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LatAm Daily | The Chilean CB will soon migrate towards
a neutral bias for rates
Enestor Dos Santos / Lorena Lechuga / Hugo Perea / Cecilia Posadas / Jorge Selaive / Carlos Serrano / Juana Téllez
  

 In Chile, the only policy option for the CB in its last MP meeting was to keep rates on hold at 3.5%,
migrating from a restrictive tone to a more neutral bias. In Brazil, GDP fell 0.3% QoQ in 1Q16, less than
expected. In Peru, inflation keeps going down and we foresee that it will continue moderating in the coming
months.

Brazil - A milder GDP contraction in 1Q16
GDP fell 0.3% QoQ in 1Q16, less than in the previous quarters (-1.3% QoQ in 4Q15, -1.6% QoQ in 3Q15,
-2.0% QoQ in 2Q15 and -1.2% QoQ in 1Q15, according to the updated figures released yesterday) and also
than expected (BBVA: -0.6% QoQ; consensus: -0.7% QoQ). Net exports contributed positively to growth
more than expected, and were the main drivers of the milder decrease of GDP in the period. 1Q16 GDP
figures are in line with our view that the intensity of the recession will decline over the year. We expect
growth to remain in negative territory in 2Q16, before stabilising in 2H16. We maintain unchanged our -3.0%
forecast for 2016 GDP, but expect the positive surprise in 1Q16 and the revisions in the growth profile over
2015, which generate a less negative carry-over effect for 2016, to prompt some upward revisions in market
forecasts for GDP this year (the consensus is currently around -3.8%). For more details about 1Q16 GDP
data and our view on it, see our Brazil Flash.

Chile - Fiscal revenues declined during April despite higher tax rates
while public expenditure accelerates
In April, fiscal expenditure accelerated to7.6% YoY, mainly driven by government consumption. Meanwhile,
fiscal revenues declined by 13.5% YoY, driven mainly by lower tax collection from mining. In this context,
fiscal revenues from private mining posted a record low since 2009 while fiscal expenditure accelerated,
although mainly due to consumption rather to public investment. Hence, the effective fiscal balance reached
the figure of 1.2% of GDP, a figure not seen since 2012. This is also paving the way towards the highest
effective deficit since 2009 (see our Chile Flash for details).

Chile - A neutral bias will come soon: rates on hold at 3.5% was the
only policy option in May’s monetary meeting
May’s minutes of the monetary policy meeting revealed strong debates in the Board in regards to the policy
bias. As we signalled some months ago, the Central bank will migrate, sooner rather than latter, towards a
neutral bias for rates (from a restrictive tone) consistent with a prolonged pause in rates. The minutes
reinforce that call, taking into account that the only relevant option for this meeting was to keep rates on hold
at 3.5%. The latter, due to still weak aggregate activity figures (a persistent period of GDP growth below
potential) and despite the fact that annual inflation remains above target. Local concerns are related to the
evidence of increasing labour market slack, which could be detrimental to a healthy recovery of private
consumption. Finally, the migration to a neutral bias increases the likelihood of a scenario with higher
monetary stimulus during next year (see our Chile Flash for details).  
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Peru - Inflation keeps falling
The consumer price index rose 0.21% in May. During the month, there were upward pressures on prices
arising from the higher exchange rate, the increase in the cigarette excise tax, and higher oil prices. As a
result, YoY inflation kept going down, from 3.9% in April to 3.5%. We foresee that it will continue moderating
in the coming months, although at a slower pace, on the back of a normalisation in food prices (as El Niño
weather phenomenon wanes) and a more subdued YoY FX depreciation rate; these will be more clear in the
last quarter of the year. (See our Peru Flash in Spanish for more details).

What to watch today
Brazil - Industrial production (April, 08:00hrs NYT)
We expect industrial output to decrease around 0.5% MoM in April, erasing part of the 1.4% expansion
recorded in March and reinforcing our view that economic activity will contract again in 2Q16.

Colombia - Civil engineering works (1Q16, 15:00hrs NYT)
We expect civil works to have fallen 5.6% YoY. This year, 2016, is the first annual period of the regional and
local governments, characterised by a low execution of investment plans. Also, the decrease in mining
royalties, due to low oil prices, affected the budget of the regional infrastructures. All in all, civil works should
produce the sharpest negative contribution to GDP growth for the first quarter, to be released on June 3.
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Calendar indicators

Source: Bloomberg and BBVA Research
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Most recent Latam reports
Date Description 
06.01.2016 Peru: Inflation keeps falling... (In Spanish)
06.01.2016 Mexico: Remittances grow 8.3% in April with a 2,173.4 md (In Spanish)
06.01.2016 Chile: Minutes of May's monetary policy meeting: keep rates on hold was the onl

y option (In Spanish)
06.01.2016 Brazil: A milder GDP contraction in 1Q16
05.31.2016 Chile: Unemployment rate rises to 6.4%, less than expected by the consensus

 (In Spanish)
05.30.2016 Chile: CPI should come up at 0.3% MoM (4.3% YoY) (In Spanish)
05.30.2016 Mexico: Renewal and increase of the flexible credit line by the IMF: a positive me

asure (In Spanish)
05.30.2016 Chile: Imacec should increase below 1.5% in April despite the favorable performa

nce of trade (In Spanish)
05.27.2016 Colombia: BanRep increased its monetary policy rate up to 7.25% (In Spanish)
05.27.2016 Latin America Outlook. Second Quarter 2016 (In Spanish)
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https://www.bbvaresearch.com/publicaciones/chile-imacec-de-abril-creceria-bajo-15-aa-pese-a-favorable-desempeno-del-comercio/
https://www.bbvaresearch.com/publicaciones/colombia-banrep-incrementa-su-tasa-de-intervencion-a-725/
https://www.bbvaresearch.com/public-compuesta/situacion-latinoamerica-segundo-trimestre-2016/
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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