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Monetary Policy in Colombia

The Central Bank of Colombia (Banco de la Repiiblica) is required by the Constitu-
tion to maintain the purchasing power of Colombia’s currency in coordination with
general economic policy. In order to fulfill this mandate, the Central Bank of Colom-
bia’s Board of Directors (hereafter BDBR) has adopted a flexible inflation-targeting
scheme, by which monetary policy actions (MP) seek to lead inflation to a specific
target and achieve maximum levels of sustainable output and employment.

The flexibility of this scheme allows the BDBR to maintain an adequate balance
between reaching its inflation target and smoothing output and employment
fluctuations around their sustainable growth paths. The BDBR has set a 3% in-
flation target based on annual change in the consumer price index (CPI). In the
short term, inflation may be affected by factors outside of monetary policy con-
trol, such as changes in food prices due to climate-related phenomena. To fac-
tor in this reality, the BDBR has also set a +1 percentage point range outside its
inflation target (i.e., 3.0 £ 1 pp). This range does not represent a monetary policy
target, but rather reflects the fact that inflation can fluctuate around the target
and will not always be equal to 3%.

The main the BDBR uses to control is the policy interest rate (overnight repo
rate, or benchmark interest rate). Given that monetary policy actions take time
to have their full effect on the economy and inflation?, the BDBR assesses the
inflation forecast and inflation expectations vis-a-vis the inflation target, as well
as the current situation and outlook of the economy, in order to determine their
value.

The BDBR meets once a month, producing monetary policy decisions in eight
of its meetings (January, March, April, June, July, September, October, and De-
cember). In principle, no such decisions are made in the BDBR’s four remaining
meetings (February, May, August, and November)?. At the end of the meetings in
which monetary policy decisions are produced, a press release is published and
a press conference held by the Governor of the Central Bank and the Minister of
Finance. The minutes of the meeting describing the positions that led the BDBR
to its decision are published on the following business day. Additionally, the
Monetary Policy Report (MPR)“, produced by the Central Bank’s technical staff,
is published in January, April, July, and October, together with the minutes. On
the Wednesday of the week following the Board meeting, the Governor clarifies
concerns about the minutes, and the Bank’s Deputy Technical Governor pres-
ents the MPR. This dissemination scheme® seeks to deliver relevant and up-to-
date information to contribute to better decision-making by the agents of the
economy.

1 Political Constitution of Colombia (1991), Article 373 and Decision C-481/99 of the Cons-
titutional Court.

2 For further details, see M. Jalil and L. Mahadeva (2010). “Transmission Mechanisms of
Monetary Policy in Colombia”, Universidad Externado de Colombia, Faculty of Finance,
Government, and International Relations, ed. 1, vol. 1, no. 69, October.

3 ABoard Member may request an extraordinary meeting at any time to make MP decisions.

4 Formerly known as the Inflation Report.

5 The current communication scheme was approved by the BDBR in its August 2019 mee-
ting.
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01 / Summary

11 Macroeconomic Summary

The magnitude and duration of the global recession expected as a result of the
COVID-19 pandemic is uncertain, as is the recovery rate in 2021. Lockdowns and
the temporary closure of foreign and domestic markets as a means of dealing
with COVID-19 have led to significant declines in global economic indicators, in-
cluding in Colombia. The shutdown has brought, in the short run, the simultane-
ous collapse of both supply and demand, and led to significant uncertainty over
price behavior, the size of expected production declines, and levels of excess
production in world economies. The nature of an eventual recovery will depend
on still more uncertainties, including over the duration of the pandemic and the
possibility of new waves of contagion; the fiscal space available to confront the
crisis; the flexibility of labor markets and the degree to which they are impaired by
the pandemic; access to foreign sources of financing and capital flows; and other
factors. This uncertainty has led to wide variance in projections among interna-
tional economic analysts. As more information has become available, projections
for global economic output in 2020 have grown more pessimistic, and recovery in
2021 has become more uncertain.

Low, highly volatile oil prices reflect another negative shock and source of un-
certainty for the Colombian economy. An agreement between the world’s major
oil-producing countries to limit supply has so far not been enough to offset the
observed and expected fall in demand for this commodity resulting from COVID-19.
Prices remain at historic lows, marked by significant volatility, and the International
Energy Agency and other market analysts forecast a slow recovery for crude prices.

The negative effects of COVID-19, and the economic policy response required to
address the pandemic, are without precedent in Colombian history. In addition to
the impact of international oil prices, the pandemic has added an unusual degree
of uncertainty to measuring and forecasting economic performance. As a result,
this report offers a range of values, rather than point estimates, for projections
related to growth, excess production capacity, and inflation. As mentioned above,
temporary market closures have generated significant uncertainty over price be-
havior and the size of expected output declines. The potential for pandemic con-
ditions to persist adds an additional degree of difficulty to forecasting labor mar-
ket and investment deterioration, among other factors, and increases uncertainty
surrounding projections of potential output and excess production capacity. Given
these conditions, and the fact that there are no historical data that account for
a dual shock of the kind currently facing the Colombian economy, conventional
forecasting methods may provide skewed, unreliable results. Goods, factor and fi-
nancial markets cannot be expected to behave normally, at least for the time be-
ing. As a result, the projection exercise for this report was based on scenarios and
simulations provided by static and dynamic models, which served as the basis for
defining the value ranges presented for economic growth, the output gap, inflation,
and the main assumptions about international economic variables in 2020. Broad
levels of uncertainty make it difficult to assign probabilities for given scenarios,
thus the projections do not include specific central forecast values for the variables
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in question, nor does this report provide a projection of their respective quarterly
trajectories.

The dual shocks of COVID-19 and the fall in oil prices below levels registered in
2014-2015 will have a significant, negative impact on aggregate demand and ag-
gregate supply. The effects of the pandemic have also led to significant declines
in external and tax revenue, and put strong pressures on public spending. Given
these conditions, sovereign risk premiums have risen, the Colombian peso has de-
preciated, and long-term interest rates on domestic public debt have increased.
All of these represent unprecedented challenges for the Central Bank on the mon-
etary and foreign exchange policy fronts, and for the National Government on the
health, fiscal, and social policy fronts.

The Central Bank'’s initial steps in response to the pandemic have been aimed at
providing necessary liquidity for the economy and the financial system, and en-
suring the proper functioning of foreign exchange and public debt markets. Firms
face cash-flow difficulties as a result of temporary business closures, which could
hinder their ability to meet financial obligations and maintain employment. Many
households also face difficulty in paying for utilities, rent, and other obligations.
In response, the Central Bank in March and April took extraordinary steps to guar-
antee liquidity for economic agents, ensuring access to savings sources and pro-
viding the financial system with the resources needed to finance firms and house-
holds alike. At the same time, the Bank’s policy measures have sought to stabilize
exchange and public and private debt markets, which have been badly affected
by the dual shocks of the pandemic and oil price behavior. The proper functioning
of public and private debt markets is essential for the transmission of monetary
policy on economic activity and inflation because these markets serve as refer-
ence points for the cost of money and credit. These, in turn, are key indicators in
determining values for securities that serve as collateral and investment portfo-
lios. Stabilizing the foreign exchange market against temporary movements that
are not associated with fundamental economic factors is important in minimizing
unnecessary currency pressures on domestic prices and preserving confidence
in the currency itself. An adequate supply of credit is also essential for mone-
tary policy to have an effect on economic behavior, and to mitigate the impact
of macroeconomic shocks on the country. The Bank has, to this point, increased
money amounts, maturities, and the number of eligible counterparties, as well as
collateral types in its temporary liquidity operations (repos). The Bank has also
made permanent purchases of public and private debt securities, reduced reserve
requirements, and intervened in exchange rate derivatives markets to guarantee
both access to hedges and proper price formation. Additionally, in its March 2020
meeting, the Central Bank’s Board of Directors (BDBR) reduced its benchmark in-
terest rate by 50 bp, to 3.75%.

Under current conditions, it is highly likely that foreign demand relevant to the
Colombian economy will contract significantly in 2020, and recover slowly in 2021.
Oil prices should then recover as well, but only to levels below those registered
in 2019, due to continued weakness in global demand. Quarterly GDP growth fig-
ures for China (-6.8%) and the United States (0.3%) released this month point to
the scale of the economic impact of the pandemic. Several of Colombia’s main
trading partners in the region, including Ecuador and Brazil, have been signifi-
cantly affected, alongside European countries such as Italy, Spain, and the United
Kingdom. Given these circumstances, average output in 2020 among Colombia’s
trade partners is expected to fall significantly (between -4% and -9%). Recovery in
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2021 is expected to be slow, reaching levels below those registered in 2019. Mean-
while, despite agreements by major oil-producing countries to limit supply, crude
oil demand is expected to remain significantly suppressed, with prices recovering
slowly to below 2019 levels (between $25 USD and $45 USD per barrel in 2020).
The United States and other developed economies are expected to maintain a
broadly expansive monetary policy stance for the next several years. As a result
of the weakening of labor markets, expected inflation below target rates, and the
persistence of excess production capacity, central banks in developed economies
are expected to maintain interest rates near zero, together with ample liquidity
that will be reflected in the expansion of their balance sheets. Expected increases
in public spending in these countries as a response to the COVID-19 pandemic will
significantly increase public debt relative to output.

Oil-exporting emerging economies and remittance recipients, such as Colombia,
could experience persistent upward pressures on sovereign risk premiums, the
exchange rate, and the cost of external financing. COVID-19 is expected to produce
a significant drop in foreign demand, along with low oil prices and a reduction in
remittance receipts from workers abroad. These reductions in external income
come alongside an increase in public debt resulting from the response to the
pandemic and efforts to boost the economy. For Colombia, this will generate up-
ward pressure on sovereign risk premiums, the cost of international financing,
and the exchange rate. Even as global liquidity has increased as a result of central
bank activity in developed economies, the effects of the pandemic and uncer-
tainty over its duration have led to capital flows out of the country and increased
financing costs for the Colombian economy, which in recent years has accumulat-
ed external imbalances as a result of dynamic private demand. This uncertainty
is amplified by the potential interplay between oil price behavior, capital flows,
and the sovereign risk premium. This represents a significant risk in the macro-
economic forecast. Further tightening of international financing conditions could
create significant pressure on Colombia’s currency.

The size and persistence of the decline in Colombia’s economic output for 2020, as
well the speed of an eventual recovery, remain uncertain and will depend on a va-
riety of factors. The impact of COVID-19 and the efforts to slow its propagation will
lead to a decline in economic activity, with outsize effects on sectors such as tourism,
transportation, entertainment, other services, and the manufacture of some dura-
ble goods. The initial stages of the pandemic led to mandatory closures in various
sectors (some services and durable goods) and a temporary increase in demand for
some items deemed essential for dealing with the virus (non-durable and semi-du-
rable consumer goods). Some interruptions in supply and increases in prices of raw
materials and services required for production may also occur. The full degree of
deterioration of labor markets and investment remains unclear, as does the impact
of these factors on the potential output of the economy. As mentioned above, cur-
rent conditions have led the Bank’s technical staff to use static simulations in their
projections, taking into account the possible effects of closures and lockdowns on
different sectors of the economy as well as possible trajectories for recovery. These
were complemented with simulations using dynamic macroeconomic models and the
judgment of the technical staff itself. The results of these exercises suggest that Co-
lombia’s economic growth in 2020 will be somewhere between -2% and -7%. These
projections are subject to various sources of uncertainty, including infection rates
of the virus and any additional fiscal and health policy measures taken by the gov-
ernment that could affect economic activity, to the extent that repeated shocks can
produce proportionally greater effects on investment and firms’ demand for labor.

