign-exchange movements and other indirect effects can be neutralized, 

7.1 EXPORT PATTERNS SINCE 1930 

7.1.1 Aggregate Merchandise Exports. 

GENERAL CHARACTERISTICS.. 

The catastrophic impact of the Great Depression on the Chilean economy 

was noted in section 1.3. The evaporation of export markets was a major cause 

of this disaster. In response, the government adopted the more restrictive inter

national economic policies described in chapters 3 and 4. 
An important feature of these subsequent foreign trade regimes has been 

onthe maintenance of a substantial discrepancy between the effective return 

imports and that on exports. For the 1946-70 period, for example, the ratio 

of the PLD-EER(PI) of imports to that of exports averaged 1.53 (column 6 

ITRs and EPRs for the 1960s also reflect this same biasin Table 5.2). 
(Table 5.3). 

As a result of changed world market conditions and the Chilean policy of 

discrimination against exports, the ratio of exports to GDP since 1930 has 

been about a fourth of that in the previous three decades (line 1.2.6.8 in Table 

A.1). As of 1973, 1929 exports per capita still had not been surpassed. The 
rate of real exports for 1940-65, moreover, wassecular exponential growth 

about a fourth of that for imports (Table A.2).6. 

It is important to emphasize again that this lackluster export performance 

in part reflects the bias against exports in the trade regimes. Export pessimism, 

thus, somewhat ironically led to policies that resulted in lower exports than 

otherwise would have occurred (see section 7.2). 
Not only the levels of total real exports but their fluctuations have been 

a matter of concern. In contrast to imports, relative variations in the constant

dollar value of exports were lower after 1930 than before.3 In this respect, 
then, the more restrictive regimes apparently had some success. 
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PHASE-COINCIDENT PATTERNS. 
,."Phase-coincident patterns for the PLD-EER (P1) ratio of imports toexports are not very clear. The respective means of this ratio for the 1946-55

and.,1962-64 Phase II periods were 1.60 and 1.63 (based on column 6 inTable 5.2). For the more liberal phases the means were 1.66 for 1956-58,
1.66 for 1959-61, and 1.26 for 1965-69. Except for the substantial drop during the Frei liberalization attempt of the late 1960s, therefore, average discrim
ination against exports apparently did not vary significantly among the post-
World War II phases. The policies that sharply distinguish these phases fromeach other affected much more the level and variance of the premium onforeign exchange in domestic use (subsection 5.1.1 ) than the discrepancy between the average effective returns (premiums included) on imports and 
exports. 

Phase-coincident movements in the constant-dollar value of merchandise
exports or in the growth rates of exports are not strong.4 The data in line 1.1of Table 8.1, for example, imply average annual percentage growth rates of
the mean of the current phase or subphase over that of the previous one of-2.7 for 1956-58, 1.0 for 1959-61, and 13.1 for 1965-70 (all movements to 
more liberal phases); and 3.2 for 1962-64 and -4.2 for 1971 5 (both changes
to more restrictive phases). The regression for total exports shown in TableA.2 implies significant negative deviations from the 1940-65 secular growth
rate both for the Phase II years of 1940-55 and the Phase III years of 
1956-58. 

The lack of phase-associated patterns reflects both the low correlation,noted above, between the average degree of discrimination against exportsand that against imports and the substantial influence of changes in interna
tional markets, especially for copper, on movements in the constant-dollar
value of exports, an influence that is quite independent of the degree of re
strictiveness of Chilean policies.
 

WITHIN-PHASE PATTERNS. 
Within-phase patterns in the ratio of the PLD-EER(PI) for imports tothat for exports, as noted in subsection 5.1.2, were distinct for each of thephases. In the first year of each of the three liberalization attempts, for example,

this ratio dropped (column 6 in Table 5.2). Subsequently, it increased substantially as the attempt faltered in one case (1956-58), decreased significantlyin a second (1965-70), and did not change much in the third (1957-61).
At least two within-phase patterns in the constant-dollar value of exports

themselves might be expected to be observed: 0 
i. In anticipation of the devaluation which generally accompanies a newphase, in the last year of each phase there might be increased diversion of 
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6xportables from current exports into speculative inventories. The constantdollar value of merchandise exports, in fact, did drop in the last year of each 
of the three more liberal phases: by 11.7 percent in 1958, 8.8 percentin 1961, 
and 8.7 per cent in 1970. In contrast, however, it increased in the last year of 
each of the more restrictive phases: by 18.4 per cent in 1955 and 18.3 per 
cent in 1964. This over-all pattern suggests an alternative explanation. Given 
the very limited foreign-exchange reserves, a short-run export boom was an 
important contributing factor in ending more restrictive phases and vice versa. 

ii. If the preceding explanation is correct, it would be expected that in
creased exports would be drawn out of the speculative stocks in the first year 
of new phases. Such tendencies would be reinforced in the first year of more 
liberal phases if competing domestic demands for exportables were lessened 
due to the recession which would accompany attempts at stabilization com
bined with liberalization (as in 1956 and 1959). For the first year of three of 
the last five phases, in fact, the constant-dollar value of exports did increase: 
by 22.1 per cent in 1959, 7.7 per cent in 1962, and 15.2 per cent in1965. It 
decreased by 3.5 and 11.7 per cent respectively, however, in 1956 and 1971. 
The support for these hypotheses thus seems limited. 

7.1.2 Disaggregate Merchandise Exports. 

.1.2.1 DESTINATION OF EXPORTS. 

Diversity of export markets has long been sought by Chilean governments 
in order to reduce the political and economic dependence of the nation on any 
particular foreign country; develop stronger regional economic links; and lessen 
its susceptibility to cyclical fluctuations abroad.7 Mean percentage distribu
tions of Chilean exports by destination are presented in Table 7.1 for the 
country's most important trading partners during phases and subphases in 
1948-70. In light of the above aims, three features of the data in this table 
should be noted. 

i. The United States remained the most important market throughout 
the period, but declined substantially in importance after the mid-1950s.8 In 
the first decade atter the Second World War, the United States received about 
half of Chilean exports-more than five times as much as any other country. 
In the 1965-70 phase it absorbed about a fifth, and four other countries each 
accounted for about half as much." Under the Allende government this share 
apparently fell further. This large drop in part reflects success at diversification 
attempts motivated by the first two reasons stated above. For the late 1960s it 
also reflects the move from United States copper markets to others because the 
United States price generally was substantially below that which prevailed else
where.10 
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TABLE 7.1
Mean Percentage Distribution of Chilean Exports by Destination 

for Phases and Subphases of 1948-70 

Major Trading 1948-51 1956-581952-55 1959-61 1962-64 1965-70

Partners Phase II Phase 11 Phase IV Phase IIIPhase III Phase II 

United States 51 53 3842 35 21

United Kingdom 7 10 15 16 13 14
Federal Republic

of Germany 2 7 14r .15 12 10',
Netherlands 1 2 7 89 12Argentina 5 9 5 .4 3 5Japan 0 0 31 8 12,
Italy 4 3 4 3 . 4 7
France 6 1 2 2 2 5
All others 23 1014 10 16 15
 

SOURCE: Calculated from data in IMF and IRBD [1949-72]. The countries are listed
inorder of their mean shares for the entire period.
 

ii. Japan and the Netherlands increased their shares quite substantially 
over this period. Italy and France did so in the late 1960s. The United King
dom and Germany did so earlier, with peaks during 1959-61. These pat
terns partially reflect relative growth rates in the importing countries. 

As a result of these movements, together with the secular decline of ex
ports to the United States, diversification of destinations among the major
trading partners increased greatly. At the same time the importance of the 
rest of the world excluding the eight countries listed in Table 7.1 dropped sub
stantially through the 1950s. It rose again in the 1960s and probably increased 
further in the early 1970s because of the Allende government's emphasis onregional contacts and on expanding interchange with socialist nations. By the
1965-70 phase, however, this share still was far below the 1948-51 average of
23 per cent. Thus, concentration on the eight major trading partners vis-A-vis 
the rest of the world accompanied the diversification among these eight.

iii. One aspect of the concentration on the eight major trading countries
is that regional markets did not become significant despite the rhetorical
emphasis on LAFTA and the Andean Group. Of all Latin American countries 
only Argentina was a major buyer for the entire period, and its share fluctuated 
without any strong upward trend in the 1960s. 11 The failure greatly to expandregional markets reflects the generally limited over-all success of the regional
movements and the concentration of Chilean exports on copper, for whichdemand is highly concentrated in the more industrialized countries. For the 
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latter reason the distribution of exports by destination probably did not change 
"dramatically under the Allende government. 

* 7.1.2.2 ORIGIN OF EXPORTS BY SECTOR. 

The average share of merchandise exports derived from mining in 1946

71 was 83.3 per cent; from manufacturing, 8.5 per cent; and from, agriculture, 

•8.3 per cent. The secular shift in this composition has been away from agri

culture and toward mining and industry (lines 1.2.3.1, 1.2.3.2, and 1.2.3.3 in 

Table A.1). The estimates in Table A.2, in fact, include a negative secular 

growth rate for the real value of agricultural exports in 1947-65. The rate for 

mining also is negative or near zero before 1959, but positive thereafter.12 The 

point estimate for industry is the highest for the goods sectors, although it has 

the largest relative variation. 
The only important phase-coincident pattern is seen in the regression for 

industrial exports in Table A.2, which includes a significantly positive response 

in the first year of each of the three liberalization periods. For exports from 

this sector, thus,. a short-run boom apparently accompanied liberalization be

cause of previous speculative inventory accumulation and recession associated 

with the efforts at stabilization plus liberalization. 
The absence in tables A.1 and A.2 of any other important phase

coincident regularities is not surprising, since (i) export composition depended 

heavily on conditions in the world copper market and (ii) policies toward ex

ports and domestic competition for exportables varied substantially among the 

more liberalized phases (see sections 4.2 and 9.2). Itis interesting to note, 

however, the impact of these factors on fluctuations in various categories of 

exports. The ratio of the standard deviation from the secular trend of exports 

in a category to the mean for that category provides an index of the degree of 

relative variation. The categories in order of increasing values of the ratios for 

1946-65 are large-scale mining, 0.13; agriculture, 0.20; small-scale mining, 
0.29; and manufacturing, 0.41. 

Variations have been smallest relatively in mining, especially large-scale 
mining, in part because Chile has had some market power over copper, but not 
over any other exports. Therefore, reduced export quantities of copper may 
have been offset somewhat by increased prices."3 Another consideration is that 
policies toward large-scale copper mining were relatively constant during the 

two decades following the Second World War except for the Chilean sales 
monopoly in 1952-53 and the enactment of the Nuevo Trato in 1955 (sub
section 4.2.1). For other exports, including those derived from small- and 
medium-scale mining, policies changed with much greater frequency. 

Variations in agricultural exports have been relatively small. This result 
is somewhat surprising because quantitative restrictions have been used more 
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to limit:.,exports from agriculture than- from any other sector (subsection
4.2.2).

The largest variations by far have been in manufacturing. Apparently,this result reflects the marginal position of Chile as a supplier of industrialgoods in international markets, the relatively great frequency with which policies affecting these products have been changed, and the considerable fluctuation in the competition for domestic use of these exportables.Finally, the sectoral ordering of relative fluctuations in PLD-EER(PIs),shown in Table A.8, appears to be unrelated to variations in exports. 

7.1.2.3 COPPER. 
The dominant Chilean export since the Great Depression has been copper.For 1960-70, for example, it accounted for an average of 81 per cent of thevalue of exports from mining and 70 per cent of the value of total merchandise 

exports.14 

The effect of government policy toward large-scale copper mining in thelast four decades, discussed in section 4.2.1, has been a secular, although notmonotonic, increase in Chilean control over this key export:i. From the 1930s until the Nuevo Trato of 1955 large-scale copper companies faced increasingly discriminatory exchange-rate treatment for localcosts of production. Between 1939 and 1955, the PLD-NER for these costsdeclined by 97 per cent(column I in Table 3.2)! Reynolds [1965:378] calculates that this NER treatment, together with tax policies and the Chilean salesmonopoly, caused the share of the gross value of large-scale copper miningexports returned to Chile to increase from 28 per cent in 1937 to an averageof 93 per cent for 1952-54! Therefore, Chilean terms of trade of copper adjusted for the proportion of total value actually returned to the country increased greatly in the quarter-century after 1930 (and the averages after 1940exceeded pre-Depression levels). This occurred despite a secular decline in theunadjusted terms of trade (at least until 1952-55) and despite the fact thatthe highest subphase mean for the unadjusted terms of trade in this quartercentury was only 63 per cent of the 1915-30 average (lines 1.1.5.1 and 1.1.5.2in Table A. 1).
These policies came closer to maximizing Chilean government revenue perunit of large-scale copper mining exports than to maximizing total Chileanrevenue from large-scale copper mining exports. To illustrate this point, consider the highly simplified, short-run (i.e., fixed capacity) situation in whichthe objective of Chile is to maximize its revenue. Revenue is by definition theproduct of the quantity of copper exports, the world copper price, and theaverage returned value rate equivalent to the net effects of all relevant government policies. For simplicity, all quantities are assumed to be exported. Assume 
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that.copper exports are a function of the price net of returned-value (P*.). 
Relation 7.1 gives the revenue-maximizing average returned value ,rate 

(ARVR) as a function of the, supply elasticity (Eap*) and the demand 
elasticity (EDP). • 

ARVR 1/[1-+E8 .+(E 8 p./EDp)] (71) 

On the basis of the estimates in Table 7.1, Ege. is about 0.3. On the basis of 

the Chilean market share and world demand estimates, EDp generally is as

sumed to be about -4.0. For these values the implied revenue-maximizing 
returned value rate is 0.82. 

Although this rate is quite high, it is still below the actual rate for 1952
54.15 Considerations regarding capacity expansion, employment of domestic 

factors, or the nature of the bilateral bargaining process between the Chilean 
government and the large-scale copper mining companies, moreover, may have 
resulted in a lower optimal rate. But it is hard to reconcile rates as high as 

those in 1952-54 with stated government objectives.16 The increases of the 

rates over the previous decade and a half, furthermore, contributed to the 
decline in the Chilean share of world copper production from 20.2 per cent in 
1934 to 11.2 per cent in 1954.17 

ii. The 1942-46 agreement between the Chilean and United States gov

ernments to fix copper prices resulted in a considerable reduction of returned 
expcrt value to Chile and a shift of real resources to the United States. 
Reynolds [19b5:240] reports estimates of the loss to Chile as high as $500 
million. He characterizes such a figure as "undoubtedly exaggerated," since 
it is more than 160 per cent of the total returned value for 1941-45. Neverthe
less, the cost to Chile clearly was considerable. When the agreement was 
terminated, at the end of 1946, the price of copper approximately doubled 
immediately. Full responsibility for the loss, of course, should not fall on the 
Chilean government. It probably would have found it almost impossible to 
resist United States pressures for participation in this "wartime effort." 

iii. After the decline of active hostilities in Korea, the Chilean sales mo
nopoly found it difficult to find buyers at 35.5 cents per pound. Therefore, 
sales fell off and inventories accumulated. During the period from 1952 to 
1954, when either the monopoly or the Washington Treaty (signed in 1951) 
was in effect, additions to inventories averaged 14 per cent of production, as 
contrasted with 4 per cent for the previous four years. By far the largest short
fall from the secular growth rate of total quantities exported implied by the 
regression in Table A.2, moreover, occurred in 1953.18 Because of these sales 
difficulties the monopoly was abandoned in early 1954. 

Moran [1970:88-90] explains the failure of this effort partially by short
comings on the Chilean side. He claims that the Chilean government did not 
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appreciate how thin the wartime copper market was, how limited was its ownexpertise, how difficult it was to locate new customers, and how closely wartime customer,; who were looking for marginal purchases had remained tied totheir traditional suppliers for their basic purchases. But he also claims that thegovernments of the traditional producers were opposed to the Chilean policyand apparently caused the International Materials Conference to deduct purchases of Chilean copper from the quotas granted to United Nations allies atthe lower ceiling price. He furthermore suggests that Anaconda and Kennecott(the major owners of Chilean large-scale copper mines) searched out potentialChilean customers to sell to at the United States ceiling price in order to disrupt the Chilean effort and protect their own established markets.
iv. The Nuevo Tiato was signed in 1955. The effect of the new arrangements was to increase the volume of copper production. During 1945-54,Chilean production had dropped by almost 30 per cent. The Chilean share inworld production had fallen from 19.7 per cent in 1945 to 11.2 per cent in1954. In the decade after the signing, production rose steadily to 78 per centabove the 1954 level.19 The Chilean share in world production increased to as 

high as 15.1 per cent in 1959.
Despite the increase in the volume of copper production and exports, theshort-run impact of the new treatment of large-scale mining probably was toreduce the total value returned to Chile (as opposed to total export value).The short-run (i.e., fixed capacity) impact of the Nuevo Trato can be investigated crudely by comparing various characteristics of the 1954 situation withthose of 1956-58.20 Returned value per dollar of sales decreased from 91 percent to 56 per cent, physical product increased 32.2 per cent, Chile's share ofworld copper production increased from 12.6 to 13.9 per cent, th, price ofcopper increased 28.8 per cent, and the returned value increased 3.8 per cent.Using the Fisher, Cootner, and Baily [1972] estimate of 0.11 gor the Chileanshort-run price elasticity, a rough calculation indicates that had the price remained constant the absolute value returned to Chile would have declined byalmost 20 per cent.21 This result only reflects the effect of the Nuevo Trato inreducing the ave'age returned value rate substantially thebelow revenue

maximizing level calculated above.
Longer-run considerations, of course, may have offset the negative shortrun impact on Chilean control of foreign resources. A comparison of the1956-58 values for large-scale copper mining with those for 1952-54 indicatesthat gross investment increased 146 per cent, gross investment minus amortization rose 129 per cent, the ratio of gross investment to after-tax profits rosefrom 80 to 90 per cent, and the ratio of gross investment to after-tax profitsplus amortization increased from 69 to 73 per cent. A comparison of thedecade before the Nuevo Trato with that immediately after reveals that the 
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constant-dollar value of gross investment increased by 95 per cent andthe 

constant-dollar valuc of gross investment minus amortization rose by 50 per 
22 

cent. 
These increases suggest that the longer-run benefits to Chile of the Nuevo 

Trato offset the shorter-run losses. To settle the issue more care would have to 

be taken to preserve ceteris paribus assumptions, and it would be necessary to 
identify the time path of additional returns to foreign owners that are due to 
any further investments. Such an attempt is not made here because of the 
considerable difficulties involved. However, it is important to note that the 
results of the Nuevo Trato were not so positive as to cause it to be exempt 
from Chilean criticism. To the contrary, attacks on it intensified over the years. 

v. In 1964 the Chilean producer price was made independent of the 
United States producer price. In 1964 the difference between the two prices 
was never more than 2.0 cents a pound, and the former averaged 0.6 cents per 
pound less than the latter and 13.3 cents per pound less than the LME price. In 
1965 the Chilean price averaged 0.7 cents per pound above the United States 
price, but 23.2 cents per pound below the LME price. In 1966 CODELCO 
broke sharply from the United States price by setting the Chilean price equal to 
the LME price. Over the next five years, 1966-70, the Chilean price exceeded 
the steadily increasing United States price by an average of 13.2 cents per 
pound. 

The immediate positive impact of this policy on Chilean control of foreign 
exchange was considerable. Together with the changes in taxes, surtaxes, and 
government participation in this phase, it eita[lued Chile to partake very sub
stantially of the returns from the Vietnam War-related copper market boom.23 

In this respect, the contrast with the Second World War and the early years of 
the Korean conflict was striking. As a result, ECLA [1970:153] reports, mean 
annual current-dollar returned earnings in 1965-69 were more than 80 per 
cent above those of the previous phase. In fact, this increased inflow probably 
was the single most important factor permitting continuing liberalization dur
ing the six years of the Frei administration. 24 

The long-run impact of the new pricing policy is less clearly positive. 
Moran [1970] hypothesizes that the new pricing policy (together with other 
changes in the Chilean copper sector, once again) may place Chile in the role 
of a marginal supplier in the world copper market.25 In such a position she may 
reap more from booms, but also be subjected to much greater fluctuations than 
in the past. That the Chilean price has been below the United States price for 
much of the time from mid-1970 to the present provides some confirmation of 
Moran's hypothesis. 

vi. The programs of Chileanization and nationalization undertaken by 
the Frei government in the late 1960s raised the Chilean share of gross profits 
from large-scale copper mining to about 80 per cent because of direct govern
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,menparticipation in addition to direct taxes and surtaxes. The nationalizationof July 1971 extended that share to 100 per cent. In a direct sense, ceteris paribus, these measures clearly increased the Chilean short-run command 
foreign resources. 

over 

The Frei programs also caused a substantial rise in net foreign investmentin large-scale mining. Thesm flows had been negative in the previous two phases(line 10.1 in Table 8.1) and averaged -$36.1 million in 1965-66.20 After theagreements of 1967, however, they reversed to a mean level of $19.6 million in1967-69. The Chileanization program also resulted in a mean increase of$40.8 million in other private long-term capital inflows between these two subphases and probably in additional increases in net capital inflows to the Chileangovernment (lines 12 and 13.1 in Table 8.1). Gross investment in large-scalecopper mining in 1967-69, moreover, exceeded by more than 10 per cent thetotal at any time since the Nuevo Trato. The goal of these investments was toexpand capacity to 23 per cent above the 1964-69 level by 1970 and to 71 percent by 1972. Until the end of the Frei administration the necessary investmentappeared to be occurring almost on schedule, although some lags were evident.In several areas, therefore, the Frei programs seemed to have been successful. In a bilateral monopoly situation, however, it is usually possible toquibble with the terms of the solution and hypothosize that the Chilean government could have done better. In fact, the Chilean leftist Radomiro Tomic (theChristian Democratic candidate for president in 1970) and others did so.27Moreover, the Chileanization and nationalization programs combined with thepricing policy may have made Chile a more marginal supplier in the world 
market (see above).

Under the Allende government copper did not provide the hoped for expansion of foreign exchange. Part of the explanation for the shortfall lay inlower world copper prices. The average Chilean price for 1971-72, for example, was 22 per cent below that for 1970, a decline which more than offset
the 8.2 per cent increase in the volume of Chilean copper production in the
 
same year.


A more important factor, however, was that copper production did notexpand nearly as rapidly as had been planned for. The 1971 quantity, for
example, was less than 80 per cent of that predicted in the 1971 ODEPLAN
[1971b: 17] plan. Two new mines (Ex6tica and Andina) commenced production at annual rates of 50,000 metric tons in that year, but output in the threepreviously existing major mines fell by 9 per cent, offsetting almost half of theincrement-from the new sources.
* It is not clear to what extent realized production was lower than anticipated because of government policy. Government officials and sympatheticobservers suggested that the causes of the delayed expansion included technicalproblems,28 flooding and power shortages resulting from severe weather, short
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ages of equipment and parts due to a lack of cooperation from United States 

suppliers, and maltreatment of the physical plant by former owners in anticipa

tion of nationalization. On the other hand, a wide range of observers, including 

Allende and other members of his government, pointed to problems in large

scale mining which arose partially from changes in the international or over-all 

the exodus of several hundred skilled engineers and
economic policy regimes: 

other technicians whose real wages were reduced because of the shift from
 

or who were charged with being "politicallydollar to escudo remunerations 
unreliable" by political splinter groups; political squabbles among labor groups 

identified with political parties both within and outside of the governing coali
on the basis of

tion; assignment of positions not on the basis of merit but 

political identification; and substantial increases in costs because of bad man

agement, lack of labor discipline, strikes (including, in May 1972 at Chuquica

mata, the first general strike since 1966), and the failure of the copper workers 

(Chile's labor aristocracy) to make the sacrifices required to achieve the 

objectives of socialism.
2 

1 

Because of the coup of September 1973, future over-all developments in 

the Chilean economy are very uncertain at the time of this writing. The possi

bilities of substantially expanded foreign-exchange, earnings from copper, how

ever, seem to be good. World copper prices have .ncreased from the relatively 
somewhat higherlow levels of 1971 and 1972 and are likely to remain in a 

range for the near future.30 The realization of large production increments at 

cost seems quite possible because of the as yet
a relatively small marginal 

unrealized potential from the investment program initiated in 1967.
 

EXPORTS. 

There has been increasing policy emphasis on-nontraditional exports in 

recent phases, especially during the Frei government, under which the sliding

peg NER, special credit programs, expanded drawbacks, and inducements for 

7.1.2.4 NONTRADITIONAL 

related investments were instituted (see subsection 4.2.2). 

Comparisons of export values before and after the major development of 

policies favoring nontraditional exports in 1967 does not indicate great success 

for these programs. For a few products large positive shifts were recorded. The 

mean annual value of paper, cellulose, and related exports, for example, rose 

from $9.8 million in 1963-66 to $25.8 million in 1967-70 (and averaged 27 

per cent of industrial exports in the latter period). 31 In a number of cases, 
.For somehowever, the current-dollar values of affected exports actually fell. 2 

other items (largely agricultural), Jul [1969:143] notes that the increment in 

the change in drawbacks paid. Total industrialexport value was less than 
exports in constant dollars declined 3 per cent from 1963-66 to 967-70, and 

agricultural exports fell 9 per cent. 3 

Why did nontraditional exports perform so poorly? A large part of' the 
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answer is that policy continued to discriminate against them.34 Any advantage
granted by drawbacks and special credits was more than offset by substantial
overvaluation. The export-related ITRs and EPRs were significantly less than
those for imports and were negatively associated with the importance of ex
ports in subsectoral product.a, Only for a few products for a short period of 
time did the drawbacks offset the overvaluation as estimated by Bacha andTaylor [19731."6 The export-promotion program in essence offered a small
reduction in discrimination against exports-and that reduction was probably
widely perceived as transitory. The decreasing PLD-NER for 1968-70 (col
umn 13 in Table 3.2) provides support for that perception. 

7.2 ECONOMETRIC MEASURES OF THE 
RESPONSES OF EXPORTS TO THE
 
REGIMES
 

In the remainder of this chapter, I attempt to determine the nature of export
responses to recent regimes within the framework of specific structural rela
tionships: partial-equilibrium analysis in subsection 7.2.1, general-equilibrium 
analysis in subsection 7.2.2. 

7.2.1 Partial-Equilibrium Responses. 
Table 7.2 contains single-equation estimates for exports from the goods

producing sectors for 1947-65. Mining is subdivided into large scale and small
and medium scale because the two parts are treated differently.

On an over-all level these results appear to be reasonably satisfactory. The
point estimates genera!iy are of the anticipated sign, and problems of serial 
correlation seeare not apparent (but note a). The corrected coefficients of -determination (T2) indicate that variations in the hypothesized determinants 
are consistent with from 74 to 96 per cent of the variations in sectoral real 
exports. Small- and medium-scale mining has the highest )2 followed by
large-scale mining alternativ6 a, agriculture, large-scale mining alternative b,
and industry. The weak suggestion of this pattern is that the underlying model 
may be more consistent with variations in real exports from traditional than 
from nontraditional sectors.37 

The basic model iypothesizes that current real sectoral exports depend on
relative price factors, quantitativ. supply factors, quantitative demand factors, 
and lagged real sectoral exports.

Relative price terms include both levels and standard deviations. The
latter is justified as a crude proxy for uncertainty. The underlying price ratios
themselves are of three types: (i) the ratio of the product of the external price 
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Notes to Table 7.2 
All coefficient of multiple determination adjusted for degrees of freedom.

SE = standard error of estimate.
 
DW = Durbin-Watson statistic.
 
a. Data sources and estimation techniques are discussed in Chapter 2 and in Appendix A. The figures inparentheses are the absolute values of the t statistics. All pointestimates are significantly nonzero at the 5 per cent level unless otherwise noted. Thefigures in brackets are the long-run elasticities at the point of sample means. These elasticities are long run in the sense that all adjustments due to the inclusion of lagged imports are assumed to have occurred. For such relationships in which the lagged importvalue is included, the Durbin-Watson statistic is biased toward 2.0.b. Ratio of unit value of sectc-ral exports multiplied by the exchange rate to thesectoral labor price including employer social security contributions. 
c. Black-market PLD-NER minus national accounts PLD-NER. 
d. Sectoral output relative to sectoral output lagged. 
e. Sectoral GDP. 
f. Dummy variable for LAFTA (value of 1.0 in 1961 and thereafter). 
g. Significantly nonzero at the 10 per cent level.h. Ratio of United States producer price for copper adjusted for direct tax rate onmining to index of intermediate prices for mining adjusted for the NER for large-scale

mining.
i. Ratio of United States producer price for copper adjusted for direct tax rate onmining to price of labor in mining including employer social security contributions. 
j. PLD-NER.
k. Post-Korean War Chilean sales monopoly dummy variable with value of 1.0'in 

1953. 
I. Ratio of total GDP lagged one year to total GDP lagged two years. 

m. Same as i, but lagged one year. 
n. PLD-NER lagged one year. 
o. First difference of sectoral GDP. 
p. Factor I is an index of industrial activity in theUnited States. Factor 2 is the 

same index lagged one year. 
q. Ratio of unit value of sectoral exports multiplied by the exchange rate to domestic 

sectoral product price. 
r. Same as c, but lagged one year. 
s. Sectoral capacity utilization. 

(or unit value) and the NER (adjusted for unit dircct tax rates in the case of
mining) to factor costs (intermediate or labor costs, the latter adjusted for
employers' social security taxes); (ii) the ratio of the product of the externalprice and the NER to the domestic market price; and (iii) ratios relating to 
various PLD-NERs. The last group of ratios may be thought to be redundant
because it is incorporated in the others. This third group; however, does seem 
to provide information about the most volatile element in the other ratios. In
the cases in which the black-market NER is involved, moreover, it provides a 
measure of an added incentive for exporting (perhaps accompanied by some
such action as underinvoicing) beyond that captured by the other two types ofratios. Thus more than one type of relative price ratio is allowed in the 
estimates. 

The estimates in Table 7.2 suggest that significant responses to both pricelevels and standard deviations are widespread. All three types of price ratio 
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mentioned above are relevant. The implied elasticities are fairly substantial for 
some sectors. For example, the elasticities with respect to the general NER are 
2.9 for industry, 0.8 for small- and medium-scale mining, 0.5 for agriculture, 
and 0.3 for large-scale mining.38 

In general, price reactions were more pervasive for exports than for im
ports (subsection 6.2.1 ). The estimates indicate that the secular decline in the 
PLD-NER caused substantial foreiga-exchange losses through reduced ex
ports.30 Ceteris paribus, the foregoing elasticities and the 63 per cent drop in 
the over-all PLD-NER between 1946 and 1972, for example, imply complete 
elimination of exports from industry; and drops of 50 per cent from small
and medium-scale mining; 32 per cent from agriculture; and 19 per cent from 
large-scale mining. 

The nontraditional industrial exports were particularly responsive to 
price. The maintenance of a disequilibrium exchange-rate system with an' 
overvalued exchange rate, therefore, especially discouraged these exports. 40 In 
this manner the effect of the post-World War II regimes has been to increase 
relative dependence on the traditional exports even though one persistent 
underlying motive supposedly was to reduce their dominance. As is noted 
above, the export-promotion programs started in the 1960s were not very 
effective because they only partially compensated for overvaluation. 

The price response of large-scale mining exports, in contrast, was rela
tively small. The result is consistent with an earlier contention that the benefits 
to Chile of the more favorable treatment of this subsector initiated by the 
Nuevo Trato of 1955 probably were quite limited. 

For all export sources except small- and medium-scale mining, the esti
mates suggest a significant negative response to the standard deviation term. 
A policy to reduce uncertainty regarding future real returns from exports thus 
would have a widespread payoff in the form of increased exports. The sliding
peg NER of 1965-70 was such a policy. Although the payoff was widespread 
across sectors, however, the elasticities imply that it was limited in magnitude. 

Quantitative supply factors include levels and indices of marginal changes 
of real sectoral outputs (to find out whether the availability of sectoral real 
product affected sectoral exports); sectoral capacity-utilization rates and mea
sures of over-all aggregate demand (to find out whether in sectors with low 
demand-and thus low sectoral capacity utilization-there were increased at
tempts to sell to external markets); the Ffrench-Davis quantitative restrictions 
index (to find out whether QRs either on imported inputs or on particular 
exports limited the levels of aggregate sectoral exports); and dummy variables 
such as one for the period of the Chilean sales monopoly in mining after the 
Korean War. 

The results support the claim that there were important reactions to these 
quantitative supply factors. Marginal changes in output caused significant and, 
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irmost cases, substantial responses in exports from agriculture, small- andmedium-scale mining, and industry. The state of capacity utilization reinforcedthis effect in industry. The continuance of the Chilean copper sales monopolyin the face'of declining demand after the end of the Korean War was associatedwith a fall of approximately 20 per cent in the real value of large-scale mining
exports.,

Large-scale mining exports also seem to have been significantly andstrongly negatively related to the lagged rate of growth in over-all GDP. Thisrelation can be interpreted in several ways: (i) In periods of general stagnationinputs were more readily available for this subsector than was otherwise thecase. (ii) In recessions the government more vigorously pursued policies toinduce an expansion of exports from large-scale mining in order to increaseaggregate demand generally and in order to obtain income to offset reducedtax revenues from the rest of the economy. (iii) In cyclical downturns the rateof inflation was less, ceteris paribus; so the PLD-EER for such exports wasmore favorable. (iv) At those times competing demands for domestic useswere less; so a higher proportion of production was exported."All of these rationales have some merit-although, in some cases, only ifthe hypothe.sized effect is not really better represented by some othei variableincluded in the regression which a priori would seem more logical (e.g., for iii,the price ratios). That the total effect of such factors was as large as is impliedby the data in Table 7.2, however, is somewhat doubtful. Therefore, this tablealso contains an alternative relationship which is identical except for the exclusion of this one variable.
Despite widespread evidence regarding the importance of supply considerations, finally, no significant response to quantitative restrictions is reported. This lack of statistical evidence does not definitely indicate that QRshad no impact on exports. For example, since QRs were applied to only a fewspecific products, their effect may be obscured by aggregation. Variations inthe QR index, moreover, might not well represent possible negative effects onthe competitiveness of Chilean exports. Inefficiencies may have been fosteredby the generally high protective barriers, but may have varied quite slowly inresponse to changing QRs.

Quantitative demand factors include a dummy variable for the impactDf LAFTA and indices of demand in the most important destination countries.42 The results indicate that only agricultural exports increased with theformation of LAFTA, but they rose by 20 per cent of the mean real exportialue for the entire sample period.
The structuralist school (e.g., Sierra [1969:62]) has placed considerable-mphasis on the role of fluctuations in the importing countries. Statistical sup)ort for this hypothesis is observed only for small- and medium-scale mining.rhe explanation for this result may be that this subsector was relatively a 
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marginal supplier in the markets in which it participated and thus was more 
subject to demand fluctuations. Small- and medium-scale mining was a mar
ginal supplier because it lacked the intracorporate ties of large-scale mining 
and because it expanded its productive capabilities relatively quickly and had 
to find new buyers.

Lagged exports are included to represent either the distributed lag adjust
ment of actual to desired real sectoral exports over several periods due to 
adjustment costs or an inventory effect (in the sense that large real sectoral 
exports one year result in inventory depletion and smaller exports in the sub
sequent year, ceteris paribus). The a priori expected signs of the two effects 
are opposite; so they may cancel each other out partially or completely.43 No 
attempt is made to identify these effects separately, however, in this study. 

The estimates suggest that the inventory effect was dominant in large
scale mining; and the adjustment effect, in industry. In small- and medium
scale mining and in agriculture, the two effects neutralized each other. 

7.2.2 General-Equilibrium Responses. 

The model described in Chapter 2 once again is used to examine the 
general-equilibrium impact of specified changes, ceteris paribus. Table A.11 
contains the resulting elasticities or proportional deviations. Exogenous price
related changes are analyzed first and then exogenous QR changes. 

7.2.2.1 PRICE-RELATED CHANGES. 

Simulation 1.1 involves equal proportional variations in all export prices 
and unit values for the first year of the simulation only. The direct impact of 
such changes is primarily on exports. 

The total general-equilibrium export elasticity is only 0.1 in the first year 
and 0.2 in the third year. The fairly pervasive partial-equilibrium price re
sponses in Table 7.2-as in the case of imports (subsection 6.2.1.1)-are 
almost swamped by indirect effects on domestic prices. In the case of exports, 
however, the problem is clearly not a lack of general price responsiveness. The 
results in Table 7.2 suggest widespread and, in some cases, substantial reactions 
to prices. The limited general-equilibrium responsiveness, instead, lies in the 
inability of the banking system to neutralize the effects of changes in inter
national reserves. 

In simulation 2.1.1 equal proportional changes are assumed for all legal 
exchange rates in the first year of the simulation only. Direct impacts on im
ports and prices are involved, in addition to those on exports. 

The first-year total elasticity-0.2-is somewhat higher than in simulation 
1.1, although the third-year response is lower. These differences are marginal, 
however. The basic thrust of this simulation is to reinforce the view that ex
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THE DEHAVIOR'OF MEIRCHANDISE: EXPORTS 191:ports respond hardly at all to changes in NERs, i.e., in this general-equilibrium
analysis, exports are inelastic with respect to the hypothesized foreign-trade
regime.In simulation 2.1.3 actual NERs are replaced by the Bacha and Taylor[1973] equilibrium exchange rates-45, 35, and 61 per cent above the nationalaccounts NER for the first three years of the model run.reinforce the findings The results againof general-equilibrium export inelasticity. Despite thequite substantial hypothetical devaluations, exports increase by only 4 per centin the first year and 6 per cent 

there are 

in the third year. As for imports, moreover,
apparently diminishing returns to devaluation since the impliedaggregate first-year elasticity is less than that for simulation 2.1.1.On the disaggregate level, also, it is diminishing returns that are generallyfound. One important exception is industrial exports, for which the first-yearelasticity is higher in this simulation than in simulation 2. 1.1. In addition, theprice responsiveness of the export sectors in the two simulations-industryfirst, followed by agriculture, and then by large-scale mining-bears outpartial-equilibrium conclusion that the disequilibrium regimes with their overvalued exchange 
the 

rates discouraged most particularly the industrial exportswhose expansion the government supposedly desired.In simulation 2.5, the question of the price responsiveness of nonminingexports is further pursued by positing a subsidy for agricultural and industrialexports equal to a 10 per cent increase in world prices for these products inthe first year of the simulation only. Most of the nontraditional exports and
most of the products receiving drawbacks 
 are included in these two sectors(see subsection 4.2.2).
The impact of such a policy is to increase total exports by 0.01 in.the firstyear due to a 0.04 increase in agricultural exports and a 0.18 increase in industrial exports. Note that this implies that in escudo terms the subsidy to agriculture is 2.5 times the increment in exports since all exports (not just marginalones) are subsidized. This result is consistent with the above-mentionedChilean experience for a number of products in the late 1960s.44The reactions of other exports and imports are generally quite small. Asa result the surplus on current account, net international banking reserves, andCentral Bank reserves all rise, and the GDP deflator increases by 0.01. However, in a longer-run sense, control of foreign resources my not be expandedbecause the enlarged government deficit (due to the subsidies) financed abroad-xceeds the increment in the current account. 45 The subsidization of nontradilonal exports, thus, would immediately increase control of foreign resourcesrom exports, but the associated greater government deficit would result in7reater inflationary pressures or foreign-debt obligations, or both.Simulation 2.6.1 explores the general-equilibrium price sensitivity ofraditional exports by altering the NER for large-scale mining. The elasticity 
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of total exports with respect to this change is 0.2 in both the first and third 
years. For large-scale mining the elasticities for the two years are 0.3 and 0.2. 
Interestingly enough, in the third year, as the result of indirect effects related 
to the over-all increase in economic activity, the elasticities for both agricul
tural and industrial exports are larger than the elasticity for large-scale mining. 

The net responses in the surplus on current account and in net banking 
system reserves are positive. The responses in government deficit and in gov
ernment deficit financed abroad also are positive because the government's 
revenue has risen as a result of the favorable differential on foreign exchange 
which it purchases from large-scale mining enterprises and then resells. 

The indirect effects of altering the NER for large-scale mining have some 
significant consequences in other major policy areas. Real capacity utilization 
reacts with an elasticity of 0.1 in the third year. The GDP deflator has an 
elasticity of 0.2 in the first year owing primarily to the increased international 
reserves (augmented by the impact of the altered NER on internal large-scale
mining-related prices). Long-run capacity among the goods sectors responds 
relatively positively in mining, and short-run real product responds more 
positively in industry and in agriculture. In the income distribution area -the 
most noticeable response is the strong first-year inverse reaction in net factor 
income from abroad, but inverse reactions also occur for both years in labor 
income. Among the aggregate growth-related variables some of the responses 
are positive, although small. 

Substantial costs, thus, were incurred by maintaining a fixed NER for 
large-scale mining for long periods of time (see section 3.2). The gains in 
lessening inflationary pressures, reducing factor payments abroad, and increas
ing the labor share of income do not seem to have been sufficient to warrant 
these costs. 

Simulation 2.6.2 further explores the sensitivity of traditional exports to 
price-related policies by positing that the average direct tax function for large
scale mining is multiplied by 0.9 in the first year only. In response to this tax 
reduction total exports increase by about 0.01 because of an increase of the 
same relative value in large-scale mining exports, a somewhat larger propor
tional increase in industrial exports, and a somewhat smaller proportional in
crease in agricultural exports. The net impact on the balance on current 
account is positive, although the reduction in direct large-scale mining taxes 
(which are paid in dollars) about offsets increased gross dollar export earnings 
in the first year, with the result that banking system and Central Bank inter
national reserves do not change substantially. Also, because of this tax reduc
tion,the government deficit and the government deficit financed abroad increase 
slightly. 

The effects of this tax reduction on most other major areas of concern 
are quite small. Some shift in real product toward mining occurs in the first 
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year and toward industry in the third year* A shift in income distributiontoward foreigners takes place in the first year. An increase in gross domesticsavings is found in the first year. Such effects do not seem to be very substantial (and are not all positive) which reinforces the earlier analyses of the taxreduction in the Nuevo Trato (see subsection 7.1.2.3). 

7.2.2.2 CHANGES IN QUANTITATIVE RESTRICTIONS.
 
Simulation 2.3.1 investigates the consequences of 
 equal proportionalchanges in all the QR indices in the first year only. As is discussed in subsection7.2.1, there is not statistical evidence of direct export responses to quantitativerestrictions. The indirect effects, however, are fairly large. In the first year ofthe simulation, the total general-equilibrium export elasticity is -0.7. Industrialexports are particularly affected: they have a first-year elasticity of -8.9. In-reases in quantitative restrictions prompted by foreign-exchange shortages,thus, exacerbate the situation by causing reductions in foreign-exchange earnings from exports. The exports most affected, moreover, are once again theindustrial exports whose expansion supposedly has been most desired by the 

government. 

NOTES 

1. Not all nontraditional exports are from industry, but many of the most important
ones are.

2. If the time period is extended to include the late 1960s (with the Vietnam Warrelated copper market boom), however, this discrepancy is much less (see lines 1.1 and
1.2 in Table 8.1 ).The data in line 1.2.4.2 of Table A.I and the growth rate presenteddiffer in three ways: the are from 

in Table A.21930s excluded the Table A.2 figures; geometric
growth rates over the previous year are used in Table A.1 
 and exponential growth ratesare used in Table A.2; and, most important, the Table A.1 data are deflated by theUnited States GNP deflator, and the Table A.2 data, by a Chilean export price deflatorthat is dominated by the price of copper. As a result of the last-mentioned difference,
the data in Table A.1 are a better measure of the real purchasing power of exports,
and the data in Table A.2 better approximate the physical quantity of exports.

mean3. For example, the absolute proportional deviation from theby the exponential level impliedtrend for the constant-dollar value of exports for 1931-55 is(with a standard deviation of 0.14). 0.14 

than the 
This is significantly less at the 20 per cent levelmean of 0.19 (with a standard deviation of 0.24) reported above in section1.2 for the 1878-1927 phase (under the same assumption4. Phase-coincident patterns are 

as is made there).
also not obvious in the extent of underinvoicing asmeasured by the ratio of exports recorded by Chile to imports recordedcountries (line by destination1.2.5.2. in Table A.1). This ratio has its highest and lowest values forPhase II regimes, with those for the more liberal periods failing in between.5. Banco Central [1972b:310] reports ODEPLANan estimate that exports inconstant escudos increased by 5.7 per cent in 1971. The difference between the constant



IMPACT OF FOREIGN-SECTOR REGIMES'194' 

the difference between 	 the declineescudo and the constant-dollar estimates is due to 
the over-all increase in international prices. For the first three.

in copper priccs and 
quarters of 1972, Banco Central [1973b:33] reports an increase of 1.5 per cent in the 

fall of about 1.5 per cent in the constantcurrent-dollar value of exports, which implies a 


dollar value.
 
con6. An important quatification of the following analysis is that ceteris paribus 

such as in the terms 	of trade, might be
ditions are not maintained. Other changes, 

obscuring the underlying relationships.
 

7. The 	assumption has been that such fluctuations are not perfectly correlated 

among 	countries, so diversification of destinations results in less fluctuation in exports. 

The fall in the share of the United States in exports was somewhat greater than8. 
the fall in the share in imports noted above in subsection 6.1.2. 

annual basis this decline is even more striking-from 64 per cent in 19539. On an 

to 14 per cent in 1970.
 

10. The ratio of the 	United States to the London Metal Exchange price averaged 

0.93 for 1962-64 (but 	1.03 for 1962-63), 0.66 for
1.04 for 1956-58, 1.03 for 1959-61, 

1965-70, and 1.04 for 1971.
 

11. The Brazilian share 	grew rapidly in the 1960s, but still was less than 2 per cent 
7.1, as 	well as

in 1970. This proportion placed it behind the eight countries in Table 


behind Belgium and Sweden.
 
12. 	 The late 1960s are not included in these estimates because of problems of data 

included, 1however, the secular trend for mining might exceedconsistency. If they were 
that for industry because of the copper-market boom of those years. 

for Chilean copper is generally assumed to be13. The price elasticity of demand 

about -4.
 

14. 	In the same period, the share in total merchandise exports of nitrates, the 

to 1930, was 5 per cent. Within mining this proportion wasdominant export from 1880 
exceeded not only by copper, but also by iron ore, which had 9 per cent of total gross 

exports. 
15. 	The elasticity estimates, of course, are subject to statistical error. If Esp. were 

as low as 1.3, the actual rate would have been optimal for
really as low as 0.1 	 or Er, 

was in fact that low is hardshort-run revenue maximization. The possibility that Es". 
a valueto evaluate. The probability that EDP was that low must be quite small since such 


would imply considerably more market power than anyone claims Chile had.
 
con16. One can conceive of objectives with which these rates might have been 

sistent, 	e.g., to conserve copper resources for future uses or to drive the companies out 

not the stated ones of the Chilean governmentof business. Such objectives, however, were 


in the early 1950s.
 
17. For evidence of responses to such policies see subsection 7.2.1 below and 

Behrman [1972b and 1973a]. 
production, market shares,The statements in this subsection on Chilean copper 

primarily on Senado, Oficina de Informaciones [1970].investments, etc., are based 
(not the logarithm) 	 was18. For 1953 the proportional deviation from the level 

-0.20. In the 1940-65 period, the mean absolute deviation was 0.063 (with a standard 

deviation 	of 0.049). In only four years-1941, 1948, 1949, and 1951-were absolute 

even half as large as the deviation for 1953. On the other hand,proportional deviations 
on the basis of an exponential growth rate for total exports in constant dollars for the 

entire 1931-55 period, the proportional deviation for 1953 was 0.03. Thus, in that year, 

although the sales monopoly may have resulted in a fall in export quantities, it apparently 

did not result in a fall in the constant-dollar purchasing power of exports. 
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19. Steady increases occurred even though copper prices peaked in 1955 and 1956at levels which were not exceeded until 1964. The LME price averaged 44.3pound in 1955, 41.4 cents per pound in 1956, and 

cents per
not above 31.1 cents per pound in1957-63. The United States producer price averaged 37.5 cents per pound in 1955,41.8 cents per pound in 1956. and not above 32.1 cents per pound in 1957-64.20. The year 1954 is used instead of 1955 because the Nuevo Trato was enactedin the latter year; 1952 and 1953 are not included with 1954 because of the very specialconditions in those years due to the operation of the sales monopoly discussed in the text.Because of the lumpiness of investment, however, in the long-run comparison below the1952-54 period is used the base. Sources foras the data used in this calculation areReynolds [1965:378], Senado, Oficina de Informaciones [1971:221, and Behrman [1974].21. In this calculation it is assumed that the returned value rate would have beenthe same as it actually was in 1956-58 if production had been lowered due loverto aprice. In fact, it probably would have increased somewhat in such circumstances becauseof the tax structure and because some of the legal costs of production were fixed.22. A 10 per cent discount rate is used in these calculations. Moran [1970:102]made comparisons in current dollars with a zero discount rate. He then concluded thatthe long-run impact was negative since by his calculations the dollar value of gross investment minus amortization fell by 33 per cent.23. Because of the copper boom the United States price in 1965-70 averaged 39per cent above that in 1962-64, and the LME price averaged 77 per cent higher. Chileanterms of trade therefore increased considerably (line 1.1.5.1 in Table A.1).24. Ffrench-Davis and Carrasco [19691 suggest instead that the sliding-peg NERpolicy created sufficient surpluses to permit continued liberalization. They seem to overstate the relative benefits from this NER policy, however, because they assume acopper price of 40 cents per pound "normal" 

as compared to an average actual price of only 30.7cents per pound for 1957-64. They also are much more optimistic about the absolutemagnitudes of Chilean trade elasticities than seems warranted on the basis of the resultsreported in sections 6.2 and 7.2. Finally, they ignore the fact that the PLD-NER wasquite low (and decreasing in later years) under the sliding-peg NER policy (Table 3.1).25. The world copper market is segmented because of the pricing policies of UnitedStates producers and the existence of a large scrap market. The
conditions in a relatively small part of the 
LME price reflects
 

total market and therefore fluctuates considerably more than the United States price. For more details see Behrman [1970], Fisher,
Cootner, and Baily. [19721, and McNicol [1972].

26. All the figures cited in this paragraph are in 1958 dollars.27. Griffin [1969] calcula'ed the present discounted value of net income to the
Chilean government resulting from the 
 1967 Chileanization alone. Although his resultsprobably are biased downward because his estimate of world copper prices 
 is too low,
they suggest that from the point of view of control over resources this program 
was morebeneficial than would have been a continuation of previous policies. Nevertheless, heclaims that Chile could have done better.
28. Examples included excessive accumulation of sediment at Chuquicamata, adjustment problems for local minerals at El Teniente, geological problems at El Salvador,and an unexpected composition of copper from Ex6tica which requires more sulfuricacid than the Chuquicamata plant can provide.
29. According to de Onis [1971c] Alejandro Halles, minister of mining in the Freigovernment, estimated that the production cost of a pound of copper increased from 29cents in June to in1970 76 cents June 1971 primarily because of bad management.Although Halles is referring to the year before the complete nationalization of July 11, 
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.1971, much of the cost increase he cites apparently arose from higher labor costs because 

of state prussure to expand the labor force and to increase real wage rates (or because 

of union pressure which the companies felt that they could not resist'owing to the known 

very strong labor sympathies of the government). Note that this cost rise may bring into 

question the charge that in this period the companies were maximizing short-run profits 

by mining rich ores and ignoring maintenance operations. However, Halles's estimate 

is not consistent with the statement in October 1971 by Allende that costs per pound had 

since May 1971, which also was reported by de Onisrisen to an average of 47 cents 
not easy, especially since CODELCO con[1971c]. Reconciliation of these estimates is 


siders all copper cost estimates to be secret information.
 
* Chilean sales in this period were constrained by supply problems. On the demand 

side, Kennecott's attempts to impound Chilean shipments to Europe were somewhat 

troublesome. The signing of contracts for substantial shipments to various socialist 

nations, however, probably basically compensated for any demand difficulties in the 

traditional markets. 
30. For forecasts of developments in the copper market, see Behrman [1970], 

Fisher, Cootner, and Baily [1972], and Sutulov [1972]. 
31. 	 The years 1963-66 were not ones during which Chile had a great boom in 

favorable impact of 
nontraditional exports; so this comparison is biased against finding a 

policies. For 1963-66 as compared 	 to 1950-53, in fact, Balassa and associatesthose 
(as measured by market shares)[1971:41-42] report that Chile's competitive position 


deteriorated for minor exports.
 
. 32. A few examples include nitrate and iodine products (from a mean of $109.4 

one of $79.1 million in 1967-68), molybdenum (from $39.7million in 1964-66 to 
to $49.6 million), and semimillion to $34.4 million), fish flour (from $50.1 million 


$126.6 million to $24.4 million).
elaborated copper (from 
33. Declines continued under the Allende government in part because of increased 

domestic competition for these goods. In 1971 the government increased drawbacks by 
of embarkations50 per cent in constant-escudo terms, but the constant-dollar value 

declined for all exports except fresh fruit, fish flour, possibly chemical and metal pro

ducts, and some minor mining products (but neither copper nor iron). In the first nine 

months of 1972, the current-dollar value of agricultural and industrial exports, res

pectively, fell 29 and 14 per cent. The exchange-rate realignment of August 1972, how

ever, was supposed to favor nontraditional exports with high NERs (although data are 

not yet available with which to evaluate this policy). 
34. 	 In section 7.2 evidence is presented of substantial responsiveness of nontradi

from industry) to government policies. Baerresen [1966:5-6,tional exports (especially 
12] gives further evidence for gold and wine in the 1950s. The large fall in the constant

also apparentlydollar value of nonmonetary gold exports after 1955 (line 2 in Table 8.1) 


originated in such a reaction.
 
1961 and 1967 also were not significantly35. Changes in ITRs and EPRs between 

associated with the degree of concentration of production destined for exports (Table 

A.6). 
[1971:95] also suggests that the drawback program encouraged36. 	Ffrench-Davis 

more costly operations. If the drawback ratesinefficiency by giving larger drawbacks to 
the basis for this claim is not clear. However, ifin fact were based on tax incidence, 

in part political pressures (such as Jul [1969]the establishment of rate levels reflected 
claims for many of the category-B products) then Ffrench-Davis may be right. 

De Castro and de la Cuadro [1972] also criticize the drawback program for dis

couraging efficient production because of disparities in the rates among different con
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modities and for being more uncertain than devaluation because the former policy couldbe changed at any time (although in Chile, exchange.rate policy also seems to be subjectto sudden changes).

37. This interpretation is valid if nontraditionalrepresented by industrial exports and if alternative 
exports are defined to be wella for large-scale mining is acceptable.However, industrial exports include traditional exportsindustrial commodities have at least in the sense that manybeen exported for decadesexports certainly include (see Chapter 1); nontraditionalsome agricultural commodities and (depending on the definitionused) perhaps some mining products; and the acceptability of estimate a for large-scalemining is somewhat questionable. Therefore, the distinction made here between traditionaland nontraditional exports is weak.38. These elasticities refer only to changes in the ratios.standard deviation It is assumed that theand the difference between the PLD-NER for the black-market andthe national accounts rate remain unchanged.39. For most export categories the PLD-EER has moved closely with the PLD-NER.40. Sierra [1969:85] also emphasizes this point.41. In that case the variable might better be reclassified as representing quantitative


demand.

42. Incorporation of quantitative demand factors makesfor some sources more the results in Tablereduced-form market-clearing relationships 7.2 

than export-supply
functions.43. The two effects have opposite implications for short- and long-run elasticities.If the inventory effect is dominant, the short-run elasticity exceeds the long-run elasticity.The opposite is the case if the adjustment effect is dominant.44. If the escudo is sufficiently overvalued and the subsidies are given in escudos,the subsidy could be less than the incremental value of exports measured in escudos ofequilibrium value.45. If, alternatively, the increased government deficit

domestic price impact 
were financed internally, thewould be greater. 



Other Components of the 
Balance of Payments 

Th6 stress of the'two previous chapters was on the effects of recent Chilean 
the stressinternational economic regimes on her goods trade. In this chapter 


'is shifted to the impact of the regimes on, first, services and transfers and then,
 
capital and gold flows. 

SUMMARY AND CONCLUSIONS 

i. The net balance from aggregate services was quite responsive to 

changes in the regimes. In reaction to the systematic changes in the PLD-EERs 
for nongoods transactions, noted earlier, this balance declined substantially 
during more liberal periods and rose in more restrictive .ones. 

ii. Variations in service imports accounted for most of these reactions. 

In part this was because that import category was relatively responsive to 
policy changes. The partial-equilibrium price .and QR elasticities for service 
imports, for example, were higher than those for two-thirds of the imported 
goods categories. That service imports were subjected to relatively great vari
ations in policies was another factor. As a result, the relative variations in ser
vice imports were high in comparison with those for goods imports and for' 
service exports. 

iii. The partial-equilibrium price responsiveness of service imports im
plies, ceteris paribus, that the demand for such imports increased 50 per cent 
in 1955-72 because of the secular fall of the PLD-EER. Thus, the exchange

rate policy added to balance-of-payments pressures. 

