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Upward revisions to growth and inflation

P Inflation is expected to remain near the 5% mark during 1H25, boosted by supply shocks and indexation
pressure, before retreating to 4.1% at YE25 (10-bp upward revision). Activity has exceeded expectations
recently, leading to the upward revision of our 2025 GDP growth forecast to 2.3% (from 1.9% previously). The
slightly negative output gap is probably narrower than indicated in the December IPoM, and the inflation path
somewhat higher. We believe that keeping interest rates at the current 5% for the remainder of the year will
offset these developments. While the rates curve incorporates hikes throughout the year, we expect the policy

rate to remain unchanged for now.

End of pension chapter

A positive reform on net. Higher pensions have been
at the top of the policy priority list for some time, as
expectations of elevated replacement rates have yet to
be met. This is mostly a result of issues in the labor
market (low participation, spells of unemployment,
slowing wage growth, informality), demographics
(unchanged retirement age, longer life expectancy),
capital markets (gradual decline in returns), and the
effects of the pension fund withdrawals. The approved
reform, while far from a “first best”, is net positive
because it reflects the potential to achieve a broad
consensus on structural reforms in Congress and
validates individual savings accounts as the main pillar
of the pension system. That said, there are risks to a
broad-based change in the pension system, which
include fiscal costs, negative effects on a cyclically-weak
labor market, and implementation challenges. We
provide a more in-depth analysis in this report.

Mining boosts returns

A mining production surge in December and a sharp
uptick in commerce led to an above-consensus
growth in 2024. The economy grew 2.5% in 2024 (0.2%
in 2023), as mining rose 6.2%, reaping the benefits of
prior investment in the sector to recuperate output levels
(for details see our report here), while the flow of
consumer tourism (mainly from Argentina) has boosted
retail dynamics amid soft domestic fundamentals.
Commerce increased by 3.8% in 2024, despite a broadly
flat real domestic wage bill, as above-average real wage
growth (in response to minimum wage hikes) was met
with job destruction during 2H24.

Mining no longer a drag
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Above-expectation year-end activity raised the
carryover for 2025 by around 20 bps. Still-high
copper prices, despite trade war rumblings, and
upbeat capital goods imports suggest that the
recovery of investment this year (after two years of
decline) could exceed our prior estimate. While strong
tourism-spending from Argentina is likely to persist
this year, domestic spending is expected to remain
subdued amid lower projected real wage growth and
weak job demand, with consumer loan-borrowing
rates unlikely to drop from the current high levels.

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.


https://www.itau.com.br/itaubba-pt/analises-economicas/latam/chile-a-pension-reform-finally-sees-the-light-30012025
https://macroattachment.cloud.itau.com.br/attachments/a2b3fd29-ba2a-4eef-ba35-87af685918b0/20250211_MACRO_VISION_CHILE_Minings.pdf

Macro scenario - Chile | February17,2025

Kicking off 2025 with strong inflation

Payback from sales events in December and the
last expected double-digit electricity hike resulted
in a 1.1% MoM CPI gain in January. In annual
terms, headline inflation rose from 4.5% to 4.9%,
remaining above the 3% target since early 2021.
Core inflation, however, posted a slight decline from
4.3% to a still-high 4.2%. Core goods dropped by 0.3
pp to 3.1% YoY, while core services were stable at
5% (roughly the case since June of last year). Volatile
items rose by 1.8% MoM, leading to an annual
increase of 6.1%. Annualized headline inflation
posted a downtick in 4Q24, to 4.8%, while core
pressures dipped to 3.8% (from a peak of 5.6% in the
quarter ended in October 2024). With the bulk of
indexation pressures expected to materialize during
1H25, inflation will likely hover around 5% before
entering on a downward trajectory, due to a high
comparison base (electricity prices) and the effect of
soft domestic labor dynamics on consumption. While
business surveys have signaled a desire to pass
through a greater share of prior FX pressures to final
prices, the recent rally of the CLP and falling
employment levels may keep it at bay.

CLP rally may ease passthrough pressures
ahead
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Large fiscal miss

The structural fiscal deficit in 2024 ballooned to
3.2% of GDP, well above the official target of 1.9%
and the 2.7% reported for 2023. The miss was
primarily driven by weaker-than-expected revenues,
given that expenditures were essentially in line with
the MoF’s adjusted forecasts. The 2025 nominal
deficit forecast was revised up to 1.7% of GDP, from
1% in the October forecast and 0.3% in February
2024. The MoF estimates that gross public debt
peaked at 42.3% of GDP at the end of 2024 and will
remain at a similar level this year (42.1%), before
gradually edging down to 40.6% in 2029. In the near
term, exchange-rate dynamics and deficit financing
are likely to lead to even more debt. We expect the
MoF to announce an additional spending adjustment
of at least 0.5% of GDP in the near term, in an effort
to meet the 2025 structural deficit target of 1.1% of
GDP. In our view, the fiscal target misses in recent
years suggest that Chile should target a structural
surplus sooner rather than later, which would require
a significant fiscal adjustment on the spending side.

