FHE CENTRAL BANK
OF CHILE

EVOLUTION, ORGANIZATION AND ACTIVITIES



WORK PREPARED BY THEINFORMA TION, STATISTICSAND
PUBLICATIONSDEPARTMENT OF THE CENTRAL BANK OF CHHE

© BANCO CENTRAL DE CHILE
1982

SPANISH EDITION 2.000 COPIES
ENGLISH EDITION 1,000 COPIES
RIGHTS RESERVED

INSCRIPTION NO 54492
SANTIAGO. CHILE






CONTENTS

1 HISTORICAL BACKGROUND 1
1.1 Authorities since its establishment 13
2. LEGAL PROVISIONS 17
2.1 First Organic Law 17
2.2 Second Organic Law 17
2.3 Third Organic Law 18
2.4 Organic Law of the Monetary Council and of the
Central Bank of Chile (legislation in force). 19
3. NATURE, OBJECTIVES, INSPECTION AND SUPER VISION
FUNCTIONS OF THE CENTRAL BANK 21
3.1 Juridical nature 21
3.2 Inspection and Supervision 21
4. BANKPOWERSAND OPERATIONS 23
4.1 International Financial Activities 23
4.1.1 Normative Functions 23
4.1.2 Credit and Financial Operations 24
4.2 External Financial Functions,
Foreign Exchange and Trade 25
4.3 Fiscal Role 27
4.4 Money Issue 27
4.5 Administration 29
4.6 Other Functions 29
5. LOCAL CURRENCY, GOLD AND FOREIGN CURRENCY 31
5.1 Local Currency 31
5.2 Gold, Foreign Currency Reserves and Special Drawing
Rights (SDRs). 33
6. CENTRAL BANK ORGANIZATION 35
6.1 Executive Committee 35
6.1.1 Structure and Operations 35
6.1.2 Incompatibilities 35
6.1.3 Representation, Surrogation and Delegation
of Powers 35
6.2 Administrative Units 36
6.2.1 Legal Department 37
6.2.2 General Auditors Department 39
6.2.3 Directorates: International 40
6.2.4 Administrative 41
6.2.5 Financial Policy 42
6.2.6 Operations 44

6.3 Organization’ chart






1 HISTORICAL
BACKGROUND

Since thefirstyears ofthe Iridependence of Chile, there existed
the intention of establishing an organization which would give more
flexibility to the handling of currency. The confusion derivedfrom the
liberating action and the process of institutional organization of the
Republic seriously damaged the general economic activity and the mi-
ning activity in particular, all of which directly affected the minting of
coins. A characteristic ofthose times was the shortage ofcurrency. In
order to alleviate this situation, some
commercialfirms issued “bearer"
promissory notes, payable on demand in
local currency. However, the abuses
originated by this practice led in 1839 to
the issue -by the Government- ofa
decree whereby the establishment of
issuing banks subsequently required
the express authorization ofthe State.

This decree constituted thefirst step
towards monetary and banking legisla-
tion in Chile.

In 1845 the Government

appointed a Commission to study the
possibility of creating a state bank.
The project (presented by this
Commission) was rejected but several
other Banks were created such as the
‘Banco de Chile de Arcos & Cia. "and
‘Bezanilla, Mac Clure & Cia.” Years
later the “Caja de Crédito Hipoteca-
rio” (a mortgage Bank) was created
intended to encourage agricultural
development, one ofChiles main
economic resources ofthat

period; this institution became

one of the most important

mortgage banks of the

country.



A new Banking Law was issued on July 23,1860, granting issu-
ingfaculties to private credit institutions. This law changed the spirit
ofthe decree issued in 1839 by granting a broader scope ofaction to the
private banking system. Jean Gustave Courcelle Seneuil, a French
economist, hired as advisor to the Ministry ofFinance and asprofessor
ofeconomics at the University of Chile, was the main author ofthe law
01860 -inspired by the liberalprinciples ofthe classic school- which
excluded the need of a central bank regulating thefinancial system.
According to his economic conception thefinancial system was to be
balanced automatically. This conception could have been successful
in an environment detachedfrom wars or strong political tensions, but
this was not the case ofChile at that time. As a result ofthe monetary



instability during the last decades ofthe 19th century, ofthe notion of
replacing thepaper currency regime by a gold standard regulatory sys-
tem, and of the evolution in thefield offinancial institutions in the
more developed countries, the idea of creating a Central Bank be-
gan to takeform at the beginning of this century.

During the earlypart o fthe 20th century, the country was affect-
ed by theproblems ofstabilization ofits exchange rate and by the gra-
vitation ofa monetary system which was too rigid and did not meet the
requirements o fthose times. Within this context, Chile began gradual-
ly tofree itselffrom the agrarian economic structure, towards an in-
dustrial development. This situation was appropriate to support the
beliefofthe convenience ofestablishing a central bank. Thefirst legal
proposal toward the establishment of a central institution with ex-
change ratepolicies and lendingpowers was made in August, 1918. On
that occasion Mr. Luis Claro Solarpresented-aproject to the Chamber
ofDeputies proposing the creation ofa central bank. However, due to
disagreements, mainly with respect to the exchange rate policy, the
project was left in abeyance.

