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FOREWORD

This is one of a series of reports on Economic
Controls and Commercial Policies in the Latin American
Republies.

Other work in preparation by the Commission
relating to trade problems of the American Republics
includes a series of reports under each of the following
headings: Mining and Manufacturing Industries; Agri-
cultural, Pastoral, and Forest Industries; and Recent
Developments in Foreign Trade.

In the preparation of this report the Commission
had the services of David Lynch Allyn C. Loosley, and
other members of lts staff.
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ECONOMIC CONTROLS AND COMMERCIAL FOLICY IN CHILE
Introduction .

Chile——a summary descripticn.

The Republic of Ghi_le,y which cccupies the entire scuthem section of
South America between the crest of the Andesn range and the Pacific Ocean,
has a greater inhabited north and south range than any other country in the
world. Extending approximately 2,600 miles, its width varies from 46 to
250 miles. Its total area, 296,717 square miles, is slightly smaller than
that of California, Oregon, and Mashington combined. Chile is bordered
on the north by Peru and on the east by Bolivia and Argentinaz. The
greater part of the country is a series of valleys betwecen the Andes and
the much lower coastal range; below about latitude 42° S., the coastal
range becomes a series of islands which frimge the mainland,

Y

Its extreme length and the variations in altitude give Chile virtually
every variety of climate. The country mey be divided into three regions—
~ northern, central, and southern. The northern region, which extends from
. the Peruvian border to about latitude 32° S., consists, in its more northerly
section of sandy desert and barremn mountains containing the nitrate and
borax deposits. The southern section is a' semidesert, rich in a variety
of minerals. There is 2 limited rainfall in the winter months and, with
the aid of irrigation, some agriculture is carried on.

Central Chile, from latitude 32° to 42° S., or from about Valparaiso
to Puerto Montt, is the agricultural section of the country. It is also
the center of the manufacturing industrics and contains the principal
cities. Detween the Andes and the coastal range lies the plain known as
the Central Valley of Chile., Here the summcers are hot and dry, but the
winters are mild, with plentiful rainfall. The soil is fertile and in-
tcnsively cultivated. In the southern part of this region are extcns:we
forests and mineral deposits.

Southern Chile, from about latitude 42° S, to Cape Homm, is a region
of lower temperatures and of heavy precipitaticn, which in some areas
exceeds 100 inches a year. Dense forests are found up to elevations of
5,000 to 6,000 feet, and pasture landd for cattle and sheep are located
throughout the area.

Acco: to the census of 1940, thc population of Chile totaled
5,001,000, 2/ about onc-half of which was urban. The density is sozewhat
more than 15 persons to the squere mile, but more than three-fifths of the
population is concentrated in the central region embracing only cne-fifth
of Chile's total area. In large parts of thc northern descrt and semi-
dosort regions the population docs not excced 3 persons to the square
milo, and, in the southern Province of lhgal_'lnnos, it is considerably
loss then 1 person to the square milo.

1/ Officially known as Repiblica de Chilo.
2/ An official estimate for December 1942 gove the populntion as 5,165,000.
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Despite the predominance of minsrals in its foruign trade. by far the
larger part of Chile's population is cngaged in agriculturu. - Although
agriculture is carried on in other parts of the country, middle Chile,
that region extending from above Valparaiso on the north to Valdivia on
the south, is the chief agricultural area. The principal cereal crop is
whcat, but large quantities of barley and cats arc grown, &8s well as
smaller quantities of xye and corn.

There has been considerable development of fruilt growing in the
rogions surrounding Valparaiso and Valdivie, the principal products being
apples, peaches, pears, figs, plums, cherrics, apricots, awelons, various
berries, orunges, and lemons. Grepe culture also is an important industry;
tho fruit is grown not only for tablc use but alsc for tho rapidly growing
domestic wine industry., A wide varicty of vigetables is grown, including
beans, pens, lentils, chickpeas, potstoos, cid onions; large quantitics
of ¢ll of these, except potatoes, arc exported. Host of the sugar and
cotton consumed in Chile is imported,.

Chile's international trade depunds largoly on mining, ospecially of
coppcr, and on the productiocn of nitratcs, In 1938 minerals constituted
nore than 78 percent of the totel valuc of exports. Chile ranks second
only to the United States in the production of copper, Chile is the cnly
country in which deposits of sodium nitrate exist in quantities sufficiont
for commercinl exploitation. As a result of the development of synthetic~
nitrogen processes in consuming countries, howevor, nitrate production no
longer holds the position it once did in the Chilean economy.

Deposits of copper are found in the coastal range and in the lower
slopes of the Andes, in both the northorn and central regions. In 1938
Chile furnished 18 percent of the total world output of coppur and 70 per—
cent of the total Latin American production. In 1935 nuarly 14,000 workera
(uxclusive of clerical ond technical staffs) werc employed in the copper—

mining industry, which is controlled in large part by United Stutes
intorests.

hile, the chiof coal-producing country of Latin America, hea long
bad an annual cutput of about 1,250,000 metric tons. The low quality of
Chilean coal, however, as well as tho high costs of extraction and the
lack of adequete port facilitivs, has made it impossible to oxport coal.
The iron-ore deposits of Chile have baon actively oxploited for many years,
Production of ircm ore in recent ywars has been about 1.5 million long tons
anmually, all of which is coxported to tho United Statos, MNumerous other
minerals are mined, including gold, silvor, mangansse, cobalt, molybdenum,

borate of 1ime, salt, lead, aluminum, bismuth, mercury, mica, zinc, and
sulfur,

Much of thu rugion south of Valdivia (botwoen latitudo 37° and 44°

S.) is forested and possesass an abundance of comnercially valuable timbor,
including both soft and hard woods, suitable for uearly all construction
and industrial uses; tho stand of soft woode, houcver, is limited. In
the northorn seotion substantial areas which wore originnlly forvated have -
been cleared for farming; excossive roinfall, characteristic of the
southern section, ronders lumbering operations thurs difficult. Dospitu

theso climatic and.topogreaphical obsteclus, moro than 600 sawmills are in
opuration.

1/ Thie brief description of the Chilean economy relates principally
to the pericd before the ocutbreek of the war,
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Chilo is an importent livestock country. In 1938, however, exports
of pastoral products constituted but 7 pcrecnt of total Chilcan exports,
tho most important being wool, hidus and skins, and fresh and frozen munts.
Shoep reising 1s the most important pastoral activity. In 1910 thu nunmber
of sheep in the country was 1.6 million; by 1912 it hod increased to abtout
4 million, at which luvel it remained wuntil after 1925. Since.1929 the
numbor of sheep end lambg in Chile bos been somewhat in oxeess of 6 million
about two-fifths of which havo been grazcd in tho southurn Province of
Hngallanes. Beef cattle reising in Chile 1s largely for the domestic
market, olthough quantities of cattlc hides aro exported. The number of
cattle in 1937 was nearly 2.5 million. Goats, hogs, and horses also are
raised, as well as cattle for dairy purposes.

According to data for 1940, about 116,000 persons were employed in
4,169 principal manufacturing establishments, Most mapufaciuring takes
place in the Sontiage and its vicinity. Only two other districts,
Valparaiso and Conccpeién, have any consideroble significance in manu-
focturing. As & result of industrial devolopment, the importation of
nany consumer goods has virtuslly been climinated. In the decade 1929-38
there was & marked increase in the Chilecan preoduction of cotton and woolon,
as well as of royon and silk textiles, Most Chilean manufacturing is on
a suall peale, however, and costs of production are relatively high. The
principal products manufactured arc foodstuffs and beverages, textiles,
chendceal products, leathor and leathor goods, and metel products.

Pre-war foreigm trads .y

_ In 1938 Chile ranked sixth among the nations of Latin Amurice in

value of foreign trade and fourth among thosc of South America, Its
oxports were valued at 682 million pesos of 6 pence gold (14) millicn
dollars),g/ or about 8 percent of all Latin American cxports and nearly

10 percent of those from South Ameriea, Imnorts into Chile in 1938
amounted to 499 million pusos (103 million dcllers), or 7 pereent of the
value of all commeditics imported into the 20 Latin Amcrican countrics, and
nearly 9 percent of those imported into tho 10 Scvuth American Republics.

The value of exports frop Chile usuully excecds that of imports into
the country. In 1938 the export balancu was 184 million pesos of 6 pence
gold (39 million dollars); in 1937, however, it reached 519 million pesos
(107 nillion dollars). The averago annual cxport balance in the 10 years
192938 wap 228 million pesos. Mining entorprises are largely controlled
by foreign compenies; & substantial part of the value of Chiluon mineral
exports, theruvfore, does not becomc availabls to the country in the form
of foreign exchange.

