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CHILE: IPOM closes the door for more cuts 

• The Central Bank of Chile (BCCh) published its Monetary 
Policy Report (IPOM) for 3Q17. In the report, the Central 
Bank surprisingly revised up its growth forecast for 2017 
to 1.25%-1.75% from 1.0%-1.75%, but kept its forecast 
for 2018 at 2.5%-3.5%.  

• The Central Bank revised down its inflation forecasts for 
2017 and sees lower average inflation for 2018, but kept 
its view that inflation will converge to the 3.0% target by 
end 2018. In the case of the core, it maintained its end-of-
year forecast at 2.7%, suggesting that the effects on 
inflation from the strong CLP are not expected to be long-
lasting. 

• Under these assumptions, the BCCh stated that their base 
scenario is that the Monetary Policy Rate will remain on-
hold and should start converging to neutral once the 
output gap starts to close, most likely in 2H18. 

• In our view, the IPOM closes the door for more cuts, and 
suggests that the Monetary Policy Rate will remain on 
hold at 2.50% until 2H18.  

 

 

 

 

BCCh’s Forecasts 

2017F 2018F
Previous 1.0-1.75 2.5-3.5

Revision 1.25-1.75 2.5-3.5

Previous 2.6 2.9

Revision 2.3 2.7

Previous 2.9 2.8

Revision 2.4 3.0

Previous 2.1 2.5

Revision 2.0 2.2

Previous 2.1 2.7

Revision 1.9 2.7

Previous -1.0 -1.9

Revision -1.2 -1.8

Growth (%)

Headline Inflation           
(eop, yoy%)

Current Account Deficit 
(% GDP)

Headline Inflation           
(avg, yoy%)

Core Inflation              
(avg, yoy%)

Core Inflation              
(eop, yoy%)

 
Source: BCCh. 
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Brazil Macro Compass 
The End (of the Monetary Easing Cycle) Is Near 
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What’s Going On?  

Brazil’s Central Bank cut the benchmark Selic rate to 8.25% (from 9.25%) and signaled a reduction in the pace of 
cuts for the next meeting. The Monetary Policy Committee (Copom) stated that, at this point of the cycle, a 
“moderate reduction in the magnitude of monetary easing” is adequate, and that it foresees a “gradual ending” 
for the cycle, adding the usual caveats about the evolution of the balance of risks, economic activity and inflation 
expectations. This wording is compatible with our year-end forecast (7.5%), which would imply only a 75-bp cut in the next 
meeting (on October 25) before the end of the cycle – however, there might be several interpretations for “moderate 
reduction” and “gradual ending”. Under current conditions, our forecast seems to be at the top of the range of possibilities 
for the terminal rate, but it doesn’t look, in our view, significantly less likely than a rate 50bps–100bps lower. The fine-
tuning will depend on how the scenario evolves until December. Copom also stated that current economic conditions call 
for a policy rate below its structural (neutral) level, which, by its turn, should have fallen after recent changes in the credit 
market. Our latest estimates (see our report Monetary Policy and the Last Crusade, August 30, 2017) put the neutral real 
rate in the 3.4%-5.9% range. 

August CPI inflation was released on Wednesday, again surprising to the downside. 12-month inflation came at 
2.46%, below the floor of the inflation target range (3% – 6%) and our forecast (2.56%). The main deviations from 
our estimates came from foodstuff and fuel prices (each contributed with -5bps relative to our forecast). This release adds 
a slight downward bias to our year-end forecast for 12-month inflation (at 3.8%).  

 

Upcoming Releases  

Next week’s schedule is full of economic activity indicators, which tend to present additional evidence on 
household consumption as a driver for the economic recovery. On Tuesday, July retail sales should show a 0.2% 
change from June, which should be the fourth consecutive monthly positive reading. The clear uptrend in retail, driven by 
factors such as falling inflation, also should be reflected in the performance of the services sector in July – we forecast a 
volume of services 0.5% higher relative to the previous month — data to be released on Wednesday. 

The recent growth in industrial production and the positive outlook for retail and services lead us to forecast a 0.1% 
monthly rise for the IBC-Br (GDP proxy estimated by the Central Bank) in July (+0.6% on a year-over-year basis). We 
believe that the next releases will shed light on the upward trajectory of the Brazilian GDP. 
 

Political Agenda 

Several themes evolved in Congress during the past week: the MP (decree) 777, which changes the benchmark 
rate for BNDES loans, was approved in the Senate and should be sanctioned by the President. The Joint Budget 
Committee approved new fiscal targets for both 2017 and 2018. Finally, the primary version of the Constitutional 
Amendment Proposition (PEC) 282, which deals with the electoral rules for 2018 onwards, was approved in a first round 
vote in the Lower House. In its current version, the proposition creates a national vote threshold and forbids parties from 
forming coalitions to dispute legislative elections. 

The conclusion of the vote of the PEC 282 is scheduled for the next week – several addenda to the primary version will be 
examined. It’s important to highlight that the deadline for changes in the electoral laws to be valid in the 2018 elections is 
October 6, implying a very tight schedule for changes in the Constitution that require two rounds of votes in both Houses 
of the Congress. Hence, the discussion of political reform should continue to dominate the debates in Brasília, leaving the 
fiscal consolidation plan on the back burner. 
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Most Recent Publications 

  

• Monetary Policy and the Last Crusade (August 30, 2017) 
• Unusually Low Risk Aversion Triggers a More Bullish Scenario in the Short Term (August 17, 2017) 
• Fiscal Policy: 2017-2020 Long Range Fiscal Targets (August 16, 2017) 
• Fiscal Policy: 2019 - Time to Bite the Bullet II (July 17, 2017)  
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