198 
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iv. Within a general-equilibrium framework, on the other hand, the directprice responsiveness was almost swamped by the indirect effects. Quantitativerestrictions were much more effective for constraining short-run balance-ofpayments deficits than were price policies, given that exchange movements 
were not neutralized. 

v. Patterns were less clear for service imports on a more disaggregatelevel. However, liberalization tended to increase deficits due to net outflows forfreight, transportation, and income on direct investments. Increases were allowed in the last category even near the end of phases when other items wererestricted because of foreign-exchange shortages. In a sense, then, policiesfavored foreign over domestic interests.vi. Unilateral tranfers increased during liberalization attempts, primarilybecause of enlarged inflows to the government. Such net inflows aided the liberalization efforts, but never averaged as much as a quarter of the deficit on thegoods and services account.
vii. The totals of capital and gold inflows reveal that Chile was consistently a debtor nation. Fluctuations in these totals, however, were not closely

phase-associated.
viii. The aggregate capital inflows to nonmonetary sectors, in contrast,reflected the degree of liberalization. They increased in more liberal phases andfell in more restrictive ones. The causes of this phase association included directinvestment responses to specific policies and to the general economic climateand private short-term capital movements due to these same factors and tospeculation. Net long-term private capital flows and net flows to the government, on the other hand, were not closely phase-related; they were dominatedinstead by the Alliance for Progress, political attitudes of the donor govern

ments, and repayment requirements.
ix. Net direct-investment inflows increased relative to net outflows from
income on such investments during the first two liberal phases and fell during
more restrictive periods. For the quarter-century following the Second World
War, however, the inflows averaged but 30 per cent of the outflows. Such figures caused many Chileans to question the appropriateness of the distribution
of benefits from direct investment.
 
x. Compensatory capital movements of considerable magnitude were required to sustain the first two liberalization programs. The resulting exhaustionof reserves and of bank credit abroad led to their termination. The overvaluedNER could not be maintained for very long.In the third liberalization attempt, in contrast, these movements were in theopposite direction. The world copper market boom of the late 1960s was the primary cause of this difference. The accumulated reserves, however, were quicklyexhausted under the Allende government because net capital outflows fromtraditional private and public sources were only partially offset by new sources. 



TABLE 8.1 
Chilean Balance of International Payments, Annual Avgages for Phaiis 

and Subphases, 1947-71 
(millions of 1958 United States dollars) 

1947-51 1952-55 1956-58 1959-61 1962-64 1965-69 1 1970 r1971 

A. 	Goods and services -50.1 -5.6 -81.7 -163.0 -179.9 -79.2 -66.2 : -- 139.7 
I.'Merchandise" 	 20.7 56.3 -5.6 -71.0 -74.4 100.0 88.0:. -56.0 

1.1 	 Exports 392.2 475.2 429.8 442.8 485.1 757.7, 836.0 738.0 
1.2 	Imports -371.5 -418.9 -434.9 -513.8 -- 559.5 -657.7 -748.0 :-794.01 

2.Nonmonetary gold 	 5.4 5.3 2.7 1.8 1.8 0.3 - 

3. Freight and other transportation 3.6 - 9.0 6.4 4.0 -3.5 14.2 - 

4.Travel 	 0.6 -0.8 -7.8 -21.5- 8.8 -1.3 - 

5. Investment income -m-77.1. -- 67.8 -71.4 -67.1 , -89.0 -170.5 . -95.2 -63.4 
5.1 On direct investment -66.3 -53.7 -57.2 -45.7 -52.5:- -83.0 .. - " 

6. 	 Govt., n.i.e. 0.9 -4.2 -9.1 -6.0 29 .- 5.6: . - -11.4 
7. 	 Other services -4.1 -3.3 2.6 -3.2 -0.1 -16.3 . 

B. 	 Unrequited transfers 1.1 -0.1 19.6 38.2 j 9.6 14.4, 23.7
8. 	 Private 0.9 -1.4 5.3 -10.1 5.0 5.0 - 

9. Central govt. 0.2 1.3 14.3 28.2 4.6.- 9.4 - - -

Net total (lines 1-9) -49.0 -5.6 -62.1 -124.7 -170.3 -64.8 --32.5-. -

C. 	Capital and monetary gold 46.0 10.9 70.1 129.1' 168.9 79.0 42.7, 139.2 
Nonmonetary sectors 39.9 37.4 143.9 :153.1 . 10.O b18.6 	 82.6 :: 11 .0 -8.8t 

10. Direct investment 	 22.0 16.8 42.8 43.7 -2.4 1.0 - 

10.1 Large-scale mining 13.0 9.2 20.7 -2.9 -18.7 -2.6 - - 

-0.3 	 -8.8 .48.5 11. 	 Other private long term -0.3 23.5 51.3. 
12. 	 Other private short term 1.1 -1.2 -8.6 16.0 6.6 18.6 - 
13. 	 Central government, n.i.e. . 17.0 3.4 -5.4. -0.6 91:3 82.1 - - , 



--

13.1 Loans received 29.1 6.8 -5.8 7;7: 93.2 86.8 13.2 Chilean govt. securities 0.0 0.0 0.0 -2.8 -4.5 -4.7 _-13.3 U.S. govt. escudo holdings 0.0 1.3 3.4 1.1 4.8 5.5  -13.4 Subscriptions to IDA and IDB 0.0 0.0 -0.1 -4.8 -3.713.5 Othershort term capital -12.1 -4.8 -2.8 
-4.0 

-L8 1.6 -1.6 - -Monetary sectors 6.1 -5.6 32.7 46.414. Commercial banks 24.9 -74.2 >767.3 :2180c2.6 -0.9 2.6 134 14.0 -14.4 -15. Central institutions: liabilities 16.8 -1.1 22.1 53.2 15.6 -17.8. - 15.1 Use of IMF credit 13.5 1.0 -9.9- 27.0 11.5 -7.3 - 15.2 Loans received 1.9 -2.2 15.6 23.3 
-. 

6.4 -12.2-15.3 Payments agreements 1.7 -0.1 -0.4 4.4 -3.4 -0.5 - 15.4 IDA and DB escudo holdings 0.0 0.0 0.0 1.:4 '1.8 2.2 . 16. Central institutions: assets , -13.2 -7.0 


8.0 --20.2 -4.6 -42.0 ; " -16.1 Changes in IMF reserve 
position 0.0 0.0 0.0 -16.2 0.0 0,0 16.2 Payments agreements -0.8 -2.2 -0.6 4.2 0.0 -0.5 -- -16.3 Other claims -5.6 -4.9 7.1 -5.7 "6.1 -40.816.4 Monetary gold 7

4.6 0.1 1.5 -2.5 1.5 -0.7 -Net errors and omissions 3.0 -5.2 -8.0 -4.3 1.5 -14.6 -10.2 7 
SOURCE: Annual data in current dollars are from International Monetary Fund [1950a-1969a] for 1947-69 and from Banco Cen.tral [1972b:2631 and unpublished Central Bank data for 1970 and 1971.into constant dollars. The data for 1970 and 1971 

The United States GNP deflator was used to'convert the dataare not strictly comparable to the data for earlier years; sorately rather than in combination with the rest of the 1965-70 phase. 
1970 is presented sepa.Also because of problems of making the data for the earlier yearscompatible with those for later years, not all the subtotals for 1947-51 sum to the final totals shown. 

a. Exports f.o.b., imports c.if. 
b. Called "autonomous capital movements" in the source. 
c. Called "compr-.satory capital movements" in the source. 

-0 
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.8.1 SERVICES ',iAND TRANSFERS 

In this seciion an attempt is made to answer three questions about services and 
the patterils in constant

transfers after the Second World War. What were 
there eny within-phase regularities?values for phases? Weredollar mean 

Within a structural model how responsive were services to various polidies? 

8.1.1 Mean Values for Phases. 

Average constant-dollar values of all of the major components of the 

Chilean balance of payments for phases and subphases in 1947-71 are pre

sented in Table 8.1. The data in this table, together with others elsewhere in 
more liberal phases (i.e.,

the study, suggest, first, that in each of the three 
1965-70), the mean net constant-dollar balance from all

1956-58, 1959-61, 
services (Table 8.1, line A less line Al ) declined from the level of the previous 

more restrictive phases or subphases, the opposite
phase. In two of the three 
was true. The systematic reductions in discrimination against nongoods trans

actions that accompanied liberalization (and vice versa) noted above (column 

3 in Table 5.1),1 thus, generally caused increased movements in the net bal

ance from services. More careful examination of the data underlying Table 8.1 

was in the imports of services. 2 Policy
indicates that most of this variation 

more strongly than they did
changes affected the value of such imports much 


goods imports or goods or nongoods exports.3
 

The secular growth rate in 1947-65 for total services was the highest by 

far among export categories and second only to transportation-related capital 
The value of these transacgoods among imports (column 1 in Table A.2). 

tions increased relatively rapidly over time, therefore, despite the fluctuations 

due to phase changes. The only significant (at the 20 per cent level) phase

coincident deviation from the secular growth rate is a decline for the 1962-64 

Phase I years. 
meanOn a more disaggregate level, the relations between phases and 

values are less consistent. In the 1956-58 liberalization, mean net flows fell 

for every category except other services. In 1959-61 they fell for all but in

vestment income and government. For 1965-70 they fell for all but travel,
4 

freight, and other transportation.
comment.The pattern of outflows for investment income merits some 

These returns were largely from large-scale copper mining. For the phase im

mediaiely after the Nuevo Trato of 1955, they increased somewhat. During the 

liberalization of 1959-61 they fell by 6 per cent. In the 1965-70 liberalization, 
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however, their absolute value increased tremendously. The copper boom of thelate 1960s was a major factor in this bulge. The foreign owners reaped substantial returns from this boom despite the increase in Chilean participation
(see subsection 7.1.2.3).

For net flows from unrequited transfers, a phase-related pattern also prevailed. On the average these inflows rose substantially in each of the three more liberal periods. These increases originated primarily in enlarged transfersto the central government. Changes in transfers to the private sector also wereimportant in 1956-58 and 1959-61. Such inflows helped facilitate the liberalization efforts, although in none of these three attempts did they cover as much 
as a quarter of the mean deficit on the goods and services account. 

8.1.2 Within-Phase Patterns. 
Careful examination of the annual data underlying Table 8.1 reveals somesystematic patterns within phases. The aggregate deficit from net services roseat the start of each of the liberalization episodes. These increases originatedpredominately in higher freight and transportation payments resulting fromincreased exports and in larger investment income outflows. Credits fromtravel usually grew enough, on the other hand, to offset increased deficits in 

this category.
In the last year of the first two more liberal phases, the deficit from aggregate net services continued to grow. The primary contributing factor was therising outflow for income on investment. The incentives for such outflows were strong because of impending foreign-exchange crises. Despite the growingforeign-exchange scarcities, however, the government did not effectively restrictthese returns to foreigners. Instead it limited other items such as expenditureson travel. In fact greater stringency-together with reduced goods exportsgenerally caused increases in net credits in the other categories. The expandedoutflow of investment income to foreigners, thus, was probably offset by netreductions in other categories. In a sense, therefore, foreign interests 

favored over domestic ones. 
were 

Comparable data are not available for the last year of the third liberalization attempt. The lack of an immediate foreign-exchange shortage, however,probably resulted in different patterns. Expenditures on travel, for example,apparently rose throughout most of 1970. Less because of policy stringencythan because of the ending of the worldwide boom in the copper market, out
flows of investment income also fell. 

At both the beginning and end of the more restrictive 1962-64 phase netdebits for aggregate services declined. This again emphasizes the relative impact of greater restrictiveness on the service categories. Despite the over-all 
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again foreign investors were favored byoncegreater stringency, however, 
allowing larger outflows. 

Enlarged net credits from unilateral transfers (especially to the central 

government) helped facilitate liberalization at the start of the 5rst two attempts. 

In the first case they continued to grow throughout the phase, but in the last 

off. In 1965, in contrast, such transfers 
year of the second effort they fell 

and then leveled off in 1968.
dropped. Subsequently they grew somewhat 

were definitely smaller
Under the Frei government, however, these inflows 

than during the two previous liberalization attempts, reflecting a worldwide 

shift in the form of aid flows from grants to loans. 

8.1.3 Partial-Equilibrium Responses of Services. 

SERVICE IMPORTS. 

is for service imports (M.). The underlying model is the
Relation 8.1 


same as is used for other imports in subsection 6.2.1:
 

(8.1)PLD-NER + 48.0 (PLD-NERB/PLDENER)M= -43.7 
(2.5) (1.2)
 

[-0.8] [0.31
 

+ 0.105(X + M) - 1,503 QR + 1,366 
(11.7) (3.4) (3.1) 

[1.9] [-7.6] 

2= 0.92; SE = 30.4; DW = 2.5; years covered, 1947-65 

Each of the same four sets of determinants is considered in turn. 

The response to relative prices is fairly large. The elasticity with respect 

which is greater.than four of the six imported-goodsto-the PLD-NER is -0.8, 

categories included in Table 6.3.' Ceteris paribus, this value implies that the 62
 

an 
per cent fall in the brokers' PLD-NER between 1955 and 1972 induced 

expansion of almost 50 per cent in desired service imports. The attempt to 

maintain increasingly overvalued exchange rates thus generated strong induce

ments for imports in this category. On the other hand, such price responsive

also suggests that price-related tools rather than QRs could have been 

used to limit these imports. 
The second term in relation 8.1 is the ratio of the current to the lagged 

PLD-NER for the black market. It represents speculative pressures. The esti

mate provides some evidence of a response in service imports to such pressures, 

but the relevant coefficient is significantly nonzero only at the 15 per cent 

level. The existence of a reaction to risk (as measured by the standard deviation 

ness 

at the 25 per cent levelof relative prices), in contrast, is not supported even 


of significance.
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The only important nonprice demand factor is. the activity index for totaltrade (X+M), which is included because imports of certain services (e.g.,freight and insurance) depend upon it. The elasticity estimate of 1.9 impliesthat such services are quite sensitive to the level of total trade. In contrast tosome of the consumer and intermediate goods categories, however, bankingsystem credit does not seem to have affected service imports directly.
On the other hand, the reaction to quantitative restrictions
Ffrench-Davis index) (QR, theis significant and large. The elasticity of -7.6 implies agreater response than for all but investment goods among the import categoriesin Table 6.3. This supports the hypothesis made several times above (e.g., section 5.1, subsection 8.1.1) that changes in the stringency of quantitative policies affected services relatively strongly. Great use of QRs to curb serviceimports was required to offset the previously mentioned price response to theovervalued NER.Finally, dominance of neither the habit-adjustment nor inventory effects,as represented by lagged dependent variables, is supported by the results. 

SERVICE EXPORTS. 

Relation 8.2 is for service exports (X,): 
X,= 23.3 PLD-NERi + 11.5 APLD-NER + 0.0261 (X+ M): (8.2)(5.1) 

r 

(4.9) (2.7)[0.21 [0.01 [0.3] 
+0.0567 (~T- +M)-,:+ 0.233 GDPA4 

(4.1) (4.1)
 
,,[0.6] .
 [0.7] 

.+65.2 LAFTA 0.600 X.- - 266
(3.9) (5.2) (7.6)[0.11 

!Z= 0.99; SE = 9.1; DW = 1.4; years covered, 1947-65
 
The basic underlying model is the same 
as that used in subsection 7.2.1 forother exports.

i. Although the response of exports of services to price policies is statistically significant, the price elasticity is substantially smaller than that for imports of services, and it is also smaller than the price elasticities for other exports (Table 6.2). The relatively limited reaction of service exports to pricepolicies is illustrated by the fact that this estimate implies only a 12 per centreduction in response to the 62 per cent decline in the relevant PLD-NERfor the 1956-72 period-in contrast to the almost 50 per cent increase in 
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desired service imports noted above. The combination of these two elasticities, 

oftcourse, still implies a considerable net response in services. If service ex
a drop in the

in balance initially, for example, such 
ports and imports were 
PLD-NER would cause a deficit of over 60 per cent of the original level of 

imports, ceteris paribus. 
For both service exports and imports, no evidence exists of a significant 

response to risks concerning future relative price movements. However, the 

reaction to a Harberger [1963] accelerator term-the first difference of the 

term represents (naive) anticipa
PLD-NER-is significant and large. This 

tions regarding future .changes in the PLD-NER. 

ii. In contrast to all the other export categories included in Table 7.2, 
limited service exports. Thishave not directlyquantitative supply factors 

result reflects the vaguer, Js in capacity definitions for the service sector in 

general, even though some components (e.g., tourist hotels) may have specific 

capacity constraints. 
Three significant quantitative demand factors are incorporated in the

iii. 
regression. One is over-all trade (X + M), which represents the demand for 

the Chilean provision of certain services analogously to the situation for the 
4"), pertinent be

import of services. A second is Argentinian product (GDPa

cause more tourists visiting Chile have come from neighboring Argentina than 

anywhere else and that tourism is income sensitive. A third is the LAFTA 

dummy variable, which suggests that the formation of that organization re

sulted in increased regional tourism in the early 1960s. 

iv. The significant coefficient of the lagged dependent variable implies 

the dominance of an inventory effect for services. Although the existence of an 

inventory effect for service exports such as for tourists from neighboring coun

tries does not seem unreasonable, the absolute magnitude of this coefficient is 

surprisingly large. The explanation probably is that the series for the dependent 

variable better reflects the payment for services (for which an inventory effect 
Lags in payments also

makes more sense) than the provision of services. 
(X+ M) in addition to

underlie the significance of the lagged trade term 


the current one.
 

CHILEAN NET FACTOR INCOME FROM ABROAD. 

net factor income from abroad in constantRelation 8.3 is for Chilean 
where PGDP denotes the GDP deflator:terms (NFIAB/PGDP), 

NFIAB = 26.5V1 - 0.840V2 0.116Va + 0.377V 4 - 376 (8.3) 
PGDP (2.1) (2.2) (3.0)- (1.8) (5.6) 

[-0.8], [0.4] [0.4] [-0.7] 
1.7; years covered, 1947-65e= 0.81; SE = 31.4; DW = 
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where 

V, real wage rate in mining including employers' social security tax
contributions; 

V2 "-dollar value of mining exports after adjustment for direct tax onlarge-scale mining relative to dollar cost of intermediate mining in
puts at special NER for large-scale mining;

V3 export value after adjustment for direct tax on large-scale mining
relative to intermediate input index for mining with adjustment forratio of national accounts to large-scale mining NERs (with all com
ponents lagged one year);

V4 = real value of legal cost of production for large-scale mining at large
scale mining NER (with all components lagged one year). 

Chilean net factor income from abroad (NFIAB) is composed primarily ofoutflows from mining. The primary determinants of this flow are variables related to that sector: the prices of mining inputs (labor and intermediate), thereal level of total or of mining exports, the price of mining products (or of copper in particular), the legal cost of production in large-scale mining, theemployers' social security tax rate and the direct tax rate on large-scale mining,the NER for large-scale mining, and possibly quantitative restrictions. Thisrelationship is a somewhat ad hoc attempt to estimate the determinants of realfactor income from abroad in response to composite variables constructed on
the basis of such considerations. 

These factors are consistent with a considerable portion of the variancein the dependent variable. The coefficients are of the anticipated signs. Judgingfrom the t statistics and the elasticities, government policies regarding the
NER, the legal cost of production, and the tax rates for large-scale miningplayed particularly important direct roles in determining variations in net factor 
payments from abroad. 

Quantitative restrictions," on the other hand, were not important becausethe Chilean government never limited the freedom of the large-scale miningcompanies to repatriate after-tax earnings as they saw fit. In fact, the companies were not required either to return such earnings to Chile or to convert 
them into escudos.
 

Finally, relation 8.3 supports the 
observation that the Chilean governments wished to limit factor payments abroad and were reluctant, therefore, toincrease the PLD-NER for large-scale mining. The export estimate fo" large
scale mining in Table 7.2, however, implies that the limiting of foreign factorpayments from this subsector was purchased at the price of reduced nationalcontrol over foreign exchange from exports. It is not clear that the government 
was always aware of this trade-off. 
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8J.4 General-Equilibrium Responses of Services. 

The model introduced in Chapter 2 and the Simulations summarized in 
Table A. 11 once again provide the basis for commentary on the responses of 
services within a general-equilibrium framework. 

The general-equilibrium responses of service imports and exports to 
exchange-rate variations show the same basic characteristic as do most other,exports and imports (subsections 6.2.2 and 7.2.2). Most of the large partial
equilibrium reactions are swamped by indirect effects resulting especially from 
domestic price responses to changes in international reserves. As a result, the 
relevant first-year elasticities are about 0.1 in absolute value (simulation
2.1.1). Note that the elasticity for service exports is about the same in absolute 
magnitude as for service imports despite the partial-equilibrium differences 
observed in the previous subsection.7 Pessimism about the effectiveness of 
exchange-rate policy thus seems appropriate for the service categories as well 
as for the goods categories. 

The response of net factor income from abroad to changes in the over-all 
exchange rate is inverse and elastic in the first year, with a fairly substantial re
action occurring during the next several years (simulations 2.1.1 and 2.1.3)." 
The first-year elasticity for a change in the NER for large-scale mining alone is 
-0.9 (simulation 2.7.1). The general-equilibrium results thus reinforce the 
partial-equilibrium conclusion that the low NER for domestic purchases of 
large-scale mining significantly reduced foreign-factor earnings. 

The general-equilibrium responses of services to changes in quantitative
restrictions are quite large (simulation 2.3.1 ). The first-year elasticity of -0.9 
for service exports is greater in absolute value than those for all but one other 
export category. The first-year elasticity of -4.6 for service imports is the 
largest in absolute value among all import categories." The first-year elasticity
for net factor income from abroad is -4.0, and the third-year one is -5.8. 

These results suggest that quantitative restrictions affect service imports 
more strongly than any other category; for balance-of-payments constraint of 
services, quantitative restrictions are more effective than price-related measures 
unless the impact on domestic prices of the latter can be largely neutralized; 
QRs are also quite effective in restraining factor payments abroad despite the 
lack of evidence of any significant partial-equilibrium response (subsection 
8.1.3). 

8.2 CAPITAL, AND GOLD FLOWS 

The sum of movements in the merchandise, service, and transfer accounts,, of 
course, were offset by flows in the capital and gold accounts :(except for the 
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relatively small error and omissions item). The mean net inflows on the capitaland'gold accounts were positive in all the post-World War II phases and subphases (line C in Table 8.1 ).1o Thus Chile was consistently a debtor nation. 1 
, Variations in these means were not obviously primarily associated withdegrees of liberalization or of restrictiveness. They rose in the more liberalphases of 1956-58 and 1959-61 and also in the more restrictive phases of1962-64 and 1971-73. They fell in the more liberal phase of 1965-70 and themore restrictive subphase of 1952-55. Although these patterns in some waysdirectly reflected the nature of the regime (see below), of much greater importance was the situation in the world copper market and the general avail

ability of foreign loans. 

8.2.1 Net Capital Flows to the Nonmonetary Sectors. 
Total net capital inflows to the nonmonetary sectors, in contrast to thoseto all sectors, clearly have been associated with the degree of liberalization.Means increased for each of the three more liberal phases and decreased formore restrictive phases and subphases (with the single exception of 1962-64).The ratio of these flows to all capital and monetary-gold movements rose ineach more liberal phase and fell in each more restrictive one (although not inthe 1952-55 subphase). Consideration of the four major components of thenet capital flows to nonmonetary sectors facilitates understanding of these pat

terns. 

LONG-TERM INVESTMENT FLOWS. 
The most striking phase associations were in net direct investment (Table8.1, line 10), which increased in each more liberal phase and decreased in eachmore restrictive one. The lags in these changes, moreover, were quite small; sothe indicated movement generally was reached in the first year of each phase.12 
This association of net direct investment inflows with phases partially reflects a similar pattern for the substantial share of these inflows going to largescale mining. As is discussed in subsection 7.1.2.3, the Nuevo Trato of 1955and the Frei Chileanization and nationalization programs of 1967-69 shaped

much of the latter flow.'1 
In recent phases major total net direct investment inflows have been goingto subsectors other than large-scale mining (line 10 less line 10.1). Theseflows, too, responded to specific policies which eased or restricted capital entryand subsequent repatriation (subsection 4.3.2). Of even more importance thansuch specific policies, however, apparently was the perception of a "favorableinvestment climate" caused by the over-all program of stabilization plus lib

eralization. 
Larger net direct investment inflows by themselves did not guarantee that 
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the total direct impact of liberalization policies was to increase the net short
to direct investment. 14 Such 

term command over foreign exchange related 

policy changes also generally allowed larger net outflows of income from direct 

investments (Table 8.1, line 5.1 ). In fact, however, for all but one of the recent 
over foreign exchange rose in liberalizationphases, the short-term command 

and fell in more restrictive periods even when both of these flows are taken into 

account. 
The single exception was the Frei liberalization. For those years the mean 

than 50 per centnet outflow with both factors taken into account rose more 

over that of the previous phase. Most of this increased net outflow, however, 

only reflected the sharp shift in the composition of capital inflows to large-scale 

mining from direct investment to long-term loans, which was caused by the 

Chileanization and nationalization programs. 
The ratio between net direct investment inflows and net income on direct 

investment outflows is also revealing. This ratio increased in each liberaliza
and fell in each more restrictive phase.tionphase (including the Frei one) 

Only during the 1956-58 and 1959-61 liberalizations in fact did this ratio ex

ceed one-half (the values were 0.75 and 0.96, respectively). The implied large 

excess of outflows over inflows related to direct investment, of course, does not 

prove that Chile did not gain significantly from these investments. That this 

ratio averaged only 0.30 for 1947-69, however, caused many Chileans to ques

tion the appropriateness of the distribution of the gains from direct foreign in
vestment. 

The Allende government therefore attempted to establish a more desirable 

distribution of the benefits from direct foreign investment and greater Chilean 
newcontrol over operations. 15 A number of existing foreign firms and some 

ones agreed to continue or expand production, often with minority participa

tion in mixed enterprises and with state-guaranteed minimum rates of net re

turn of 5 per cent (e.g., RCA International, General Tire, FEMSA, General 

Electric, Gillette, Standard Oil of New Jersey, Pfizer, Renault, Citroen, Pe

gasso, and Fiat). Others, however, terminated their Chilean operations on 

terms apparently more or less satisfactory to the foreign owners, at least given 

their expectations about future developments there (e.g., the Bank of America, 

Northern Indiana Brass, Purina, First National City Bank, Dow Chemical, and 

du Pont). A few, the largest of which were International Telephone and Tele

graph and Ford, had acrimonious interactions with the Chilean government 

concerning operations and compensation.' 0 The over-all result was a large net 

direct investment outflow. This contrasted with most earlier phases (although 

not with 1962-64) and contributed to the drop of $188.8 million in autono
mous capital movements between 1970 and 1971. 

Other private long-term investment movements were not particularly 
phase-associated (Table 8.1, line 11). Mean net inflows rose in each of the 
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phases for which data are available (but they almost certainly declined in the1971_73 Phase II period, for which data are not yet available).1T The largestabsolute positive increment, on the other hand, also was for a Phase II period
(1962-64).


Due to the secular increase (at least until the end of the 1960s), net flowsfrom this source became substantially more important in the over-all net inflowof capital and nonmonetary gold. In the 1950s, for example, this source averaged I I per cent of the total net inflow of capital and nonmonetary gold. In the
1960s it accounted for 37 per cent.

This level of aggregation, however, does conceal one important changewhich occurred in the late 1960s. Because of the Frei Chileanization and nationalization programs for large-scale mining, substantial long-term privateloans were made to that subsector starting in 1967. Such inflows accounted for80 per cent of net other long-term private capital movements in 1965-69,although they had been insignificant earlier because capital inflows to thissubsector previously had been in the form of direct investment. Thus, underlying the aggregate increase in this phase was a substantial drop in net inflowsother than to large-scale mining. Therefore, this liberalization really resultedmore in a shift in composition than an increase in total private long-term capi
tal inflows. 

For both these other long-term capital inflows and for direct investment,outflows for income also must be considered in evaluating the total directimpact on the balance of payments. The available data, unfortunately, do notdistinguish income on these other private long-term capital movements fromthat on private short-term capital movements. However, a comparison can bemade between total other private inflows (Table 8.1, line 11 + line 12) and theresulting outflows for income (line 5 less variable 5.1). In such a comparison
two features stand out:

i. The mean ratio of the former to the latter for 1947-69 is 0.89, whichis much higher than the comparable ratio for direct investment. Differences intiming of the flows account for only a part of this discrepancy."8 Apparently
the more important factor was that direct investments were much more profitab.le from the point of view of foreigners than were these other inflows.

ii. The over-all short-run impact of these other private capital movements,in contrast to those for direct investments, was not increased control of foreignexchange in periods of liberalization and vice versa in restrictive periods. Infact, for all recent phases for which data are available, except the 1959-61

liberalization, the pattern is the opposite. 

SHORT-TERM INVESTMENT FLOWS 
Other privateshort-term capital flows may be very volatile in a'countrywith a history of inflation and foreign-sector policy like Chile's. The'reple'ated 
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pattern of maintaining the NER fixed and then devaluing substantially to a new 

fixed level was a strong inducement for speculative short-term capital move

ments. The real rates of interest as seen by foreigners and by nationals often 

diverged by large amounts, and both rates also varied greatly over time. After 

a devaluation and while the NER remained unchanged, for example, the real 

interest rate for foreigners was equal to the nominal rate. The latter, in turn, 

was quite high because of internal inflation. As a result, the real return on 

foreign loans probably exceeded their real product. 
Mean net other private short-term capital inflows reflected the degree of 

liberalization (Table 8.1, line 12). For each more liberal phase except 1956

58 they increased.' 9 For each more restrictive phase or subphase they fell. 
In the 1959-61 liberalization effort the special repatriation arrange

ments and the establishment of dollar accounts induced part of the expanded 
inflow. In the 1965-70 attempt, the sliding-peg NER apparently had the same 
effect by reducing uncertainty about future PLD-NER variations and encour
aging investment in export industries (but see note 19). In both of these phases 
revised expectations about the over-all performance of the economy resulting 
from the program of stabilization plus liberalization probably also contributed. 
The gains in sihort-run control over foreign exchange helped to extend these 
liberalization attempts. In neither case, of course, did such inflows offset the 
effects of overvaluation. In the first case, moreover, the increasing real interest 
rates for foreigners resulting from inflation in combination with the fixed NER 
meant that the real return on such loans probably exceeded their real product. 

Under the Allende government short-term capital inflows dropped con
siderably (although data comparable to those in Table 8.1 are not available). 
This fall reflected speculation about NER movements, capital flight to avoid 
nationalization and redistribution policies, and the cutting off of short-term 
credits by many traditional suppliers in retaliation for the compensation 
decision for large-scale copper mining.20 This decline exacerbated an already 
difficult foreign-exchange situation. 

The annual data underlying Table 8.1 provide further information about 
speculative movements of short-term capital. If speculation were successful 
enlarged outflows would be expected in the last year of phases in anticipation 
of devaluation. Countermovements in the first year of liberalization attempts 
would reverse the process. 

Only limited support for such patterns is found in the annual data for 
short-tern capital inflows. They decreased in half of the last years of phases 
and increased in only one-third of tihe first years of liberalization. If errors and 
omissions are also considered because they include unrecorded short-term 
capital movements, however, the patterns were more consistent with those 
hypothesized. In three-fourths of the last years of all phases, drops were re
ported and in two-thirds of the first years of liberalizations increases were 
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recorded. If such a phenomenon prevailed, therefore, it oprted .lrgely 

through unrecorded movements.21 

CAPITAL FLOWS TO THE CENTRAL GOVERNMENT 
Net capital movements to the central government were not highly asso-,ciated with the degree of liberalization (Table 8.1, line 13). Mean ratiosdecreased for two of the three liberalization efforts and rose very sharply inthe 1962-64 Phase 11 period. Annual ratios fell in the first year of two of three

liberalization attempts and increased in 1962.
Loans to the central government were the most important component oftotal net capital movements to the government (Table 8.1, lines 13.1-13.5).The pattern of the latter largely reflected movements in the former. The net balance for these loans, in turn, reflected both supply and demand considerations.
On the supply side the most dominant single factor was the Alliance forProgress. In the 1960s the United State; conside:ed Chile to be an importantalternative to Castroism and militarism in Latin Anerica. Therefore, theUnited States made available substantial capital funds. As a result, net loansreceived by the central government expanded enormously in the early 1960sand remained at almost as high a level under the Frei regime. 2 After Allende was elected, however, that support from the United States dried up quickly, although it was partially replaced by new sources.21 
Other fairly important supply factors were increased funds made availablein response to major earthquakes in 1939 and 1960 and in support of the threestabilization efforts. The impact of these inflows, however, was much less than

that of those mentioned in the previous paragraph.
Demand factors included, first of all, the need for repayment of previousdebts. Owing to such repayments, for example, in 1956-58 outflows exceededinflows despite foreign support for the program of liberalization and stabilization. A second factor was the attempt to facilitate price stabilization by financing government deficits abroad during the stabilization programs. In each casethe plan was to utilize such measures only until the government deficit was

eliminated, but that plan was not realized. 
Together these supply and demand factors resulted in great command over foreign exchange from capital received by the government in the late1940s and the 1960s. The net impact in the 1950s and early 1970s, however,was small or negative because of repayment requirements and the political

views of potential donors. 

8.2.2 Net Capital and Gold Flows to the Monetary Sectors. 
Net credits resulting from flows to and from the monetary sectors followed,:two patterns. Before 1965 the total and most of the components rose on.thee 
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average for each liberalization effort and fell in each more restrictive phase 
1956-58 and 1959-61, for example, large increases inor subphase. During 

net loans from stabilization funds and in the use of IMF credit offset the greater 

deficits on the goods and services account (Table 8.1, lines A, 15.1, and 1.5.2). 
These credits were critical for these liberalization efforts.24 

But because of such credits, together with ones in the nonmonetary 

sectors, foreigm debts grew and foreign reserves shrank. During the 1956-58 

phase total public-sector foreign debt increased 56 per cent to a level of $392 

million, and net foreign reserves held by the banking system fell from $88.6 
to -$13.4 million. During the 1959-61 period total public-sectormillion 

foreign debt increased 101 per cent to a level of $788 million, total Chilean 
debt in foreign currency 25 rose 82 per cent to a level of $954 million, and net 

foreign-exchange reserves held by the banking system plummeted to -$164.8 
million. The foreign debt in 1961 was equal to 183 per cent of exports or 22 

per cent of GDP. These liberalization attempts with an overvalued NER thus 
had a definite cost in terms of the longer-run command over foreign exchange. 

For the 1965-70 Phase III years and the Phase II period thereafter, the 

previous pattern was in some important respects reversed. During 1965-70, 
foreign exchange for expanded imports was available from enlarged export 
revenues and capital inflows to the nonmonetary sectors. As a result, net credit 
from monetary sectors fell from $24.9 million to -$74.2 million. Net interna
tional reserves held by the banking system increased from $238.7 million at 
the end of 1964 to over $300 million at the end of 1970. Foreign debt, how
ever, grew from $1,896 million at the end of 1964 to over $3,000 million at the 
end of 1970. At the end of the period this debt equaled about two and a half 
years of exports and over a quarter of annual GDP. 

In 1971, the Allende government introduced a more restrictive regime. 
The enlarged deficit on current account and the sharp drop in credits from the 
nonmonetary sectors nevertheless implied that compensatory capital move
ments had to increase substantially. Between 1970 and 1971, in fact, they rose 
by over $285 million. Additional credits from international organizations were 
very limited, in part because of United States pressure. The net international 
reserves of the banking system that had been accumulated in the previous phase 
were quickly depleted. In addition large debt payments were due, in part be
cause of debt rescheduling in 1965. The combination of a decline in the world 
copper price, the inability to exploit the expanded copper capacity, the unavail
ability of capital from traditional sources, the inability to obtain sufficient capi
tal from new sources (e.g., the Socialist nations), and the large foreign debt all 
led to a foreign-exchange crisis. As is described in subsection 4.3.3, at the end 
of 1971 Chile stopped payment on her foreign debt and asked for renegotiation 
of these obligations. In 1972 some relief was provided by the debtors, but the 
foreign-exchange shortage continued to pinch the economy. When the Allende 
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govenment. 'fell, in Septemberj .,: 1973', discussion about further relief' was 
schedule d . .. . f 

NOTES 

1. Given that the black market has been used more for nongoods than for goodstransactions, the changes in the mean PLD-NER for that market providesevidence of this pattern (line 
further

1.1.3 in Table A.).2. Some of the variance originated in exports of services. For example, in 1972exports of services to visitors rose substantially because of attractive bargains for touristsdealing in the black market and because UNCTAD III was held in Santiago in April.3. The coefficient of variation (i.e., the ratio of the standard deviation to the mean)of the secular time trend for service imports for 1947-65 was 0.30; for service exports,it was 0.20. Among all import categories a higher ratio wastion-related investment goods. Among all 
reached only for transporta

export categories, in contrast, higher ratiosthan those for service exports were experienced in all cases except for large-scale mining.4. The estimates in Table A.2 suggest that the rate of growth of both exports andimports of services declined in the first year of liberalization attempts and theformer declined thatmore than the latter. This result probably reflects the extensive dependence of service exports totalon imports, which also fell significantly in the first yearof liberalization efforts.
5. For the sample period the PLD-EER and PLD-NER for services are almostidentical. For 1956-70 the former fell 46 per cent and the latter, 52 per cent (column 12in Table 3.2 and column 2 in Table 5.1).6. That is, quantitative restrictions beyond those which limited large-scale miningto a special NER for currency to pay for domestic inputs.7. For the larger deviations to the Bacha-Taylor equilibrium values (simulation2.1.3), however, the absolute value of the first-year deviation is larger for imports thanfor exports, although the discrepancy still is not as great as the partial-equilibrium

estimate might suggest.
8. The relatively large elasticities, however, may reflect in part the fact that thisvariable is the difference between two flows. See note a to Table A.l I.9. By the third year, however, the response to a one-time change10. They were positive, in fact, in all but three years (1954, 

reverses in sign.
1955, and 1969) whencopper-export booms were unusually important.11. The data line of 1.2.6.5 of Table A.1 suggest that Chile also was a substantialdebtor nation during the decades before the Great Depression. In most years externalpublic foreign debt exceeded ordinary government income or total export value.Data consistent with those in Table 8.1 are not available for the 1930s. The p'ecemeal evidence extant, however, indicates that capital movements plummetednothing in the early to almost 

example, 
1930s and recovered slowly thereafter. Baerresen [1966:2], forreports that foreignthe investment inflow was $232 million in 1930,million in $161931, and effectively zero in 1932. Marshall [1957:51)loans contracted to the government in the same 

claims that foreign
three years were $85 million, $3 million,and zero. According to Senado, Oficina de Informaciones [1971:48,year in the 541, finally, in no1931-46 period did direct gross investment in large-scale mining (thedominant destination for foreign investment in the previous two decades) exceedamortization charges. 
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i2, The only exception was in the 1965-70 liberalization phase, when an increase 

,didnot occur until the second year of the phase. 
13. Somewhat earlier, the introduction of more favorable NERs for the domestic 

cost of investment in large-scale mining in 1948 and 1950 also coincided with substantial 

expansion in capacity at Chuquicamata, Chile's largest copper mine. However, Mikesell 
would have occurred without this policy(1971:370-3711 maintains that this investment 

change because Anaconda long nad been concerned about maintaining its 13-14 per
 

cent long-run share of world copper production-and 70 per cent of Anaconda's output
 

came from its Chilean mine.
 
impact, of course, direct investment caused other14. In addition to that direct 


changes in the balance of payments indirectly through effects on imports and exports.
 

15. This paragraph is focused on foreign investments other than in large-scale min

ing (on the latter, see subsection 7.1.2.3, above). Szulc [1970:2] reports that such invest

ments from the United States totaled over $400 million at the time of Allende's election. 

According to Picks' [1965:121], six years earlier direct investments of other foreigners 

totaled more than $300 million. 
16. In 1967 ITT agreed to sell up to 49 per cent of its common stock in its Chilean 

Telephone subsidiary to Chileans and to the Chilean government with the added stipula
1980. By early 1971, 30 per centtion that Chile could purchase the entire system in 

control of the subsidiary lay in Chilean hands, but the government wishea to include this 

operation in the state area of control; long negotiations for nationalization were therefore 
ITT was informed that it would be nationalized, but

initiated. On September 15, 1971, 
discussions continued over the terms of compensation for what ITT claimed was a $153 

relations between ITT and the Chilean governmentmillion investment. In March 1972 
were severely strained by the charge of Jack Anderson in his syndicated column that ITT" 

had been attempting to prevent the inauguration of President-elect Allende in the fall of 

1970. As one result ITT was not compensated for its former Chilean holdings. For de

tails as reported in United States newspapers, see Anderson [1972a, 1972b], de Onis 

[1971d, 1972e], Hammer [1972], Jensen [1971], New York Times [1972a, 1972b], Phila

delphia Evening Bulletin [1972], Szulc [1972], and Welles [1972b]. 
within phases. In every case17. Regular patterns of a type did occur, however, 

for 1956) during the first year of a phase net other long-term capital inflows(except 

fell. In every phase they also rose in the last year.
 

18. The other inflows were relatively concentrated near the end of the period, thereby 

increasing this ratio, ceteris paribus. 
19. Errors and omissions may consist primarily of unrecorded short-term move

ments. Net errors and omissions plus recorded net short-term capital movements rose in 

1956-58, but not in 1965-69. 
20. For example, according to a speech of July 1972 by Minister of Finance Or

lando Millas, short-term credit lines from United States banks had been reduced from 

$220 million to $32 million, a decline which had been only partially offset by increased 
Japan and from European banks. The Chilean governmentshort-term credit from 

claimed that this drop reflected implementation of a policy of financial blockade imposed 

by the United States. Anibal Palma, the Chilean Under Secretary of Foreign Affairs, so 
on the IBRD and IDB in his address ofdescribed United States actions and pressures 

April 14, 1972, before the General Assembly of the Organization of American States in 

as did Allende in his address to UNCTAD III in Santiago the previous dayWashington, 
Welles [1972a].and also in his subsequent 1972 May Day address. Also see 

21. Picks' [1955:59; 1965:121; and 1970:129] gives evidence of quite lrrge capital 

movements which he speculates occurred in substantial part through black markets. The 
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PLD-NER for this market also reflects strong phase associations (line 1.1.3 of,;TableA.I). 
-.. 

22. Contrary to widespread impressions, United States [1960-701 reports that meanannual aid flows from the United States did not increase during the Frei period, but instead dropped by 20 per cent as compared to the previous phase. The average terms of
such loans also became somewhat less favorable. 

23. The United States long had used credits and loans to attempt to shape Chileanpolicies. For example, Cohen [1960:15] suggests that credits from the Export-Import Bankand the Institute of Inter-American Affairs were used by the United States to put pressure on Chile to break relations with Germany during the Second World War. Also
Moran [1970:58-59, 65-691 relates the following events: Early in his term PresidentGonzalez sent the Pedregal Mission to Washington to renegotiate the Chilean foreigndebt and to arrange new credits. The mission met 'with less than complete success, however, and was advised that Chile should treat the United States-owned large miningcompanies better. Subsequently, in 1948, after the passage of the Law for the Defense ofDemocracy which banned the Chilean Communist party (three members of which hadbeen in the first cabinet of President Gonzalez, a situation about which the United Stateshad expressed open concern), Export-Import Bank credits were increased substantially.
As a result net loans to the central government for 1947-51 also rose to a level that was
exceeded only in the 1960s. 

24. It is interesting to note that the large increase in the use of these credits came
not in the first year of the liberalization attempt, but thereafter. This suggests that theywere not used to counter initial speculation about the seriousness of the liberalization at
tempt. Instead, they prolonged .the maintenance of the overvalued NERs.

25. This figure does not include direct private credits or deferred payment import
credits because data are not available for these items. 



Chaptr'9 

Short-Run Stability in 
Nominal and Real Terms 

In the previous three chapters an examination was made of the impact of 
Chilean international economic regimes on her balance of payments. In the 
remainder of Part III, the effects in other major areas of concern of macro
economic policy are explored. This chapter is focused on short-run stability. 
Short-run fluctuations are of considerable importance because they frequently 
have undermined Chilean attempts to liberalize, to transform the structure of 
the economy, to redistribute economic power, and to develop more rapidly. 
Price stability is taken up in section 9.1, and variations in real output and in 
the utilization of primary factors are explored in section 9.2. 

SUMMARY AND CONCLUSIONS 

i. Prima facie, inflation rates seem to have been inversely related to the 
degree of liberalization. Such an association does not reflect causality. Instead 
it reflects the fact that the liberalization efforts were part of the briefly succesful 
stabilization programs. 

ii. At times, inflation may have been imported from abroad owing to price
increases in world markets. On the average, however, Chilean price increases 
have far outpaced those in the relevant world markets. 

iii. The impact of devaluation and liberalization on prices is quite com
plex because of many simultaneous indirect effects, especially through the 
nexus of monetary system, prices, wages and anticipated inflation. Devaluation 
alone leads to fairly considerable short-run price increases: the impact elas
218 
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ticity of price with respect to the NER is 0.6. This result in isolation validates a 
widespread Chilean fear of the inflationary effect of devaluation. 

Reductions in quantitative restrictions, however, work in the opposite
direction. This last fact has often been ignored in discussions of the inflationary
impact of liberalization and devaluation. Such a policy package, therefore,
would be less inflationary than is often hypothesized.

iv. Prima facie, short-run fluctuations in capacity utilization do not seem 
to have been related to the degree of liberalization. This lack of association isnot surprising given the importance of domestic factors in determining output
and given that many of the important foreign-sector factors have been beyond
Chilean control and thus not affected by her international economic regime.

However, Chilean policies have exacerbated the sensitivity of her capacity
utilization to international market fluctuations beyond her control by discour
aging risk reduction through diversification of exports and by increasing the
probability of balance-of-payments crises with their attendant shortages of im
ported inputs through negative inducements for exports and positive ones for 
imports. 

v. The short-run impact of devaluation and liberalization on output isnegative. Reduced quantitative restrictions lower output immediately through
increased competition more than they increase it by higher imports of inter
mediate inputs. These.results reinforce the frequent Chilean pessimism about
the short-run real impact of liberalization and devaluation. They contrast 
sharply, moreover, with the Taylor and Black [1973] estimate of an employ
ment elasticity with respect to devaluation of 0.9. The Taylor and Black result 
appears to be misleading because of the assumed exogenism of nominal wages,
the money supply, and anticipated inflation. 

vi. The instruments at the Chilean government's disposal for improving
the trade-off between unused capacity and inflation are limited indeed. Mone
tary policy has exogenous elements, but the monetary base and the monetary
multiplier both respond substantially to foreign-sector changes. The develop
ment of more effective monetary tools would increase the possibility of avoiding
some of the negative short-run effects of devaluation. However, the trade-off 
would remain unless there was a fairly substantial drop in inflationary expecta
tions. Because of the long history of inflation in Chile, inducing such a change
in anticipations is quite difficult. 

9.1 NOMINAL STABILITY 

In previous chapters it was repeatedly emphasized that Chile has a long history
of considerable inflation. Since World War II, for example, the rate of increase
of the GDP deflator has averaged over 35 per cent per yearl 
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In this section three questions are taken up concerning the impact of the 

foreign sector on domestic price changes: 1 (i)Has there been a relation be

tween the rate of inflation and the degree of liberalization? (ii) To what extent 
(iii)have international price increases contributed to the Chilean inflation? 

What have been the implications of liberalization for Chilean prices? 

9.1.1 Relation of Inflation to Exchange Control Phases. 

In every more liberal phase since the Great Depression, the mean rate of 
in Table A.I). In every more restrictive one, it ininflation fell (line 2.1 

creased.2 With no further information one might be tempted to posit some 

inverse causal relation between liberalization and inflation. The real explana

tion, however, is that the three major liberalization attempts were each part of 
' Instead of reduca stabilization program which met with some initial success.
 

ing inflation, in fact, liberalization itself ceteris paribus probably intensified in

flationary pressures (see subsection 9.1.3, below).
 

9.1.2 Contribution of International Price Increases to Chilean Inflation. 
Examination of the annual rates of change of foreign trade unit values 

reveals that in many instances, external price changes undoubtedly fed the 

Chilean inflation. The percentage increase in the unit value of imports (mea

sured in U.S. dollars) averaged 15.2 in 1940-46, 23.6 in 1947, and 16.8 in 

1951. The percentage increase in the unit value of exports (measured in U.S. 

dollars) was 16.2 in 1946, 31.4 in 1947, 26.5 in 1951, 15.4 in 1952, 14.4 in 

1956, and 11.4 in 1959. For both imports and exports, moreover, increases in 

external prices were relatively high in the late 1960s and early 1970s. 
On the average, however, internal price rises far outpaced external ones. 

For the 1945-65 period, for which consistent data are available, for example, 

the mean percentage increase in the unit value of imports was only 2.1 and 
that for exports was 5.1. The mean percentage rate of growth in the GDP de
flator, in contrast, was 29.6. Although international price movements at times 
contributed significantly to Chilean inflation, therefore, generally they were not 
a dominant factor. 

9.1.3 Price Impact of Liberalizations. 

Much of the Chilean reluctance to liberalize and reduce the extent of over
valuation is rooted in fears of the inflationary consequences of such actions 

9.1.3.1 PARTIAL-EQUILIBRIUM ANALYSIS. 

-In a long-run, perfectly competitive equilibrium with no quantitative re
strictions and no water in the tariff, the domestic producer price of interna
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tionally traded commodities would equal the c.i.f. price of the same com
modities adjusted for price-related factors in the international economic regime.
In such a situation the exchange rate and the prices of nontraded commodities 
also would have adjusted so that equilibrium existed in international payments
and so that the domestic demand for real monetary balances equaled the 
supply. 

Actual Chilean prices, of course, are not at long-run, perfectly competi
tive equilibrium levels. Instead, they are constantly adjusting in response to
substantial shocks, especially in monetary policy and in the international eco
nomic regime including varying degrees of use of quantitative restrictions. 
Thus, to estimate price determinants, sector-specific characteristics of the im
pact of relevant domestic and international variables and the sector-specific
adjustment to those characteristics must be included. 

The general specification adopted here is a somewhat eclectic quasi
reduced form with the rate of change of sectoral product prices dependent on
both domestic- and foreign-sector factors, some general and some sector
specific. A quasi-reduced form is necessary because the lack of sectoral de
mand and inventory data precludes direct estimation of structural relations.
The rate of change rather than the level of prices is used because the high
Chilean inflation rates in the sample period cause so much multicollinearity if 
levels are utilized that it is not possible to distinguish among competing 
hypotheses. 4 

Table 9.1 contains estimates of the determinants of the rate of change of
Chilean sectoral prices for 1945-65. From an over-all viewpoint these esti
mates appear quite satisfactory. The corrected coefficients of determination 
indicate that the specification is consistent with from 0.90 to 0.98 of the vari
ance in the dependent variable over the sample period. No serious problems of
serial correlation are obvious. The estimated coefficients generally have the 
anticipated signs. 

Much of the explanatory power lies in the domestic-sector variables. Gen
eral domestic factors include a dummy variable for the initiation of stabiliza
tion programs and rates of change in the monetary supply, real GDP, an 
NBER-type index of current activity, the total inventory level relative to total
GDP, and the distribution of factoral income and sectoral product. Sector
specific domestic factors include the rates of change in total real sectoral de
mand (including exports) relative to real sectoral output, sectoral capacity
utilization, intermediate-input prices (by means of which the influence of mon
etary changes may be transmitted partially or totally in sectors), 5 realsome 
sectoral unit labor costs (including employers' social security tax contributions),
and real sectoral average labor productivity. An extensive discussion of these
factors is given in Behrman [1974].G However, it should be emphasized that a 
substantial indirect impact of the international economic regime may be trans



TABLE 9.1 

Determinants of the Rates of Change of Chilean Sectoral Pnces,a 1945-65'.: 

of Change in Domestic VariablesDpendent ,Rates 
Variable: Economic Activity4 

Real Economic Activity...Rates of 
Change of Money Supply' Product' Current Labor Costs Av. Real -

Sectoral Orderof Polynomial Indi- Alter- Alter- Interm. Labor Costs* Labor 

cator native native Input 1-Yr. Produc- Sector-Product OrderofPolynomial._ 
Prices No Lag Lag tivity. Specific'1 2 Index 1 2Prices 1 2 3 

0.417 -0.715 0.890Agriculture 
(2.2) (2.2) (10.0) 
0.217 0.160Mining 

(2.4) (3-9) 

Construction -0.64811 0.187 -0.0167, 1.21 0.378-1.37 
(4.2) (3.3) (3.0) (3.0) (3.1) (3.8) (5.1) 

0.478 0.191 -0.146
Industry -1.24 0.433 -0.0414 0.250 

(8.0) (7.3) (6.9) (2.9) (7.6) (2.9) (4.6) 
0.0623 0.0891 -0.870Transportation 0.634 -1.05 0.357 

(45) (2.7) (2.4) (1.3)1 (1.5)- (6.6) 

Utilities -0.621 0.163 -0.0128 0.566 0.338 0.2980. 0.145 0.298 
(3.2) (2.2) (1.7) (3.7) (2.1) (3.1) '(3.5) (3.1) 

0.125 :1.12Housing -0.0465 1.814 --0.236 
(5.9) (4.0) (3.6) (3.5) (5.1) 

- 1.03 0.272 -0.776 -0.509Services -0.111" 0.0128 
(8.7) (4.3) (4.8) - (6.0)(2.2) (2.2) 

(continued) 
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TABLE 9.1 (concluded) 

Dependent :Rates of Change in Foreign-Sector Variables
 
Variable: 
 Exchange

Ratesof Rateo -.
• ,' Prior : ..:-. . 
Change of Order of Relative Ffrench- Deposits' -Product Polynomial EER for Import Davis or . A,,oProduct . Interm. Defla- QR Sector- .. SEPrices 1' ... f,2 Inputsh DWtor Index' Specific Constant 

Agriculture -45.2 5.43 
 0.283 
(l.5) (1.5y" (2.9) 0.050 

Mining 2.00.08540 0.749 0.98 
(2.8) (15.6) 0.040Construction '" - ' : ,, - - - 2.3Const.ucton. . .. 0.91 r-" -0.903 -104 0.0599 0.93 

(2.0) ( -(1.8)2.0) 0.039 

Industryndu. 2.1-0.0091 0.128 0.98 
(2.9) (1.4) 0.033 

Tra.sportation - 2.6.47040.92 0.992 -0.0015 --0.295 0.94 
- :- . (3.8) (3.5) (1.6)- (2.4) (3.8) 0.047 

u tilities" - 2.3U.. s" 
. . -.
 
- 0.204 . 0.232 0.97_

,,: ,, ,_ , ;(3.8) (1.8) . 0.036 
Housing 2.6Housng .. -0234 .- -0.325 0.90?(1.9) (2.4)• -:. .: , . 0.0- 0.062
S7.. 
 7.-
 2.3Se•vices " 
 -1.66 -0.0041 0.0467 0.98 

:- -..... (2.7) (14)m (I.5) 0.036 

3.0 
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Notes to Table 9.1 
R1 = coefficient of multiple determination adjusted for degrees of freedom.
 
SE = standard error of estimate.
 
DW =Durbin-Watson statistic.
 
a. The figures in parentheses are the absolute values of the tstatistics, each of which 

Issignificantly nonzero at the 5 per cent level unless otherwise noted. Since the variables 
are in the form of rates of change, the point estimates are elasticities. In those cases in 
which the lagged dependent variable is included, the Durbin-Watson statistic is biased 
toward 2.0. For data sources, see Behrman [1974]. 

b. The Hall-Sutch [1969] polynomial method (without a tail) is used over a six-year 
period. The implied lag patterns are as follows: 

Lag (no. of years) 

Sector 0 1 2 3 4 5 
.770 .290 .088 .056 .098 .113Construction 

- -. 270 -. 136 .119 .247Industry .819 -. 034 
-. 060 -. 000Utilities .642 .171 -. 052 -. 103 

Housing .279 .232 .186 .139 .093 .046 
Services .203 .105 .033 -. 014 -. 035 -. 030 

The Hall-Sutch [1969] polynomial method (without a tail) is used over a six-year 

period. The implied lag patterns are as follows: 

Lag (no. of years) 

Sector 0 1 2 3 4 5 

Industry -1.50 -1.25 -1.00 -0.75 -0.50. -0.25 
Utilities -3.40 -2.83 -2.26 -1.70 -1.13 -0.57 
Housing -2.37 -0.797 0.308 0.940 - 1.10 0.786 

d. The NBER-type indicator of current economic activity is unlagged, as are the 
variables used in alternative 1. The variable for agriculture and mining is the ratio of 
total real sectoral demand to total rel sectoral output; for constructio'i, sectoral capacity 
utilization. The alternative-2 variables are taken with a one-year lag. For agriculture, the 
variable is the ratio of total current inventory to total GDP; for construction, sectoral 
capacity utilization; and for transportation, the ratio of total inventory to total GDP. 

e. Includes employers' share of social security tax. 
f. For construction and services, the dependent variable is lagged. The underlying 

variable for industry is a stabilization dummy with a value of 1.0 in 1956, 1957, 1960, 
1961, and 1965, and 0.0 otherwise. For housing, the variable is the share of GDP orig
inating in agriculture. 

g. The Hall-Sutch [1969] polynomial method (without a tail) is used over a six-year 
period. The implied lag pattern for the sector is as follows: no lag, 0.0763; one year, 
0.0364; two years, 0.0073; three years, -0.0104; four years, -0.0181; five years, -0.0145. 

h. For agriculture, the underlying variable is the ratio of the domestic price index 
as a ratio to thcfor agricultural products to the U.S. wholesale price index, the whole 

national accounts EER. For construction and for housing, the variable is lagged one year. 
j. For utilities, the underlying variable is the ratio of the black-market NER to the 

national accounts NER; for housing, it is the ratio of the domestic GDP deflator to the 
U.S. GDP deflator adjusted for the average import-tax rate and the average prior-deposit 
rate. 

