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2015 Budget: Initial reactions

The 2015 Budget, which was sent to Congress yesterday, provides for a significant expansion in public
spending next year, close to a real 8% just as we anticipated a few weeks ago (link to report). Although
9.8% is mentioned as the rate of spending expansion for next year, we should clarify that this figure compares
the 2015 Law with the 2014 Law; nevertheless, the spending forecast for the current year is higher than that in
the law — partly because of the expenses associated with the post-earthquake reconstruction in the north and
the fire in Valparaiso — and as such, in fact the increased spending (compared to the forecast for this year) will
be closer to 8%. It is this latter figure which has an important macro impact. In any event it is a high rate
of growth, the biggest since 2009, but not a surprising one, given that it fits perfectly into the context of
the fiscal rule.

Compliance with the 2014 spending forecast will require a greater effort in the last months of the year than has
been made up to now in the area of execution, particularly in public-sector investment (link to report). We cannot
rule out a more structural slowdown in spending capacity in public-sector investment, which will make it difficult
to be precise about this component of spending for next year.

The 2015 Budget is countercyclical for a number of reasons: the magnitude of the increase in spending,
the high component of public investment it contains and the fact that a start is not being made during
2015 on convergence toward structural balance. The definition of countercyclical, in fact, has various
dimensions which we believe this budget satisfies. First, increased spending, close to a real 8%, will exceed by a
long chalk the aggregate growth of economic activity, which we estimate at around 3.5%. Second, the fact that
expenditure relies essentially on increased public-sector investment (a real rate of 27.5% comparing budget law
with budget law) and depends less on current expenditure, means that it will be less difficult to withdraw the
stimulus when economic conditions improve. Third, the figures published so far are consistent with a
structural deficit goal of 1.1% of GDP and, as such, convergence towards structural balance will not start in
2015, but will be postponed until 2016 at least.

The budget ask authorization for debt issuances of USD7.5bn, for which reason we believe assets will
have to be liquidated for a figure close to USD3bn, putting more pressure on the CLP to appreciate, as
we have been “rabbiting on about” for some time. The government must define the composition of these
issues, between national and external debt, although BBVA Research believes that a foreign issue could be a
sound alternative, in the current financial conditions. Given our estimate of effective fiscal deficit for next year
(close to 2% of GDP - USD6bn), the maturities due next year and the issue of recognition bonds and at some
point additional capitalisations for Codelco, we estimate that the funding needs for next year will be between
USD10-11bn in our baseline scenario, implying that the issues announced will not be enough and it will be
necessary to have recourse to asset liquidation. Obviously, in a risk scenario in which the economy grows
below our baseline scenario (3.5%) or in which the copper price shows more severe falls, financing
needs — and, ergo, asset liguidation — will be greater. On the other hand, there is a risk that the revenue
associated with the tax reform does not reach the amount forecast in the Financial Report, which would imply
that the expenditure which has been committed to will have to be funded with additional asset liquidations.


https://www.bbvaresearch.com/wp-content/uploads/2014/09/Chile_Emisiones_septiembre_2014_eng.pdf
https://www.bbvaresearch.com/en/publicaciones/chile-slow-fiscal-execution-creates-a-risk-that-projections-for-public-spending-over-the-year-will-not-be-met/
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by
Banco Bilbao Vizcaya Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information
regarding the date of issue of the report and are subject to changes without prior notice. BBVA is not liable for giving notice of
such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities
or other instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any
contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to
which it refers may not be appropriate for them due to their specific investment goals, financial positions or risk
profiles, as these have not been taken into account to prepare this report. Therefore, investors should make their own
investment decisions considering the said circumstances and obtaining such specialized advice as may be necessary. The
contents of this document is based upon information available to the public that has been obtained from sources considered
to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any
direct or indirect losses arising from the use of the document or its contents. Investors should note that the past performance
of securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of
investors. Investors should be aware that they could even face a loss of their investment. Transactions in futures,
options and securities or high-yield securities can involve high risks and are not appropriate for every investor.
Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in
such circumstances; investors may be required to pay more money to support those losses. Thus, before
undertaking any transaction with these instruments, investors should be aware of their operation, as well as the
rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that
secondary markets for the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the
securities or instruments referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for
their own account or for third-party account in those securities, provide consulting or other services to the issuer of the
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees,
or may have interests or perform transactions in those securities or instruments or related investments before or after the
publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or
any of its affiliates’ proprietary trading and investing businesses may make investment decisions that are inconsistent with
the recommendations expressed herein. No part of this document may be (i) copied, photocopied or duplicated by any other
form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may be copied,
conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its
distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to
investments falling within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as
amended, the “financial promotion order”), (ii) are persons falling within article 49(2) (a) to (d) (*high net worth companies,
unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation or inducement
to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may
otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is
directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any
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investment or investment activity to which this document relates is available only to relevant persons and will be engaged in
only with relevant persons. The remuneration system concerning the analyst/s author/s of this report is based on multiple
criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn,
include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based
on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other
regulations, includes rules to prevent and avoid conflicts of interests with the ratings given, including information
barriers. The BBVA Group Code of Conduct for Security Market Operations is available for reference at the following
web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered
with the Bank of Spain with number 0182.