13
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The output gap, which prior to COVID-19 was estimated to be slightly in negative
territory, is expected to widen. However, there remains considerable uncertainty
regarding the degree of excess capacity relevant to monetary policymaking. The
economic shock of COVID-19 will affect both demand and supply, as home quaran-
tines and the temporary closure of businesses reduce consumption and produc-
tion of a variety of goods and services. In the longer term, the closure of certain
economic sectors could have enduring adverse effects on consumer confidence,
consumption habits, and decisions about investment made by firms, as well as on
their overall financial health and that of the labor market. Colombia’s output gap
is expected to grow more negative as a result. That said, significant uncertainty
remains regarding the magnitude and persistence of these effects, which in turn
is reflected in uncertainty regarding the measurement and evolution of the econ-
omy'’s excess capacity. Based on the scenarios examined by the technical staff and
the previously mentioned expected range of economic growth, Colombia’s output
gap is expected to be between -3% and -7% on average for 2020.

Weak demand and excess production capacity should push inflation to levels be-
low or equal to the 3% target rate through 2020 and 2021. In the second quarter
of the year, limited business transactions in a variety of sectors and government
subsidies for public services have created uncertainty over measurements for
several baskets in the consumer price index (CPI). Weak aggregate demand and
excess production capacity are expected to lead core inflation (excluding food
or regulated items) closer to 2% than to 3% by the end of the year, in a scenario
that would not exhibit additional inflationary pressures from currency deprecia-
tion. This is explained primarily by the expected behavior of non-tradable goods,
the annual variation of which could fall substantially. The pass-through effect of
observed peso depreciation on prices of tradable goods and services would be
low, in part due to the weakness of demand, and because of smaller adjustments
in international prices and significantly reduced sales margins. Nevertheless, the
change in prices for this sub-basket of the CPI will depend on the future perfor-
mance of the exchange rate and, in particular, international financing conditions.
Significant deceleration in the CPI for regulated items is expected to keep annual
adjustments below 2%, a consequence of larger expected falls in the price of gas-
oline and fuel derivatives, and smaller price increases in transportation. Ample
food supply and weak demand for food away from home will contribute to a lower
rate of increase in the CPI for food, which is expected to be around 3% at the end
of the year. Some components of prices for food and regulated items, however,
could be affected by additional downward pressure on the peso. Given the above,
annual inflation is expected to end the year between 1% and 3%, converging to-
ward the target rate in 2021.

The nature of the shocks currently affecting the economy complicates the trans-
mission of monetary policy. The effect of changes to monetary policy on econom-
ic activity and inflation presuppose the proper functioning of the credit market,
as well as consumption and investment behavior that is sensitive to variations in
the cost of money and credit. Both assumptions may be seriously disrupted by
current economic conditions. On one hand, the context of high uncertainty over
economic activity, both now and in the future, may restrict the capacity and will-
ingness of financial intermediaries to offer loans. This is why the most important
short-term economic policy steps taken thus far have been to provide adequate
liquidity to financial services firms and to offer state guarantees on new loans. On
the other hand, given quarantines and the closure of certain economic sectors,
the responsiveness of consumption (especially of durable goods) and investment
to reductions in interest rates may be significantly limited. In these conditions,
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Graph 11
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the potential for interest rate cuts to stimulate eco-
nomic activity will be greater once the gradual nor-
malization of goods and credit markets begins. In the
interim, reductions in the interest rate will relieve fi-
nancial burdens on debtors holding credit at variable
interest rates, and those drawing loans going forward.

1.2 Monetary Policy Decision

The Central Bank of Colombia’s Board of Directors
(BDBR) unanimously decided to lower its policy rate
by 50 bp in both its March and April 2020 meetings.
The overall reduction of 100 bp leaves the current in-
terest rate at 3.25% (Graph 1.1).
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Graph 21

Labor Market Indicators and Consumer Confidence for

Selected Advanced Economies
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Euro zone average (right axis)

2.1 International Outlook

Global economic conditions have deteriorated signifi-
cantly as a result of COVID-19, and the magnitude and
likely duration of the shock to world economies remain
uncertain. The international economic outlook has suf-
fered a drastic and unexpected deterioration since this
report was last published. The rapid spread of COVID-19,
and the social distancing measures put in place to con-
tain it, have caused significant disruptions to the inter-
national economic system performance and financial
markets. The International Monetary Fund (IMF) has
forecast a global recession of unprecedented scale, evi-
dence for which is already apparent in recent measure-
ments of economic activity. Meanwhile, the World Trade
Organization (WTO) expects trade in goods to decline,
the World Bank projects a reduction in remittances, and
the World Tourism Organization forecasts a contraction
in global tourism. The Institute of International Finance
(IIF) forecasts a decline in capital flows to emerging
markets to persist through the course of the year. In-
ternational prices for basic goods are expected to fall,
while financial market conditions will likely deteriorate,
leading to greater volatility and higher risk premiums.
Policymakers around the world have responded to this
crisis with emergency measures, many of which include
significant stimulus packages intended to mitigate the
negative effects of the pandemic.

2.1.1 Foreign Demand

Recent economic indicators suggest that developed
economies are heading toward an unprecedented reces-
sion. The rapid spread of the coronavirus prompted the
United States and the euro zone to close borders and
implement social distancing measures in March. Restric-
tions on mobility, high levels of economic uncertainty,
and lost or reduced income from rising unemployment
have all affected private consumption. The U.S. unem-
ployment rate in March rose to 4.4% and the initial job-
less claims was 27 million between the beginning of the
month and April 17" (Graph 21, Panel A). Consumer ex-
pectations have deteriorated as well, (Graph 21, Panel
B) with individuals making fewer trips to their places of

1 At publication, unemployment insurance claims had reached 30.8 million
from the beginning of March to 25 April.



Graph 2.2

Purchasing Manager’s Index (PMI) for the United States,
China, and the Euro Zone
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Graph 2.3
U.S. Weekly Economic Indicator
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Graph 2.4
Mobility Reports, Selected Countries
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Macroeconomic Forecasts and Risk Analysis

work and shopping (Graph 2.4). Private investment has
been affected by a fall in production and weak expecta-
tions among business owners. Business conditions indi-
cator in the services and manufacturing sectors have de-
teriorated in both the U.S. and the euro zone (Graph 2.2).
These effects on aggregate demand have coincided with
supply shocks caused by the shutdown of factories and
businesses, which in turn has led to a loss of production,
broken supply chains, and increased unemployment.
First-quarter GDP in the U.S. fell at an annualized rate of
4.8%.% All of these trends may continue while mass quar-
antine measures remain in place. The U.S. Weekly Eco-
nomic Index (WEI), for example, has continued to decline
even after significant fall at the end of March (Graph 2.3),
due in part to impacts on the labor market, a reduction
in retail sales, and the collapse of consumer confidence.

First-quarter GDP in China, where the first outbreak of
COVID-19 was reported, fell by 6.8% at an annualized
rate, the worst performance in the country’s recent
history. According to official Chinese information, this
country has contained thanks to strict social distancing
measures, which have considerably reduced the num-
ber of new cases and deaths in the last month. This has
allowed the country to reopen some markets. Business
conditions improved in March (Graph 2.2) and some indi-
cators suggest less deterioration of the economy (Graph
2.5). That said, economic activity remains far below
pre-outbreak levels, suggesting the negative effects of
COVID-19 will persist. China is also facing highly unfavor-
able external economic conditions, amid a world eco-
nomic recession and the risk of new waves of infection.

Colombia’s trade partners in Latin America will experi-
ence significant economic contraction due to the shocks
of COVID-19. As with the rest of the world, social distanc-
ing and mobility restrictions (Graph 2.4) have taken a toll
on the economic performance of Colombia’s regional
trade partners. Latin America faces a particularly com-
plex set of challenges, as international prices for many
of the region’s raw materials exports, especially oil, have
fallen (Graph 2.6). Reduced foreign demand will also af-
fect the export of industrial goods, and restrictions on
air travel will lead to a contraction in activities related
to tourism. Countries that receive significant remittances
from workers abroad will also find their external revenue
affected, as quarantines and rising unemployment rates
in migrants’ countries of residence limit their ability to
send money home. Despite ample global liquidity, a gen-
eralized increase in risk premiums, higher interest rates
on foreign debt, and a reduction of capital flows may

2 At publication, euro zone GDP was projected to have contracted in the
first quarter of 2020 at a 14.4% annualized quarterly rate.
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Graph 2.5
Chinese Economic Activity Indicators
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Graph 2.6
Prices of Exports of Commodities for Selected Latin
American Countries
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Graph 2.7
Trade Partners Assumed Annual Growth
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continue to hinder international financing conditions for
emerging markets (Graph 2.11).

Real annualized GDP growth among Colombia’s trade
partners is expected to be between -4% and -9%, with
some partial recovery expected in 2021(Graph 2.7). There
continues to be a high degree of uncertainty surrounding
the likely effects of the pandemic on global economic
growth. Any additional waves of contagion or, converse-
ly, the development of a vaccine will be crucial factors in
the duration and intensity of the global crisis. Countries’
responses to the pandemic, both in health policy and
economic terms, will have a significant impact in their
respective recoveries. With economic activity weakening,
central banks in advanced economies have reduced in-
terest rates and adopted extraordinary measures to ex-
pand liquidity, improve the flow of credit to businesses
and consumers, and ensure financial stability. Monetary
authorities in Latin America have also lowered interest
rates and used diverse policy instruments to provide
more liquidity to markets. Fiscal measures adopted by
governments include tax rebates, subsidies, loans and
credit guarantees, as well as increases in public health
spending. In several of the countries analyzed for this
report, high existing debt levels and a fall in fiscal reve-
nues could limit space to take on additional public debt.
In this report, the sharpest drop in external demand
is expected to occur in the second quarter, recovering
slowly on the assumption that the public health emer-
gency will begin to subside, fiscal and monetary policy
measures will take effect, and domestic and internation-
al markets will begin to reopen.

21.2 Developments in International Prices

Low, highly volatile oil prices reflect another nega-
tive shock and source of uncertainty for the Colombi-
an economy. International oil prices have undergone a
sharp, accelerated, and unanticipated decline in recent
months. From March-April Brent crude averaged USD
$30.30/bl and hit a low of USD $19.30/bl, while WTI pric-
es fell to negative territory (Graph 2.8). This constituted
one of the most drastic oil price declines in history, and
reflected significant excess supply in the market (Graph
2.9) as the result of low levels of observed and project-
ed global economic activity, and of the social distancing
measures to respond to the pandemic, resulting in sig-
nificant reductions in general mobility and air travel. The
Organization of Petroleum Exporting Countries (OPEC)
and other countries are expected to cut production.

