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This paper evaluates Chile’s stabilization policies since the early 1970s.
Three episodes are examined: the orthodox stabilization program of
1975; the exchange-rate-based stabilization of February 1978-June 1982;
and the post-1984 adjustment period, with a large real devaluation and
low inflation. Finally, an overall evaluation of the experience with
stabilization since 1975 is provided.

Chile has a long history of inflation. In the 1960s, when government
policy was aimed at validating the inertial inflation that was resulting
from the periodic increases in wages and in the exchange rate (Cauas
1970), inflation reached an average of 21.1% per year. In the early 1970s,
under the socialist-populist policies of the Allende government, inflation
accelerated, reaching 558 % per yearin August 1973, the month before the
military coup that deposed Allende. The military government thus had
to contend with an economy suffering from the worst inflation in Chile’s
history as well as from widespread distortions and major macroeconomic
imbalances. With the public-sector deficit almost 30% of the GDP,
financed mostly through the printing of money, real demand for money
was shrinking and inflation accelerating despite extensive price controls.

In its initial years the military government attacked inflation by
controlling the growth of the money supply through a drastic reduction
in the public-sector deficit. Nonetheless, three-digit inflation continued
wellinto early 1977. A key question is why inflation took so long to drop
below the three-digit level, given the very significant reduction in the
public-sector deficit. In February 1978, the government responded to the
situation by introducing a preannounced devaluation schedule (tablita),
with devaluations to proceed at decreasing rates much below the differ-
ence between domestic and foreign inflation. By June 1979, it fixed the
exchange rate.







































































































































