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Three policemen were shot dead in late April near the city of
Caiete in an apparent ambush in the worst violence to hit
southern Chile in more than a decade. The killings came a week
after a court found the leader of a militant indigenous group
guilty on terrorism charges. Following the incident, approval

of President Boric sank to 24% in early May, according to the
weekly poll by CADEM, its lowest level since he took office.

Rules reducing the weekly working week to forty-four hours
(from forty-five previously) came into force from April 26™.
Under legislation approved last year, working times will
gradually be reduced to 40 hours by April 28.

Relations between the government and the private sector have
frayed after President Boric accused business leaders of blocking
planned reforms to the tax and pension systems. Ministers

also criticized banks of slowing the economic recovery through

restrictive lending practises.

Operations at the southern port of Coronel, an important hub
for the fishing and forestry sectors, resumed in late May after a

55-day illegal strike by stevedores.

Congress has approved government legislation giving private
health insurers (known as ISAPREs) more time to return more
than US$1.2 billion in excess charges to policyholders (following
a 2022 court ruling). By giving them up to 13 years to realize

the payments, the government hopes to avoid any ISAPRE

from going bankrupt, which would place more pressure on the
strained public health system.
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Finance Minister Mario Marcel announced that the government
would send legislation to Congress by September to forgive
student debt, one of President Boric’s campaign promises.
Estimated to cost as much as US$11.3 billion, the measure was
criticized by the government’s more moderate supporters as an
expensive electoral gimmick ahead of local elections later this

year.

Economic Data

The Chilean economy expanded by 2.3% during the first three
months of the year, compared with twelve months earlier, its
fastest rate of growth in almost two years. It also marked a 1.9%
expansion (on a seasonally adjusted basis) from the final quarter
of 2023. Growth was driven by mining (up 7.0% as copper
production recovered) and some services, while the decline in
retail activity has attenuated.

However, while household consumption grew for the first time
in almost two years (by 0.6%), investment declined by 4.7%,
exceeding market expectations. Private analysts now expect
the economy to grow by 2.5% this year (up from 1.8% predicted
in March), similar to the government’s 2.7% forecast and the
Central Bank’s range of 2.0-3.0%.

Unemployment averaged 8.7% in the first three months of the
year, little changed from twelve months earlier. Although the

economy has added more than 80,000 jobs since December, this



has been less than the expansion of the workforce, especially as
people once classed as inactive return to the labour market.

After slumping in April, share prices in Chile have again rallied
to record levels driven by the rise in copper prices and a brighter
economic outlook. By May 27™, the IPSA index of thirty largest
companies listed on the Santiago Stock Exchange had reached
6,810 points, beating the historic high reached the previous

month.

The public deficit is forecast to reach 1.9% this year, down from
2.4% in 2023 (and unchanged from the previous outlook in
February).

Higher energy prices and the weak exchange rate has seen
inflation make a comeback in recent weeks. The government’s
Consumer Price Index rose 0.5% in April, as volatile energy
prices rose 1.9%. The increase lifted annual inflation to 4.0%,

up from 3.7% in March. This surge has not yet significantly
impacted inflation expectations. Analysts now see the index
ending the year at 3.8% and returning to the Central Bank’s 3.0%
target rate by late 2025, little changed from previous months.

On May 23", the board of the Central Bank voted unanimously
to reduce its benchmark interest rate by 50 basis points to 6.0%,
its lowest level in in two years. The reduction was smaller than
previous cuts, reflecting the rise in inflation so far this year.
Analysts now expect a more moderate loosening of monetary
policy during 2024, predicting that the rate will fall to 4.75% by
December, 50 bp higher than predicted three months earlier.

The Chilean peso has appreciated sharply against the US dollar,
reflecting stronger copper prices as well as changing inflation
expectations. The peso was traded as low as CLP 885/dollar
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in late May, down almost 10% from a month earlier, before
recovering above CLP goo/dollar. Future movements are likely
to depend on interest rate movements by the Central Bank and

the US Federal Reserve as well as copper prices.

The price of copper, Chile’s principal export, soared to record
levels above US$5.00/lb during early May, driven by financial
speculation as well as strong global demand and constraints on
supply following the closure of a major mine in Panama and
cuts by Chinese smelters. The Chilean Copper Commission
predicted that prices would average US$4.30/1b this year, up
from its previous forecast of US$3.85/1b.

Chile’s trade surplus reached US$8.4 billion during the first
four months of the year, up US$330 million from a year earlier.
Exports rose 1% to US$33.7 billion, as higher mineral and farm
exports offset a drop in manufactured exports. Imports fell 3% to
US$25.2 billion, reflecting a slump in imports of capital goods as
investment declines.

Business confidence has strengthened significantly since the end
of last year as inflation declines and activity recovers. However,
in April, the Monthly Business Confidence Indicator, produced
by the Adolfo Ibdfnez University and business organization
ICARE, fell 39.3 points (discounting volatile mining data), down
three points from the two-year high reached in April. This was
largely due to increased pessimism in the construction and retail
sectors.

Consumer confidence remains at historically low levels. GfK’s
Economic Perceptions Index reached 30.4 points, little changed
from the end of 2023.
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