The most notable features of thu Chilean oxport trade are the domi-
nant positions occupied by copper and nitrate, the rucont shift in the
positions of the two commodities, and the small volume of ugricultural
and pastoral exports. In the period 1900-13, nitrate accounted for 75
percent of all Chilcar exports, while copper constituted only 5 percent;
by 1938, however, cxports of copper roprosontcd neerly 50 percent of
total exports whercas nitrate had declined to about 20 percent. The
principal markets for Chilean exports in 1938 vwero the United Kingdom
(22 porcent), the United States (16 purcent), Gormany (10 percent), end
Belgium (8 percent),

1/ The effects of the wer on the forelgn trade of Chile are discussed
in U. 8. Tariff Commission, Recent Developments in the Foreign Trade of
chile, 1945 /processed/. .

y Chilean trade statistlcs are rocorded in pusos of 6 pence gold, Since

1934 thie "trade" puso has been oquivalipt to $0.2061 in Unitod Statcs
currency.,
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In the decade 1929-38 the import trade was greatly influenced by the
development of domestie manufacturing, which wes stirmlated by import
dutics, the deprecietion of the puso, and the policy of the Exchnnge Control
Commission of allocating cxchange, insofar as possible, only for commnd-
itios considered essential and which wero not manufactured within the
country. Chilean imports consisted chicfly of textiles and their manu-
factures; unworked iron and steel and iron and steel manufactures;
mechinery, accessories, and tools; chemical products; transport material
end accessories; and miscellancous manufzeturcd products (chiefly con-
sumcr goods). In 1938 panufacturced products (not including processed
foodstuffs) accounted for more than three-fourths of total imports, in
valuo, The prinecipal sources of Chilcan importg in 1938 were the Unitcd
Stuies (28 percent), Germany (26 perecnt), ond the Unitcd Kingdor (10
perecent). ’

General Character of Economlec Controls and Commercial Policy

The Government of Chile currently meintaing numerous controls over
both tha internal economy and the foreign trede of the eowntry. Govern-
mental measures affecting foreign trede are directed to e variaty of ob-
Joctives such ¢s the raising of cn importint part of national revenue, the
protection of domestic industries, the promotion of industriulizetion, the
mitigation of difficulties associated with exchtnge shortages, the slloce- -
tion of eveilsble foreign exchange, end the control of the flow of strctegic
materials. Internal controls are directed to the achievement of socicl end
economie objectives, which embrace the stabilization of the important nitrate
industry, the raising of public revenue, the promotion of menufacturing ond
Industrialization, the stabilization and rationalization of industriel pro—
duction,the stimulation of agricultural production and exports, the conser-
votion of materials essential to the domestic economy, and the control of
prices and inflation,

Customs duties are the major source of national revenue in Chile but
have been increasingly used in recent years for protective purposes. Ad-
minigtrative control of the teriff is characteristie, with broad discre-
tionery powers delegcted to the President. There tre minor taxes on
imports in addition to those provided for in the tariff act. E4port toxes,
which in the past were of grect importince, now play a minor role in Chilenn
foreign trade; such texes are atill imposed but on a very limited growp of
commodities. The present license end quote system for imports wes inau-
gurated in 1932; permits ere required for all imports, end quotas mcy be
established on imports of eny commodity. Foreign exchange contro)l has been
in effect since 1931; private exchange trensactions are prohibited, end
0ll such sctivities are sublect to the control of the Exchange Commission
and the Central Bank. &hile has supplemented its exchenge-control system
by the negotiation of a seriss of compensation and clearing agreementa.
Bafore the outbreak of the war in 1939 these agreements played s vital role
in the trade with nearly a dozen countries., Mensures teken sincs the bo-
glnning of hoatilities have been those demigmed to prohibit or control the
reaxport of strategic war materials, to control the destination of exports
of Chilean-produced metals, and to embargo the export of certain products
essentliel to the domestic economy.

The depression beginning in 1929 ond the outbreak of international
hostilities & decade later created soriousn disturbances in the Chilean
economy. Measures have beuvn adopted, therefore, deeigned, in part, to
alleviate thess dislocations and, in part, to »rovide for the long-range
expansicn of domestic industry. GSome of these measursa eatablished new
governmantal sgancies, which have assumed an influentiel position in the
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economic life of the nation. Among these are the following: the Dewvel-
opment Corporation, the Agricultural Export Board, the Commissariat Gsneral
of Subsistences and Prices, the National Supply Board, the Petroleum Supply
Board, and the Rubber Supply &nd Control Commission, Before the ereation
.of these sgencies the most important Government contrels related to the
nitrate industry.

In 1930 Chile ebandoned its export tax on virtually all nitrates.
The Cosach Corporation (Compsiiie de Salitre de Chile), orgenized by the
Government &t that time to exercise & monopoly of the production and sale
of all nitrates, has been reploced by the semiofficikl. Chilean Ritrete
end Iodine Sples Corporation. This eorporation hns been granted a monop-
oly of the sales of all nitrates and iodine and shzres its profits with the
National Government to the extent of 25 percent.

The Development Corporation was organized by the Government in 1939
and has been very influential in the economic life of the nation. It has
stimulated industriel producticon, fincnced new industries, constructed
hydroelectric plants, built up stock piles of certain commodities, and
taken other measures to stabllize the economy during the wer crisis. The
Agricultural Export Board created in 1930 has zuthority over the marketing
end export of agricultural products, Its power to impose maximm arnd
minimum prices for wheat and wheat products hes been exercised frequently.
The Commissariat of Subsistences and Prices hes been active since 1939.
"Designed originelly to rationelize industrial production, this agency hes
used its broad powersa extensively to control production and prices, Under
the impact of the wer the Commissariet hes functioned es the chief price-
control agency and bas assisted in raticning scarce materials., Three sd-
ditionel agencies that have been formed to direct the eccnserving and ration-
ing of certain categories of goods are the Petroleum Supply Board, which hes
inavgurasted a system of rationing of netrolesum products; the Rubber Supply
and Control Commission which performs similar functions with regard to
rubber; and the Notional Supply Board, ‘which hcs power to regulate the im-
portation, distribution, apd consumption of ell vital meterials not ccntrollad
by special boards.

EBeonomle Controls and Commercial Policy before 1940

Like other republies of the Western Hemisphere, Chile had smbarked
on &4 program of trade and exchange regulation and essistence tc industry
before 1940, In fact, it was the seccnd nation in the Amerieas to adopt
exchange control (1931), and ita progrsm of eccnomic ccntrol in generol
has been somewhat more oxtensive than that Incugurated by most of the other
countries of the new world. Befors thu outbreok of World War II, these
controls included the tariff and other charges against imports, export duties,
exchange control, licenses and quotas, compensation and clearing sgresments,
a uitrate sales monopoly, a national development corporation, an agricultursl
control boerd, and an agency empowered to rationzlize basic industries.

The tarviff.

The basls of the present Chilean tariff is found in the act of 1928.y
Dntil the 1930's the tariff waa imposed prineipslly for revenws, Increas-—
Ing uvse of it, however, has since been mrde for protactive purposes; such
a trend was menifested in the importaE modifications of the basic law of
1928 made by decrea in 1931 and 1932. From time to time aince, other
chenges have been effected, by unlleterel sction or by intornationcl agree-
manti.

1/ Lew No. 4321, Diario Oficial, February 27, 1928. .
2/ Decree Law No. 296 of May 20, 1931; and Decree-Laws No. 547 snd 548 of
193z2.
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The law designates the prescribed rates os the "minimum" tariff but
provides that the Exscutive may make tomporary reductions below this leval.
The prescribed "minimum” rztes epply only to coumtrias which do not dis-

- eriminnte against Chilean exports; in.other words, to cowmtries which gruont
most-favored-nation tariff stetus to Chileen products. The Exscutive hea

been given the power to raise duties by as much ss 50 percent on imports
from comtries which discriminate egainst or place unressoneble restric-
icns on imports of Chilean products. These rates are enplied only for
penalty purposges.

The tariff duties of Chile ere slmost exclusively speclific rather
than ed valorem, being expressed in pesos per unit of weight, count,
volume, &nd so forth. The rates of duty are specified in gold pesos;
for cystoms purposes the peso has continued to be veluad ot sixpence
gold. Historically, the commercisl policy of Chile has been to extend
equal treatment to all nations, except for praferences on the products of
bordering countriés. In trade relations with the world at large, the
general practice has been to follow the most-favored-notion policy with
an vnconditiopal interpretation. Since 1931, however, Chile has moved
definitely toward the use of its tariff for bilateral bargnining.

Executive control of the customs tariff has become n very significant
charecterieitec of Chilean policy. The awvthority of the Chilean Executive
to determine end modifythe effective tariff retes is brocd and to e great
extent discretionsry; moreover, thet authority hes been wvsed extensively.
The President has been vested by the Congress with the following powers:

(2) To reduce tarlf{ rates on prime necessities. The maximum
reduction allowable under the law is 50 percent. )

(2) To .reduce import duties in commercial agreements with other
countries whenever the economic interest of the country make it
advisable. These reductions are limited in operation to a period
of 1 year unless rotified by legislative euthority.