Central bank on hold

With higher short-term upside inflation risks, the
Board paused its easing cycle at 5% in January
and shifted the forward guidance to neutral, in
line with our view of a prolonged period of stable
rates as further data is accumulated. The pause
followed a 25-bp cut in December. The real ex-ante
rate — i.e., discounting the one-year inflation
expectation according to analysts in January (3.8%)
from the current policy rate (5.0%) — remained at
1.2%, within the BCCh's neutral range (0.5%-1.5%).
In contrast with the previous statement, the Board
eliminated the signaling of further cuts, consistent
with the higher short-term inflation risks and the rise
in medium-term inflation expectations.

While the rates curve has priced in one to two
hikes for this year, we believe that the move may
be premature for now. Breakeven CPl measures for
the two-year horizon are above the 3% target, but the
Board has continued to signal that inflationary
pressures are attributable to transitory supply shocks.
The non-mining output gap remains slightly negative.
This coupled with global protectionist measures that
would hurt Chile’s small, open economy means that
the demand-side balance of risks for inflation
continue to be tilted to the downside. The approval of
the pension reform, while positive for capital markets,
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will raise the cost of labor further and likely result in
real wage growth beneath historical rates. The swift
appreciation of the CLP in recent weeks may be
playing a role in containing the rise in survey- and
market-based inflation expectations. The March IPoM
is likely to signal a near-term rate pause before a
resumption of cuts in 2026 toward neutral nominal
levels (3.5%-4.5%). Still, authorities should bear in
mind that the failure to achieve the target for so many
years raises the risk of a persistent shift in inflation
expectations.

Analysts cool inflation outlook at the margin
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Slightly more growth and higher inflation

The higher carryover from activity and
consolidating signs of an investment recovery
this year support the upward revision of our GDP
call by 40 bps to 2.3%. The evolution of the
consumer-tourism wave will keep the balance of risks
tilted to the upside.

A modest upside inflation surprise in January and
the revision of our growth scenario add to the
inflation risks. On the other hand, the ongoing CLP
rally (CLP 960/USD), which was not our base-case
scenario (annual average of CLP 990/USD), will
offset some of the pressures previously priced in. On
a net basis, we are raising our year-end call by 10
bps to 4.1%, with the risks still tilted to the upside.

The fiscal update by authorities and the
associated macroeconomic scenario support the
upward revision of our nominal fiscal deficit by 20
bps to 2%.

For now, we expect the market and the central
bank to consolidate the view of a prolonged
period of stable rates at 5%. Given the global and
domestic volatility, as well as the considerable
uncertainties, maintaining a more cautious path (vs.
the signaling in the December meeting) is the most
efficient way to consolidate an inflation convergence
path toward the 3% target within the policy horizon.

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

2020 2021 2022 2023 2024F 2025F 2026F

Current Previous Current Previous Current Previous

Economic Activity

Real GDP growth - % -6.1 11.3 21 0.2 25 2.2 23 1.9 2.0 2.0

Nominal GDP - USD bn 254 311 303 332 312 311 321 319 355 352

Population (millions) 19.5 19.7 19.8 20.0 20.1 20.1 20.2 20.2 20.3 20.3

Per Capita GDP - USD 13,068 15,810 15,294 16,617 15,523 15,490 15,891 15,795 17,450 17,331

Unemployment Rate - year avg 10.8 8.9 7.9 8.7 8.5 - 8.5 8.5 8.2 8.2
Inflation

CPI - % 3.0 7.2 12.8 3.9 4.5 - 4.1 4.0 3.0 3.0
Interest Rate

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

CLP /USD - eop 71 851 851 879 996 - 955 955 930 930

Trade Balance - USD bn 18.9 10.3 3.7 15.3 221 - 225 21.0 18.0 18.0

Current Account - % GDP -1.9 -7.4 -8.6 -3.6 -2.3 -2.5 -2.4 -2.6 -2.9 -2.9

Foreign Direct Investment - % GDP 4.5 49 6.0 6.6 4.9 5.3 4.8 4.9 4.8 4.8

International Reserves - USD bn 39.2 51.3 39.2 46.3 44 .4 - 50.0 50.0 58.0 58.0
Public Finances

Primary Balance - % GDP -6.3 -6.9 -1.6 -0.9 -1.8 -1.9 -0.9 -0.7 0.2 0.2

Nominal Balance - % GDP -7.3 -1.7 1.1 2.4 -2.9 -3.0 -2.0 -1.8 -1.0 -1.0

Net Public Debt - % GDP 13.4 20.2 20.4 23.1 26.0 26.6 27.3 27.5 27.5 27.5

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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