" For mining, the underlying variable is the unit value of mining exports multiplied 
by te national accounts NER; for construction, the QR index is lagged one year. Note 
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that the prior-deposit variable used is the change in: the cost of prior deposits, 'not therate of change in the cost.k. The underlying variable is the ratio of the money supply to real GDP..I. Significantly nonzero at the 15 per cent level.m. Significantly nonzero at the 10 per cent level. n. This variable is lagged one year for this sector. 

mitted through some of these variables, especially through the money"supply,real product, intermediate-input prices, and sectoral demands.Some element of the international economic regime apparently is a significantly nonzero direct determinant of the rate of change of prices in every 
sector: 

Price-related factors have a significantly nonzero impact in five of theeight sectors. These factors include expectational effects of exchange-ratechanges,7 cost-push factors related to imported intermediate inputs,8 and international prices.9 The estimates imply the highest relative responses to devaluation in the export-oriented mining sector and in the relatively import-dependent
transportation sector. 

Quantitative restrictions have significantly nonzero effects on pricechanges in five of the eight sectors."' The largest positive response is in transportation, which seems consistent with the relatively large impact of quantitative restrictions on transportation imports that isdiscussed in subsection 6.2.1above. However, negative responses are suggested for three sectors having nontradable output: construction, housing, and services. This might be rationalized as reflecting an inverse relationship between quantitative restrictions and theavailability of inputs and credit to these sectors, but such an explanation seems 
somewhat forced.
 

For industry, transportation, and services, finally, evidence exists of one
further significantly nonzero 
direct link between the international economic
policy regime and price changes. In these three sectors especially, when prior
import deposit requirements are increased, part of the banking system credit isabsorbed and inflationary pressure is reduced.
The partial-equilibrium estimates, then, suggest that the most importantdirect determinants of sectoral price changes are domestic ones, especially themoney supply. The impact of the foreign sector, nevertheless, is significant fora number of sectors, even if the questionable inverse responses in the nontradable sectors are ignored.' Devaluation would be accompanied by increaseddirect inflationary pressure, particularly for mining, transportation, and agri

cultural products. 

9.1.3.2 GENERAL-EQUILIBRIUM ANALYSIS. 
Domestic factors are more important than foreign ones in the:partial equilibrium analysis of price determination. Within a general-equilibriumcbn. 
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:text, however, international factors may be much more important than ini the 

partial analysis if they have an impact through some of the domestic variables. 

The nature of the general-equilibrium impact, of course, depends upon what 

kind of macro model is appropriate for the analysis. 
In a classical world with price flexibility and an exogenous money supply 

and no quantitative restrictions, devaluation leads to changes in relative prices 

but not in the over-all price level. Such assumptions have little relation, how

ever, to recent Chilean experience. Product and factor prices have not been 

flexible because of conditions resembling "unlimited supply of labor" in the 

traditional sector, strong unionization and administered prices in parts of the 

modern sector, and government minimum-wage and price-ceiling legislation. 

Quantitative restrictions have been used extensively (see Part II, above). 12 

Determination of the money supply has not been entirely exogenous. Therefore 

the economy has not been at full employment as in a classical model. Instead, 

during the two post-World War II decades, forgone output due to underutiliza
tion of capacity equaled almost a year and a half of actual output! 13 

A Keynesian-like model is much more appropriate for short-run analysis 

of the Chilean economy because of the.presence of price rigidities and under
utilized capacity. 4 A simple Keynesian model is given in Appendix C which 
can be used to explore the price impact of devaluation and of changing quanti
tative restrictions. 

A Keynesian National Income DeterminationModel. Consider the situ
ation in which anticipated inflation, nominal wages, and the money supply are 
all assumed to be exogenous. Relationship C. 15' in Appendix C gives the total 
differential of prices under these assumptions. Devaluation and increased quan
titative restrictions both probably increase the price level. Both work to in
crease aggregate demand. Both will have greater price impact the larger the 
absolute value of the marginal propensity to consume out of disposable in
come, the interest rate response of the demand for real monetary balances, the 
second derivative of production with respect to labor, and the sensitivity of the 
marginal product of capital to changes in the size of the employed labor 
force.'3 Both will have greater price impact the smaller the absolute value of 
the marginal tax rate, the marginal prop,::lsity to import out of income, the con
sumption response to real interest rates, the sensitivity of desired real monetary 
balance to income, the marginal product of labor, the sensitivity of investment 
to discrepancies between the marginal product of capital and the cost of capital, 

and the responsiveness of import demand to the domestic price level. Devalua
tion will increase prices more the larger the responses of exports and imports 
to the exchange rate and of taxes to imports and the smaller the sensitivity of.

taxes to exports. Increases in quantitative restrictions will increase prices 
more the larger the marginal propensity to consume, the sensitivity oftaxes 
to imports, and the response of imports to quantitative restrictions. 



227 SHORT-RUN STABILITY IN NOMINAL AND REAL TERMS 

For reasonable values of the parameters in relationships C.15', the infla
tionary impact of devaluation or of increased quantitative restrictions may be
quite substantial. But that is not the whole story. The effect of three variables'
anticipated inflation, nominal wages, and the money supply-which were as
sumed to be exogenous to obtain C.15', apparently has been to increase the in
flationary impact of devaluations.' Anticipated inflation has been related to ex
change-rate policy in at least two ways:

i. Several Chilean governments-most notably under Alessandri in the
stabilization attempt of 1959-61 and under Allende in 1970-71.--explicitly
used a fixed NER as a symbol of their quest for price stability. When devalua
tion finally was forced because of foreign-exchange crises, inflationary expecta
tions soared. At other times, the NER has not been an official symbol of price
stability, but it has been a widely known unofficial indicator of probable price 
movements. 

ii. Under the more restrictive trade regimes the government often has
favored the importation of items with large weigtits in the domestic price in
dices. The hope has been that such expanded supplies would lessen price
increases for these items, lower measured inflation, and thus reduce inflationary
expectations. To the extent that liberalization has resulted in more unified ex
change rates, of course, this phenomenon has been reversed.17 

Nominal wages have not been exogenous, but have responded to price
expectations which, in part, directly and indirectly reflected exchange-rate 
movements.18 

The money supply has reflected foreign-sector policies in a number of 
respects: 

i. The monetary base has varied substantially in its dependence on foreign
exchange and gold. Before the Great Depression and in its early stages this
direct dependence was almost complete. This led to very deflationary monetary
policies at the start of the 1930s. Owing to the fall in the Central Bank's re
serves of more than 58 per cent between the end of 1929 and mid-1931 and toa misguided stubboriness in maintaining the gold standard, for example, the 
money supply declined by 38 per cent, the real rate of interest was allowed to
increase by 50 per cent (in hopes of lessening gold outflows), and the whole
sale price index dropped by 16 per cent. In mid-1931, after an abrupt change
in the foreign trade regime and the resignation of President Ibafiez, a cheap
money policy was adopted.

In subsequent years, according to estimates by Luders [1970:15], there 
was much less direct dependence of total monetary emissions on Central Bank
foreign exchange and gold operations. They were less than a fifth of the total 
monetary base in the 1931-39 subphase, somewhat over a third in 1940-46,
.and often less than that in the post-World War II phases and subphases.
Nevertheless, changes in foreign-exchange reserves due to variations in the 

http:movements.18
http:reversed.17
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have had substantial effects on the monetary)balance-of-payments surplus 
base. The Central Bank usually has not been able to neutralize more than a 

limited part of these changes because of the limited effectiveness of its policy 

instruments. As a result, both devaluation and increased quantitative restric

tions have caused additional indirect inflationary pressure through their impact 

on the monetary base (see the discussion 
on foreign-exchange reserves and 

of C.10' in Appendix C).
 

ii. The monetary base has also depended indirectly on the foreign sector 

through the impact of the international economic policy regime on the magni

tude of the government deficit financed internally. Much of the impact has been 

on the revenue side. Important foreign-sector-related direct revenue sources 

have included import taxes, export taxes, direct taxes on large-scale mining, 

participation in profits of large-scale mining, and net revenues from exchange

rate differentials.10 There has been a secular reduction in the relative direct de
tax revenues. Taxes

pendence of the government on the foreign sector for 

related to foreign trade averaged 83 per cent of total taxes in 1908-27, 34 per 

cent in 1940-55, and about 21 per cent in 1956-70 (line 1.2.6.6 in Table 

A.1).20 This decline partially originated in the conscious development of al

of revenue in order to reduce dependence on theternative domestic sources 
foreign sector. It also has reflected the indirect and not clearly intended impact 

of some of the policies discussed in Part II above. These policies have discour

aged exports and creaied the need to restrain imports, both of which have 

lowered trade-related tax revenues. 
onThe impact of devaluation on the real value of tax revenues depends 


the magnitude of increased revenues 
from expanded production and exports 

in comparison to probable reduced revenues from imports 21 and from reactions 

to increased anticipated inflation (relations C.5', C.6', C.9', C.14', and C.15' 

in Appendix C). 22 The net effect probably is to increase government reve-

The impact of increased quantitative restrictions on real tax revenuesnues. 
on the magnitude of increased taxes from domestic production reladepends 

tive to that of reduced taxes from imports (relations C.5', C.9', and C.14').2 

interesting additional result ofA one-sector model obscures, however,, one 
quantitative restrictions. The intensification of these restrictions often has fa

over other categories for income-distributionvored mass-consumption items 
purposes and as part of the attempt to moderate inflationary expectations (see 

above). For the same reasons, these items generally have had relatively low im

port tax rates. Therefore, the intensification of quantitative restrictions at times 

reduced government tax revenues by lowering the average import tax rate be

it not merely reduced total imports but changed their composition as cause 
The net effect of all of these factors probably has been to reducewell." 


government revenueswhen restrictions increased. 
The major direct impact of the international economic regime on govern

http:differentials.10
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ment expenditure included the direct financial costs to the government of op.erating the regime and subsidies associated with the regime. No attempt is madein this study to present econometric estimates for the first of these costs, butevidence for other countries indicates that they may have been rather substantial.25 Explicit subsidies associated with the international economic regimeduring the 1945-64 period were very limited, although subsequently they wereincreased as part of the expanded export-promotion programs under Frei andAllende (see subsection 4.2.2). Substantial implicit subsidies were made byuse of favorable exchange rates and special regimes for various commodities(see Chapter 3 and sections 4.1 and 6. 1). Furthermore, the foreign sector apparently affected government expenditure by substitution between net foreignsavings and government savings (see subsection 12.2.3.2). Unless the lasteffect was quite strong, however, the net impact of devaluation and liberalization probably has been to reduce government expenditures.
Beyond the question of how foreign-sector policy has affected governmentrevenues and expenditures is the question of determining what proportion ofthe government deficit has been financed externally. To the extent that suchdeficits have been financed externally and that the increased foreign exchangehas been used to raise the flow of imports, the monetary base has not been in

creased.
 
As is noted in the previous chapter, sources for external financing of thegovernment deficit dried up completely with the Great Depression. In the1940s and early 1950s they increased somewhat, but still were not of majorimportance. As part of the stabilization and liberalization efforts of 1956-58and 1959-61, however, government deficits were financed mainly abroad. Theaim was to reduce inflationary pressures.2 ( In addition to some short-run attainment of this goal, one result was a considerable addition to Chile's foreign debt.iii. The foreign sector has not only affected the monetary base, but alsohas altered the money multiplier. Behrman [1974] gives estimates of behavioralrelations which determine the money multiplier. These estimates together withthe results presented in Appendix C suggest that devaluation has increased themoney multiplier by reducing the currency-to-money ratio (owing to higherinterest rates and higher income), the reserve-to-deposit ratio (owing to higherinterest rates and higher anticipated inflation), and the ratio of time deposits tomoney (owing to higher anticipated inflation). They imply some counteractingtendencies of devaluation to reduce the money multiplier by increasing the ratioof time deposits to money (owing to higher interest rates and a higher PLD-NER, which affects expectations) and the currency-to-deposit ratio (owing tothe higher PLD-NER).27 The net effect c., the monetary multiplier probably

has been expansionary.
iv. Several additional relations between foreign-sector policy and themoney supply merit mention in passing. Increases in prior-deposit requirements 

http:PLD-NER).27
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on imports have had the deflationary effect of absorbing part of the money 

9Supply (especially after such deposits were switched from the banking system 

to the Treasury in the 1960s). Devaluation also has had an additional defla

tionary effect not mentioned above, since at least a portion of the premiums 
previously received by importers has been transferred to the government. 
Given that imports generally have exceeded exports, devaluation has had a 

further deflationary effect, since more domestic currency has been required 
after a devaluation to finance the same dollar value of deficit as before. 

General-Equilibrium Inplications. The model in Chapter 2 provides a 

framework for evaluating the empirical magnitude of general-equilibrium price 
responses to changes in NERs and quantitative restrictions. This model roughly 
parallels the one in Appendix C on a multisector level, with the incorporation 
of inflationary anticipations, wages, and the money supply as endogenous 
variables. 

For simulation 2.1.1 in Table A. 11, equal proportional changes are as
sumed in all NERs, ceteris paribus, in the first year only (1962). The first-year 
price elasticity is 0.6, and the third-year elasticity is 0.3.28 This quite positive 
price response partially reflects a response in the money supply due to increased 
international reserves, reduced net free reserves, and the changed composition 
of money demand. Also of importance are the direct price and price expecta
tional links and a positive relation to the ratio of net demand to net supply as 
the foreign trade flows change (see subsection 9.1.3.1 ).

The widespread reluctance of Chileans to devalue because of an antici
pated negative short-run inflationary impact, then, is well-founded. Such price 
increases, moreover, undo much of the potential positive effects of devaluation 
on the balance of payments (see subsections 6.2.2.1 and 7.2.2.1). Unles much 
more powerful monetary tools are developed, however, Chile cannot avoid the 
intensification of inflationary pressures from devaluation. 

For simulation 2.3 in Table A. 11. equal proportional changes are as
sumed in all quantitative restrictions, ceteds paribus, in the first year only. The 
general-equilibrium elasticities of price are quite high, 1.6 in the first year and 
1.5 in the third. These sizable responses primarily reflect the impact of quanti
tative restrictions on the money supply through changes in international re
serves. Such results lead to more optimism about the short-run impact of 
liberalization than does consideration of simulation 2.1.1 in isolation. If lib
eralization accompanies devaluation, the price effects of the former will at best 
partially offset the inflationary consequences of the latter. This counteracting 
tendency has been too often ignored in discussions of the short-run conse
quences. of devaluation and liberalization in the Chilean economy. 
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9.2 REAL FLUCTUATIONS 

Variations in real output are a second short-run concern. A frequently encountered criticism of Chilean liberalization efforts is that they have causedlosses in real output and employment. In this section, three questions regardingthis charge are taken up: (i) Have there been phase-associated fluctuations incapacity utilization?20 (ii) Have capacity-utilization rates been sensitive toforeign-sector changes on a partial-equilibrium basis? (iii) What has been thegeneral-equilibrium response of capacity utilization to changes in the international economic regime, ceteris paribus? 

9.2.1 Associations of Capacity-Utilization Rates with Exchange
Control Phases. 

A simple association between the mean capacity-utilization rates forphases and subphases and the degree of liberalization is not evident (line 2.2 inTable A. 1).3 The highest means are for the Phase II periods of 1962-64 and1971-73.-1 Next is that for the Phase III years of 1965-7032 followed by thatfor the type-II subphase of the Second World War.."' The lowest average by farwas for 1931-39 and was due to the impact of the Great Depression (see section 1.3). Next lowest were those for the Phase 11 years of 1947-51 and PhaseIII years of 1956-58.:" The mean rose from that of the previous period for the1959-61 Phase IV liberalization, but fell for the two Phase III liberalizations.That lack of a simple association is not surprising: capacity utilization islargely determined by domestic factors rather than foreign ones (see subsection 9.2.2). Much of the importance of the foreign sector in the determinationof capacity utilization, moreover, has been due to wars and export-marketfluctuations. These phenomena are beyond Chilean control. They clearly are
not caused by any changes Chile might make in her international economic

policy regimes.


On the other hand, Chilean policy probably somewhat exacerbated shortrun instability in real terms. Overvaluation effectively discouraged greaterdiversification in exports, which would have reduced vulnerability to international fluctuations (see Chapter 7) and led to restrictions on imported inputsat times of balance-of-payments crisis. 

9.2.2 Partial-Equilibrium Determinants of Capacity Utilization. 
Table 9.2 contains regression estimates of the determinants of capacityutilization for eight Chilean sectors in 1945-65. In the underlying model real 



TABLE 9.2
 

Determinants of Chilean Sectoral Capacity Utilization, 1947--65
 

Foreign-Sector Determinants 
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Notes to Table 9.2
 . ' coefficient of multiple determination adjusted for degrees of freedom.
 . SE = standard error of estimate.


DW = Dubin-Watson statistic.
 a. Each independent variable is multiplied by the sectoral capacity of real GDP.Except as indicated in the notes, the variables are not lagged. The figures in parenthesesbelow the point estimates are the absolute values of the t statistics. Allare significantly nonzero point estimatesat the 5 per cent level unless otherwisebrackets arc the elasticities at the point of sample 
noted. The figures in 

means Behrman [1974] gives drasources and further details.b. Public credit only for mining; private credit only for housing; public plus privatecredit for services. c. .Ratio of imports of staple consumer goods to agricultural capacity for agriculture;ratio of intermediate imports to total GDP for mining; and ratio of lagged total importsto lagged total GDP for housing.d. Sum of value of real government direct and indirect investment, depreciated atrate of 3 per cent through past year, as ratio to total real GDP. . e. Ratio of product price, adjusted for direct and indirect taxes, to unit labor costsincluding employers' social security contributions. 
f. Ratio of noninventory investment to GDP. g. Significantly nonzero at the 10 per cent level.
h. Significantly nonzero at the 15 per cent level.i. Ratio of domestic GDP deflator to United States GDP deflator adjusted for theaverage import tax rate and the average prior-deposit rate.j. Ratio of product price, adjusted for direct and indirect taxes, to material inputprice index. 
k. Ratio of total inventory level to GDP.
1. Average indirect tax rate. 

m. Rate of change of GDP deflator.n. Lagged dependent variable (not multiplied by sectoral capacity). For this sectorthe Durbin-Watson statistic is biased toward 2.0.o. Ratio of product price, adjusted for direct and indirect taxes, to wages adjustedfor employers' social security contribution. 

sectoral GDP in adjusts toward a level determined by the desired capacity-utilization rate and actual real sectoral capacity.36
On an over-all level these estimates appear to be quite satisfactory. Thecorrected coefficients of determination imply that the results are consistent withfrom 94 to 98 per cent of the variance in the dependent variable over thesample period. Evidence of considerable problems of autocorrelation does notappear. The signs of the significantly nonzero coefficient estimates generally

are those anticipated a priori.
Variations in sectoral real capacities underlie much of the fluctuation inreal product, but the variations in the desired sectoral capacity-utilization ratesalso are quite important. Among the domestic determinants of the desiredutilization rates, significantly nonzero coefficients are obtained in at least threesectors for price ratios of product to labor input, indices of the change incurrent economic activity, and relative availability of credit. In addition, thereare several significant sector-specific coefficients. A proxy for public infrastruc

http:capacity.36
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ture devclopment affects agriculture. The level of over-all investment influences 

utilization in construction. The 1960 earthquake reduced utilization in con

struction and increased it in housing. Indirect taxes discouraged production 

particularly in transportation and housing. Anticipated inflation has induced 

higher production in utilities. 
Space limitations preclude discussion of these factors here. Some of them, 

however, have important roles in the indirect transmission of the impact of 

foreign-policy changes which are included in the general-equilibrium analysis 

of the next subsection. 7 

For every sector there is evidence of some direct significantly nonzero im

pact of the international economic regime on the level of desired capacity utili

zation. The ratio of competing imports to domestic product is inversely related 

to real product in agriculture and housing. For the former sector the frequent 

policies of increasing food imports as part of the anti-inflationary strategy (e.g., 
through Public Law 480), therefore, may have had a direct negative feedback 

on subsequent domestic production. The ratio of intermediate imports to 

product has a significant impact in mining, but not in other sectors. At least for 

industry the lack of significance of intermediate imports may be somewhat 

surprising given the hypothesized increasing dependence of that sector on im

ported inputs.:" Indices of quantitative restrictions (including the ratio of the 
have significantly nonzero coblack-market to the national accounts NERs) 

efficients for every sector except agriculture. For mining and for transporta

tion these coefficients are negative, which suggests that the restraining effect 

on production due to limitations on imported inputs together with the associ

ation between the use of quantitative restrictions and an overvalued exchange 

rate which penalizes mining exports are dominant. For other sectors, however, 
apparently any restraining effects of quantitative restrictions due to imported 

input shortages are more than offset by increased demand due to shortages of 

competing imports. For services, furthermore, the significantly positive coeffi

cient of the quantitative restrictions index presumably also reflects the direct 

use of increased numbers of people to administer the QR regulations. 
The direct effects of foreign-sector policies on capacity utilization, thus, 

have been widespread. They have sometimes, however, been partially offset

ting. Indirect effects, moreover, may have been reinforcing or offsetting. To 

discern 	the net impact of changes in the international economic regime on ca

pacity 	utilization, therefore, a general-equilibrium framework must be used. 

9.2.3 	 Impact of Foreign-Sector Policies on Capacity Utfilzation Within
 
a General-Equilibrium Framework.
 

The model of national income determination in Appendix C gives an in
sight into the impact on production of changes in NERs and quantitative re
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strictions. If price anticipations, nominal wages, andthe money supply are 
exogenous, relationship C.14' gives the comparative static effects of such 
changes on production. Both devaluation and intensified quantitative restric
tions probably increase aggregate demand and therefore production. The 
effects of changed marginal propensities and productivities on the size of these 
increases generally are the same as is discussed in subsection 9.1.3.2, above. 
However, the impact is greater the higher the marginal product of labor and 
the lower the second derivative of production with respect to labor, instead of 
vice versa. 

The arguments presented in subsection 9.1.3.2 for the endogenism of price 
anticipations, nominal wages, and the money supply again hold for devaluation 
and also, in the case of the money supply, for changes in quantitative restric
tions. Induced increases in anticipated inflation and in the money supply both 
probably increase aggregate demand and production. Therefore, they reinforce 
the effects noted in the previous paragraph. Induced rises in the nominal wage, 
however, have the opposite effect because the aggregate supply curve moves 
up owing to higher labor costs (relation C. 12') and the aggregate demand 
curve moves down owing to reductions in the incentive to export because of 
higher labor costs (relations C.6' and C.14'). 

The model in Chapter 2 again provides a framework for evaluating the 
empirical magnitude of general-equilibrium production responses to changes
in NERs and quantitative restrictions. In this model sectoral capacity-utiliza
tion rates are determined by the estimates in Table 9.2. Therefore, direct effects 
of quantitative restrictions on production are incorporated, in contrast to the 
more simplified model of Appendix C. 

Simulation 2.1.1 in Table A. 1 explores the impact of equal percentage
changes in all NERs, ceteris paribus, for the first year only of the simulation. 
The first-year response is inverse, although quite small in absolute value. The 
positive responses in most other sectors almost offset the negative responses in 
industry, services, and housing. The third-year elasticity is positive, although 
still quite small at 0.1.30 

Under the assumption that employment rates are highly correlated with 
capacity-utilization rates, these results prima facie contradict the Taylor and 
Black [1973] estimates of an employment elasticity of 0.9. 40 This discrepancy
reflects the consequences of three different sets of assumptions in the two 
models: (i) Taylor and Black posit immediate adjustment in the labor market 
and no adjustment in the capital stock, while the model used here has lagged 
adjustments for both labor and capital; (ii) Taylor and Black maintain the 
nominal wage constant when they change the exchange rate, but considerable 
wage adjustment occurs in simulation 2.1.1; 41 (iii) Taylor and Black exclude 
a number of indirect effects that are passed through the monetary system but 
which are incorporated here. 
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Although the labor-adjustment mechanism in the present study may be 

somewhat too slow and, therefore, the true value of the first-year employment 

elasticity may be positive, a general-equilibrium vlle approaching that pre

sented by Taylor and Black seems quite unlikely. More probable is a con-
The first-yearclusion consistent with the results presented in Table A. 11. 

employment-capacity utilization impact is likely to be very small-and possi

bly inverse. The medium-run impact is likely to be positive, althovgh still not 

very large.42 These results support the conventional Chilean wisriom that de

and possibly negative short-run impact onvaluation has
3 

a very limited 
production.' 

Simulation 2.3 in Table A. 11 investigates the effects of equal propor

tional changes in all quantitative restrictiohs, ceteris paribus, in the first year 

only. The protective effects of quantitative restrictions on competing final goods 

apparently dominate effects on imported input supplies. The elasticity of real 

capacity utilization is 0.1 in the first year and 0.2 in the third year. 
are not very encouragingThe total implications of these two simulations 

for liberalization programs. They imply that devaluations together with reduc

tions in quantitative restrictions almost certainly will cause a drop in capacity 

utilization rates. Offsetting expansionary fiscal and monetary policies might be 

called for. However, such policies would feed the already considerable inflation 

unless spiraling inflationary expectations were radically lowered. Such a re

adjustment of price anticipations may be possible only with substantial short

run political or economic dislocations or both-a topic far beyond the subject 

of this book. 

NOTES 

1. The related question of how price changes affected the international economic 
policy regimes isconsidered in Chapter 13.
 
* 
 2. In Table A.1 only 1971 is included for the Phase II Allende period. In 1972 the 

Inflation rate exceeded 160 per cent, and in 1973 it rose to an even higher level. 

1965-69 period, however, much of the liberalization oc
3. During the Phase I1 

curred after the abandonment of price stabilization attempts. 
4. The adjustment processes are represented by the Hall-Sutch [1969] polynomial 

for the rates of change of the moneymethod (without a tail) over a six-year period 
supply and real GDP and for expectations regarding the rate of change of the NER. 

Other adjustments are represented by the possibility of a geometric process for the de

pendent variable or by simple lags for other variables. 
the price of imported components and, thus,5. Intermediate-input prices include 

the direct impact of the international economic regime. 
[1971:198-201], Garcia6. Alternative estimates are in Behrman [1973c], Corbo 


[1964], Harberger [1963], and Yver (1970].
 
7. The NER changes also may represent a cost-push factor in that the local-currency* 

cost of external indebtedness increases as the NER increases. 

http:large.42
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8. The results suggest that the rate of growth of the price of services declines relatively when these imported inputs increase relatively in price.9. For no sector is there evidence of a significant response rates of change ofimport unit values to

multiplied by the EER or to sectoral imports relative to domestic
absorption.

10.: To the extent that changes in quantitative restrictions only changed the premi.uns
going to traders with import licenses, of course, these changes did not affect sectoral
prices.

II. Behrman [19741 includes estimates for the determination of the rate of changeof deflators of final demand components that suggest similar conclusions. Among thatgroup devaluation would have the strongest direct impact on exports, imports, and investmont. Quantitative restrictions have a fairly pervasive direct impact, including an inverserelationship for the export deflator, apparently because use of such restrictions makespossible continuance of an overvalued NER.
12. Sohmen [1958:271-273J demonstrates that prices must decline after devaluationif economic welfare increases when quantitative restrictions, import taxes, etc., are used.However, he assumes that money national income is kept constant due to monetary andfiscal policies and that full employment is maintained. Such assumptions are not appro

priate for recent Chilean history.
13. This estimate is from Behrman [1973b:256]. It is very conservative because itis based on a trend-through-the-peaks capacity definition which refers to shortfalls fromactually attained rather than potential production levels.14. A Keynesian model is much more appropriate in the Chilean case than for mostdeveloping economies because the nonmonetized sector is quite small, saving and investment decisions often are separated, and there is sonic evidence of a significant role forinterest rates (see Behrman [1972b]). On the other hand, comparative statics analysiswith a Keynesian model has many of the same limitations in the Chilean case as in thecase of more developed economies. Probably most important is the focus on equilibriumsolutions rather than disequilibrium adjustments. Despite the burgeoning recent literatureon disequilibrium, however, at this time the state of the art does not permit satisfactoryanalysis of disequilibrium behavior except under very particular ad hoc assumptions.The term "Keynesian model" is not used here to mean a case in which all focus is
on aggregate demand, and supply considerations 
are ignored. To the contrary, an aggregate production function is explicitly included (see Appendix C).15. If the sign of any dependent term cited here or subsequently is ambiguous, butone sign is much more likely than the other, given the available empirical evidence ora priori expectations or both, no qualifications are made, both because of limitations of
space and because of the complexity of the explanation.


Space limitations also preclude
sign 

a detailed explanation of why these dependencies areof the indicated (e.g., the more sensitive the marginal product of capital to thenumber of laborers, the greater is the inducement to invest in response to the expandedaggregate demand which occurs because of foreign trade responses to devaluation). Careful consideration of Appendix C, however, should generally provide any necessary
clarification. 

16. For changes in quantitative restrictions, the behavior of the money supply has 
not been exogenous.

17. In the 1956-58 effort at stabilization plus liberalization, for example, theported component of the wholesale price im
index rose quite substantially (about 30 percent) relative to the over-all index. The relative unification of NERs resulted in ratherlarge effective devaluations for some of the "essential" imports (e.g., sugar, coffee, Para
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guayan tea) which previously had been more favored and which had disproportionately 

large weights in the price indices. Likewise the changes in the regime caused relatively 
large increases for export and mining-related price indices owing to the reduction of 

discrimination against key products included there. 
18. For evidence see Behrman [1971a,1974] and Behrman and Garcia [1973]. 
19. Not all of these sources are independent. The tax function estimates in Behrman 

[19741, for example, imply a direct trade-off between government revenues from NER 

discrimination for the legal cost of production of large-scale mining and government 
revenues from direct taxes on large-scale mining. For every escudo increase in the legal 

the former, revenues from direct taxes decreased by 0.41cost of production due to 
escudos (after the Nuevo Trato). 

20. The 18 per cent figure for 1965-70 in Table A.1 is misleading in a sense because 
government participation replaced some direct taxes in large-scale mining. 

21. Imports decline if the price and exchange-rate effects in relation C.5' outweigh 
the income effect. 

22. For evidence of an inverse relation between taxes and expected inflation in 
Chile see Behrman [1974]. This reaction reflects the incentive to postpone tax payments 
when expected inflation is high because the nominal penalties for late payment do not 
offset the expected capital gains from postponement until prices have increased. 

23. It is assumed that the quantitative restrictions in fact do reduce imports despite 
the increase in import demand due to over-all expanded aggregate demand.. 

24. A regression of the logarithm of nominal import taxes (TXM) on the logarithm 
of the nominal value of imports (M), a secular time trend (TIME), an anticipated 
inflation variable to represent tax avoidence (7r), and an index of quantitative restrictions 
(QR) provides some weak support for this hypothesis: 

TXAMf = 0.610 M + 0.116 TIME - 0.0029 r - 2.71 QR + 1.63 
(6.3) (3.7) (2.0) (1.7) (1.0) 

=i = 0.997; SE 0.101; DW = 2.0; years covered, 1945-65 

25. See Bhagwati and Srinivasan [1975] and Krueger [1972b] for examples. 

26. The external financing w., supposed to be an interim measure while fiscal 
reforms were enacted. 

27. The institution of dollar deposits in 1959-61 also lowered the money multiplier 
by increasing the ratio of time deposits to money. 

28. For a sustained devaluation, such as in simulation 2.1.3, the third-year price 
impact is much larger than in this case due to the cumulative effects. For both simulations 
2.1.1 and 2.1.3 the first-year estimates are quite comparable to the range of 0.48 to 0.69 
which 	Harberger [1964] presents for a model based in substantial part on his Chilean 

and complete adexperience. Harberger assumes a constant nominal money wage rate 
justment to a sustained devaluation. The effect of the first of these assumptions should 
be to lower his estimate relative to that of the present model, but the effect of the second 
should be to increase it relatively. 

29. A trend-through-the-peak capacity definition is used throughout this section. 
This definition measures output against attainable capacity (not rated capacity) and 
therefore gives relatively high utilization rates. Behrman [1973b] and others he cites 
there discuss the advantages and limitations of this definition. 

30. For recent years the Santiago unemployment rate provides supplementary infor
mation about the utilization of productive resources (line 2.3 in Table A.1). The move
merits in this variable reinforce the characterization of short-run developments based on 
the capacity-utilization measure alone. 
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31. Table A.A includes only 1971, but the scanty available evidence suggests that
high capacity utilzation continued at least into 1972.. For example, for January-April1972 as compared to the same period for 1971,*CORFO [1972a,1/8/72:1-3] reports in. 
creases of over 15 per cent for industrial production, industrial use of electrical power,cement production, and shipments of iron and steel products. Also the unemployment
rate of the Greater Santiago area on March 1972 was 0.048 as compared to 0.082 a year
earlier. The only negative figure concerning the use of real capacity was a decline of 4.4 
per cent in kilometer.tons of freight transported by the railroads.

32. As liberalization accelerated later in this phase, however, utilization rates tended 
to decline. 

33. Note that capacity utilization in 1908-27 averaged as high as during the rela
tively prosperous World War II subphase. This observation raises questions about the

structuralists' characterization of Chilean capacity utilization as being very vulnerable to
fluctuations emanating from the foreign 
 sector in the period of relatively liberal foreign

economic policies before the Great Depression.


34. Critics of the lbafiez-Klein-Saks stabilization progrsm of 1956-58 have focused
 
on this decline, although they have tended to overstate its magnitude.


35. Given capacity, variations in product directly determine variations in capacity
utilization rates.
 

36. The adjustment process is a geometric distributed lag, but only for utilities do

the results suggest significant adjustment extending beyond one year.


37. For further consideration of these results see Behrman [1974]. For an earlier
attempt to estimate Chilean capacity-utilization determinants see Behrman [1973b].

38. Anne Krueger has suggested that this impact may be represented by the quanti

tative restrictions variable. The effect of such restrictions on intermediate imports was
 
explored in section 6.2.


39. By the third year, however, changes in capacity occur. Therefore, the production
elasticity no longer is the same as the utilization-rate elasticity.

40. Taylor and Black obtain this estimate when they use the same elasticities of substitution between capital and labor that are utilized in this study. Under the assumption
of elasticities of substitution between capital and labor of 1.0, they obtain an elasticity
of employment with respect to the NER of 1.7. 

41. Taylor and Black acknowledge that a constant nominal wage is not at all prob
able under exchange-rate adjustments.

42. Within a partial-equilibrium framework de Castro and de la Cuadra [1971:12
13, 20-21] reach the same conclusion for the immediate impact on employment inChilean industry (although their specification of time periods is not clear). They main
tain that for given industrial capacity, the subsectoral increases in the demand for labororiginating in exchange-rate alterations would offset approximately the subsectoral de
creases.
 

43. If devaluation induces substantial decumulation of speculative inventories builtup in anticipation of the devaluation, the results may not be more deflationary than is 
suggested by the present model. 



Chaptei 10. 

Resource Allocation 
and Structural Change 

The foreign sector long has been important in Chilean resource allocation 
among sectors and subsectors. Before the Great Depression, substantial re
source movements accompanied the rise and fall of nitrates and the decline 
and resurgence of copper, to cite but two examples. In that era the govern
ment also consciously used the international economic regime to promote
industrial import substitution (see section 1.2). 

The catastrophic impact of the Great Depression greatly strengthened ex
port pessimism (sections 1.3 and 1.4). The nation turned inward. The govern
ment utilized numerous foreign-sector policy tools to try to induce resource 
shifts into industry (Chapters 3 and 4). The impact of those policies on PLD-
EERs, ITRs, EPRs, and DRCs after the Second World War was analyzed in 
Chapter 5. A major characteristic of these price-related measures is the sub
stantial variation in their applicability to different production sectors and 
subsectors and different end uses. Trade barriers have been highest for manu
facturing and lowest for mining, with agriculture in between. Within industry
they have been greatest for the traditional "easy" consumer-oriented subsectors 
(at least until the late 1960s). They also have been higher for consumer 
products than for intermediate or investment goods. Finally, the price-related 
measures generally have favored import substitution over export expansion.

The general patterns noted in the previous paragraph have persisted
throughout recent decades. Distoirtions in the signals for product use and in 
the rate of transformation between domestic and foreign resources, therefore, 
also have persisted. The degree of discrimination among categories, however, 
240 



241 
RESOURCE ALLOCATION AND STRUCTURAL CHANGE 

Shas varied.significantly. Liberalization has tended to reduce discrepancies; 1.vd 
,vice versa. 

These patterns and variations in the price-related measures raise se ,ralquestions: (i) What have been the long-run trends and phase-related rave
ments in resource allocation? (ii) What has been the relation between rat'osof the prices of final product to intermediate inputs and resource allocation?(iii) What have been the costs of the attempts to alter resource allocation by
using the international economic regime to create differential incentives? 

SUMMARY AND CONCLUSIONS 

i. Secular trends in the composition of output have included declines in theshares of agriculture and mining, increases in industry until the early 1950s,
and increases in all other sectors. Discriminatory aspects of the internationaleconomic regimes have contributed to the declines in the first two sectors andto the initial rise in industry. The lack of correlation between import-substitu
tion coefficients and industrial subsectoral growth, however, suggest that inmanufacturing, foreign-sector policies may have been less important than isoften claimed. Overvaluation has helped to induce the shift from goods toservices, although increased quantitative restrictions have tended to work in 
the other direction. 

ii. The secular declines in agriculture and mining have increased pressureon the balance of payments. In this respect the industrialization strategy has
added to foreign-sector difficulties. 

iii. Phase-associated responses have been quite considerable. The response to liberalizations in agriculture and in the manufacturing subsectorsthat are more modern and oriented more toward intermediate-goods production has been particularly positive. The more traditional and consumer
oriented manufacturing subsectors, in contrast, have been unable to meet theincreased competition associated with liberalization. This failure is all the 
more striking since protection for many of the latter subsectors dates back to 
the nineteenth century.

iv. The responses described in the preceding paragraph create somewhatof a dilemma for the government, given industrialization as one of its objectives. Although manufacturing grew considerably in the early years of restrictiveness following the Great Depression, it has stagnated in recent decadesand has declined in its share of product and of labor-force absorption. Furtherrestrictiveness does not promise future development. Liberalization, on the
other hand, involves considerable short- and medium-run costs until greaterefficiency is induced in traditional industries or resources are turned aside fromthem. For the transitional period some direct subsidization might be necessary. 
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Given the fiscal problems of the government, however, this alternative can be 

used only with great care. 
v. There is little empirical support for a relationship between subsectoral 

resource allocation and EPRs or for other price ratios of final to intermediate 

product partially because factors other than price ratios are important in 

capacity-utilization and capacity-creation decisions. The poor correlation may 

also reflect erratic changes in the price-related measures occasioned by the use 

of quantitative restrictions. 
vi. The international economic regimes have had significant implications 

for resource allocation. Nevertheless, care must be taken not to exaggerate the 

expected gains from policy improvements in foreign sectors as compared with 

those in the domestic area. 

10.1 	 LONG-RUN TRENDS AND PHASE-
RELATED PATTERNS IN RESOURCE 
ALLOCATION 

Table A. 1 contains the mean composition of value added by sector for phases 

and subphases between 1908 and 1971 (lines 3.1.1.1-3.1.1.3). The sub

sectoral breakdown of value added and of total value of manufacturing in 

1957, 	1962, and 1967 is given in Table 10.1. 

10.1.1 Industrial Production by Sector. 

AGRICULTURE. 

The secular trend in the share of agriculture in production clearly has been 

downward (line 3.1.1.1 in Table A. 1).2 The same trend exists for the agricul
tural percentage share of the labor force: 36.2 in 1920, 34.8 in 1945, and 28.2 

in 1965. In part these declines reflect an Engel-curve phenomenon. The income 
elasticity of the demand for domestic agricultural goods is smaller than the 
income elasticity for all goods. 

The falling share of agriculture is not due to relative income elasticities 
alone, however. It also reflects the response of capacity and capacity utilization 
to the 	disincentives for production created by recent international economic 
regimes (Table 5.2, column 2, and tables 9.1 and 12.1). Numerous policies 
have had the intent of shifting resources into industry and of mitigating infla
tionary pressures by keeping agricultural prices low. Partially because of such 
policies not only has the agricultural share of product steadily fallen, but Chile 
has changed from a major agricultural exporter in the nineteenth century to a 
net importer of basic agricultural commodities. One unintended result of these 
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TABLE 10.1
Pattern of Chilean Industrial Production, by Subsectors, 1957, 1962, and 1967 

Proportion of 
Manufacturing 

Prooo of 
Proportion of 

Manufacturing 

Proportion, 
of 1962 
Total 

Value Added Total Value Value Total 
Subsectors 1957 1962 1967 1957 1962 1967 Added Value 

Agriculture 
Fishing 

.100 
.003 

.090

.004 
Mining .085 .065 
Manufacturing 

Food 
Beverages 
Tobacco 
Textiles 
Clothing and footwear 
Wood and cork 
Furniture 

1.00 
0.175 
0.045 
0.054 
0.128 
0.078 
0.032 
0.016 

1.00 
0.120 
0.062 
0.028 
0.086 
0.156 
0.029 
0.046 

1.00 
0.163 
0.051 
0.026 
0.101 
0.047 
0.029 
0.010 

1.00 
0.268 
0.036 
0.026 
0.120 
0.080 
0.029 
0.012 

1.00 
0.232 
0.082 
0.014 
0.074 
0.139 
0.033 
0.037 

1.00 
0.224 
0.048 
0.016 
0.087 
0.048 
0.027 
0.008 

.283 .412 

Paper and paper
products 

Printing, publishing 
0.018 
0.037 

0.022 
0.021 

0.021 
0.027 

0.030 
0.027 

0.019 
0.016 

0.019 
0.020 

Leather, leather 
products 

Rubber products 
Chemicals 

0.012 
0.012 
0.078 

0.012 
0.014 
0.050 

0.011 
0.016 
0.088 

0.016 
0.013 
0.078 

0.014 
0.010 
0.054 

0.012 
0.012 
0.072 

Petroleum and coal 
products 

Nonmetallic minerals 
Basic metals 
Metal products 
Nonelectricalmachinery 
Electrical machinery 

0.032 
0.057 
0.109 
0.04 1 
0.017 
0.017 

0.058 
0.054 
0.044 
0.045 
0.031 
0.034 

0.018 
0.032 
0.165 
0.046 
0.044 
0.033 

0.037 
0.045 
0.093 
0.035 
0.013 
0.012 

0.046 
0.036 
0.040 
0.036 
0.027 
0.027 

0.031 
0.026 
0.229 
0.039 
0.031 
0.028 

Transportation 
equipment 

Misc. manufacturing 
Construction 
Utilities 
Commerce 
Housing 
Transportation, 

0.023' 
0.012 

0.060 0.062 
0.030 0.011 
"0.6. 

0.018 
0.010 

0.041 
0.028 

0.044 
0.048 

.053, 

.013 

.232 

.057 

4.013
r;;179. 

.040 

.communications 
Services 

.053 .049 
.120.093 

SOURCE: Calculated from data in DEC [i960a],-INE [1970], and ODEPLAN [1970]. 
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policies, thus, has been to add to balance-of-payment pressures by increasing 

the need for basic imported foodstuffs.3 

The agricultural share of production also has responded to medium-term 

fluctuations in the degree of liberalization. For two of the three liberalization 

attempts it increased on the average (line 3.1.1.1 in Table A.1). 4 The esti

mates in Table A.2, moreover, indicate significantly positive liberalization
associated increments in the exponential growth rate of agricultural GDP
and significantly negative ones for total GDP. The greater the degree of 

liberalization, thus, the greater the apparent extent of both short- and long-run 

resource flows into this sector, ceteris paribus. 

MINING. 

The secular trend for the share of mining in total GDP also has been 

downward (line 3.1.1.2 in Table A. 1).5 The same downward movement again 

is found for the percentage share of mining in the labor force: 5.1 in 1930, 5.4 

in 1945, and 4.2 in 1965. Engel curves do not aid much in explaining this 

decline. The response of capacity and capacity utilization to policies which 
generally discriminated against mining and in favor of manufacturing, however, 
again was important (Tables 9.1 and I2.1 ). Such policies, in fact, were even 

less favorable toward mining than toward agriculture (columns 2 and 3 in 

Table 5.2), and their impact on the balance of payments again was negative
this time by reducing exports (see Chapter 7). 

Both the mean shares of GDP for phases (line 3.1.1.2 in Table A.1) and 

the estimated deviation from the secular exponential growth rates (Table A.2) 
suggest a negative impact of liberalization on GDP in miningl This result, 
prima facie, is quite surprising given the lessening of discrimination against 
this sector at the start of liberalization attempts (column 3 in Table 5.2). In 
fact, however, it largely reflects coincidental relative price movements. In the 
1956-58 liberalization, for example, the volume of copper production in
creased significantly, and copper was the dominant mining product.0 But the 
copper price fell so much that the relative contribution of mining to GDP 
dropped despite the expansion of production in quantity terms. For this sector 
-and for this sector alone-fluctuations in the shares of GDP may be quite 
misleading indices of variations in real product. 

MANUFACTURING. 

The secular trend for the share of manufacturing in GDP was fairly 
strongly upward until the early 1950s, but has been downward ever since 
(line 3.1.1.3 in Table A.1). 7 The percentage share of manufacturing in the 
total work force reflects the same pattern: 15.2 in 1920 (including construe
ion), 18.4 in 1945, 19.7 in 1952, and 18.0 in 1960. 

The increased protection given manufacturing import substitution in the 
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1930s was an important factor in the early relative surge of industry.8 According to Mufioz's [1968:82] careful estimates, the share of import substitution inreal industrial growth in the period from 1927 to 1937-38 was 0.73, as compared with a Chenery normal value of 0.17 (see Table 10.3, below). However,for 1937-38 to 1952-53, Mufioz's estimate of the coefficient of import substitution is only 0.15, as compared to a Chenery normal value of o0.19.1
For 1952-53 to 1963-64 his estimates imply very little net additional industrial

import substitution. 
From a longer-run viewpoint, then, the protectionist policies generallyutilized after the Great Depression have been unsuccessful in a number of theirdirect objectives regarding manufacturing. Since the Second World War,import substitution has been quite limited. Since the early 1950s industrialgrowth has been lower than over-all growth. At the same time this sector hasdeclined relatively in its labor absorption, thereby adding to the unemploymentand underemployment problems of the 1960s and 1970s. 10 
From a shorter-run perspective, nevertheless, there appears to have beenan inverse association between the degree of liberalization and the relativeimportance of industry in resource utilization and in production. During thepast two decades, for example, the mean share of industry in GDP has fallenor remained constant with each liberalization effort and has risen or remainedconstant with each more restrictive phase or subphase (line 3.1.1.3 in TableA. I).1" This phase association reflects a definite response in industrial capacityutilization to the reduced favoritism that has accompanied liberalization, andvice versa (see Tables 6.2 and 9.1). Many of the industries that developedbehind high protective barriers have not been able to compete very well when
those barriers have been lowered. 
 Rather than make their production moreefficient or allow resource shifts to other subsectors, moreover, they have found
it more effective to push for the reinstitution of higher barriers for competing


products.

The combination of short-run and long-run considerations thus leaves apolicy dilemma. Highly protectionist policies have realized sharply diminishingreturns in Chilean industrialization efforts. Yet the inflow of competing products accompanying a liberalization causes a reduction in the utilization of
existing industrial capacity. To make Chilean manufacturing efficient might
require a prolonged period of liberalization so that expectations of a return to
higher barriers for competing products would be dissipated. But such an approach entails substantial short-term economic and political costs. 

ALL OTHER SECTORS 
For all other sectors-mostly services, but including construction-thesecular trend in the share of resources absorbed has been positive. The meanpercentage of total GDP originating in these sectors has increased steadily: 57 
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for1908-51, 61 for 1952-61, and 64 for 1962-71 (based on lines 3.1.1.1
3.1.1.3 in Table A.1). The same trend is evident in the percentage of the labor 
force absorbed by these sectors: 41.4 in 1945, 44.2 in 1952, and 47.7 in 
1960. Numerous Chilean observers have been preoccupied for some time by 
the large size of the service sector and by this shift from goods to services. 

The causes of this shift are quite complex and hard to identify because the 
service sector has so man), heterogeneous components. In the context of the 
present study, however, one hypothesis merits mention. Higher quantitative 
restrictions tend to raise the share of services per unit of foreign trade because 
they increase the paper work required by traders for each unit of trade; they 
cause a substantial increase in the expected private returns from lobbying for 
exceptions to the regime or for reclassification of traded goods; and they 
require a substantial government bureaucracy for monitoring and enforcing 
the restrictions. Thus, unless such increased services per unit of trade are offset 
by reductions in trade, intensified quantitative restrictions would contribute 
to the shift from goods to services. 

A very crude test of this hypothesis from a long-run viewpoint is to 
examine the secular path of the share of GDP service production to see if it 
rose substantially in periods during which quantitative restrictions intensified 
significantly. The percentage shares of GDP cited above do not provide sup
port for this hypothesis. The largest increment in the share of nonmerchandise 
production occurred not in the 1930s, when quantitative restrictions increased 
the most, but in the 1950s and 1960s, when three liberalization efforts were 
made. This test is very weak, however, because ceteris paribus conditions are 
not maintained. 

Taken over a shorter run, the same test leads to ambiguous results. The 
mean share of services increased in the more restrictive years of 1952-55 and 
1962-64, but fell in 1971.12 It fell in the quite liberal 1959-61 period, but rose 
during the 1956-58 and 1965-70 liberalizations. For annual data simple 
regressions of the ratios of major components of the service sector to the mer
chandise sector, moreover, generally do not indicate a significant role for 
various indices of quantitative restrictions. 13 

The general-equilibrium model of Chapter 2 provides a much more satis
factory tool for examining this hypothesis. Under the assumption that the 
model captures the structure of the Chilean economy, an intensification of 
quantitative restrictions results in a substantial short- and medium-run shift 
from services to goods! The first-year elasticity of the goods-to-services ratio 
with respect to quantitative restrictions is 0.8, and that for the third-year is 1.4 
(line 3.5.4 for simulation 2.3.1 in Table A. 11 ). The expansion of agricultural 
and industrial production induced by greater quantitative restrictions outweighs 
the hypothesized effects on services. 

However, the results of the general-equilibrium model also indicate that 
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Sovervaluation has contributed to the shift from goods to services. Devaluation,
ceteris oaribus, reverses that shift-especially if the NER for large-scale miningis devalued (simulations 2.1.1-2.1.3 and 2.6.1). This impact would at leastpartially offset that of reduced quantitative restrictions in a program combining
liberalization with devaluation. 

10.1.2 Manufacturing Subsectors. 
The manufacturing sector is of particular interest since industrialization 

per se has long been an objective of Chilean policy. Systematic analysis of theimpact of international economic regimes on subsectors of manufacturing isbeyond the scope of this study because of the difficulties of maintaining ceterisparibus conditions. Nevertheless, the examination of long-run trends and
short-run phase associations in the composition of manufacturing may be 
suggestive.

From a long-run viewpoint, it is worth noting, first, subsectoral growth
rates in real industrial production before and after the Great Depression (columns I and 2 in Table 10.2) and, second, Mufioz's [1968:82] estimates ofimport-substitution coefficients for 1914-15 to 1963-64 and for various sub
periods (Table 10.3). 

TABLE 10.2'Chilean Mean Percentage Growth Rates of Manufacturing Subsectors forSelected Years, 1914-65, and for First Year of Three Periods of Liberalization 

1952- 1956- 1962-1959- 1956,1914- 1937- 55 58 61 64 1959,
27 65 Phase 1I Phase Ill Phase IV Phase II 1965Subsectors (1) (2) (4)(3) (5) (6) (7)

Food 3.2 3.6 4.5 -2.4 11.3 5.2 -0.7Beverages 2.3 5.9 4.9 9.6 15.8 1.4 9.6Tobacco 
 6.5 -0.1 8.4 0.7 -4.0 0.8 9.5Textiles 4.3 4.9 3.4 0.6 11.9 8.7 7.3Clothing and footwear 5.3 1.2 0.1 -0.8 -1.5 1,6 2.5
Furniture and wood ... 

products 1.0 2.1 3.0 -3.2 8.6 6.4 -3.8-Paper, paper products, 
and printing 4.0 5.6 2.1 20.4 15.6 2.2 9.9'

Leather and rubber 
products 3.6' 3.9 0.9 0.' 16.5 5.0 5.1Chemicals 4.8 8.9,' 5.4 '18.5 12.7. 3.0 1.5'Nonmetallic minerals 3.9, 6.1 -,-3.4 9.4 . 15.4., i,6.8 AI.4Metal products 9.7 .9, 3.6 1.8. 6.1 : 11.8 .98 

SOURCE: Calculated from data in Mufloz [1968:160.161]. 
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The manufacturing subsectors in order of the degree to which the mean 
growth rate in the more restrictive period, 1937-65, exceeded that for 1914-27 

are chemicals, beverages, nonmetallic minerals, paper and printing, furniture 

and wood products, textiles, food, leather and rubber products, metal products, 
clothing and footwear, and tobacco (column 2 less column 1 in Table 10.2). 

With a few obvious exceptions (e.g., beverages and metal products) this order

ing suggests a shift from traditional, consumption-oriented subsectors to more 

modem, intermediate-goods industries. Such a change is consistent with stated 

government priorities. 
That more restrictive international economic regimes caused this shift, 

however, is questionable. The Mufioz import-substitution coefficients (Table 
10.3) indicate that most import substitution took place before 1937. Thus, 

import substitution was not a major determinant of growth in the 1937-65 
period. Another way of making the same point is to note that the correlation 
between growth rates and import-substitution coefficients by industrial sub

sector is not significantly nonzero. 14 

From a shorter-run viewpoint the question arises of the extent to which 
changes in industrial composition have been phase associated. Table 10.1 pro
vides some data pertinent to this question: 1957 and 1967 were in Phase III 
periods and 1962 was in a more restrictive Phase 11 regime. Industries that 
were relatively flourishing under liberalization, therefore, might be expected 
to have had a larger share of manufacturing value added in 1957 and 1967 
than in 1962. However, the breakdown obtained by classifying sectors on this 
basis does not suggest any interesting patterns. 

The mean growth rates over phases also provides information about 
medium-run compositional changes (columns 3-6 in Table 10.2). Among the 
11 manufacturing subsectors included in the table, mean growth rates for the 
more liberal phases exceed those for the more restrictive phases by at least 5 
per cent in five cases (in order) -paper products and printing, chemicals, non
metallic minerals, beverages, and leather and rubber products (columns 4 plus 
5 less the sum of columns 3 and 6). The opposite is true for two subsectors
tobacco and metal products. These patterns suggest, first, that mean growth 
rates for industrial subsectors were higher in the more liberal years 1956-61 
than in the Phase II periods immediately preceding and following. This oc
curred even though all but four subsectors experienced relatively low rates of 
growth during the 1956-58 Ibafiez-Klein-Saks attempt at stabilization plus 
liberalization. For the first year of the three liberalization attempts, moreover, a 
comparison of columns 7 and 2 indicates that the average growth rates ex
ceeded the secular trend for all but three of the industrial subsectors (food, 
furniture and wood products, and chemicals). The frequent charge that lib

eralization implied widespread slowdowns in the manufacturing sector, thus, 
is not supported by these data. 
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TABLE 10.3
 
Chilean Import-Substitution Coefficients, by Manufacturing Subsectors, 1914-64
 

1914-15, 

Subsectors 1927 


Food, beverages, and tobacco 0.388 
(0.029) 


Textiles ) (0.482) 
0.333 

Clothingand footwear (0.145) 

Wood products 1.314 
(0.109)

Paper and publishing -0.235 
(0.271)

Leather and rubber products -0.715 
(0.356) 

Chemicals 1.636 
(0.388)

Nonmetallic minerals 0.817 
(0.192) 

Metal products 0.470 
(0.585) 

Total 0.431 
(0.194) 

1927, 

1937-38 


0.455 
(0.025) 


0.788 
(0.396)
2.261 

(0.106) 
0.043 

(0.092)

0.385 

(0.221) 
0.869 

(0.288) 
0.644 

(0.348)

0.955 
(0.145) 

0.907 

(0.522) 
0.730 

(0.171) 

1937-38, 1952-53, 1914-15,
 
1952-53 1963-64 1963-64
 

-0.145 -0.017 0.154 
(0.030) (0.035) (0.051)
 

0.570 0.120 (0.586) 
(0.362) (0.270) 0.623 

0.105 0.540 (0.188) 

(0.089) (0.067)
 
0.101 -0.038 0.336 

(0.094) (0.082) (0.176)
-0.168 0.327 0.328 
(0.215) (0.169) (0.393)
-0.521 0.714 0.116 
(0.259) (0.197) (0.462) 

0.248 0.330 0.885 
(0.341) (0.302) (0.550)

0.269 0.077 0.821 
(0.134) (0.082) (0.251)
 
0.529 0.216 0.774 

(0.493) (0.360) (0.753) 
0.150 0.145 0.410 

(0.184) (0.153) (0.297) 

SOURCE: Mufioz [1968:82]. The import-substitution coefficient is defined as (uo - u1) 
Zi/(X, - Xo), where u is the ratio of imports to total supply, Z is total supply, X is the 
gross internal product, and the subscripts refer to the endpoints of the period in question.
The values in parentheses are the "normal" values based on Chenery [1960]. 