(3) To rmise tarif® rates on imports “"snalogous® to goods produced
locally in adequate quantities. The determinetion of what imports
are "onalogous" to Chilean products is left to the Executive., On
imports found to be in this category the Executive mey incresnge
duties by not more than 35 percent of the basic rate and subject,
the prices of both imports and corresponding domestic products to
such regulation as he deems appropriate. This measure was designed
to implement the netion's recent program of economic development.

{4) To increcse rotes upon commodities from countries which dis-
eriminate against Chilean exports. The import dutles specified in .
the bosic law of 1928 constitute the "minimum" teriff snd are to be
applied only to countries which likewlse upply their minimum tariffs
to Chilean products. The Prasident may increass up to 50 percent
the dutles on imports from cowuntries which do not gront Chileen prod-
ucts most-fuvored-nation treatment or which do not accord reasoncbly
liberol treatment to Chilean products. In the cose of duty-free
articles, he is cuthorized to impose ratas up to tha equivalent of
15 vercent od valorem.

1/ The equivelent since 1934 of sbout £0.20 United Stetes currency.
Since 1937 the foreign-exchenge value of the Chilean palo has varied from
3 to 5 cents United States currency.
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{5) To cancel or elter the above modificctions when the cire
cumstances which motivated them no longer obtsin.

(6) To nssimilate or incorporate sdditional items into the
tariff schedules by tha interpretation of existing retes.
From tim= to time occesaions arise which require the interpre-
tetion of existing rztes and the designotion of the treatment
to be eccorded items of trrde not specifieclly mentioned in
the tariff. This power is ususlly exerecised by the Gumercl
Customs Boerd (Junte de Aduines).

Additionsl imposts on importa.

In eddition to duties provided by the tariff low, other charges
are levied ngainst imports. These intlude a so-celled stotistical tux, e
warehouvsing tox, and trensfer chzrges through the customs. The statis-
tical tax involves a charge imposed in lieu of consular invoice fees ond
after 1930 emounted to 3% percent of the c.i.f. velue of sll imports,
The warshousing tax is collected by the customs houses for services ren-
derad and wsuelly is levied as a fixed percentags of the totnl smount of
duties collected. The third charge, kmown 58 "movilizaocidn," is strictly
a port chaorge for the maintenance of nort services. :

Expor dutigg,-

By 1939 export duties had ceased to play a prominent vole in Chilean
public finance. During the more prosperous years of the nitrate industry
the export tox on nitrotes alone poid as much us 68 percent of the cost
of the Centrel Government. The duty on exports of nitrote end iodine vss
completely removed at the time the Chileen Nitrate and Iodine Sales Cor-
poration was established in 1934; by 1937 export texes hod ceased to
contribute as much as 1 percent of the netionel revenve. At the ocutbreck
of World Wer II, however, export duties were s3till levied on shipments of
beric scid, hides and skins, dried and cenned fruits, end iron ore.

The_system of exchange control.

The collepss of world commerce following the economie erisis of
1929 and the menifold restrictions on trade imposed by the major industricl
netions to curtail imports and to promote economic self-sufficiency ereated
serious problems for many countries of Lotin America. The comnsequent re-
duction in the velue of thelr exports crected shortages of exchange with
which to service the foroign debt end to purchose essentirl imports.
Like other natlons of the Western Hemisphere, Chile, attamptad to meet these
difficulties in part by the introduction of exchenge control.

Exchonpe oporationa in Chile have been subject to a somewhnt veriable ;/
degree of gGovernment control since the possage of the law of July 30, 193l.

This law cresated an Exchenge Control Commission (Comisidn de Cambios
Internacionales). The Commission wes given control over exchangs and
thereby over imports and exports. The low prohibited the exportation
of gold, except as authorized by specizl permlts, ond also prohibited
private exchunge transactions or trade contracted in terms of foreign
currencies. Complete controcl cver forelgn exchange was delegated to
the Centrnl Benk of Chile (Btnco Central de Chile).

17 Tow No. 4973, July 30, .1931, modified by Low Ro. 5107, April 19, 1932.




10

The Exchtnge Control Commission was authorizedy to requirve exporters
to surrender foreign exchenge to the Centrml Benk ¢t the officlal rate
up to 20 percent of the value of Chilean exports. The sotual percentages
set by the Commission hnve renged from the meximum for ¢ fow srticles to
es low &3 1 percent. Exporters hove hed to guorantee thet the balance
of the foreign-exchange value of each shipment would be used only for
authorized purposee. They heve thus been permitted to utilize the bel-
ance in peyment for approved imports or to sell it to third parties for
thet purpose. Originally it wos intended thet the exchenge rates for
these balances should be determined in ¢ relutively free market, but the
exchange transactions condueted through channels other than the Central
Bank ai were brought under official control. Controlled exchange
rates,Y other thsn the official tzte, hove been estrblished (the export
draft rete and the controlled "free" rete—D/P). The Exchenge Commission
hes determined the purposes for which the balances—the foreign exchange
received by the exporters not required to be surrendered to the Central .
Benk at the officinl rate-—might be used or the rates st which such bel-
ances or portions of such balencea can be sold by the exporters.

The bosic laws establishing exchange control wrovided speciel treat-
. ment for four important export products—copper, nitrates, iodine, and
iron; those exports create tho major portion of foreign exchange in Chile.
In recognition of the fact that industries producing these commoditiecs
have besn financed by foreign capital and have current obligations to pey
interest and dividends and to amortize capital, they have been exempted
from the provision that all exchange balonces arising from exports must be
made availoble for approved imports, For exports of these commodities
only the equivelent of the domestic costs of production are delivered to
the exchange authorities at specified rotes vorying from time to time.

Importers huve had to make all payments subject to the regulations
of the exchange auvthority. They have been required to upply to the
Exchange Control Commission to roceive prosuthorizotion (uwuthorizacidn
previn) or lmport permits. Such pernits are granted in most instances
on 8 quwta bapia. Before the goods are nllowed to entor the country,
three separate authorizations must be secured: {1) Preauthorization,
(2) entry suthorisation, end (3) exchonge cuthorizction. The proceeds
of exports to countries with which Chile has compunsation ngreumunts, ere
not, as a rule, freely available for the purchase of imports; comsequently,
control arrangements vary. The usunl practice hes been to issuve import
licenses (preauthoriestion) to the ipporters of goods from these coun-
tries; the imsuance of such licenses depends almost wholly upon the ex—
tent to which arrangements can be made to import an equivzlent volue of
Chilean products in return.

Chile has fcllowed o program of husbending its exchange end budg-
eting its balances in order that they mey be used for the more urgent
purposes. The policy hhs been to glve prefarentisl exchange rates, or
to extend priority in granting permits, to the lmportation of commodities
conaidered to be nctlonel necessities. When these commodities are im-
ported from several countries, preference is glven to those countries
which purchsse the largest amount of Chilean experts.

The law of 1932 authorizes the Centrel Benk to determine the exchange
rete for the peso. This rate is known as the official reta. By 1940

1/ Decrse -Law Ho. &46, September 26, 193z.

2/ In 1939 the average selling retes for Chilean exchange wore am follows:
0fficial rate-§0.0517; export draft mte - $0.04; curb market rate -
$0.0307; and free msrket rate (D/P) - $0.0322, ‘
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tere ware four rates at which foreign exchenge transectiona were mede:
The official rate, the export draft rate, the curb rate, end tha free
rate. I addition, there were verious compensation retes which applied
only to the trade with countries with »hich compensation sgreements hud
been negotiated. By 1940 virtually no exchenge et the official rate wos
available to private importers. Funds surrendered to the Central Benk
at this rate were used chiefly (1) for the service of the foreign debt by
the Chilean Government cnd its sgencies, tnd {2) for the payment of imports
by cuthorized agencies of the Government. At the close of 1939 the export
drsft rate was not generally availsble for most goods imported; exchange
in thia market was obtainable only for a restricted list of "necessity®
commodities. Deelings on the curb, or the:. so-called "black merket",
were illegal and usuelly involved the tronsfer of funds which did not
have the approval of the exchenge authorities. The legslized free rate,
often designated as D/P (disponibilidades propies—or "privete exchenge
funds"}, was established March 8, 1939. On that date, Chilean benks
were authorized by the Exchange Control Commission to desl in curb (umcon-
trolled} exchange. Exchenge awailable for this msrket consisted of mis-
cellaneous checka, draftas, travelers' checks, drawings wnder letters of
credit, mail end cable transfers, gold exports, snd in generul sources
other than exports of commodities. Previously, most of these funda had
found .their way inte the curdb market. The demand for D/P exchange came
pertly from those authorized te import certzin types of goods but not
authorized to obtain exchange cover ut the export draft rntes, end pertly
from those making remittances sbrosd on account of profits, rent, intereat
end cmortirzation on foreign-owned copital. Fhen the legalized free rute
was first established only imports of lwmry products were ordinarily
covered by payments at the D/P rute.