Later on, between theyears 1919 and 1924, various otherpro-
jects in connection with the establisment of a central bank werepre-
sented to the Government authorities and to Congress, the main ones



being those presented by Mr. Guillermo Subercaseaux and by a Com-
mittee o fthe Senate. None ofthem receivedfinal approval due to the
difference of criteria prevailing at that time. In July, 1925, during the
Presidency ofMr.Arturo Alessandri Palma, proffesor ofeconomics at
the University ofPrinceton, Mr. Edwin Walter Kemmerer, and a team
of his assistants were hired to evaluate and lay thefoundation ofthe
financial organization ofthe country. This group ofexperts presented
four schemes on differentinter- related aspects which laid thefounda-
tionsfor an improved organization of the Chileanfinancial system.
These schemes referred to a monetary law, intended to stabilize thepa-
per currency, to the establishment ofthe gold standard as the basis of
the monetary unit ofthe country, to the project of creating the Central
Bank of Chile, to the general banking regulations and to the establish-
ing of an organic law of the budget.

The monetary and banking legislation elaborated by the Kem-
merer mission, contemplated the objectives of a central bank, which
would regulate the currency in order to maintain it in harmony with the
legitimate requirements o fthe economy tending to the stability ofthe
currency, i.e., afixed relation between exchange rate and gold.

The Central Bank ofChile wasfounded on August 21,1925, by
Decree Law N° 486, which approved itsfirst Organic Law. This institu-
tion initiated its activities on January 11, 1926. The regulation ofthe
currency operated almost automatically by means o fthepurchase and
sale ofgold andforeign exchange, and by means ofrediscountingofin-
ternal credit instruments, according to certain fixed norms.

After the world crisis of theyears “30°; which severely affected
the economy andfinances o fthe country, the CentralBank ofChile, as
well as otherforeign similar institutions, had to abandon the idea of
automatic principles ofregulation -whichfailed due to the economic
recession- and developed varied instruments of monetary policy.

During thefollowing three decades, the Central Bank gained
experiencefrom the evolution ofour economy andfrom the study o fthe
international economic events. Among the internal events which may
be mentioned, arefor example, the problems which our economy had
toface during the second world war (1939-1945), its participation in
the economic development, the process ofacute inflation experienced
during the “50%’; and the different stabilization programs which were
adopted in the country. With regard to the external experience, the



cyclic movements o fthe world economy, the evolution offoreignfinan-
cial institutions, the relationship with those institutions and the Latin
American monetary cooperation, may be mentioned.

The evolution with regard to the original objectives ofthe Bank
has derivedfrom the experience ofhistoric or institutional situations
orfrom different economic theories. This has been reflected in multiple
reforms introduced in the organics by-laws, in the increasedfunctions
which have been assigned to the Bank, and in the evolution ofopera-
tional practices. However, a detailed analysis of the modifications
which somehow altered the original objectives o fthe Bank, shows that
some of these changes were not often the most appropriate and that
others only settled emergency situations. Thefirst Organic Law ofthe



Bank was more consequent with the monetary equilibrium than those
which followed, because theoretically it linked the issue of money to
the requirements ofthe market and not to Central Government needs,
or to those ofpublic enterprises. Later the Organic Law approved in
June, 1975, again emphasizes on stabilizing elements.

The legislation enacted in 1925 had a central andpredominant
objective: monetary andfinancial regulations. Subsequent evolution
gradually added more objectives, until broaderfunctions related to
economic development, fiscalfinancing and social reforms were taken
up by the Central Bank.

The inflation generated within the setting ofthis pseudo-social



criterium broughtaboutprice controls,fixed interest and exchange ra-
tes, continuous readjustments o fsalaries, indirectsubsidies and indis-
criminated statism, all of which led to a reallocation of resources op-
posed to the required criteria ofefficiency. This brought about a slow
growth of the economy, a loss in the welfare and opportunities of the
whole population.

The bulk ofthis set offunctions, which are alien to those ofa
Central Bank, came about between 1940 and 1953, year in which its
Organic Law was reformed, consolidating all these activities and
transforming the Bank into a mechanism that could generate infla-
tion.

Some ofthe innovations of this reform improved and speeded
the monetary regulation, but on the other hand did not compensate the
burden of the inflationary potential which was being generated.

Another innovation ofdoubtful efficiency introduced in the de-
cade ofthe “40’%’; and which was instituted by the law o 1953, was the
designation offour parliamentary counselors.

These parliamentary counselors often hampered and delayed
important decisions on monetary or exchange rate policies. In view of
this unsatisfactory experience, the parliamentary counselors were eli-
minated in the reform of the organic law of 1960.

