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Core Views

We believe that weaker fixed investment amidst mounting external headwinds — namely,
cooling external demand from China for copper — will negatively affect real GDP growth
in Chile in 2014. That said, we expect that expansionary fiscal and monetary policies by
the Chilean government will provide some support for the economy, underpinning our
forecast for headline growth of 4.2% in 2014, only slightly down from estimated growth
of 4.3% in 2013.

Slowing economic growth will prompt the Banco Central de Chile (BCC) to continue its
ongoing monetary easing cycle in 2014, cutting the benchmark policy rate by 50 basis
points to 4.00%. While we forecast higher average consumer price inflation in 2014, we
do not expect inflation to accelerate significantly above the BCC’s 3.0% year-on-year
target, providing the central bank with ample leeway to maintain its dovish policy
orientation. However, we note that the risks to our forecast lie primarily to the downside.

We expect the Chilean peso to depreciate in the coming months, as a weak economic
growth outlook, the prospect of continued monetary easing by the Banco Central de
Chile (BCC), and rising interest rates in developed markets place downside pressure on
the exchange rate. Indeed, we forecast the peso to average CLP539.00/US$ in 2014,
implying further weakness from CLP532.32/US$, where the unit is trading at the time of
writing.

Michelle Bachelet’s return to the Chilean presidency in 2014 will pave the way for a
highly ambitious reform agenda, which seeks to raise taxes and introduce higher-quality
free education in the country. However, due to an insufficient parliamentary majority, we
believe that the centre-left coalition will need to compromise on reforms, ensuring that
Chilean politics will not veer too far left over the coming years.
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Major Forecast Changes

While Chile’s external accounts will remain under pressure from weakening external
demand from China for industrial metals exports, we believe that 2014 will see a
narrowing of the country’s current account deficit to 2.3% of GDP — a revision from our
prior forecast of 3.1% — from 3.2% of GDP in 2013.

Key Risks To Outlook

We note that risks to our trade forecasts are weighted to the downside, as even with a
below-consensus forecast for Chinese real GDP growth of 7.1% in 2014, persistent port
strikes and delays in copper exports provide a high degree of uncertainty and could
mean that our outlook for exports is overly optimistic.

The main risks to our 2014 real GDP growth forecast lie to the downside. For example,
should we get more specification that Chilean projects figure prominently in Vale and
Rio Tinto’s cost reduction plans, we could be encouraged to revise down our 2014
GFCF forecast, which would have important knock-on effects for our 2014 real GDP
growth forecast. Moreover, the Chilean government will be limited in the amount of
fiscal stimulus it can employ by laws that require the structural fiscal account (which is
tied to the price of copper and cyclical components of GDP) to be balanced.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Bachelet's Ambitious Reform Agenda To Be Tempered By Centre-Right
Michelle Bachelet's return to the Chilean presidency in 2014 will pave the way for a
highly ambitious reform agenda, which seeks to raise taxes and introduce higher-quality
free education in the country.

Table: Political Overview
Long-Term Political Outlook
Cracks In Stability To Be Minor
Market-friendly policies and strong institutions have been the hallmark of the Chilean
government in recent years, and we believe that the country will continue to set the
benchmark for political stability in the region going forward That said, there is a risk that
the political landscape could fracture over the longer term if the leading parties fail to
address long-term concerns about an economy over reliant on copper export-and-
investment-led growth.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Growth To Cool On Weak Investment
We believe that weaker fixed investment amid mounting external headwinds — namely,
cooling external demand from China for copper — will negatively affect real GDP growth
in Chile in 2014.
Table: ECONOMIC ACTIVITY
Exchange Rate Policy
CLP: More Downside In H114
Table: BMI Currency Forecast
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Table: EXCHANGE RATE
Balance Of Payments
Improving Dynamics Ahead
We forecast that 2014 will see marginal improvement in Chile's balance of payments
position, with the current account deficit shrinking to 2.3% of GDP, from our forecast of
a 3.2% of GDP deficit in 2013, due to a narrowing income account shortfall and stronger
growth in non-mining exports. That said, weaker investment inflows could leave the
current account underfunded, putting downward drag on Chile's stock of foreign
reserves.
Table: CURRENT ACCOUNT
Fiscal Policy
Higher Spending Will See Budget Balance Turn Red
An increase in government outlays as revenue inflows weaken will see Chile's nominal
fiscal balance shift from a surplus in 2013 into narrow deficits in 2014 and 2015.
Table: FISCAL POLICY
Monetary Policy
Slower Economic Growth Points To Further Rate Cuts
Slowing economic growth will prompt the Banco Central de Chile (BCC) to continue its
ongoing monetary easing cycle in 2014, cutting the benchmark policy rate by 50 basis
points to 4.00%.
Table: MONETARY POLICY

