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LATAM Market Update  

 Chile: A corrective cut in the MPR instead of a preventative one; Next 

step would be a hike in 1Q20, but only if external risks do not 

materialize   

 

The Central Bank (CB) surprised the market and cut the MPR by 50 bp. The new 

estimate of potential GDP (+25 bp, reaching 3.4%) and the reduction in its GDP 

growth estimate for 2019 (from 3.0-4.0% to 2.75-3.5%) led the Board to recalibrate 

the necessary monetary stimulus, erasing the 50 bp increase in the MPR 

delivered between October 2018 and January 2019. This is the result of an 

inadequate previous macroeconomic evaluation about the speed of recovery, 

neutral interest rate, potential GDP and balance of risks of the external scenario. 

Probably the CB is regretting having raised the rate too early in 2018, at the 

beginning of the Trade War and few months before the new CPI basket released 

in January 2019. The good thing about this decision: it proofs there is enough 

flexibility at the Board to recognize the mistakes and not damage the recovery 

process. This decision will help make further inroads into the spare capacity. It will 

assist in accelerating job creation and achieving more assured progress towards 

the inflation target of 3%. Therefore, we do not expect new downward corrections 

in the median estimate of GDP growth for 2019 which should give some support to 

the CLP in the medium-term. 

The decision comes with the new baseline scenario. The CB forecasts 

GDP growth between 2.75% and 3.5%, with a mid-point estimate quite like our 

baseline scenario; we forecast GDP growth of 3.2% for 2019 since March 2018). 

We also forecast CPI inflation of 2.8% this year, with a significant probability of a 

negative print in June. 

Why did the Central Bank cut the MPR 50 bp instead of consecutive doses of 

25 bp? Firstly, it is a corrective movement, after the recalibration of the monetary 

impulse. Actually, the CB estimates the monetary stimulus lower than 

previously due to both a higher potential GDP (consequently, higher output-

gap) and a lower neutral MPR. Secondly, the communication of a corrective 

movement implemented with sequential cuts of 25 bp would have been 

misunderstood by the market, making it difficult for the authority to communicate 

the end of the process (terminal rate). For those reasons, the statement signals 

the next step will be to the upside, returning to a normalization path. 

Based on the previous discussion, we do not expect new cuts in the MPR unless 

the performance of the economy disappoints us. We anticipate the normalization 

process will be resumed during the first quarter of 2020, with the benchmark rate 

at 3.25% in December 2020 (previously 3.75%). 

The communiqué is pessimistic about the external scenario, reassuring the Trade 

War has had severe spillovers on other countries’ activity and on the valuation of 

stock markets, commodities and interest rates. The Central Bank 

acknowledges the important deceleration the Trade War has caused, noting the 

contraction of global trade in certain months. Even though they see an 
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improvement in global financial markets in the past days, inflation and activity remain depressed. In May’s meeting, the 

CB anticipated that several central banks around the globe had reaffirmed a more expansionary orientation of their monetary 

policy. With this, the council confirms they have taken that path. 

Can we observe new cuts? Yes, but only if the risks emerging from the external scenario become a reality. A significant fall in 

copper prices and/or relevant correction in world GDP might take the CB to cut again the rate. We do not see that as our baseline 

scenario.    
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