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Big Jump in Copper Output Drives Chilean Growth in Q1-2018
Mining output was a very important factor in Chile’s first quarter economic growth. However, the non-mining
economy was also an important contributor to the country’s economic performance during the quarter.

Meanwhile, on the demand side, personal consumption expenditures
increased 3.9 percent compared to a year earlier, while government
consumption increased 2.7 percent. The even better news during Q1-2018
was that gross fixed capital formation increased by a strong 3.6 percent year
over year (middle graph), with the ailing construction industry contributing
for the first time in almost two years. Gross fixed capital formation in
construction increased 2.0 percent year over year, the first year-earlier
increase since Q1-2016.
Clearly, higher copper output meant higher exports of goods and services,
and this was reflected in the GDP numbers (bottom graph). Exports of goods
and services surged 7.2 percent year over year, while imports of goods and
services increased 6.1 percent. Chile remains a net importer of consumer as
well as of capital goods used in production.
Brighter Times Ahead on Better Expectations
Perhaps our only question is whether this recovery is sustainable. The short
answer is, probably yes, but it will depend on the mining economy remaining
strong during the rest of the year. The positive news is that global economic
growth continues to push ahead and commodity prices have increased
considerably over the past several months.
Furthermore, it is also clear that the presidential elections last year changed
expectations on the ability of the country’s economy to achieve higher growth
rates in the future. That is, after several years of below average expectations,
the change in command seems to have helped convince economic actors that
higher growth rates are possible. However, it is clear that the Chilean
economy depends on a continuation of global growth; thus, the whims of the
Chilean economy will depend on the whims of the global economy.
For now, those whims point to better times ahead for the Chilean economy
in a global economy trying to discern how to cope with the risks associated
with discussions of a potential trade war.

Source: IHS Markit and Wells Fargo Securities
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Copper Output Is Back, Chilean Economy is Back
The Chilean economy grew a more-than-expected 4.2 percent in Q1-2018,
compared to a year earlier, and by a strong 1.2 percent sequentially after an
upwardly revised Q4-2017 result, to 0.7 percent from 0.6 percent
(top graph). Mining GDP surged 19.3 percent year over year and 0.7 percent
sequentially, while non-mining GDP grew 3.1 percent year over year and
1.1 percent sequentially. Mining GDP represents about 9 to 10 percent of the
economy and normally delivers strong multiplier effects across the economy.
It is also true that the low base of comparison, that is, Q1-2017, was an
important factor in the strength of mining output in Q1-2018. Mining output
declined 17.4 percent in Q1-2017 versus a year earlier. Thus, the 19.3 percent
increase in mining output in Q1-2018 was welcomed news to such an
important sector of the economy.
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