3 The agreement cuts production by 9.7 million bpd for two months, 7.7
million bpd in the second half of 2020, and 5.8 million bpd in 2021.
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Reduced extraction rates in the United States and else-
where should also reduce supply. Still, at least in the
short term, analysts and market agents have signaled
that these reductions will be insufficient to completely
offset the glut. Excess supply has increased just invento-
ry and sounded alarms over global storage capacity and
the possibility of still more saturation. Average Brent
prices are thus expected to remain below levels ob-
served in 2019, at a range between USD $25 and USD $45
per barrel (Graph 2.10). The negative shock on oil prices
is expected to be temporary, recovering slowly through
the year.

Inflation in advanced economies on the forecast hori-
zon is expected to remain below target rates, given per-
sistent excess production capacity, lower labor costs,
and reductions in raw materials prices. Annual inflation
in the United States and the euro zone decreased in
March from the previous month, falling from 2.3% to 1.5%
and 1.2% to 0.7%, respectively. Core inflation fell over the
same period, from 2.4% to 21%, and 1.2% to 1%. Inflation
expectations for 2020 and 2021, based on both analyst
surveys and market information, have fallen, suggest-
ing a lack of inflationary pressures in those countries.
These expectations are in line with forecasts of global
economic recession, low oil prices, significant increases
in unemployment, and reductions or minor increases in
salary costs.

Colombia’s terms of trade are expected to weaken in
2020. Falling dollar prices on total exports (7.5%), espe-
cially in mining, led to a decline in Colombia’s terms of
trade of 4.2% annually from January-February. This was
partially offset by lower prices on total imports (3.5%),
in particular for intermediate goods. Given the weak-
ness of international demand for commodities, exports
of some basic goods are expected to remain below lev-
els observed in 2019, which would affect the implicit
price of the country’s exports. This effect will be offset,
in part, by a fall in the price of imports due to the glob-
al economic recession. The expected result is an annual
decline in the terms of trade of at least 10.0%, with a
negative impact on revenues. Uncertainty surrounding
this projection is high, and will depend on the behavior
of international prices for imported goods.
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2.1.3 Developments in International Finance

Global risk and the demand for safer assets increased
in the first quarter of 2020, as stock indices fell and
emerging economies experienced capital flight. Finan-
cial volatility measured by the CBOE Volatility Index (VIX)
increased 118% compared to the previous quarter, and
in March surpassed historic highs registered during the
2008 financial crisis. Sovereign bond yields in advanced
economies reflected higher demand for safer assets,
and fell in the first quarter. Especially in March, emerg-
ing economies experienced net outflows of foreign in-
vestment (Graph 2.11). These outflows were concentrated
primarily in the equity market and in the emerging Asian
and Latin American regions. For 2020, the IIF projects a
decline in gross capital inflows to emerging markets. Co-
lombia is expected to maintain access to international
financing, though increased cost volatility is possible.

The Federal Reserve is expected to keep interest rates
between 0.0% and 0.25% for the remainder of 2020
(Graph 2.12). In extraordinary meetings on March 3 and
March 18, the Federal Open Market Committee (FOMC) re-
duced its benchmark interest rate by 150 bp, to a techni-
cal minimum between 0.0% and 0.25%. These decisions
were made in light of the risks represented by COVID-19
on economic activity in the U.S., and the deterioration of
financial and economic conditions worldwide. Changes
in the Fed’s interest rate are not expected for the rest
of the year, in line with information from futures mar-
kets and analyst projections. The Fed has also taken
measures to provide liquidity, including moves directed
at non-financial corporations (Commercial Paper Fund-
ing Facility), money market funds (Money Market Mutu-
al Fund Liquidity) and primary agents (Primary Dealer
Credit Facility), with the purpose of supporting the flow
of credit to households and businesses. Liquidity swap
lines with other economies, designed to maintain inter-
national dollar liquidity, have also been introduced. The
Fed has also increased its purchases of treasury bonds
and mortgage-backed securities. For its part, the Euro-
pean Central Bank (ECB) has taken several measures to
respond to the pandemic, including the purchase of ad-
ditional assets (Asset Purchase Program), long-term fi-
nancing operations (TLRO III) and the introduction of a
temporary program to purchase value assets from the
public and private sectors (Pandemic Emergency Pur-
chase Program), while also maintaining stable interest
rates.

Risk premia is expected to rise above historical averag-
es in 2020. Latin American risk premiums have generally
been higher and more volatile since March, as a result of
the negative effects of COVID-19. This has generated high
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degrees of uncertainty in international financial markets
and depreciation in currency values in the region (Graph
2.13). In the first quarter, Colombia’s credit default swap
average (CDS at five years) was 124.8 bp and reached a
maximum of 356.6 bp ,lower level experienced during
the 2008 financial crisis (600.4 bp). Risk premia in 2020 is
expected to average between 200 bp and 400 bp (Graph
2.14). This assumption takes into account lower current
and expected oil prices, and the accumulation of foreign
debts on next external liabilities.

2.2 Macroeconomic Projections*
2.21 Inflation

The current public health crisis and social distancing
measures have increased levels of uncertainty over in-
flation projections on the forecast horizon. The shock of
COVID-19 has made measuring prices more complicated,
especially as both the supply and demand for goods and
services have been affected. On balance, deflationary
pressures due to decreased demand should outweigh the
effects of possible restrictions on supply in 2020. These
downward pressures are expected to become apparent
beginning in the second quarter. Social distancing mea-
sures, meanwhile, are expected to primarily affect the
performance of non-essential sectors (those unrelated
to food production and health care goods and services).
The partial or total closure of non-essential sectors
should preclude significant price changes for the time
being. Steps by the national government in response to
the pandemic, such as price controls on certain goods
and services (including rentals), relief measures that in-
clude a reduction in fuel prices, and the reduction of
indirect taxes and tariffs, are also expected to contrib-
ute to lower short-term inflation. As a result, end-of-year
inflation is projected to be between 1% and 3% (Graph
2.15), converging toward the inflation target in 2021 as
the economy recovers.

Policies designed to address the pandemic will push
core inflation downward, primarily in the second quar-
ter. Social distancing measures are expected to be strict-
er in the second quarter, with more markets closing as a
consequence. Price controls and the reduction of taxes
and tariffs are also expected to have an effect on core
inflation in this period. The temporary closure of non-es-
sential commerce for a large portion of the quarter could

4 These results assume active monetary policy in which the Central Bank of
Colombia adjusts its benchmark rate to guarantee compliance with the
inflation target.
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create significant challenges to collecting data for the
calculation of the CPI.

Domestic demand will be affected for several quarters,
generally limiting price increases. This will be the pri-
mary determining factor in the evolution of prices for
tradable and non-tradable goods over the forecast hori-
zon. Factors such as the decline in consumer confidence
and reductions in household income as a result of rising
unemployment will suppress demand over this period.
Additional declines in international prices for some im-
ported goods, and a possible reduction in sales mar-
gins, will also limit the pass-through effects of signifi-
cant price depreciation for tradable goods. Inflation for
non-tradable goods could fall below 3% on the forecast
horizon, given expectations of a more negative produc-
tion output gap and reductions in labor costs, the ab-
sence of demand for some non-essential services, and
temporary government price controls in the rental mar-
ket. In this context, various simulation exercises suggest
that core inflation (excluding food and regulated items)
will fall and remain below the target rate in 2020 (Graph
2.16). Inflation is expected to increase gradually in 2021
as the production output gap begins to close.

Prices for regulated items are expected to fall signifi-
cantly on an annual basis as a result of lower oil pric-
es and only moderate increases in utility prices. A gov-
ernment-mandated reduction in fuel prices is expected
to be a determining factor in the behavior of regulated
goods prices in 2020. Utilities are expected to experi-
ence small price changes over the course of the year as
a result of measures taken by the national government
and local authorities to ease declines in household in-
come. Given the above, the annual change in prices for
regulated goods is expected to be below 2% at the end
of 2020. That said, there remains significant uncertainty
surrounding the behavior of this basket of goods, as per-
formance will ultimately be determined by movement in
fuel prices and the exchange rate, as well as the govern-
ment methodology used to measure changes in utilities
prices.

Prices in the CPI for food are expected to fall over the
course of the year as a consequence of weak demand
and the persistence of adequate food and supply. Food
away from home prices is one of the components of the
CPI that has been most affected by reduced demand, not
only as a result of lost household income but also due
to voluntary measures taken by consumers in response
to the outbreak. Preventive measures to close restau-
rants make price changes difficult to measure. Govern-
ment price monitoring will also affect the dynamics of
this basket of goods in 2021. Year-end adjustments in
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the CPI for food are expected to be around 3%. Future
performance will depend, among other factors, on the
reactivation of economic activity, the cost of inputs, the
interplay between price depreciation and the exchange
rate (which primarily affects processed foods), and the
evolution of international market prices for food.

Inflation expectations based on public debt securities
fell below 3% in April. Analysts expect year-end infla-
tion around 3.4%, and 3.3% in 2021. Break even inflation
(BEI), which is derived from peso- and UVR-denominated
government bonds, fell from two-, three- and five-year
figures published in the previous report (data through
Jan. 24) by 127 bp, 105 bp, and 42 bp, respectively. BEI ex-
pectations at 10 years rose by 52 bp. To April 23, the BEI
for two, three, five, and 10 years stood at2.3%, 2.5%, 3.1%,
and 41%, respectively. Measures derived from the TES
market may be affected by its current volatility. The re-
sults of the Bank’s monthly analyst survey® showed year-
end, 12-month, and 24-month inflation at 3.4% (Graph
2.17). For the January report, those values were 3.4% to
December 2020, and 3.4% and 3.3% at 12 and 24 months,
respectively.

2.2.2 Economic Activity

As with almost all global economies, Colombia faces an
economic shock the size and likely duration of which
are still uncertain. In principle, the economic shock from
COVID-19 will be a temporary one. But as this report went
to print, there was not enough information or analysis
available to establish, with reasonable certainty, the
extent of the epidemic in Colombia and the degree to
which rigorous social distancing and isolation efforts
implemented beginning on March 20 had been success-
ful in stopping its spread. As a result, it was necessary to
consider a wide range of scenarios related to the evo-
lution and eventual end of the crisis, ranging from the
gradual relaxation of containment measures starting on
April 27 and coinciding with a slow return to normalcy,
to the potential need to reestablish those measures in
coming months or in 2021. All of these scenarios would
have different effects on economic growth in the short,
medium and long term.

5 The Encuesta Mensual de Expectativas de Analistas Econémicas (EME)
surveys economic analysts on their expectations related to inflation, the
Central Bank of Colombia’s benchmark rate, the market exchange rate
(MER), and GDP growth over predetermined time horizons. These data
correspond to the survey published on 15 April, 2020.
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Even if the epidemiological aspects of the outbreak were more certain, GDP pro-
jection exercises would remain subject to high degrees of uncertainty. Beyond
non-traditional or anecdotal information, it is hard to judge the effect quaran-
tine measures have had so far on productive sectors of the economy and their
respective abilities to retain workers. Information about patterns of individual
consumption, perceptions over the economy, the financial health of firms and
households, and business investment decisions has been obscured by the effects
of the outbreak. How these variables will behave once the pandemic has been
overcome, and just how quickly the economy will return to pre-crisis levels, is
also uncertain. On the international front, the speed with which global trade is
normalized will depend on how the pandemic is addressed by Colombia’s trad-
ing partners. This adds uncertainty to projections of how long the crisis will af-
fect terms of trade, the functioning of international financial markets, and capital
flows. The ranges of projected performance that need to be considered for these
variables, all of which have a significant impact on the trajectory of economic
growth, remains exceptionally wide.

