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Overview
1.
Chile’s GDP accelerated to 4.2% YoY in Q1 2018, the fastest growth registered since Q1 2014.
Household consumption grew 3.9% YoY in Q1 2018, an acceleration from the previous quarter. This
improvement could be explained in part by low inflation and low interest rates, but also by the
improvement in the labor market.
Gross Fixed Capital Formation (GFCF) grew 3.7% YoY during Q1 2018, with both components,
machinery and equipment and construction, registering positive growth (6.7% YoY and 2.0% YoY,
respectively).
The Consumer Price Index (CPI) in April 2018 edged up slightly from 1.8% YoY in March to 1.9%
YoY. In general terms, both goods and services prices increased modestly during the first four
months of the year. This trend could have been influenced by the appreciation of the Chilean peso.
During its last meeting at the beginning of May and in line with market expectations, the Central
Bank decided to keep the interest rate unchanged (2.5%) for the 10th consecutive meeting.
It is expected that Chilean GDP growth will accelerate in 2018. Household consumption will
continue to benefit from low inflation and low interest rates as well as an improved labor market.
Investment is also likely to improve in 2018 on the back of new investments in the mining sector, as
copper prices continue to be high.
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1. GDP

Figure 1: GDP Growth
%, real change

Chile’s GDP accelerated to 4.2% YoY in
Q1 2018, the fastest growth registered
since Q1 2014 (Figure 1). On a quarterover-quarter basis (compared to Q4
2017), Chile’s GDP increased by 1.2%.
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This rapid pace of economic expansion
was influenced partly by the low base of
comparison as a result of the mining
strike during Q1 2017 (Figure 2). This
effect will diminish over the course of the
year.
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Source: Central Bank of Chile, MUFG

Figure 2: GDP by Sector
%, real change, YoY (NSA)
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Household consumption grew 3.9% YoY
in Q1 2018, an acceleration from the
previous quarter (Figure 3).
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Figure 3: Household Consumption
%, real change, YoY (SA)
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The
improvement
in
household
consumption could be seen in the
substantial increase in the consumption
of services during Q1 2018 (5.0% YoY),
as well as durable goods (8.7% YoY).
This improvement could be explained in
part by low inflation and low interest
rates, but also by the improvement in the
labor market.
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Employment increased 2.6% YoY during
Q1 2018 (Figure 4) 1. This is explained by
the increase in public jobs, however,
private jobs also recorded a positive
growth rate during Q1 2018 (0.8%YoY)
after two consecutive quarters of
contraction.

Figure 4: Employment
%, nominal change, YoY (NSA)
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Consumer confidence moved from a
pessimistic view to an optimistic one in
December 2017 (Figure 5). While some
variation
has
occurred
consumer
confidence continues to be optimistic and
reached 51.2 points in April. This is
explained by an improvement in both the
current economic situation and improved
expectations for the future economic
situation of Chile.

-1
2014

2015

2016

Private

2017

Public

2018
Total

Note: This data does not include self-employed and non-remunerated
employees.
Source: National Institute of Statistics (INE), DataStream, MUFG

Figure 5: Consumer Confidence
DI
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Gross Fixed Capital Formation (GFCF)
grew 3.7% YoY during Q1 2018 (Figure 6),
with both components, machinery and
equipment and construction, registering
positive growth (6.7% YoY and 2.0% YoY,
respectively). This improvement, especially
in construction, could be linked with low
interest rates and an increase in mortgage
credit. Housing construction permits have
expanded (by 22% YoY in Q1 2018), which
could also suggest that the activity in the
residential sector is likely to begin to
improve.