Thepoliticalpractices involved in theprocess o fapproval o fthe
fiscal budget and ofthe initiativesfor the approval ofexpenditures or
the reduction o frevenue, introduced chronic and growing deficits in the
public treasury. These deficits werefinanced, by means oflaws appro-
ved by Parliament with money issued by the Central Bank which ex-
ceeded the requirements ofsaid monetary assets, consequently gene-
rating inflation.

This situation was carried to an extreme during thefirst three
years ofthe decade ofthe “70%’; and the Central Bank was transfor-
med into the mainfinancial instrument in the conversion ofthe econo-
my towards government control, and in the sharp change experienced
by the economic system. This led to an unbalanced monetary condition
ofsuch magnitude, that it culminated in an inflation estimated at an
annual rate of 1.000% during the third quarter of 1973.



PRESENT SITUATION

The present nature, role, activities and policies ofthe Central
Bank of Chile are established in its Organic LawP”?

By it a Monetary Council was created, thefunction ofwhich is
to determine the monetary, credit andforeign exchangepolicies in ac-
cordance with the guidelines setforth by the Government.

This Council, chaired by the Minister of Finance, is integrated
by three ministers o fthe economic area, by the President o fthe Central
Bank of Chile and by a representative o fthe President o fthe Republic.
This entity determines the general characteristics of the before men-
tionedpolicies. Through the Executive Committee o fthe Central Bank,

(1) This legal body denominated Organic Law ofihe Monetary Council andoftheCentral BankofChile(L.0.B.C.) waspu-
hH.'thed in the Official Gazette ofJune 28. {975, as Decree Law No j.078. The text considered here it includes all modifica-
tions subsequently introduced through January 27, {982.



its guidelines are channelled specifically to each and every body or exe-
cutive level required by each particular policy.

The specific powers ofthe Central Bank, according to the cur-
rent legislation, may be divided into two categories: one which is clear-
ly regulatory and another of intervention in thefinancial markets.

The main regulatorypowers are: execution and controlofinter-
national exchange operations, the setting o flimitsfor the relation bet-
ween the assets and liabilities ofallfinancial entities, the time limits



for the issue offinancial instruments and the determination ofthe le-
gal and technical reserves to which thefinancial institutions are sub-
ject. All general norms with respect to thejuridical-institutional con-
text within which these entities are inserted, are also included in this
category.

The powers of the Central Bank which could eventually al-
low its intervention in thefinancial market, are to befound in a second
category. This intervention could be generated through thefixing, by
the Bank, ofprice or quantity restrictions in the credit market, or by its
intervention in this market, as an additional agent. An example ofthe
former is constituted by the power to ‘regulate quantitatively and qua-
litatively the loans which thefinancial institutions grant and the tran-
sactions which they effect” Thepossibility ofauthorizing these enti-
ties to charge commissions and expensesfor certain transactions, may
also be mentionecK as well asfixing the maximum amounts ofthese
charges. N

On the other hand there exist others examples o fthe powersfor
direct action ofthe Central Bank in thefinancial market: granting of
short term loans tofinancial entities “in case ofemergencypossi-
bility ofopening lines of credit, power to grant refinancings, discount-
ing and re-discounting of bills of exchange and other documents.

(2) Organic Law of the Monetary Council and ofthe Central Bank of Chile (L.O.B.C.) Title IV, article 18, paragraph 1.
(3) L.O.B.C. Title IV. article 18. paragraph 5.
(4) L.O.B.C. Title IV, article 18, paragraph 6.
(5) L.O.B.C. Title IV. article j9. paragraph I.



Notwithstanding the aforementioned, thepolicyfollowed by the
monetary authorities has been that of non-intervention and non-dis-
crimination between instruments and financial institutions of the
same nature. The basic principle has been tofix clear and permanent
policiesfor thefinancial agents.






1.1 MAIN AUTHORITIES OF THE CENTRAL
BANK OF CHILE, SINCE ITS
ESTABLISHMENT.

1.1.1 PRESIDENTS

1926- 1929 Ismael Tocornal Tocornal
1929 - 1931 Emiliano Figueroa Larrain
1931 - 1932 Francisco Garcés Gana
1932- 1933 Armando Jaramillo Valderrama
1933- 1939 Guillermo Subercaseaux Pérez
1939 - 1940 Marcial Mora Miranda
1940- 1946 Enrique Oyarzin Mondaca
1946- 1951 Manuel Trucco Franzani
1953 - 1959 Arturo Maschke Tornero
1959 - 1961 Eduardo Figueroa Geisse
1962- 1964 Luis Mackenna Shiell

1964 - 1967 Sergio Molina Silva

1967- 1970 Carlos Massad Abud

1970 - 1973 Alfonso Inostroza Cuevas
1973 - 1973 Carlos Matus Romo

1973 - 1975 Eduardo Cano Quijada
1975- 1976 Pablo Baraona Urzla

1977 - 1981 Alvaro Bardon Mufioz

1981 - 1982 Sergio De la Cuadra Fabres
1982- Miguel Kast Rist

(1) From June 2, {973 lo September 10, j973.
(2) From April 23. j982.