In addition to the COVID-19 crisis, Colombia is facing a significant fall in oil pric-
es the scale and likely duration of which is itself highly uncertain. This will have
negative effects on revenues, investment and public spending, with consequenc-
es for economic growth. Production and exports in the oil sector (which until re-
cently were forecast to contribute to economic growth) are now likely to decline.
This will have negative effects on sectors tied to the industry, and likely lead to a
drop in planned investment — something that has already affected the country’s
main oil producer, Ecopetrol. Future government revenues at the local and na-
tional levels will suffer as a result, with all of the restrictions on growth in public
consumption and investment that entails. As mentioned earlier in this section, a
gradual recovery in international oil prices, to go along with an increase in global
demand once the most critical phase of the pandemic has passed, is at this point
a reasonable expectation. That scenario would support economic recovery in the
medium and long term. Downward risk remains, however, along with a high degree
of uncertainty over current GDP projections.

For the reasons described above, this report uses GDP simulations for the re-
mainder of the year, as opposed to traditional projection exercises. The point
estimates provided by a traditional forecast exercise would not be particularly
informative under current global economic conditions. Given the unprecedented
nature of the dual shocks now facing Colombia’s economy, and the fact that there
are no comparable historical data to help anticipate their outcome, convention-
al forecast methods would be expected to produce skewed, unreliable results.
Normal behavior in the goods, factor and financial markets cannot be expected.
Nonetheless, simulation exercises taking consensus assumptions by the Bank’s
technical staff into account can provide a useful metric for gauging economic
activity. As with most of the world, Colombia has implemented voluntary and
mandatory measures designed to mitigate the effects of the contagion on health
outcomes and avoid the saturation of its hospital systems. These steps have dras-
tically reduced economic activity in non-essential sectors, and aimed to protect
the normal functioning of sectors that are essential, such as food production and
goods and services related to health care. In this context, the normal supply and
demand mechanisms measured by central forecasting models are not operating
completely or efficiently, and do not offer the level of detail required at a sector
level to provide a complete picture. To that end, input-output matrix methodol-
ogy, while static, offers a more appropriate means of measuring short term im-
pacts, taking into account severe reductions in the demand of some goods and
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services and, in some instances, the closure of markets
entirely.

Second-quarter simulations using an input-output ma-
trix suggest a strong contraction of GDP. Input-output
matrix methodology can account for pronounced sec-
tor-level reductions in demand, impacts due to sup-
ply-chain effects, and the closures of some markets as
a consequence of the COVID-19 health emergency (See
Box 1). For this report, the simulation exercise assumes
the government’s announced strategy for dealing with
the virus. This entails a strict period of social isolation
in April and through May 11, with the partial relaxation
in some measures in certain sectors in the early part of
the month. The model also assumes a slow economic
recovery beginning in June, and significant fiscal policy
efforts to deal with the crisis to be implemented this
quarter, including an increase in public spending and
the continuation of subsidy programs to help soften
the effects of the pandemic on individual households.
The results of this exercise depend largely on the (still
uncertain) degree to which demand in different sectors
will be affected by the health crisis. However, based on
reasonable expectations of those effects, annual sec-
ond-quarter growth is expected to range between -10%
and -15% (Graph 218 and 2.19). In terms of supply, the
sectors that will likely be most affected by the pandem-
ic are arts and recreation activities, and retail, repairs,
transportation, lodging and food services, with can ex-
pect declines above 30% annually for the quarter. On
the demand side, the contraction in economic growth is
expected to affect both private consumption and invest-
ment. The non-durable component of consumption may
be the least affected by the crisis, in part because it will
be supported by government transfers for families. Ex-
port spending will be strongly affected, given deteriora-
tion inthe economies of Colombia’s main trade partners.
Additional health spending at all levels of government
should provide a boost to public spending in general.

The incremental relaxation of social distancing mea-
sures and the return of consumer confidence would al-
low for the expectation of a gradual economic recovery
in the second half of the year, continuing into 2021. If
short-term social distancing measures are successful in
mitigating the most severe effects of the pandemic, it
would be reasonable to expect a gradual normalization
in the rate of economic activity in the second half of
the year. This scenario presupposes that the relaxation
of measures announced by authorities, together with a
reduction in perceived health risks, would be accompa-
nied by a recovery in consumer and business confidence
and allow for the progressive return of consumption
and investment in the third and fourth quarters of the
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year. Public works projects and a significant portion of
public-sector investment plans would be expected to re-
sume in the second half of the year, as the most critical
phase of the public health emergency starts to subside.
This scenario assumes a gradual recovery in employ-
ment this year, based on a fair degree of flexibility in the
labor market. The third quarter would be expected to
entail a significant opening of those markets that were
most affected by the health crisis. This scenario would
allow for a first-quarter GDP growth projection of 2% (see
Section 3), which, along with the previously mentioned
second-quarter simulation and the results of different
simulation exercises using the Bank’s dynamic and stat-
ic models, would lead to a 2020 GDP growth between -2%
and -7% (Graph 2.20). The upper and lower range limits
of that projection are not directly related to the maxi-
mum and minimum range levels of the exogenous vari-
ables presented at the beginning of this section.

The previously mentioned simulation exercises assume
higher-cost access to international financial markets
and weak international trade continuing through 2020,
recovering gradually in 2021. While upward pressures
on international financing costs are to be expected, Co-
lombia should retain its access to capital markets, which
would facilitate financing for both the public and private
sectors. It is also assumed that improvements in eco-
nomic activity among Colombia’s trade partners, which
should coincide to some degree with the country’s own
recovery, will lead to a gradual reactivation of interna-
tional trade.

The credit market should continue to contribute to re-
covery in economic activity. Measures adopted by the
Central Bank to increase liquidity and reduce interest
rates and reserve requirements, together with govern-
ment actions to aid the economy, should support the
payments systems and the credit market. This will help
facilitate recovery in private spending, and reduce fi-
nancing costs in the local market as the economy begins
to function normally and monetary policy transmission
channels are reestablished.

Given the context described above, the gradual recov-
ery of economy activity is expected to extend into 2021.
The progressive recovery of foreign demand and im-
proved terms of trade, alongside relatively low interest
rates and other factors, are expected to support growth
in 2021. GDP would be expected to return to pre-crisis
levels toward the end of the year, given presumed re-
coveries in the labor market, consumer confidence, and
investment conditions, as well as higher levels of public
debt.
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The output gap, which was estimated to be in slightly
negative territory in the January report, should expand
considerably in 2020, though significant uncertainty
over the size of excess production capacity remains.
The COVID-19 pandemic and efforts to contain it have
had significant effects on both supply and demand, and
have led to the temporary closure of some markets in
various sectors. These shocks are having simultaneous
short-term effects on both supply and demand, in that
they have forced the temporary closure of businesses
as well as the home isolation of a large portion of the
population. The shock to demand is likely to persist in
the medium term, even after isolation measures are
relaxed. Market closures will likely exert long-lasting,
adverse effects on employment, consumer confidence,
consumption habits, business investment decisions, and
companies’ financial health. Colombia’s trade partners
will likely see only a gradual return of economic activity,
suggesting that variables tied to international economic
behavior, such as remittances and exports, will recover
slowly. As a result, while it is reasonable to expect an
effect on production capacity, the output gap is likely to
expand significantly in negative territory. Nevertheless,
there remains a great deal of uncertainty over the size
and likely duration of these effects and, as a result, on
the measurement and evolution of the economy’s excess
capacity. According to the scenarios examined by the
technical staff, and based on the previously mentioned
simulated ranges for growth, the output gap is expected
to be between -3% and -7% on average in 2020 (Graph
2.21). Expectations for 2021 are also highly uncertain, and
will depend, among other factors, on the size of the fall
in output in 2020, the speed of recovery of the economy,
and the behavior of distinct variables that affect the po-
tential output of the country.

2.2.3 Balance of Payments

The simulations suggest a current account deficit in
2020 below last year’s levels. There is nonetheless a
high degree of uncertainty given the magnitude and di-
versity of the shocks currently facing the country. Defi-
cit correction in 2020 will primarily come as the result
of recession in the Colombian economy and changes in
relative prices. Declines in investment and private con-
sumption, together with depreciation of the peso, are
expected to lead to a reduction in goods and services
imports, and in the earnings of businesses with foreign
capital focused on the local market. Lower earnings for
firms in the mining and hydrocarbons sectors, due to
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a fall in revenue, are also expected®. Given the above,
simulations suggest a reduction in the current account
deficit in 2020 in the millions of dollars compared to
2019. This would be in line with behavior observed after
previous adverse events, such as the 1999 recession, the
international financial crisis, and the 2015 oil shock. The
current account deficit would be between -2% and -5%
of GDP (Graph 2.22)".

Several factors preclude a more significant reduction in
current account deficit and could instead generate up-
ward pressures. These include the negative effects on
goods and services exports from reduced terms of trade,
given lower international prices for commodities ex-
ports, especially oil and coal. Reduced external demand
due to the economic contraction among Colombia’s
trade partners will also be a factor. Others include an
expected reduction in remittances, due to a deteriora-
tion of labor markets in migrants’ countries of residence,
and reduced revenues from foreign investment.

The contraction in economic activity and respective re-
duction in the current account deficit should mitigate
the need for external financing. Foreign direct invest-
ment would continue to be one of Colombia’s principal
sources of revenue, though it may be affected by a reduc-
tion in the reinvestment of earnings due to foreign firms’
reduced profitability, fewer investment projects during
recession, and reduced dynamism in mining and hydro-
carbons activity as a result of low international prices
for raw materials. Despite volatility in international mar-
kets, foreign debt should continue to be another import-
ant source of revenue. Financing costs have increased
in the context of higher risk premiums for countries in
the region. The effect of this should be mitigated by the
relaxation of monetary policy in the largest global econ-
omies, where central banks have considerably expanded
their balance sheets to provide liquidity to markets and
stimulate their economies. Finally, the fact that Colom-
bia’s external liabilities are concentrated in FDI, and that
the country has a relatively limited negative balance in
net foreign assets, excluding direct investments, should
limit international vulnerability. In December 2019, for-
eign assets totaled USD $121.9 billion (excluding direct
investments)

6  Colombia’s external financing structure, supported primarily by direct
investment inflows, will allow company earnings to have a dampening
effect on the current account deficit.