CHAPTER 3: 10-YEAR FORECAST

The Chile Economy to 2023
Slower Growth, But Strong Fundamentals
A stable political outlook and sound economic fundamentals position Chile for steady,
albeit slower, economic progress, underpinning our view that the country will have
achieved developed state status by 2023.

Table: Long-Term Macroeconomic Forecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis

BMI Business Environment Risk Ratings

Business Environment Outlook

Institutions
Table: BMI Business And Operation Risk Ratings
Table: BMI Legal Framework Rating

Chile Business Forecast Report Q2 2014


https://marketpublishers.com/report/business_finance_insurance/business_services/chile_business_forecast_report_q2_2011.html

. +44 20 8123 2220
Market Publishers info@marketpublishers.com

Infrastructure

Table: LABOUR FORCE QUALITY

Table: TRADE AND INVESTMENT RATINGS
Operational Risk

Table: LATIN AMERICA — ANNUAL FDI INFLOWS
Autos

CHAPTER 5: KEY SECTORS

Table: Autos Sales — Historical Data And Forecasts, 2010-2017

Table: Autos Trade — Historical Data And Forecasts, 2010-2017

Table: Autos Fleet Size and Car Density — Historical Data And Forecasts, 2009-2016
Food & Drink

Table: Food Consumption Indicators — Historical Data & Forecasts, 2010-2017

Table: Canned Food Volume/Value Sales — Historical Data & Forecasts, 2010-2017

Table: Confectionery Volume/Value Sales — Historical Data & Forecasts, 2010-2017

Table: Frozen Vegetables Volume Sales, Production & Trade — Historical Data &
Forecasts, 2010-2017

Table: Oils & Fats Volume Sales, Production & Trade — Historical Data & Forecasts,

2010-2017

Table: Meat Volume Sales, Production & Trade — Historical Data & Forecasts,
2010-2017

Table: Pasta Volume Sales, Production & Trade — Historical Data & Forecasts,
2010-2017

Table: Bread & Snacks Volume Sales, Production & Trade — Historical Data &
Forecast, 2010-2017

Table: Hot Drinks Volume/Value Sales — Historical Data & Forecasts, 2010-2017

Table: Soft Drinks Volume/Value Sales — Historical Data & Forecasts, 2010-2017

Table: Sales Breakdown By Retail Format Type

Table: Alcoholic Drinks Value/Volume Sales — Historical Data & Forecasts, 2010-2017

Table: Mass Grocery Retail Sales By Format — Historical Data & Forecasts, 2010-2017
Other Key Sectors

Table: Oil and Gas Sector Key Indicators

Table: Pharma Sector Key Indicators

Table: Infrastructure Sector Key Indicators

Table: Telecoms Sector Key Indicators

Table: Defence and Security Sector Key Indicators

Table: Freight Key Indicators
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CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Momentum To Continue In H114

Table: Global Assumptions

Table: Developed States, Real GDP GrowtH, %

Table: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Emerging Markets, Real GDP Growth, %
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