1.1.2

1926- 1931
1931 - 1932
1932- 1958
1958 - 1960
1960- 1962
1962- 1964
1964 - 1967
1967- 1970
1970 - 1973
1973 - 1974
1974 - 1974
1974 - 1975
1975 - 1976
1977 - 1981
1981 - 1981
1981 -

VICE-PRESIDENTS

Francisco Garcés Gana
Luis Matte Lorrain

Luis Schmidt Quezada
Vicente lzquierdo Phillips
Fernando lllanes Benitez
Félix Ruiz Cristi

Carlos Massad Abud

Jorge Cauas Lama

Hugo Fazio Rigazzi

Carlos Vio Valdivieso
Jorge Cauas Lama

Pablo Baraona Urzla
Alvaro Bardon Mufioz
Sergio De la Cuadra Fabres
Hernan Felipe Errdzuriz Correa
Ivan De la Barra Valle

(1) From May 1st. {974 to July 17. 1974.
(2) From April 30, 981 lo December 3, 1981.

(3) From December 31. 1981.



1.1.3 GENERAL MANAGERS

1926- 1932 Aurelio Burr Sanchez
1932- 1943 Otto Meyerholz Gallardo
1943- 1953 Arturo Maschke Tornero
1953 - 1958 Felipe Herrera Lane
1958- 1962 Luis Mackenna Shiell
1962- 1970 Francisco Ibafiez Barcelo
1970 - 1973 Jaime Barrios Meza
1973 - 1973 Humberto Trucco Leon
1973 - Carlos Molina Orrego

(1) From June 2. 1973 to September 10, 1973.






2 LEGAL PROVISIONS

There have been three basic legal texts related with the Central
Bank of Chile, prior to the one inforce: Decree Law 486 ofAugust
21, 1925, which was thefirst organic law of the Bank; Decree Law
N° 106 ofJune 6, 1953 and Decree Law N° 247 of March 30, 1960.

2.1 First Organic Law

Decree Law N° 486 was promulgated on August 21, 1925 and
published in the Official Gazette of August 22, 1925,

With the purpose ofputting an end to the abnormal monetary
situation prevailing in the economy ofthe country since 1860, when the
first banking law was issued, the Government entrusted a commission
offinancial counselors chaired by the Northamerican economist Ed-
win Walter Kemmerer, to draw up thefirst Organic Law ofthe Central
Bank of Chile, which was established by Decree Law N° 486 o fAugust
21, 1925.

The Bank was constituted as ajuridical person under public
law, its capital being divided intofour types ofshares, to lastfor 50
years and ofmarkedly classic characteristics, emphasizing its banking
nature and its basicfunctions ofbeing the bank ofbanks. It was esta-
blished that its main functions were those of issuing money and
effecting rediscount operations, settingforth the limitations and pro-
hibitions applicable to loans, discount and other advances o fmoney.

2.2 Second Organic Law

Decree Law N° 106 which set the new text ofthe OrganicLaw of
the Central Bank of Chile was drawn up on June 6, 1953 and pub-
lished in the Official Gazette ofJuly 28, 1953. This Organic Law esta-
blished that the Central Bank would be an autonomous institution, of
indefinite duration and set as itsfundamental objective that of “ten-
ding to achieve the orderly andprogressive development o fthe national
economy through a monetary and creditpolicy which, endeavouring to
avoid inflationary or depressive tendencies, might permit the most
adequate utilization ofthe productive resources ofthe country” From
this sole statement it is inferred that the purpose ofthe legislator was
thatofgranting the Bankfarther reaching responsibilities and ofa mo-
re active nature, within the national economy, than those established
by the previous organic law, a spirit which has been maintained in the
present law.



Decree Law 106, without overlooking any ofthe objectives
andfunctions inherent to banking, enabled the application o feconom-
icpolicy measures which had a decisive influence on the economic de-
velopment of the country.

2.3 Third Organic Law

DecreeLaw IsT 247 ofMarch 30,1960, published in the Official Gazette
of April 4 of the same year, approved the third Organic Law of the
Bank.

The main modifications introduced to theformer Organic Law
may be summarized asfollows:

1) Changes in the composition and election ofthe Board ofDirectors;

2) Creation ofthe Executive Committee, its role being to materialize
the resolutions ofthe Board ofDirectors and to administer the Ins-
titution;

3) Extension ofthepowers ofthe Bank with regard to the distribution



ofloansperzones and to determining the legal reserve and its cour-
ses of action, and

4) TheBank was authorized topurchase class ‘D ”’shares,formerly in
the hands of the public.

Pursuant to DecreeLaw M’ 250 ofMarch 30,1960, published in
the Official Gazette o fApril 6, 1960, the Central Bank ofChile and the
Commission oflInternational Exchange were merged, commissioning
the Executive Committee ofthe Central Bank with the power to dictate
the general norms applicable to the export and import trade and to in-
ternational exchange operations.