7 Preliminary figures from the first quarter of the year suggest a deficit
around 3.7% of GDP, below levels observed in the same period the pre-
vious year. This would be likely associated, primarily, with lower ear-
nings of business with foreign capital and an increase on remittances.
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2.2.4 Monetary Policy and Interest Rates expected by
Analysts

Analysts expect reductions in the policy rate to 3% at
the end of the 2020 (Graph 2.23). The median response
to the Bank’s monthly survey of analyst expectations
conducted in April suggest expectations that the poli-
cy rate will drop to 3% at the end of 2020, with reduc-
tions of 50 bp in the second quarter and 25 bp in the
third. Analysts expect a gradual normalization of mon-
etary policy in 2021, with increases of 25 bp in both the
second quarter and third quarters. The Bank’s technical
staff also projects the need for a significant relaxation
in Colombia’s monetary policy stance. The timing, size,
and speed of interest rate changes will be determined
primarily by: 1) the magnitude and persistence of supply
and demand shocks; 2) the form with which economic
agents incorporate shocks caused by the health crisis
and social distancing measures into their inflation ex-
pectations; 3) the evaluation of local financial condi-
tions and the transmission of the policy rate; and 4) the
evolution of international financial conditions, and their
effect on the exchange rate and its effect on prices.

Growth and inflation performance will be affected by
the intensity and duration of the COVID-19 health crisis.
A prolonged crisis or new waves of contagion in Colom-
bia or its main trade partners would seriously jeopardize
economic activity and could generate greater downward
pressures on inflation. Nevertheless, some upward in-
flationary risks could come from more pronounced sup-
ply shocks and less favorable international financial
conditions than those projected by the technical staff.
Though the negative shock on demand is expected to
outweigh potential disruptions in supply in determining
inflation, it is possible that the composition of supply
shocks could generate significant pressure on firms’ cost
structures. It is also possible that international financial
conditions become less favorable, generating additional
pressures on the exchange rate, which would be trans-
mitted into prices despite a weak demand.

29



Monetary Policy Report | April 2020

03/ Current Economic Conditions

Graph 31
Total CPI and Indicators for Basic Goods Baskets
(annual change)

(Percentage)
9.0

8.0
7.0
6.0
5.0
4.0

3.0

2.0

1.0 . . . - - - . .
Mar-12 Mar-13  Mar-14 Mar-15 Mar-16  Mar-17  Mar-18  Mar-19  Mar-2(
— Inflation
— Target inflation
=== Range +/-1pp
Average of core inflation indicators
Inflation excluding food and regulated items

Sources: DANE, Central Bank of Colombia.

30

3.1Inflation and Price Behavior

After falling at the beginning of the year, in accordance
with projections, in March consumer inflation started to
reflect the impact of COVID-19 and the collapse of inter-
national oil prices. Annual inflation continued to fall in
January, as a result of the dissolution of supply shocks
that affected it the previous year However, significant
depreciation of the peso starting in February, related to
the fall in oil prices, and the appearance of COVID-19 in
March pushed food prices upward, resulting in an un-
expected rise in headline inflation to 3.86%, which was
higher than in December 2019 (3.80%) (Graph 3.1). The
probable cause of the price increase was an atypical,
likely temporary increase in household food purchas-
es at the end of the quarter in response to the public
health crisis. These were partially offset by a significant
fall in domestic fuel prices decreed by the government
in March as a response to the decline in international oil
prices.

Core inflation, measured through the CPI excluding food
and regulated items, fell slightly in the first quarter.
Figures for March indicated a possible weakening of
demand. Annual change in core inflation in March was
3.04%, below levels observed in December. Two other
indicators showed declines over the period: the CPI ex-
cluding food, which fell from 3.37% in December to 3.18%
in March, and Core 20, which fell from 3.42% in December
to 3.31% in March. The CPI excluding perishable foods,
fuels, and utilities increased from 3.46% to 3.70%. The
average of these four indicators remained stable at 3.3%
(Graph 3.1). In March, changes in spending behavior due
to preventive isolation measures reduced consumption
of goods and services other than those related to food
and basic necessities, which translated to downward
pressure on various indicators for underlying inflation.
This lower demand and the fall in some international
prices for raw materials would also have offset upward
pressure associated with increased peso depreciation.
As a result, annual change in March for core inflation
was below the level projected by the technical staff in
its previous report (3.25%).

A strong rebound in food prices in March likely had more
to do with temporary increases in demand than with is-
sues related to agricultural supply. Food prices (which
grew 5.2% in December 2019) increased significantly in
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March (to 6%), above projections. The generalized re-
bound in prices affected the three food sub-baskets,
though prices for food away from home only began to
increase in March (Graph 3.2). Perishable food prices in-
creased most significantly, and contributed most to the
overall rise in food prices for the month (moving from
8.7% in December to 5.4% in February, before reaching
9.8% in March). This upturn likely had more to do with an
atypical increase in demand, associated with the public
health emergency, than with effects on supply, as the
country’s main supply centers registered historically
high inventories in March (Graph 3.3). At the beginning
of April, the storage supply indicator of the main food
centers registered a decline that may have been relat-
ed to reduced low collect which is typical of the period
surrounding the Easter holiday, and a two-day closure
of the main supply center in Bogota for health reasons.
The increase in the price of processed foods (6.5% annu-
al change in March) maybe was driven by pass-through
depreciation effects, which added to the impact of the
extraordinary increase in demand over the last month.

Annual change for tradables excluding food and reg-
ulated items (EFR) for the first quarter remained rela-
tively stable below 3%, while the annual adjustment in
non-tradables EFR continued to fall (Graph 3.4). Annual
change in tradables EFR, which grew 2.2% in December
2019, registered few adjustments in the first quarter,
settling in March at 2.5%. The result was below expecta-
tions laid out in the January report. Aggregate demand,
weakened by the health emergency, would have begun
to offset an inflationary impulse caused by significant
depreciation of the peso. Reversals in international oil
prices and for other basic goods would also have offset
an effect. Annual change in non-tradable EFR in March
(3.3%) was below December levels (3.5%) and those fore-
cast in the previous report, as the fall in demand creat-
ed by social isolation measures, would have limited the
price increases over the last month. Within this sub-bas-
ket, the annual variation in rentals maintained a down-
ward trend with an annual adjustment in prices of 2.6%
(Graph 3.5).

Prices for regulated items were affected by a significant
decline in fuel prices in March, related to the fall in in-
ternational oil prices. The annual adjustment in the CPI
for regulated items (3.8%) has been decelerating since
March 2019 (6.4%), but remains above 3% (Graph3.6). Ad-
ditional declines in fuel prices are expected in coming
months, given that the government-decreed reduction
in these prices in March was not fully transmitted and
continues to pass through to the CPI. The annual change
in utility rates decelerated between December (6%) and
March (5.7%), in part due to the fall in oil prices (which
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Graph 3.5
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is reflected in gas and energy prices) and to recent mea-
sures implemented by the national government and lo-
cal authorities to ease effects on household spending in
light of the COVID-19 crisis.

In contrast to previous months, non-labor costs adjust-
ment, measured by the annual change in the Produc-
er Price Index (PPI) for domestic supply increased in
March. The downward trend in annual PPl for domes-
tic supply, observed in September of last year, ended in
February (4.23%) and reversed course in March (4.62%)
(Graph 3.7). This behavior was due to the strong annu-
al adjustment in PPI for imported goods (from 415% in
February to 9.35%), depreciation of the peso relative to
the dollar. The fall in oil prices largely explains the de-
cline in the PPI for produced and consumed goods local-
ly (from 4.26% in February to 2.62%). It is possible that
annual changes in the PPI for domestic supply will con-
tinue above those for the CPI moving forward, as peso
depreciation has historically passed through to produc-
ers more quickly and to a greater degree than inflation
has passed through to consumers. This is due in part
because of the different baskets of goods and services
involved®. Additionally, the pass-through effect of nomi-
nal depreciation on consumer prices may be diminished
due to an observed and expected decline in private con-
sumption and a possible reduction in sales margins.

3.2 Growth and Domestic Demand

The COVID-19 pandemic and the social distancing mea-
sures taken to contain it resulted in an abrupt decline in
economic activity in March, marking a significant change
in output trends. At the close of 2019 and through the
first two months of 2020, economic activity continued to
recover from an adjustment produced by a decline in
terms of trade in the middle of the last decade. As a
result, first-quarter GDP growth is now expected to un-
dergo significant deceleration, behavior that just two
months ago would have been impossible to foresee.

3.21 GDP at the End of 2019

The Colombian economy continued to display signifi-
cant dynamism in the fourth quarter of 2019. Growth for
the year as a whole outpaced both 2018 levels and those
for the majority of countries in Latin America. According
to Colombia’s national statistics agency (DANE), growth
in seasonally adjusted, calendar corrected GDP closed

8  For example, the PPI contains raw materials imports that are paid in do-
llars and converted to pesos at the current exchange rate.
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the year at 3.4%, and grew through 2019 at a rate of 3.3%,
higher than in 2018 (2.5%) (Graph 3.8). Colombia’s eco-
nomic performance in 2019, which equals the estimated
growth rate in the long run for the country, was its best
since the end of an upward cycle in raw materials prices
in 2014.

Domestic demand was the most significant driver of
dynamism in 2019 (Graph 3.9), and continued to show
significant growth at the close of the year, increasing
above 4% for the fifth consecutive quarter. Domestic de-
mand increased 4.5% for the year as a whole. Consump-
tion and investment displayed similar rates, and in both
cases performed better than in 2018.

As was the case in previous quarters, consumption
growth outpaced GDP growth in the last three months
of the year. This was driven by private consumption,
which in the fourth quarter grew by 4.7%. Consumption
increased 4.6% for the year as a whole, higher than lev-
els registered in 2018 (3%). Relatively low interest rates
and ample credit availability help explain the positive
performance of household consumption. Strong growth
in remittances from workers abroad (which increased
income available to households) and immigration were
also factors. For its part, public consumption grew sig-
nificantly in 2019 (4.3%), driven by dynamic spending by
local and regional governments in the last year of re-
spective administrations. Nevertheless, growth deceler-
ated compared to 2018, in line with fiscal rule compli-
ance (Graph 3.10). Dynamism in overall consumption in
the fourth quarter (4.6%) was better than the technical
staff’s forecast in its last report.

Deceleration at the end of the year suggests that the
significant increase in investment observed in 2019 had
a transitory element in the second and third quarters.
All investment components registered growth in 2019
with the notable exception of housing, which has been in
decline since 2016. Investment in machinery and equip-
ment, and especially dynamism in spending on trans-
portation equipment, drove investment performance
through the course of the year (3.11). Much of this was
made possible by the stimulus effects of the Financial
Act of 2018 (Ley de Financiamiento) and the renewal of
public transport fleets in multiple cities. Nevertheless,
deceleration in machinery and equipment investment
in the fourth quarter suggests that part of the previous
growth had, as expected, been temporary. Construction
investment performance, meanwhile, was mixed. Hous-
ing contracted amid a persistent excess in supply and
moderate price increases, while, after a decline observed
in 2018, investment in other buildings and structures re-
covered in line with public works construction.
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Graph 3.11
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Exports, which had shown strong growth in the first half
of 2019, decelerated in the second half and registered
a decline at the end of the year. Moderation in the rate
of growth in export sales was due primarily to a decline
in oil and refined products exports in the fourth quarter
of 2019, which partially offset performance at the begin-
ning of the year. For 2019 as a whole, exports accelerated
compared to 2018, with dynamism in coffee, gold, and
services exports. Coal exports moderated their decline
by volume for the year as well. Lower growth among Co-
lombia’s trade partners was a limiting factor in the per-
formance of sales abroad.

