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Rate cuts are coming

P Sequential core inflation readings are well-behaved. Medium-term inflation expectations are retreating towards
the 3% target. Labor market slack has persisted, and credit dynamics remain soft. The effect of trade tensions
on global demand has yet to materialize but will likely consolidate lower price pressures. The scenario outlined
in the March IPoM of lower rates over the policy horizon is consolidating. We see room for two 25-bp cuts to
4.5% before year-end and to 4.0% in early 2026, with risks tilting to a frontloading of the cycle.

Labor market slack is still there

The unemployment rate (SA) has hovered around
8.5%, the upper bound of the estimated NAIRU, for
several quarters. Labor demand proxies have
remained subdued following a significant increase in
labor costs. Since April 2022, the minimum wage has
increased by slightly less than 50% in nominal terms,
well above the 20% rise in CPI during the period; a
sizable share of the labor force earns wages close to
the minimum wage (roughly 940k job posts, 18% of

total formal posts), as evidenced by administrative data.

Employment levels compared to the pre-COVID trend
show a gap of around 0.5 million. Despite labor slack,
high copper prices and lower domestic policy
uncertainty are supporting a recovery in mining
investment. Imports of capital goods continue to
increase at a double-digit annual pace, and the multi-
year investment pipeline continued to edge up prior to
"Liberation Day". However, elevated global policy
uncertainty poses a risk to future investment dynamics.
Beyond mining, the economy is growing at around its
potential. The rolling 12-month growth rate for non-
mining activity has hovered around 2% for the last six
months. Since early in the second half of 2024, non-
mining activity has received an external boost from
consumer tourism, particularly from Argentina. The
marginal effect of tourism will diminish as base effects
become more demanding.

Low employment levels
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Non-mining growth near potential
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Please refer to the last page of this report for important disclosures, analyst and additional information. Itai Unibanco or its subsidiaries may do or seek to
do business with companies covered in this research report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should not consider this report as the single factor in making their investment decision.
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Copper still supporting the trade surplus

The rolling 12-month trade balance in April neared a
whopping surplus close to 7% of GDP. Copper
exports increased by 8.2% YoY in April (8.8% in 1Q25).
Chile’s year-to-date goods exports to the US account
for roughly 17% of total exports, up from 11% during
the same period in 2024, likely indicating a frontloading
of goods, particularly copper, before the implementation
of tariffs. The anticipated global economic slowdown
will likely reduce export demand and gradually
decrease the elevated trade surplus. Nevertheless, with
a current account deficit at 1.5% of GDP, the economy
is much more balanced compared to the near double-
digit deficit recorded in 2022.

Core inflation dipping fast

Second-round effects from previous electricity
adjustments remain contained. Headline inflation
reached 4.5% in April, down from the 4.8% average in
1Q25. Core inflation decreased to 3.5% from the 3.9%
average in 1Q25, marking the lowest rate since July
last year. Over the past year, core service inflation has
adjusted down by 100 basis points to 4.2%, which is
near the 2011-2019 average of 4%. Core goods
inflation is at 2.7%, slightly above historical rates.
Volatile inflation remains elevated at 6.1%, compared to
around 3% during 2011-2019, affected by the sizable
electricity price adjustments since June 2024. However,
annualized headline inflation accumulated over the last
quarter reached 3.9%, the lowest since 3Q24, while
core pressures came in at a low 1.3%, down from a
recent peak of 5.5% in the October 2024 quarter.
Although uncertainty lingers regarding an electricity
price adjustment towards the end of the year, limited
demand-side pressure, low global oil prices, and base
effects should contribute to lower inflation going
forward.

Falling inflation
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Inflation expectations dip
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Rate cuts to be all about timing

In April, the central bank unanimously held the
policy rate at 5%, as expected, while maintaining a
neutral forward guidance. The Board noted that the
uncertain environment still favors a cautious approach.
The communiqué highlighted that changes in global
trade policy have worsened the outlook for global
growth and increased uncertainty. The magnitude and
timing of these effects on the local economy remain
unclear. Regarding inflation, although it will remain high
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in the immediate future, its recent performance and
main determinants reaffirm the prospects for
convergence outlined in the March Report. The real ex
ante rate, which is the current MPR (5.0%) minus the
one-year inflation expectation according to analysts
(3.6%)), is at 1.4%, close to the upper bound of the
BCCh'’s neutral real range (0.5-1.5%). While the
communiqué held a neutral tone, the minutes
incorporated a dovish twist. At the meeting, the option
to already cut by 25bps was considered. The
publication of the June IPoM (18) will consolidate the
convergence path of inflation and the rate path towards
the 4% nominal neutral rate. Market pricing of inflation
is correcting downward swiftly. The 1Y1Y breakeven is
now back to the 3% target, after nearing 4% at the start
of the year.