2.4 Organic Law of the Monetary Council and of the Central
Bank of Chile (legislation currently in force)

Atpresent the Central Bank is governed by the resolutions esta-
blished by its Organic Law and its modifications, approved by Decree
Lawfr 1.078 ofJune 25, 1975, published in the Official Gazette o fJu-
ne 28, 1975.






3. NATURE, OBJECTIVES,
INSPECTION AND
SUPERVISION
FUNCTIONS OF THE
CENTRAL BANK

3.1 Juridical Nature

The Central Bank is an autonomousjuridical person, ofinde-
finite duration, domiciled in Santiago.

The relationship between the Bank and the Government is
maintained through the Ministry of Finance.

For the effects ofdetermining the scope ofits powers, the Cen-
tral Bank’ nature is that ofan institution governed by public law. Ho-
wever, by express resolution ofits Organic Law, the Central Bank is
not considered to be a constituent ofthe State administration, nor are
the general or special norms corresponding to the public sector appli-
cable to it. Therefore, the Bank as well as itspersonnel are governed by
the norms of the private sector.

3.2 Inspection and Supervision

The surveillance ofthe Central Bank is in the hands ofthe Su-
perintendence ofBanks and Financial Institutions, to whom it must
submit an Annual Report and additional reports and statements
which said entity may request.

There exists a close relationship between the Central Bank and
the Superintendence o fBanks with regard to the study and application
ofnorms governing the activities ofthe banking system. With respect to
some matters which are expressly mentioned in the Organic Law, the
Central Bank must consult with the Superintendence ofBanks or re-
guest datafrom said entity, prior to the issuing or application of cer-
tain norms.






4. BANK POWERS
AND OPERATIONS

The objective ofthe Bank is to tend to the orderly and progressi-
ve development o fthe national economy, through monetary, credit, ca-
pital market, foreign trade and exchange policies as well as those on
savings and others which may be entrusted to the Bank by law.

In order tofulfill its objectives, the Organic Law has given the
Bank certain powers in order to cany out specific operations, and these
may be classified into five main categories:

International Financial Activities

External Financial Functions in Foreign Exchange and Trade
Fiscal Role

Money Issuing

Administration

Other Functions

4.1 International Financial Activities

In this category are included all the powers and operations
which the Central Bank may exercise or effect as a result o fmonetary,
credit, capital market and savings policies.

The internalfinancial activities may be subdivided into norma-
tivefunctions and credit andfinancialfunctions.

4.1.1 Normative Functions

Are those which the Central Bank exercises with respect to the
financial system through the issuing o fnorms applicable to banks and
otherfinancial entities. According to these activities the Bank may:
a) Dictate norms and conditionsfor the attraction offundsfrom the

public.

b) Quantitatively and qualitatively regulate the credits, and other ope-
rations carried out byfinancial entities, by private persons and en-
terprises normally engaged in the attraction andplacementofmo-
ney in the market.

c) Set the legal and technical monetary reserves.

d) Set the interest rates which may be credited to banking current ac-
counts and authorize the collection of commissions.



e) Determine the maximum amounts which may be collected as com-
missions and expenses.

f) Set the rules and regulationsforfinancial organizations with re-
gard to collaterals and guarantees, and

g) Establish the relationship between asset and liability operations
offinancial organizations.

4.1.2 Credit and Financial Functions

Are those intended tofinance credit entities and those which the
Central Bank exercises on its ownfor monetary regulation purposes or
tofulfill the general objective o fthe Bank. In this type ofactivities, the
following may be included:

a) Open lines of credit and formalize the corresponding contracts.

b) Grant emergency loans at a term not exceeding 90 days.

¢) Refinance, discount and re-discount drafts, promissory notes and
other negotiable documents in local orforeign currency.

d) Authorize the creation and regulate the operation of the clearing
houses of checks and other securities.



€)
f)

9)
h)

)
k)

Receive deposits in local andforeign currency comingfrom other
banks andfinancial institutions.
Surrender documents ofits “loans and discounts "portfolio orfrom
its investments portfolio, to thefinancial entities of the country
which are authorized by law to place and receivefinancial resour-
ces.
Issue and place in the market, documentsfor its own account.
Redeem these documents by means of amortizations or by dra-
wing lots, or purchasing them in the market.
Purchase and sell in the market, bonds or debentures or other
fixedincome instruments.
Purchase or sell gold without restriction, exceptfor the Sales and
Services Tax.
Receive securities or goods (assets) as a guarantee.
Set the interest rates applicable to the operations effected by the
Central Bank.

The attributions indicated inpoints a, b, ¢, eandf, may only be

exercised by the Central Bank with respect to Banks and intermediate
Financial Institutions.