Imports gained ground as a contributing factor to GDP
through 2019, though their growth slowed in the fourth
quarter. Import contributions to GDP accelerated, grow-
ing at a rate of 9.2%. This performance was consistent
with significant domestic demand for imported capital
goods. As a result, the trade deficit in constant peso
prices grew compared to 2018 levels (Graph 3.12). Never-
theless, at the end of 2019 international purchases de-
celerated as a result of reduced dynamism in the invest-
ment component of imports.

Public administration, education and health, trade,
transportation and lodging, and financial and insurance
activities showed the best supply-side performance in
the fourth quarter and for 2019 as a whole (Graph 3.13).
Retail in particular benefited from strong domestic de-
mand and an increase in tourists and foreign migrants.

Other sectors showed positive but less significant
growth, except for construction, which contracted. Oil,
gas, and gold production, the last of which was driven
by a significant increase in international prices, enabled
moderate growth in mining. Coal production stagnated
over the course of the year, affected by supply shocks,
though it did show a positive annual growth rate in the
fourth quarter thanks to a low base of comparison. Indus-
trial manufacturing grew slightly (1.6% in the last quarter
and for the year as a whole), similar to its performance
in 2018. Oil refining contracted overall, affected by main-
tenance at the Cartagena refinery, but underwent two
quarterly recoveries over the course of the year.

An increase in coffee production benefited agricultural
sector performance at the end of 2019, though the sector
grew only moderately (2%) over the course of the year.
According to the National Federation of Coffee Growers,
coffee production in the fourth quarter of 2019 was very
positive, reaching 4.5 million bundles (Graph 3.4), an
annual growth rate of 241%. That said, the performance
of other cultivated goods and, to a lesser extent, live-
stock offset coffee performance to a significant degree.
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Construction was the only significant component of
supply that contracted, both in the year as a whole and
in the fourth quarter, as a result of a considerable de-
cline in building construction. While public works saw
their biggest expansion since 2014, driven primarily by
the construction of highways, bridges, and tunnels as-
sociated with 4G construction projects and concessions,
as well as inter-city roadwork, the building of residential
and non-residential buildings underwent a pronounced
decline in 2019 (-7.7%), with negative figures in each
quarter of the year.

3.2.2 Early 2020 and the first Impacts of the Pandemic

Indicators available for the first two months of 2020
suggest that domestic demand maintained its strong
rate of growth (especially in consumption), as estimat-
ed economic performance for the first quarter was bet-
ter than forecast in the previous report (3.4%). DANE's
economic tracking indicator registered average annual
growth of 3.3% (in its seasonally adjusted and calen-
dar corrected series) for January-February, a rate higher
than the 3.2% seen in the fourth quarter of 2019 (Graph
3.15). Seasonally adjusted retail sales excluding fuel reg-
istered annual growth of 7.7% for the same period, rep-
resenting an acceleration compared to 6.7% in the fourth
quarter of 2019. Real industrial production grew at an
annual average of 3% in January and February, above the
0.8% at the end of 2019. Average bi-monthly growth for
the same period for total energy demand was 5%, com-
pared to 3.7% in the fourth quarter.

The above trends experienced a sharp disruption in
March, as the effects of the COVID-19 public health emer-
gency began to take hold. Total energy demand fell 0.6%
in March, registering below -9% in the last two weeks
of the month (weeks 13 and 14) (Graph 3.6). Various
components of unregulated demand for energy shrunk
in that period, whereas lodging and food services, cul-
tural activities, and entertainment and recreation also
showed pronounced declines. Consumer, industrial,
and commercial confidence weakened considerably in
the month, according to measurements by Fedesarrollo
(Graph 3.17). The number of matriculated vehicles also
fell (-38.9%), according to the RUNT transportation da-
tabase. Commercial transactions declined at the end of
the month, according to figures from various commer-
cial banks. The Central Bank’s regional economic pulse
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indicator® and various mobility showed similar results
(Graph 318).

Increased risk of contagion began to affect consumer
behavior at the beginning of March, and was reflected
in changes in individual spending patterns. Consumers
on average to privilege basic necessities, such as food,
medicine, and cleaning products, rather than the pur-
chase of durable and semi-durable goods, according to
data from financial institutions. Consumption in enter-
tainment, restaurants, and hotels also dropped. This was
reinforced by government prohibitions on large events
and calls for the reduction of social activities on March
12. These trends continued with regional mandatory
quarantine drills and mandatory preventive isolation
that began at the national level on March 25.

GDP growth estimates under current conditions are
complex and subject to an unusual degree of uncer-
tainty. Limited real-time information, a multiplicity of
influencing factors, the absence of comparable histor-
ical data, and a lack of adequate tools makes measur-
ing economic dynamism under current circumstances
exceedingly difficult. Estimates in this report use an
input-output matrix to account for the degree to which
social isolation and confinement measures are having
an effect on overall demand and consumption in inter-
mediate sectors (see Box 1).

The Bank’s technical staff estimates that GDP in the first
quarter expanded by an annual rate of 2%, considering
the effects of mandatory nationwide social isolation
measures for seven days in March and information about
spending behavior over the period. The estimate as-
sumes that the bulk of the economic impact of COVID-19
in March affected private in private consumption and,
to a lesser extent, imports and exports. The shock is not
believed to have affected investment and public con-
sumption to a significant degree over the period. By
sector, the areas most affected by the early preventive
isolation measures were likely artistic and recreational
activities, lodging, and food services. As a result, social
isolation in the first quarter of 2020 is believed to have
led to significant deceleration and an eventual decline
in domestic demand, though at annual rates that still
outpaced those for GDP. The current second-quarter GDP
growth project requires a significant downward revision

9  National and regional indicators included in the Central Bank’s regional
economic pulse are based on surveys conducted at different regional
offices around the country. These are given to business leaders, directors
and administrators of commercial entities, financial agents, industrial
workers, union members, and other regional contacts. Publicly available
information is also used.
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Graph 3.20
Contribution to Annual Change in Employment
National Total (19 Feb to 20 Feb)
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compared to the forecast presented in the previous re-
port (above 3%).

3.3 Labor Market™

The national unemployment rate remained stable in
February 2020, before the COVID-19 health emergency
affected the country, with a moderate recovery in major
cities and a deterioration in rural areas. Total nation-
al unemployment rate (UR) at the end of last year was
10.5%", with a variation of 0.4 pp and -0.2 pp compared to
the levels observed in December 2018 and the third quar-
ter of 2019, respectively. In February 2020, this indicator
showed relative stability at the national level, though
with a heterogeneous performance based on geograph-
ical location (Graph 3.19). In the case of 23 largest cities
and their metropolitan areas, the UR had dropped 0.6
pp compared with December 2019, and its behavior was
in line with a higher economic growth (3.4% in the fourth
quarter of 2019) and recent signs of recovery, according
to the vacancy and hiring rates at that time. By contrast,
the labor market in towns and rural areas continued to
deteriorate, registering an increase in the UR because of
the contraction in labor demand, measured by the em-
ployment rate (ER). This increase had been partly offset
by reductions in labor supply in these areas

Before the public health emergency, job creation was
concentrated in the lodging, food services, and con-
struction sectors, while employment in agricultural
sector had experienced the most significant contrac-
tion. For the moving quarter ending in February, ob-
served employment growth in urban areas was in large
part led by the formal sector, after their hiring rates had
remained above separations rates for several months.
Informal employment in urban areas also improved.
The generation of new employment in the country was
led by lodging, food services and construction sectors,
which together contributed 1.1 pp to annual growth of
employment (Graph 3.20). Nevertheless, the number of
employed people at the national level registered a de-
cline of 0.6% compared to the same period in 2019. This
was a result, primarily, of a contraction in rural employ-
ment in the agricultural sector, explained by activities

10 Publication of labor market data for March coincided with the BDBR's
April ordinary meeting.

11 The labor market series is affected by seasonality, meaning that values
are systematically higher or lower depending on the time of year. This
phenomenon can be corrected through statistical techniques that enable
comparisons between months in a single year. For that reason, the infor-
mation presented in this section is seasonally adjusted and corresponds
to the moving quarter of the series, given the statistical representative-
ness of the figures for some geographic domains in the GEIH.
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Graph 3.21
Unemployment Rate (Annual Change in 23 Cities) and
Internet Indicator®/
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associated with mixed exploitation (agriculture and ani-
mal husbandry), support services and livestock. Employ-
ment related to cattle breeding had been affected by Co-
lombia’s decertification, for some periods, as being free
of foot-and-mouth disease, and due to the closure of
some slaughterhouses since 2016.

The measures taken by the country to counteract the
effects of the Covid-19 pandemic would significantly
change the conditions of labor market, particularly in
terms of urban and informal employment. The declara-
tion of a health emergency after confirming the presence
of Covid-19 in Colombia, and in particular confinement
measures intended to contain the spread of the virus,
would imply unprecedented adverse effects on eco-
nomic dynamism and, therefore, on the pace of job cre-
ation and destruction in the country. Many sectors have
been affected by mobility restrictions, but commercial
activity, lodging, transportation, and entertainment are
expected to experience the most significant impact. To-
gether, those sectors represented 43% of national em-
ployment and 48% of urban employment in February
2020. In contrast to other periods of economic contrac-
tion, job losses are expected to be reflected not only in
an increase in the unemployment rate, but also in an
increase in the rate of inactivity, due to the impossibility
of searching job. In addition, social isolation measures
and restrictions on mobility would prevent informal and
self-employment from acting as a buffer. Indeed, these
segments represent some of the most affected and vul-
nerable workers given the outbreak’s effects on income.
There is high uncertainty about the magnitude of the im-
pact that this emergency will have on employment, since
it depends on the depth and duration of the contraction
in economic activity, which in turn is a function of the
intensity and length of the isolation measures. In any
case, real-time figures on labor market activity in oth-
er countries (numbers of unemployment benefit claims,
internet searches, social security applications, etc.) al-
ready show significant signs of deterioration in their la-
bor markets. In Colombia, indicators show a significant
increase in internet searches for words associated with
unemployment (Graph 3.21)2

The effects of the health emergency and its implications
on employment suggest a loose urban labor market
that will not be a source of inflationary pressures due

12 For more detailed analysis on the recent evolution of the labor market,
see the Central Bank of Colombia’s Labor Market Report, available at
http://www.banrep.gov.co/es/reporte-mercado-laboral, the current edi-
tion of which is focused on possible effects of COVID-19 on the principal
indicators of the Colombian labor market.



Graph 3.22
Beveridge Curve for 7 Major Cities
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Weekly Monetary Aggregates
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to salary costs. Labor market tightness, defined as the
relationship between vacancies and the number of un-
employed, increased slightly through January 2020. Set
on the Beveridge curve (Graph 3.22), which shows the re-
lationship between the vacancy rate and the unemploy-
ment rate, the labor market to that point was around its
mid-point, under which remained loose. As the health
emergency would involve a deterioration of the labor
market and a transitory decrease in the labor income
of some segments, this suggest a loose labor market
through 2020, which will not be a source of inflationary
pressure in the form of increased salary costs. Neverthe-
less, growing uncertainty about the depth and duration
of the crisis’ effects on employment leave a high degree
of uncertainty about the magnitude of the slack in the
labor market in 2020.