License end quota contrelg.
In order to supplement end facilitste ths administration of other

trande restrictions, Chile inaugurated a syatem of licenses and quotas

for imports. Quota restrictions, or otheor controls which in offect had
the general characteristics of quotas, were of three types: (1) 0fficial
quotas, (2) systemntic exchange allocation ecn a quota basis, ss previ-
ously described, (3) non-recurring allocation of given amounts of ex-
chenge for spacified imports.

e first type, offlolal quotes, waa provided for by the law of
193 establishing the basic license and quote system. The system im
administered by the Commission of Impart Licenses. Quotas mey be estab—
lished for the totel imports of any specified product and also for the im—
ports thereof from any specifled country. Before 1940 such quotes had
been eatablished for only & fuw products, including sugar, bananes,
cal;iu- -carbide, flat gless,electrie-light bulbs, wheat, Jute bags, and
woolens. )

Systematic ouxchange sllocation provides a second tynme of quota.
Import permits (preauthorization) sre required of all importera. The
right of the exchange auvthoritias to grant or rofusg permission to import
has been exerclsed as o right to meintuin quentitative limitutions on
lmports of particular goods.

The third type of control, fraquantly referrved to es a quota, arises
in connection with the day-to—deay 2llocation of exchenge whan such allo=
cation is accompanied by » quuntitative- restriotion on imports. In
addition to preauthorisetion, the Exchenge Control Commission ham exer—
cised the right to grant or refuse authorivation to purchase the axchenge
neconsary t6 cover imported goods. This very process of conserving and
aasigning balances results in a system of "exchunge allocatioa quotas.”

1/ Decree-Lcw Ro, 138, Dinrio Oficial, July 29, 1932. ihia act was
suparseded by Law Mo, 5202, Diario 03‘.’1.4:1.&11I July &4, 1933.
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Limited use olso has been mede of export quotss. The Executive
wes authorized by the Congress to fix quotes on agricultural exporis.
In the decede prior to 1940 quotes were fixed for & few commodities, in-
cluding melons, garlic, and beans, These measures were inaugursted, et '
times, to preserve the domestic supply, to check rising prices, end, et
times, to stabilize the supply of Chileen products- in foreign markets.
Quotas on melons, shipped to the New York market were invoked cn & re-
curring annual basis to safeguard producers and shippers from the loss
that would result from excessive exports.

Commercial treaties end agreementg.l/

Under the Chilean Constitution the Executive hcs the power, subject
to ratification by the National Legislature, to negotinte end sign all
Areaties, including compensation and clearing agreements. Since 1930,
the negotistion of all treaties and international agreements hns been

carried on under the direct guidance and control of a special inter-
departmental committee.

Chile has supplemented its exchenge—control system by the negotie-
tion of a series of compensation agreements which hove usually provided
thet imports from the other coumtries cencerned shell be in an agread
proportion to the Chilean goods sold to them. These tgrasments Ry
operate to favor the importetion of products from the countrlias with
which such agreements rre in effect. Thus, totrl imworts from Germcny
under the compensetion ngreement increased from 25 million gold pesos
(5 million dollars) in 1934 to 100 million gold pesos (20 million dollars)
in 1936, and to 129 million gold pesos (27 million dollars) in 1938,

In the decade before 1940 formal compensaiion or clearing agreements
had been concluded with the following countries: France (1932, 1934,
1935, 1936); Belgium {1933, 1938); Sprin (1933); Swaden (1933); Denmark
(1934); Cermany (1934, 1935); the Retherlunds (1934); Switzerland
(1934); and Czechoslovakia {1934, 1936). FPrivate compénsation or clear-
ing agreements of the Chilean Nitrete Snles Corporation or Chileen banks
bad been in effect with nitrate or benking orgenizations in Denmark (1933)
Austria (1934); Brazil (1934, 1940); Italy (1934); and Bolivia (1937).

At the close of 1939 most-favored-netion treaties or agreements ware
in force with Argentina {1932), Brezil {1936), Colombia (1926), Germany
(1934), the United Kingdom (1934), and the United States (1938)}; in cddi-
tion, there were agreements with Belgium (1938), the Netherlands (1939),

and Peru {1939), exchanging reciprocel tariff concessions as well rs most—
favored-nation cgreements.

Nitrete szles monopoky; The Chileep Nitrete ond Todine Seleg Goroors bion.

The Chilean Government hes for meny years participated diveetly in
the control of the mitrate industry which produces one of the country's
prineipzl exports. Prior to 1930, the oxport tcx on Chileen nitretes
equivelent to ($12.33 United States currency per metric ton since 1897)
hed been & major sourcé of Government revenue. In 1930 Cosach (Comptilfe
de Salitre de Chile), wus orgsnized; +to-this corporation wes granted a
monopoly over the production and export of nitrate. The Government
assumed &8 one~-helf interest in the corporeztion snd it therefore was to

1
1/ see U. §. Teriff Commission, The Foreigm Trade of Latin Americs, 1942,
pt. 2, wvol. 1, pp- 112-113.
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participate in the earnings. An importent step at this point was the
elimination of the export tax. :

The incorporation of Cosach represented an attempt to reorganize
the Chileen nitrate industry in order to relisve the distress which had
followed the first World War end the rise of the synthetic nitrate in-
dustry. Producing companies in Chile were mefged into a single consol-
ldated enterprise, and it was anticipated that this consolidation would
lower the selling price of Chilean nitrate and improve its position in
the world markets. This wns to be achieved, first, by eliminating the
burden of the export tax and, second, by lower costs of production through
the accnomies of concentrated control end management. This venture,
however, was unsuccessful; under the burden of heavy fixed charges the
compeny defaulted on its bonds. Both the price and foreign purchases
of Chilean nitretes duclined sharply following 1930.

On Janvary 8, 1934, the Chileen Nitrate and Iodine Sales Corporation
(Corporacidn de Ventas de Selitre y Yodo de Chile) was organized and
Cosdch wos dissolved. " It is through this agency—.a semlofficial public
corpi/ation-—that the Government now exercises its control over the indus

The Corporation is not concerned directly with the production of
nitrates, but it hes a monopoly over all salos and exports. It was given
the exclusive right for 35 years to purchase nitrate and iodine from ell
producers at cost and to dlstribute them in the world market.

After a short period in which provision was made for an assured in-
come to the Government, the Corporation was directed to Alvide the profits,
25 percent to the Govermment and 75 percent Yo the producers, The Govarn-
mont share of the profits is earmarked for the service of Chile's foreign
debt. The Corporaticn mssigns production quotes and, in order to pravent
competitive production and seles, distributes the income to the partici-
pating compenies on the basls of the esteblished quotes, regardless of
vhich company's product is actually sold.

The Developmen TDOTE .

The Development Corporation {Corporacidén de Fomento de la Produccién),
which is financed and controlled by the Government, will probably prcve
to be-the most important and extensive direct participation by the Govern-
ment in the actual ec omic operationa of the country for somc time to come.
Created in April 193 following the destructive earthquake in January of
that year, the Corporrtion was formed with the stated objectives of pro-
viding a planned industrial development of Chile, raising the standards of
living, and improving the Chileen balance of internctional payments. An
extensive program was drawn up to assist agriculture, industry, ond mining.
The plan called for the expenditure by the Corporttion of 90 millien
pesos to promote agriculture. The projects included finencing the
importotion and purchuse of improved agricultural mechinery; providing
credits for the purchese of fertilizer; the formulation of programs to
improve the quality of breeding stock, to develop orcherds, and to improve
plont husbandry; and irrigation projects.

The most lmpressive of the projects to sid industry was one provid-
ing for the development'of hydroelectiric power throughout the country.
This celled for the financing of numerous amall electric plonts and the
formntion of larger reglonel generatlon enterprisds. Additional projects
wnder way before the outbreak of the wer included a progrem to construct

_/ 0f the Corporation'a 11 directors, 5 are chosen by the Government, 5 by
the nitrate companies, and 1 (the chairman} by the directors thamaelvea.
2/ Dacree-Law No. 6334, April 29, 1939,
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refrigerction plants, operctions to improve trensportation facilities
(1ncluding highways and railroeds), the develepment of the fishing industry,
and the ‘constructicn of a merchent merine.

A total of 25 million pesos wes alloctted for vsrious wining under-
takings, including the development of copper-ore production, the instella- -
tion of copper and geld smelters and refinerics, cnd the construction of
an electric steel furnace.

State control of the petroleum trade.

Regulation of the petroleum trecde, more comprehensive in its suthori-
zation than in its application, was embodied in two docrees promulgated
1932, Chile is entirely dependent on imports of petroleum. The firs
decree reserved to the State the exclusive ri ht of importing, distributing
end selling petroleum products. The secon reaffirmed the basic prem-—
ize set forth in the earlier law, but provided for a less intensive contrel.
The first law has never been invoked. Under the second law two varietieca
of control hsave been applied; in 1932 it beceme the besis of a system for
rationing gasoline, which wes abendened in 1933 but ronewed in 194%. In
December 1937 this law was invoked in connection with the regulaticen of
the prices of goasoline throughout the ﬂepublic.z/

The Agricultural Export Bosrd.

