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1) Chile: Growth Momentum (1)

» The Chilean economy is showing signs of stabilizing, while adjusting to the harsh external conditions.

Figure 1: GDP Growth Figure 2: GDP by Sector
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external factors. Not only does this suggest growth
is stabilizing despite declining export volumes, but
it also hints that the economy is gradually adjusting
to the tough external conditions by relying more on
domestic demand to deliver growth. Take the
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Figure 3: Consumption
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Figure 4: Investment, Exports and Imports
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largely on the back of solid construction activity and
higher imports of machinery and equipment.
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Source: Central Bank of Chile; BTMU

GFCF* ====- Imports

*Gross fixed capital formation
Source: Central Bank of Chile; BTMU
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1) Chile: Growth Momentum (2)

= Chile has probably weathered the end of the commodity boom, but growth is unlikely to pick up speed soon.

Figure 5: GDP Growth (private forecasts)

= |t is quite clear that the drop in the prices of copper,
Chile’s main export product (~50% of total exports),
couple with waning demand from its main trading
partners, have hit the Andean economy hard. GDP
growth abruptly slowed to 1.9% in 2014 from 4.2%
a year earlier, and the Chilean peso has lost 36%
of its value against the dollar since 2013. The silver
lining, though, is that growth has been stabilizing in
2015: the Imacec index, a proxy for GDP, showed
the economy expanded at an average rate of 2.1%,
which is fairly similar to the 2014 rate. This clearly
signals that the Chilean economy, one of the most
commodity-dependent, has weathered the end of
the commodity super cycle, and is adjusting to the
new external conditions in an orderly manner. But,
of course, this does not mean GDP growth will pick
up speed in the near future. In fact, chances are
that growth will remain sluggish (within the range of
2% to 3%), inhibited by a tougher-than-expected
external backdrop (e.g., tighter financial conditions,
weak external demand copper prices), increased
corporate leverage, and sluggish internal demand.
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Figure 6: Index of Economic Activity (Imacec)
% real change yoy
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Figure 7: External Demand and Copper Price Figure 8: Total Debt of Firms*
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*Countries included make up around 93% of Chile’s total exports.
Source: Central Bank of Chile, Monetary Policy Report; BTMU

*Financial Stability Report 1H 2015 published by Central Bank of Chile
Source: Central Bank of Chile; BTMU
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1) Chile: Growth Momentum (3)

= Domestic demand seems to have adjusted to the new environment, but will stay sluggish in the near future.

Figure 9: Private Consumption (Forecasts) Figure 10: Private Consumption and Retail Sales
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emphasize that domestic demand will likely remain

sluggish this year, as some growth drivers are still Figure 11: Gross Fixed Investment (Forecasts) Figure 12: GFCF and Imports of Capital Goods
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II) Chile: External Sector

» The country’s current account deficit is likely to widen this year.

Figure 13: Current Account Balance Figure 14: Trade Balance, Exports and Imports
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recovery in imports of capital goods, which in turn

was explained by the third-quarter upturn in GFCF. Figure 15: Exports by Types of Goods Figure 16: Imports by Types of Goods
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[II) Chile: Prices and Monetary Policy

= Inflation will probably stay close to the upper limit of the target range of 2% to 4% thr

Figure 17: CPI Inflation and Policy Rate

Figure 18: Exchange Rate Pass-through to Prices

= Chile’s 12-month inflation has been hovering above Percentage olliey s 12-m inflation Direct Effects
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expensive, as well as raising production costs (i.e.,
imported inputs would be more expensive). In fact,
the central bank argues that the surge in inflation
over the past two years has been primarily fueled
by the ongoing depreciation of the peso. Of course,
there are domestic factors to blame as well: core
inflation (i.e., excluding food and energy prices) has
stayed stubbornly high and above the target range
since 3Q 2014, which suggests limited output gap,
resilient labor market, robust wage growth, and the
use of wage indexation to past inflation. All this
naturally hints that overall inflation will likely stay
close to the upper limit of the target range this year.
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Source: INE; Central Bank of Chile; BTMU

Figure 19: Tradable, Non-tradable & Core Inflation

12-month % change

Core CPI: excluding food
and energy, makes up
71% of overall CPI.
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*Overall prices = tradable (= goods) + non-tradable (= services)
Source: INE; BTMU

*See Quarterly Report July-September 2015 by Banxico, pages 18-20.
Source: BTMU

Figure 20: CPI Inflation (Private Forecasts)
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*This report is intended only for information purposes and shall
not be construed as solicitation to take any action. In taking any
action, readers are requested to do so on the basis of their own
judgement.

*This report is based on information believed to be reliable, but we
do not guarantee its accuracy. The contents of this report may be
revised without notice.

*This report is a literary work protected by the copyright act. No
part of this report may be reproduced in any form without
express statement of its source.
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