3.4 Monetary and Financial Markets

An increase in sight deposits and cash holdings reflects
increased liquidity demand from diverse economic
agents since the end of March. (Graphs 3.23 and 3.24).
The dual negative shocks of COVID-19 and the fall in oil
prices have prompted some economic agents to seek
more liquidity, which has been reflected in higher rates
of growth in checking and savings accounts and cash
holdings, while the demand for term deposits (CDs and
bonds) has moderated significantly®.

Business loans accelerated in March, while consumer
loans disbursements declined (Graph 3.25). The shock
generated by the health crisis has had an impact on
household credit demand, which has led to a decelera-
tion of consumer and housing loans. Through the sec-
ond quarter so far, commercial credit has experienced
a significant upturn, likely related to increased demand
for liquid resources on behalf of business sectors. In
this environment, household interest rates have ceased
to follow recent trends, save for a decline in credit card
rates (Graph 3.26 and 3.27). Preferential commercial loan
and construction interest rates increased, as other com-
mercial interest rates remained relatively stable.

The Central Bank has significantly increased liquidi-
ty to guarantee the proper functioning of the payment
system and public debt and credit markets. The Bank’s
policies to promote peso liquidity have concentrated on
five fronts. First, a substantial increase in the amounts

13 Between February 28 and April 10, annual growth in checking accounts
and savings deposits accelerated from 8.3% to 32.0% and from 10.7% to
22.4% respectively. In the same period cash holdings grew from 13.5% to
25.3%. For its part, growth in term deposits grew from 6.9% to 3.5%.
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Graph 3.25
Weekly Gross Portfolio in National Currency
(annual change)
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Graph 3.26
Weekly Commercial Interest Rates
(weighted averages)
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Graph 3.27
Weekly Household Interest Rates
(weighted averages)
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and maturities to which financial agents have access to
liquidity, with the goal of ensuring that payments remain
on course. Second, allowing for the use of qualified pri-
vate debt securities (such as CDs, regular bonds, and
commercial paper) in temporary expansion operations
with the goal of widening the group of eligible assets to
provide liquidity to the financial system. Third, allowing
access to repos auctions to a wider group of financial
firms. Fourth, authorizing the permanent injection of li-
quidity into the economy through the purchase of public
debt securities and bonds issued by credit institutions
(term deposit certificates and ordinary bonds). Finally, in
accordance with policies aimed at providing more liquid-
ity, the Bank reduced reserve requirements and allowed
the use of so-called Solidarity Certificates in liquidity
operations. These measures have helped maintain am-
ple liquidity in the system, with one-day interests rate
near, though occasionally below, the policy rate in the
second quarter so far™. A detailed analysis of the mea-
sures adopted by the BDBR, the national government,
and the Financial Superintendent are presented in Box 2.

Liquidity provided by the Central Bank, a lower policy
rate, and measures by the national government to in-
centivize credit availability are aimed at mitigating the
negative shocks produced by the health crisis. In addi-
tion to the liquidity measures adopted by the Central
Bank, the national government has opened new lines of
credit and a guarantees program to support businesses
with working capital and liability consolidation®™. What's
more, the government, through the National Fund for
Credit Guarantees, will offer hedges of 70% and 90% of
the value of credit provided to independent workers, fin-
tech firms, and micro, small, and medium-sized enter-
prises. Finally, the Financial Superintendent has tempo-
rarily implemented regulations to ease financial burden,
make solvency requirements more flexible, and enable
electronic payments™. Taken together, these measures
should help mitigate negative shocks to the Colombian
economy, guaranteeing ample levels of liquidity and fa-
vorable credit conditions.

14 Between 19 March and 17 April, the averages for the overnight policy rate
(OPR) and the interbank reference indicator were below 11 bp and 12 bp,
respectively, compared to levels registered for the policy rate.

15 For more detail see: https://www.supersociedades.gov.co/delegatu-
ra_aec/Documents/2020/CUADRO-LINEAS-CREDITO-OK.pdf, and https://
www.bancoldex.com/soluciones-financieras/lineas-de-credito  https://
innpulsacolombia.com/es/entrada/actualizado-ministerio-de-comer-
cio-e-innpulsa-colombia-presentan-lineas-de-credito

16 External memos 7-10, 14 issued between 17 and 30 March.



Annex 1
Macroeconomic Projections from
Local and International Analysts

This annex presents a summary of the most recent
projections provided by local and foreign analysts
relating to primary economic indicators for 2020
and 2021. Participants had information current to
April 20, 2020.

1. 2020 Projections

On average, local analysts project a contraction in
economic activity of 2.2%. Average analyst expec-

Box A1
2020 Projections

Real GDP Inflation
Growth CPI

(percentage)

Local analysts

Alianza Valores® -4.8 4.0
ANIF n.d. n.d.
Banco de Bogota® 2.0 2.7
Bancolombia n.d. n.d.
BBVA Colombia® 31 34
BTG Pactual n.d. n.d.
Corficolombiana?/ 0.0 3.4
Corredores Davivienda?/*/ 2.2 3.0
Credicorp Capital®/¢/ -1.7 3.6
Davivienda® 2.2 3.0
Fedesarrollo n.d. n.d.
ItaGia/d/ 1.4 3.7
Ultraserfinco®/ n.d. n.d.
Average 2%, 3.4
Foreign Analysts

Citigroup 0.5 n.d.
Deutsche Bank -1.5 n.d.
Goldman Sachs -2.5 29
JP Morgan 2.5 34
Average 15 32

Year-end nominal
exchange rate

Annex

tations in the previous quarter’'s Monetary Policy
Report projected growth of 3.2%. Foreign analysts
projected an average GDP contraction of 1.5%.

Local analysts forecast average inflation at 3.4% at
the end of the year, slightly higher than projected
in the January report (3.3%). Foreign analysts proj-
ect 3.2% inflation to finish the year. Both projec-
tions are slightly above the 3% target rate set by
the Central Bank’s Board of Directors (BDBR).

Unemployment
rate in
thirteen cities
(percentage)

Fiscal deficit
(percentage of
GDP)

Nominal
DTF
(percentage)

4,000 3.2 6.3 28.0
n.d. n.d. n.d. n.d.
4,000 3.5 52 25.0
n.d. n.d. n.d. n.d.
3,840 3.0 5.8 15.3
n.d. n.d. n.d. n.d.
3,755 33 4.8 n.d.
3,750 2.5 5.0 n.d.
3,500 31 5.5 16.0
3,750 2.5 5.0 n.d.
n.d. n.d. n.d. n.d.
4150 3.0 41 12.0
n.d. n.d. n.d. n.d.
3,843 3.0 52 19.3
n.d. n.d. n.d. n.d.
n.d. n.d. n.d. n.d.
3,800 n.d. 53 n.d.
3,950 n.d. 3.0 n.d.
3,875 n.d. 42 n.d.

n.a.: not available

a/ The deficit projection corresponds to the GNC

b/ Formerly Corredores Asociados

¢/ Formerly Correval

d/ Formerly Corpbanca, until June 2017

e/ Formerly Ultrabursatiles

Source: Central Bank of Colombia (Electronic Survey)
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Box A2 Local analysts expect the market exchange rate
2021 Projections (MER) to end the year at an average of COP 3,843,
higher than the COP 3,293 projected in the pre-
Real GDP Inflation Year-end vious report. Foreign analysts project an average
SRt ] e’;(‘;g‘;ﬁ;; MER close to COP 3,875 at the end the year.
(percentage) rate
el Al Local analysts forecast the fixed-term deposit rate
T 2 6 - at an average of 3%, and the unemployment rate
at 19.3%.
ANIF n.d. n.d. n.d.
Banco de Bogota 3.0 3.0 3,950
Bancolombia n.d. n.d. n.d. 2. 2021 Projections
BBVA Colombia 39 2.8 3,430
e e nd. nd. nd. On average, local analysts project economic growth
Corfcolombiana o3 0 . for 2021 at 4.1%, whlle_ mternaponal analysts proj-
' ect 3.5%. Local and international analysts both
Celleoislbatiien iy n.d. n.d. nd. project end-of-period price increase of 3%. Local
Credicorp Capital®’ 25 28 3,300 analysis firms project the nominal exchange rate,
Davivienda n.d. n.d. n.d. on average, at COP 3,656, whereas international
Fedesarrollo nd. nd. nd. firms’ average estimate was COP 3,200.
ItaGe/ 49 3.0 3,950
Ultraserfinco n.d. n.d. n.d.
Average 4.1 3.0 3,656

Foreign Analysts

Citigroup n.d. n.d. n.d.
Deutsche Bank 35 n.d. n.d.
Goldman Sachs 4.5 3.0 3,200
JP Morgan 2.4 n.d. n.d.
Average 3.5 3.0 3,200

a/ Formerly Corredores Asociados

b/ Formerly Correval

¢/ Formerly Corpbanca, until June 2017

d/ Formerly Ultrabursatiles

n.a.: not available

Source: Central Bank of Colombia (electronic survey).
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Annex 2
Primary Macroeconomic Forecast Variables