Second, the subsectors with higher growth rates in the more liberal phase 
relative to less liberal ones tended to be more modern and oriented more 
toward production of intermediate goods. The long-protected consumer
oriented subsectors tended to perform relatively less well under liberalization. 
These patterns point to the failure of many "infant" industries in the latter 
group to gain sufficient maturity to compete successfully in the world market. 
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RESOURCE10.21 RELATIONS BETWEEN 
,:ALLOCATION 	 AND PRICE RATIOS OF
 

FINAL TO INTERMEDIATE PRODUCT
 

Fn the past decade there has been considerable debate over the extent to which 

PRs and related price ratios of final to intermediate product might indicate 

ncentives for resource allocation (see Appendix B for references to this litera

;ure). By the early 1970s it had been established that these measures did not 

provide theoretically reliable indicators under a wide set of apparently reason

ible assumptions. Nevertheless, the question remains whether or not such 

measures have actually been associated with resource movements. 
Evidence bearing on this question is presented below. For the most part, 

it requires strong ceteris paribus assumptions. Taken together, it lends very 

little empirical support for the relations sometimes hypothesized between price

related measures of the ratio of final to intermediate product (such as EPRs) 

and resource allocation.', In part, this reflects the impact of a number of other 

important factors that simultaneously interact within the economic system. In 

addition, it may reflect the effect of frequent and often bizarre changes in the 

EPRs resulting from the widespread use of quantitative restrictions. 10 

i. Compositional changes in manufacturing value added do not appear to 

have been associated with subsectoral EPR levels or changes. 

ii. Hachette [1966] provides data for 1959-61 from which the average 

change in customs barriers and the standard deviation in the annual values of 

those changes can be calculated. However, neither of these variables was found 

to be significantly correlated with industrial subsectoral growth over the same 

period. 
iii. Sectoral 1TRs for 1967 and changes in ITRs between 1957 and 1967 

are significantly correlated with the increase in value added between 1957 and 

1967 (Tables A.5 and A.6). Changes in ITRs also are significantly correlated 

with additions to capacity in terms of horsepower in the same decade. Neither 

the levels nor the changes in EPRs, however, are significantly correlated with 

any index of relative growth in output or in resource allocation. 
model of Chapter 2, it is possible toiv. Using the general-equilibrium 

explore the effect on sectoral resource allocation when price ratios of final to 

intermediate product vary (lines 3.1.1-3.1.3 in Table A. 11). Changes in re

source allocation are indicated by changes in the allocation of the labor force 

(lines 3.2.1-3.2.3), capital stock (lines 3.3.1-3.3.3), production capacity 

(lines 	3.4.1-3.4.3), and GDP (lines 3.5.1-3.5.4). Examination of the simula
cases relativetion results leads to a striking finding: in a large number of 

changes in the price ratios of final to intermediate product are in different direc

tions than short-run or longer-run movements, or both, in resource allocation 
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(e.g. simulations 1.1, 1.2, 2.1.1, 2.1i31 2.2, and 2.3.1 )1.Upon reflection, of 
course, such a result should not seem surprising, since many determinants be
sides relative prices enter into capacity-utilization and capacity-creation deci
sions. (see subsections 9.2.2, 9.2.3, and 12.2.3.1). 

10.3 	 COSTS OF ATTEMPTS TO ALTER
 
RESOURCE ALLOCATION THROUGH
 
DIFFERENTIAL INCENTIVES 
 CREATED
 
BY THE INTERNATIONAL ECONOMIC
 
REGIMES 

The implication of the previous section is not that foreign-sector regimes have 
not affected resource allocation but only that EPRs and related measures do 
not provide very good indications of the direction of such effects. 

The general-equilibrium model of Chapter 2, in fact, suggests that foreign
sector policies have had substantial impact on resource allocation among sec
tors. In the short and medium run, for example, higher quantitative restrictions 
result in shifts primarily into industry, secondarily into agriculture, and away
from mining and services (lines 3.4.1-3.4.3 and 3.5.1-3.5.4 for simulation 
2.3.1 in Table A. 11 ). Below-equilibrium NERs, sinilarly, cause shifts pri
marily into.industry, but also into agriculture relative to mining (simulation 
2.1.3). 

The costs of such shifts, of course, include the extent to which their oc
currence reduced the degree of attainment of all other objectives. Without a
social welfare function such trade-offs cannot be evaluated. Evaluation of costs 
normally focuses, therefore, on the amount of forgone output. Output appar
ently was lost by the shift in resources from mining to industry.17 Under the 
strong assumption that wages have been proportional to marginal product, for
example, the mean marginal product in mining averaged over 20 per cent 
above that for industry in the quarter century from 1945 to 1969. Within in
dustries, moreover, the range of DRCs shown in Table 5.3 suggests that the
international economic regimes caused some shifts into inefficient production.' 8 

Balassa [1971:82] calculates the over-all static cost of Chilean protection
to have been 1.4 per cent of national income on'the basis of Jeanneret's 1961 
EPR estimates (EPRI in Table 5.3); He also estimates that the total net cost 
of protection in that year was a substantially larger 6.2 per cent. To obtain this 
figure he adds to the static effect 9.6 per coat for dynamic cost and 0.6 per cent
for the consumption effect.1"' These are partially offset by additions of -3.5 
per cent for a terms-of-trade effect and -1.9 per cent for the cost of increased 
exports under free trade. 

To most neoclassical economists these costs--especially the static ones 

http:industry.17
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alone-would be regarded as surprisingly small, given the degree of distortion 
indicated in Table 5.3, if it were not for a number of other similar estimates 
made over the past fifteen years. Furthermore, on the basis of conservative 
estimates in Behrman [1973b], the mean forgone output in underutilized ca
pacity due primarily to domestic policies has been greater-even if Balassa's 
dynamic costs are included. Some significant output gains thus may be possible 
from a more liberalized trade policy. But improvements in other policies
such as anticyclical ones-may have higher benefits. The potential gains in 
output from resource allocation due to changes in the international economic 
regime should not be exaggerated. 20 

NOTES 

1. The extent to which manufacturing has been favored relative to agriculture is one 
Important exception (see subsection 5.1.2). 

2. For 1940-65 the secular growth rate for real agricultural GDP was 0.02 as 
compared to 0.038 for total real GDP (Table A.2).

3. For some countries increased imports of basic foodstuffs would be suggested by 
comparative-advantage considerations. A large number of agricultural economists, how
ever, have agreed that Chile has a comparative advantage in the production of many 
basic foodstuffs (for example, see Schultz [1968]). 

4. During the third attempt (1965-70) it decreased slightly, but this may be part 
of the secular trend and not a fluctuation due to a change in the foreign-sector regime. 
In general, the increases occurred despite the first-year drops in the PLD-EER(PI)s for 
agriculture relative to industry, that are described in section 5.2, above. For the 1956-58 
liberalization, Crosson [1970] explains that the price ratio of agricultural output to input 
rose even though the price ratio of agriculture to total manufacturing fell. Therefore, 
there were price incentives for expanding agricultural production. 

5.For 1940-65 the secular growth rate for mining was 0.018 as compared with 
0.038 for total real GDP (Table A.2). 

6. See the discussion of the impact of the Nuevo Trato in subsection 7.1.2.3. 
7. The estimates in Table A.2 suggest that for the entire 1940-65 period the mean 

exponential growth rate for real industrial GDP has been the same as for total product 
-0.038. 

8. Domestic policies also at times played important roles in the structure of incen
tives for import substitution. For example, the shift from production to sales taxes, en
acted in Law 11575 of August 14, 1954, implied an increase in EPRs because the 
production tax had been basically on goods produced by domestic industries. 

9. The Instituto de Economfa [1963:2, 9] suggests that during World War II sub
stantial Import substitution occurred because of shortages of imported supplies. A finding 
that considerable import substitution may have occurred then and in the subsequent 
subphases in an absolute sense would not be inconsistent with the relative estimates of 
Mufioz, given that the rate of growth of industrial product was two to three times as 
high in the three subphases after 1940 as in 1931-39 (line 5.2 in Table A.1). 

10. For these reasons Mamalakis [1971:214-217, 370-371] also has serious doubts 
about the structuralists' characterization of Chilean industrialization as being relatively 
successful. 
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11. Table A.2 provides further support for this characterization. The only significantly positive deviation from the exponential growth rate for industrial GDP in 1940-65is for the 1940-55 Phase II period, and the only significantly negative ono is for the1959-61 Phase IV years.
12. The mean share of services is given by 1.0 minus the sum of lines 3.1.1.1-3.1.1.3

in Table A.1.13. Only in the regression of the ratio of the size of government to industrial production is a significantly nonzero coefficient of the Ffrench.Davis QR index obtained.The significantly nonzero deviations from the exponential growth ratesin Table A.2 also for GDPare ambiguous. Construction had a negative deviation for the Phase11 1940-55 period. Services had a negative deviation for the 1956-1958 liberalization.Government had a positive deviation for the 1940-55 Phase II years, but a negativ- onefor the 1962-64 Phase II period.14. In fact if the coefficient of determination between these two series is correctedfor degrees of freedom, it becomes negative.15. Taylor and Black [1973] also find that EPR measures often are poor indicatorsof the magnitude and sometimes of the sign of resource shifts among Chilean subsectorsowing to reductions in import taxes.16. In the real world, not only does domestic policy keep changing, but it takestime for adjustments to these changes to work themselves out.17. Restriction of mining output might have been an optimal strategy had Chilebeen able to exploit her limited market power in copper without retaliation. Until thelate 1960s, however, she was not able to do so because of the foreign locus of decision
making in large-scale mining.18. An extreme case of inefficiency due to the international economic regimethe restriction of the automobile industry was 

to Arica in northernregime for that Chile by the specialarea. Johnson [19671 describes the state of this industry as of 1965. Henotes the considerable problems of seasonality due to the difficulties of obtaining bothdomestic and foreign imputs as well as the pressure to produce before the end of each
calendar year so that the annually increasing national-component requirements could be
met. He estimates that the trade-off between local resources used and the dollars saved
was as high as 4 to I at the official NER or 2.4 to I at the black-market NER (although
he suggests that the elimination of extraordinary rents might lower these estimates
somewhat).

19. The relatively large dynamic effect is based on the assumption that those industries which continued after a switch to free tradewhich declined would do so with production coststo competitive levels. This dynamic effect, however, does notsome important possible includebenefits of openness, such as greater exposure to technicalprogress and innovation. Thus, it may understate the true benefits of liberalization. Formore details concerning this and other calculations see Balassa [1971:80-821.20. In Chapter 12 1 return to the question of the beneficial effects of liberalization 
on economic growth. 



The Distributionof Control
 
over Income and Resources
 

In the past decade, there has been a general resurgence of interest in the impact 
of policies in developing nations on the distribution of control over income and 
resources. In Chile, too, there has been a rising interest in distributional ques
tions, although in that country such issues have not been far from center stage 
fr'some time.' 

The primary focus in those discussions has been on the distribution of 
income by classes or by factors. A number of other dimensions of the distribu
tion of control over income and resources, however, also have been important: 
private versus public shares in output, domestic versus international shares, the 
distribution among sectors, regional concerns, and the interests of the present 
generation versus those of future generations. 

In this chapter the impact of the international economic regime on some 
of those dimensions will be explored.2 The focus is on three questions: (i) 
What have been the distributional objectives? (ii) What have been the effects 
of foreign-sector policy on distribution? (iii) Were there alternative means of 
achieving the same objectives at lower cost? 

In most of these dimensions generalizations about the objectives are very 
difficult. Various governments at various times and different groups in society 
at particular times have not agreed on distributional priorities. More often than 
not recent governments have tended to state as their preferences decentraliza
tion and redistribution in favor of lower-income classes and labor, the public 
sector, manufacturing, and future generations. Only in the domestic-foreign 
dimension, however, has there been widespread agreement. In that case the 

.254 
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Iconsensus has been growing for some time that a reduction of foreign control 
is desirable. 

The distributional consequences of the international economic regimes
have been manifold and sometimes contradictory. For example, consider the 
impact on the labor share. Overvaluation has led to higher real wages and 
higher employment in the short run. Even in the short run, however, more 
intensive quantitative restrictions have led to lower real wages, especially be
cause of the considerable protection given to some important mass-consumption 
subsectors. In the longer run, moreover, the international economic policies 
have created inducements for substitution of capital for labor. In some sectors 
the negative effects on the demand for labor have been considerable. Protective 
barriers, furthermore, have precluded competition from the world market and, 
thus, competitive pressures for greater efficiency and productivity. 

Consideration of the labor share also provides illustrations of some trade
offs which are pervasive in considerations of distributional questions. One 
quandary is provided by the difference between short-run and long-run results. 
Keeping food prices low, for example, increases real labor income in the short 
run, but discourages agricultural production in the long run. More generally, 
devaluation and liberalization might create more jobs in the long run, but tend 
to cause immediate unemployment. 

Trade-offs among the distributional objectives also are important. Pro
tection has resulted in redistribution toward industry, for example, as has been 
widely desired. The high protection for some of the traditional consumption
oriented subsectors, however, has lessened real wages of labor because of the 
effects on prices of consumer goods used by wage earners. 

Finally, the distributional consequences of the international economic 
regime are often very hard to reverse becaue of the establishment of strong 
vested interests. In the Chilean case the prime example is provided by the 
traditional consumer-goods subsectors. These industries have received pro
tection at least since the 1897 tariff law. To lower the implicit subsidies they
receive because of the foreign-sector regime would be very difficult, however, 
because of the strong political forces which have grown up as a result of that 
protection. 

Neoclassical analysis can almost always devise more efficient ways than 
QRs to redistribute control over income and over resources. Sometimes the 
neoclassical prescriptions suffer, however, from unrealistic assumptions about 
the ease of tax-transfer mechanisms. Nevertheless, the greater use of price
related mechanisms would make it possible to pursue distributional objectives
with fewer distortions in inducements. The use of explicit subsidies instead of 
implicit ones, furthermore, would make the nature of the resources transfer 
clearer and thus subject to more conscious examination through the political 
process. 
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'11.1" DISTRIBUTION BY INCOME CLASS 

those under presidents Frei and
Recent Chilean governments, especially 
Allende, have had as one proclaimed important objective the reduction of dis

the inter
parities in the distribution of income. This objective has shaped 

national economic regime in a number of respects. For example, Chilean 

governments often have been reluctant to devalue the currency in part because 

of perceived regressive income-distributional effects of that action.3 

Chilean society, however, has not been monolithic in its objectives. A 

number of competing groups have attempted to maintain or extend their shares 

of income. In reference to foreign-sector policy, the narrow interests of some 
diffuse interests of the general

of these groups have prevailed over the more 

public and of consumers. The existence of these and other strong pressure 
even groups has limited the success of redistributional measures under the 

most progressive governments. 4 Under governments with a lower priority for 

or none, the influence of these special-interest groups has
redistribution 

dominated.
 

The nature of past international economic regimes, moreover, has sig
of these groups. To be

nificantly strengthened the relative position of some 
of re

more explicit, the maintenance of high industrial protection by means 

strictive regimes has encouraged the development of strong vested interests 

among the factor owners in the more protected industries, the importers who 

receive the import premiums, and the bureaucrats who run the system. 

Redistributional efforts have involved many policies other than those in 

the foreign sector. Minimum wages, price ceilings, human-capital investments, 

agrarian reform, and changing control and ownership in industrial and service 

sectors all have been utilized. However, foreign-sector policies also have had 

evidence is somewhat fragmentary, but
considerable effects," The available 
does permit some analysis of these effects on one of the special-interest groups ' 

and on the factoral division of income. 

11.1.1 Import Premiums andDistribution. 

An important special-interest group comprises the importers themselves. 

The mean import premium rate for 1946-70 was 0.77 (column 4 in Table 

5.1). Although at times import licenses have been allocated directly to pro

ducers, generally traders have been the recipients. Therefore, traders also have 

received substantial income increments due to the restrictive regimes. 

The relative magnitude of the import premiums has varied inversely with 

the degree of liberalization and the degree of overvaluation. As is noted in 

subsection 5.1.1, the correlation coefficient between the import premium rate 
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and' the'PLD-EER was -0.46 for the quarter-century after the Second World 
,War. Movements in the imported component relative to other components in 
.price indices also are suggestive in this regard. In 1956, for example, the im
ported component decreased relatively substantially despite a devaluation of
about 25 per cent which accompanied the initiation of the Alessandri effort at 
stabilization plus liberalization. The Instituto de Economfa [1963:25] claims 
thatthis fall primarily reflected the reduction of oligQpolistic returns to the 
previously more limited number of importers.

Even without devaluation, of course, the government could mop up the
import premiums going to traders without affecting production substantially by
utilizing exchange auctions or increasing import taxes. This probably would be
desirable given apparent Chilean objectives. 7 An alternative possibility, which
the Allende government explored, was to replace private traders by govern
ment trading companies. Such a tactic clearly decreased the import premiums
going to private traders. It also expanded substantially another interest group,
namely, the government bureaucracy. Available data do not permit rigorous
analysis of the efficiency of this alternative operation. 

11.1.2 Real Wages and the International Economic Regime 
More information is available about the impact of the international eco

nomic regimes on the factoral shares of real income. The mean shares of labor 
in GDP for phases and subphases since 1940 do not have a strong phase
association (line 4.2 in Table A.1).11 The largest decline was recorded in the 
Phase IV period of 1957-61, but the only other fall was for Phase II of 1952
55.9 Otherwise, an upward secular trend dominated. The same secular trend
also predominated in the average real wage-again with little indication of 
phase-associated fluctuations (line 4.1 in Table A. 1).

Despite the foregoing suggestions of very limited phase associations, other
data reveal that the foreign-sector regime has had substantial impact on real 
wages and employment.' 0 Four types of empirical approach are used here to
explore the relation of real wages to the international economic regime. 1 

i. Cross-sectional data is used to determine whether there are significant
associations between the variance in protection across subsectors and wages.
Tables A.5 and A.6 contain all the significantly nonzero correlation coefficients 
among levels and rates of change of ITRs and EPRs and levels and rates of
change of wages and wage shares. Significantly negative correlations are found 
between both ITRs and EPRs and both wages and wage shares. The changes
in wages and wage shares between 1957 and 1967 are significantly positively
correlated with ITRs and with the change both in ITRs and in EPRs between
1961 and 1967. The nominal and effe,'tive structures of protection created by
the international economic regimes, thus, were associated with low but rela
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tively rapidly increasing wages. These increases, moreover, were associated 
positively with the changes in protection. 

Cross-sectional evidence also sheds some light on the impact of foreign
sector regimes on consumption-goods prices wage earners have had to face. 
As is mentioned several times above, the government has often tried to lessen 
price increases for certain mass-consumption items by instituting favorable 
import provisions. The ITRs in Table 5.3 suggest that it succeeded in keeping 
the relative price increases due to trade barriers fairly small for the most im
portant single mass-consumption category, food products. 12 At least in 1961, 
however, such barriers were quite high for some other important mass
consumption sectors, especially footwear and clothing, textiles, and beverages. 
Unless the level of aggregation is obscuring the impact, therefore, it must be 
concluded that this attempt by the government was not completely successful. 

ii. Time series for subsectoral PLD-EER(PI)s in Table A.8 provide fur
ther information about the success of the government in using the foreign
sector regime to keep mass-consumption items relatively cheap. Food products 
did have a low mean PLD-EER(PI) in comparison to other mass-consumption 
items such as beverages, textiles, and footwear. However, the mean for food 
products was above that for at least eight other manufacturing subsectors, to 
say nothing of agriculture and mining. Moreover, discriminatory policies favor
ing cheap food imports presumably would have caused the PLD-EER(PI) for 
food products to become relatively low in more restrictive periods, but it did 
not. Subject again to the caveat about aggregation, this evidence reinforces the 
doubts raised in the previous paragraph about the success of the government 
in its attempt to keep mass-consumption items cheap through discriminatory 
trade policies. 

iii. Partil-equilibrium time-series regression analyses of the determinants 
of the rates of change of sectoral wages are presented in Behrman [1971 and 
1974]. The only significant direct impact of the international economic regime 
is through the price-expectational effect of changes in NERs, Estimates in 
Behrman [1974] of the determinants of the rate of change of the consumer 
deflator indicate a much stronger reaction to foreign-sector changes, including 
variations in NERs. The net direct result of devaluation, thus, would be a de
cline in real wages. 

iv. The general-equilibrium model of Chapter 2 provides further insight 
about the impact of changes in foreign-sector policies on real wages. For the 
reasons suggested in the previous paragraph, the impact elasticity of real wages 
with r'spect to the NER is negative, amounting to -0.4 (line 4.1.1 for simu
lation 2.1.1 in Table A. 11). Thus, this result supports the reluctance to devalue 
because of the perceived negative effects on real wages and on total labor in
come.18 Because wages also adjust more slowly than product prices to changes 
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inquiantitative restrictions, however, the elasticity of real wages with respect tosuch restrictions also is inverse and rather sizable: -1.1 (simulation 2.3.1).14Liberalization at the same time as devaluation, therefore, would tend tooffsetthe negative consequences for real wages of the latter.15 

11.3 Employment and the International Economic Regime.-
The above approaches also provide insight into the impact of the international economic regime on the other component of real labor income

employment:
i. Cross-sectional data are used to determine whether there are significantassociations between the variance in protection across subsectors and factorto-factor or factor-to-output ratios (Tables A.5 and A.6). Protection waspositively correlated with the capital-labor ratio (EPR3) and growth in horsepower capacity between 1957 and 1967 (ITR2). The same associations holdfor changes in protection between 1957 and 1967. These results suggest thatthe structure of protection may have encouraged the use of capital-intensivetechnolog; despite the abundance of labor. If so, the international economicregimes may have added significantly to unemployment problems.ii. Time series for PLD-EER(PI)s provide supporting information. Themean PLD-EER(PI) ratio of investment goods to consumer goods for thequarter-century following the Second World War was 0.64 (column 4 in Table5.2). Foreign-sector policy thus encouraged the use of capital-intensive technologies by keeping the price of foreign capital goods relatively low. Mamalakis[1971:565-587] reports, moreover, that CORFO loan procedures further reduced the cost of capital."' Loans to enterprises made in domestic currency
but backed by hard currency were repaid in domestic currency at less than their
original value because of negative real interest rates.' 7 The effect of suchCORFO policies on employment is illustrated by the decrease in the relativeshare of the labor force after 1945 in the most rapidly growing industrial subsector, basic metals, because of the capital-intensive nature of the CORFO

financed CAP operations.
iii. The partial-equilibrium time-series analysis in Behrman [1972a]further corroborates this conclusion. The estimated sectoral elasticities of substitution between capital and labor generally are significantly nonzero. Thetechnical possibility of substituting subsidized capital for labor therefore existed.These estimates of the elasticity of substitution make it possible to illustrate the employment impact of some specific foreign-sector policies. Labordemand in large-scale mining, for example, was moi'e affected by the international economic regime than demand in any other sector. Large-scale miningenterprises could purchase imported capital equipment directly with the foreign

http:latter.15
http:2.3.1).14
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exchange proceeds earned by their exports. They paid much of their domestic 

labor, however, in domestic currency which had to be purchased at an often 

quite disadvantageous NER (see section 3.2 and column 1 in Table 3.2).8 
The employment impact of this discriminatory exchange-rate policy can 

be seen under the following assumptions: the production function for large

scale mining is a CES type with an elasticity of substitution of 0.51 as esti

mated for all of mining in Behrman [1972a], output and prices are given, and 

tendencies for labor demands to adjust to marginal productivities prevail in the 

long run. Relation 11.1 then gives the ratio of labor that would have been 

employed in large-scale mining in long-run equilibrium (L') at different labor 

prices (PL') to those actually employed in long-run equilibrium (L) at actual 
prices (PL ). 

L'/L = (PL/PL')0 1 (11.1) 

implicit estimate for PL/PL' of 2.03. ThisReynolds [1965:284] gives an 
value, together with the above assumptions, implies that the long-run demand 
for labor in large-scale mining would have been 44 per cent larger had exchange
rate discrimination not affected the dollar cost of labor. If PL/PL' is assumed 

to have been the ratio of the bank spot NER to the special NER in 1954 (al

though the former clearly was undervalued) and other assumptions are main
tained as before, the long-run equilibrium labor demand in large-scale mining 
would have been 590 per cent larger! With the option of increasing output, the 
demand for labor would have been even greater.'0 Such calculations should not 
be taken literally, but they do suggest that the employment effects of the dis
criminatory NER policy may have been quite considerable. 

iv. The general-equilibrium impact of the international economic regime 
on the economywide demand for labor in the short and medium run is given 
in Table A. 11 under the assumption that such demand is highly correlated with 
the capacity-utilization rate. As is discussed in section 9.2 above, devaluation 
and liberalization both have immediate negative impacts on the utilization rate 
variable (line 2.1 for simulations 2.1.1 and 2.3.1). 

This result poses a trade-off between the longer-run employment gains 
discussed above and the short-run loss. Policies to moderate this trade-off by 
facilitating labor mobility, by increasing aggregate demand, and by gradually 
reducing protection in the weaker subsectors may be necessary for a successful 
liberalization program. On the other hand, moderate policies may not work 
because they may encourage the maintenance of expectations of a return to 
the previous situation. 
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11.2 	 PRIVATE VERSUS GOVERNMENT
 
-'. CONTROL OVER OUTPUT
 

The objective of the government with regard to the division between private
andgovernment control over output has fluctuated over the years. Some govern
ments-for example, Alessandri's in 1958-64--have favored a larger role for 
the;private sector because of a belief in the greater efficiency of the private 
sector and because of a desire to protect or to promote certain private interest 
groups. Other governments-for example, Allende's in 1970-73-have seen a 
need to expand substantially the government's role in order to make necessary
reforms and to restructure society despite the opposition of strong vested in
terests. Even though the governments themselves have maintained a range of 
positions on this spectrum, moreover, a large portion of the government bu
reaucracy always has found the expansion of government activity to be in its 
own self-interest. 

The desirability of relative expansion of government control over re
sources thus has been a matter of dispute among various groups in Chilean 
society and among different administrations. Most of the assertions that are 
made pro and con arc very difficult to test. To attempt to do so, moreover, 
would be beyond the scope of the present study. However, some indication of 
the relationship between the type of international regime and the relative role 
of the government can be made. 

More restrictive regimes have shifted resources to the government in at 
least two important ways: 20oFirst, government imports have been given high
priority at substantially overvalued EERs (subsection 4.1.7). In 1971, for 
example, the government share of imports increased to 45 per cent mainly be
cause government imports were exempted from the 10,000 per cent prior
import deposit requirement introduced in May of that year. Second, the gov
ernment netted substantial revenues from its operation of the multiple exchange
rate system because of the large differential (especially before the Nuevo Trato 
of 1955) between the escudo price it paid to large-scale mining enterprises for 
dollars and the price at which it sold such dollars (compare columns I and 13 
in Table 3.2). 

On the other hand, greater restrictiveness has also worked in the opposite
direction: First, it reduced the quantity of foreign trade, a relatively convenient 
source of tax revenue (see sections 6.2 and 7.2). Partly as a result of this de
cline, tax revenues related to foreign trade as a proportion of total taxes have 
dropped secularly from a mean of 0.83 in 1908-2721 to a of 0.18 inmean 
1965-70 (line 1.2.6.6 in Table A.1). 2 2 Second, at times it lowered the effec
tive average import tax rates since restrictions usually were applied more 
stringently to commodities with higher legal tax rates. . The intensity of re
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strictions also has had some relation to the availability of loans to the govern

ment from foreign sources (see Chapter 8). 
Partially as a result of these counterbalancing effects, the share of the 

government in GNP, savings, and investment does not indicate any strong 

phase association (see lines 3.1.2.3 and 3.3.1-3.3.4 in Table A.1). 24 Within 

the framework of the general-equilibrium model of Chapter 2, however, the 

net consequences can be identified: 25 devaluation leads to an immediate drop 
the reduced from imports offset increasedin government revenues as taxes 

revenues from large-scale mining (lines 4.A.1, 4.4.1.1, and 4.4.1.2, for simula

tion 2.1.1 in Table A. 1). Reductions in quantitative restrictions, however, 

have the opposite effect (simulation 2.3.1). Tax revenues increase because of 
large increments from imports and large-scale mining. Government consump

tion also increases. Devaluation apparently has a negative effect on government 

revenues because of inflationary pressures, but an appropriate degree of lib

eralization could offset this effect. 

11.3 DOMESTIC VERSUS FOREIGN SHARES 

Before the Great Depression, net outflows to the foreign owners of Chile's 

nitrates were quite substantial (see section 1.2). Since then, the division between 

domestic and foreign income has been determined primarily by the govern

ment's treatment of large-scale copper mining. 
Policies toward large-scale copper mining are discussed in some detail in 

sections 4.2.1 and 7.2. Their dominant feature has been a strong secular trend 

toward increased Chilean control, which culminated in the nationalizations of 

1971. Superimposed on this trend were some fluctuations associated with the 

extent of liberalization. The more restrictive regimes usually tended to increase 

the Chilean share relative to the foreign share of returns from mining. How

ever, at times, they did so at the expense of the absolute magnitude of the 

Chilean share (subsection 7.1.2.3). 
One important component of the division between domestic and foreign 

factor shares is the size of net factor payments from abroad. The effect of de

valuation and liberalization on this flow can be examined within the framework 

of the general-equilibrium model of Chapter 2. The first-year elasticity of net 

factor income from abroad with respect to all NERs is -1.8 and that with 

respect to quantitative restrictions is -4.0 (line 4.2.1 for simulations 2.1.1 and 

2.3.1 in Table A. 11).20 Devaluation, then, would increase foreign income be

cause there would be higher exports from large-scale mining and reduced unit 

dollar costs for domestic factors utilized in mining. This increase in foreign 
income, however, does not imply a reduction in Chilean control of foreign 
resources. To the contrary, the surplus on current account and international 
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reserves, both rise (lines 1.3.1 and 1.3.3). Although maintenance of overvaluedNERs would reduce factor payments to foreigners, therefore, it would be atthe expense of Chilean control of foreign resources. 
- Liberalization, too, would increase factor payments abroad because ofthe expansion of exports (Table A. 11, line 1.1) .27 But imports would increaseeven more than exports; so in this case Chilean control of foreign exchangewould fall (Table A.11, lines 1.2, 1.3.1, and 1.3.2). If sufficient devaluationaccompanied the liberalization, of course, this negative feature could be offset.Another important " -tor in the division between domestic and foreignshares is the size of capital movements. Increased quantitative restrictions discourage net inflows, but they also restrict outflows. The net effect is not a prioriobvious (for detailed discussion of these moveme.its, see section 8.2). Positiveassociations of these movements with the degree of liberalization do seem tohave prevailed for direct investment and private short-term capital movements.For other components, however, there is no evidence of such a correlation; 

11.4 SECTORAL AND REGIONAL 
DISTRIBUTION OF INCOME AND
 
RESOURCES
 

Mamalakis [1965,1971b) has characterized the distributional conflict in Chileas having been essentially one of "sectoral clashes." He portrays a process inwhich the manufacturing sector gained the upper hand in terms of policy formation in the 1930s at the expense of agriculture and mining.Whether or not one agrees with Mamalakis's emphasis on the importanceof conflicts between sectors, there is no doubt but that foreign-sector policyhas had significant implications for sectoral shares. The effect of the more restrictive regimes has been to shift income and resources toward government,manufacturing, and services (see Chapter 10). In manufacturing, at least untilvery recently, foreign-sector policy has favored the same traditional subsectorsfor which in many cases explicit protection dates back to the 1897 tariff.A pertinent question I wish to raise at this point is the extent to which patterns of protection reflect the degree of political power. One index of relativepolitical power of the various subsectors is the degree of industrial concentration. The greater the concentration, the greater is at least the potential for organized political pressure from a subsector. Tables A.5 and A.6 contain allsignificantly nonzero correlation coefficients between the degree of concentration in 1957 (the only year for which the data are readily available) and levelsand rates of change of ITRs and EPRs.
ITRs for 1967 and the change in ITRs between 1961 and 1967 are positively correlated with the degree of concentration. Under the above assumption 
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and,-subject to the usual ceteris paribus qualifications, thus, these correlations 

support the hypothesis that levels and changes in product protection reflected 

the degree of political clout. Because of such political power, moreover,: reduc

ing protection in certain subsectors is very difficult. Some long-protected infants 

may never grow up, but they may maintain enough political power to induce 

the general public to continue to transfer resources to them behind trade bar

fits a number of Chilean manufacturing sub
riers. Such a characterization 
sectors all too well. 

In the Chilean case, questions of regional distribution are tied quite closely 

to sectoral ones. Increased quantitative restrictions generally have caused 

shifts from the north (mining) and south (agriculture) to the center (manu

facturing, commerce, and government). Most government revenues have been 

spent in the center, most imports are made to the center, and most expenses of 

operating the regime have been incurred in the center. The attempts to offset 

these movements, such as the operation of special regimes for the extreme ends 

of the country (subsection 4.1.5.1 ), have only partially balanced the flows to 

the, center induced by the other aspects of foreign-sector policy. 

NOTES 

sensiti-,e to distributional questions than citizens moreI1. Chileans may have been 
in Table A.1). Withof many other countries because of the high inflation rates (line 2.1 
more potential for 

product and factor prices changing so much there has been much 

relative-price changes than in most countries. Under such conditions the income distribu
it has been privately useful

tion might change substantially quite quickly. Therefore, 

for numerous interest groups to devote considerable resources to defending their share 

of income. The private returns from such activities have been quite high in comparison 

returns from increasing real productivity.to the 
2. 	 Since some of these subjects are discussed fully in other parts of this book, they 

a limited way (e.g., sectoral distributions, which are explored
are covered here in only 
in Chapter 10) or not at all (e.g., the generational trade-off, which is taken up in 

Chapter 12). 
3. The sliding-peg NER policy of 1965-70 was one exception to this situation. Even 

in that period, however, the PLD-NER and PLD-EER declined (see column 13 in Table 

3.2 and column I in Table 5.1 ). 
between the accomplishment of redistributional4. 	The existence of trade-otrs 

success in the attain
objectives and other objectives of the government also has limited 


ment of redistributional goals.
 
redistributional5. The government has seemed to be conscious of some of the 

implications of foreign-sector policies, but not of others. An example of the latter is the 

only fiscal bonds for p-ior import deposits in 1962-64 (see subsection
decision to use 

was 

high scarcity rents for the relatively wealthy bond
4.1.4). The intent of this shift was to limit imports. One regressive result, however, 

owners.to create ver. 
the highly protected 	sectors or sub

6. A ctcond important special-interc.t group, 



THE DISTRIBUTION OF CONTROL OVER INCOME AND RESOURCES 265 

sectors, is briefly considered in section Il.A, below. The bureaucracy to run and cope
with' the exchange-control system is yet another interest group. Some aspects of theimpact of the degree of restrictiveness on government expenditures-in part to supportthis bureaucracy-are taken up in section 11.2. 

7. It clearly would not be desirable from the point of view of the traders. It alsomight not be desirable from a social point of view. If growth were the overwhelminglydominant objective, if a shortage of domestic savings were a critical bottleneck restraining growth, if traders had a higher marginal propensity to save than the government,and if traders did not illegally transfer too much of these savings abroad, for example,this transfer of the import premiums might not be socially desirable.8. If the information were readily available the division of labor into blue-white-collar groups would andbe useful and might reveal differential results since sociallegislation earlier favored the latter group. For the 1940-50 period for which the dataexist, however, Marshall [1957:190-192] reports that changes in income distributionbetween these two groups were not statistically significant.
9. Contrary to the claims of Ffrench-Davis [1971:20], Instituto de Economia [1963:71], and Sierra [1969:51], the mean real wage and mean wage share for the 1956-58attempt at stabilization plus liberalization were at least as high as in the previous subphase. This point is important because these and other commentators have made suchclaims part of their criticism of the Ibafiez-Klein-Saks effort.
10. Only developments since the Great Depression, and primarily since the SecondWorld War, are considered in this section. Information for the years before the GreatDepression is very scanty. However, the expansion of mining production for cxp9rt didprovide a climate conducive to the development (f the first strong Chilean labor movements and did provide new loci of political power which supported the election of ArturoAlessandri in 1920 and the subsequent passage of extensive white-collar labor legislationin 1924. For details see Mamalakis [1971:92-118], Mufioz [1968:197], Pinto [1962:100],

and Reynolds [1965:228-2291.
11. One important point is not discussed below because it is hard to quantify withavailable data. Restrictive systems tended to discriminate against labor because the largeprivate gains which could be attained by obtaining special exemptions from the regimegenerally were not captured by the laboring class. Luxury imports through the specialregional regimes, especially in Arica, example.were one 

Another possibly important point which 
cannot be quantified is that labor productivities and therefore wages may have been lower because of protection from competitive


pressures for efficiency from the international market.
 
12. Agricultural production, however, may have been discouraged by this policy;so there may have been a long-run direct cost in terms of domestic food production

(section 9.2).
13. Hachette [1966] concludes that overvaluation affects the different incomequartiles about identically, but benefits the lower-income groups slightly more. If laborincome is concentrated in the lower-income groups, the present results are consistentwith the direction of relative benefit indicated by Hachette, although the magnitude ofthe benefits indicated by the present results probably is greater.
Some commentators have pointed to the increasing proportion of indirect taxes intotal taxes during liberalization attempts and have concluded that such a shift also wasregressive. For example, Ffrench-Davis [1971:36] and Sierra [1969:89] make such aclaim because of the increase in indirect taxes from 44.4 to 49.1 per cent of the totalduring 1959-61. However, most of this increase occurred in import taxes in such amanner that the burden probably was borne largely by middle- and upper-income classes. 
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14. To the exten, that movements in the consumer deflator overstate movements in 
the prices paid by lab,3rers because of the differential impact of quantitative restrictions 
on Imports which favor wage goods, the elasticities in Table A. II overstate the impact 
on real wages and on the labor share in income. However, it seems unlikely that such 
a consideration would alter substantially the results reported there. 

15. Note that liberalization would raise average real wages, but increase the dis
parity between low agricultural wages and much higher mining and manufacturing wages 
(lines 4.1.1.1-4.1.1.3 for simulation 2.3.1 in Table A.ll).

16. In a neoclassical world with an elasticity of substitution less than 1, a reduction 
in the cost of capital services would increase the labor share in output. This result is not 
certain in the real world of Chile, however, because of adjustment problems, unemployed 
factors, and nonprice determinants of capacity utilization. 

17. The central government provided the necessary subsidies to CORFO. 
18. Some of the more skilled Chilean workers and technicians were paid in dollars 

before 1971. This procedure meant that inducements existed for substituting more skilled 
for less skilled labor, as well as capital for labor. 

The termination of this practice by the Allende government lowered those recipients' 
real incomes substantially because they previously had converted part of their dollars into 
escudos at the favorable black-market NER. Part of the problem in realizing the pro
grammed expansion of large-scale copper mining in the early 1970s, in fact, is reputed 
to have originated in the exodus of Chilean and foreign technicians because of this 
change (see subsections 4.2.1 and 7.1.2.3).

19. With changes of this size, howcver, the adjustment of copper prices and the 
price of labor probably would have somewhat offsetting effects on the demand for labor. 

20. The Chileanization and nationalization of copper; the major export,-.also led to 
a large movement of resources to the government. This ithtion, however, was part of a 
long secular trend and was not particularly phase related (see subsection 4.2.1). 

21. It is emphasized in section 1.2 that government revenue depended on the foreign 
sector before the Great Depression. Total government revenues increased at an annual 
exponential rate of 0.044 between 1844 and 1928 due to expansion of foreign trade and 
despite the reduction of revenues from other sources. 

22. Not all of this drop was due to the discouragement of exports by Chilean 
policy. Part of it reflected a conscious effort to develop domestic sources. Part of it also 
reflected a decline in exports for reasons beyond Chile's control. 

23. The very restrictive 1952-55 subphase is one example. At other times, however, 
this pattern did not always hold (line 1.2.6.9 in Table A.1). 

24. Likewise, the only two significant deviations from the secular growth rate for 
government GDP and for real government direct and financial investment in 1940-65 
do not indicate a clear pattern. They both are for Phase II periods, but are opposite in 
sign (Table A.2). 

25. Within this model, however, the extent of government access to foreign financ
ing is held constant. 

26. Four points about these simulations should be kept in mind: (i) The pre-1967 
share of foreign ownership in large-scale copper mining is assumed. (ii) The estimates 
in Behrman [1974] indicate no direct (or partiil-equilibrium) effect of quantitative 
restrictions on net factor payments from abroad. All the impact is indirect, primarily 
through variables relating to large-scale mining activity and profits. (iii) The elasticities 
are so large because the variable of interest is the difference between two flows (see note 
a to Table A.I I). (iv) Capital movements are held fixed exogenously. 

27, Calculations from data in Moran [1970:383] suggest no phase-associated pattern 
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in mean profit rates (i.e., the ratio of net profits to book value) for the two largest Chilean 
copper mines. 

ChuquicaChu qu icam ataoMine . 1945-55 1956-58 1959-61 1962-64Book value with disputed 1913 claim .115 .120 .101 .104Book value without disputed 1913 claim,, .337 .193 .156-ElTenlente I$0.,
.2tz .6 .28 
 .. 3 

The lack of a phase association is not surprising given the importance of world copperprices in determining profit rates, For the simulation. discussed in the text, world copper
prices are held constant. 



pEconomniGrowth 

In Chile, as elsewhere in the developing world, growth has been a high-priority 
objective. The focus of this chapter, therefore, is on questions such as the fol
lowing: To what extent has growth been associated with the degree of liberali
zation? How has it been affected by devaluation and liberalization? How have 
foreign-sector policies affected each of these factors? 

Exploration of these questions leads to the identification of a number of 
associations between the Chilean international economic regimes and growth 
factors. More restrictive regimes, for example, have tended to lessen growth by 
encouraging inefficient -;hifts of primary factors among subsectors, inducing 
technology too capital-intensive for the Chilean economy with its large num
bers of unskilled workers, reducing domestic savings, increasing marginal 
capital-output ratios, limiting the importation of embodied technology, pro
hibiting the importation of second-hand equipment, discouraging the expansion 
of command oyer foreign resources through increased exports, discriminating 
against the development of linkages, and encouraging plants of less than opti
mal scale. There have been some counterbalancing effects, but they appear to 
have been much smaller in magnitude. No evidence was found, moreover, that 
productivity has increased relatively in the more protected industries. The net 
impact of restrictionism on growth, thus, appears to have been negative. 

At the same time, it is important to emphasize that the absolute size of 
this growth effect has not been very large insofar as a judgment can be made 
based on a statistical analysis of Chilean experience. In part, the smallness of 
the effect reflects the canceling out of opposing responses. In part it may also 
be an effect of basing the analysis on a historical period of disequilibrium in 
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which:expectations that any liberalizing attempt would fail were soon fulfilled.
Under such conditions, adjustments related to growth might be quite slow. Per
haps much larger responses would occur if expectations of a longer-run liberalization could be created. But this is very speculative. And to do so would be 
very difficult given the repeated failures of the past. 

12.1 OVER-ALL GROWTH RATES 

In this section time-series and cross-sectional evidence are brought to bear on
the question of the association between foreign-sector policy and economic
growth. Then the effects of devaluation and liberalization within the structural 
general-equilibrium model are considered. 

12.1.1 Time-Series Evidence. 

The mean growth rates of real GDP per capita for phases and subphases
are given in Table A. I (line 5.1 ). The highest values are for recent phases (6.0
per cent for 1971, 2.5 per cent for 1965-70, and 1.6 per cent for 1962-64)
and the Second World War subphase (2.2 per cent). This pattern suggests a
positive secular trend, with fluctuations depending in part on the state of world
markets. The pre-Great Depression average (1.5 per cent for 1908-27), how
ever, is higher than those of all subsequent phases and subphases except for thefour mentioned above. On the face of it, therefore, the historical record does 
not support the claim of the structuralists that restrictionism leads to higher
growth rates. 

Focusing on the more recent phases reinforces this last point. The Phase
II periods following the Second World War hAd the highest (6.0 per cent for19711) and the lowest (0.9 per cent for 1952-55) mean growth rates in real 
per capita GDP. For the more liberal periods the mean values have been in
between: 1.4 per cent for 1956-58, 1.2 per cent for 1959-61, and 2.5 per cent
for 1965-70.2 The increase in the mean growth rate for 1956-58 to the highest
level between the Second World War and 1962-64 is of particular interest because one of the major criticisms of the structuralist school has been that the
Ibafiez-Klein-Saks stabilization efforts caused stagnation.3 Therefore, Ffrench-
Davis [1971:245] suggests that the 1957 national accounts must be overesti
mates because they imply a growth of real GDP per capita of 5.2 per cent.
Unfortunately, he is not specific in his evidence, nor is he clear as to whetherhe thinks the rate of growth also is underestimated in the national accounts in1956 or 1958 or in some other year because of what he considers to be an 
error. Without specific evidence to the contrary, however, it seems reasonable 
to conclude that significant real growth did occur in this period despite the 
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claims of many critics of the stabilization program. But it is also relevant to 
note'that as a result of such growth, the level of per capita real GDP only re
turned to about the 1953 level. 

In the first years after the Second World War, a number of economists in 
Chile and elsewhere in Latin America placed great emphasis upon the role of 
deteriorating terms of trade in the retardation of growth. The question naturally 
arises, therefore, whether or not there is any evidence of a positive association 
between Chile's terms of trade and her rate of growth. Examination of the data 
in fines 1.1.5.1 and 5.1 in Table A. I prima facie leads to some skepticism about 
this hypothesis. In only three of the seven phases and subphases between 1931 
and 1964 were movements in the mean terms of trade in the same direction as 
changes in the mean per capita growth rate (but see subsection 12.1.3, below). 

Deviations from the secular growth rates for real GDP and for capacity 
provide further insight into the relation between growth and phases of restric
tionism in the foreign-sector regime (Table A.2). For real GDP significantly 
negative deviations occurred for 1956-58 and 1959-61. For capacity a sig
nificantly negative deviation (but only at the 40 per cent level) results for 
1959-61. These deviations do not imply that growth was lower in those two 
more liberalized periods than in the previous Phase II years. To the contrary, 
as noted above, on the average growth was higher. What they do imply is that 
growth tended to decline during those two more liberal phases. Those decelera
tions undoubtedly contributed to the failure of the efforts at stabilization plus 
liberalization. 

12.1.2 Cross-Sectional Evidence. 

-The subsectoral estimates of protection and DRCs in Table 5.3 can be 
used to explore the extent of association between the price structures created 
by the international economic regimes and sectoral growth. Table A.5 contains 
all significantly nonzero correlations between ITR, EPR, and DRC measures 
and each of the following sets of measures of growth: (i) rates of growth of 
product between 1953 and 1961; (ii) rates of growth of gross product and of 
value added between 1957 and 1962; (iii) rates of growth of gross product, 
value added, total capital, and capacity in horsepower terms between 1957 and 
1967; and (iv) rates of growth of gross product and of value added between 
1962 and 1967. Table A.6 contains all significantly nonzero correlations be
tween changes in ITRs and EPRs in 1961-67 and the same sets of growth 
measures. 

The resultant data lend some support to the hypothesis of a positive rela
tion between protection levels or changes and growth.4 ITRs for 1967 are 
positively correlated with growth in value added and in horsepower capacity 
between 1957 and 1967. The changes in ITRs between 1961 and 1967 are 
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positively associated with the same two variables, as well as with growth in 
product between 1953 and 1961. These resnlts may be somewhat puzzling be
cause it is hard to understand why within a neoclassical model ITRs (as op
posed to EPRs) should be related to relative growth. Perhaps they served as 
signals, however, of the government's intentions to favor particular subsectors. 

For the EPRs, and for DRC I, however, there is no evidence of a positive
association with growth. The only significantly nonzero correlation coefficient,
in fact, is a negative one between EPR2 and the growth in product between 
1953 and 1961. The available empirical evidence thus suggests that ITRs may
have been positively associated with capacity allocation-but not EPRs.r 

12.1.3 General-Equilibrium Analysis. 

The analyses in the two previous subsections are limited because no 
means is provided for guaranteeing the maintenance of ceteris paribus assump
tions. This lack is filled by the general-equilibrium model of Chapter 2. 

For the investigation of growth effects, however, one important reservation 
concerning use of this model must be made clear: 6 the behavioral relations in 
the model were estimated from a sample period during which overvaluation 
and fluctuations of policy were substantial. Perhaps such a history created ex
pectations of failure for any liberalization efforts and thus greatly limited 
growth-related responses. If disequilibrium were eliminated in a credible way, 
a substantial change might result in the relevant parameters. The Chilean expe
rience does not provide data to test such a hypothesis. However, Bhagwati
[1975] and Krueger [1975] explore this possibility in the summary volumes
for this project by comparing experiences in various countries. For Brazil in 
particular, the work of Fishlow [19751 suggests support for this hypothesis. 
If this hypothesis is true for Chile, the present model underestimates growth 
responses. To make any attempt at stabilization plus liberalization sufficiently
credible in Chile, however, would be very difficult indeed because of the failure 
of four stabilization efforts and three liberalization attempts in less than two 
decades. A radical break with past policies and some important short-run suc
cesses might be required to establish credibility. 

Subject to this qualification, several conclusions based on selected simula
tions in Table A.I1 can be drawn: 

Simulation 1.1 gives the impact of an increase in the terms of trade due to 
a proportional increase in all export prices and unit values in the first year only.
After some time for adjustment (i.e., in the third year) the elasticity of capacity
is not significantly different from zero, but that of GDP is 0.1 (lines 5.3 and 
5.1). The response of investment in the third year (line 5.3.1 ) does cause an 
increase in capacity by the fourth year. Under ceteris paribus conditions, 
therefore, changes in the terms of trade do have a significant impact on growth. 
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Contrast this result with the lack of apparent association noted in subsection 

12.1.1 above. 
In simulation 2.1.1, it is assumed that there'are equal proportional devalu

ations in all legal NERs in the first year only. In simulation 2.1.3 the Bacha-

Taylor equilibrium NER is assumed for all years. In both cases even the third

year elasticity of capacity is not large. In the first case the third-year elasticity 

of GDP is 0.1. In the second case, this translates into a 4 per cent increase in 

GDP. Whether such a product increase is large or small is a matter of defi

nition. Given the required devaluations for the Bacha-Taylor equilibrium rates 

(i.e., 45, 35, and 61 per cent), the growth gain is smaller than many advocates 

to suggest. On the other hand, such an increment clearlyof devaluation seem 

is significant and is desirable, ceteris paribus.
 

re-Simulation 2.3.1 gives the consequences of a change in quantitative 

strictions in the first year only. The third-year elasticities indicate that liberali

zation would have an insignificant impact on capacity, but a negative effect on 

discussed in previous chapters, therefore, lib-GDP. As in a number of cases 
eralization tends to offset some of the effects of devaluation. 

Thus, the impact of changes in the foreign sector on GDP may be signifi

cant. Subject to the qualifications made above, however, the response of ca

pacity is quite small. The impact on GDP is primarily due to variations in 

capacity utilization. Even these reactions, moreover, require several years to 
of the pawork out. Unless a liberalization program did indeed change some 

rameters of the system, therefore, the growth consequences would only begin 

to appear after a couple of years. Unless the government had some successes in 
that it would be difficultregard to other macro objectives, history suggests 


to maintain momentum until the growth effects became evident.
 

12.2 	 AN AGGREGATE PRODUCTION
 
FUNCTION
 

In this section, the effect of foreign-sector policies on major growth factors is 

examined within the framework provided by an aggregate production function. 

Consider capacity to be determined by the quantity and quality of labor, the 

quantity and quality of capital, the quantity of natural resources, and the quan

tity of foreign factors available.
 
as
The designation of these factors separate inputs depends upon the 

same as nolimited substitution among them. Limited substitution is not the 

substitution, however. The empirical evidence summarized in Behrman [1972a 

and 1972b] suggests that considerable substitution may be technically p9ssible 

some of these factors. To the extent that considerable substitution isamong 
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possible;,no single factor will, strictly speaking, be an absolute bottleneck 

Swithin reasonable policy horizons. 
The rate of growth of output within this framework is the weighted sum ofthe rates of growth of those factors. The weight for each factor is the elasticityof output with respect to that factor. If there are constant returns to scale andfactors are paid their marginal products, the weights are the factor shares in 

total income. 

12.2.1 Quantity of Labor. 

If factor shares even roughly approximate the weights described abovefor the determination of growth, changes in the effective labor force are of sub
stantial importance.7 

Foreign-sector policies have significantly influenced the quantity of laborutilized through their impact on capacity utilization and on factor proportions(see sections 9.2 and 11.1 ). There probably also has been an effect on laborparticipation, perhaps transmitted through the unemployment rate. The discussion in previous chapters suggests that, in the long run, liberalization anddevaluation might increase the size of the labor input., Because of adjustmentproblems, however, the short-run consequences probably would be in the 
op'posite direction. 

The importation and exportation of labor services have not been very important in purely numerical terms. Chile long has provided some professionalsfor work elsewhere and has utilized professionals and technicians from othercountries in her own economy. In comparison to the total work force, the num
bers involved have always been quite small. 

12.2.2 Quality of Labor 

Harberger and Selowsky [1966] present a Denison-like calculation of the source of Chilean growth. For the postwar period they attribute a substantialproportion of total growth to improvements in Chilean human capital. Selowsky vnd Taylor [1973] estimate that the return to investment in nutrition forChilean infants is very high. These. results suggest that the quality of labor isquite important in Chilean development. Extensive attempts to utilize the Harberger and Selowsky human capital series in econometric estimates for theChilean economy, however, do not result in significant statistical support forthe importance of this factor, perhaps because of problems of aggregation orbecause in generating their series, they arbitrarily attribute all wage differentials 
to education. 
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*Despite the lack of success in finding statisiical support for the role of the 

quality, of the labor force in Chilean development, this factor probably has 

been important in the growth process and has been affected by international 

economic regimes in at least five important ways. 
i. The effect of more restrictive regimes generally has been to encourage 

or require importation or training of skilled labor or both for some of the in

dustries which have developed behind trade barriers. 
ii. The Allende foreign trade regime, however, had the opposite effect in 

the short run. Many skilled professionals and technicians, both Chilean and 

foreign in nationality, left the country in part because of changes in economic 

policy. To be more specific, the nationalization of some foreign industries and 

limitations on the extent to which wages and salaries could be paid in dollars 

both caused net outflows of highly skilled individuals. The latter change may 

have been an important factor, in fact, in the failure of copper production to 

expand as rapidly as programmed (see subsections 4.2.1 and 7.1.2.3). 
sectoral and subsectoraliii. Foreign-sector policies encouraged some 

shifts of labor which were socially inefficient. While strictly speaking the qual

ity of labor is not diminished by these shifts, in the aggregate the effect appears 

to be the same as a lessening of quality. The most obvious example of this has 

been the utilization of skilled labor by the government to maintain restrictive 

regimes and by the private sector to attempt to circumvent them. Restrictive 

regimes also have encouraged shifts from mining to industry (see subsection 

10.1.1), which apparently have been from a high to a lower marginal labor 

productivity sector." 
iv. Some advocates of more restrictive regimes claim that these barriers 

will permit development of native entrepreneurs and increases in labor produc

tivities through learning by doing. Evidence to support these claims is difficult 

to find. The relatively low and stagnant productivities in the traditional import

substitution subsectors alluded to in Chapter 10, for example, if anything sug

gest the opposite conclusion. 10 Restrictive barriers may have primarily lessened 

pressures for increased efficiency and productivity that the international market 

otherwise would have provided. 
v. To the extent that foreign-sector policy affects nutrition in the lower 

income classes by altering the income distribution, the Selowsky and Taylor 

[1973] results suggest the possibility of considerable impact on the quality of 

labor in the long run. If an upward shift in the labor share of income is highly 

correlated with an increase in lower-class income,"1 then, as was suggested 

in section 11.1, in the short and medium run restrictionism has a positive 

effect on the quality of labor through this mechanism. It is implied in that 

same section, however, that the results may be in the opposite direction in the 

longer run. 
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12.2.3 Quantity of Capital. 
Research of the past decade has raised strong doubts about earlier claimsfor the almost absolute primacy of capital bottlenecks in the growth process. 12 

Nevertheless, additions to the effective capital stork remain a major factor inthe growth of capacity. If factor shares roughly' approximate the appropriateweights in the growth accounting mentioned at the start of this section, forexample, changes in the effective capital stock are weighted second only tothose of the effective labor force in over-all growth. 13 On a per capita basis, thegrowth of the effective capital stock has the highest weight of any factor. 