4.2 External Financial Functions, Foreign Exchange and Trade.

These powers and operations were given mainly by the Organic

Law ofthe Central Bank,from the International Exchange Law and by
Decree Law N° L444. These provisions authorize the Bank to dictate
norms which are applicable in Chile; or to act abroad as a consequen-
ce ofthe commercial andfinancial relationship ofthe natural orjuridi-
cal persons participating in trade, foreign exchange and external cre-
dit. In this area the Central Bank may:

a)
b)
c)

d)

Participate, in representation ofthe Government, in those interna-
tional organizations determined by law.

Apply the international treatiesformalized by the Government rela-
ted to the activities and objectives of the Bank.

Contract abroad all types ofexternal credits and assign or transfer
them to banking institutions and otherfiriancial intermediates.
Exercise the powers and attributions which the International Ex-
change Law and other laws grant to the Bank in matters relating to



foreign trade and international exchange.

e) Carry out international exchange transactions.

f) Authorize international exchange transactions to banks, financial
institutions or private persons.

g) Export or import gold, unrestrictedly.

h) Grant loans in local orforeign currency toforeign States, to central

banks or toforeign or international banking andfinancial institu-
tions.

i) Receive deposits in local orforeign currencyfrom central banks or
from foreign or international banking and financial institutions.

j) Maintain the reservefund in gold and inforeign currency deposited
at the Bank itself or with banks abroad ofgood repute.

k) Participate in activities related to the service ofthe country’ exter-
nal debt.

I) Represent the State and debtor corporations in the discussions and
renegotiation of the external public debt, and

m) Centralize and process all statistical data on external debt and do
research work and supply official information.



n) According to Finance Ministry Decree N° 742 o fOctober 15,1981 it
should act as legal authority to initiate, carry-outand conclude the
investigations referred toon the‘Agreement related to the inter-
pretation and application ofArticles VI, XVI and XXIII of the
General Agreement on Tariffs and Trade (GATT)”

4.3 Fiscal Role

The operations the CentralBankperforms in its capacity o f Go-
vernmentfinancial agent as well as otherfunctions specially assigned
by Law are included in this area. In this role the Central Bank may or
must do:

a) Act as Fiscal Agent in the contracting of external and internal
loans and in those operations entrusted by the Central Government
in accordance with the objectives of the Bank,

b) Amortization or payment of the commitments of the Govern-
ment infavour ofthe Central Bank, with the proceeds ofthe valua-
tion ofthe Reserve Fund composed ofgold and Foreign Currency.

4.4 Money Issuing

The exclusive authority of the Central Bank of Chile to issue
bank notes and to mint coins is stipulated and regulated by articles 17



and 45 - 49 ofthe Organic Law. Pursuant to said stipulations, the Cen-

tral Bank may or must:

a) Issue bank notes and mint coins as the solepayment means with le-
gal tender and unlimited circulation.

b) Contract the issue ofbank notes and the minting ofcoins locally or
abroad.



c) Establish the characteristics of the bank notes and of the coins.

d) Withdrawfrom circulation damaged bank notes and pay their no-
minal value or part ofsaid value, as the case may be, and

e) Destroy the bank notes which have been definitively withdrawn
from circulation, in the manner determined by the Executive Com-
mittee.

45 Administrative Functions

In this group are included all those matters related with the di-
rection and internal administration ofthe Bank and of its personnel.
Pursuant to this, the Executive Committee may or must:

a) Exercise the general administration of the Bank.

b) Hirepersonnel according to its requirements and set their salaries,
duties and responsibilities.

c) Delegate administrative, operational and representativepowers on
certain executive members or officers of the Bank.

d) Purchase and maintain real estate requiredfor thefunctioning of
the Bank, and

e) Acquire real estate transferred to it in payment of loans, and sell
such real estate.

4.6 Other Functions

Asidefrom the already indicatedfunctions. Article 1st letter a)
ofLaw 18,104 ofJanuary 27,1982 entrusted the Central Bank with
the responsibility to prepare the national accounts as well as to outli-
ne other procedures ofsocial and economic accounting.






. LOCAL CURRENCY,
GOLD AND FOREIGN
CURRENCY

5.1 Local Currency

The ‘beso ”was established in 1925 as the moneta/y unitofChi-
le, containing 0.183057grams offine gold. The ‘pbeso ”was divided into
one hundred cents; ten ‘pesos”constituted a ‘tondor”

Inflation rendered thefractional coins worthless, and in 1955, a
legal provision stipulated that commitments had to be paid in whole
‘peso "figures.

As aresuh ofthepromulgation ofLaw 13,305 0 1959, which
changed the monetary unitfrom ‘pesos”to “escudos”as ofJanuary 1,
1960, (E“ 1 =% 1,000); the OrganicLaw ofMarch 30, 1960 stated in its
article 51 that bank notes should express their value in “escudos”;
‘centésimos’; and half ‘tentésimas”and that they should exhibit the
national coat-of-arms. In 1973, a new legal resolution. Decree Law 231
ofDecember 31, 1973, eliminated thefractions ofthe “escudo - in ac-
counting operations andfrom documents issued in local currency.

