(®) Bank of Tokyo-Mitsubishi UFJ

MUFG

BTMU LATIN AMERICA TOPICS
Economic Research (New York)
CHILE: CENTRAL BANK CUTS 25BP AND MODERATES EASING BIAS

Magali E. Solimano
Latin America Economist
TEL: (212) 782-5708
msolimano@us.mufg.jp

March 14th 2014

Decision: BCCh lowers policy rate by 25bp

Chile’s Central Bank (BCCh) reduced its monetary policy rate (tasa de interés de politica
monetaria—TPM) by 25bp to 4.0% per year on Thursday, March 13th 2014. The BCCh had
previously reduced the TPM by 25bp on February 18th and signaled the continuation of its
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Concern over moderating growth pace

The January 2014 result for the Central Bank's Economic Activity Index (IMACEC) strengthened
the chance for the latest rate cut. The IMACEC expanded 1.4% year-on-year in January; this
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presents downside risks to growth through lower external demand for Chilean copper exports,
and the pace of China’s deceleration will be a key factor influencing the growth outlook. Chile’s
GDP growth is currently expected to be below 4% in 2014, per the market consensus.
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Data-dependency: Inflation and inflation expectations to determine next move 700 - - 700
While the BCCh remains concerned about growth, particularly in investment-related sectors, it 650 - | 650
does not appear to be in any rush to cut rates in the near-term. We are of the view that the
BCCh is in data-dependent mode and that additional easing will depend on the evolution of 600 - 600
inflation, inflation expectations, and the Chilean peso (CLP). The likelihood is for a pause in April
and the continuation of the easing cycle by at least another 25bp in 2H14. 550 1 - 550
The 12-month headline inflation rate rose to 3.2% in February, above the 3% target, upon higher 500 - - 500
food and fuel prices as well as CLP depreciation. Core inflation stands at 2.5%. Importantly, the
BCCh’s loosening of monetary policy has been accompanied by the depreciation of the CLP, 450 1 - 450
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and tapering of the US Federal Reserve’s QE. Weak domestic economic activity should curb
some pass-through from CLP depreciation to inflation, but the BCCh—a disciplined inflation 350 7+ 350
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In addition to developments of inflation and the CLP, key releases before the =S7z=2"z=2"z=2"z=2"z=2"z=
April 17th monetary policy meeting include 4Q13 GDP (to be released on March 18th), the Source: BCCh; BTMU Economic Research.

minutes from the latest meeting (March 28th) and BCCh’s Monetary Policy Report (April 2nd).

BMTU Latin America Topics



(®) Bank of Tokyo-Mitsubishi UFJ

MUFG

For reference to our previous BTMU Latin America Topics Reports, see our website at: http://www.bk.mufg.jp/report/ecolatin2014/index.htm
Our 2013 archives can be found at: http://www.bk.mufg.jp/report/ecolatin2013/index.htm

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial
instruments. Neither this nor any other communication prepared by The Bank of Tokyo-Mitsubishi UFJ, Ltd. (collectively with its various offices and affiliates, "BTMU") is or should be construed as investment
advice, a recommendation to enter into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or strategy will be effective in light of your
business objectives or operations. Before entering into any particular transaction, you are advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the
circumstances. In any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by BTMU. BTMU hereby disclaims any responsibility to you
concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in connection with any particular transaction or business strategy. While
BTMU believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case accurate, BTMU makes no representation or warranty regarding
such accuracy and shall not be responsible for any inaccuracy in such statements or assumptions. Note that BTMU may have issued, and may in the future issue, other reports that are inconsistent with or
that reach conclusions different from the information set forth herein. Such other reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and
BTMU is under no obligation to ensure that such other reports are brought to your attention.

BMTU Latin America Topics


http://www.bk.mufg.jp/report/ecolatin2014/index.htm
http://www.bk.mufg.jp/report/ecolatin2013/index.htm