12.2.3.1 INVESTMENT. 
Since World War If, slightly more than 10 per cent of GDP has been accounted for by investment (Table A. I, line 3.1.2.2).14 The secular growth rateof investment has been higher than that for GDP, but not enough substantially

to alter this ratio." No significant phase associations are evident in either theshare of investment in product or the secular growth rate of investment."'
A significant relation between the foreign sector and real investmentnevertheless seems likely. It is emphasized in subsection 5.1.2 that, theonaverage, international economic regimes have favored investment-goods imports over consumption goods.17 This favoritism contrasts sharply with theexperience of Chile's neighbor, Argentina. For that country Dfaz [1965] estimates that because of the high protection given domestic capital goods producers, a 25 per cent savings rate results in investment of only 14 per cent ofGNP when evaluated at world prices. For Chile the change is in the oppositedirection because the protection given domestic capital goods producers isrelatively low. The share of investment in GNP for 1947-7 1 is II per cent atdomestic prices, and 17 per cent at world prices.' In the late 1960s, however,as is concluded in section 5.2, protection did increase relatively for domestic

capital goods production.
In subsection 5.1.2, it is also suggested that even though on average investment imports were favored over other import categories, at times of crisis
this import category was the one must severely restricted because investmentwas deemed relatively postponable. The result was Lhat relative fluctuations inthe PLD-EER (PI) for this category exceeded those in any other category.In subsection 6.1.2 and section 6.2 a detailed examination is made of theimpact of the PLD-EER(PI) for capital goods on imports of such goods. Theirshare increased secularly, but responded substantially to variations in quantitative restrictions. The relative size of the imported component of investment,thus, also tended to increase over time, but with substantial variations (line1.2.2.2 in Table A. I). The 'very size of the imported share of investment, from 

http:goods.17
http:3.1.2.2).14
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about 20 to 40 per cent even in domestic prices, also points to the importanceI 

of4 the foreign sector in the investment process. 
TablesStatistical Evidence About the Foreign Sector and Investment 

A.5 and A.6 include all significantly nonzero correlations between the levels 

and rates of change of the subsectoral measures of protection shown in Table 

5.3, on the one hand, and various measures of capital intensity, on the other. 

EPRs in 1967 were significantly higher for the industries which a decade 

earlier had been relatively capital-intensive and in which machinery and equip

ment had dominated in the composition of capital (but less so over time). The 

rise in EPRs between 1961 and 1967 also was significantly higher in the in

dustries which in 1957 were more capital-intensive, but in which the impor

tance of machinery and equipment in the composition of capital had declined. 19 

Both the levels and the rates of rise of EPRs, thus, were correlated with 

earlier capital intensities. However, the direction of causality is not completely 
may have been higher because of long-ongoingclear. The capital intensities 

protection, in which case protection restricted economic growth by encouraging 

utilization of too much scarce capital in the highly protected industries (also 

see section 9.1). The more capital-intensive industries, moreover, may have 
time because of the political powerbeen able to assure increasing EPRs over 

they were able to wield on the strength of their large holdings of assets. 

ITRs in 1967 and the increase in ITRs between 1961 and 1967 both were 

associated with the increase in horsepower capacity between 1957 and 1967. 

some further support for the associations betweenThese patterns provide 

capital intensity and protection which are discussed in the previous paragraph.
 

of consumerIn 1961 ITRs were positively correlated with the importance 

goods in inputs, but in 1967 they were positively associated with the shares of 

investment goods. This change reflects the movement toward greater protec

tion of investment goods in the 1960s (see section 5.2). 
Table 12.1 contains partial-equilibrium time-series estimates of invest

ment functions for six sectors. The underlying model assumes a response to 

replacement needs and to changes in the desired capital stock. Relationship 

12.1 presents a similar estimate for a residual category which includes con

struction, services and government. 
(12.1)GDIR = 0.487 GDIR-, + 0.0969 A (GDPR_1) 

(3.8), (1.8). 

-526 R[PGDP]- 504. DUMMY 
, (3.5) (6.9) 

+ 0.216MK. 1 - 3,885. QRFD + 3,609. 
(1.9) (3.5) (3.5) 

= 0.84: SE = 80.2; DW = 2.4; years covered, 1950-65 
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Where 

GDIR= real gross domestic investment in physical capital in. the re
sidual sectors; 

GDPR = real GDP in the residual sectors; 
R[PGDP] = rate of growth of GDP deflator; 
DUMMY = dummy variable for data definition problems, in 1954 and 

1959; 
MK = real capital goods imports;
 

QRFD = Ffrench-Davis quantitative restrictions index.
 

%Examination of the results in Table 12.1 and in relationship 12.1 suggests
that on an over-all level the model is satisfactory. There is no evidence of se
rious problems of serial correlation, the coefficients generally have the a priori
anticipated signs (although in some cases the estimated lag structure includes 
some unexpected signs, especially at endpoints), and the values for the cor
rected coefficients of determination indicate that the specification is quite con
sistent with variations in the dependent variable for utilities, agriculture, trans
portation, and the residual sectors, but less so for industry and housing, and 
least so for mining. The quite limited success in mining probably reflects the 
special characteristics of that sector mentioned above in subsections 4.2.1 and 
7.1.2.3. The relatively limited success in housing probably also reflects the ex
istence of special determinants in this sector and particularly serious problems
with the price indices for housing because of rent control. 

Replacement investment is related to the level of real capacity and the 
state of technology. Responses to replacement factors are significant in agri
culture, industry, transportation, and the residual category. The foreign sector 
does not affect replacement needs substantially, although it may have some 
impact on the state of available technology. 

The desired capital stock depends on the neoclassical term derived from 
the sectoral CES production functions in Behrman [1972c]. The strict neo
classical term is modified by considerations relating to the degree of historical 
capacity utilization and to uncertainty as represented by the standard deviation 

-of relative prices over three years. 1Responses to the neoclassical term are sig
nificant in agriculture, mining, industry, utilities, and the residual category.
Capacity utilization is important in mining and housing. Uncertainty affects in
vestment decisions in, agriculture, mining, industry, and transportation. All 
three factors are directly affected by events in the foreign sector. 

i. The price of investment goods in the neoclassical term depends heavily
on foreign prices and on the international economic regime because of the sub
stantial importance of imports in the composition of investment. Increases in 
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..TABLE 12.1, 
Sectoral Investment Functions for'Chilean Real Physical Capitala 1945-6S 

Change in Desired 

,,,, .Replacement .Neoclassical: , Capacitya 
ticltyof Investmentb Term Utilization 

Substi- ' 
Sect I tution 1 2 . 1- 2 3 2 

Agriculture .0" 140.0 -29.0 -12.8 
(3.6) (3.6) (1.9) 

.
Mining 51 191.0 -94.6 ' 12.1 -2.06 0.349 
,, :' . " " A,'1.3)4 (1.5),,..:!. ,,'.:,,:, : -. ."(1.9)'i (1I.6) _(1.9) 

76 "89.6Industry 1, "-461.0 -13.3 0,573 
(1.9) (19') (1.5) (.)d 

Transportation .O :-93.9 
(2.6). "I 

Utilities .. 32 649 -15.4 

Housing .0 5.38 -0.296 
(3.5) (3.5) 

TV coefficient of multiple determination adjusted for degrees of freedom.
 
SE standard error of estimate.
 
DW = Durbin-Watson statistic.
 
a. The figures in parentheses are the absolute values of the I statistics, each of which 

is significantly nonzero at the 5 per cent level unless otherwise noted. The figures in 
brackets are the long-run elasticities at the point of sample means. 

b. The Hall-Sut.h [1969] polynomial method with the tail constrained to zero is used 
for replacement investment and for change in the desired capital stock variables; the 
numbers in the column heads refer to the degree of the relevant polynomials. The implied 
lag patterns are shown on the following page. 

c. An elasticity of substitution of 0.31 was actually used, but in exploration of a 
putty-clay type of hypothesis the neoclassical term was split into quantity and price com
ponents. Since the coefficients of the latter were not significantly nonzero even at the 25 
per cent level the price component was dropped. With only a quantity component the 
model reduced to what it would be with an elasticity of substitution of zero. 

d. Significantly nonzero at the 15 per cent level. 
e. Significantly nonzero at the 10 per cent lcvel. 
f. Current value for 1960 and after; included because of change in data definition 

for government direct and indirect real investment. 
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Capital Stockb 

Standard Dev. 
of

Relative Prices 

1 2 ' ".3. 

0.875 
(3.1) 

6.21 -0.448 
(2.7) " (3.2) 

3.94 
3.94 


(l.6)-


-10.9 ,2.76 ,.. 
(2.9) (33) . . 

Direct and 
Indirect Imported 

Real Investment
Investment Goods 

No 1-Yr. No I-Yr. Con-, SELag Lag Lag "Lag stant. DW 

0.0511 0.0269 ,0.0404 
 -75.2 0.95 

(3.9) (1.9) (0,) (1.8)'", .87. 
[0.7] [0.2] 2.92....
"0.42'1963.5 

(8.6) ,33.0" ' ' '%,:i - ":.-:.' 1.4 ,, 
0.224. 0-279,00.60(1.4) . (1.9) 75.0" 

[0.51 _"' . .. 22 ' 
0.0966 0.152t ' '-700.0 :92 

(1.2 )q. (2.3), .' (2.2) "42.0
[0.3] 2.4 
0.0681 0.148' . 0.0498 25.0 0.97 

(4.2) '(9.8) (1.8)'"" :'::" f0.51 (2.8) 12.0, 
"
 

Note b concluded" 

Agriculture ' 
Replacement 
Neoclassical term 
Standard deviation 

Mining
Neoclassical term 
Capacity utilization 
Standard deviation 

Industry
Replacement 
Neoclassical term 
Standard deviation 

Transportation
Replacement 
Standard deviation 

Neoclassical term 
Housing

Capacity utilization 

'[0.1] 16 

0.138f! 

(2.7). ,' 

.
0. 

-0.0964 
0.0512 

-3.50 

-0.0248 
265.0 
381.0 

0.410 
0.0167 

-15.8 

0.378 
-0.68 

-0.0513 

-258.0 

"491.0. 0.54 
,. (22.8) :78.0 

[0.11 
-1.9, 

Lag (no. of years) 
1 2 3 

0.0147 
0.0384 

-2.63 

0.0677 
0.0256 

-1.75 

0.0629 
0.0128 

-0.875 

0.0489 
0.128 

-8.75 

0.0841 
94.2 

957.0 
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the PLD-EER for investment goods or in the premium received by the im
porters of such goods, therefore, significantly reduce real investment. 

ii. The capacity-utilization term indirectly reflects foreign-sector policies. 
In the short and medium term, aggregate capacity utilization tends to decline 
with devaluations and reductions in restrictiveness (section 9.2). This nega
tive short-run effect of liberalization, thus, would have negative longer-run 
consequences. 

iii. Uncertainty about relative prices also tends to depress real investment. 
Much of the variation in these prices originates in changing foreign-sector 
policies. As noted above, the government has considered investment goods to 
be postponable at times of foreign-exchange crises. The relative variance of 
the PLD-EER(PI) for this category, therefore, exceeded that for all other 
groups, with a negative effect on investment. 

In addition to the terms for replacement and for change in the desired 
stock of capital, the a priori specification of investment behavior includes two 
other factors. The availability of government financial investment (largely 
through CORFO) and the availability of imported machinery and equipment 
both may affect the desired level of real capital stock or the speed of adjust
ment toward the desired level. 21 Mamalakis [1971b] in particular has empha
sized-the importance of the latter. 

The results suggest that government direct and indirect investment has 
significantly nonzero and rather substantial effects in the infrastructure sectors 
of transportation, utilities, and housing, and in the goods-producing sectors of 
agriculture and industry. The implied distribution of government investment 
across sectors, with over-all emphasis mostly on industry but with increased 
relative emphasis on infrastructure under Alessandri in the early 1960s, also 
seems consistent with the historical patterns of such investment. 

Imported investment goods and the OR index have significantly nonzero 
coefficients for the residual sectors and for utilities and agriculture, but only at 
the 15 per cent level for the last of these. The evidence for a strong direct imi
pact of the foreign sector on real physical capital investment in Chile through
imports, as 'ypothesized by Mamalakis, thus seems weak. 22 The indirect effects 
through the price system and through capacity-utilization rates ,pparently have 
been more important. 

Because of the existence of these indirect effects, the general-equilibrium 
consequences of changes in the international economic regime for investment 
are of interest. The results of simulations 2.1.1 and 2.1.3 suggest that devalua
tions have almost no net general-equilibrium investment impact (line 5.3.1 in 
Table A. 11 ). Responses to higher capital costs and lower utilization rates just 
about neutralize possible inducements. The implication of simulation 2.3.1 is 
that liberalization has a much more substantial effect, but the response changes 
from positive in the short run to negative in the medium run. 
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In consideration of the investment response to both devaluation and liberalization; the reservation stated in section 12.1 above must be repeated. Perhaps expectations could be changed sufficiently so that this response would bemuch greater than indicated by the historical data. Studies of other countriesmay provide support for svch a possibility. Unless such changes occurred, however, large positive investmxii responses to efforts at devaluation plus liberalization should not be expected. 

12.2.3.2 SAVINGS. 
The availability of resources for capital accumulation is determined bysavings. If the government could costlessly use fiscal policy to alter savingsrates or if unlimited foreign savings were available, the amount of availabledomestic savings would not be a constraint on investment. Such conditions,however, have not predominated in recent Chilean history. The impact of theforeign sector on savings thus is of some interest.
The available data permit the estimation of time-series savings-consumption functions for households and nonprofit institutions,2:1 business, and thegovernment. Alternatives for each of these categories are presented in Table12.2. The model utilized hypothesizes that savings-consumption decisions depend basically on an appropriate income variable, with modifications due to anumber of factors discussed below.
The degree of consistency of the relations in Table 12.2 with variations inthe dependent variables seems reasonably satisfactory nor are there any apparent problems of serial correlation. However, substantial multicollinearityexists among a set of variables that includes per capita real monetary balances,the black-market PLD-.NER, the inverse of the GDP deflator, net foreignsavings, and the standard deviation of the PLD-BER. Therefore, in all threecases alternatives are presented with various subsets of those values deleted:(i) the combination of variables that maximizes the degree of consistency withthe variance in the dependent variable; (ii) the combination that maximizesthe degree of consistency with the variance in the dependent variable subject
to the inclusion of real net foreign savings; and (iii) 
 for households and nonprofit institutions, the combination for which the degree of consistency with thevariance in the dependent variable is almost as great as in the first alternative,but in which per capita real monetary balances are included instead of theblack-market PLD-NER. The coefficient of the variables among which thereis multicollinearity must of course be interpreted with care.The major determinant of real savings in each case is the net incomevariable: for households, real disposable income; for business, real after-taxnonwage income; and for government, real government revenues. The marginalsavings propensities for these three groups vary substantially. After completeadjustment,24 the point estimates range from 0.04 to 0.38 for households and 
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.TABLE 12.2 
Real Cousumption-Savings Functions for Chilean Households and Nonprofit 

Institutions, Business, and the Governmenta 1945-65 
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Standard Deviation.'. 
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Notes to Table 12.2, 
= coefficient of multiple determination adjusted for degrees of freedom. 

SE - standard error of estimate. 
DW = Durbin-Watson statistic. 
a. The figures in parentheses are the absolute values of the't statistics, each of which 

is significantly nonzero at the 5 per cent level unless otherwise noted. The figures in 

brackets are the long-run elasticities at the point of sample means. 
. b. The Hall-Sutch [1969] polynomial method with the tail constrained to zero is 

used for this variable. Zi (i = I or 2) is the order of the polynomial. The implied lag 

patterns are as follows: 
Lag (no. of years) 

0 1 2 3 

Real per capita private consumption 

I Income 0.249 0.187 0.125 0.063 0.623 

Rate of inflation -227.0 -44.5 53.9 68.8 -148.0 
II Income 0.270 0.202 0.135 0.067 0.674 

Rate of inflation -225.0 -37.4 62.9 75.4 -125.0 
Monetary 

balances 0.3651 0.2738 0.1826 0.093 0.9128 
III Income 0.385 0.288 0.192 0.096 0.961 

Rate of inflation -183.0 -25.7 -57.0 65.6 -85.8 
Real business savings: real cost of foreign exchange adjusted for Import taxes 

I -10.4 -7.80 -5.20 -2.60 -26.0 
II -13.3 -42.9 9.3 23.6 -23.3 

Real government consumption: real net foreign savings 
II 0.065 0.250 0.153 0.004 0.465 

c. Significantly nonzero at the 10 per cent level. 
d. Estimates of per capita real savings of households and nonprofit institutions. 
e. Significantly nonzero at the 15 per cent level. 

nonprofit institutions, 0.55 to 0.63 for business, and 0.67 to 0.73 for the gov
ernment. Income shifts within the private sector from households to business 
and income shifts from the private sector to the government, then, would tend 
to increase real savings.2 r, As is disc issed in subsection 11.2, overvaluation led 
to the latter shift and thus increased total domestic savings in the short run. 
Increased restrictiveness, however, tended to work in the opposite direction. 26 

For households and nonprofit institutions there is further evidence of a 
distributional impact on savings. The data in columns 11 and 12 indicate that 
shifts from nonwage to wage income and from the rest of the economy to agri
culture would both increase savings. The former result in particular may be 
somewhat surprising.27 If the inference is valid, rt. Chilean world is clearly not 
Kaldorian, and savings could not be increased by shifting income away from 
labor. In the short and medium run, these results ,imply that reducing quanti
tative restrictions would increase saving, by increasing both the labor and 

http:surprising.27
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agricultural shares. Devaluation, on the rother hand,"would. have the counteracting effects of increasing the share of agriculture but reducing that of labor(see sections II.I and 11.4).. ..For the private sector, real monetary balances in excess of desired levelsmight induce expenditures and therefore reduce savings. Desired real balancesare not directly observable, but presumably depend on the level of after-taxreal income and the cost of holding real balances. The major component ofthis cost is the expected rate of inflation.28Under the assumption that the expected rate of inflation might be represented by a distributed lag of past price changes or by a distributed lag ofPLD-EERs, the estimates in Table 12.2 provide some support for the view thatthe role of excess real monetary balances in the savings process is inverse. Consistent with this hypothesis, for both households and business the point estimates imply an elastic inverse response of savings to the level of actual balances, an inverse response to price expectations as represented by patterns ofPLD-EERs, and a positive response to after-tax real income.211 On net,suggested in subsection 9.1.3, as isboth devaluation and increased restrictivenesswould reduce savings by increasing real balances.The positive sign for the response of household saving to the distributedlag of the rate of change of prices, in contrast, is not consistent with the realbalance hypothesis. However, the sign of this response probably only reflectsthe relative inability of households to defend their share of command overgoods in the face of high inflation rates. Thus they end up with some forcedsavings.

Weisskopf [1972], among others, has hypothesized that foreign savingsare at least partially substituted for domestic savings (Papanek [1972, 1973]presents a critique of this view)..o The last alternative for each of the threegroups provides some support for this hypothesis. In one sense, in fact, the
support is too strong because the total of the relevant coefficients implies that a
permanent increase in real net foreign savings of one unit ceteris paribus resultsin a decrease in real net domestic savings of at least the same order of magnitude. If it were not for the problem of multicollinearity, therefore,conclude that in the Chilean case one might
there is support for a rather extreme version
of the hypothesis. However, given that the relevant coefficient estimates for thereal private domestic savings functions are probably biased upward in absolutevalue because part of the effects of price and possibly of real monetary balancesare incorporated, any deduction about at least the size of the substitution mustbe qualified. Nevertheless, the conclusion seems warranted that the impact ofnet real foreign savings on Chilean real domestic savings may be quitesignificant.
There is some evidence of statistically significant responses for uncertainty, which is the final determinant of real savings behavior.31 For household 

http:behavior.31
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;avings the point estimates suggest an inverse response to increased uncertainty 

ibout inflation but a direct response to increased uncertainty about PLD-EERs. 

Neither of these effects, however, is very large. 

All the evidence of the impact of the foreign sector on domestic savings 

discussed up to this point is based on partial-equilibrium analysis. The model 
ainto what happens within general

of Chapter 2 again provides insight 

equilibrium context. In respect to savings there is no tiade-off on the aggregate 

level between the effects of devaluation and of liberalization. For both actions, 

the net aggregate consequence of all the reactions discussed above is to increase 

savings (line 5.2 for simulations 2.1.1 and 2.3.1 in Table A.11). To the extent 

that savings have been a constraint on growth, therefore, the prevalent inter

of recent decades have reduced economicnational economic regimes
32 

expansion.

12.2.4 Quality of Capital. 

It can be hypothesized that in a number of respects international economic 

regimes affect the quality of capital-or at least what appears to be the quality 

of capital-as it would be specified in an aggregate production function. Com

prehensive evidence bearing on this hypothesis often is hard to come by. Some 

fragments of evidence, however, are available. 

1. The aggregate marginal capital-output ratio reflects counteracting ten

deacies related to the effects of foreign-sector policies. First, the ratios reflect 

the degree of capacity utilization. Utilization rates might decline with greater 

restrictiveness because of shortages of key imported inputs. It is suggested in 

section 9.2, however, that liberalization and devaluation cause a net reduction 

in these rates because of competition from imports and a number of indirect 

effects. 
The ratios also reflect the size of inventories. Under restrictive regimes, 

desired inventories would be higher, ceteris paribus, because of the need to 

hedge against future supply shortages. At the same time, however, actual in

ventories might be lower because of limited past and current supplies. 
are

In addition, changes in the geographic sources of investment goods 

reflected in the ratios. If restrictions limit capital goods imports, the origin of 
(especially in the case of 

investment goods may shift toward domestic sources 
ratios of imported investment goods to

construction materials). 3The mean 
total investment provides some support for this view (line 1.2.1.2 in Table A. 1). 

Finally, the foreign-sector regime also might alter the aggregate capital

output ratio through changes in the allocation of investment by destination 
capital intensities. In subsection 

among production sectors with different 

12.2.3.1, above, in fact, evidence is reported of more restrictive regimes leading 

to greater investment in more capital-intensive subsectors. 
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The net effect of all these considerations on thi aggregate marginal capital
output ratio was to lower it in the more liberal phases (line 5.5 in Table A.1).
The lowest mean value of this ratio in the post-World War II period was for 
the 1965-70 Phase III years, followed by the 1956-58 Phase III years, and 
the 1959-61 Phase IV years.3 4 In this sense, therefore, liberalization was asso
ciated with greater quality of capital. In fact, however, this aspect of quality
primarily reflects capacity-utilization rates and different dimensions of compo
sitional change. 

ii. Imported capital equipment generally is higher in quality than are 
domestically produced goods because of the limited development of Chilean 
industries producing machinery and equipment.3 5It is emphasized in subsectors 
6.1.2 and 12.2.3.1 that liberalization generally increased the availability of 
imported capital equipment. It thus also increased the quality of Chilean 
capital. 

iii. At times, under more restrictive Chilean international economic re
gimes, the importation of second-hand machinery and equipment was pro
hibited in order to limit capital flight through overinvoicing. In many instances 
such equipment might have been economically more efficient than new goods.30 

iv. If the protective structure created by the international economic 
regime were positively associatcd with DRCs, it might be concluded that capital
and other factors were allocated inefficiently. In the aggregate this would be 
the same as. a lower quality of capital. In Table A.4, there is some evidence 
that the higher-DRC subsectors in 1961 had higher ITRs and EPRs. 

These bits of evidence, thus, all seem to point in the same direction. The 
degree of restrictiveness has been inversely associated with the aggregate
"quality" of capital. In this respect the prevalent restrictive nature of recent 
Chilean foreign-sector policies have had a cost in terms of growth. 

12.2.5 Quantity of Natural Resources. 

Foreign-sector policy affects the effective quantity of natural resources as 
specified in an aggregate production function in two important respects. First, 
some important raw materials, e.g., petroleum, must be imported at least in 
part. Second, most of Chile's mineral wealth is in fact wealth only if it can be 
exported. Chileans could not have utilized more than a small fraction of the 
nitrates mined between 1870 and 1930 or of the copper mined since 1920. 

In subsections 6.1.2 and 7.1.2.3 it is suggested that the contribution of 
natural resources in either of these respects has tended to be greater the more 
liberal the regime. However, in more restrictive periods natural resource im
ports have been relatively unconstrained. Moreover, the division of returns 
from mining exports was less advantageous to Chile than it might have been in 
certain more liberal periods (see section 1.2 and subsections 4.2.1 and 8.1.1). 

http:goods.30
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12.2.E Quantity of Foreign Factors. 

If substitution is very low between some imports and domestic factors, 
command over foreign-exchange resources is itself a separate input in the ag
gregate production function.87 Sources of foreign exchange include exports of 
goods and services and net capital inflows. For a given level of foreign ex
change the government also can attempt to shape its composition so that critical 
needs are serviced first. 

In chapters 3 through 8, the impact of Chilean international economic 
regimes on the command over foreign-exchange resources is considered in great 
detail. To be sure, in the short run the more restrictive regin4,es generally have 
allowed continued inflows of foreign inputs despite very limited foreign
exchange resourc.s. However, at such times, they generally have discriminated 
strongly against capital-goods inputs. Moreover, they have increased the long
run vulnerability of the economy to such crises by discouraging expansion of 
exports. From this point of view, the net effect of the general atmosphere of 
restrictiveness on growth has probably been negative. 

12.2.7 Miscellaneous Sources of Growth. 

The literature on development emphasizes a number of other sources of 
growth: research and development leading to improvements in the quality of 
labor or the quality of capital, or both, economies of scale, motivation (N
achievement), linkage effects, externalities, infrastructure development, to 
name a few. 

For most of these factors it if extremely difficult to obtain data that per
mits satisfactory testing of the relation between their contribution to growth 
and foreign-sector policies. In at least two cases, however, these policies prob
ably have had detrimental effects: (i) They have discouraged linkages between 
the export sector and the rest of the economy. The discriminatory NER policy 
for large-scale mining, for example, strongly discouraged the use of domestic 
labor and other inputs (see sections 3.2 and 11.1 and subsections 4.2.1, 5.1.2, 
and 7.2.1). (ii) They have encouraged the development of plants at far below 
optimal scale. In the early 1960s, for example, eleven different p!ants were in
volved in the manufacture of fewer than 4,000 automobiles per year. 

NOTES 

1. Because of lags in data availability, only 1971 is included for the Allende period. 
The high growth rate in that year was due more to increased capacity utilization than 
to growth. In fact, total real investment fell 7.7 per cent and imports of machinery and 
equipment fell 16.8 per cent. 

http:function.87
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i2.'For the 1965-70 period, however, much of this growth was in the first twoyears, before the acceleration of liberalization attempts. In 1967 and 1970 per capitaproduct declined, and in 1968 and 1969 it increased moderately..3. For example, see Edel [1969:86], Instituto de Economfa [1963:75] and Ffrench-
Davis [1971:245]. Sierra [1969:64] is an exception. He criticizes the stabilization programfrom a structuralist viewpoint, but concludes that growth occurred. On the other hand,Mamalakis [1971b: 164] generally opposes the structuralist analysis, but agrees that 1956
58 was a quite stagnant period.

4. The significantly nonzero correlation coefficients for the 1968 export-orientedmeasures are not discussed here because of doubts about how well the over-all subsectoral characteristics relate to the few products within each subsector for which these
ITRs, EPRs, and DRCs are constructed.

5. For references to discussions of the theoretical reasons why EPRs would not beexpected to be related to relative growth see Appendix B. 
6. This qualification is much more important for growth concerns than for othersbecause the gestation period is relatively long for many changes related to growth.
7. The wage share has averaged at least 60 per cent in recent phases (line 4.2 in

Table A. I).
8. In the long run there might also be an impact on population. If populationresponds, GDP per capita probably is a better indicator of the degree of success in attain

ing growth-related goals than is total GDP.
9. Under the assumption of sectoral CES production functions with constant returnsto scale, the marginal product of labor (MPL) is related to the average product of labor(APL) as follows: MPL = (b - APL)" ' , where - is the elasticity of substitution and bdepends on the state of the technology and other parameters of the production function.On the basis of estimates of the sectoral elasticities of substitution and other relevantparameters presented for agriculture, mining, and industry in Behrman [1972a] marginallabor productivity was highest for mining, followed by industry and agriculture. Thiscalculation must be viewed with a certain amount of caution, however, since it dependson the magnitude of the constant term in the original estimates.
10. No significantly positive correlation coefficients were found, moreover, between rates of protection and labor productivity levels or changes (Table A.5).
11. That the correlation is high is not obvious. Many individuals in the lowestincome class may be made worse off by measures which benefit organized labor and
 

increase only its share.
 
12. In the Chilean case, for example, see Behrman [1972c and 1973b] and Harberger

and Selowsky [1966].
13. Most of the nonlabor share of product (i.e., is1.0 minus line 4.2 in Table A.1)

the capital share. 
14. This proportion is in domestic prices. As is discussed below, the share of investment is higher in terms of world prices. Comparable data for the pre-war period are notavailable. According to ECLA estimates reported by Mamalakis [1971b:121] the shareof investment in national product fell from 20 per cent for 1925-30 to 4 per cent in1933 and then rose to 10-15 per cent in 1935-40. The direction of changes in this pattern seems reasonable, but it is doubtful that the share of investment for 1935-40 averagedabove the means for postwar periods. In particular, the decline in GDP per capita inthe 1930s in contrast to increases on the average after the war create doubts about thelevel of the ECLA proportions relative to those in the national accounts (lines 3.1.2.2 

and 5.1 in Table A.1).
15. In Table A.2, the secular exponential growth rates in 1940-65 are 3.8 per cent 
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for GDP and 6.0 per cent for investment. The discrepancy between these two rates, 

however, is misleading for the post-World War II period because of the very low share 

of Investment in GDP during the war (line 3.1.2.2 in Table A.1). 

16. A slight decline in the growth rate of investment for the first year of each of 

the three liberalization attempts, however, is significant in Table A.2. This fall is em
phasized by critics of these efforts. During the most liberalized episode, moreover, 
Hirschman [1963:219] claims that investment sagged further in the second year (i.e., 
1960), laying open the government to further criticisms from the left and from the 
structuralists. But the national accounts indicate there was a record 29.5 per cent increase 
in real investment in 1960. 

17. CORFO also helped to establish a favorable investment climate, focused atten
tion on the importance of imported machinery and equipment. made possible more sys
tematic analysis of the Chilean economy by its data collection and processing efforts, 
probably increased foreign capital inflows, and made possible large-scale investment 
projects 	under Chilean control. This activity was somewhat phase related. Mamalakis 

more in a[197lb:565-587J suggests, however, that it may have in large part resulted 
(e.g., skilled laborshift in investment than a net addition because of other scarcities 

and foreign exchange) and because of deterioration in the capital market due in part to 
deficit financing of CORFO. 

line 3.1.2.2 in Table A.1 and the mean value of 0.64 for the ratio 18. Btused on 
of PLD-EER(PI)s of investment to consumption goods in column 4 of Table 5.2. 

19. Correlations with ITR3 and EPR4 are not included in the discussion because 
they are for subsectoral exports only and are not representative of the entire subsector. 

20. The first component of the c'esired capital stock is in putty-putty form in that 
the response to expected price and quantity terms is symmetric. For an examination of 
the relative merits of the putty-putty and putty-clay hypotheses in the Chilean context 
see Behrman [1972b]. 

21. However, some preliminary nonlinear maximum-likelihood estimates in which 
these considerations are hypothesized to affect the adjustment processes directly are not 
very promising. 

22. The evidence seems surprisingly weak given that the sectoral investment series 
are based in part on data for imported investment goods. Investment in mining, of course, 
has depended much more directly on the foreign sector than investment in other produc
tion sectors. See subsections 4.2.1, 7.1.2.3, and 8.2.1. 

23. For households and nonprofit institutions, the national accounts indicate a 
negative savings rate for every year from 1960 to 1971. This characteristic presumably 
is more an artifact due to the residual nature of savings and a systematic overvaluation 
of depreciation than a reflection of reality. The estimates below are made under the 
assumption that such a measurement erroi' is independent of the included variables. For 
further discussion of the negative savings estimates in the Chilean accounts, Mamasee 
lakis [1967b] and ODEPLAN [1970a]. 

24. For households there is an adjustment for permanent income. For the first 
year, the point estimates of the marginal propensity to save for households range from 
0.61 to 0.75. Therefore, they are as high as for any other group if only the immediate 
impact is considered. This range also implies that impact multipliers are not very large 
,because of the considerable leakage into savings. 

25. Under Allende, however, it is not clear that the government remained a relatively 
high marginal saver. In 1971, for example, real savings fell (and became negative, in 
fact), although real revenues rose. , 

26. Unless the marginal propensity to save out of the import premiums was as high 
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as the marginal propensity to save of the government, these results overstate the gain in.savings from restrictiveness because the aggregation obscures the effect of changes In 
the premiums.

27. This result may reflect the use here of a very broad definition of labor, i.e.,
returns to self-employed proprietors are included in the wage share. 

28. Real interest rates a priori would seem to be much less important because of
their small magnitude in comparison to expected inflation. No statistical evidence of 
their significance could be found. 

29. The effect of real income on desired real balances, however, cannot be dis
entangled from its direct impact on savings.

30. The two-gap model posits a different relation between domestic and foreign
savings. Because of a lack of foreign exchange, savings may be frustrated at the margin.

31. Actually Table 12.2 also includes the inverse of the GDP deflator (column 6).
This variable is included because the functions were originally specified in nominal terms,but then deflated in order to lessen multicollinearity and heteroscedasticity.

32. One point that is not touched upon in this subsection is that in sheltered foreign
markets added savings might be induced for financing attractive investment. Evidence forexploring this possibility is very difficult to ob'ain. In a related vein, however, Mamalakis
[1971b:565-5871 claims that CORFO investment largely replaced rather than supple
mented other investment due to shortages of skilled labor and foreign exchange and the
deterioration of local capital markets once inflation became high. The more important
tie shortages of other factors, the less likely it is that restrictive regimes induced addi
tional savings through this mechanism. 

33. In the 1956-58 liberalization, for example, housing investment fell an average

of 21 per cent per year. This drop partially reflected tight credit conditions, but also was

due to the end of a building boom in the previous phase that had been inspired by near
 
hyperinflation and very severe restrictions on imports.


34. Several qualifications should be kept in mind: First, the mean for the 1952-55
Phase 1I subperiod was not significantly higher than that for 1959-61. Secondly, the
absence of data precludes inclusion of the Allende years during which time the aggregate
marginal capital-output ratio probably was very low owing to the high utilization ratioand very limited investment. Finally, and for the same reasons, the mean during the 
Second World War was relatively low. 

35. If production possibilities ex ante have fixed coefficients and the factor proportions associated with imported equipment differ strongly from those domestically available,
in a very important sense imported capital may not be of "high quality." This possibility
does not seem to have offset other quality advantages of imported capital goods in the 
Chilean experience. 

36. The most outstanding single example of distortions introduced by the prohibitionof second-hand inputs, however, may have been for automobiles. See subsection 10.1.2 
for a brief description of this subsector. 

37. The two-gap model usually is based on the extreme assumption of no substitutibility between domestic and foreign inputs. For a critique of this model
references to some of its most prominent uses, see Behrman [1971b]. 

and 
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Recent Liberalization . .Eisod 

In section 1.4 the major. features of three recent attempts at stabilization plusliberalization were outlined: the Jbafiez-Klein program of 1956-58, the Alessandri program of 1959-61, and the Frei program of 1965-70. Details of eachprogram were given in Part I of this book, and the impact of each on pricerelated measures was analyzed there. In Part III the consequences of theprograms were explored for five major areas of macroeconomic policy.In this final part, the three liberalization episodes are taken up again, withthe focus of the analysis on four questions: Why were the liberalization effortsmade? What was done? What were the short-run effects? Why did they fail?Four major conclusions are drawn from this analysis.i. The central objective in each case was not liberalization of the foreignsector. The change in the international economic regime was but part of anover-all stabilization effort. The primary objectives were to arrest inflation and
end stagnation. The international economic situation 
was an important contributing factor, but less significant than the domestic issues.- ii. The limited degree of short-run success in regardconcerns substantially weakened to these and otherthe foreign-sector liberalization attempts.Without such success, political momentum could not be maintained sufficientlylong to reap the potential long-run advantages noted in Part III above.iii. In all three efforts, even under the sliding-peg exchange-rate policy,the PLD-EER was kept substantially below equilibrium and was allowed todecline. The boom in the copper market in the late 1960s enabled the Freigovernment to follow such a NER policy without encountering major foreignexchange shortages. The two earlier programs were not so successful in relation 
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to the world copper market. .The attempt to maintain a below-equilibrium.. and 

declining price for foreign exchange, therefore, resulted in severe foreign

exchange shortages. 
iv. A gradual approach to stabilization and liberalization has the advan

tage of not strongly disrupting the economic-political system. Some short-run 

successes may be scored in order to maintain momentum. 
For Chile, the last point is highly pertinent. Given the failure of four major 

stabilization efforts and three major liberalization attempts in less than two 

decades, however, a gradual approach is not likely to be very credible there.1 If 
to enable Chile to reap longer-runit is not credible, changes will not occur 

resources will be devoted to protecting vested interestsadvantages. Instead, 
from the transitory lessening of restrictions. Under such conditions it would 

be very hard to have enough short-run successes to maintain political momen

tum for a gradual approach even though long-run changes are not evident. 

The best hope for gaining the long-run benefits from liberalization, there

fore, may be by an abrupt transformation of policy. 2 The short-run costs may 

be large (and may be mitigated in part by appropriate policies). But only such 

an attempt may make the whole effort credible and thus change expectations 

sufficiently quickly so that the long-run advantages begin to appear before all 

political momentum is lost. 

13.1, MOTIVATIONS FOR LIBERALIZATION 
EFFORTS
 

Both external and internal factors entered into the decisions to initiate liberal

iztion programs. Table 13.1 includes some indicators of these factors for 
as for its first:and lastthe year immediately preceding each program as well 

year of operation. 

13.1.1 External Factors. 

Three aspects of the external situation are of primary interest: the role of 

pressure from the IMF and from donor and creditor countries; the extent to 

which-the immediate foreign-exchange position was unusually precarious; and 
the significance of perceptions of inefficiencies due to foreign-sector policies. 

IMF PRESSURE. 

The IMF in particular repeatedly has advocated reform and liberalization 

of Chilean international economic regimes. The policies prescribed by the IMF 

comprise what is known as the "monetarist" position in the "structuralist



Selected Indicators of External and Internal Chilean Economic Conditions in Years PreeedingLiberaztion Attempts and In First and LAst Years of Liberalizaton Episodes, .195-70 

lbafiez Alessandri 
Period 	 Fei ,Period Period 

1955 
 1956 
 1958 
 1959 1961 
 1964
External 	 (1) (2) (3) (4) 
1965 1970

(5) (6) (7) (8)1. PLD-EER for goods imports 	 : 
2.902. PLD-EER transactions ratio: nongoods to goods 

3.62 4.37 4.61 4.022.53 	 3.65 3.853. 	 1.27 1.30 3.35NER ratio: black market to national accounts 	 0.85 0.81 1.17 1.014. 	 3.12: 1.50 1.19-1.54 1.01Ratio of high to low subsectoral PLD-EER(PI)s 	 1.01 1.965. PLD-EER(PI) ratio: imports to exports 
12.43 8.06 3.97 4.06 	

1.65 1.93
3.55 4.021.35 	 3'51 5.416. Average import premium rate 	 1.34 1.90 .71 1.67 1.65 1.47-:--7. Ratios of Chilean trade statistics to those of major 

2.04 1.32, 0.64 -510.7 1.09 

tradiig partners 
04 . 0.62 00.69 0.547 

7.1 	 Imports recorded by Chile to exports recordedby others 
1.44 1.05 1.367.2 	Exports recorded by Chile to imports recorded 

:1.35 1.06 1.27 . 0.98 by others 1.17
8. 	 0.99 1.02 0.96 ,0.96 0.95Net balance of payments (mill. 1958 dol.)	 

"0.92 0.90.8.1 	 0.99Goods and services 
8.2 	 27.0 -25.9Ratio: capital to nonmonetary sectors 	 ,-107.1 -42.2 288.6- -46.9 -66:28.3 	 -- 0.8 21.8 34.3-Ratio: capital and gold to monetary sectors 	 42.6 163.4-35.0 2.6 	 135.0 . 8 12 10.09. Net foreign reserves held by banking system	 22.3 -28.2 124.5.=:(m ill. d ol.) 	 ,20.2-- -49.6 "-67.3Internal 0.6"10100.6 88.6 -13.4 	 ' , :12.0 -164.8 --	 :. - .238.7 -182.9 300.010. Rate of change of GDP deflator (per cent)11. 	 75.6 58.3Capacity utilization rate for GDP 	 26.2 40.6. 7.9 47.212. 	 Ratio: government deficit to GDP 0.89 0.88 0.91 0.90 

28.2 34.3
0.93 0.9013. Average wage/consumption deflator (1965 

0.02 0.02 0.03 	 9 3 0.960.03 :0.04= 1.0) 	 0.04 0.04'14. 	 Wage share of GDP 0.74 0.78 .0.80 0.72 0.00
0.84 0.960.63 0.66 	 1.00-. 1.0915. Rate of growth of real GDP per capita 	 0.63 0.57 0.63 0.65-1.1 	 o 0.65': 0.66-1.3 0.2 -2.0

Lines 1. 2, and 6 are from Table 5.1. 	
0.8: -0.9Souace: 	 0.4 4.8 

Lines 3. 4. andTable 8.1. The sources for all the other data 	
5 are from Table 5.2. The source lineare given in Table A.. .- 8.3 is the same as for 

son for the annual observations here. 
The series and means in the earlier tables provide points of compari
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to a number of times above. Pinto [1960] and
monetarist"' debate referred 
others have criticized the 1956-58 attempt because they claim it followed the 

nor development."
[MF prescription, with the result being "neither stability, 

Pressure from the IMF and donor and creditor countries apparently was 
net capital inflows 

considerable in the mid-1950s. For the 1952-55 subphase 

to the central government and net IMF credit both dropped substantially in 

comparison with the przvious subphase (lines 13 and 15.1 in Table 8.1). Be

fore the 1965-70 attempt, significant pressures, at least implicitly, were applied 

from abroad because Chile sought foreign cooperation in the debt rescheduling 

of 1965. The decline in the net credit from the IMF in the years immediately 

before the Frei liberalization also may indicate more direct pressure (line 15.1 

in Table 8.1 ). 
a smaller extent, the third liberalization episodes,

For the first and, to 
an impetus for liberalization. Be

therefore, outside official pressure provided 
no evidence of unusual foreign pressure, nor 

fore the second attempt, there is 

of a decline in net inflows from official sources (lines 13 and 15.1 in Table 

8.1). Even before the third effort, moreover, a large increase in the net inflow 

than offset the above-mentioned fall in IMF 
to the government much more 
credit. Thus, the importance of foreign official pressure in the initiation of these 

liberalization attempts should not be overemphasized. 

It should be pointed out, nevertheless, that the identification of the 1956

58 attempt in particular with foreign interests discredited this program in the 

eyes of many Chileans. In part the identification was with official foreign agen

the IMF. Much more of this identification, however, was
cies, especially 
associated with Klein-Saks, a Washington-based private consulting firm hired 

by the Ibafiez government. Hirschman [1963] claims that the presence of the 

Klein-Saks mission probably facilitated the rapid acceptance of policies largely 
ministers of finance

.suggested previously by the Central Bank and former 

Felipe Herrera and Jorge Pratt. He also maintains, however, that the inter

mediary role employed by this mission enabled the major political groups in 

Chile to avoid direct confrontation over the basic issues. Fundamental prob

covered up, but not resolved. Subsequent criticisms of the over-all
lems were 
program, moreover, have been directed in large part toward Klein-Saks. The 

net result has been an overemphasis on the role this mission actually played, 

and further avoidance of the basic underlying issues.3 

SHORTAGES.FOREIGN-EXCHANGE 

attempts, the immediate foreign-exchange.Before the second and third 
quite large, and

shortages were severe. The deficits on current account were 
very low (columns 3 and 6 for'lines 8.1 and 9 in 

net foreign reserves were 
Table 13.1). Capital flight through overinvoicing of imports apparently was 

extensive (line 7.1 in Table 13.1). In the third case, moreover, the previously 
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noted large debt repayment obligations added further claims on the limitedsupply of foreign exchange. For both of these efforts, therefore, a substantialimmediate foreign-exchange crisis added to the pressure for a change in the
international economic regime.

Before the first attempt, in contrast, the role of an immediate foreignexchange crisis was much less. Truc, substantial capital flight was occurring(column I for lines 3 and 7.1 in Table 13.1). But the surplus on currentcount actually acwas quite large and net foreign reserves were relatively high
(lines 8.1 and 9).

In the third episode, moreover, the immediate reaction to the initialforeign-exchange crisis included some increase in restrictions, e.g., the importapplication rejection procedure of 1965 described in subsection 4.1.2. In thatcase, in fact, foreign-sector liberalization accelerated over the phase. Onefactor in this intensification was the concentration of the efforts of a numberof talented individuals in the Central Bank on reforming the foreign sectorafter hopes for the reforms in other areas had been frustrated. Of very substantial importance, however, was the improvement in Chile's foreign-exchangeposition over the phase, which was largely due to the booming international 
copper market. 

Thus, immediate foreign-exchange crises were a motivating factor in thesecond and third liberalization efforts, but not in the first. Once the liberalization program commenced, subsequent intraphase changes generally reflected ftdirect rather than an inverse association between liberalization and the avail
ability of foreign exchange. 

INEFFICIENCIES OF FOREIGN-SECTOR POLICIES. 
Many of the distortions and income effects of restrictive Chilean international economic regimes are analyzed in Chapters 5, 10, and 11. Although it
is very difficult to specfy the exact importance of the regimes, apparently the
perception of a number of their negative effects on certain areas of the economypartially underlay the desire for liberalization among an important group ofChilean technicians and businessmen. Specific perceived shortcomings includedextreme instability, large windfall gains, corruption, disincentives for investment and for exports, whose foreign-exchange proceeds paid for importedinvestment goods, ineffiieent resource allocation, preferences in import quotasgranted to large firms, overdependence on imported inputs, delays, arbitrarinessof operation, and large personal economic rewards-not for increasing productivity, but for obtaining better NERs, larger quotas, or correctly anticipating

massive devaluations. 
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1Z.2 Internal Factors. 

The external situation had some importance in the motivation for each 
of the three liberalization episodes. Of much greater significance, however, was 

the internal situation, two of its characteristics in particular: 
i. In all three cases liberalization of the foreign sector was not the domi

nant goal in itself. Instead it was but one component of an over-all stabilization 

program. The primary motives were to reduce inflation and to increase capacity 

utilization. In the year immediately preceding the commencement of each of 

the efforts the rates of inflation were, respectively, 76, 26, and 47 per cent 

(line 10 in Table 13.1). In each case inflation was accelerating.4 Capacity
(line 11 inutilization rates also were low, although less so in the second case 

Table 13.1). These internal concerns predominated among the motives for 

the three efforts.ii. In an immediate sense, all three efforts also were the result of new 

programs that followed substantial political shifts.5 In the first case, the internal 

political and economic conditions had deteriorated so much that complete 

breakdown of the political and economic systems seemed imminent. That threat 

induced the formation of an informal coalition among Ibafiistas, Conservatives, 

and Liberals with the help and guidance of the new finance minister, Oscar 
to be confused with Felipe Herrera, mentioned earlier), andHerrera (not 

the Klein-Saks mission. This new grouping broke a long-existing parlia

mentary stalemate and legislated the 1956-58 program of stabilization with 

liberalization. 
In the other two cases the nature of the political shift was more obvious. 

Presidential elections caused changes in the government. In late 1958 Ales

sandri won the election, and in late 1964 Frei was elected to succeed him. In 

both cases the new governments, counting somewhat on their initial political 
momentum, soon tried to initiate major programs of stabilization with liberal
ization. 

At times discussions of liberalization of the foreign sector are written as if 

all internal motives and policies were but adjuncts to the primary concern with 
the international sector. Such a view does not reflect the reality of the Chilean 
political economy. The basic causes of liberalization efforts generally have been 

internal factors. Foreign repayment obligations, speculation against the cur

rency, capital flight, and donor- and creditor-country pressures have all been 
significant, but less important than internal concerns. Foreign-sector policy 

angenerally has been much more an appendage of domestic policy, albeit 
important appendage, rather than vice versa. 
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13.2 WHAT WAS DONE 

Details of the changes in the components of the international economic regimeincluded in the liberalization packages were given in Chapters 3 and 4. Herefour major characteristics of the programs are summarized: the net or effectivedevaluation, the 	changes in import premiums and in EERs for the differentcategories, related monetary and fiscal policies, and the size and impact ofofficial foreign credits. 

13.2.1 	 Net Devaluations. 

The liberalization pack~ages all included substantial initial nominal devaluations. In the first year the weighted average of all NERs'changed, respectively,by 94, 47, and 34 per cent (line 13 in Table A.7). Prima facie, these appearto be large devaluations. However, two factors are not taken account of in thesefigures. First, given the extent and duration of the Chilean inflation, some deflation of the NERs is necessary. In the first year of each episode, the respectivechanges in the PLD-NERs were only 22.5, 4.3, and 4.4 per cent (column 13in Table 3.2). Second, at the same time 	that the nominal devaluations occurred, other changes were being made in the international economic regime.The net impact of these other changes was to lessen price and quantitativetrade barriers. The PLD-EERs changed by 24.8, 5.5, 	 and 5.5 per cent(column I in Table 5.1 or line I in Table 13.1). Therefore, the initial net devaluations were somewhat larger than an examination of PLD-NERs alonewould indicate, but much smaller than examination of NERs or EERs alone
would suggest.

After the first year, the patterns of changes in the PLD-EERs varied substantially in the three liberalization attempts (column 
 I in Table 5.1). In thefirst episode, the weighted average rose 35 per cent in the second year, but fell11 per cent in the third year. In the second attempt a constant NER was maintained as a symbol of price stability. Therefore, the PLD-EER dropped 7.6
and 5.6 per cent, respectively, in the second and third years. In the third program a sliding-peg NER policy was adopted. Nevertheless, the PLD-EER fellin four of the five subsequent years of the program by from 1.9 to 4.9 per cent.The exception was a 3.0 per cent rise in 1968. The general tendency, therefore,was for the PLD-EER to decline after the initial large devaluation. In only twoof the nine relevant years did it increase instead.
In all three cases, however, the really major problem with NER policywas not the tendency to let PLD-EERs decline during the phase. The majorproblem was that initial devaluations were not sufficient to achieve equilibrium(see Bacha and Taylor [1973:144] and line 1.1.1 in Table A.1 for two indices 
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of the extent of disequilibrium). The tendency for the PLD-EERs to fall only 

exacerbated the situation. Given the responses of various items in the balance 

of payments (see sections 6.2 and 7.2 and Chapter 8), the continued main

tenance of below-equilibrium PLD-EERs guaranteed an eventual foreign

exchange crisis or pressure to increase trade barriers in order to avert such a 

crisis.. 

13.2.2 	 Changes in Import Premiums and in Discrepancies in Effective 

Exchange Rates. 

The import premium rate fell substantially in the first year of the three 

liberalizations-by 34, 20, and 17 per cent respectively (column 6 in Table 

or column 4 in Table 5.1 ). There was a considerable immediate shift in13.1 
income per unit of imports, therefore, from the former recipients of import 

privileges. During both the first and the third episodes, moreover, further de

clines were recorded. In a few years, these subsequent decreases were quite 

large-51 per cent in 1957 and 17 per cent in 1968 (although increases of 9 

per cent in the next two years partially offset the latter). During the second 

effort, however, the premium increased 24 per cent after the first year with the 

result that in the last year it was not significantly less than before the com

mencement of that phase. 
As is indicated by the data in Table 13.1, lines 2, 3, 4, and 5; Table 5.1, 

column 3; and Table 5.2, columns I and 6, discrepancies among the EERs for 

different 	 categories of transactions also generally fell significantly with the 

initiation of liberalization compared to the year preceding the effort. Quite 

generally, therefore, distortions and differential incentives were cut--often 

substantially-by the initiation of the liberalization efforts, with one important 

exception, however, which was pointed out in subsection 5.1.2: discrimination 

against agriculture increased in two of the cases and remained the same in the 

third because the government tried to damp inflationary expectations by keep

ing the rate of increase of food prices down. 
After the first year of liberalization, many of these discrepancies widened 

again. In 1956-58 this was true for the nonmerchandise-to-merchandise ratio, 

the black-market to national accounts NERs, and (most strongly) the imports

to-exports ratio. In 1959-61 differences grew for the nonmerchandise-to
merchandise raito. In 1965-70 the same occurred for the first two indices but 

not for 	the imports-to-exports ratio. As the liberalizations lost their initial 

momentum, therefore, differential incentives and distortions commonly grew, 
rate tended to fall.especially in the two cases in which the import premium 
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d13.2.3 'Related Fiscal and Monetary Policles. 

.As is emphasized in section 13.1, fiscal and monetary policies were not 
jasically subsidiary components of the foreign-sector liberalization programs. 
ro the contrary, the liberalization of the foreign sector was but one aspect of 
die over-all stabilization effort. The major concern of the government in all 
three stabilization episodes was to reduce inflationary pressures. In 1956-58 
restrictive monetary policy reduced the rate of growth of the money supply
from 62 per cent in 1955 to 44, 35, and 28 per cent respectively in each of the 
next three years. In the first year of the next effort, 1959-61, it increased 
somewhat to 30 per cent, but thereafter fell to 23 and then to 26 per cent. In 
the first year of the 1965-70 phase it increased to 54 per cent (as compared 
to 40 per cent in 1964). In the next two years it declined to 46 and then to 22 
per cent respectively, but thereafter increased to 36 per cent in 1968, to 42 per 
cent in 1969, and to 66 per cent in 1970. Except in the first attempt,
then, monetary policy was initially not all that restrictive. In the last two 
efforts it subsequently became tighter, but then loosened near the end of each 
phase. 

In all three stabilization programs the government announced its intention 
to reduce the size of the government deficit (line 12 in Table 13.1). In the 
first year of the Ibafiez-Klein-Saks program a cut of 15 per cent in real terms 
was achieved. In the next two years and continuing through the Alessandri 
program, however, the size of the real government deficit increased steadily,
with annual increases of 53, 14, 26, 29, and I per cent. These governments 
were able neither to reduce expenditures significantly nor to reform the tax 
system to make it more effective. 

In the first year of the Frei period, once again the real government deficit 
increased-this time by 18 per cent. Thereafter, however, it fell to a much 
lower level. It dropped 23 per cent in 1966 and another 45 per cent in 1967, 
and fluctuated around the resulting new lower levels for the rest of the phase.
The reasons for this change are twofold: the Frei government was much more 
successful than its predecessors in implementing some effective internal tax 
reforms; and the copper boom greatly increased real revenues from mining
and exports, in part because of the relatively high degree of participation of the 
Chilean government in the returns (see subsection 4.2.1 ).

Not only the size of the government deficit is important. If aggregate de
mand has a role in the determination of output, the level of government ex
penditure for a given deficit also is significant. In the first year of the Ibafiez
Klein-Saks program real government current expenditures were cut 3.7 per
cent as part of the stabilization effort. In the last two years of that program and 
in all three years of the Alessandri effort expenditures increased (by 6.7, 11.1, 
1.6, 6.1, and 1.4 per cent, respectively). They rose 16.6 per cent in the first 
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year of the Frei phase and 8.6 per cent in the second. In the third year they 

declined imperceptibly, and therafter increased at moderate rates. 
Except for the first year of the 1956-58 phase and the last two years of 

the Frei program, thus, fiscal policy was fairly expansionary during the three 

stabilization-liberalization episodes. The maintenance of expansionary policies 

in the midst of anti-inflationary programs was due to difficulties in obtaining 
on the one hand and to the desire to limitand implementing fiscal reforms 

recessions on the other. 
The over-all impact of monetary, fiscal, and other policies on inflation 

had the same general pattern in each of the three episodes (line 10 in Table 

13.1 and line 2.1 inTable A.1). The annual rate of change of the GDP deflator 

dropped substantially in the initial stages of the program. As political momen
tum tailed off, however, discipline faltered and inflationary pressures once again 
grew. 

The total impact of such policies on capacity utilization and growth dif
fered'somewhat in the three episodes (lines 11 and 15 in Table 13.1 and lines 

2.2 and 5.1 in Table A.1). The first two programs were characterized by an 

initial drop in both capacity utilization and over-all growth, followed by an 

increase and then a decline as the effort fizzled out. The Frei period had high 
capacity-utilization rates and growth in the first two years (e.g., per capita GDP 
increased by 4.8 and 9.0 per cent respectively in 1965 and 1966), followed by 
relative stagnation. 

13.2.4 Size and Impact of Official Foreign Credits. 

Average annual net inflows to the central government and central insti
tutions in millions of 1958 dollars increased from 2.3 in 1952-55 to 16.7 in 
1956-58 and to 52.6 in 1959-61 (line 13 plus line 15 in Table 8.1). In the 
first two liberalizations the increased supplies from imports made possible by 
these larger net inflows aided substantially in the reduction of inflationary pres
sures. These increases did not occur, however, in the first year of these pro

and third years as thegrams. Instead, they were recorded in the second 
government attempted to salvage the effort by using enlarged foreign debt to 
provide purchasing power. When additional foreign credits became difficult to 
obtain--especially in late 196 1-the programs collapsed. 