In 1975 the ‘peso was reestablished as the monetary unit. Pur-
suant to Decree Law N° 1,123, published in the Official Gazette o fAu-
gust 4, 1975, as ofSeptember 29 o fthatyear, the ‘heso”is the monetary
unit of Chile, the value and legal tender of which is equal to one thou-
sand ‘escudos”

The Bank has the exclusive right to issue bank notes and to
mint coins.Although the Law authorizes the Central Bank to contract
the printing ofbank notes and the minting ofcoins within the country
or abroad, they are totally made in Chile, at the workshops of the
“Casa de Moneda " The characteristics ofthe bank notes and their se-
curity marks (water-mark and national coat-of-arms), as well as those
ofcoins, are established by resolution ofthe Executive Committee, pu-
blished in the Official Gazette.

These bank notes and coins are the only means o fpayment with
legal tender and unlimited circulation in the whole territory ofthe Re-
public, and must be received at theirface value.

It is the duty ofthe Central Bank to withdrawfrom circulation
the deteriorated bank notes. The exchange ofthese bank notes is effec-
ted in accordance with thefollowing norms:

a) The deteriorated bank notes which retain, at least threefifths of
their total surface shall be exchangedfor theirface value, as long as
said threefifths form one piece.



b) Bank notes, with less than threefifths deteriorated and with more
than the remaining twofifths in good condition, will be exchanged
for half their nominal value, as long as their serial number and
number may be verified, and as long as these twofifthsform one
piece.



5.2 Gold, Foreign Currency Reserves and Special Drawing
Rights (SDR).

The Bank maintains a Reserve Fund in gold, foreign currency
and SDRs. This reserve bears no relation with the bank notes in circu-
lation or with deposits received in compliance with Law. This Reserve
Fund may be constituted by:

a) Goldcoinsorgold bars orforeign currency as cash on hand, availa-
ble at the Bank itself.

b) Gold coins or gold bars orforeign currency deposited in Banks
abroad, ofgood repute, to be determined by the Executive Commit-
tee.

c) Special Drawing Rights (SDR) allocatedfrom time to time by the
IMF to its member countries.

The Bank is authorized to purchase or sell gold, to export and
import it without restriction, contribution orfiscal charge whatsoever,
exceptfor the Sales and Services Tax applied to purchases.

The proceeds in local currency resultingfrom the valuation of
the gold orforeign currency reserve, due to modifications in the official
parity, must be alloted, in the proportion determined by the Executive
Committee, to:

a) Amortization orpayment ofcommitments ofthe Government with
the Central Bank, and
b) Reserve Fund Increase.

The minting ofgold coins may be entrusted to the “Casa deMo-
neda de Chile”without limitations as to quantity, pursuant to the res-
pective tariff, and said Institution shall give the Bank preferential at-
tention with respect to other entities or private persons.






6. CENTRAL BANK
ORGANIZATION

6.1 Executive Committee

The maximum authority ofthe Bank is the Executive Commit-
tee which is in charge of the management and administration of the
Central Bank, and ofexercising all thepowers and attributions which
the Organic Law and other laws entrust to the Bank.

6.1.1 Composition and Operation

The Executive Committee is composed ofthe President, the Vi-
cepresident and the General Manager of the Bank, appointed by the
President ofthe country by Supreme Decree o fthe Ministry o fFinance.

A quorum shall be the majority of its members, and its deci-
sions will be adopted by the majority o fthose attending. The Chairman
shall cast the deciding vote in the event of a tie.

6.1.2 Incompatibilities

The Members ofthe Executive Committee are subject to diverse
incompatibilities such as being unable to accept positions which are
compensated with government or municipalfunds. Likewise, they may
notparticipate in the ownership or in the management offinancial ins-
titutions, nor render services o fany nature to enterprises related with
foreign trade or with international exchange operations.

6.1.3 Representation, Surrogation and Delegation of Powers

The Executive Committee will representthe Bankjudicially and
it may delegate its powers ofadministration, operation and represen-
tation upon the members ofthe Committee or upon the officers ofthe
Bank.

The President ofthe Bank has the extrajudicial representation
ofthe Institution and, in case ofabsence, vacancy or inability to dis-
charge his duties, he is surrogated by the Vicepresident.

The General Manager has thejudicial representation of the
Bank according to article 8 of the Code of Civil Procedure and with
the powers conferred and instructions imparted by the Executive Com-
mittee.



The General Manager is surrogated by the officer of the Bank
who is next in line, according to the order laid down by the Executive
Committee.

6.2 Administrative Units

Thefunctions ofthe Bank are mainly exercised in a decentrali-
zedform, according to their nature, and in order to perform them, there
are administrative units which are dependent of the Executive Com-
mittee and of the General Manager.

Thefollowing units are dependent on the Executive Committee:

Legal Department, General Auditing Department, Office of
the Secretaiy General.

The Administrative Directorate, the Operations Directorate,
the International Directorate, the Financial Policy Directorate and
the Branches o fthe provinces, are dependent ofthe General Manager’s
Office.