The Agricultural Export Bozcrd (Junta de Exportaz}én Agrfcola) &n
indenendent governmental agency, was created in 1930, This board, com—
posed of seven members appointed by the Executive, vas given general admin-
istration of & law designed to encourage the production and exportation

of agricultural products. It was authorized to administer the payment of
bounties and export subsidies to develop new foreign markets and to fix
prices cf agriculturel products in the domustic market. EBarly im 1931

the Board fixed & minimum price for whest; in 1933 it used its authority
to extend & previously imposed export bounty on oats.

In 1935 the powers of the Board were greatly extendod.j/ Authority
was given to it to trade ip wheat and its derivatives which enabled it
to purchase wheat on its own account and to export it, or, in the case
of neceasity, to act es an importer. This authority carried with it

the right to purchese eny equipment or plant essential to the execution
of its export-import activities. The Board could, likevise, fix the
prices of bread e&nd flowr. - .

Sinco its inceéption, the Agricultural Export Board has assumed a rcle
of increasing importance. 1In 1939, its authority was egain wxtended and
broadened to include the right to. puy, sell, and dezl in other sgricul-
turel products us well es wheat. In tho exercise of ite responsibili«
ties the Board has not only controlied maximum prices of wheat, flour, and
bread,-jyt has used its influence to secure modificatious of railway freight
rates. 7,

1/ Decree-Law Ne. 5124, Diario Oficial, May 17, 1932,

Z/ Decree-Law No. 519,” Diario Oficial, apf&mber 5, 1932,

3/ Decreo-Law No. 144, Diario Oficial, December Z, 1937.

4/ Law No. 4912, December 18,1930,

5/ Law No. 5713, Diaric Oficial, October 4, 1935.

&/ Law Ko, H421, Dieric Oficial, October 10, 1939,

7/ In July 1942 the functions of the Agricultursl Export Board were taken
over by the Institute of Agricultural Econony (Instituto de Economfs Agricols).
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control before 1940.

One of the newest and most active agencies of economic control before
the outbreak of the war was the Commissarist Generanl of Subsistences tnd ~
Prices {Commisariate General de Subsistencias y-Precios) whgse authority
rests on the Law Governing Overproduction adopted in 1932 This law was
not placed in effect until July 1939, &/ but since then it has been applied
with inereasing wigor. Broed powers were grented to the Commissariat.

It can declare an industry in a state of overproduction, and thareafter.
control prices, close plants, grant import monopolies, restrict the expen-—
sion of new plant cepacity, fix stendards for the quality and containers
of regulated products, take measures to prevent hoerding and speculation,
and modify the customs duties on goods competing with the articles subjec-
ted to regulations It has avthority to designate commoditles to be :
"articles of prime necessity® and to subject-the industries concernad %o
regulation with regard to manufacture, importetion, exportation, distribu-
tion, trensportation, quality, weight, end mussurement. The Commisariat
was foirly active in the exercise of these vowers sven before the cutbreak
of the war; numerous decrves were issied, fixing orices and regulating
the trade of a wide variety of articles of ccmmon consumction; ineluding
rice, potatoes, coal, sugar, alcohol, condles, shoes; beans, ond wheat.

Economie Controle and Commercial Polic¢y Since the Outbresk qf the War

The outbreak of the war in September 1939, created serious disloca-
tions in the economy of Chile. Forelign scurces of raw materials and
supply were disrupted, and estabiished markets wera lost. A crisis
4in shipping prevented the usuval movement of goods to countries still
able and willing to purchase them, and the blockade closed other merkets
completely. Established industries producing such commodities as iron
ore, wool, lentils, and fruit were confronted with ctitical conditions
because of the wartime loss of mirkets, but aa & result of the war, the
producticn of nitrate expanded and that of copper reached a record high.
These disruptions of foreign markets brought about a further deteriora~
ticn in &n already complicoted exchange problem. A shortoge of rew
materials and other basic essentinls become scute in numerous industries.
To meet these difficulties the Chilean Government edopted offieial
measures to mitigate dislocations and to preserve so far as possible the
stability of the domestic economy. Moreover, the commitments mede by
the Chilean Government to promote hemispheric gsolidarityd/ and the ection
of January 20, 1943, severing diplomstic relations with Germany, Italy,
and Japan, called forth new measures to implement this policy.

ficati £ T lep.

Since the beginning of the war tariff changes in Chile have been .
sporadic. There have been few incresses in import duties. By Executive
decres the rates on undressed fur skins end light refrigeration equipment
was increaged in 1941. In addition, numerous articles not specificelly
provided for in the tariff schedule were given definite classification.
Hore significant, however, were the tariff reductions. Recently the
Government of Chile has followed a policy of reducing the tariff retes
which apply to articles of prime necessity. Ih accordanca with this pol-

1/ Ducree-Law flo. 281, Diario Oficial, August 17, 1932, and Decree-Law
No. 520, August 30, 1932, Diaric Ofieieal, Auguat 31, 1932,
2/ Docree-Law No. 1649, Disriy Ofielal, November 14, 1939.

}/ Conferences of Forelgn Ministers of tho Amorican Republics—wPanama,
1939, Resolution IV, Habana, 1940, Resolution XII; and Rio de Janeiro,
1942, Resolution XIII.
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icy, a series of decrews in 1940 reduced rates of duty or extended the
duration of previoua reductions om several items. Reductions were granted
on fuel oil, kerosene, and jute fiber; previcusly reduced rates on im-
ported sheep were extended for an edditionel 3 years. In the seme yenr

on acute coal shortzge in Chile led to p» suspension of the duty on cosl.
Likewlise, a lowasr rate on gnsoline was esteblished in order to check the
rige in domestic price. Concessiona were granted on specified gredes

of naphtinls to mssist the development of the aniline industry. Govern-
ment purchases of imported cement by the Development Corporstion were
exempted from all import charges.

In 1941 whisky sndotder distilled llouors. from the United States were
accorded more fovorable treatment formerly grented only to French products.
Concessions were made on articles declared to be prine neceussities and of
vital importance to low income groups, including sugar and fuel oils.

The rate of duty on asphalt vsed for public roads wss lowered. Comstruction
materials, imported by the (overnment-owned Reconstruction and Relief
Corporation, were admitted free of duty. Additionel items receiving
favorable tariff treatment in 1941 were sufety-rezor bledes, tourist lit-
erature, trophies, and gifts., In the first months of 1942, there were
reductions in duty on hemp and jute bags and wheat flour., Inasmuch as
most of the downward revisions apply to articles of prime necessity or

to raw materiala which have a rather strategic role in industry, these
reductions &re not inconsistent with the estublished progrem of foster-
ing domestic industry, although they do represent something of = '
reorientetion of the country's foreign trade policy.

Rew taxes on_exporis.

Two measures to tax exports heve been adopted oince the outbreak of
the war; both were designed primarily to increase revenue., The first
increased the loading and unloading charges on both exports and imports.l/
Portions of the increesed revenue detived were earmurked for the develop-
ment of commercial aviation. The second imposed an export tux on besans,
chickpeas, kidney beans, lentils, end vetches; the proceeds of this tax
wore cllocated to combat plant diseases. ‘The new copper tex la
initiated early in 1942 et times has boen referred to ms an export tex.
Although in its ineidence, the tax bears some resemblance to an export
tax, it is, strictly spesking, an extraordinary tox on the income of
copper-producing establishmenta. It is estimated that this tex will pro-
vide the Chilean Government with about 14 million dollara per year.

tin .

Additicnul import end export quota reatrictions imposed in recen%
years reprosent no modification in, but rather a continuntion of, previous
policy. Few export quotas have been imposed. Rucurring annual quotas
have been designated for exports of melons to New York. Tartars and

argols were put on an export quota basis in order to conserve the supply
of those raw materials for national manufacturers.

Imnort quotas hove had a much wider appliecation., Sinca 1939, import
quotas have been ostublished or ranewed uscon edible oils, celcium errbide,
flat glass, electric-light bulbs, jute bageing, avtomobiles, and woolen
goods, These restrictive measures vere designed in part to implement the
policy of fostering domestic manufccture and in part to faeilitate the
progrem of exchenge allocation. The restrictions applied to woolen tox-
tiles, electric~light bulbs, and enlcium cerbide are protective in nature.
Chile has a new electric-bulb industry which sought protection. The

1/ Decree-Law No. 6602, Diario Oficial, August Y, 1940.
2/ Decree-Law No. 7160, January 20, 1942.
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calcium carbide quota was intended to vary inversely with production in
Chilean factories. The application of quotas on automobiles was in
response to exchange problems created by the war. The exchange author-
ities found it desirable to curtail the importation of sutomobiles and
other "luxury" items and to zllocate the svailable exchange to more
essgentizl imports.

Not e11 quota’ modifications were in the direction of more severe
limitations on the imports concerned. Some import quotas have been in-
creased, s illustrated by those on woolen goods, jute bageing, sugear,
Argentine beef, aond fuel oil. The concession on Argentine bezf was
effected by on amendment to the Argentine trade agreement of 1933. The
increased quotas on suger end fuel oil continuved the Government's policy
of relaxing restrictions on prime necessities.