For the Frei attempt the pattern was reversed. The net inflow in millions 
of 1958 dollars increased from 81.8 in 1964 to 135.3 in 1965, but the average 
annual level declined from 106.9 in 1962-64 to 64.3 in 1965-69. As is noted 
in section 8.2, the drop in the mean inflow primarily reflected a drop in foreign

exchange needs because of enlarged revenues generated by the copper boom 
of the late 1960s. 

In all three cases, then, net inflows of official foreign credits played im
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portant short-run roles. In the first two programs they allowed the liberalizationefforts to be prolonged. In the third they helped it to get started. In no case,however, did they lead to long-run success. In the long run, in fact, they mayhave been dysfunctional by obscuring the fact that the exchange rate remained
well below equilibrium. 

13.3 SHORT-RJN EFFECTS OF
 
LIBERALIZATION
 

The long-run advantages of liberalization as they relate to four areas of Chileanmacroeconomic policy-foreign-exchange position, resource allocation, income distribution, and development-were taken up in earlier chapters. Butwhether or not a liberalization prevails long enough for those advantages to berealized depends in considerable part on the short-run impact of those policies.Consequently, the latter question, also, has been taken up in detail, and theissues are summarized in this section. 

13.3.1 Foreign-Exchange Position. 
A wide variety of responses of components of the balance of payments toliberalization and devaluation are detailed in chapters 6, 7, and 8. Speculativeinventory holding and capital flight fell. Extralegal flows declined. Exports,especially of a nontraditional nature, and net direct investment inflows increased. Desired imports tended to drop due to higher PLD-EERs, but actualimports tended to rise significantly because thererestrictions. (The were fewer quantitativelatter situation particularly characterized capital goods

imports.)
On a general-equilibrium level many substantial partial-equilibrium directresponses were largely offset by indirect effects, especially those transmittedthrough the nexus of foreign exchange, money, and prices. The generalequilibrium response to a devaluation alone, therefore, was not large. Moreover, since devaluation was not sufficient to reach equilibrium levels and sincethe PLD-EERS tended to decline during the more liberal phases, pressure onforeign exchange was in'creased. In addition, the import responses to reducedquantitative restrictions were substantial.

The net result of all of these factors included rather substantial deficits oncurrent account in all tIhiee attempts (line 8.1 in Table 13.1 and line A inTable 8.1). In the first two efforts the mean annual deficit in constant dollarsrose significantly over that for the previous phase. In all three cases thesedeficits tended to increase during the phase--in part because of the decliningPLD-EERs for imports (line I in Table 13.1 or column 1 in Table 5.1).o In
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creasing differentials between the PLD-EERs for imports and for exports 

exacerbated the problem in the 1956-58 and 1959-61 phases (line 5 in 

Table 13.1 ).The pressure on foreign exchange, therefore, was great and growing. In 

1965-70 the copper boom and the large net capital inflows relieved this pres

sure. In the earlier attempts the net official inflows provided transitory relief 

(see subsection 13.2.4). When funds from these sources became less readily 

available or dried up, the government had to alter the international economic 

regimes. It chose to abandon the liberalization attempt, gradually in the first 

case and quite abruptly in the second. In neither case did it first increase the 

PLD-EER for imports or reduce the discrimination against exports. In 1958 
the Ibafiez governm it did not consider such alternatives because the whole 
political situation had so disintegrated that only piecemeal, ad hoc measures 
could be applied. In 1961 the Alessandri government did not pursue them be
cause a fixed NER was an important symbol, if not the cornerstone, of the price 
stabilization effort. 

13.3.2 Cyclical Fluctuations in Nominal and Real Terms. 

Within a general-equilibrium context, devaluation alone led to substantial 
immediate inflationary pressure. This part of the stabilization-liberalization 
package thus worked strongly against initial price stability. Reduction in quan
titative restrictions, however, had the opposite effect. As long as sufficient for
eign exchange was available to finance increased imports, reductions in restric
tions led to increased supplies and lower inflationary pressure. 

In the 1959-61 program, this method was used to reduce inflation to the 
lowest level since the Second World War. The GDP deflator increased only 
9.5 per cent in 1960 and 7.9 per cent in 1961. A fixed NER, as is noted above, 
also was utilized as a symbol of stability in order to damp inflationary expecta
tions. Shortly after the foreign-exchange crisis of late 1961, quantitative re
strictions were intensified and the fixed NER was abandoned. Inflation acceler
ated rapidly. 

The short-run impact of both devaluation and liberalization on output 
was negative. Increased competition from imports more than offset the greater 
availability of imported inputs. This effect could have been lessened by lowering 
trade barriers immediately on noncompetitive imports and only more slowly 
on competitive imports. To do so, however, would have left many inefficient 
industries with even greater effective protection. It also might have made the 
whole liberalization attempt seem less credible. 

Another possibility would have been to use fiscal and monetary policy to 
offset the contractionary impetus of liberalization. This was done in 1965 and 
1966. The obvious problem is that such a strategy increases inflationary pres
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sures.In the Frei program the government tried to increase capacity utilization
and growth by expansionary fiscal and monetary policy limited by proa 
grammed decline in the rate of inflation. The latter, it was hoped, would reduce
inflationary expectations despite the booming economy. There was initial suc
cess, but momentum could not be maintained for more than a year or two.
Thereafter, both inflation and stagnation again became more troublesome. 

.13.3.3 Resource Allocation and Structural Change. 

The effect of liberalization on resource allocation among sectors and
subsectors is detailed in Chapter 10. Agriculture and the more modem and
intermediate-goods-oriented manufacturing subsectors were particularly re
sponsive to liberalizations. Mining also responded positively. The more tradi
tional and consumer-oriented manufacturing subsectors, in contrast, generally 
were unable to meet the increased competition of the liberalized flow of imports.

The pattern of response poses a dilemma for the government. On the one
hand, the short- and medium-run costs of diverting resources from some of the
long-protected traditional industries are quite high. These costs are not only
economic but political as well, because some of these subsectors have acquired
considerable political power. On the other hand, in the absence of foreign
competition the same industries have shown little tendency to become efficient. 
Continued protection apparently would entail incurring a number of the costs 
described earlier without promoting substantial development. Moreover, it
would further reinforce those who already have vested interests in a restrictive 
system. 

Perhaps some gradual reduction in protection with interim aid in reallo
cating resources would provide 
 a solution. Given past experience, however, 
any proposal for gradual adjustment might not be credible. Rather than
cooperate, the affected industries might see their own interests to be in intensive 
lobbying for reinstitution of high EPRs. 

13.3.4 Distribution of Control over Income and Resources. 

As detailed in Chapter 11, the consequences of liberalization for the vari
ous elements of control over income and resources have been complex and
often*dependent upon the time period under consideration. In the short run,
liberalization and devaluation had a negative impact on the income going to
labor,7 traders who received the import premium, the owners of factors in
heavily protected industrial subsectors, the bureaucrats who ran the system,
and domestic, as opposed to foreign, factor owners. The effect on the split be
tween public and private control over resources depended on the relative 

http:sures.In
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weight of devaluation versus a reduction in restrictions, with the government 
being favored the more there were reductions in restrictions. 

Some very strong or very important groups, thus, were adversely affected 
in the short run by liberalization. One can always conceive of partial liberaliza
tions or subsidies which would mitigate these effects. Too much emphasis on 
the former would hamstring the whole effort. Adoption of explicit subsidies 
would lessen distortions and make the trarsfers more explicit and, it would be 
hoped, more responsive to the general political will. Given the problems in 
fiscal reforms, however, subsidies, also, involve significant costs. 

13.3.5 Economic Growth. 

The impact of liberalizations on economic growth is detailed in Chapter 
12. In the short run, of course, there was very little effect on the over-all ca
pacity of the economy. Because of induced changes in capacity utilization, 
however, measured real GDP per capita changed. That it declined by -1.3 and 
-2.0 per cent, respectively, in the first year of the first two stabilization
liberalization programs caused critics to cry out in alarm (line 15 in Table 
13.1). At the start of the Frei program, '"herefore, the government followed 
more expansionary policies to avoid the same outcome. The effort was re
warded by a growth rate of real per capita GDP of 4.8 per cent in 1965, fol
lowed by a rate almost twice as high in 1966. 

13.4 WHY LIBERALIZATION FAILED 

All three of the liberalization efforts failed. The same general factors underlay 
the lack of success, but with different relative weights in different episodes. 

The end of the Ibafiez-Klein-Saks effort formally was signaled by the 
presidential election of late 1958. Effectively, however, this program had fal
tered long before the election. The basic problem was a lack of sufficient short
run success in the over-all stabilization program to allow the maintenance of 
political momentum. Inflation had been reduced significantly, but still was 
quite high and was accelerating again in 1958. Significant positive growth in 
real per capita income had been obtained only in one year of the program, and 
the growth rate was declining in 1958. Parliament refused to pass basic tax re
form legislation. Rumors of graft and corruption increased, especially regard
ing the operation of the special regime in the department of Arica. Students 
demonstrating against increases in bus fares clashed with troops, and 18 deaths 
and over 500 injuries resulted in April 1957. In the same year, a poor harvest 
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caused relatively rapid increases in food prices. Government fiscal-deficitproblems were not solved. By the time of the 1958 departure of Klein-Saks, thegovernment had lost control of the situation.
The failure of foreign-sector liberalization accompanied the failure ofstabilization. The foreign-sector situation was exacerbated, moreover, by growing foreign-exchange shortages. These shortages, in turn, partially originatedin excess demand due to the falling PLD-EER. Government reluctance aftermid-1957 to keep up with the internal inflation had its toll. The drop in theworld price of copper after 1956 further aggravated the foreign-exchange

shortage.
The end of the Alessandri liberalization also reflected insufficient shortrun success. The rate of increase in the GDP deflator had fallen to the lowestlevel since the end of the Second World War, but the average rate of growthof real product also had dropped to the lowest level since 1955. Despite somesuccess in fiscal reform, the government deficit increased to all-time highs.In an immediate sense, however, the termination of this phase was almostentirely due to a balance-of-payments crisis. Foreign-exchange reserves andthe national foreign credit standing were exhausted because of failure to controlthe government deficit and because a substantially overvalued NER, with itsovervaluation steadily increasing, was being maintained side by side with aliberal trade regime. The public-sector debt in foreign currency had increased101 per cent to a level of $788 million by the end of the phase. Total Chileandebt in foreign currency (not including direct private credits or deferred payment import credits for which data are unavailable) increased 81.7 per cent toa level of $954 million, equal to 183 per cent of exports or 22 per cent of GDP(at the official exchange rate) in 1961. Net international reserves held by thebanking system plummeted to a new low of -$164 million at the end of 1961.
In December 1961 the Central Bank liquid reserves were down to the equivalent of approximately 
 ten days of imports. A considerable number of importapplications were still pending. The Central Bank could not borrow furtherfrom abroad because of the substantial foreign debt. On December 27, 1961,the Central Bank revoked all authority to deal in foreign exchange and established prohibitive 10,000 per cent prior deposits on all imports. Thus, thePhase IV period and the internal stabilization program ended.8 

The Frei government had the advantage of hindsight about the two previous failures. Therefore, it adopted a strategy with two major components: aprogrammed decline in the inflation rate over several years so that inflationaryexpectations could be lowered but a recession averted and a sliding-peg NERpolicy in which the PLD-EER would be increased over time to its equilibrium
value. 

In 1965 and 1966 success was fairly general. Inflation was cut signifi
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cantly,' and growth was quite high. The PLD-EER declined, however, despite 

the intent of the sliding-peg policy. 
In 1967 considerable internal political cohesion was dissipated in .an 

abortive attempt to introduce a compulsory savings plan for 1968 wage in

creases exceeding 10 per cent and to suspend the right to strike. In reaction to 

strike was called in December 1967, the politicalthese proposals a general 
parties of the left coalesced against the government, and political support from 

the right also declined in opposition to the features of the program which would 

limit the freedom of business and in opposition to other government programs 

such as agrarian reform. Several ministers of finance resigned in succession, 

and the government proposal was defeated after months of acrimonious debate. 

With that failure, stabilization efforts faltered considerably. In this instance, 

however, foreign-sector liberalization was not abandoned. If anything, it was 
(i) The copper boom of theintensified." The reasons for this were twofold. 

late 1960s led to an immediate relaxation of the foreign-exchange constraint. 

Because of this boom the mean United States producer price for copper ex

ceeded that in the previous phase by 39 per cent, the mean IME copper price 

exceeded that in the previous phase by 77 per cent, and the Chilean terms of 

trade improved substantially. (ii) A number of skilled Chilean economists in 

the government, once their efforts at internal reform had petered out, turned 

their attention to reforming the international economic regime. 
Despite the expanded emphasis on liberalization of the foreign sector, the 

PLD-EER was very low and declining (except for a slight rise in 1968). 
from were an immediateNevertheless, revenues copper sufficient to avert 

foreign-exchange crisis. 10 This phase was brought to an end, instead, by the 

election of the Allende government in late 1970. The earlier failure of stabiliza
tion, of couise, probably was an important factor in the election outcome. 

Thus, Chile has had at least one abrupt stabilization-liberalization effort 

which failed because the short-run success of the effort was insufficient to main
tain-political momentum. It also has had one gradual attempt which failed in 
part because the short-run success could not be maintained for a long enough 

time to generate stability. It has always attempted to liberalize with a below
equilibrium and often declining PLD-EER. 

To increase the probability of reaping the long-run benefits of successful 

liberalization, one obvious prescription is to draw the PLD-EER much closer 
to its equilibrium level and prevent it from declining under the pressure of infla

tion. When sufficient political momentum exists to attempt another liberaliza
tion, moreover, an abrupt change would seem preferable to a more gradual one. 
The sudden alteration would have short-run costs, some of which could be 

mitigated by transitory subsidies. But it might make it possible to change 
underlying expectations before political momentum was lost, so that some of 

the longer-run benefits would begin to appear. Given three liberalization and 
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fiur stabilizationfailures in less than two decades, cynicism about the proba

ilityof success of any gradual attempt is liable to: kill it before longer-run 
benefits appear. 

NOTES 

1. This point is not in conflict with the second point above. The latter refers to 
past efforts, while this one refers to any future attempts, given the past failures. 

2. As is discussed in Chapter 12 and other segments of Part I1,however, the em
pirical foundation which the Chilean experience provides for expectations of large long
run benefits is weak. To argue strongly for these long-run benefits one must rely on 
analogies with the experience of other countries, such as Brazil. 

3. The existence of foreign scapegoats, in other words, allowed a superficial con
sensus without a basic agreement on the sacrifices required of the type which Sturc 
[1967:216] has emphasized.

4. The 1958 rate of inflation was below that for 1957, but it accelerated during 1958. 
5. It is always possible to ask whether or not economic conditions caused the political

shifts. In fact, their contribution seems to have been considerable. But in an immediate 
sense these political changes were important in themselves. 

6. The PLD-EER for 1958 exceeded that for 1956. but was less than that for 1957. 
7. The wage share of GDP rose in the first year of the Ibafiez-Klein-Saks program,

but fell during the phase. It fell substantially in the first year of the Alessandri effort 
and recovered only partially during the phase. It remained the same in the first year of 
the Frei episode and increased slowly thereafter (line 14 in Table 13.1). This share, of 
course, was affected by all policies-not only foreign-sector ones. 

8. Although anticipated in some quarters, these events were not foreseen by all 
observers. For example, apparently late in 1961 Hirschman [1963:220] approved the 
appointment of Luis Escobar (a representative of the structuralist school who had been 
dean of the Faculty of Economics at the University of Chile) as Minister of Economics 
in August 1961. He also noted that the government had a majority in both houses and 
had the assurance of long-run assistance from the Alliance for Progress. He concluded: 
"Hence, the chances for improving the performance of the Chilean economy in various 
structural ways while keeping the traditional scourge [i.e., inflation] under control looked 
more promising than they had for a long time." 

9. Rather extensive plans to further liberalize the tariff and the whole trade system
inorder to encourage more domestic efficiency were later discussed in Banco Central
[1970b:463-467], but because of the subsequent political events these plans were never 
carried out. 
* 10. At the end of this phase the banking system had the highest level of net in

ternational reserves in more than two decades. At the same time, the foreign debt totaled 
close to $3 billion. As a proportion of annual export value it had fallen somewhat to 
248 per cent. Relative to GDP it had dropped to 27.2 per cent. Nevertheless, these debt 
obligations remained very large and constrained the new Allende government. 
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TABLE A.1
 

Arithmetic Means for Major Economic Variables During Phases and Subphases
 

of the Chilean Exchange Control Regime, 1908-71 

Line 
No. 

1. 
1.1. 
1.1.1 
1.1.2 
1.1.3 

1.1.4 
1.1.4.1 
1.1.4.2 
1.1.5 
11.5.1 

1.1.5.2 

.1.1.6 
1.1,7 
1.2 
1.2.1 


1.2.1A 

12.1.2 

12.1.3 

1.2.2 

1.2.2.1 

1.2.2.2 

1J.2.3 
1 2.3.1 

12.3.2 
1.2;,3.3 
1.24 

.1.2:4.1:4i',2.4.2 

.1.2.5 

1.25.1 

1.2.5.2 

Variables 

PHASE 

Foreign sector 
Prices 

PLL,-NER (1/27/59=1.00) 
1960 U.S. $ per escudo 
Free or black-market rate/NA r.at . 
EER/NA rate 

Consumption Foods (1965=100) 
Investment goods (1965=100) 

Terms of trade 
Export unit value/import unit value 

(1965=1.00) 
Copper returns: export unit value/import, 

unit value 
Import premium rate 
PLD-EER 

Quantities 

." 


, 


Import goods 

Consumption 

Investment 

Intermediate 

Imports/total supply 

"Consumption 

Investment 

Export goods
 
Agriculture
 
Mining
 
Industry
 

Rates of growth (%) S) 

Import
Export valuevalue (constant(constant U.S.U.S. $)$) 

Trade statistics: Chile's major trading partners 
Imports recorded by Chile/exports recorded 

by others 
Exports recorded by Chile/imports recorded 

by others 

1908- 1928

27 30 

III-IV IV 

1.64 
.. 3.0,4. 2... 


1.00 

1.449 1.46 
. - 6 , 

.106.; 

. 
.
"31*5 -11'l.7
24
 

http:1965=1.00
http:1/27/59=1.00
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K13l. 190. 1947- 1952- 1956-7 1959- 1962- 19654,39 '51 ,:55'" ;"61 64 ,70 1971': if: ;:H..;II i II:.. :,I . 'IV-Iu. u-"' .I ..:,II[ : , HI 

2.54 1.53 0.79 
66.0 

0.61 0.79 0.77 0.73, 0.69 0.5731.0 14.7 4.78 '1.44 .<. 0.95 ., 0.58 .150 .0.05,1.11 1.70 1.44 .2.66 O1.01 1.70 A1.554.06 

0.99 1.27 .1.49 . 1.06 :0.991: 1.03. -0.961.25 1.24. 1.30: .'96-'. 0.97 1.01 10.96 

7.0.90 0.66 0.68 .9 1 0.89 0.86 .0.94. . 1 18 b . 

,0.96, 139 1.93 2.65 1.93 
0.764 .0.73 1.438.48 . 0.58 . 0.58 0.504.42: 3.35 .4.29.- ,4.30 - " 4.00"- 3.60 

0.3S 0.31 0.30 0.30 0.33" 0.35 0.32) 0, 9... ..0(.16 . 19 
0.24 0.27 0.37 0.35 035 0.22. 

0.50 '0.45 3 0.34 0.32 0.30 f,0.341 0.59' 

10.44, 
.04 0.03 0.03 0.03 .04 0.05 :O2 0.03 

0.16 0.19 0.24 . 0.32- 0.37 0.36. . . . . 10.403210 }J 0 28 

,0.13 0.13 0.09 

... 0.28 

0.09 0.08 0.08., 0.04 0.03"0.79 0.80 0.81 0.83 0.84 0.85 0.86 %0.84.0.07 0.07 ' 0.0O 0.08 0.08 0.06 .0.,10, 0.13' 
3.0 6.3 .12.7 3.8 4.3 6.1 -1.8 6.0. 6.1:0.80 6.2 12.8 7.0 -5.5 7.3 72 . 1.7 

1.21' 1.36 1.17 1.15 '.20 ,.,07 

0.95' 1.00 0.98' 0.94 0.92. 0.95, 



TABLE A.1 (concluded) 

Line 10- 1928

o.Variables '27 30 

PHASE Im:-IV IV 

+1.2.6 

1.2.6.1 
Other 

Exports less imports (mill. 1960,U.S. $) 11.2 7.6 

1.2.6.2 
1.2,6.3 
:2,6.4 

QR index 
Export capacity to import (1965=1.00) : 
Net foreign reserves held by banking system 

1.03 

1.2.6.5 
1.2.6.6 
1.2.6.7 
1.2.6.8 
1.2.6.9 

(mill. U.S. $) 
Foreign debt at yr. end/exports for yr. 
Taxes: related to foreign trade/total 
imports/GDP 
Exports/GDP 
Import taxes/import value 

";-0.87 
",0.83 

0.52 
0 .5 8b 
0.13 

1.23 
0.63 
0.38 
0.44 
0.25 

2. 
2.1 
2.2 
2.3 

Cyclical variables 
Rate of change of GDP deflator (%) 
Capacity utilization for GDP 
Unemployment rate in Santiago in June 

4.1 
0.93 

-3.0 
0.91 

3. Resource allocation 
3.1 Composition of GDP 
3.1.1 
3.1.1.1 
3.1.1.2 

.3.1.1.3 

Production sectors 
Agriculture 
Mining 
Industry 

0.21 
0.10 
0.13 

0.17 
0.10 
0.11 

3.1.2 Final demand 
3.1.2.1 Private consumption 
3.1.2.2 
3.1.2.3 
3.2 

Invest. in structures and equip. 
Govt. current expend. 

Agriculture deflator/GDP deflator 

0.05 
1.07 

0.11 
1.03 

3.3. Role of govt. 
3.3.1 Savings: govt./total 
3.3.2 Invest.: govt./total 
3.3.3 Govt. deficit/GDP. 
3.3.4 Taxes/GNP 
4. Income distribution 
4.1 Aver. wage/consumption deflator (1965=1.00) 

4.2 Wage share of GDP 
5. 
5.1 
5.2 
5.3 

Rates of real growth 
GDP per capita 
Industrial GDP 
Agriculture GDP . 

1.5 
2.2 
2.6 

-0.9 
-3.8 

2,2 

5.4 Invest. in structures and equip. 

5.5 Marginal gross capital-output ratio 
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- 1931- '1940-
 ,1947- "'1952- 1956-, 1959-'f 1962- 1965
39 46 51 55 58 61 -,'64 70 1971

,l I .i,II II. .. II-, . mI. . IV. II 'I1 Ii. 

7.8 --0.1 0.1 3.2 -9.7 1.2 9.1 19.6 -110.9 

0.94 0.95 0.96 0.960.98 0.92 0.95'
0.48 0.47 0.48 0.62 , 0.65 0.71 0.85 1.23b 

7.0 89.1 	 79.1 29.9 -60.0 -246. -17.0' 
- 1.20 1,31 .2.52 2.41 2.51Q.37 0.35 0.29 0.21 0.21 0.21 0.18

0.14 0.09 0.09 0.09 0.10 0.12 0.12 0.13 0.14
0.17' 0.19 0.15 0.12 0.11 0.12 0.13 0.12' 0.12 

0.22 0.24 0.22 0.17 0.20 0.21 0.17' 0.26 

8.5 • 15.1 ' 20.8' 47.8 37.6 19.3 35.4 31.7 20.0
0.81 0.93 0.90 0.91 0.90 0.96 1.00
0.92 0.95 


0.0721 0.053 0.062 0.052 

0.20 0.15 0.14 0.12 0.13 0.13 0.11 0.10 0.10
0.09 ,0.10 ., 0.08 0,06 0.04 0.07 0.07 0.06 0.06
0.14 0.18 0.21 0.22 0.21 0.19 0.19 0.19 0.20 

0.77 0.79 0.79 0.80 077 0.780.80 0.76 
0.08 0.10 0.10 0.10, 0.1 0.13 0.11 0.11


0.08 0.08 0.09 0.10 
 0.10 0.10 0.10
0.10 0.10
 
0.92 0.98 '1.01 1.14 0.99 0.94 0.92 1.06
 

0.30 0.22 0.13 0.18 0.28 0.24 0.44 
0.44 0.45 0.56 0.48 0.38 0.35 0.45
0.01 -0.00 0.02 0.02 0.04 0.04 0.02 0.10
0.14 0.15 0.16 0.21 0.240.18 0.20 

0.57 0.67, 0.74 0.77 0.78 0.92 1.12
0.58 0.64 0.63 0.63 0.64 0.60 0.67 

-1.10 2.2 1.2 0.9 1.4' 1.2 '1.6 2.5 6.0
2.60 7.5 6.86.3 -1.4 
 2.8 4.9 5.1 12.1
1.5' 1.2 . 10.7
0O.9 1.7 -2.9 
 0.7 2.9 5.8 

7.0 ' 3.8 4.6 2.7, 15.1 2.6 4.0 .-7.72 .7 .33 :! 2 8 3! 1' . 4
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Notes to Table A.1 
are from the national

NOTE: The underlying data for virtually all the series listed 

accounts of Banco Central [1956b-73b], CORFO, and ODEPLAN, and unpublished data 
exact sources, procedures used to make data

from these three institutions. For 1940-71, 
as

from various sources comparable, and evaluation of the data for all series, except 
given in Behrman [1974:Chap.indicated below in the notes for individual variables, are 

3]. Data before 1940, except as noted below, are based on estimates from Ballesteros and 

Davis 11963] linked by 1940 values. For the earlier period, it was assumed that the GDP 

deflator was perfectly correlated with the wholesale price index and that government con

sumption was perfectly correlated with government product. 
The national accounts exchange rate, which enters into the calculation of series1.1 

1.1.1 to 1.1.4, is a weighted average of the various legal nominal exchange rates in effect 

in each period; it is used by CORFO and ODEPLAN in the preparation of the national 

accounts. 
1.1.1 Indicates the cost of foreign exchange (exclusive of tariffs, related charges, 

and import premiums) in constant-value escudos. The base date of January 27, 1959, was 

chosen because Instituto de Economia [1963:203] and Leftwich [1966:4071 suggest that, 

given the trade regime then in effect, this rate was very close to equilibrium. 
Number of current dollars required to purchase one escudo or 1,000 pesos1.1.2 

1960 dollars by use of the GNP deflator for the
(the unit used before 1960), adjusted to 
United States (Council of Economic Advisers [19721). This variable provides a measure 

of the decline in real terms in the foreign exchange value of the Chilean currency over 

time. Ratios in 1960 dollars for 1908-60 are from Hurtado [1966:Table 14]. Current dol

lars, 1960-69, from Ffrench-Davis [1971:286]; 1970-71, unpublished data of the Central 

Bank. 
1.1.3 The numerator is the legal free-market NER, if a legal free-market existed. 

Otherwise (in most cases), the black-market rate is used. The ratio is an indicator of the 
it is a measuredispersion among exchange rates resulting from exchange policy. Since 

of currency demand in illegal markets, it also measures the restrictiveness of exchange 
control in official markets. 

rates more fully in section 5.1. The ratios1.1.4 Effective exchange are discussed 
reflect the relative favoritism granted under the foreign trade regime to consumption and 

investment imports. 
is that part of the unit value of copper exports1.1.5.2 The numerator (1925=100) 

Chile in the form of factor payby large-scale mining enterprises which is returned to 

ments, intermediate input purchases in the domestic market, taxes, and related payments.
 
Front the point of view of the owners of large-scale mining operations, the exchange rates
 

for these return flows are often unfavorable. See Reynolds [1965:381].
 
1.1.4.1 and 1.1.4.2 U.S. deflator is from Council of Economic Advisers [1972]. 
1.1.5.1 Before 1940, from Mamalakis [1971b:527, 661]. 
1.1.6 Average premium on competitive and noncompetitive imports. For each of 

+ implicit tariff rate)/EER] - 1.0 orthese categories of imports the rate equals [(1.0 
1.0. The ITRs for 1961 are from Table 5.3; the[(domestic price/c.i.f. price)/EER] -

EERs, from Table A.7; description of the ITRs is given in Appendix B; the source of the 

ratios of price indices is given in Table A.8. In effect, the rate indicates the extent to 
to foreign prices for imports exceeds the effective exchangewhich the ratio of domestic 

rate. Premiums may be received by importers because of the existence of effective quan

titative restrictions. However, several qualifications concerning this interpretation are 
to adjustmentwarranted. (i) Disequilibriums between domestic and foreign prices due 

lags may result in a positive or a negative premium. Given the Chilean history of inflation 
(series 2.1), such disequilibriums may be of considerable importance. (ii) Water in the 

Even if the premium arises purely from effectivetariffs implies a negative premium. (iii) 
quantitative restrictions, the government (not only private importers) may be the recip

ient of part of te premium through government imports. 
1.1.7 See Table A.8 and text discussion accompanying the table. 
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1.2.1 and 1.2.2 In each pair of braced figures for 1965-70, upper figure is for 196566 and is comparable with figures for earlier years. Lower figure is forcomparable only with figure for 1971. 
1967-70 and is 

1.2.4.1 and 1.2.4.2 Before 1940, from 4nuarios Comercio Exterior, as given byHurtado [1966:Table 10].1.2.5.1 and 1.2.5.2 From IMF and IBRD [1953-72]. These comparisons are measures of the order of magnitude of evasions of the Chilean foreign trade regime by illegaltransactions, under the assumption that all transactions are recorded by the trading partner. If there were no unrecorded transactions in the Chilean trade statistics, a discrepancyof about 10 per cent would be expected due to the difference between the f.o.b. value ofexports and the c.i.f. value of imports. For a full discussion of the merits and the shortcomings of this procedure, see Bhagwati [1969]. Chile's eight major trading partners accounted for 76 per cent of imports and 85 per cent of exports inpercentage 1948-70. The averageshare of the eight countries in total Chilean trade in this periodlows: United States, 41.4; Federal Republic of Germany, 9.5; United 
was as fol-

Argentina, 7.0; Netherlands, 4.2; Japan, 3.1; Italy, 3.1; and France, 3.1. 
Kingdom, 9.5; 

1.2.6.1 Data before 1940 are from Anuarios ComercioHurtado [1966:Table 10]; deflator is from Council 
Exterior, as given by

of Economic Advisers [1972].recent years, this series is not always identical Forto that implied by the probably more reliable estimates in Table 8.1.1.2.6.2 For 1952-69, estimate by Ffrench-Davis [1971:302] based onamination of Central a careful ex-Bank documents. For earlier years, I extended the series on thebasis of an estimated relation between the Ffrench-Davis series and series 1.1.7; the correlation coefficient between the two is 0.70, which is significant at the I per cent levelfor 18 observations. In the words of Ffrench-Davis, the index is intendedthe effects of "prohibitions, quotas, administrative to summarize
delays, prohibitive tariffs, and importdeposits."

1.2.6.3 Value of exports divided by the unit value of imports.1.2.6.4 Data for 1940-46, 1947-51,
1.2.6.S and 1952-69 are apparently not comparable.Based partly on Humud [1969:100, 225-228, 241-242]. Public debt onlybefore 1930; public debt plus government-guaranteed private debt after 1930.1.2.6.6 Based partly on Humud [1969:100, 225-228, 241-242]. Numerator includesimport taxes, export taxes, implicit taxes oning, and direct taxes on large-scale mining. 

local cost of production for large-scale min-Denominator includes all taxes (includingtaxes of the social security system).1.2.6.7 and 1.2.6.8 Before 1940, from Anuarios Comercio Exterior, as given byHurtado [1966:Table 101.1.2.6.9 Before 1940, from Humud [1969:100, 238].2.2 Capacity is defined by the trend-through-the-peaks method; the series is, therefore, a measure of actual production at a particular time compared
in production. to the secularThis method tends to overstate capacity near 
trend

utilizationsince the presence of peaks before or after the sample period may change the trend line,
but it does provide a useful 

the end points 

and definable measure of short-run fluctuations relative tohistorically feasible levels of capacity. For discussion of the advantages and limitations ofthe method, see Behrman [1973b].3.2 Before 1940, based in part theon data from National Statistical Service asgiven by Mamalakis [1965:131].3.3.2 Numerator includes government direct investment and government-financedinvestment. 
4.1 Secular trend is used, rather than actual employment data, which is.9iavailablefor the country as a whole for any extended period of time. As a result, the wage level isunderstated when unemployment is high relative to when unemployment is low. When unemployment is high the number employed is below the secular trend. Sincewage bill is divided by the actualthe trend rather than the actual number employed to get theaverage wage, the wage is understated. 
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Includes self-employed individuals.4.2 	
terms but as'the ratiolof gross value of investment in5.5 'Defined not in growth 

structures and equipment during a phase or subphase tthe change in.real gross domestic 

product in the same period. 
a. For 1915-27. 
b. For 1965-66. 
c. For 1925-27. 
d. For 1946 only. 
e. 	This rate is an overstatement of the growth which would have had to occur for it 

from the value for the last year of the previous period to the last year of thisto move 
a constant rate because of the initial decline and subsequent increase in the

period at 
underlying variable. 

f. For 1948-51. 
g. For 1965-69. 
h. Excluding 1917, 1918, and 1920. 
i. For 1960-61 only. 



Dependent Variable: 
Log of Real Value of 

PHASE 

Exports 

Agriculture 
,a


Mining 

Large-scale mining 

Industry 

Services 

Imports 

Consumer goods
Staples 

TABLE A.2Exponential Growth Rates and Phase-Coincident Deviations from Growth for"Real Values of Exports, Imports, Gross Domestic Product, and Capacity, 1940-65 

Adjustment to Growth Rate 
Coeff.

of 
Time 

1940-
55 

1956-
58 

1959-
61 

1962-
64, 

1956, 1959, 
1965 

Con-
stant 

II MI IV II 

0.015 -0.024 -0.017 7.45 
(5.5) 

-0.018 
(4.8) (3.8) 

0.014 
(216.3) 

5.8 
(1.7)
0.018 -0.023 -0.016 

(2.0) (37.3) 
7.09 

(3.2) 
0.001 

(2.7) 
-0.022 

(3.0) 
-0.015 

(75.8) 
7.13 

(0.2)
0.019 

(2.2) (2.3) 
0.023 

(64.4)
4.53 

(1.2) 
0.112 -0.011 

(1.6) 
. 0.022 

(23.5) 
3.82 

(5.7) 
0.064 -0.023 -0.017 -0.006 

(1.9) 
-0.010 

(4.6) 
-0.013 

(13.2) 
6.73 

(11.6) (3.6) (3.1) (1.1) (1.8) (3.1) (277.2) 

0.045 -0.017 5.18 
(4.3) (1.1) (38.0) 

(continued) 

'R2 DW 
SE p 

.74 2.2: 
[.09] [0.12] 

.4 -1.8 
[.16] [0.31]
.73 2.5 

[.10] 
.31 2.8, 

[.12]
.20 .. 1.6 

[.34] 
.89 2.2 
[.12] [0.71] i 
.97 1.6 

[.07]-: 

.75 1.9 
[.20] [0.46] 



TABLE A-2 (concluded) 

Dependent Variable 

Log of Real Valueof 

Coeff.,of : 

Time 

1940-

55 

Adjustment to Growth Rate 

1956- 1959- 1962-

58 61 64 

1956,: 1959, 

1965 

' 

Con-

stant" 

T2 

SE 

DW 

PHASE I I, IV I 

Imports (contd.) 

ta Durables 

Secondary 

0.040 
- -

0.058
(4.3) 

-0.025 
("(5.3)(1.8) 

-0.019 
(1.5) 

"3.15-

.13 

(45.0) 

(19.0): 

.54 

[26] 
-.75 
[.24] 

16. 

1.7 
[050] 

Capital goods 
Machinery and equipment 

Transportation-related 

Intermediate goods 

Services .. 

Gross domestic product 

0.088 
(10.3)( 

0.140 
(9.4) 

0.015 
(5.5) 
0.092 

S (9.2), 

. 0.038 
(49.1) 

-0.024: 
(4.8) 

. 

0.020 
(1.1) 

-0.017 
(3.8) 

-0.013-,
(1.2), 

-0.002 
.(1.3) 

-

0.011 
(.2), 

-0.002 
(1.8) 

-0.028 
(1.8) 

-

- 0.006 

-0.036 
(2.2) 

-

-0.012 
(1.4), 

4.49 
(4.7) 

-3.31 
(27.1): 

7.44 . 
(216.3) 

4.01-
(33.5) 

(1,129.) 

.94 
[.151 

85 
[.37] 

74 
[.09] 
.85 
[.21] 
.99 
.03 

1.8 
[0.49] 
1.7, 

2.24 
[0.12] 
-2.0 

2.3 



Agriculture-
: -: " :"':.. . "-

0.020
:"'(0: ).(2.14): 0.007, :,-0.006

(2.2): i . 7.22..':(367.)" IL  .88.[.06]1 .1 -" i : :' 

Mining. o-008 -0.024 -0.039 '6.78: .77 2.0 

Constr;uction.. 
(4.8) 
0.064 

(3.4) 
-0.014 

(6.3) 
. 

(140.) 
5.18, 

[.11] 
.951, 

"[0.17] 
2.0 

Industry 
-(16.5) 

0.038 
(2.1) 
0.012 -0.004 

-. (105.) .- [.10] 
7.49" .96 

[0.25] 
-1,i.6 

Services0.038 

Government ." 

(18.0) 

(21.3) 
0.051 

(3.2) 

0.014 

-0.004 
(1.4), 

(1.6) 

- 0.006 

(291.) 
8.08-

(406.) 
6.45 

[.06]-
.95. 

[.06] 
.93 

[0.21] 
1.9 

2.0 
Consumption"" (16.0) (2.7) - (1.5) - (189.)," [.10]"".. .- - " : 

Private 0.040 -' :-0.002 -0.003 8.87- .99_: :1.7 
w 

Government 
(46.2) 

"0.04.7 
(2.5) (3.1) (1,182.) 

6.67 
[.02]
.97. 1.8 , 

Investment (noninventory) 

Government direct and financial 

(28.23" 
.0.060 

(11.3) 
0.051 

" 

0.019 -0.011 

-0.007 
(2.0). 

(353.) 
6.667 

(107.) 
5.86, 

[.06] 
.94 
[.101 
.. 64.. 

1.7 
[0.451,. 
-1.8 

Capacity of gross domestic product 
(6.4) 
0.032 

(1.3) (1.0). 
- 0.001 

. (63.4) 
.9.30, 

[.27]. 
-[.990],:,A.2 

(7.8) (I.0) (101.) - [.01] [0.93], 
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*Notes to Table A.2. 
NoTm: Two hypotheses are tested in each case: (i) that phase-coincident deviations 

in the growth rate occurred for the 1940-55 or the 1962-64 Phase II periods, the 1956
58 Phase III years, or the 1959-61 Phase IV liberalization; and (ii) that deviations in 
the growth rate occurred in the first year of each of the three liberalization attempts 
(i.e., 1956, 1959, and 1965). 

The sample period is not extended further because consistent data are lacking before 
1940 and after 1965. (The components of exports and imports are consistent only for 
1947-65.) As of this writing (1971), two sets of Chilean national accounts are available: 
CORFO accounts for 1940-65 and ODEPLAN accounts for 1960-71. The CORFO 
accounts, which are used here, are preferred because they contain a substantially larger 
number of observations. For comparisons between them see Behrman [1974:Chap. 3].

The regreisions were carried out by the method of ordinary least squares. For each 
regression, the dependent variable is the logarithm of the real value of the variable, and 
the independent variables include a constant, a time trend, multiplicative dummy vari
ables multiplied by the time trend (with nonzero values for the years indicated in the 
column heads), and a first-order autocorrelation coefficient (p), in brackets, estimated by
the Cochrane-Orcutt procedure in cases in which the hypothesis of correlation is not 
rejected by the Durbin-Watson statistic (DW). The figures in parentheses are the absolute 
values of the tstatistics. For a two-tailed test with 20 degrees of freedom (approximately
the number in each regression), a t statistic of 0.7 is significantly nonzero at the 50 per 
cent level; a I value of 1.3 is significantly nonzero at the 5 per cent level; and a value of 
2.8 is significantly nonzero at the I per cent level. The coefficient of any dummy variable 
for which the absolute value of the tstatistic is less than 1.0 is restricted a priori to zero. 
k' is the corrected coefficient of determination, and SE is the standard error of estimate. 
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'TABLE A.3mplicit Tai tes ITR) and Effective Protection Rates (EPR) 
for 92 Products, 1967 

(per cent)
 
Sector4 and Product 
 ITR EPR Sectora and Product ITR EPR 

Agriculture, fishing, 12. Textiles
 

Sun forestry
rs Fabrication of yarn andnflower seed 
 -26 -39 fabricsPotatoes 
 -17 -21Pork meat 	 0 -18 Combed wool fabrics 80 63Carded wool fabrics 80 83Rape -5 -13 Polyester yarnRic-Cmbed 92 140, 
-ate3 -m1 wool yarn 90 152Dyed linen 130 547Cattle meat 

Corn 
4. .4 Carded wool yarn 90 821

16 13Chicken meat 	 Cotton thread for 
. 50 39 retail sale 130 1,6419. Food products 13. 	 Footwear and clothingPacking and preserving Shoe manufactureof fruits and Ladies shoes 20 26vegetables: Children's shoes 20 32

Canned fruits and Sewed men's shoesvegetables 	 20 3322 33 Glued men's shoesCanned peaches .27. 81 Clothing manufacture 20
T 46 

Packing and preserving Men's shirts 0 	 -35of fish products: Jacket 
 23Sardines in oil 28 20 Suit 	 30 -51
Tuna in oil 28. 38 Pants '52 33Natural salmon 28 47 14. 	 Wood and cork 

Mill products "
 
Sawmills
Flour0 
 0 Sawed lumber 0 .50 524 1 Furniture

Sugar refinery15Funtr
Sugar 
 10 ' Ordinary wooden furniture'
Other products 

7 	 0 -5Sphepotti 001,078 16." - Paper and paper products 
Spaghetti 0 -5 Papers, cardboard, 
Oil41 	 1,830 
 and cellulose 44 95 

10. 	Beverages 17. Printing and publishing 
WneWineind nry 14 2 Books, reprints, 20,000 vols. 0 -24Wine (bottling) 14 Books, reprints, 3,000 vols.. -2021 Books, 1st ed., 20,000 vols. 0

Beer s rBooks, 0 -10 
Beer 

2nd ed., 3,000 vols. 0' -6'
-0 -25 18. Leather and leather products11. 	 Tobacco 0 1 1 Tanyard and finishing shopsCigarettes -0 -13 Leather box calf 25 



TABLE AI.3 (continued) 

'Sector4 and Product ITR EPR. Sectora and Product. ITR EPR 

19. 	 Rubber products Pipes without pressure 10 :- ,-6 
Tires 125 304 Moldings 20 12 

26. Chemical products 	 23. Basic metals
20.Cheicaionfpr cts, 	 Basic industries of steelFabrication of paints, - adio
 

and iron for
varnishes, :;rnd lacquer Cast iron melted for 
Anticorrosive paint 54 85 makin steel 20 35 
Oil paint 54 103 m 
Enamel paint .54. 102 Flat steel bars 10 . 34. 
Latex paint 54 113 24. 	Metal products
 

Metal packing
Toilette articles 
Toothpaste 0 -62 15-kg. liquid gas cylinder 61 -61 
Cosmetics and perfumes 651 42 Tools 

90-1. handcart 0 -38 
21. 	 Petroleum and coal products Other metal products 

Petroleum refineries: Bolt3 and nuts 16 9 
Petroleum refining 50 900 12-1. "Califont" 

Derivatives of coal: (water heater) 73 80 
Carbide 60 1,380 4-plate stove 88 117 

"Infrano" stove 244 32022. 	Nonmetallic mineral products 
Fabrication of glass 25. Nonelect. machinery 

and glass producis Metalworking machinery 
Plane, cathedral, and 20-ton eccentric press 43 58 

mosaic 170 3,500 Winch (1.5 mm. X 
Fabrication of cement 180 mm.) 50 69 

and porcelain Drill (column up to 
Sanitaries 0 -6 20 mm., 8 speeds) 75 102 
Table service 25'' 18 26. Elect. machinery 
Glazed tile 60 46 Elect. industrial machinery 
Electric isolators 50 : 56 and apparatus 

Fabrication of cement Elect. engine, 5HP, 
and lime ... 1.500 RPM 162 701 

Cement and lime 27 "29 Elect. engie, 2 HP, 
Cement products for 1.500 RPM 162, '780 

construction - Equip. for radio and 
Rippled sheets 0 .- 46 television 
Cellulose rippled sheets 0 -25 23" TV set 125- 113', 
Plane sheets 0 Radio 607-17 345W 
T-5 pressure pipes 10. -17 Record player 340 1,400 
Cellulose plane sheets 0 -15 Elect. equip. and 
T-4 pressure pipes 10 --14 manufacture 
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TABLE A.3 (concluded) 
Sectoir and Product ITR EPR Sectors and Product ITR EPR 

Household food mixer 94 116 Fabrication of bicycles

Refrig., 9 cu. ft. 98 121 
 and other motorless -Vacuum cleaner 85 132 
 vehiclesRefrig., 7.5 cu. ft. 136 194 
 Bicycles 300 555
.Refrig., 6 cu. ft. 130 190
 
Washing machine 105 580
27. Transportation equipment Mean 54 217
Naval constructions Standard deviation 71 512
370-ton barge 0 -14 Range 371 3,562 

SOURCE: Estimates by de ]a Cuadra as presented in de Castro and[1971:38-461. de la CuadraFor details concerning the calculation of these rates, see the discussion ofITRI and EPR3 in Appendix B.a. The sectoral numbers are those of ODEPLAN and, hence, of Jcanneret r19711 
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TABLE A.4
 
Correlitlon Coefficlents Among Alternative Sets of Estimates of Implcit Tariff
 

Rates (ITRs), Effective Protection Rates (EPRs), and Domestic Resource
 
Costs (DRCs), 1961, 1967, and 1968
 

Domestic 
Implicit Resource 

Tariff Rates Effective Protection Rates Costs 

1961 1967 19681 1961 1961 1967 1968' 1961 1968a 

(1) (2) (3) (1) (2) (3) (4) (1) (2)
 

1961 (1) 1.00 0.60 0.77 0.71 . 
1967 (2) 1.00 0.50 
1968' (3) 0.60 1.00 0.78 

EPRs 

1961 (1) 1.00 0.43 
1961 
1967 

(2) 
(3) 

0.77 
0.50 

0.43 
, 

1.00 
1.00 

-056 0.79 

19684 (4) 0.78 -0.56 1.00 -0.51 

DRCs 
1961 (1) 0.71 0.79 -0.51 1.00 
1968- (2) 1.00 

Souitcm: Table 5.3 contains the underlying data. In the calculation of each correla
don coefficient, the maximum number of sectors possible is included after all the blanks 
inTable 5.3 have been excluded. This table includes only correlation coefficients signifi
cantly nonzero at the 5 per cent level. Of course the matrix of correlation coefficients is 
symmetric but both halves are included to make the table easier to read. 

a. For exports only. 



TABLE A.5Correlation Coefficients4Between Implicit Tariff Rates, Effective Protection Rates, and Domestic Resource 
Costs and Selected Sectoral Economic Variables, 1961, 1967, and 1968 

- Implicit Tariff 
Rates (ITR) 

Effective Protection 
Rates (EPR) 

DomesticResource 
Costs (DRC) 

1961 1967 1968b 1961 1961 1967 1968b 1961 1968b 
Sectoral Characteristics (1) (2) (3) (1) (2) (3) (4) (1) (2) 

1957 manufacturing census,
Plant/total capital 

W Average wage 
'0 Capital/value added -

Capital per worker 

.-. 48 
-. 61 

.61.92 
-. 

.62 
69 

1957 industrial concentration 
Labor force
Fixed capital 

1961/1953 product
1961 average tariff rate on intermed.inpUts 

-.56 

-. 42. 
-. 58 -. 68 .46 

- .55 '-

1962/1957
Gross product 
Gross value added -. 88 

.. 
1962 input-output table

Exports/domestic production 
Imports/domestic production . 

-. 51 

.49 
-. 79 -. 52 

.. 

(continued) 



:TABLE AS -(conscluded 

-

-

Implicit Tariff 
Rates (ITR) 

Effective Protection 
Rates (EPR)_ 

Domestic 
Resource 

Costs (DRC) 

Sectoral Characteristics 
1961 
(1) 

1967 
(2) 

1968b 
(3) 

1961 
(1) 

1961 
(2) 

1967._ 
(3) 

1968b 
(4) 

1961 
(1) 

1968 
(2) 

1962 input-output table (contd.) 
Domestic production ratios 

Intermediate/total 
Private consumption/total 
Investment/total 
Government/total 

Import ratios 
Private consumption/total 
Investment/total 

Components of gross value added/
domestic production 

Imported inputs 
Salaries 
Wages 

-
-. 56 

-.56 

-. 46 
-. 44. 

-
.49 

.62 

.70 

.54 

-.78 
-. 65 

-

.43 

.54 

.57 
-. 54 



Employers' social security taxes 
Total labor payments 
Other factor payments
Indirect taxes and subsidies 
Depreciation 
Gross value added 

1967 manufacturing censusLabor payments/domestic production 

-. 49 
--. 49 

-. 45 

.44 

-. 75 
-. 75 

.71 
-54 
-. 72,' -. 55 

Imported inputs/domestic production
Value added/domestic production 
Average wage 

Capital per worker 

- .46 
-5343 

.43 .. 

.4 ,-
-. 64 

-.5 
66 

1967 intermediate inputs/gross product
1967 manufacturing census/ 1957 manufac-

-. 74 
.74 

~ 
v 

turing census 
Average labor priceValue added/capital 
Value added/gross product
Labor payments/gross product 
Capacity in horsepower 
Plant 
Electrical energy consumed 
Value added 
Plant/total capital 

.42 

.59 

.56 

.58 

-. 54 
-55 

.59. 

.48-" 

. 

.43 

.82 

.8. 

-. 72 
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Notes to Table A.5 
a. The column headings refer to thosz of Table 5.3. The sectoral economic variables 

are from the following sources: 1957 manufacturing census data from DEC (1960a:42
43, 70-71, 95-96, 106-107, 131-132] and Instituto de Economfa [1963:100, 103-104], 
1957 industrial concentration data from Lagos [1966:80, 96, 97, 170], 1961/1953 pro
duction from data in Instituto de Economfa [1963:90], 1961 average tariff rate on inter
mediate imported inputs from unpublished data calculated by Jeanneret and presented in 
Bacha and Taylor [19731, related data of 1962 input-output table from ODEPLAN 
[1970], 1967 manufacturing census data from INE [1970:19-80], and 1967 data calcu
lated by de la Cuadra and presented in de Castro and de la Cuadra [1971:38-44]. All 
correlation coefficients which are significantly nonzero at least at the 5 per cent level are 
included. Sectoral characteristics for which correlation coefficients were calculated but 
which were in no case significantly correlated with the variables indicated in the column 
headings include value added per unit of capital and the ratio of capital to gross value of 
output for 1957; firm size, firm size plus degree of concentration, and concentration by 
gross value of output for 1957; the change in concentration of the labor force between 
1937 and 1957; the ratio of investment goods of domestic origin to domestic production 
and the ratios of intermediate goods of foreign origin and of government-consumed 
goods of foreign origin to imports from the 1962 input-output table; the ratios of the 
capital stock, of the horsepower capacity, of plant, and of electric energy consumed to 
gross product, the average tariff rate on intermediate inputs, and the ratio of value added 
to capital for 1967; capital per worker and the ratio of intermediate imports to gross 
product for 1967 relative to 1957; and the 1967-to-1962 ratios of gross product and of 
gross value added. 

b. For exports only.. 



333 
STATISTICAL TABLE S 

TABLE A.6
Correlations Between Selected Sectoral Economic Variables and 1967-to-1961
 
Ratos for Implicit Tariff Rates (ITRs) and Effective Protection Rates (EPRs)a
 

Ratio of Ratio of 
ITR2 to EPR3 to 

Sectoral Characteristics ITR I EPR2 

1957 manufacturing census 
Plant/total capital -. 64 
Value added/capital -. 49 
Capital per worker .69 

1957 industrial concentration: labor force 
1961/1953 product ".49 
1962 input-output table .44 
Import ratios 

Private consumption .49 --.46 
Government ,55 

Components of gross value added/domestic production: 
imported inputs .53 

1967 manufacturing census: value added/domestic 
production -.47 

1967 manufacturing census/ 1957 manufacturing census 
Average labor price .62 .43 
Value added/gross product -A6 
Labor payments/gross product .47 
Capacity inhorsepower .47 
Value added .55 
Plant/total capital .82 

SouRce: See Tables 5.3 and A.5. 
a. Only coefficients that are significantly nonzero at the 5per cent level are shown.

ITR2 and EPR3 are for 1967; ITRl and EPR2 are for 1961. However, itisassumed in 
these comparisons that there are no empirically significant definitional differences be
tween ITRI and ITR2 and between EPR2 and EPR3. See Appendix B for definitions and 
for a discussion of the importance of the differences in definition. 



APPENDIX A334: 


TABLE A.7
 
Chlean Average Annual Nominal and Effective Exchange Rates, 1931-72 

(escudos per U.S. dollar) 

Nominal Exchange 

Free Funds
Official (parity after Black or 

cial ExportS(spe Dec. 1946)R Free Marketb 

after 1942) Draft Gold Wine
Phase and (6)(5)(3) (4)

Year (1) (2) 

0.014 e 

1931 .00826 0.025e 

.01405 .03338,1932 0.034e 
1933 .01334 .03318 0".025 
1934 .00964 .02507 

0.025 
1935 .01933 .02426 0.028.03501936 .01938 .02605 

0.026 
'1937 .01937 .02558 .034 e 

.028 
_ .028 

0.027 
1938 .01937 .02495 .0340 

0.032.031 
193 .01937 .02498 


.031 
 0.033 
1940 .01937 .02498 0.032.031 
1941 .01937 .02490 0.0312031 
1942 .01937 .02500 0.032.031 
1943 .01937 .02500 0.032.031 
1944 .01937 .02500 

0.032
.031

.01937 .02500
1945 0.034
.031
.02500
.01937
1946 


.031 0.047 
1947 .01937 .02500 0.061.031 
1948 .01937 .02500 0.075 
1949 .01937 .02500 .1236 .031 

0.092
.031
.1367,
.01937
1950 
 0.090
'.031
.1345 .110
.01937
1951 
 0.122
.031
.1'647 .133
'.01937
'1952 
 0.188
.170 ".05175
.1896
.01937
1953 0.335
.245 .110 

.01937,
1954 0.565
.350 .110

.01937
1955 


I1I.2
 
IIl 


0.526.110 
1956 .01937 0.800
 
1957 . :1.100
 

.110 

110


1958 
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Raes, (N ER) 

Bank Market Special 
Commer- Pro- Central r.National 

;!i Spot 
(7) 

*,Future 
(8) 

cial, 
(9) 

'visional 
(10) 

; Bank 
(11) 

Brokers! 
(12) 

'Accountse 

(13) 

0.0083 
0.014 
0.032 
0.032 

0.024 
0.024 
0.025 
0.025 
0.025 

0.025 
0.030 
0.030 
0.030 
0.030 

0.030 
0.030 
0.032 

0.0430 0.036 

0.0430 0.038 


0.0430 .050 .060 0.090 0.051 
0.0900 .050 .060 0.085 0.057 
0.1132 .050 .060 0.124 0.066 
0.1102 .050 .060 0.174 0.076 

0.1228 0.290 0.104 
0.205 0.540 0.181 

0.453 0.499 0.534 0.351 
0.621 0.620 0.694 0.624 
0.793 0.788 1.000 0.715 

335"
 

Import 
EER! 
(14) 

0.033 
0.038 
0.036 
0.035 
0.035 

0.036 
0.037 
0.039 
0.044
 
0.049
 

0.063 
0.071
 
0.082 
0.094
 
0.123 
0.219 

0.432 
0.749 
0.846 



APPENDIX Al33f 


TABLE A,7 (concludued) 

Nominal Exchange 

Free Funds 
Black or 

Official 
(special Export 	 (parity aftjr 

Dec; 1946)a Free Market"Phase and "after 1942) Draft Gold ',Wine 
IYear (1) (2) (3) (4) (5) (6)' 

IV
 
.110 1.0591959 

1.0571960 
1.0591961 


II
 
1.7501962 
3.060,1963 
4.7501964 

III 
5.351965 
5.951966 
6.501967 
9.501968 

14251969 
22.601970 

Ii
 

54.701971 

,1972 	 219.6 
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Rates (NER) 

Bank Market 

Spot Future 
(7) (8) 

Special 
Commer-

cial 
(9) 

Pro-' 
visional 

(10) 

Central 
Bank, 
(11) 

,1.047 
1.051 
1.051 

. 1.045 
1.049 
1.049 

1.142 
1.875 
2.372 

2.452 
2.741 

1.142 
1.874 
2.373 

3.128 
3.955 
5.031 
6.787 
8.974 
1.552 

3.310 
4.000 
5.031 
6.787 

18.974 
1,552 

3.131 
3.955 
5.031 
6.787 
8.974 

11.552 

12.36f 
19.67f 

12.36 , 12.36 

Brokers' 
(12) 

1.055 
1.051 
1.051 

1.751 
3.011 
3.204 

3.739 
4.649 
5.697 
7.818 

10.145 
13.503 

20.285' 
35.4c 

National 

Accountsc 


(13) 

1.049 
1.049 
1.049 

1.153 
1.871 
2.418 . 