"Alameda de las Delicias”

Alberto Onego Luco
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6.2.1 The legal Department

The Legal Department is directed by a lawyer, ranking above a
director, who is legal adviser to the Bank, performing similar dutiesfor
the Monetary Council. Under him is the Head Lawyer, who, with the
rank of Director, is directly in charge of the Legal Adviser’s Office of
the Bank.

The Legal Adviser’s Office performs thefollowing main func-
tions:

1) See to the legality of all the agreements, acts and contracts ofthe
Bank.

Detail



2)

3)

4)

5)

6)

Exercise thejuridical representation of the Bank at the Courts of
Justice.

Preparegeneral reports with respect to legalprovisions and also, ju -
ridical reports on specific matters which may be submitted to their
knowledge.

Draw up and/or revise contracts or agreements o f which the Bank
may be a party, and inform as to the legal background o fthe insti-
tutions with which it is operating.

In general, advise the Executive Committee and other units ofthe
Bank with respect to legal matters.

Inform, analyze and, in some cases, propose modifications to con-
tracts and documents in general, related to the external loans ob-
tained by public institutions.

“Combate de Angamos”

Thomas Somerscales
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6.2.2 General Auditors Department

The main functions are thefollowing:

1) Control that the different Units o fthe Bankperform theirfunctions
in accordance with the legal or regulatory provisions, approved
working systems and procedures, norms and instructions, whatever
be the origin ofsame.

2) Analyze and evaluate the prevailing internal control system in the
different operative Units of the Institution.

Detail



Thefollowing principalfunctions may be mentioned:

1) Advise the Executive Committee and the Committee on Reserve Ad-
ministration and External Financing Policy with respect to thefor-
mulation ofpolicies on Reserve Administration and External Fi-
nancing.

2) Plan, coordinate and control the operations ofreserve administra-
tion within theframe ofthepolicies set by the Committee on Reser-
ve Administration and External Financing.

3) Programme, coordinate and control the execution ofoperations re-
lated with the investments portfolio and international reserves.

4) Do research work with respect to theforeign debt.

“La Cosecha™
Rafael Correa M.
100,5 X 145,5 cms.
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6.2.4 Administrative Directorate

The main function are thefollowing:
Plan, organize, direct, coordinate and control activities related with:

1) Establishment and operation of the accounting information sys-
tem.

2) Administration of the human resources of the institution.

3) Administration ofthe real estate and property ofthe Bank accor-
ding to the established norms and procedures.

4) Support the process ofdecision making and the execution offunc-

tions which are distinctly operative.
Detail



The principalfunctions are thefollowing:

1) Analyze, evaluate and project the monetary, credit and exchange
developments o fthe capital market and o fthe balance o fpayments,
and in general, the macroeconomic balance, gathering and elabo-
rating the necessary informationfor the achievement o ftheir objec-
tives.

2) Analyze, evaluate and propose to the Executive Committee agree-
ments dealing with, among other matters:

a. The norms and conditions to which Banks and Financial Institu-
tions mustfollow in the attraction offundsfrom the market, as well
as in the quantitative and qualitative regulation ofthe loans which
they grant.

“Paisaje"

Onofre Jarpa
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b. Legal and technical reserves which the Banks and Financial Insti-
tutions must maintain inproportion to their deposits and commit-
ments.

c. Norms concerning assets and liabilities and, in general concerning
thefinancing and coordination of the banking andfinancial sys-
tem.

d. International Reserve and External Financing policies.

Detail



Thefollowing are some of the main functions:

1) Carry out and control theforeign trade and international exchange
operations, in accordance with the prevailing legal provisions and
the norms established by the Executive Committee of the Central
Bank, and control thefulfillment of the normative provisions and
propose the sanctions,fines, and reconsiderations in the case ofin-
fi'ingements commited by persons and organizations authorized to
operate inforeign trade and international exchange.

""Casona de San Fernando "
Juan Francisco Gonzalez CENTRAL BANK
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2) Verify the tariff classification, control the prices of imported and
exported goods, prepare technical reports, research work per sec-
tors ofthe economy and supply data and special advice on external
trade and international exchange.

3) Effectand control the service o fthe external loans contracted by the
Government ofChile, by the Central Bank and by enterprises ofthe
Public Sector, in compliance with the instructions of the debtors.

Detail



4) Control and register the capital contributions in theform ofcredits
or of investments, and authorize remittances offoreign exchage,
when appropriate.

5) Operate the Reciprocal Credit Agreements, pursuant to the esta-
blished norms.

6) Administrate and control the loans granted by agreements or by in-
ternational organization, and likewise, take care service ofthe co-
rresponding debt.

7) Administrate the custody ofthe representative securities o f the in-
vestments of the Pension Fund Administrators.

“Bahia de Quinteros -

Thomas Somerscales
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8) Receive the reporting ofthe instances ofsubsidies made to the ex-
port ofgoods to Chile, and carry out the investigation ofsame.

Detail
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