Commerciel agreements extepded snd concluded.

Chile has negotiated four new commercial treaties since 1939. Less
than ] .- month before the S:sviet occcupation of Estonia in 1940, an agree-
ment was.reached with the latter country providing for reciprccel most-
favored-nation trestment. Three similer egreements, which served to
strengthen economic collaboration in the Western Hemisphere, were negoti-
ated., Those with Venezuela (1941} end Mexico (1943) extended reciprocal
unconditional most-favored-nation treatment, and cne with Canada, pro-
vided for reeiprocal tariff concessions as well as most-favored-nation
treatment. 1In sddition, a number of conventions and agreements were con-
cluded which extended the duration of previous arrangements. Pacts
guaranteeing most-favored-natlien treatment were concluded with six coun-
tries: Argentina {1940), Brazil (1942), Colombie {1942), Germany {1941),
the Mnited Kingdom (1941), and the United States (1940). Agreements which
extended oxisting reciprocal tariff concessions were cencluded with Belgium
(1941, 1942); the Netherlends (1940, 1941); cnd Peru (1940).

Cne result of the war hes been the negotiction in 1941 of a peyments
agreement with the United Kingdom. This step was designed to. give
Chileans more ready access to sterling exchange end to grent Chileen im—
ports from the United Kingdom somewhat preferentisl exchange retes.  Another
measure was the extension of the German payments ogreement {1941) which
wes renewed regardless of the serious inroads that wartime measures hed
made upon the trade with that countiy. ’ :

3
9 ¢ H e u ree exchanga expanded.

Wartime dislocations drastically disrupted Chilean foreipgn trade and
with it the Chilean exchange situation. Lost merkets meant lost export
.balances with which to purchazse essential meaterials snd to meet current
foreign obligations, Ineressed utilization was mede of exchange retion-
ing, and considerable delay was exparienced by importers during the early
pericd of the war.

The general offect of the steps tuken since Jurch B, 1939 (rhen D/P,
or private exchange transactions were legalized) has been to bring to
the legolized free market most o the funds that formerly went to the
curb exchange and, in addition, to create new sourtes of exchange at the
higher rate of 31 pesos to the dollar The new free rute repgresents
8 definite trend toward one rate for all exports, since exportsrs have
been authorized to make wide use of the D/P rcte. Importers have becn

1/ In 1942 the overuge selling rgtes for Chilsen exchsnge were .s fullowa:
Official rate—$0.0517; oxport dralt rate—$0.04; curb market rete——
$0.0032; and froe market rato (D/P)—§0.0321.
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required to make increasing use of the D/P rate. In 1941 the Excnange
Zontrol Commission restricted the vse of the export—draft market to a
small list of imports of prime necesgities and required the uso of b/P
exchenge for nll other import trensactions. By the middle of 1942 the
more favorasble D/P rete had become the effective rate for nearly all
imports.

The Betiona reign Trade Council.

By Executive decreey of September 23, 1942, the Exchange Control
Commission, the Export Control Service, the Commission of ImportiLléenses,
and the Nationsl Supply Board were ccnsolidated into one composite body,
known as the National Foreign Trade Council. The Coumcil, diructed by &
board of 12 members, has broed supervisory &nd advisory powers over foreign
trede in generel, and, in eddition, assumes those formerly exercised by
ity copatituent bodies. /fdministrative officers immediately responsible
to the Directive Council (Board of Directors) are & Monager, a Director of
Exports, snd a Director of Imports.

The duties formerly cssigned tc the Exchange Control Commission sre
now delegated to the National Foreign Trade Council. In the place of
the old Exchange Commission thero has been astablished within the Council
a permanent commission consisting of one member of the Directive Joumcil
(by rotation), the Hanager of Imports, snd the Dirsctor of Exports. The
goneral policies as well as the staff of the Excheange Control Commisslion
will be continued. 1In the allocation of foreigm exchange, prefurence
will be given as before to lmports of rew meteri:ls for domestic Industry,
articles of prime necessity, and druga. The new agency is inatructed
to -direct the flow of exchenge and commerce so a8 tc atobilize Chile's
balence of international p:tyments.

The work of the Commlssion of Import Licenses has also heen taken

over. Authority is grented to require import permits (Solicitud pravis)
or licenses, or to establish quotss, whenvver the national interast requires
it.

It is probeble that the activities centering around the Diructor of
Exporta will be particularly significant. In 1940 Chile toock steps
to standardize end enhance the reputaticn of its products in foreign
marketa. The new Foreign Trade Council is now charged with this respon-
sibility. The promotion of Chilaew exports is to be cne of 1ts chief end
most lmportent functions; 1t ls also instructad to promulgete rules and
. prectices of inspection, merking, standerdization, pecking, and weighing.

In addition to the duties end responsibilities of the new Foreign
Trade Council already enumerated, the decrees setting forth its pomers
contaln numerous grants of authority which ere capable of very broad inter—
pretetion. The powers delegeted are apmavrontly sufficiently flexible to
permit the Council to become influentisl in all mapects of foreign trade
and national commercial policy.

In 1541 the Chilean Exscutive was authorized to prohibit the export
of a wida range of essentisl products, whother of domestic or foreign

3/ Decree-Law No. 14164, Swptember 23, 1942, Diavio Oficlal, October 7,
1942. The regulations setting forth the argaonizaotion and powers of the

nev ¢ommigeicn wers outlined in Decreo-Lew Nu. 28208, Diuriu Oficial,
October 24, 1942. e aglisy
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or:lg:ln.y This law, primarily an emergency measure ocensioned by wartime
conditions, was designed chiefly to ptrevent the export of essential products
and materials without official euthorization. The megsurs, pert of a pro=-
gram adopted by the nations of the Western HemisphereZ/ to mobilize their
industrial resources and to control the flow and destinations of strateglc
materials, served to protect the domestic ecomomy from the loss of materials
essential to industry, and as e restraint against the practice by the bel-
ligerent nations of making excessive purchases in the Chilesn market. In
July 1941 the Executive )p]noed an embargo onr exports of about 200 arti-
cles, including minerals, metal manufactures, chemlcals, machine equlpment,
tools, railwey moterials, end electrical equipment. These reguleticns
wore soon modified to permit exports and reexports to other nations in
Festern Hemisphere that had established acceptable export restrictions.

ed g; -

Chile constitutes the largest single source of copper in the Western
Hemisphere other than the United States; 1t also possesses significsnt re-
sources of other minerals including antimony, cobelt, leed, manganese,
mercury, molybdenum, tungsten, end zine. In accordance with the resoluticns
adopted by the Foreign Ministers at Pannma end Rio de Janeiro recommending
the mobilization of induatriel rescurces and strategic materiels for the
defense of the Western Hemisphore, Chile, om Japuvery 26, 1942, entered into
an agreement with the Metals Reserve Compeny of the United States. The
company agreed to purchase all Chileen exportable surpluses of ores and con-
centrates of the nine strategic metals mentloned above, as well as gold,
subject to specified maximum quantity limitations for each metzl at
stipulated prices, & Im return, Chile sgreed to impose export controls
in ordar to prevemt these and other critiecal materials from reaching the
Axis.! By the use of export licenses and other trade controls, exports
of these atrategic materlals were restricted to: (1) Metals Reserve Co.
or its properly designated agency, (2) duly authorized United States pur-
chasers, (3) the British Empire, (4) comtries designeted by the United
Stetes or the United Kingdom, and (5} republics of the Western Hemisphere
having cpproved export-control systems. These restriotions became
effective in February 1942 end wore modified and renewed in August 1942.8
A similar contract negotiated with the Defense Supplies Corporation early
in 1942 and revised on July 1, 1942, arvenged for the purchase of all ship-
ments of nitrates by the Chilean Nitrate em Icdine Sales Corporaticn.

The c ra time.

The young and vigorous Development Corporation has playsd a role of
increasing lmportancs because of the war, In addition to its originel
function of developing new industries eml aiding those clready established,
the Corporction has been called upon to take measures to stcbilize the
oconomy in the face of wartime dislocations, It hes initiated and finmanaced
thd {.-z accumilation of stock plles of easentinl meterials, end imported
idle. industrial ts from the Dnited Stetes. Its letest balmnce gheet
of June 30, 1942,7/ lists its apseta ap 950 million pesos (approximately

.38 million United States dollars), of which 600 million represented losns
to industrial firms, 125 million were investments in stock companies, 70
million were in the form of stocks of raw mnterials, end 72 mlllion rep-
resented Govermment-ommed hydroelectric plents.

1/ Low No. 6984, July 8, 1940, Diario Oficial, July 12, 1941.

2/ See Conferences of Foruign Ministerp of the Ameriean Republica, Rio de
Janeiro, 1942, Resolution IIl.

3/ Decree No. 1211, July 16, 1941, Disric Oficisl, July 26, 1941.

4/ Decree No. L408, August 14, 1941.

5/ See the section oo wartime embargo of essential export products.