3.237 
4.000 
5.080 
6.860 
9.040 

11.83 

13.47 
21.87 

Import 
EERd 
(14) 

1.254 
1.269 
1.292 

1.455 
2.293 
.2.850 

3.847 
4.711 
5.991, 
8.031. 

10.436 
13.899 



Notes to Table A.7 
SouRcE: The black-market rates for 1931-71 are from Baerresen [1969:171 and 

The national accounts rate is fromPick's [1948-71]; for 1972, from verbal reports. 
sources as presented in Mamalakis [1971b:527] for 1931-39CORFO and ODEPLAN 

and in Behrman [1974] for 1940-71. The gold and wine rates are from Ellsworth [1945: 

56-57] and Baerresen [1969:12]. All other data are from Central Bank sources and are 

largely presented in Jul [1969:149-150] and in Lfbano [1970:730]. Before 1960 the 

Chilean currency was the peso, which equaled 0.001 escudos. 
and balance of a. After June !959, calculations of the IMF for Chilean reserves 

payments have been based on the bank rate. 
b. End of June for 1948-72. The black-market NER is the EER for nonbulk mar

ginal goods, services, and capital transactions. The black-market rate approximates the 

EER and not the NER for such transactions because tariffs, taxes, and other charges 

cases in which the black market is the source of foreigngenerally are avoided in those 
exchange. There may be a cost due to risk, however, because of the illegality of dealing 

in this market. 
care because this market is some-The black-market rate must be interpreted with 

in the commercialwhat narrow (although information about it seems to be widespread 

centers of Santiago and Valparaiso), and may be affected by risk aversion because of its 
curves downward.illegality. Risk aversion would shift both the demand and the supply 

price of foreign exchange would be uncertain. OneThe direction of the effect on the 
would shift less than the demand curve, sincemight hypothesize that the supply curve 

con
suppliers in this market are largely foreigners for whom the penalties arising from 

in this market have been less than for nationals. On the othervictions for operating 
morehand, the probability of arrest for black-market operations may be higher for the 

have a countervailing effect. In any
visible foreigners than for nationals, which would 

for lessening the 
case, attempts to suppress the black market in any manner. (except 

degree of overvaluation in the legal market) have been very infrequent-especially before 

the Allende government. The black-market PLD-NER--or the discrepancy between it 

useful index of the extent to which demands forand the comparable legal rate-is one 
are not being satisfied in the legal market(s) because quantitative re

foreign exchange 
at the existing overstrictions are being used to ration the available foreign exchange 


valued legal rate(s).
 
The following regression provides some support for this interpretation (t ratios are 

shown in parentheses; elasticities at sample means, in brackets): 
L 

= 29.7QRFD + 0.113 (PLD-NER' -PLDNERA) -23.5PLD.NERM 

(3.8) (4.2) 4.- (3.2) 
[5.21 [0.1] 

R" = 0.84, SE = 0.532, DW = 1.3; years covered, 1950-65 

where 

BM = black market; 
NA = national accounts; 

QRFD = Ffrench-Davis quantitative restrictions index (line 1.2.6.2 in Table A.1); 

L = first year of start of last stabilizatiop plus liberalization attempt (1956, 1959, 

1965). 

Variations in QRFD alone are consistent with 65 per cent of the variance in the PLD-

NER'". The second term on the right is the sum of the difference between the PLD-NERs 
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:for the black market and for the legal market(s) since the initiation of the last attemptat:Stabilization with liberalization. It represents the cumulative pressures for another lib.eralization attempt due to the disequilibrium system and, thus, motivation for speculativecapital flight. (A somewhat different interpretation of the regression is possible. Thesecond term may represent a distributed lag of the quantitative restrictions index. In suchacase the entire right-hand side is a distributed lag of this index, which may representexpectations concerning future quanitative restrictions.)variables are consistent Together the two right-handwith 84 per cent of the variance in the PLD.NERM. (Primafacie, the elasticities may be misleading indicators of the relative contribution of the tworight-hand variables because the coefficient of variation is much larger for the secondthan for the first of the two.) The inclusion of additional variables does not significantlyincrease the correlation.
 

Weighted average of legal exchange
c. 
rates. For 1971, it is a weighted average ofthe bank market and brokers' market rates described in notes f and g.d. The EER for imports is the national accounts exchangethe average import tax rate 

rate adjusted to include(line 1.2.6.9 in Table A.I) and the import prior-deposit-costrate calculated from prior-deposit cost estimates made by Ffrench-Davis [1971:269].e. End of year. EER for imports is tt,,: average number of escudos paid for adollar international transaction, oneincluding all charges for tariffs and other taxes and theinterest costs of prior deposits. The figures shown are in each case the higher (by 0.0005)of two rates for gold.f. As of December 13, 1971, the bank market rate was subdivided into four rates:A at 12.21 escudos per dollar, B at 15.80, C at 19.00, and D at 25.00. As of August 7,
1972, the escudo under these rates was devalued and three new lists were added so that
the structure became the following: A or E at 20.00 escudos per dollar, B or F at 25.00,
G at 30.00, C at 40.00, D at 80.00, and higher rates for nontraditional exports deemeddesirable. The rate in the table is the weighted average of the two basic B rates.g. The rate of 28.00 escudos per dollar, which was establishedreplaced by three rates as of August 2, 
in July 1971, was1972: Area 1, 36.00; Area II, 46.00; and Area III,85.00. The rate indicated in the table is the weighted average of the 28.00-escudo rateand the basic 46.00-escudo rate. 



TABLE A.8 
Price-Level-Deflated Effective Exchange Rates, Premiums Included, for Major -

Production Sectors and Subsectors and Demand Components, 1946-70 
(1965 escudos per dollar) 

14. 
1. 3. 6. 9. Wood 16., "18, . 

Phase Agric. and ,2. Coal Nitrate Food 10. 12. 13. and Paper Leather 

and Forestry Fishing Mining Mining, Prod. Beverages Textiles- Footwear Cork~ Prod. Prod. 
Year (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 

-1946 '5.872 14.974 3.831 6.257 5.881 
1947 4.864 11.140 2.964 9.877 8.782- 8.436, 3.623 6.474 
1948 4.359 9.818 3.061 7.796 6.939 6.400. 3.498 6.394 

S'1949 4.946 1.973 9.936 3.337 8.135 8.578 6.908 14.513 4.302 6.052 
'1950 5.174 1.959 9.798 3.208 7.789 7.805 7.339 14.147 3.639 6.086 

1951 4.731. 2.393 9.788 3.000 7.082 7.488 6.530 12.622. 3.530 5.959 
'1952' 4.817 2.386 10.639 3.024 7.958: 8.406 7.623 12.078 3.710 5.967, 

1953 5.323 2.023 11.847 3.156 7.483 8.297 9.439 11.769 3.584 5.1141• 

1954 5.488 .2.484 11.605 3.545 :7.462 7.498 11.022 12.062 4.181 4.369 

1955 5.940 2.507 31.150 5.852 8.881 7.136 16.942 18.836 6.476 6.814. 12.961 

1956 5.460 3.628 29.237 3.675 7.969 6.957.- 17.704 17.171 5.467 6.492, - 12.417 
1957 5.238 3.464 30.078 2.654 7.440 8.220 16.192 14.486 5.160 6.221 10.804 

1958 4.557. 3.357 4.078 4.711 6.691 9.108 11.633 13.333 4.356 6.924, 9.415 

-1959 4.501 3.321 5.199 4.241 6.440 - 7.798 - 10.566, 13.496 3.978 6.219 9.704 
1960 4.717 3.583 4.596 3.910 :6.254 7.454 9.903 -12.571 4.496 5.609 ' 9.827 
1961 4.668. 3.950 4.472 3.264 5.942 7.247 9.206 11.590 4.407 5.060 8.521 



19,62 
1963 

1964 

4.725 
4.668 

4.593 

3.764 
3.105'-

2.800 

4.4321 
4.679. 

4.873 

5.915 
5.939 

5.896 

6.690 
-6.692 

6.869 

9.075 
9.956 

9.821 

11.449 
11403 

11.245 

4.422 
-5.173 

4.959 

- 4.bu 
4.809 

5.099..-

.713 
10.003: 

10.951' 

-

1965 
1966 
1967 
1968 
1969 
1970 

Mean 

Stand.dev. 

4.120 
4.035 
4.137 
3.867 
4.045 
3.769 

4.745 

0.589 

3.113 
3.836 
2.780 
2.702 
2.161 
1.640 

2.860 

0.69I 

5.254 : 

5.924 
5.405 
3.743 
3.687 
3.211 

9.983 

8.271 

3.590 

0.803' 

5.969 
5.680 
5.318 
5.202 
4.803 
4.572 

6.750 

1.307 

6.746 
5.703 
5.238 
5.324 
5.116 
4.515 

7.109 

1.227 

9.585 
8.611 
7.905 
7.107 
6.922 
8.491 

9.722 

3.136 

10.938 
9.975 
8.942 
8.205 
7.524 
8.590 

12.134 

2.734 

-4.876 
-'4.317 

4.166 
4.953 
4.693 
5.995 

4.554 

0.814 

5.832 
5.268 

4.746 
4.280 
4.028 

-

5.585 

0.848 

10.457 
8.629: 

8.109 
6.939 
5.890 
6.044 

9.336 

6.016 

stand."dev. 
to mean 0.124 0.241 0.828 0.223 0.193 0.172 0.322 -0.225 0.178 0.151 0.215 

(continued) 



TABLE A.8 (continued 

Phase 
and

Year 

19. 
Rubber 
Prod.
(12) 

20. 
Chemical 

Prod. 
(13) 

21. 
Petroleum 
and Coal 

Prod. 
(14) 

22. 
Nonmet. 

Mineral 
Prod. 
(15) 

23. 
Basic 

Metals 
(16) 

24. 

Metal 
Prod. 
(17) 

26. 28. 

Elect. -Other 
Mach. Mfg.
(18) (19) 

1-28. 

All, 
Sectors 

(20)-

3-8. 
Mining

(21)' 

9-28. 
Mfg.'
(22)

b 

1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 

1956 .. 

6.426 
7.055 
8.602 
7.634 
6.736 
7.577 
8.912 
8.021: 
7.654 

8.037 

6.692 
5.798 
6.744 
6.720 
6.128 
6.230 
5.609 
4.863 
4.378 

-4.981 

15.394 
12.464 
12.035 
10.610 
10.055 
10.099 
11.150 
11.255 
8.297 
8.228 

8.778 

12.129 
10.049 
9.746 
9.769-
7.833 
6.142, 
7.253 
6.514 
6.211 
5.644 

5.590 

" 

-

7.210 

6.946 

' 

. 

8.982' 
7.734 
6.800 
7.519 
7.144 
6.450 
7.029 
7.111 
6.948 
8.216 

7.824 

5.327 
4.930 
4.506 
4.254 
4.470 
4.079 
4.170 
4.345 
3.792 
3.390 

4.040 

11.331 
9.504 
8.212 
8.876 
8.242 
7.499 
8.246 
7.985 
7.610 
8.805 

8.585 

-1957 

1958 

' 

6.259 

6.702 

6.364 

5.268 

-5.711 

9.236 

9.152 

5.546 

6.008 

6.678 

5.580 8.705 8.491 

7.470 

6.765 
4.123,-.. 
4.435 

8.248 
7.797 

jV 
1959 
1960 
1961 

6.523 
6.842 
6.595:, 

6.716. 
6.770 
6.333-

:5451 
5.236 
4.897 

- 8.873 
8.354 
7.803 

5.890 
5.784 
5.419 

6.053 
5.676 
5.191 

7.381 
-7.159 
6.692 

8.334 
7.657 
7.345 

6.598 
6.505 
6.170 

3.953 
3.860 
3.526 

7531 
7.302 
6.888 



1962 
1963 
1964 

-6.068 
6.903 
6.751 

6.095 
5.552 
4.570 

4.519 
4.166 
4.084 

7.376 
6.646 
6.760 

4.888 
4.307 
3.765 

5.103 
4.902 
4.139 

6.264 

6.274 
5.924 

7.63 1 
7.480 
7.296 

5.996 

5.977 
5.823 

3288 

3,398 
3.134 

- -.. 6.686-. 
6.597 

6.365 

1965 
1966 
1967 
1968 
1969 
1970 

5.938 
5.560 
5.060 
4.763 
4.385, 
3.669 

4.541 
4.477 
4.579 
4.752 
4.165 
3.570 

3.810 
3.536 
3.390 
3.504 
3.947 
3.764 

7.247 
7.143 
6.402 
6.235 
6.025 
5.899 

4.772 
5.905 
6.284 
6.919 
6.570 

4.160 
4.013 
4.065 
4.214 
4.153 
3.785 

6.267 
6.182 
6.204 
6.120 
5.495 
5.142 

7.152 
7.033 
6.634 
6.126 
5.872 
8.880 

5.681 
5.353 
5.142, 
5.043 
4.884 
4.752 

3.515 
3.297 
2.913 
2.642 

'--2.355 
:2.044-

6.373 
5.956 
5.626 
5.514 
5.182 
5.103 

Mean 5.793 6.327 4.980 8.886 6.622 5.117 6.447 7.379 6.557 3.751 7.443 

Stand. dev. 1.036 1.504 1.071 2.341 1.988: 1.135 0.901 0.872 1.088 0.778 1.462: 

! Ratio: 
Sstand. dev. 
to mean 0.178- 0.237".,- 0.215- 0.263- " 0.300,: 0.221 0.139 0.118 :0.165 0.207 , 0.196 

(,nntinupdfI 



TABLE A.(concluded) 

Non- Raw*,,.. 

Phase 
and 

Year 

Construc 
-. Mat. 

(23) 
II 

Intermed.'.:' 
Prod. 
(24) . 

Consumer. 
Goodsa 

(25) 
- .44 

Invest. 
Goods. Importsa 
(26) (27), 

- 2 2 ,-,98 : 

Competitive 
Importsb 
(28) 

7 

competitive 
Imports e 

(29) 

Material 
Importsd 
(30) 

Exportsa 
" (31)-, 

-. 1946 
-1947-
1948 

t 1949 
P. :1950 

1951 
1952 
1953 
1954 
1955 

9.301 
7.172 
6.943 
7.080 
5.959:1 
5.236 
5.898 
5.563 
5.366 

.6.080 

9.087 
7.289 
7.062 
7.426 
6.744 
5.957 
6.422 
6.504. 

-6.316 
7.539 

15.447 
13.979 
13.081 
13.244 

.12.948 
'12.108 
:11.900 
11.714 
11.846 
11.719 

12.9 
9.363 
8.739 
8.402 
8.117 
7.371 
7.158 
7.289 
6.636 
5.819 

8.432 
7.374 , 
7.024 

1.012 
6.656 
6.828, 
5.859 
4.756: 
4.560. 

7.263 
6.158 
5.626 
6.382 
6.343,-
5.708 
5.948 
6.376 
6.311 
6.555 

-

-12.580 
10.629 

8.836 
9.501 
9.046 
8.413 

.. 9.302 
9.005 

- 8.864 
11.044 -

10.054 
8.010 
7.725 
7.635 
7.417 
6.997 
6.038 
5.597 
5.447 

5.385," 

4.906 
4.253 
3.926 
4.178 
4.328 
4.757 
4.284 
3.123 
3.380 

1956 
1957 
1958 

6.002 
5.813" 
5.908 

7.499 
.152 

* 7.262 

-11.167 
10.647 
10.346 

5.830 
6.766 
6.734 

5.498 
7.559 
6.679 

6.353. 
6.038 

15.604" 

10.476 
'10.133 

8.741 

6.950 
8.854 
8.848 

4.104 
4.338 
3.521 

1959 
1960 

-5.857 
5.911 

, 17.002 
6.972 

- .10.033 
0.068 

7.07 3 
-6.266 

*6.861" 

6.065 
5.625 
5.721 

8.265 
7.931-, 

7.458 
6.913 

4.002
3.773 

1961 5.419 6.497 9.925 1.268 5.517 5.5.17 7.509 6.497 3.297 



1962 
1963 
1964 

19651966 

1967 
1968 

-1970 

Mean 

Stand. dev.; 

-ph.Ratio:,.7 
:stand. de.
toean 

5.158 
5.024 
4.653 

4.834!4.757.; 

4.587 , 
4.818 

4.365-

5.698,,,, 

1.073 

-
" 0.188 

6.202 
6.235 

.,107 

.5.976',"'5.'666 


5-650 
- 5.583-

529 

5.55 

6.593 

- 0.861 

.130 

9.874 
9.655 
9.424 

9.296'4.048706
18.760 

- 8.586 
8.240 
7.779 

10.908 

1.936 

-0.177 

5.962 
6.268 
6.528 

6.158 
6.236 

5.737 
5.555 
5.132-

7.014 

1.635 

0.233 

5.174 
5.229 
5.462 

5.489 
4.793 

4.734 
4.564 
4.122 

6.091 

1.392J92. 

0.228 

5.446 
5.241 
4.927 

4.614, 
4.507': 

4.578 
4.447 
4.450 
4.189 

5.597 

0.8070,87. 

0.144 

7.336 
7.433 
7.426 

7.457" 
6.922 
6.356 
6.100 
5,710 

:5.684 

':
"8.428 

- 1.231.2 

0" 

5.893.' 
7.169 

. 6.823 

5.31853i
 
4.632 
4.438 

P 

6.891 

. 4161.416 

0.205 : 

3.289 
3528 

'3.309 

3.739 
4.046 
3.650 
3.640 

3.772 

3.939 

0 5570 557

-0.141 



APPENDIX A:346 

Notes to Table A.8 
NOTrE: To calculate EERs on a disaggregated level for Chile is very difficult. In 

an environ
attempts by the government to pursue stabilization and distribution goals in 

rates (cf. line 2.1 in Table A.1), foreign-sector policies
ment with very high inflation 

(see Part II,
have been changed with great frequency-and 	often with great specificity 

above). To trace the changes in the implicit legal charges related to international trans

actions on a detailed level, therefore, is an enormous task. 
a person would

Even if one had adequately chronicled such legal changes, however, 

not really have EERs because of the large number of exemptions. Many of these exemp

tions are very difficult to detect, as the following anecdote illustrates: An apparently 

innocuous three-day suspension of the duties on sugar resulted in a considerable premium 
waiting for the suspension in the Val

to the importer because a shipfull of sugar was 
three days, the cargo was unloaded and passed through

paraiso harbor. During those 
customs. A quantity of sugar equal to a considerable portion of Chilean annual consump

tion entered the country duty-free. (In an interview on May 17, 1972, Ana Maria Jul 

related this and other similar events she had uncovered in Central Bank interviews as 

part of her research on Chilean international economic policies.) 

more specific evidence of the importance of such exemptions is available.
For 1962, 

For that year, I compared the tariff-equivalent rates implied by the legal rates plus prior

deposit costs for 58 categories of goods (Beca, 	 Galvez, and Imperatore [1969:125-126]) 
the same items. The unweighted mean of

with the tariff-equivalent rates actually paid on 
of the legal rates; the entire difference

the actual rates equaled 55 per cent of the mean 
as measured 

can be accounted for by the exemptions. The dispersion of the actual rates, 

by the standard deviation or by the ratio of the standard deviation to the mean, is much 

smaller than for the legal rates. A regression of the actual rates on the legal rates follows: 

Actual rates = 0.245 legal rates + 0.348 
(6.5) (5.2) 

= 0.44, SE = 0.37 

Note that the dispersion of the actual rates is much smaller than that of the legal rates. 

Exemptions apparently substantially reduce the distortions implied by the legal rate struc

are quite misleading.ture. Therefore, the legal rates 
of the problems just described, time series for premium-inclusive EERs

Because 
[EER(PI)s] rather than disaggregated EERs are presented in this study. The former are 

defined to be the ratio of domestic prices (net of normal distribution costs) to c.i.f. prices. 

equal to EERs if the premium rate is zero (see Table A.1, note for line
EER(PI)s are
1.1.6). 

on the following procedure:The PLD-EER(PI)s in this table are based 

i. For a number of aggregate domestic price indices and for the 220 most impor

and wholesale price indices, comparable
tant products underlying the Chilean consumer 

located and examined critically. The most comparablewereinternational price indices 
price index, and GDP deflatorconsumercomponents of the U.S. wholesale price index, 


were chosen because all other alternatives were incomplete or unstable. In any case, in
 

1950-68, the United States provided 440 per cent of the value of Chilean imports from
 

the second-largest supplier country.
 
ii. Ratios of domestic to international prices were calculated for each of the Chilean 

price indices for 1946-70. 
ratios of domes

iii. The time series were normalized to be consistent with the 1961 
near the end of the 

tic to c.i.f. price estimates of Jeanneret [1971]. For this base year, 
rate was relatively low. 

most liberal post-World War II phase, the import premium 
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ctiv. The disaggregated series were averaged with equal weights to obtain the sub
sectorai estimates and other aggregates.

v. All series were divided by the Chilean GDP deflator, with 1965 equal to 1.00.The resulting series primarily reflect the combined patterns of PLD-EERs and importpremiums for production subsectors and various demand aggregates plus such factors aschanges in domestic distribution margins in percentage terms, in those cases in which theconsumer price index is used; changes in international shipping costs in percentage terms;changes in the relative quality of Chilean versus U.S. products; changes in the degree ofdomestic market power; changes in product composition; and time lags in adjustmentbetween foreign and domestic prices. The variances in these additional factors appear tobe dwarfed, however, by the variances in the PLD-EERs and the import premiums.SOURCE: All series are based on aggregations of 220 underlying disaggregated series,unless otherwise noted. Data sources include the Council of Economic Advisers [1972]for the U.S. price indices and deflators; Jeanneret [1971] for the 1961 domestic-to-c.i.f.price ratios; Behrman [1974] for the Chilean GDP deflator; and Banco Central [194573b], Behrman [1974], and DEC [1957-70b] for the Chilean price indices and deflators.The means and standard deviations are for all nonzero observations. 
a. Numerator based on Chilean GDP deflator.b. Includes industries identified in columns 1, 12-14, and 16-19 (subsectors 1, 1921, 23, 24, 26, and 28 in the classification by ODEPLAN [1970] and Jeanneret [1971:

159]). 
c. Includes industries identified in columns 2, 3, 5-11, and 15 (subsectors 2, 3, 9, 10,12-14, 16, 18, and 22 in the classification used by ODEPLAN [1970] and Jeanneret 

[1971:159]).
d. Based on imported raw materials component of Chilean wholesale price index. 



TABLE A.9
 
Correlation Coefficientsa Among Price-Level.Deflated Effective Exchange Rates,
 

-Premiums Included, for Major Production Sectors and Subsectors and
 
Demand Components, 1946-70 

(1) 	 (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)(12) (13) 

1.Agriculture &
 
forestry (1) 1.00
 

2. Fishing (2) 1.00 
3. Coal mining (3) .74 1.00 
4. Nitrate
 

mining (6) 1.00
 
5.Food
 

products (9) .66 .62 j.00
 
6. Beverages (10) .63 , .75 1.00 
7. Textiles (12) .62 .80 -.49 1.00 
8. Footwear (13) .85 .78' .58 .88 .65 .,72 1.00 
9. 	Wood&
 

cork (14) .38 .61 -. 43 .62 1.00
 
10. 	Paper &paper


products (16) .40 .51 .70,_.66 .40, .821.', 1.00
 
11. 	 Leather&leather
 

products(18) .85 .70 .90 .64 .83 .89 .78 1.00
 
12. 	 Rubber .. . .
 

products (19) .90 .75 .89 .81 .74 .85 .54 .89 1.00
 
13. 	 Chemical 

products (20) .83 .53 .78 .76 .74 .46 .73 .76 1.00 
14. 	 Petroleum&coal 

products (21) .48 -. 53 ,.75 .84. . 54 7.59 .60, . 60 .75 
15. 	Nonmetallic 

mineral 
products (22) .60 .65 .79 .57 .62 .66 .67 .76 

16. Basic metals (23) -. 59 .40 -. 42 -. 51 -. 71 
17. 	 Metallic 

products (24) .91 .80 .92 .69 .89 .93 .76 .74 .68 .96 
18. 	 Electric 

machinery (26) .55 .58 .92 .86 .90 .76 .80 -. 60 .87 .59 .80 
19. 	Other manufac

turing (28) .95 .73 .62 .84
 
20. All sectors(1-28) .90 .70 .79 .81 .52 .94 .74 .87 .87 .87 
21. Mining (3-8) .63 .71 .90 .66 .74 '.70 .82 .76 
22. 	 Manufactur

ing (9-28) .82 .58 .76 .85 .90 .78 .86 .84 .86 
23. 	 Construction 

materials .62 .55 .74 .78 .71 .66 .65 .73 
24. 	Intermediate
 

products .76 .55 .59 .78 .53 .91 .81 .80 .80 .75
 
.40 .74 .73 .70 .60 .87 .89 .7925. Consumergoods .69-.44 

26. 	Investment
 
goods .44 -. 42 .67 .52 ' .80 .49
 

27. 	 Imports .45'. .77, .43 .68 .72 .43 
28. Competitive .93 .62 .75 .81 .41 .84 .56 .80 .83. .95 
29. 	 Noncompeti

tive .87 .73 .78 .78 .55 .94 .78 .89 .86 .81 
30. Raw materials 	 .54 .75 .59 .73 
31. 	 Exports .46 

a. Includes all correlation coefficients among the series in Table A.8 that are sig
nificantly nonzero at the 5 per cent level. The results indicate the consistency of the 
impact across subsectors and demand categories of changes in the foreign-sector regime. 



(14):(15) (16) (17) (18) (19) (20) (21) (22) (23),(24) (25) (26) (27) (28) (29) (30) 

1.00 

.90 1.00
 

.64 .81 1.00
 

.74 .85 1.00 

.83 .92 .80 1.00 

.57 .52 1.00,
 
.72 .82 .53 .97 .86 1.00
 
.87 .92 .65 .70 .91 .84 1.00
 

.83 .91 .67 .96 .89 .51 .98 .90 1.00
 

.82 .90 .85 .94 .88 .85 .83 .92 1.00 

.66 .77 .59 .95 .91' .92 .81 .93 .92 1.00
 

.87 -.93 .76 .91 .74 
 .95 .87 .89 .93 .87 .77 1.00 

.84 .91 .85 .69 .91 .67 .83 .81 .90 .72 .86 1.00.85 .88 .72 .49 .86 .93 .69 .90 .81 .85 .75 .80 .90 1.00.77 .80 .51 .97 .77 .97 .83 .94 .80, .86 .87 .64 .63 1.00 

.68 .82 .54 .94 .87 .99 .84 .97 .84 .91 .86 .69 .71 .93 1.00.75 .63 .47 .76 .89 .52 .79 .66 .69 .62 .58 .69 .89 .43 .53 1.00.60 .80 .72 .53 .70 .65 .69 .50 .65 .76 .80 .46 .59 .50 
The industry numbers in the column headings are identified in the stub. The figures inparentheses are the sector numbers used by ODEPLAN [1972] and Jeanneret [1971]. 



TABLE A.10
 
Percentage Changes in Ratios of Effective Exchange Rates, Premiums Included,
 

to National Accounts Nominal Exchange Rate for Major Production Sectors
 

and Siubsectors and Demand Componentsa 1947-70 

-1. 14. 
Wood, 1. 18Agric. 3. 6. 9. 

12. 13. and Paper. LeatherPhase and 2. Coal Nitrate Food 10. 

and Forestry Fishing Mining Mining Prod. Beverages Textiles Footwear Cork Prod. Pod. 
(8). (9) : (I0) (Ii)(5). (6) (7)Year (1) -(2) (3) (4) 

1947 -0.8 -10.9 -- 7.3 - 88.9 _-26.2 

1948 
1949 
1950 

-4.9 
28.1 

-8.8 -13.4 

-.-6.5 
-14.2 

-14.0 

9.5 
23.0 

-16.2 

-16.3 
17.8 

-165 

-16.2 
39.5 

-- 20.7 

-19.5 
21.8 
-7.4. -15.0 

2.3 
38.8 
26.2 

4.7 
6.8 

--12.3 

1951 
1952 
1953 
1954 
1955 

-

-0.9 
7.9. 

20.7 
25.5 

9.1 

32.2 
5.6 

-7.3 
49.5 

- 1.8 

8.1 
'15.2. 

. 21.6 
19.3 

. -170.7 
-

-1.2 
6.8 

14.0 
36.7 
66.5 

-1.5 
19.1 

2.7 
21.4 
20.0 

3.8 
19.0 
7.8 

10.0 
-3.9 

-3.6 
23.7 
35.3 
42.2 
55.0 

3 .3 
1.4 
6.5 -

24.8 
57.5., 

11.4, 
5.5 

42.0 
56.2. . 

: '5.0-6.0 
6.1' 

'6.3 
4.0 

57.3
. 

III -

1956 
1957 
1958 

-24.9 

-4.1 

18.1 
3-30.71. 1 

6.'7 

-23.3 
-25.7 
-85.0 

'-48.7 
-47.8 

95.4 

-26.7 
-32.6 

-0.9 

-20.4 
-14.7 

22.0 

-14.7 
-34.0 
-20.8 

-25.5 
-39.1 

1.3 

-- 31.0 
-31.8 

-7.0 

-22.2: 
-30.8 

22.6 -

-21.8 
-37.2 
-- 3.9 



Iv1959 
1960 

1961 

-5.3 
14.7 

6.7 

-5.1 
18.1 

22.1, 
-3.2 

4.9 

-13.7 -
0.9; 

-9.9 

7.7 
6.3 
2.4 

-17.9 
4.6 
4.8 

-12.9 
2.6
2.6 

0.2 

-2.9 
1.9 

-0.5 

-124 
. 

5.7 

-13.9 
- 1:2 
-2.6 

-1.2 
0.8 

-6.4 

196216-
1963 

4.2 

12.0 
-. 

-2.7 
2.02.0 

18.6 
2.4 

-9.8 
13.0 

"-4.9 
-10.1 

16.9 

1.4 
-1.5 
12.3 

1.7 
-10.5 

12.3 
5.0 
9.2 

5.3.3-5.6 
-6.9 
20.7 

'5.2 

'3.0 
24.7 

6 -14.0-3.0 
166 
19 
1968 
1969 

71.8 
4.7 

-9.8 
9.6 

--

28.1 
-29 
-6.2 

-16.1 

17.3',; 
-6.7 

-33.2 
3.3 

-1970 

-1.0 

-5.7 
-3.1 

-5.9 
-. 12.0 
,-6.1 

-2.0 
AT 

-6.7 

-6.5 
-6.5 
-6.2 

-13.3 
2.1.. 

29.5 

-6.8 
-5.1 
-8.4 

-11.5 

,20.5 

-5.8 .5-7.8 -6.0 
-1.3 -7.9 

14.6 13.0 
13.86-0.6-13.. 
034.8 

-5
-l4.1, 
-3.9 

-17.5 
-10.9 

-8.3 

- . (continued) 



TABLE A.1O (continued) 

21. 22. 

Phase. 
- andYear 

19. 
Rubber 
:-Prod.(12) 

20. 
Chemical 
. Prod.(13) 

Petroleum 
and Coal 

Prod.(14) 

Nonmet. 
Mineral 
Prod.(15) 

23. 
Basic 

Metals(16) 

24. 
Metal 
Prod.(17) 

26. 
Elect. 
Mach. 
7(18) 

28. 
Other 
Mfg.(19) 

1-28. 
All 

Sectors(20) 

3-8.-
Mining(21) 

9-28., 
A-Mfg.(22) 

1947 
1948 16.3 -8.1 

-3.0 
-2.3-: 

-0.8 
2.8 

3.0 
--6.7 

10.7 
'-3.0 

0.4. 
-8.3 

1949 
1950 
1951 
1952 
1953 
1954 
1955 

37.6 
-22.6 
-4.4 
19.2 
28.5 

9.6 
-3.7 

31.3 
-13.1 
-1.2 

.7.7 
-1.5 
:5.5 

-9.1 

-0.4 
-17.4 

8.7 
17.0 
10.3 

-3.3 
-7.0 

13.1 
-30.1 
-15.0 

25.1 

16.1 
-8.3 

24.8 
-17.2 

-2.2 
15.5 
10.5 
19.0:1 
19.2 

6.6 
-8.4 
-1.1 

:.8.3 
13.8 
6.3 

-9'.8 

.22.0 
-19.0 

-16.5 
8-1.858 

116.0 
16.7 

!956 
1957 
1958 

-14.3 
-39.8 

4.6 

-7.1 
-23.6 

19.4 

-12.9 
'--24.0 

9.1 

:--19.1 
- 28.4 

19.3 

a-21.3 
-30.6 

-7.9 

-22.2 
-31.0 
-0.2 

-2.7 
-26.3 

18.4 

-20.4 
-30.6 

4.1 



IV1959 

1960 
1961 

-0.1 

14.8 
3.9 

1.1 

10.3 
0.8 

-8.5 

5.1-
0.8 

- -7.0 -i-

3.0.: 
0.7 

-6.0 

7.5 
1.0 

- 3.9 

12.6 
-1.3 

-- 87 

A-6.1 

0.8 

-59: -;-. 

0. - 7.9. 
3.4 2.2 

5 

6.8 
-1.4 

- 7. 

'6.1 
1.7 

1962 -5.2 -0.9 -4.9 2.6 - -7. 1.2 36 6.9 0.0 39 .0 
1963 
1964 

2.1 
11.4 

-18.2 
-6.2 

-17.2 
11.6 -

-19.1 
15.8 

- -20.8 
-0.4 

-13.7 
-3.8 

-100 
-7.5 

-11.9 
11.1 

-10.5 
10.9 

-7.2 
5.0 

-1.4 
9.9 

1965 
1966 
1967 
1968 

-1969 
1970 

-15.7 
-2.5 
-7.0 
-9.2 
-3.4. 

-11.6 

-4.8 
2.5 
4.5 
0.0 

-80 
-9.4 

-10.6". 
-3.4 ' 
-2.0 -

2.4 
14.8 
0.7' 

2.6 
2.5 

-8.4 
-6.1 

'1.3 
3.3 

21.4 
28.7 

8.7 
6.1 

-0.4 

-3.7 
0.3 
3.5 

-0.0 
3 3 

-3.7 

"1.3 
2.6 
2.5 

.- 4.8 
.- 5.8 
-1.1 

-6.1, 
2.3-

-3.6 
-10.9 

0.5 
59.6 

-6.5 
- 1.9 

-1.8 
-5.4 

-1.5 
-, 2.7 

7.4 
-2.4 
-9.7 

-12.5 
-65 

-- 8 ,3 

-4.0 
-2.7 
-34 
-5.5 
-1.4' 
1 .9 

'(continued) 



Phase Construc. 
and at. 

Year - (23) 

1947- -7.6 
1948 2.6 
1949 -.15.1 
1950 -26.6 
1951 -4.8 
1952 19.4-10 

1953 :3.0 
1954 -417.4 

1955 14.3 

'I-9.-

1956 -19.4 
1957 . 301 
1958 11.9.:, 

TABLE A,10 

Intermed. Consumer Invest : 

-Prod. Good Gos 
(24) (25); (26) 

.- 3.9 -- 8.3 :-13.2 
2.7 -0.7 " -1.0 

18.7 "14.3 -- 8.5 
-20.8 -- 14.8 -15.8 

- 4.3 1.2 -1.6 

-5:14.3 - . 4.1 2.9 
10.67.5 11.2 
18.2 23.1 - 10.8 
20.4 -0.1 -11.5 

"-4.
'-18.8 -22.2 : -18.2 

.- 31 -31.1 -16.2 


11.8 7.0 9.6 

(concluded) 

Non- RaW 

Competitive competitive Material 
Iprs mots imosImports 

(27) (28). (29) (30). 

1.4 1. 5: " 1.1 . 

-7.2 -3 -11.8 -15.5 
7.5 - 28.0 21.4' 8.9 

-13.0 -13.3 -17.0 -13.8 

2.7 -2.5 -- 0.6 5.1 

8.7 10.4' 17.5. i - 5.6 :._ 

-6.2- 1 . 56' 
:-1.1 20.5 19.8 - 12.8 

-3.2 4.7 - 25.7 -1.8" 

2 .41
 
--- 1.5 - -20.8 -22.5
 
- -0.7 - 31.4 " -30.2 " -80 


--- 2.6 2.2 -. 9 10.0 


. 

-
Exports 

(31) 

9.0 
-8.0 

4.2 
-7.2 
12.1 

_._i _1.5- , 
'15 

-11.2 
9.2 

-- 23.7 
-10.6 



1959 'i-4.9 -7.5 -7.0 0.6 -1.51960 - -9.310.4 9.0 9.8 -3.0 -3.2 1.3 ' -- 19.2: 8.9-3.78.95.0 14: 32 
16-11046.3 7. 18 . 4.0 2.1.3- :-5.7 

1962 -2.0 -1.7 2.4 -2.0 -3.4 1.66.63 - 12.5 1.66 .12 - 0.5 -6.6il: 2.7.:-9.7 -- 12.2 2.756 -9.2 -- 13.61964 -9.0 9.25.5 '11.5 11.1 . -3.718.6 18.9 7.0 13.8 8.4 ' 6.8 

1965 -0.4 -6.2 -5.5 -9.6 -3.7 -10.21966 -- 3.8 -25.32.3 -1.3 -1.9 5.3 8.2-9.11967 -1.4 1.6 -3.4 -- 9.3 . 12.51.9 0.1 -5.9 0.9 3.71968 1.2 -6.1 -:2.1 -7.8-4.7 -7.4 -6.6 -7.0 -6.3t 1969 -7.43.2 -3.83.8 -0.9 -3.0 -5.2 4.9 -1.81970 -2.7 -1.5 8.7-0.5 5.1. 

a. The EER(PI)s are from Table A.8. The national accounts NER is a weighted average of all the legal NERs and is calculatedby the national accounts offices of CORFO and ODEPLAN. The data in this table give the variation in the effect of the regime beyondthat incorporated in the average NER. Figures preceding sectoral and subsectoral names in columns are those used by ODEPLAN[1970] and Jeanneret [1971]. 
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TABLE A. 11
 

Ex Podt, eneral-Equilibrium Elasticities of Important Economic Variables in Chile
 
a column. . with Respect to Changes In Foreign-Sector Factors
 

(Iin a b
colum n heading designates the first year of the simulation; 4, the third year) 

1. Changesin 

Prices and 

Rase 1.1 All 
Simulation& Exports 

Line No. Variables 	 1 3 1 3 
I. Balance of payments 

1.1 Exports 	 7.03 -.01 . .2 
:1.1. Agricultural .. ..-. 08 -. 19 '.5 . .4 

.1.1.2 Mineral1.1.2.1 	 Large-scale -. 03 -. 01 .2 .2 
.0 -. 11.1.2.2 Other 	 -. 05 -. 01 

1.1.3 Industrial 	 .12 .15 -. 2 .5 
-. 03 -. 03 .0 -.01.1.4 Services 

1.2 Imports . 2 	 .2, .1 
1.2.1 Consumption 	 . 
1.2.1.1 Staple 	 -. -. 0 ,.1 -. 

1.2.1.2 Durable .09 .20 	 .1 .0 
.12 .31 -. 4 -. 7 1.2.1.3 Secondary 

.	 :
1.2.2 Investment 
1.2.2.1 Machinery and equip. 	 -. 00 -. 05 ".0 .4 
1.2.2.2 Transport. related .06 -. Q4 	 .1 -. 1 
1.2.3 Intermediate .12 -. 00 	 .7 .2 
1.2.4 Services .06 .03 	 .4 .2 
1.3 Other 
1.3.1 Surplus on current acct.b " -. 31 -1.11.02 .4 
1.3.2 Net bank intl. reservesb :-.23 -. 22 	 .1, .2 
1.3.3 Govt. deficit financed abroadb -. 95 -,10 -92.2 .4.3 
1.3.4 Black-market rate .06 -. 02 	 .3 -. 1 
2. Cyclical fluctuations 
2.1 Real capacity utilization -. 01 -. 00 	 .0 .1 

'
2.2 Price stability 	 . 
2.2.1 GDP deflator .-. 01 .02 	 '.3 -. 1 
2.2.2 Money supply -. 01 .2:-.07 -.0 
:2.2.3 Monetary base -. 12 -. 07 .1 .2 
2.2.4 Govt. deficit 	 -.09 -. 01 -. 4 .3 
2.2.5 Net central bank foreign reservesb -.35 -. 32 	 .1 .3 
3. Resource allocation 
3.1 Product/intermediate input price. 
3.1.1 Agriculture , .08 -.03 	 .1 .2 
3.1.2 Mining .02 -.03 	 .6 .1 
3.1.3 Industry 	 -. 01 -.03 -. 1 .1 



q1'iTIATM~A.. A+ 	 ,3 

'bForplgn Conditions 	 2. Changes in Chilean Intl. Economic Policy 

'Unit Values 	 2.1 Exchange Rates 

1.3 U.S. 2.1.1 All 	 2.1.3 Bacha 
1,2 All Indus.Prod. Legal Exch. 2.1.2 Brokers &TaylorEqui

'Imports Index Rates Market Rate librium Rates 

1 ,3 1 3 1 3 1 3 1 3 

-. 4--.2 .2 .0 .2 .0 .0 .1 .04 .06 
-. 2 .1 .1 -. 1 .3 .4 .0 .2 .10 .19 

-. 4 -. 4 -. 1 .2 _2 .0 -'.0 .1 .04 .03 
.0 *.2,. 1.5s -. 0 .0 -. 0 .0. -. 0 .00 .04 

-2.4 "-. -. 1 '-.7 .9 -. 2 -. 1 .3- .43 .29 
.2 -. 2 .0 " .1 .1 -. 1, .2 .2: .04 .01 

-. 2 -. 3 .1 .0 -. 1 -. 1 .0 .0 -. 03 -. 05 

-. -. 1 +-.1 -. 1 -. 3 0 - -21 
-. 2 ,-.1 +-1-. 2 .1 -. 2 .0 .0 .05 -. 07 
-.4 -1.1 . ".3 -. 6 -1.2 -. 1I, .2 -. 18 -. 54 

.1 -. 4, .0 .2 -. 0 .0 .0 -.0'" 01 .03 

.4 .0 .1 .2 -. 1 .3 .0 '-," -. 05 .. 00 
-1.0 -. 2 .1 +-.I .0 .0 .0" 1 -. 01 .03' 
-. -,3 ,3 '.0 -. 1 .1 .0 .1),': -. 07 -.03 

-1.9 -. 0 .6 ' .9 .2 -. 1 " 7 ' .23 .46 
-1.0 .8 '.1 .6 .1 .5 .1..' .3 .03 .21 
102.2 	 8.7' -1.3 -6.7 -19.1 2.3 6.6 .9 -79 "1.66 

.7 .3 .2.' . .6 .2 . 1 '.1'2 .39' 

-. 2 .0 .0'-.0 -. 0 .1 ..0 ".1 ".01 .04 

.6 .2 ..2 ,'.-.0 .6 .3 .1+ 1' .22 A.45 
-. 1 -.1 .2 .0 .2 .3 .1 -'.0 .05 .35 

' -. 7 '-.3 . .4 -. 1 .1 ''.1' 3 ' -. 05 :17 
.5 .6 .0 -6 -. 1 :.2 '" :0 .04 .03 

-1.4 -1.0 .2 .9 .2 '.6 '---.1"' '.4'' .04 .28 

.1 .0 -. 2 -. 1 .1 .0 .1" '-.03 --.02 
-. 7 _-.2 '-.1 -.0 .1 -. 1 -. 0 10' '.07 '.01' 
-.1 -. 1 +'.0 .1 -. 1 -. 1 -. 0 '-.1 ""'-.02 -. 00 
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Line' N. 

3.2. '" 
3,2;1 
3.2.2 
3.2.3 

33 

3.3.1 
3.3.2 

.3.3.3 
3.4 
3.4.1 
3.4.2 
3.4.3 
3.5
3.5.1 
3.5.2 
3.5.3
3.5.4 
4. 
4.1 

4.1.1.1 
4.1.1.2 
4.1.1.3 
4.1.1.4 
4.1.2 
4.2 
4.2.1 
4.3 
4.3.1 
4.4 

'4.4.1 
4.4.1.1 
4.4.1.2 
4.4.2 

5.1 
5.2 
5.2.1 
5.2.2 
5.2.3 
5.3 
5.3.1 
5.3.2 
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TABLE A.1 1 (continued)
 

Base ': 

:' Simulati6i,'~ , ~~~~~ 

.1 3Variables 

Labor force (secular movements) 
*'. Agriculturei -. 00 '-.02 

.. 00.-..01
Mining 
. .10Industry 


Capital stock
 
.02 .00Agriculture 
.04 .03
Mining

Industry .02 .05 
Production capacity 

--n.08*-08
Agriculture 
Mining -. 07 -. 06 
Industry .10 .11 

GDP ' 
Agriculture -. 07 -. 12 

'-.07: -. 10Mining ' 

Industry :.05, - .03 
Goods/services -. 01 ..03 

Distribution of income and resources ' . 
Factoral .02-,'.05 

Real wage .04 '03 ' 


Agriculture -. 02 -. 06 

Mining -. 02 -.06 

Industry ,.08- -. 07 

Government .04 -.07
 

Wage share in income .04:, .11 
International 

Net factor income from abroadb . ,.07 -. 19 
Intertemporal 

-. 00 -. 03,Consumption/product
Public vs. private 

Taxes/deflator '03, "00 
Import -.:08',A.03 
Large-scale mining ' .01 -. 22 

Govt. consumption/product -. 05 .03 ' 

Economic growth-related variables 
-. 00.01 

Gross national savingsb -. 08 .01 
Personala - '-.46 1.06 
Business8 - -. 42 -. 90 

GDP 

' 
 ..01 
Capacity ' .04" ..01 

Investment .04 .01 

J.32, -. 03Governmentb * '; -. 01' 

.00 .01Capital stock 

1. Changes in 

SPrices and 

'1.1 All 
Exports..- P.- . 7' 

1 3 

-.0 '-.0 
.0 .0 

-. 0 .1 
.0 -. 0 

-. 0 _-.0 

0
-.

.0 .0 

.0 .. 0 

.2 
5 .1 
.1 .3 

, .2 . 
'. 


,,-.. -.3
 
-. 1 -. 4 
-'2 

-. 2 -2. 
-.2 -.2 

-. 2 ..4 

-1. .0 
0 

.0 . 

.1
 
-.1 .1 
1.5 .3 

7 .0
.1 ,.0 

: . 
.1 .2 

-1.9 :-95.3 
3.8 56.6 

! ..0 -. 3.0
 
.0 .0 

.0 -.0 

http:08',A.03
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,Foieign Conditions' 2. Changes in Chilean Intl. Economic Policy
Uit-Values 

2.1 Exchange Rates 
1.2 1.3 U.S, 2.1.1 All 2.1.3 Bacha 

All Indus,'Prod;Imports Index , Legal Exch. 2.1.2 Brokers &TaylorEqui.Rates Market Rate librium Rates
1 3 1 3 3 1 3 1 3 

0 --..0 -,0 .0 -. 0 -. 0 -. 0 .0 -46 -.. 0! 
-. 0 . -. 0 .0 . -. 0 ' -. 00 -. 06-.1 '-.0 -. 0 '0 --. 0 .1 -. 0 ,.0 -. 01 -.01 
-. 0 :.3 .0 0 '.0 -. 0 .0 ." .01 .12.1 -. 0 •-.0 -1 -. 0 -. 1 -. 0 .0 -,0 -. 05 
-. 0 -. 0 0.0 0 - -. 0 -. 0 -. 0 .0 :-.00 -. 02 

.0 -. ' .0 0 .0 .0 .0 *' , .00 .00 
- . 0 1 -..0 - . 0 . 0 - .0 .0 r - 0 0 .06 

'-0 . 0 '-.2.0 .2 .0 ". • .00 .09-. 5 -. 1 .0 0 -. 0 -. 0 1 0,05 -. 14-. 2 -. .. 0 .20 •'720 .1 -. .0 .0 0-. 0',,;1,'; -02 .0 
--. 2 -. 2 1 ' .1 .0 0 ''. . .02 1,06 

-. 4 -. 4 -. . -. 4 -. 5-. 3 -. 5 -. 11 .... 2 -. 4 -. 5 i',':' -.-00 -.i-11 ";"0 -. 23' -,13 -. 19 
-. 5 -. 5 -. 2 .0 -. 3 -. 6 "'o-- 0 .-. 3 -. 4 -. 08 7-.26 -. -. 1 

.1.2 
.... "-.4 -. 4 -. 5 '-.1 > '01 ' -. 09 -. 22A -. 2 ' '-,1' 0-.5 :-.09 -. 20-.2 -. . I -. 3 -. 7 -Aw '. '&.-10 -. 17, 

-1.4 -. 6 -. 6 -. 1 -1.8 -. 8 -. 2 
 1 -. 61' -. 79
 
.1 --. 0 .0 .0 .0 -. 0 a- 0 .00 -02
 

-. 4 -. 2 
 -. 0 ' 0 -.1 -. 1 , .0 "-.7 -. 0 . .03 -,06-. 1 4 -. 5,<-4K' -. 1-1.3 .6 -. 1 .0 -. 19 '39.1 .2 -. 4 -..1 .1 A1 .16 .19-. 0 .0 .0 - -. 2"T' 7 ':-.0, r ':02 -. 03 

-. .0 .0 0-1.4 .4 .3 1 
-. 0 .1 .0 .1 .0 .0.2 .4 .0 .35.3 -122.8 .05 .26-. 7 25.4 -2.9 -151.87.8 80.4 -. 4 -13.4 -. 81 -51.633.2 "20.3 8.2 91.7-1.7 -.1.0 ".2 7 -. 5 

1.2 17.0 2.28 36.92 
-. 4 -. 2 .0 -. 17.0 .0 -. 0 -. 0 -. 28.0 .00 .0 .0 .00 -. 00-. .2 .0 -. 2 .0 .0 .0 .0-. 0 .0 .00 -. 01.0 '-.0 .0 -. 0 .0 .0 .00 -. 01 

(continuid) 
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TABLE A.11 (continued) 

.2. Changes in Chilean. 

2.3 Quantitative 

..,, , .,: !-, "i;:,.,:" 2.2.1 '-.Impo r 2.3.1 All 

Tax Function QR 
, 0.9 Indices 

1 3Line No. Variables .I 3 

1. Balance of payments 
1.1 Exports', .01 .02 -.7 .2 

.01 2.5. 1.3I.1.I. Agricultural .01 
1.1.2 Mineral 

.7 ,.31.1.2.1 Large-scale. .01 .02 
-7.00 r.0 

.11' .0 6 -8.9' 4.0,
1.1.2.2 Other :.00 
1.1.3 Industrial 

Services .01.01 -. 9 -. 31.1.4 .00 .01 .. -2.4 - .11.2 Imports 

1.2.1 
1.2.1.1 
1.2.1.2 
1,2.1.3 

Consumption
Staple 
Durable 
Secondary 

.01 

.01 

.02 

.01 

.01 

.02 

-3.2 

-2.2 
-3.5 

.2 

-1.8 
-5.2 

1.2.2 
1.2.2.1 
12.2.2 
1.2.3 
1.2.4 

Investment 
Machinery and equip. 
Transport. related 

Intermediate 
Services 

-. 00 
-. 00 

.01 
-. 00 

.00 
-. 01 

.01 

.02 

-1.4 
-4.2 
-.4 

-4.6 

-. 9 
'. 1.8 

.3 

.7 
1.3 
1.3.1 
1.3.2 
1.3.3 

Other 
Surplus on current acct.b 
Net bank intl. reservesb 
Govt. deficit financed abroadb 

.14 

.01 
4.18 

.06 
04 

-. 16 

10.6 
..7 

101.4 

.6 
1.4 

-6.2 
13.4 Black-market rate -. 03 -. 01 r8.0 2.6 
2. 
2.1 

Cyclical fluctuations 
Real capacity utilization .01 .00 .1 .2 

2.2 
2.2.1 

Price stability 
GDP deflator -. 03 -. 01 1.6 1.5 

2.2 
2.2.3 
2.2.4 
2.2.5 

Money supply 
Monetary base 
Govt. deficit 
Net central bank foreign reserves" 

.00 

.01 

.02 

.02 

.01 

.03 
-. 01 

.05 
* 

1.0 
.5 
.4 

1.0 

1.5 
.6 

-. 4 
o 1.9 

3.- Resource allocation 
3.1 
3.1.1 
3,1.2 
3.1.3 

Product/intermediate input price 
Agriculture 
Mining 
Industry 

. 

, 

.00 

.02 
-. 00 

.01 

.01 
-. 00 

.4 
-. 8 
-. 6 

.7 
-1.0 

-. 9 
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iInternational Economic Policy (continued) 

Restrictions 

2.5.1 Export 
2.3.2 Allocation 2.4.1:2 X Cost Subsidies: 

of Imported Rate for Import 10% for Agric. and
 
Capital Prior Deposits Indus. Exports
 

1 3 .1 3 1 3 

.03 .04 .02. .10 .01 .00
 
-. 02 .01 .03, .02 .04 .01

.02 .03 .02 .13 -. 00 .00,
 

.00 .01 .00 .01 .00 -. 00.,
 

.26 .. 20 .20 .23 .18 .01
 

.02 .02 .01 .05 .00 -. 00
 

.04 .05 .00, .02 .00 .00
 

.16 .12 -. 00 .03 -. 00 -. 00:
 

.01 .03 .01 .04 -. 00 -. 00
 

.04 .29 .02 .23 -. 01 -. 01
 

-. 00 .01 -. 00 -. 01 .00 .00 
-. 00 -. 02 -. 02 -. 07 .00 .00
 

.01 .03 .02 .04 .01 .00
 

.03 .05 -. 00 .02 .01 .00
 

-. 06 -. 01 .20 .54 .04 .01k 
.04 .02 .11. .56 .01 .01 

-46.72 -1.89 -14.09 -2.25 6.92 -,92 
-. 04 -. 05 -. 05 -. 19 .01 .00 

.03 .06 .02 .00 .00 .00 

-. 04 -. 04 -. 03 -. 17 .01 .00
 
.01 -. 02 .09 -. 09 .01 .00
 
.03 .01 .08 .41 .01 -'.01
 

-. 08 -. 26 -. 07 -. 18 .03 -!.00
 
.05 .03 .15 .75 .01 .01.
 