Fiscal revenues gradually improve

Fiscal data through 1Q25 reveal an expected
improvement in revenues and some signs of
spending restraint. This year’s fiscal consolidation
forecast relies on additional spending restraint and
continued revenue improvement; now, all eyes are on
April’s projected revenue jump. The fiscal balance
through 1Q25 reached a deficit of 0.7% of GDP, the
same as in 2024. We still believe that the recently
announced watered-down structural deficit target
seems challenging. The Ministry of Finance (MoF)
forecasts this year’s spending growth at 2.3% (3.3% as
of 1Q25), significantly below previous election years.
We forecast a nominal deficit of 2.2% of GDP this year.
Low levels of liquid assets should lead the MoF to
continue with its debt-financing plan.

Adjusting the scenario following the trade truce

Activity has been holding up well. While the influx of
tourists is expected to remain at elevated levels, its
marginal effect on growth will diminish as the base of
comparison becomes more demanding. April's
business and consumer survey results indicate a
slightly more pessimistic outlook for activity, mainly due
to global developments. We anticipate growth of 2.2%
for this year, with the effects of slower global activity
dynamics in the second half and a more demanding
base of comparison leading to a domestic slowdown.
The less detrimental trade scenario leads us to now
expect a milder GDP growth slowdown to 2.0% in 2026

(+0.2pp).

Recent dynamics suggest that fears of further
inflationary persistence, due to potential second-
round effects and other factors, are easing. Looking
ahead, an anticipated 7% increase in electricity prices
in July may slow the disinflation process before a
pronounced decline toward the end of the year, driven
by base effects and low global oil prices. We forecast
year-end inflation at 4% (BCCh: 3.8%) and 3.0% next
year (+0.1pp). The balance of risks tilts to the
downside, especially if more favorable CLP dynamics
persist. We anticipate a year-end CLP rate of 970 per
dollar, above the current spot rate of 935, based on a
narrower interest rate differential with the US and the
expectation that copper prices are overshooting ahead
of weaker global demand.

We expect that as the pace of the inflation decline
accelerates during the second half of 2025 and the
global economy shows signs of slowing, the central
bank will resume cutting rates by 2x25bps to

4.5%. We anticipate the cycle ending at 4% in early
2026. Our updated scenario of only one 25bp rate cut
by the Fed late this year (down from two) may prevent
the Board from acting in the short run. Starting to cut in
September is our base scenario, but we acknowledge
that risks tilt an earlier start.

Andrés Pérez M.
Vittorio Peretti
Andrea Tellechea Garcia
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Chile | Forecasts and Data

2020 2021 2022 2023 2024 2025F 2026F

Current Previous Current Previous

Economic Activity

Real GDP growth - % -6.1 11.3 2.2 0.5 26 2.2 2.2 2.0 1.8

Nominal GDP - USD bn 254 311 302 332 324 332 332 363 362

Population (millions) 19.5 19.7 19.8 20.0 201 20.2 20.2 20.3 20.3

Per Capita GDP - USD 13,068 15,801 15,249 16,616 16,115 16,448 16,448 17,852 17,817

Unemployment Rate - year avg 10.8 8.9 7.9 8.7 8.5 8.5 8.5 8.4 8.4
Inflation

CPIl- % 3.0 7.2 12.8 3.9 4.5 4.0 4.0 3.0 29
Interest Rate

Monetary Policy Rate - eop - % 0.50 4.00 11.25 8.25 5.00 4.50 4.50 4.00 4.00
Balance of Payments

CLP /USD - eop 711 851 851 879 996 970 970 940 940

Trade Balance - USD bn 18.9 10.3 3.6 13.8 21.0 19.0 19.0 16.0 16.0

Current Account - % GDP -1.9 -7.4 -8.8 -3.2 -1.5 -2.0 -2.0 -2.5 -2.5

Foreign Direct Investment - % GDP 4.5 4.9 6.2 5.5 3.9 4.1 4.1 4.1 4.1

International Reserves - USD bn 39.2 51.3 39.2 46.3 44 .4 46.0 46.0 48.0 48.0
Public Finances

Primary Balance - % GDP -6.3 -6.9 21 -1.6 -1.7 -1.1 -1.1 0.0 0.0

Nominal Balance - % GDP -7.3 -7.7 1.1 24 -2.8 -2.2 2.2 -1.2 -1.2

Gross Public Debt - % GDP 324 36.4 37.9 39.4 41.7 43.0 43.0 43.5 43.5

Net Public Debt - % GDP 13.3 20.2 20.5 23.2 25.8 26.5 26.5 27.0 27.0

Source: IMF, Bloomberg, BCCh, INE, Haver and Itau
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itat Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to
be reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itat Unibanco does not
make any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a
complete statement or summary of the markets or developments referred to herein. Itai Unibanco has no obligation whatsoever to update, modify or amend this
report and inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itatl Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itai Unibanco and/or any other company within its
economic group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itai’s CSCC: 0800 728 0728. Or contact us through our portal https://www.itau.com.br/atenda-
itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011 (on weekdays from 9 AM to 6 PM) or
our PO Box 67.600, S&do Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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