&/ Decree-Law Bo. 228, February 17, 1942.

7/ Fereisn Lommerce Weokly, Janvary 9, 1943.
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Indpstrial-plant expansicn, evonsored and financed by the corpora-
tion, did much to fill the gep due to wartime export vestrictions of other
countries and current shipping shortages, The list of projects which it
bas sponsored is impreasive and includés: the development of the mevchant
marine, the construction of plants for the recovery of mercury and megne-
sium, the establishment of & motion-picture industry, the <evelopment of
‘gold and copper-smelting facilities, the construction of shipyards, the
erection or erpan?n of numerous factories, and the exvansion of the
fishing industry.

One of the most extensive projects of the Development Corporatiom
has been the erecticn of & number of hydroelectric plants to be owped and
operated by it, thus tapping Chile's great waterpower potentizl and making
power avallable for domestic industry. It has been instrumuntal in
collecting stocks of materials essential to the home econcmy, perticularly
drugs and chemicals, the supply of which suffered serious disruptions
from the war. It hap promoted and finenced chemical and drug corporatioms

suthorized to conserve the supply, regulcte the trode, and control the
prices of these essentinls. Other stocks held by the Corperation in-
e¢lude agricultural, industrial, and mining machinery, as well as irem
and varlous other raw matericls. In cooperstion with the United States
Government, two idle cement plants h&ve been purchased, dismantled, end
shipped to Chile,4/ soal production has been expanded, the lumber in-
dustry developed, textile preoduction enlarged, pipé lines tuilt, and a
hemp-fabricating plant constructed. The Corporation has been, and con-
tinues to be, a vital influence in meintaining the domestic economy end
offsetting the disruptions created by the war,

T werg of lvp. !

A rvecent outsusafiing plece of leglalation was the Extraordinary
Economic Powers lLam bf July 18, 1942, commonly referred to as the
Emergency Law, By this measure the Congress delegated wide powera to

the Executive, authorizing him to adopt such administrative, economic, and
financial measureg as might become necessary for the defense of the coun-
try and the preservation of the domestic economy. In addition, a new
Biniptry of Economy and Commerce was crected, nand the Commisseriat of
Subsistences and Prices became a part of thot egemey. The Executive wmna
authorized to reorganize governmental administrative departments, declare
emorgency zones in which clvil rights might be suspended, end expropriste
private property if necossary in the nationul defense.

The disruptions brought aebout by the wor--the Allied blocimde, the
ctisle in shipping, and the export controls initieted by the warring
nations—have caused a gerious shortege of industrial materials in Chile.
The marked depletlion of stocks of theee vssenticls has constituted a
threat of increasing magnitude since the war's inception. The most acute
shortage has been that of iron and steel products. Another urgent sit-
vation was caused by the reduced shipmemts of petroleum. Othor critieal
shortages of materials have included drugs, automobiles, nonferrcus metals,
tires, and construction materials.

Iho Rationel Supply Board.—To cope with this problem, the Minister
of Commerce 1ssued a decree on February 26, 1942, creating the new Rational
Bupply Board (Junts Nacional de Abastecimisnto)}. *Thim board wes grauted
broad powers to regulate the importation, distribution, and consumption

Y gopmeceis) Inteliicence Journgl. December 5, 1942, p. 522.
&/ Chilean Gezette, January 1941,
3/ Taw Ho. 7200, Diacio Oficial, July 21, 1942,
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of a1l vital products, raw materisls, and manufectured goods. It has
power of initiative to promote and facilitate the importation of essentisl
supplies end may, where de¢bmed necessary, appoint ratloning boards. When
the National Foreign Trade Council was organized in September 1942 it
agsumed the functions of this agency. ‘

The Petroleum Supply Board.—Curtailed imports of petroleum and
petroleum derivatives celled forth speclal controls for those products
in April 1942. A specially created Petroleum Supply Committee amhounced
the lnauguration of a temporary gasoline-rationing system. This program
was designed primerily to essure busses end trucks an edequate supply to
continve necessary operctions and to avoid, if possible, a parelyzation
of the transportation system. A permenent retioning aystem bectme effec-—
tive on May 1, 1942. This aystem wos modifiled in July an November
1942 a new agency, the Petroleum Supply Board, wes create and charged
with the responsibility of rationing gesoline. In ratloning gesoline
preference is given to essential industries and productive activities.
In nddition, all salea of Diesel end fuel oil heve been made gubject to
regulation by the seme egency. Importers ere required to declare the
atocks on hand as of November 30 end to furnish monthly atatements of sales
and stocks. All sales are prohibited umless authorized by the Petroleum
SBupply Board or its agency.

Other measures adopted to support thils general program include the
creation of a Nationel Traffic Regulation Board (Comisiém Reguladora del
Trédnsito) charged with initlatien and enforcement of vostrictions limiting
the activities of motor wehicles in order to conserve both tires and gas-
olins. Since 1938 legislatlon has required the compulso ddition of
domestic alcohol to the lower grades of imported gascline. Rulings
during the latter part of 1942 provide for the addition of an increased
percentage of alcohol.

rice coptrol: Rscen e g _Comm ria ara
Subsistences end Prices.

In addition to its other duties, the Commissariat General of Subsist-
ences and Prices has been assigned two rolated responsibilities as a result
of the war—the control of wartime prices and rationing of specified vital
commoditiea,

Prices and the cost of living in Chile have increased markedly in
the peast several years. They rose steadily following the outbreak of
the war, and the sdvance continued through 1942. During the first 9
months of 1942, wholesale prices increased 36 percent, and the coat of
living, 27 percent. The index of living coats rose from 187 in 1939
(1928=100) to 332 in December 1942. Numeroua forces have combined to
cauge these incremses. An important cause of infletion has doubtless
been the credit policy of the Central Government, resulting in the finan-
cing of many new enterprises through the expamsicn of public credit
rather than from accumulated savings. Essy credit policies of the Central
Bank have alsoc been a contributing fector; the Benk's eredits increased
15 percent in the first half of 1942 and 27 percent in 1941. Moreover,
in 1942 the notes of the Central Bank in circulation had reachsd & record
high of 2,208 million pesos; this represents an incremse since 1939 of

- nearly 90 porcent, as is shown by the following index of mcney in cirou=
latien: 19393100, 1940=116, 1941=148 and 1942=191. The depracietion
of the peso in foreign exchange was also an infletionary factor; elmost

1/ Ministerial Order Mo. 16, Ministry of Economy and Commerce, Hovember
16, 1942.

2/ U. S. Porelgh Service Report, No. 292, Santisgo, December 19, 1942.

3/ Decree-law No. 1719, Diario Oficiel, June 9, 1938.
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all imports must now be covered in the D/P market at the higher rete of
31 pesos to the United States dolMar. In cddition to these influences
shortages of materiel resulting from foreign-export controls and shipping
restrictions gave rise to competitive bidding for ewvuilable supplies.
Other cousas of the current rise in prices were reported to be increased
costs of production, increased wages, and speculative ectivitivs prompted
by inflation itself. :

Chileah opinion, both officisl ond privote, hes indicated increas-
ing concern over these infletiomary trends. The:Central Bank hee issued
frequent wernings, nnﬂ the Nationel Administretlon hea given ccnsidernble
study to the problem. The sctivity of the Duvelopment Corporetiom to
increase domestic production represents cne remedisl measure; the ration-
ing programs already described 1s dnother, and the enlarged functions of
the Commissarict is & third.

In nddition tc the numerous measures teken by the Commissariat Genersl
of Subsistences and Prices to brozden its pre-war controls, one measute
in particular wos designed to check Infletlion end to establish "ceiling
prices® for all retail commodities. Shortly after the outbreak of the
wor, the Commieseriot imposed a genersl prohibition egninst retsil prices higher
than those prevuiling on Auguat 25, 1939. V¥here it hos bean considered
necessery, wholesale nrices alec have Been regulated.

The broad regulatory puwers possesged by the Commiasariat enzbled it
to supplement the activities of the Netional Supply Board as a rationing
agoncy. During the months following the outbresk of the war the acute
shortages of numercus articlea wers met price controls and regulations
governing distribution and consumption.Z/ In March 1942 the Commissarict
ereated a Rubber Supply and Control Commisslon (Comisién de Control de
Distribucién y Abastecimiento del Caucho) in order to mitigete the perious-
ness of shortages of rubber,

The Agricultural Export Boerd continues to exercise control over the
price of wheat and wheat products; the emphasim, however, has rhanged
somewhat from mexdmum to minimum prices. In Getober 1941 a commission
was appointed to atudy the cost of produclng eat in order to detsrmine

pricea to be pald for the forthcoming erops.Z/ The authority of the Board
wog reaffirmed by & decree of Jenvary 15, 1942, deslgnating it as the

gole agency in charge of the administration of the price—control progren

for wheat.4f At about the same time the official minimm price for the
natica's principsl crop was seit. This was the first time since 1939 that the
Government had eptablished a guarantesd minimum rather than a maximum price
for wheat. The stated purposs of this policy was to stimulate wheat. produc-
tion, shich purpose it seens to have achisved.