.17 .39 -. 01 -. 04 .00 .00
 

.05 .06 .02 .09 -. 00 -. 00
 
06 -16.-. .01 .01 -. 00 -. 00,
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TABLE A. 11 (continued) 

2. Changes in Chilean 

2.3 Quantitative 

2.2.1. Import 2.3.1 All 
Tax Function QR 

X 0.9 Indices 

Line.No. Variables 1 3 1 3 

3.2, Labor force (secular movements) 
3.2.1 Agriculture .00 .00 -. 0 .4
3.2.2 Mining -. 00 ;0, -. 0 .0 
3.2.3 Industry .00 , .01 -.0 '1.0 
3.3 Capital stock 
3.3.1 Agriculture .00. .00, -. 1 .1 
3.3.2 Mining -. 00 -. 01 .0 .8 
3.3.3 Industry ..00 .00 -. 0 - .2 
3.4 Production capacity 
3.4.1 Agriculture .00,:; .00 - .0 .4 
3.4.2 Mining .00. -. 00 .0 -. 0 
3.4.3 Industry .00...01 -. 0 .9 
3.5 GDP 
3.5.1 Agriculture .01 - .01 1.0 .7 
3.5.2 Mining .01 .01 -.5 .6 
3.5.3 Industry .0i1 .01 .8 1.5 
3.5.4 Goods/services .00 .01 8 1.4 
4. '3istribution of income and resources 
4.1 Factoral 
4.1.1 Real wage .02 .01 11 -2.7 
4.1.1.1 Agriculture .01, .00 -9 -1.9 
4.1.1.2 Mining .02 .01 "L 6 '-174.4 
4.1.1.3 industry .02'".00 1.4 : "3.4 
4.1.1.4 Government .02" .01 -1.5 -3.0 
4.1.2 Wage share in income .01 .01 -1.2 -3.1 
4.2 International 
4.2.1 Net factor income from abroadb .06 .02 -4.0 -5.8 
4.3 Intertemporal
4.3.1 Consumption/product -. 01!' -. 00 1 .2'
 
4.4 Public vs. private -;, 
4.4.1 Taxes/deflator .01 .01 -.9 -. 7 

1.94.4.1.1 Import -. 09 .01 -41 
4.4.1.2 Large-scale mining .04 .02 -2.3 -1.2 
4.4.2 Govt. consumption/product -. 01 -. 00 -.5 -1.0 
5. Economic growth-related variables 
5.1 GDP .01 .00 1 .2 
5.2 Gross national savingsb .07- -. 00 10 
5.2.1 Personal' .25 2.22 15 6 - 1030.5 
5.2.2 Businessa -. 21 -1.44 34.4 414.2 
5.2.3 Governmentb -. 02 .03 -2.7 -1.0 
5.3 Capacity .00 .00 .0 .0 
5.3.1 Investment -. 00 .01 -1.3 1.5 
5.3.2 Capital stock -. 00 .00 -. 1 -. 1 
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Interiational Economic Policy (continued) 

Restrictions 

2.3.2 Allocation 2.5.1 Export2.4.1 2 X Cost Subsidies:of Imported' Rate for Import 10% for Agric. and
 
- Capital 
 Prior Deposits Indus. Exports 
1 3 1 3. 3 

-. 00 -. 01 .00 .01 -. 00 -. 00.-. 00 .00 -. 00 .00 -. 00 .00 -. 01 -. 04 .00 .02 -. 00 -. 00 

1.48 3.60 .00 -. 01 -. 00 ".00".05 .16 .00 -. 02 .00 .00'-.04 -. 09 .00 .01 -. 00 -. 00 

-. 00 -. 01 .00 .01 -. 00 -. 00.00 .00 .00 .00 .00 '.00 -. 01 -. 04 .00 -. 02 -. 00 -;.00 

-. 01 "-01 .02 .01 .00 .00 
-. 00. -. 01 .00 .06 .00 .00;.05 .03 .04 .02 *'.00 ".00-. 01 -. 05 '00 .03 .00 ;.00 

.02 .15 .02 .12 -. 00 -. 01.01 -. 03 .01 .10 -00 -. 01* .01 .02 .03 .16 
 -. 01 -. 01
 -. 01 -. 02 .02 .16 -. 00 : -.0
.01 .01 .03 .16 -. 00 -. 00
 
.02 .14 .01 
 .12 -. 00 -. 01' 

.05 .08 .09 .40 -. 01 -. 01 

-. 02 -. 04 -. 01 -. 01 -. 00 -. 00" 

.05 .07 .03 .09 
 -.001-1 .00
.08 .06 .04 .25 , -. 00 '.00

.05 .04 .04 .26 -.00 
 -.00
 -. 01 .01 -. 01 .01 '-.00 * -. 00 
.
.03 ' ,05 .02 .01 .00 .00
.08 .29 ;.18 .09 .01 
 .00.19 73.39 .55 40.30 -. 01 -1.83.52 -12.85 -. 62 -18.53 .10 1.02.24 .23 .18 .40 -. 01 .00.00 -. 01 .00 .00 .00 -. 00.53 .60 -.02 
 -.04 .00 .00
.05 .13 -..00 00 00-. .00 -. 

(continued) 
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TABLE A.i1 (continued) 

2.,Changes in Chilean 

2.6 Policy Toward
 

2.6.1 Exch. 2.6.2 Aver.
 
Rate for Direct Tax

Large-Scale Functon 

Mining X 0.9 

Line No. Variables 3 1 3 

1. Balance of payments 
.2 .01
1.1 Exports .2 .01 


1,1.1 Agricultural .1 .3 ,00 .01
 
1.1.2 Mineral
 
1.1.2.1 Large-scale .3 .2 .01 .01
 
1.1.2.2 Other .0 .0 .00 -. 00
 
1.1.3 Industrial .-.,4 .02 .02
 
1.1.4 Services .0 -. 1 .00 -. 00
 
1.2 Imports .1 .0 .00 .00
 
1.2.1 Consumption
 
1.2.1.1 Staple --. o0 .00
 
1.2.1.2 Durable -. 1 -. 0 .00 .00
 
1.2.1.3 Secondary -. 2 -. 6 -.00 -. 01
 
1.2.2 Investment
 

.0 .0 -.00 .00
1.2.2.1 Machinery and equip. 

.1.2.2.2 Transport. iF.lated .0 -. 1 -.00 -.00
 

.1 .2 .01 .00
1.2.3 Intermediate 

1.2.4 Services .2 .1 .01 .00
 
1.3 Other
 
1.3.1 Surplus on current acct.' .6 .8 .06 .02
 
1.3.2 Net bank intl. reserves' .1 .3 -.00 .01
 
1.3.3 Govt. deficit financed abroad' 170.2 2.6 2.99 .01
 
1.3.4 Black-market rate 2 -. 0 .00 -. 00
 
2. Cyclical fluctuations 
2.1 Real capacity utilization .0 .00 .00
 
2.2 Price stability
 
2.2.1 GDP deflator .2 -. 0 -.00 -. 00
 
2.2.2 Money supply .2 .0 .00 .00
 
2.2.3 Monetary base .1 .3 -.00 .01
 
2.2.4 Govt. deficit ,8 .2 .01 -. 00
 
2.25 Net central bank foreign reserves 01 .5 -.00 .01
 
3. Resource allocation 
3.1 Product/intermediate input price
 
31.1 Agriculture .0 .2 -.00 .00
 
3.1.2 Mining -. 1 .0 -.00 .00
 
3.1.3 Industry -. 0 -. 2 -.00 -. 00
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Internatlonal Economic Policy (continued) 

Large-Scale Mining 

2.7.1 	 Foreign Debt 
Shift Toward

2.6.3 	 Invest- 2.6.4 Mining Internal Financing
ment x 1.1 Exports of Govt. Deficit 

1 3 1 3 1. 3 

-. 00 .01 .7 -. 0 .00 -. 03
 
-. 00 .01 .1 .6 .00 -. 08.
 

-. 00 .01 1.0 .0 .00 .00
 
,-.00 .00 1.0 .0 .00 -. 02
 

.00 .02 
 -. 7 -. 2 -. 00 -. 26 
-. 00 .00 .1 -. 2 .00 -. 01 

.00 -. 00 .2 -. 0 .00 -. 01. 

.01 -. 01 -. 1 -. 4 -. 00 -.00 
-. 00 -. 01 -. 2 -. 1 -. 00 .02 
-. 01 .00 -. 6 -1.0 -. 00 .21 

,.00 -.00 .1 .2 .00 -. 01 
.00 -. 01 .2 .1 .00 -. 02. 
.00 .01 .5 .1 .00 -. 02 
.00 .00 .9 -. 0 .00 -. 02 

-. 03 .07 2.6 .1 -. 01 -. 17 
-. 01 .04 .5 .1 .00 -. 23 
-. 13 -. 07 50.4 .9 -. 84 3.7 

.00 . -. 01 .6 .1 .00 .02 

.00 .00 .0 .2 .00 -. 02 

.01 -. 01 .5 .0 .00 .01 
.01 -. 01 .5 .1 .00 .03 

-. 01 .03 .4 -. 1 .00 .05 
-. 00 .00 .2 .1 .00 -. 08 

.02 .05 .7 .1 .00 -. 30 

.01 .01 .1 .2 .00 -. 08 
-. 00 .01 -. 3 -. 2 .01. -. 02 
-. 00 -. 01 -. 1 -. 2 -. 00 .07 
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TABLE A.11 (concluded) 

2. Changes In Chilean 

2.6 Policy Toward
 

2.6.1 Exch. 2.6.2 Aver.
 
* Rate for Direct Tax, 
Large-Scale Function 

. "Mining X 0.9 

No. Variables 1 3 1 3 

3.2 Labor force (secular movements)
 
3.2.1 Agriculture -. 0 -. 0 .00 .00
 
3.2.2 Mining -. 0 .0- -. 00 r.00
 

3.2.3 Industry -. 0 -. 0 .00 .00
 
3.3 Capital stock
 
3.3.1 Agriculture .0 .1 .00 '
 

3.3.2 Mining .0 .1 .00 .00
 
3.3.3 Industry -. 0 .0 -. 00 '.00
 
3.4 Production capacity 
3.4.1 Agriculture -.0, .0 .00 .00
 

3.4.2 Mining ..0 .0 .0.0 '.00
 
3.4.3 Industry - .0 00 00
 
3.5 GDP
 
3.5.1 Agriculture . .1 .2 .00 .00
 

-

3.5.2 Mining .0 .I 02 '.00
 
3.5.3 Industry .1 .3 .00 .01
 
.3.5.4 Goods/services .1 .2 .01 .00
 

4. Distribution of income and resources 
4.1 Factoral
 
4.1.1 Real wage -. 1 -. 2 .00 .00
 
4.1.1.1 Agriculture -,1 -. 3 .00 -,00.
 
4.1.1.2 Mining -. 2, -. 2 -'..00 -. 00
 
4.1.1.3 Industry -- 1 -. 3 .00 *-.00
 
4.1.1.4 Government -. 2 -. 1 .00 -. 00
 
4.1.2 Wage share in income -. 1 -. 4 "-. 00 .-. 00
 
4.2 International
 
4.2.1 Net factor income from abroad' -. 9 -. 0 -. 01 ".00
 
4.3 Intertemporal
 
4.3.1 Consumption/product -. 0 -. 0 -. 00 -. 00
 
4.4 Public vs. private
 
4.4.1 Taxes/deflator -. 01 .0 -. 00 .00
 
4.4.1.1 Import -. 1 -. 1 .00 -. 00
 
4.4.1.2 Large-scale mining -. 1 .2 -. 08 .01
 
4.4.2 Govt. consumption/product -w.0 -. 0 -. 00 .00
 
5. Economic growth-related variables 

.0 .1 .00 ".00
5.1 GDP 

5.2 Gross national savingsb '.3 .3 .03 .00
 
5.2.1 Personala -. 8 -722 .05 -1.00
 
5.2.2 Businessa 3.2 48.4 .05 .59
 
5.2.3 Government" -. 2 -. 1 -. 03 .00
 
5.3 Capacity .0 ' .0 .00 .00
 
5.3.1 Investment .0 .1 .00 .00
 
5.3.2 Capital stock .0. .0 .00 .00
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Initernational Economic Policy ( eonclude, 

Large-Scale Mining 

2.7,1 'Foreign Debt 
Shift Toward2.6.3 Invest. 2.6.4 Mining Internal Financing 

,ment X 1.1 Exports.. of GOvt. Deficit
 
1 3 3
1 1 3 

-.00 -.00 -. 0 -.1 -. 00 -. 01 
-. 00 .00. -. ,.0 .000 -. 00, 
-. 00, -. 00 -. 0... . , -. 00 -. 02 

-. 00 -. 00 -. 0 . -. 00 -. 02
 
-. 06 .05 ." .2 -.
.00 
-. 00 -. 00 -. 0 -.1 -00 .01. 

-. 00 -. 00: .0 -.1 -. 00 '-.01
 
-.00 . .
 " .0 .0 .00,' .,00'-. 00 --.00 " .0 . -. 00 -. 01 

=.00 .01 .2 . .00 ,.4.
 
*.0 .01 , -.1 "7'0 -. .00 -. 01
'100, .01 '4a.- .00 -. 07'
 
-. 00 .00 .2 . .00 -. 04.,.
 

-.00 .00 -. 3 -. 5 -. .0700, 

-. 1:-. - .00, .13
 

-.01 !-.00 a . -.. , 
 -. 00 .04..
 
-.01 '-.00 .. ...4 - .-. 00 ,0 .
-r.01. -!.00 -. 4aa'-".3 -. 00 
 .05 

-. 00 -. 00 .3 ,0 -.- 00; .11 
-. 0,1- .02 1.7 ,,-.2 
 -. 01 .04 

-. 00 -. 00, .. 8 . .00. .01 a 

-.00 .01 2 .0. .00 .00-. 00 . .01 -. 4 .0 -. 00 907. - .01 .02, -4 - . .01, -. 02._ 
.. 00. ".00. . '1 ' laa.0 .04
 

.00. .00 .0 2 
 a -,03

.01 a .02. A,6 .4'~ 0,-1

-.02 i.97 -22 -223.4, - .02 20.00

.07 _1.5 a 8.4, "81.1 .04 -5.1,6
 

-. 00 .02, . -. . 00 .08
-0~.40,..0 0.0 -.00
 

.03 -. 00 .1 -. 0-, :.00 o-,07,
.00 a .00 .0 -. 0 a a .0 .- 0 
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Notes to Table A.))
NOTE: The simulation period is 1962-64, All underlying data are in constant escudt or index terms, except lines 1.3.2 and 2.2.5, which are in dollars; line 1.3.3, which is itescudos per dollar; and lines 2.2.2-2.2.4, which are in escudos.All simulations are dynamic in that lagged simulated values of endogenous variable,are used whenever it is possible to do so. Elasticities are defined as the ratio of thEpercentage deviation from the base simulation values for the series listed on the left tcthe percentage deviation from the base simulation values for the variables identified in thecolumn headings. Instead of elasticities, proportional deviations from the base simulatior(or, in the case of the base simulation itself, from the actual data) are given for thosesimulations for which elasticities are not easy to define; those cases are identified in the 

notes following.
For either elasticities or proportional deviations, those variables defined as differencesbetween two flows (lines 1.3.1-1.3.3, 2.2.4, 2.2.5, 4.2.1, and 5.2.1-5.2.3) have relativelylarge deviations from the base simulation value. In all simulations except for columns2.1.3, 2.2.1, 2.6.3, and 2.7.1, changes indicated in the column heading occurred only forthe first year of the simulation, and in all subsequent years, the variable assumed the base 

*simulation values.
 
Col. 2.1.3 
 Bacha and Taylor [1973] estimate that the equilibrium rates for the firstthree years of the simulation period equal the actual national accounts rate multiplied by1.45, 1.35, and 1.61. The figures shown are the proportional deviations resulting from useof these adjusted rates. The Bacha-Taylor derivation is based upon a Robinson-Metzler

type model in which fiscal and monetary policies are not included explicitly (other thanforeign trade taxes), imports and exports depend only on their own prices, an attempt ismade to abstract from short-run cyclical effects, and the equilibrium exchange rate is defined to be "that which prevails in a floating foreign exchange market where all importrestrictions and export subsidies are removed." The underlying price elasticities utilizedfor these estimates are -2.0 for import demand, 3.0 for export supply, 0o for importsupply, and -9.0 for export demand. (The absolute values of these import demand andexport supply elasticities seem surprisingly large in light of the estimates presented abovein Chapters 6 and 7. Bacha and Taylor claim that estimates of elasticities based on historical data are biased downward because of the effects of quantitative restrictions anduncertainty. However, attempts were made to include these effects in the estimation of thefunctions presented in Tables 6.3 and 7.2.) The Bacha and Taylor partial-equilibriummodel clearly differs from the macroeconometric general-equilibrium model utilized inthis study in a number of important respects. Nevertheless, the consequences of utilizingtheir equilibrium exchange rates within the present general-equilibrium model are of considerable interest because of the consensus of a large group of economists that the Chileanescudo was overvalued by the order of magnitude of the Bacha and Taylor estimates inthe 1960s: Jeanneret [1971:165] estimates the ratio of the equilibrium to the actual rate tohave been 1.68 for 1961; Hachette [1966:50] estimates 1.45 for 1961 and 1.63 for 1962;Selowsky [1970:41] gives 1.35 for the late 1960s; and Bacha and Taylor give 1.50, 1.40,

1.30, and 1.24 for 1965-68 and 1.25 for April 1969.


Col. 2.2.1 The figures shown are proportional deviations from base 
 simulationsresulting from multiplication of the tax functic,n by 0.9 in the first year of the simulation.To obtain elasticities with respect to the level of real import taxes, these proportional
deviations must be divided by -0.9. 

Col. 2.3.1 Each index is changed by the same deviation of I percent from the basevalue, although for some of the indices (in particular, for the widely used Ffrench-Davisindex) such a change is relatively large in comparison to historical variations in the index.
Other variables in the model, e.g., the black-market exchange rate or the export capacityto import, or various dummy variables, which also represent the effects of quantitative
restrictions are not changed exogenously, but some of these variables do change endogenously and substantially (see lines 1.3.2, 1.3.4, and 2.2.4).

Col. 2.3.2 The proportional sectoral distribution of investment-goods imports isassumed to deviate from that which actually prevailed on average from 1962 through1966 toward an alternative which favors agriculture and mining at the expense of industry. 
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For all years of this simulation, the sectoral allocation of imported capitaltional in proporterms is changed from 0.03 to 0.15 for agriculture, from 0.18 to 0.25 for mining,from 0.37 to 0.18 for industry, from 0.16 to 0.17 for the rest of the industries combined,cxcept transportation (unchanged at 0.19) and utilities (unchanged at 0.06). Such imports of capital goods are assumed to enter the sectoral investment functions with fixedcoefficients; i.e., the deviation from actual average investment imports allocated to aspecific sector, multiplied by a coefficient representing the averagc ratio of total imtoported investment in the sector in 1962-66, is assumed to affect investment in that sectordirectly by'an additive term (the data used for calculating the sectoral ratios and theaverage sectoral distribution of investment imports are from Meza [1967]). In interpreting the results presented here, it should be kept in mind that the model is specifiedso that an increment in capital stock du'ing year t results in an increment in capacityonly in the year: + 1.Therefore, the first-year impacts da not incluue a shift in the distribution of capacities across sectors even though a shift in the distribution of investmentdoes occur. Note also that the figures shown are proportional deviations from the base
simulation, not elasticities.

Col. 2.3.1 For this simulation, investment in large-scale mining was made exogenousand held at the base value except for a 10 percent increase in the first year. Because ofthe very low level of investment in large-scale mining in the first year, due to growingdissatisfaction of Chile with the Nuevo Trato and of the foreign-owned mining companieswith the failure of the Chilean government to provide long-term tax and exchange rateguarantees and guarantees against expropriation (see subsection 4.2.1, above), a 10 percent increase is not particularly large in absolute terms nor is the impact of this increment 
particularly large.

Col. 2.4.1 The actual import prior-d.posit cost rate was very low in 1962, and therate was therefore doubled in this simulation, from 0.0097 to 0.0194; the proportional
deviations shown are for this doubled rate.


Col. 2.5.1 
 The subsidy is at a rate equal to a 10 per cent increase in world prices forthese exports for the first year of the simulation. Since the change amounts to an infiniteincrease in these subsidies relative to the zero base, elasticities cannot be defined. Thefigures shown are proportional deviations from the base simulation.

Col. 2.6.2 
 Function for average direct taxes from large-scale mining multiplied by0.9. The figures shown are proportional deviations.
Col. 2.6.3 Investment in large-scale mining is made exogenous at the base simulationlevel except that the first-year value is multiplied by 1.10. The figures shown are propor

tional deviations.
 
Col. 2.6.4 Exports from mining 
are made exogenous at the base simulation levelexcept for a first-year change which is assumed directly to affect mining inventory levels.
Assumed changes in mining exports are based 
on an estimate of -4.0 for the price elasticity of demand for Chilean copper. The figure of -4.0 is based on Chile's share of sales
in the world market and c.timates of price elasticities in the world market for total worlddemand and for supp!y from other countries. For example, see lacha and Taylor [1973]or de Castro and de la Cuadra [1971 :17].Col. 2.7.1 In each year, half of the government deficit beyond that financed by thebanking sysiem is assumed to be financed abroad. For all the other simulations, allthe changes in the government deficit from the base level are assumed to be financedexternally by a shift in the composition of capital movements between private and publicflows, reflecting the great dependence of Chile on foreign sources for such financing inrecent phases. Because the government deficit financed abroad in the first year of the basesimulation is so small, the change in method is applied in all three years of the simulation.Since this change does not permit a meaningful interpretation of elasticity, proportional

deviations are shown. 
a. Proportional deviations from actual values.
b. The very large values for this variable in some cases reflect the fact that the actualvalue and, also, the base simulation value are very close to zero. Therefore, the sign ofthe elasticity or of the deviation is more pertinent than the magnitude. 





APpendixEB 

SDeflnition of Measures of 
Protection and Costs 
Used in Table 5.3 

'In 'this appendix, definitions and sources for the ITRs, EPRs, and DRCs in
cluded in Table 5.3 are given, and then the empirical importance of some 
definitional distinctions is explored. 

B.1 DEFINITIONS AND SOURCES 

ITR1. Jeanneret [1971:153-159] estimated these 1961 rates by the following
steps. First, she classified the approximately 5,000 import items for July-
September 1961 in conformity with SITC categories and with the 1962 Chilean 
input-output table. She then determined the tariff equivalent of various protec
tive policies (including special regimes and prohibitive policies) on each item
and aggregated the individual-item tariff equivalents to the four-digit SITC 
level by using domestic import weights. Finally, she further aggregated thefour-digit SITC level averages to the subsectoral level of the 1962 input-output
table by using world trade weights in order to lessen downward biases due to 
import responses to the tariff structure. 

Although problems exist in the underlying calculations because of a cer
tain degree of arbitrariness in making various sets of data compatible and in
averaging and because of price differences that are due to quality differences,
this set of estimates is the most thorough and the best available for Chile.

ITR2. These estimates are unweighted arithmetic averages of the 92-item 
estimates of de ]a Cuadra [1971] for 1967 (see Table A.3), who used the 1967 
manufacturing census, customs data, and direct interviews with producers. 

371 



'372 APPENDIX B 

The 92 items include the most important products in each use category and at 

least one representative item for each two-digit SITC industrial division. The 

aggregation procedure introduces a bias of unknown direction. 
ITR3. Bacha and Taylor [1973] averaged the tax rebate or drawback 

rates for individual products in order to obtain ITRs for sectoral exports for 

1968. The resulting estimates probably overstate average sectoral subsidies 
because in many sectors very few products received drawbacks. 2 Nevertheless, 
they are the best available indicators of incentives for sectoral exports in the 
late 1960s. 

EPRI. Jeanneret [1971:159] calculated these estimates for 1961 from 
ITRI and from data in the ODEPLAN [1970] input-output table for 1962. 
She calculated domestic net value added from the input-output data by sub
tracting depreciation and indirect tates minus subsidies from gross value added; 
subtracting trade and transportation costs from both the output and input sides 
in order to shift from user to producer prices; and adding the value added in 
the production of nontraded inputs to the value added in the processing in
dustry in question, following the Cordon [1966] procedure. 

If, in fact, substantial substitution among intermediate inputs is possible, 
the use of an input-output table based on 1962 data may lead to an under
statement of the use of imported inputs because of the foreign-exchange crisis 
of that year (see section 1.4). Unfortunately, no other Chilean input-output 
study is yet available; so all the alternatives based on Chilean input-output 
coefficients suffer from this same deficiency. 

EPR2. Bacha and Taylor [1973] also started from the ITRI for 1961 and 
the input-output data for 1962. They corrected for specific differences between 
world and domestic prices of intermediate-goods imports by utilizing unpub
lished ODEPLAN data such as that in Table B. I under the assumption that no 
arbitrage occurred.3 They based their estimates on the Hufbauer [1968] for
mula, with gross value added supplemented by the value added of inputs of 
nontradable goods as in the Cordon procedure. 4 

EPR3. These estimates are unweighted arithmetic averages of the 92

item estimates of de la Cuadra [1971] for 1967 (Table A.3). The data sources 
are the same as for ITR2. These rates are focused on gross value added. Non
traded goods are assumed to be supplied at constant costs (or, equivalently, 
the EPR on home goods is zero), as Balassa [1971:17-18, 321-325] has 
recommended.5 The direction of bias due to the aggregation procedure is 
unknown.0 

EPR4. Bacha and Taylor [1973] calculated these estimates in the same 
way as EPR2, except that the 1968 export-oriented ITR3s were used for the 
final-pioduct prices. Therefore, ITRs for inputs are assumed to be identical to 
those in ITRI for 1961, and the intermediate-input coefficients are assumed 
to be the same as those in 1962. Since the size of sectoral subsidies is probably 
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TABLE B.1
Ratios of,DomesticPrices to cJ.;.Prices by Sectoral Destinaton 

and End Use, .1962 .. 

Use 

Sectora of Destination Investment Intermediate Consumptio 
1 Agriculture, fishing, and 1.20 1.31 .1.76. 

4 
forestry 

Iron mining 
- 1.56; 

2.54 
%,2.32
1.25 

9-13, Food, beverages i tobaccol, 
textiles, footwear, 

1.40 . 2.04 r 
1.75 

, 331. 
;:2.12 

, clothing, and leather,% * , 4.65 

1.80 
14-17,. -,Wood,furniture, paper,

printing, and publishing 
.1.51 1.32 

2.10 . 
2.05' 
1.79 

, 1.20 1.77 
1.63 4.63 

19-21 Rubber, chemical, petro-
leum, and.coal products . 

1.75 
.58 

' 2.23 
2.28 

,...1.60 ... 
22 Nonmetallic minerals " 2.30 2.87 
*23 Basic metals '.55 1.67 
24 Metallic products 1.50 2.12 3.00 

LA1 2.111i 4.62 
1.45 
1.48 

2.38 
254 

4.11 

total 14 1.69 2.71 

SOURCE: Department of Social Accounts in ODEPLAN as presentedin"Jul [1969:
1521. 

a. ,he sectoral numbeis are those of ODEPLAN; see.Table A.3, above,: 

overstated in the ITR estimates (see below), effective protection for exports is 
probably overestimated in EPR4. 

DRC1. Bacha and Taylor [1973] constructed these 1961 estimates fromITR 1, the 1962 input-output table, and average sectoral capital-outputratios 
for 1962-1967; they assumed a shadow rate ofreturn'of 20'per cent on 
capital. 7 
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DRC2. Bacha and Taylor [1973] calculated these estimates in the same 
manner as those for DRC1 except that the 1968 export-oriented ITR3s were 
used for the final-product prices. They assumed that the ITRs and interme
diate-input coefficients have been stable since the early 1960s, as they did for 
EPR4. 

B.2 EMPIRICAL IMPORTANCE OF 

SOME DEFINITIONAL DISTINCTIONS 

B.2.1 Aggregation Factors. 

i. Guisinger and Schydlowsky [1971:2791 conclude that the consistency
between ITRs and EPRs increases as aggregation increases.8 In the limit, of 
course, they must be correct in that the ITR is identical to the EPR at the one
sector level of aggregation. A comparison of the correlation between ITR2 and 
EPR3 with the correlation between the ITRs and EPRs in Table A.3 provides 
a test of their claim because the former pair is only an aggregated version of 
the latter. For the 28-sector aggregation the correlation coefficient is 0.50. For 
the 92-product aggregation, the correlation coefficient is 0.52. Thus, this 
example does not support the Guisinger and Schydlowsky conclusion. 

ii. The Jeanneret estimates permit the exploration of the impact of 
weighted versus unweighted averaging. In addition to the 28-sector estimates 
in ITRI and EPRI, Jeanneret presents 57-sector estimates in Balassa [1971: 
66-67]. Unweighted averaging of the 57-sector estimates provides alternative 
ITRs and EPRs at the 28-sector level that are identical to ITRi and EPRI 
except for the weights in the averaging. The more these alternative estimates 
are correlated with ITRI and EPRI, respectively, the less important is the 
choice of the averaging procedure. In fact, this example suggests that the choice 
of weights is quite important. For the ITRs, the correlation coefficient is 0.67, 
which is significantly nonzero at the 5 per cent level, but which implies a sub
stantially different cross-sectoral pattern. For the EPRs, the correlation coeffi
cient is not significantly nonzero at the 5 per cent level. 

iii. Extreme values on a more disaggregate level may substantially affect 
the cross-sectoral pattern on a more aggregate level. To investigate this possi
bility, an alternative set of EPRs was constructed from Table A.3 by excluding
the highest and lowest product estimates within each sector that had three or 
more products. For the sectors so chosen, the correlation between this alterna
tive set of EPRs and EPR3 is 0.99. Thus, the estimated sectoral averages are 
about the same whether or not the underlying extreme individual product rates 
are included. 
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Variations in EPR Definitions. 
i. Balassa and Cordon have emphasized the importance of alternativetreatments of nontraded inputs (see EPRI and EPR3 in section B.1). Jeanneret [1971:159] presents alternative EPR estimates which are identical toEPRI except that the Balassa procedure is followed. Th% range and the standard deviations are somewhat smaller for the estimats based on the Cordonformula. The correlation coefficient between the two sets of estimates, however,is 1.00. In respect to the cross-sectoral pattern, therefore, the distinction in thetreatment of nontradable goods does not seem to be important.
ii. Lewis and Guisinger [1968] criticize EPR definitions in which thedifference between domestic and international value added is compared to international value added because such definitions (under the assumption thatinternational value added is positive) give an EPR which is bounded by -1.0 as domestic value added approaches zero. For small values of domestic valueadded relative to international value added, in other words, quite large proportional differences in domestic value added imply very little change in theEPR. Therefore, Lewis and Guisinger propose that the difference betweendomestic and international value added be compared to domestic value added,not to international value added.0 Bacha and Taylor [1973] present a set ofEPR estimates which is identical to EPR2 except for this change. De ]aCuadra [1971] likewise presents an alternative set of EPR estimates which isidentical to EPR3 except for this change. In both cases the correlation coefficient between the estimates in Table 5.3 and the alternatives with domestic
value added in the denominator is 0.81.10 The implications of such an alternative for cross-sectoral patterns in these two cases, therefore, do seem to besignificant, but not overwhelmingly so. 

iii. The distinctions between EPRI and EPR2 are primarily two. First,EPRI is based on net value added, while EPR2 is constructed from gross valueadded because 'the depreciation estimates are questionable. Second, EPR2 incorporates information about varying ITRs for different end uses (i.e., lowerrates for intermediate inputs), but EPRI does not. The impact of these twodifferences is quite substantial. Apparently because of the use of the more grossmeasure, the EPR2 estimates vary much less across sectors than do the EPRiestimates. For EPR2, the range and standard deviation are 4.88 and 1.17. ForEPRI, the corresponding figures are 28.98 and 5.52. Moreover, the correlation coefficient between the two sets of estimates, while significantly nonzero
at the 5 per cent level, is relatively low-0.43 (Table A.4). 

http:low-0.43
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B.2.3 Variations in DRC Definitions. 

Bacha and Taylor [1973] present alternative sets of DRC estimates which 
are identical to DRC I and DRC2, respectively, except that the sectoral returns 
on capital implied by the input-output data are utilized instead of a 20 per cent 
shadow rate. The effects of this alternative treatment of the returns on capital 
are quite substantial. The alternative DRC estimates vary much less across 
sectors. For the alternative to DRC1, the range and standard deviation across 
sectors are 3.15 and 0.74 compared to 21.09 and 5.98 for DRCI itself. For 
the alternative to DRC2, the range and standard deviation across sectors are 
0.30 and 0.10 compared to 3.39 and 0.86 for DRC2. Moreover, the patterns 
across sectors are substantially different. The correlation coefficient between 
DRCI and its alternative is 0.73, and that between DRC2 and its alternative is 
0.53. The use of the proper definition of the return on capital, therefore, is of 
substantial empirical importance. 

B.2.4 Consistency Among the Alternative Measures. 

i. Cohen [1971:139] concludes that "one learns a lot--but not every
thing' about zhe EPR structure by looking at the ITR structure. He finds that 
in 15 of the 26 cases that he examined the ITR structure could predict more 
than half of the variance in the EPRs and that 23 of the 26 relevant correla
tion coefficients were significantly nonzero at the I per cent level. The impli
cation of the estimates in tables 5.3 and A.4 is that in the Chilean case less is 
learned about the EPR structure from the ITRs than Cohen found on the 
average in his 26 cases. Two of the four correlation coefficients are significantly 
nonzero at the 1 per cent level, and in only two of the four cases could the ITR 
structure predict more than half of the variance in the EPRs.1" For Chile, there
fore, the returns to the additional work involved in calculating EPRs are higher 
than Cohen claims is the case generally. 

ii. Under strong assumptions, ITRs, EPRs, and DRCs imply the same 
shadow price of foreign exchange.'2 Not surprisingly, those special conditions 
did not exist in Chile in the 1960s. Despite their absence, the extent to which 
the alternative measures are consistent in their variations across sectors is an 
interesting question. The off-diagonal blocks of correlation coefficients in Table 
A.4 provide an answer. If one includes all elements in these blocks, the answer 
is, "Not very consistent." Of the 26 relevant correlation coefficients, only 5 are 
positive and significantly nonzero at the 5 per cent level and for only 3 pairs
would one set of estimates predict as much as half of the variance in the other. 
This conclusion, however, reflects more the changes in the regime over time 
that are discussed in Part II than intermeasure differences.'3 Among the 9 
coefficients for which both sets in the pair refer to the same year, in fact, con
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siderably greater consistency, is found, Five of these coefficients are'Positive
and'significantly nonzero at the 5 per cent leel. In tieir case'; estimates for one
Variable in each pair correlated would predic ""ii " half vaian e-inat . he 

the other.
 

NOTES 

1. D6 la Cuauj i,, not ciear avout the dates ot the interviews but thetiming of hiswriting is consistent with interviews as late as 1970, when the international economic 
regime was more liberal than in 1967.

2. On the basis of Jul's [1969] study, moreover, there is doubt that drawbacks
equaled the difference between domestic and Lo.b. prices as generally as Bacha andTaylor claim. The existence of some effective quotas (especially for agricultural goods),
for example, implies that the drawback rates overstated incentives to export.

3. The assumption of no arbitrage among end uses may not be as strong as it seems on the face of it because in many sectors the goods for intermediate use are quite distinct
from those for consumption or investment use.

4. However, they made no attempt to distinguish between tradable and nontradable 
inputs used in earlier stages for the production of nontradable goods.

5. The Balassa treatment of nontradable goods tends to overstate the cost of suchgoods at world prices, and to underestimate value added in world prices and to overestimate effective protection of domesiic value added. However, the results in sectionB.2 below indicate that the choice between the Cordon and the Balassa treatments
of nontradable goods makes little empirical difference. 

6. Basevi [1971] and Tumlir and Till [1971] discuss some of the relevant considerations for such aggregation. The discussion below, in section B.2, suggests that theclusion of extreme ex
values before aggregating does not significantly affect the cross

sectional pattern.

7. The studies by Bitar and Trivelli [1971] and Taylor [1973a], however, suggest thatthe shadow rate of return on capital in Chile may have been somewhat lower than 20 

per cent in the 1960s. 
8. Guisinger and Schydlowsky find a consistent pattern without exceptions for eightcountries, including Chile. For Chile, on a 10-sector level of aggregation, they report acoefficient of determination (corrected for degrees of freedom?) of 0.81. For 56 sectors,they report a coefficient of determination of 0.56. This comparison is based on partially

unpublished estimates by Jeanneret. 
Ft. If E, is the EPR with domestic value added in the denominator and E2 is theEPR with international value added in the denominator, then the relationship between

E, and E2 is E, = E,/(1 + Ei). If E, is zero, E also is zero. If E, is not zero but isgreater than -1.0, E: is less than E,, but has the same sign. As E, approaches -1.0 fromabove (i.e., domestic value added approaches zero), E: approaches positive infinity. IfE, is less than -1.0 (i.e., if either domestic or internationnl value added is negative, but 
not both), E2 is positive.

10. On the 92-product level of Table A.4, however, the correlation coefficient is
somewhat lower-0.59. 

11. Table A.4 contains correlation coefficients for 28 sectors. The correlation coefficient is 0.52 for the 92-product aggregation. The square of the correlation coefficient
indicates the extent which one set of estimates isconsistent with the variance in another. 

http:lower-0.59
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'12 Krueger [1972a:54] demonstrates that DRCs and EPRs are identical if "(1),all 
,:goods are traded (or tradable); (2) there are no transportation costs; (3) factors of 
production are perfectly mobile within the domestic economy but perfectly immobile 
internationally; and (4) all domestic markets are perfectly competitive." However, as 
Balassa and Schydlowsky [1972:67] note, the first assumption is redundant given the 
second assumption. The purpose of the fourth assumption presumably is to eliminate any 
discrepancies between market and shadow prices, but would seem to require the explicit 
assumption of no externalities in addition to that of perfect competition. In any case, 
there is no reason why in principle shadow prices could not be used instead of market 
prices for EPR calculations as well as for DRCs if that would better serve the purpose 
of the estimation. 

ITRs and EPRs, of course, become identical if there are no intermediate inputs or 
if the nominal protection on the intermediate inputs is identical to that on the final 
product.13. The lack of significant coefficients among elements in the on.diagonal blocks 
(which refer to intrameasured differences primarily because of the different timing of 
the estimates) also suggest this qualification. Among the 10 relevant correlation co
efficlents, only 2 are positive and significantly nonzero at the 5 per cent level, and in no 
case would one set of estimates predict as much as half of the variance in the other set 
in the pair. 



Appendix, C, 

Impact of Devaluation in a. 
$imple Keynesian Model 

C.1 A SIMPLE KEYNESIAN.MODEL 

Consider the following simple Keynesian model: 1 

Y 	 Y(L, K); YK > 0,YL > 0,yK< 0(C.1 
YLir=YKL> 0., 

"-C(- T SK. M * ,+ B " 

'.'(C.41 

(Y, p, x,ipM= 	MM , q); M.>OMP>O,Mv<O,M, , (C.5 ) 

ix, (P, xi W); 4,. > ol~x, > 0, xl < o0..:: .. c6 

Y=C+ +G+X"M+'K (C.7) 

...T(Y ~=M,ir ; Y); ,M "O, m .>. O0 - (C.) 

S pxX p~Mk +Fq); F4 >o03Fq9- (C.1 
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C.1 is an instantaneous production function for the output of a single 
good (Y). The inputs are services from labor (L) and the stock of capital (K). 
The production function is assumed to be characterized by positive but dimin
ishing marginal products and a positive dependence of the marginal product of 
capital on employment. As is characteristic of all "Keynesian" analysis, the 
equilibrium of the economy is considered for a period of time so short that the 
growth of capital is ignored. 

C.2 is the demand for labor under the assumption that firms are perfectly 
competitive in the labor market. Therefore, they hir,- labor until its marginal 
product (YL) equals the real wage (w/p), where w = nominal wage and p = 
domestic price level; w is assumed to be given at a point in time because there 
are strong unions in part of the modem sector; because a condition similar in 
its effect to an "unlimited supply of labor" prevails in the traditional sector; 
and because of government wage policies. 

C.3 states that consumption (C) depends on perceived disposable in
come and the real rate of interest (i- 7), where i = nominal interest rate and 
7 = expected rate of inflation. Perceived disposable income is equal to 
the real value of wage payments (Lw/p) plus dividend payments, under 
the assumption that there are no retained earnings (Y - Lw/p - 8K), minus 
taxes net of government transfers (T)minus the perceived rate of capital loss 
on the real value of the public's net claims on the government due to expected 
inflation [(M* + B) 7r/p]. These net claims consist of the nominal money sup
ply (M*) and the nominal value of variable-coupon government bonds (B). 
This disposable income concept measures the amount of income that the public
expects it could consume and still leave the real value of the sum of its paper 
and physical assets intact. 

C.4 describes the aggregate net investment behavior of firms given that 
there is no market for existing stocks of capital. The assumed behavior is a 
neoclassical response to the difference between the marginal product of capital 
(Yr) and the cost of capital. 2 The cost of capital depends on the rate of interest 
on bonds (i), the rate of physical depreciation of capital (8), and the antici
pated rate 'iincrease of prices of newly produced capital goods (7r).

C.5 is an import function. Imports (M) are assumed to be positively re
lated to income (Y) and the domestic price level (p) and negatively related to 
the exchange rate in terms of escudos per dollar (x), the c.i.f. price of imports 
(pu), and quantitative restrictions (q).

C.6 is the export function. Exports (X) are assumed to be positively re
lated to the f.o.b. price (pX) and the exchange rate (x), but negatively related 
to the wage rate (w). 

C.7 is the equilibrium condition for aggregate demand and aggregate sup
ply, where G is government expenditures in real terms. 
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C.8 is the demand for real monetary balances (M*/p) as a function ofthe nominal interest rate (i) and real output(Y). Initially, it is assumed thatthe central bank exogenously controls the stock of money.3 In addition to 
money, another asset is composed of variable-coupon nominal bonds issued bythe government (B). Househc!ds are assumed to regard bonds as a perfectsmb
stitute for equities issued by firms to finance investments. When house

portfolios are in equilibrium with respect to the real balance of money, 
 . enthe household balance sheet, they also are in equilibrium with respect to bonds 
or equities, or both. Therefore, separate relationships are not required for these
alternative assets. 

% C.9 determines total real taxes (7) as a direct function of total income*(Y), imports (M), and exports (X) and as an inverse function of the expectedrate of inflation (7r). The foreign trade variables are included because of the very important role they have had in Chilean government revenues. Inflationary
anticipations have an inverse effect because the legal penalties for delayed pay
ment of nominal taxes often have been outweighed by the reduction in the realvalue of late payments due to inflation. Given exogenous real government expenditures, the tax function determines the size of the government deficit. C. 11gives the government flow budget constraint at any point of time (where dot
accents above variables denote derivatives with respect to time): 

G-= T + h+ (C.II) 
p P 

C.10 is the surplus on the balance of payments in dollars (S). It equals
the dollar value of exports (pYX) minus the dollar value of imports (pMM)
plus net capital inflows (F). The last are assumed to respond positively to internal interest rates (i). They also depend on quantitative restrictions (q), but

the sign of this dependence is unclear because there 
are effects in opposite
directions. If quantitative restrictions are increased, net capital inflows may
rise because outflows are limited by the restrictions. On the other hand, capital

flight may occur and potential inflows may be frightened off by the increased 
restrictions. 

C.2. SOLUTION OF THE MODEL 

Equations C. --C.10 are ten relations in ten endogenous variables: Y, L,. p, i, C, I, M, X, T, and S. The exogenous variables are w, M*, G, Ir, 8, K, x,,po, and p". Under the assumptions that dk = d8 = dPi dPx= ,-.the total
differentials of the ten equations in the model are the following: 

L 

http:DEVALUATION.IN
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dwdP i , dL (C.Z) 
w ") YL, 

M*+ B . dp(M*+ B)1 (',
"Y d d,,'+ 1T1j C.1 

dl '=-'Y dL -'di + lr'd'7 , (C.4) 

dM =MdY+ M dp+ Mdx + Mdq ,C.5') 

-dX,=X + x , " (c.') 

dY,=dC+ ,dl+ dG:+-dX dM (C.7) 
dtM*"dpM*

S.--- =Mdi+MtdY (C.8,) 

dT,- TvDY + TudM +.TxdX +Td.rd (C.9') 

dS,= p-dX,' p'dM + Fidi+ F4.q (CJO') 

C.12' gives the differential -of the aggregate supply schedule as derived 
'from C.1' and C.2'. The slope in the Y-P plane is positive (Figure CA1). 

Y2L dw dp (C.12') 

YLL, W P 

An increase in w will shift this supply schedule downward. 

C. 13' is the total differential of the aggregate demand schedule as derived 
from C.1' and C.3 through C.9'. C. 13" is the same expression exceptthat the 
coefficients of the differential are replaced by as (where the as are positive or 
probably positive in value: 

- )+(c,-r) M" - L + Mv] dY. (C.19') 
I'-V(-TL.cl -TM+ +\iJ.- +X m m Pf ] M ,+ .. , I &, m 

+C MCXT.+ -X)dw +'B[ -i~ P2hA +1 -c 

C2 . 'dM* 

a~,dax=+a~da~d +-a~w +ajw+~dG+a~dM* (C.13.) 
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' FIGURE ,C.1- . 

1 Aggregate supply 

4,, 

. Agregate demand. 

Y 

The slope in the P-Y piano is positive. This aggregate demand curve shifts up
wnrd with decreases in wages and with increases in the exchange rate,4 quanti
tative restrictions, price expectations, government expenditures, and the money 
supply. 

In equilibrium aggregate demand must equal aggregate supply. C.12' and 
C.13', therefore, can be solved to find the impact of any exogenous change on 
real income and on the domestic price levei. C. 14' and C. 15' give these results. 
Within the mce-i, 

dY a 1 F adx + adq- (a + dw (C.14') 
a -y, YLLp , .

+ a, dT+ dG + amg* dM*] 

Yr,, (CW5). , .-: , t ., , , '. ,• . I 1 .1.- .:. 
dp= (adx "adq+a,rdr+dG.FatdM*)':a y- . . 

.P+WE.a."pa ) - . dw,
pra-p-"LL'Y2 LL

'pa. 
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Thus, the comparative static impact of devaluation or of increasing quantitative 
restrictions is to increase both real product and the price level. 

The consequences of a devaluation for the surplus on the balance of pay
ments is ambiguous. C.IO' indicates that this surplus tends to increase because 
exports rise, capital inflows rise because of the higher domestic interest rate, 
and imports decline because of the direct exchange-rate response. On the other 
hand, imports tend to increase because of the higher income and higher do
mestic prices. If these last two responses are sufficiently strong, they can out
weigh the others, causing the surplus to decline. The empirical estimates in 
Behrman [1974], however, suggest that such an outcome is not probable in the 
Chilean case. 

C.3 	 ENDOGENIZATION OF WAGES, MONEY 
SUPPLY, AND PRICE EXPECTATIONS 

Three of the variables considered exogenous up to this point in this appendix 
may well respond to devaluation in the Chilean case. The model in Chapter 2 
and in Behrman [1974] provides empirical support for such responses. In this 
section the simple Keynesian model of sections C.1 and C.2 is not formally 
expanded to endogenize these variables, but the probable impact of such ex
tentions is discussed. 

The exchange rate at times has served as a source of price expectations 
which have affected wages. C.14 suggests that the increase in real income in 
response to devaluation is less if wages respond in that way to the exchange 
rate level than if they do not.5 The last term in C.15' implies that the further 
impact on prices is ambiguous, depending upon which of the two components 
dominates. 

The money supply may respond to devaluations either because the mag
nitude of the internal financing of the government deficit changes or because 
foreign reserves change. For a given amount of real government expenditure, 
C.9' suggests that the real value of the deficit falls with devaluation unless im
port taxes are sufficiently responsive and the change in imports is sufficiently 
strong to cause a decline in tax revenue from imports large enough to offset 
gains from other sources. Even if the deficit in real terms declines, however, the 
deficit in nominal terms may increase. 

As is suggested in the last paragraph of the previous section, in the 
Cbilean case foreign reserves probably rise in response to devaluation. The 
impact on the money supply, moreover, apparently is quite substantial and 
more than offsets any dampening due to a possible reduction in the govern
ment deficit. Under such conditions the endogenization of the money supply 
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reinforces the fconsequences of devaluation on real income and on the. price
level that are described above in regard to C.14'.and C. 15'.At times in Chile price expectations have been very responsive to ex-.
change-rate policy-in part because some governments have used it as an
explicit symbol of stability. C.14' and C. 15' indicate that if inflationary expec
tations increase because of devaluation, both real income and the price level 
rise more than otherwise. 

NOTES 

1. This model is adopted from the work of Sargent (19721. Empirical support for the
signs of most of the derivatives can be found in Behrman (1974].

2. Empirical estimates of variants of neoclassical investment functions for Chile are 
in Behrman [1972b].

3. Open-market operations imply dM* + dB = 0, a constraint that is used for re
lation C.Y. 

4. If a, > 0 and ICTxX. < X. - M. - C,TmMp,, then a, > 0, as seems likely.
5. If this response is sufficiently large, real income might decrease. 



Appendix D 

Definition of Concepts and 
Delineation of Phases 

DEFINITION -OF CONCEPTS: USED IN THE PROJECT 

Exchange Rates.' 

1. Nominal exchange rate (NER): The official parity for a transaction. 
For countries maintaining a single exchange rate registered with the Inter
national Monetary Fund, the nominal exchange rate is the registered rate. 

2. Effective exchange rate (EER): The number of units of local cur
rency actually paid or received for a one-dollar international transaction. Sur
charges, tariffs, the implicit interest foregone on guarantee deposits, and any 
other charges against purchases of goods and services abroad are included, as 
are rebates, the value of import replenishment rights, and other incentives to 
earn foreign exchange for sales of goods and services abroad. 

3. Price-level deflated (PLD) nominal exchange rates: The nominal ex
change rate deflated in relation to some base period by the price level index 
of the country. 

4. Price-level-deflated EER (PLD-EER): The EER deflated by the 
price level index of the country. 

5. Purchasing-power-parityadjustedexchange rates:The relevant (nom
inal or effective) exchange rate multiplied by the ratio of the foreign price 
level to the domestic price level. 
386 : 
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Devaluation. 

I.Gross 4evauauon:-nie change in the parity registered withthe IMF(or, synonymously in most cases, de jure devaluation).
I 2. Net devaluation: The weighted average changes
of in EERs byclasses of transactions (or, synonymously in most cases, de facto devalua
tion).

3. Real gross devalution: The gross devaluation adjusted for the -increase in the domestic price level over the relevant period.
4. Real net devaluation:The net devaluation similarly adjusted. 

Protection Concepts. 
1. Explicit tariff: The amount of tariff charged: against the import of agood as a percentage of the import price (in local currency at the nominal ex

change rate) of the good.
2. Implicit tariff (or, synonymously, tariff equivalent): The ratio of thedomestic price (net of normal distribution costs) minus the c.i.f. import priceto the c.i.f import price in local currency.
3. Premium: The windfall profit accruing to the recipient of an importlicense per dollar of imports. It is the difference between the domestic sellingprice (net of normal distribution costs) and the landed cost of the item (including tariffs and other charges). The premium is thus the difference betweenthe implicit and the explicit tariff (including other charges) multiplied by the 

nominal exchange rate. 
4. Nominal tariff: The tariff--either explicit or implicit as specified

on a commodity.
5. Effective tariff: The explicit or implicit tariff on value added as distinct from the nominal tariff on a commodity. This concept is also expressedthe effective rate of protection (ERP) or as the effectiveas 

protective rate 
(EPR).

6. Domestic resources costs (DRC): The value of domestic resources(evaluated at "shadow" or opportunity cost prices) employed in earning orsaving a dollar of foreign exchange (in the value-added sense) when produc
ing domestic goods. 

t-DELINEATION OF PHASES USED IN TRACING THE:,EVOLUTION OF EXCHANGE CONTROL REGIMES 

To achieve comparability, of analysis among different countries each author 
-,.of
a country study was asked to ideitify the 6hronological development of his 
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country's payments regime through the following phases. There was, no.pre

sumption that a country would necessarily pass through all the phases in 

chronological sequence. 
Phase I: During this period, quantitative restrictions on international 

transactions are imposed and then intensified. They generally are initiated in 

response to an unsustainable payments deficit and then, for a period, are in

tensified. During the period when reliance upon quantitative restrictions as a 

means of controlling the balance of payments is increasing, the country Js said 

to be in Phase I. 
Phase I: During this phase, quantitative restrictions are still intense, but 

various price measures are taken to offset some of the undesired results of the 

system. Heightened tariffs, surcharges on imports, rebates for exports, special 

tourist exchange rate:, and other price interventions are used in this phase. 

However, primary reliance continues to be placed on quantitative restrictions. 
Phase III: This phase is characterized by an attempt to systematim the 

changes which take place during Phase II. It generally starts with a formal 
of theexchange-rate change and may be accompanied by removal of some 

surcharges, etc., imposed during Phase II and by reduced reliance upon quan

titative restrictions. Phase III may be little more than a tidying-up operation 

(in which case the likelihood is that the country will re-enter Phase II), or it 

may signal the beginning of withdrawal from reliance upon quantitative re

strictions. 
Phase IV: If the changes in Phase; III result in adjustments within the 

country, so that liberalization can continue, the country is said to enter Phase 

IV. The necessary adjustments generaly include increased foreign-exchange 

earnings and gradual relaxation of quantitative restrictions. The latter relaxa

tion may take the form of changes in the nature of quantitative restrictions or 

of increased foreign-exchange allocations, and thus reduced premiums under 

the same administration system. 
Phase V: This is a period during which an exchange regime is fully lib

reeralized. There is full convertibility on current account, and quantitative 

strictions are not employed as a means of regulating the ex ante balance of 

payments. 

NOTE 

1. The present study also includes the concept of the prenilum-inclusiveprice-level
deflated effective ,exchange rate [PLD.EER(PI)], i.e., the PLD-EER adjusted for the 
premium received by importers. 



Appendix E 

List of Abbreviations Used
in the Study
 

AID Agency for International Development of the United States De
partment of State

ALALC Asociaci6n Latinoamericana de Libre Comercio (see LAFTA)CAP Compaiiia Acero de Pacifico (Pacific Steel Company)ClAP Comit6 Interarrericano de Alianza para el Progreso (Inter-American Committee of the Alliance for Progress)
COCAIN Comisi6n de Cambios Internacionales (International 
 Ex
change Commission)

CODELCO Corporaci6n del Cobre (Copper Corporation)CONDECOR Consejo Nacional de Comercio Exterior (National
Council of Foreign Commerce)

CONVENSA Corporaci6n de Venta de Salitre y Yodo (Nitrate and
Iodine Marketing Corporation)

COPEC Compaiiia de Petr6leo de Chile (Petroleum Company of Chile)CORFO Corporaci6n del Fornento (Development Corporation)DEC Direcci6n de Estadistica y Censos (Statistics and Census Depart
ment)

ECLA Economic Commission for Latin AmericaENAP Empresa Nacional de Petr6leo (National Petroleum Enterprise)ENDESA Empresa Nacional de Electricidad, S.A. (National Electrical
Enterprise) 

GDP Gross domestic product 
GNP Gross national product
IBRD International Bank for Reconstruction and Development 

389 
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IMF International Monetary Fund 
INE Instituto Nacional de Estadisticas (National Statistical Institute) 
LAFTA Latin American Free Trade Area (see ALALC) 

LME London Metal Exchange 
NA National accounts (used in reference to national accounts ex

change rate) 
SOQUIM Sociedad Quimica y Minera de Chile, S.A..Chemical. and 

Mining Company of Chile) 
UNCTAD United Nations Commission for Trade and Development 
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Foreign Trade Regimes and 
Economic Development 

This volume is one of a series resulting 
from the research project on exchange con-
trol, liberalization, and economic develop-
ment sponsored by the National Bureau of 
Economic Research. The premise underlying 
this project was that the phenomena of 
exchange control and liberalization in less 
developed countries require careful and de-
tailed analysis within a sound theoretical 
framework, and that the effects of individual 
policies and restrictions cannot be analyzed 
without considering both the way in which 
they are administered and the economic 
environment within which they operate, 

An analytical framework was prepared 
by the Co-Directors, Jagdish N. Bhagwati 
and Anne 0. Krueger and commented upon 
by all authors taking part in the project; 
within that framework, research on particu-
lar countries chosen for the relevance of 
their experience was undertaken by individ-
ual authors; and then syntheses of the results 
of these independent studies were made by
the Co-Directors in order to identify 
empirical generalizations eT[he principal areas of research and theti 
concepts and phases delineated in the analyt-icalever,for the individual country studies. Three 
major topics specified for in-depth analysis 
in the country studies are as follows 
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nomic efficiency and distributional implica-
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tions of alternative methods of exchange
control in each country were to be examined
and analyzed. Since each method of ex-
cangecotrold iffers ch of echangesanalyzea o y
change control differs analytically in its 
effects from every other, special care was 
taken to bring out the implications of the 
particular method of control used, 

The Liberalization Episode: The analyt-
ical framework clearly distinguished between 
devaluation and libeialization, and concepts 
for quantifying the extent of both of these 
phenomena were developed. The detailed 
analyses of individual devaluation and liber-
alization attempts, both successful and un-
successful, help to identify the political and 
economic ingredients of effective govern-
ment policies o 

Growth Relationships: The relationship
of the exchange control regime to growth via 
static-efficiency and other factors was to be 
investigated, and the possible effects on 
iavings, investment allocation, research and 
levelopment, and entrepreneurship were to 
be examined in each study. 
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The principal results of the different 
country studes are being consolidated in the 
Co-Directors' syntheses. However, each in
dividual study is self-contained, so that 
readers interested only in specific geographic 
areas or countries are not necessarily bound 
to refer to other books in the series. 

Volume VIII, Chile 
by Jere R. Behrman 

By thoroughly examining the experience 
of one developing country, Chile, from the 
period before the Great Depression until 
1973, Jere Behrman extends the analysis of 
the relations between international economic 
policies and various macroeconomic goals. 
The study is divided into four parts-an over
view of the foreign sector and Chilean 
economic development, exchange control re
gimes, the impact of foreign-sector regimes, 
and liberalization episodes. 

The Chilean experience has served as one 
of the major bases for the development of cri

tiques of the conventional wisdom concerningdevelopment. lit the last two decades, Chile 
has sustained the failure of three liberalizan a d fo r s bl z t on t em s.H w 
tions and four stabilization attempts. Howconsiderable disagreement remainsabout the impact of the foreign sector on de
veloping economies. In Chile, these interac
tions have been quite complicated and have 

substantially over time. Behrman feels 
that the evidence is mixed in regard to wheth
er either exchange control or liberalization ac
clrt eeomn.H an htete
celerate development. He warns that either 
position may overstate the contribution that 

in the foreign trade regime could 
make to development. The Chilean exchange 
control system, which was first introduced in 
the early 1930s in response to the impact of 
the Depression, rray have dampened develop
ment achievements. On the basis of the pres
ent study alone, the author points out, it 
would be primarily speculative to assert that 
really substantial development benefits can be 
obtained through the selection of a particular 
foreign exchange regime. Alternatively, if lib
eralization is to have a substantial long-run 
development payoff, expectations that the 
policy will be permanent must be strength
ened. The best hope for a successful liberaliza
tion, Behrman concludes, probably lies in an 
abrupt imposition which incurs certain short
run costs, but also alters expectations so that 
longer-run advantages may become obvious 

before political momentum falters. 
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