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Deteriorating investor sentiment and an ongoing slowdown in private consumption will

drive Chilean real GDP growth lower in 2014. Economic growth will accelerate

moderately in 2015 on the back of stronger government consumption, an improved net

exports position and a slight rebound in fixed investment, though our forecast is below

consensus.

Near-term upside for copper prices will spur a rally in the Chilean peso over the coming

weeks. However, we expect the rally will be short-lived, as weak economic growth,

monetary easing by the central bank and monetary policy normalisation in the US are

likely to keep the exchange rate under depreciatory pressure in H214. A narrowing

current account deficit will prevent the currency from taking a major leg lower in 2015.

The Banco Central de Chile will continue its monetary easing cycle in the coming

months, cutting the benchmark policy rate by 50 basis points to 3.50% by end-2014.

Well-contained inflation expectations will provide the bank leeway to pursue additional

rate cuts amid signs of a continued slowdown in economic activity.

A weaker Chilean peso in average terms will bolster Chile's export competitiveness

while driving a contraction in goods imports in 2014, leading to a narrowing of the

current account deficit. Chile's robust stock of foreign reserves and strong net

international investment position will ensure that the balance of payments position

remains stable despite a widening financial account deficit.

Major Forecast Changes
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We have revised down our 2014 real GDP growth forecast from 3.1% to 2.8%. This

implies a substantial drop-off from 4.1% real GDP growth in 2013 and average growth

of 5.7% over 2010-2012. O ur forecast for additional rate cuts this year by the Banco

Central de Chile marks a shift from our prior view that the bank would hold rates at

4.00% through end-2015.
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