Post-War Problems Ralating to Controls and Commercial Policy

The economic controls lmposed by Chile on ite foreign snd domestic
trade, both before ond since the oGtbreak of the mor in Europs, heve beon
. to a very substantial degroe the result of economie und politicel forces

originating outside the country. The world-mide deoression operated to

1/ See United States Forelgn Service Report No. 192, Santisge, Ootober 16,
1942, :

2/ ‘The following list of articles im representative of those which have
been so regulated by the Commissariat: Aluminum ingots, mtches, tin plate;
iron products, tirss and inner tubes, paper products, seving machines, ’
sacking and jute, ard electrical supplies. Specisl treatment wae accorded
rubber. " .

3/ United States Forelgn Service Report No. 256, Suntiago, Junuery 30,
1942,

4/ In July 1942 the fumotions of the Agricultursl Export Board
over by the Institute of Agricultural Zconomy. vere taken
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restrict purchasing power, thus greatly reducing the capecity of most
comntries to pay for imports. The congequent decline in international
trndd was further aggrovated by the edoption of messuras designed to cur-
tall imports, to check edverse trends in international trrde balonces,
and to promote grenter economic self-sufficiency. ‘These developpents
imposed great difficulties on practically ell nations, especiully on cer—
tain of the smaller ones, but they bore with particular severity wpan
countries the ecenomies of which wore largely dependent on the produetiom
of raw matorials.

Although in the period immediately before the outbreak of tha war,
thore had been some alleviation of the foregoing trends and internctional
trade &3 a whole had increased, meny countries continved to adhere—in
part because of the growing semse of internztional insecurity—to programs
of economic self-sufficiency which had come into being in the carlisr depree-
dlon years. With the outbresk of the war, the trend towerd cconomic seif-
sufficiency was again accentuated, in part for obvious reasons of nationnl’
defense, but also bocause of the disruption of trode channzls ond the in-
ability of meny countries to obtuin supplies from customsry sources.

This inability to secure supplies from the usuel forelgn sources resulted
in, or gave now impetus to, progrems of self-sufficiency in many Latin-
hmsrican countrivs, lncluding Chile.  Production of many articles has

baen initiated or expanded in Chile to meut the domestic demend nc longer
supplied by importa., At the some time, however, war demands for .essential
materiels has been reflected in Chile in the svbstentinlly incressed produc-
tioh of copper, nitretes, lodine, and other minersls.

After the war, therefore, Chile will heve o twofold problemt
{1) To find adequate markets at remunerstive prices for its export prod-
vets, ard (2) to determine the future of its war-born or mar-expended
industries that ave producing for domestic consumption. To a very sub-
atantial degree the ebility of Chile to cooperate in the liberelization
of trode barriers in the post-wer period will depend upon its success
in merketing its major export products. Should marksts not be fokth-
coming, the Chilean sconomy may be so distupted as to evoke restrigiive
controls both for the preservaticn of exchange and currency resarvea cnd
for the protection of industty supplying domestic needs.

The future of pitrate and copper.

After the war, Chile mny be conironted with a severe readjustment of the
nitrate end copper industries. Under war conditions the nitrete in-
dustry hes expended considerably, and copper exports have renched en £ll-
time high. The State depends for a substanticl pert of its revenue upon
the extracrdinary income tax pleced upon producers of copper end upon
its shore of the profits of the Nitrate Seles Corporations In both of
these industties Chile may fzee a world-resiricted market with overexpended
production facilities. In the past Chile has participated in international
coumod i ty—control programs dealing with these products, &nd may find it ex-

pedient to do so sgain.

Evon befors the war the nitrete industry suffered severely from the
rapid rises in the production of synthetic nitmte throughout the world.
The present war will leave an expanded and more efficient synthetic in-
dustry to aggravate the problem. The required adjustments, however, way
not bo insurmountable. Following the near collspse of the industry ofter
1929, it wderwent ¢ thoroughgoing reorgonizetion; costs were reduced
and the export tax eliminated. These measuras, together with technolo-
gical improvements of the last gaveoral years, auggeut. the posslbility of

maintaining a profitable industty. |

. , when war-ex-
Sipilar problems will face the Chilean copper indusatry
panded purcha:an ceass. Demand for war purposes increased world produc—~
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tion from 2,230,000 metric tons in 1937 to 2,863,000 in 1942; Chilean
production in the same period increesed from 413,000 to 480,000 metric
tons,Y or-an incresse of more then 16 percent. A return to pre-war con-
ditions may necessitate e progrom of curtailment and readjustment. Never.
theless, it iz entirely possible that the immediste demand for raw materials
created in the post-war period of reconstruction may enable:Chile, et least
for a limited pericd, to market all its product at the current rste of out-
put. .

Commercial policy and political considerations resulting in trade
controls, both natiopel and international, are likely to be matters of dom-
inant concern to the copper and mitrate industries. The interests of these
two great Chileen industries will be closely linked with the extent end
rapidity of general economic recovery throughout the world after the war.
The development of an expanding world economy would grestly reduce the
pressure upon thess two industries, and would also make less necessary
the spplication of & rigorous program of self-sufficiency by the Govern-
ment of Chile. For such industries as the nitrate and copper industries,
it would lessen the incentive for entering into restrictive international

agreemants or arrangements for the limitation of producticm end exports
of thepe products.

. The contracts with the Metals fleserve Co., for the sale of copper ond
other metals and with the Defense Supplies Corporation for nitretes have
been a dominant fector in the recent expenslon of those industries’

Sudden termination of thase contrects at the close of the war would prob-

ably subject the Chilean aconomy to sevore strain. If, on tho other

hand, they ere permitted to operate for a pericd in order to allow for

necessary readjustments to the world markets, or if exporta under the

centracts are gradually reduced, these industries will be able to moke a

more orderly trensition from war to peace than would otherwise be posaible.
de rt.

The protective tariff, the raticnalization of industry, the work of
the Development Corporation, the rise c¢f war-born industries, and the alda
axtended by the Agricultural Export Board may give rise to future claims
and demande by interested groupe for an extension of governmental protect
tion. Industries benefiting from protective tariffs in recent yoars may
be expected to work for their continuance, Indugtries which have secured
the mid of the Commissariat in curtailing plent expansion, restricting
output, and impoaing price controls will likely seek to perpetuate the
privileges and benefits of these Stete<imposed cartelization meapures.

The Development Corporaticon has encouraged and financed the construce
tion or expansion of mew plant capacity. It seems apparent that many of
these undertakings will promote a heslthy development of the Chilean econ-
omy; however, some of these industries fostered by the protective teriff
the extension of governmont credit (which hns some of the elements of n ’
subsidy), and government planning, will be apt to make new demands for
favorable commorcial treatment cnd consideration. Moreover, since the
Government through the Development Corporation has a direct finemeinl in-
turest in many of these projects, it is not inconceivable that the initintive
for guch eid may come from the Governmont 1tself., A somewhet similar slt-
uation is found in the Agricultural Export Board which, through subaidy and
price fixing, has encouraged expansion in the production of certsin egri-
cultural products. Producers thus enccuraged may fes) that there ip an
obligation on the part of the Government to continue ita support. The
shortage of certain products croated by the war, together with the exten-
sion of ald by the State, has celled forth & number of now feotories or
industries; claims are likely to be mede in their behalf once world
patkets bocome evailable to domestic consumers.

)/ Production in 1941 wns 502,000 metric tons,
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Exchange _tontrol.

Should there be substential losses in the value of exports of nitrete
and copper after the mar, it {s likely that thepe will .be ecute short—
age of exchange with which to pey for essential imports. " Under such
conditions the exchange-control authorities might find it necesssry to
take additional measures to husband end alloccte the exechange teserves
and to protect the domestic¢ econcmy.

Futvre commercinl policy,

The recent position of Chile, the pressure of internal economie
avents, end the problems of post-wsr rendjustment may combine to place
impediments in the way of a libersl foreign-trade policy., At the out-
break of tho war, Chils wes committed to a bileters) bergaining approech
to world trade, togethar with the use of teriffs, licensss, quotas, ¢nd
exchange control. These and other mensures are possible obstacles which
may prevent Chile's maximum econtribution to, or participation in, & revived
world prosperity.

Although the Chileap economy ls somewhat unique, varticulerly with
regerd to the basic articles of export, many of its problems are similar
to those of other coumtries of latin Amecrica. Its genaral sconomic posi-
tion mill be improved when the channels of trade efford frear access to
the markets and raw matericls of the world end when commerce is mmencum-
bered by many of the barriers crurted since 1920. Any nation, particulerly
one of the rew-material-proiucing countries of Latin Americe, finds it
difficult to zdopt & commercial poliey in opposition to the world trend.
The departure from 2 libernl trading policy was world-wide in seope rnd the
return, by the very nature of events, must depend wpon the measuras adopted
by the great industrisl trading notions im cooperation with sach other and
with the smaller powors.
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