Figure 6: Gross Fixed Capital Formation
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1

The unemployment rate increased to 6.7% in Q1 2018 from 6.5% in the previous quarter, this is explained by an increase in the
labor force. The unemployment rate continues to be around the same levels as the average of the last 8 years (2010-2017).
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Business
confidence
turned
from Figure 7: Business Confidence
pessimistic at the end of 2017 to DI
optimistic during the first part of 2018; this 60
improvement could be related to
President Piñera winning the election 55
(Figure 7). Business confidence has 50
remained on the optimistic side
throughout the first four months of 2018. 45
Business in most sectors recorded an 40
improvement in their expectations, the
mining sector showed the biggest 352014
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improvement, likely on the back of better
Note: A value over 50 indicates optimism.
copper prices and fading fears of a trade Source: Chilean Institute of Rational Administration of Enterprises (Icare),
DataStream, MUFG
war between the US and China. This last
point has become more uncertain recently due to renewed trade tensions between the two
countries; this could put some downward pressures on business confidence going forward.

Exports and Imports

Figure 8: Exports of Goods
%, nominal change, YoY (SA)

Exports continued to experience a
favorable performance during Q1 2018,
increasing by 25.1% YoY (Figure 8). This
expansion in exports was driven by the
performance in the mining and industrial
sectors.
This is in line with the
improvement of global economic activity
and copper prices.

30
20
10
0
-10
-20
-30
2014

2015
Mineral

Imports also increased during Q1 2018
(12.0% YoY) (Figure 9). The increase in
imports of intermediate goods is
consistent with the increase in industrial
exports.
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Figure 9: Import of Goods
%, nominal change, YoY (SA)
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2. Inflation and Monetary Policy
The Consumer Price Index (CPI) in April
2018 edged up slightly from 1.8% YoY in
March to 1.9% YoY (Figure 10), but
continued to be below the lower band of
the inflation target rate set by the Central
Bank (2.0%).

Figure 10: Inflation
%, YoY
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In general terms, both goods and
services prices increased modestly
during the first four months of the year,
but CPI inflation has remained lower than
the average of the past three years
(2015-2017).This trend could have been
influenced by the appreciation of the
Chilean peso.
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During its last meeting at the beginning of May and in line with market expectations, the Central
Bank decided to keep the interest rate unchanged (2.5%) for the 10th consecutive meeting. The
Central Bank highlighted low inflation and core inflation (both lower than the lower band of the
target rate) and the anchoring of inflation expectations for 2018 as some of the reasons behind
the decision. With inflation remaining low since the beginning of the year, it is unlikely that the
Central Bank will hike the rate in the coming months.

3. Exchange rate
The Chilean Peso tends to track copper
prices (Figure 11), but it is also highly
vulnerable to external events. After
appreciating consistently (although with
some volatility) since the beginning of
2016 until it reached its highest level in
late April 2018 (594.4 Chilean Pesos to
US Dollar), the Chilean Peso depreciated
once again during May and it currently
stands at 625.3 Chilean Pesos to US
Dollar. This latest depreciation is tied to
the strengthening of the US economy,
which increased the expectations that the
Federal Reserve could raise the policy
rate more aggressively.

Figure 11: Exchange Rate and Copper Prices
Chilean Peso to US Dollar
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Source: Central Bank of Chile, DataStream, MUFG
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4. Outlook
It is expected that Chilean GDP growth will accelerate in 2018. Household consumption will
continue to benefit from low inflation and low interest rates as well as an improved labor market.
Investment is also likely to improve in 2018 on the back of new investments in the mining sector,
as copper prices continue to be high.

For reference to our previous reports, see our website at: https://mufgamericas.com/economic-research
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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 MUFG Bank. MUFG Bank 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 MUFG Bank believes that any relevant factual statements herein and any assumptions on which information herein are
based, are in each case accurate, MUFG Bank makes no representation or warranty regarding such accuracy and shall not be
responsible for any inaccuracy in such statements or assumptions. Note that MUFG Bank 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 MUFG Bank is
under no obligation to ensure that such other reports are brought to your attention. MUFG Bank, Ltd. retains copyright to this report and
no part of this report may be reproduced or re-distributed without the written permission of MUFG Bank, Ltd. MUFG Bank, Ltd. expressly
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