Exogenous variables

External ¢/
Trade partners GDP */ Percentage, annual change, seasonally adjusted 4.8 51 4.0 3.6 2.8 21 1.6 2.6 25 14 [-9.0;-4.0]
Oil price (Benchmark Brent) Dollars per barrel, average for period 80 m 112 109 99 54 45 55 72 64 [25 105]
Federal funds (Fed) effective interest rate Percentage, average for period 018 01 0.14 0m 0.09 013 0.4 1 1.83 216
credit default swaps at 5 years for Colombia Basis points, average for period 135 131 n9 13 101 184 212 129 s 99 [200 400]
Domestic
Colombia real neutral interest rate Percentage, average for period 1.6 1.5 13 1.0 0.9 11 13 11 13 12
potential (trend) GDP Percentage, annual change 45 4.6 45 b 41 34 2.8 25 2.5 2.7
Endogenous variables
Prices
CPI Total Percentage, annual change, end of period 317 373 2.44 1.94 3.66 6.77 5.75 4.09 318 380 [1.0;3.0]
CPI excluding food ¢/ Percentage, annual change, end of period 2.82 313 2.40 2.36 3.26 517 514 5.01 3.48 337
CPI tradables Percentage, annual change, end of period -0.29 0.80 0.77 1.40 2.03 7.09 5.31 3.79 1.09 2.24
CPI non-tradables Percentage, annual change, end of period 3.52 3.63 3.92 3.76 338 421 4.85 5.49 3.79 3.49
CPI regulated items Percentage, annual change, end of period 6.64 5.81 1.91 1.05 4.84 4.28 5.44 5.86 6.37 448
CPI food ¢/ Percentage, annual change, end of period 4.09 5.27 2.52 0.86 4.69 10.85 7.22 1.92 243 5.20
CPI perishables Percentage, annual change, end of period 10.96 7.73 -3.90 -0.16 16.74 26.03 -6.63 5.84 8.88 8.66
CPI processed Percentage, annual change, end of period 2.31 4.50 2.83 -0.24 2.54 9.62 10.74 -0.91 -0.08 5.04
CPI food away from home Percentage, annual change, end of period 4.52 5.60 490 3.26 3.51 5.95 8.54 5.21 3.68 418
Core inflation indicators
CPI excluding food Percentage, annual change, end of period 2.82 313 240 236 3.26 517 514 5.01 348 337
Core 20 CPI Percentage, annual change, end of period 317 3.92 3.23 272 3.42 5.22 6.18 4.87 3.23 3.42
CPI excluding perishable food, fuel and utilities Percentage, annual change, end of period 2.65 318 3.02 219 2.76 5.93 6.03 4.02 276 3.46
CPI excluding food and regulated items ¢/ Percentage, annual change, end of period 1.80 238 2.55 2.74 2.81 5.42 5.05 476 2.64 310 [1.0;3.0]
Average of all core inflation indicators Percentage, annual change, end of period 2.61 315 2.80 2.50 3.06 543 5.60 4.66 3.03 334
MER Pesos per dollar, average for period 1,899 1,848 1,798 1,868 2,000 2 741 3, 055 2,951 2,955 3, 282
Inflation gap in the real interest rate Percentage, average for period -33 -1.6 34 -1.0 -0.6 -1.9 -1.0
Economic activity
Gross domestic product Percentage, annual change, s.a.c.e. 4.5 6.9 3.9 51 4.5 3.0 21 14 2.5 33 [-7.0; -2.0]
Final consumption spending Percentage, annual change, s.a 5.1 5.7 35 5.4 43 34 1.6 23 37 46 .
final household consumption spending Percentage, annual change, s.a. 51 5.5 5.6 4.6 4.2 31 1.6 21 3.0 4.6
final government overhead spending Percentage, annual change, s.a. 5.2 6.5 4.8 8.9 4.7 49 18 3.6 7.0 43
Gross capital formation Percentage, annual change, s.a. 9.6 18.5 29 7.8 12.0 -1.2 -0.2 32 21 43
gross fixed capital formation Percentage, annual change, s.a. 74 122 33 8.5 9.2 2.8 -29 1.9 1.5 4.6
Housing Percentage, annual change, s.a. -3.8 24 -0.7 6.4 10.4 9.5 -0.2 -1.9 -0.4 7.2
Other buildings and structures Percentage, annual change, s.a. 51 -0.9 44 12.3 9.6 10.2 0.0 4.6 33 4.5
Machinery and equipment Percentage, annual change, s.a. 15.6 293 4.0 48 9.2 -9.3 -19 14 9.4 14.3
Cultivated biological resources Percentage, annual change, s.a. 2.8 1.2 5.7 6.6 -1.3 23 131 0.3 5.6 0.5
Intellectual property products Percentage, annual change, s.a. -0.5 131 8.0 19.6 51 13 -12.0 12 1.5 2.6
Domestic demand Percentage, annual change, s.a. 6.0 8.4 49 59 6.0 2.4 1.2 11 3.4 4.5
Exports Percentage, annual change, s.a. 21 123 45 4.7 -0.3 17 -0.2 2.6 0.9 31
Imports Percentage, annual change, s.a.c.e. 10.8 20.2 9.4 8.5 7.8 -11 25 1.0 5.8 9.2 .
Output gap 7 Percentage <3 03 0.5 0.0 1.0 0.8 01 £019 S -0.8  [7.0;-3.0]
Short-term indicators
Real industrial production Percentage, annual change, seasonally adjusted 4.0 4.6 -0.2 -1.3 17 2.0 35 01 29 13
Retail commerce sales, excluding food Percentage, annual change, seasonally adjusted 13.5 10.5 3.0 4.0 9.2 29 1.6 -1.2 7.0 73
Coffee production Percentage, annual change in accumulated production %2 25 0.8 406 15 16.8 04 03 45 88

for the period
Oil production Percentage, annual change, average for period 172 16.5 32 6.6 -19 1.6 -11.7 37 14 24

Labor Market ¢/

National Total

Unemployment rate Percentage, seasonally adjusted, average for period 11.8 10.8 10.4 9.6 91 8.9 9.2 9.4 9.7 10.5
employment rate Percentage, seasonally adjusted, average for period 55.4 56.8 57.8 58.0 58.4 59.0 58.5 58.4 57.8 56.6
overall participation rate Percentage, seasonally adjusted, average for period 62.7 63.7 64.5 64.2 64.2 64.7 64.5 64.4 64.0 63.3

Thirteen cities and metropolitan areas
Unemployment Rate Percentage, seasonally adjusted, average for period 124 14 1.2 10.6 9.9 9.8 10.0 10.6 10.8 11.2
Employment rate Percentage, seasonally adjusted, average for period 57.6 591 60.1 60.3 61.2 61.4 60.7 59.9 59.2 58.6
Overall participation rate Percentage, seasonally adjusted, average for period 65.7 66.7 67.6 67.5 67.9 68.0 67.5 67.0 66.4 66.0

Balance of payments"//

Current account (A+B+C) Millions of dollars -8,732  -9,803 -11,362  -12,501 -19,764 -18,564 -12,036  -10,241  -13,047  -13,800 0
percentage of GDP Percentage, nominal terms -3.0 52:0) =l 73 3 322 B3 -4.2 3 £ -43  [-5.0;-2.0]
A. Goods and Services millions of dollars 2,164 636 -1187 -3,164 -11,863  -18,267  -12,705 -8,447 -8,926 -12,167 .
B. Primary income (factor income) millions of dollars -11,228  -15490 -15,008  -14,224  -12,523 -5,727 -5,229 -8,405  -11,764  -10,309
C. Secondary income (current account transfers) millions of dollars 4,659 5,051 4,833 4,887 4,622 5,430 5,898 6,611 7,643 8,676

Financial account (A+B+C+D) millions of dollars -9,332 -8,707  -11,553  -11,740  -19,292 18244  -12,273  -9,558  -12,415  -13]102
Percentage of GDP Percentage, nominal terms -33 -2.6 -31 -31 -51 -6.2 -4.3 -31 -37 -4
A. Foreign investment (i+ii) millions of dollars -947 -6,227 15646  -8,558  -12,270  -7,506  -9,330 10,147  -6409  -11,279

i. Foreign in Colombia (FDI) millions of dollars 6,430 14,647 15,040 16 210 16,169 1,724 13,848 13,837 11,535 14,493

ii. Colombian abroad millions of dollars 5,483 8,&20 -606 7,652 3,899 4,218 4,517 3,690 5,126 3,214
B. Portfo@io investment millions of dollars 88 -6,171 -4,769 7,438 -11,565 -9,166 -4,839 -1,617 1,297 506
(Cj.e%r;%rvlensv)estment (loans and other credits and ions of dollars 615 -51 3457 2690 106 1988 1731 1661  -8490  -5662
D. Reserve assets millions of dollars 3142 3,742 5,406 6,946 4,437 415 165 545 1,187 3,332

Errors and omissions (E and O) millions of dollars -599 1,096 -190 761 472 320 -237 683 632 698

Interest rates

policy rate Percentage, average for period 32 4.0 5.0 34 39 4.7 71 6.1 44 43 .

policy rate expected by analysts Percentage, average for period 34

IBR overnight Percentage, average for period 32 41 5.0 34 3.8 4.7 74 6.1 43 4.3 .

Commercial interest rate Percentage, average for period 7.6 9.0 103 8.7 8.7 9.4 12.8 111 9.3 8.8

Consumer interest rate Percentage, average for period 18.0 18.2 19.2 17.9 17.3 17.2 19.2 19.4 7.9 16.5

Mortgage rate Percentage, average for period 131 13.0 13.2 11 111 11.0 124 11.6 10.6 104

Note: In Colombia, there have been no antecedents of the negative effects of a pandemic such as Covid-19, nor of the monetary policy responses required facing such situation. This, together with the behavior of oil prices,
causes the diagnosis and forecasts for the Colombian economy to be unusually uncertain. Therefore, this Report presents ranges instead of specific figures for growth forecasts, spare production capacity, and inflation.
Figures in Bold correspond to a projection or assumption.

a/ The quarterly data in bold correspond to an assumed base built on the annual projection of each variable.

b/ The top 21 trade partners (excluding Venezuela) are included in calculations for non-traditional exports from Colombia in dollars.

¢/ Calculations from the Central Bank of Colombia use new methodology; they exclude the division of food and sub-categories corresponding to food away from home.

d/ Calculations from the Central Bank of Colombia use new methodology; they include the division of food and sub-categories corresponding to food away from home.

e/ Calculations by Central Bank of Colombia with provisional classifications.

f/ Refers to the difference between observed GDP and potential (trend) GDP resulting from the 4G monetary policy model.

g/ Corresponds to the annual average of seasonally adjusted monthly figures.

h/ The results presented follow recommendations of the sixth version of the balance of payments manual proposed by the IMF. Consult additional information and methodological changes at http://www.banrep.gov.co/
balanza-pagos.

i/ Results for 2018 and 2019 are preliminary.

j/ Corresponds to the median of analyst projections. These projections are calculated by taking the quarterly average of monthly responses from the survey of analyst economic expectations conducted by the Central Bank
of Colombia in April 2020.

s.a.c.e.: seasonally adjusted and corrected for calendar effects.

Note: the values in bold correspond to a projection or assumption.
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Annex

Annex 2 (continued)

Primary Macroeconomic Forecast Variables

Exogenous variables

External */
Trade partners GDP */
Oil price (Benchmark Brent)
Federal funds (Fed) effective interest rate
credit default swaps at 5 years for Colombia
Domestic
Colombia real neutral interest rate
potential (trend) GDP

Endogenous variables

Prices
CPI Total
CPI excluding food ¢/
CPI tradables
CPI non-tradables
CPI regulated items
CPI food ¢/
CPI perishables
CPI processed
CPI food away from home
Core inflation indicators
CPI excluding food
Core 20 CPI
CPI excluding perishable food, fuel and utilities
CPI excluding food and regulated items ¢/
Average of all core inflation indicators
MER
Inflation gap in the real interest rate

Economic activity

Gross domestic product
Final consumption spending
final household consumption spending
final government overhead spending
Gross capital formation
gross fixed capital formation
Housing

Other buildings and structures

Machinery and equipment

Cultivated biological resources
Intellectual property products

Domestic demand
Exports
Imports

Output gap "

Short-term indicators

Real industrial production

Retail commerce sales, excluding food
Coffee production

Oil production

Labor Market &/

National Total
Unemployment rate
employment rate
overall participation rate
Thirteen cities and metropolitan areas
Unemployment Rate
Employment rate
Overall participation rate

Balance of payments"//

Current account (A+B+C)
percentage of GDP
A. Goods and Services
B. Primary income (factor income)
C. Secondary income (current account transfers)
Financial account (A+B+C+D)
Percentage of GDP
A. Foreign investment (i+ii)
i. Foreign in Colombia (FDI)
ii. Colombian abroad
B. Portfolio investment
C. Other investment (loans and other credits and
derivatives)
D. Reserve assets
Errors and omissions (E and O)

Interest rates

policy rate

policy rate expected by analysts i/
IBR overnight

Commercial interest rate
Consumer interest rate

Mortgage rate

Note: In Colombia, there have been no antecedents of the negative effects of a pandemic such as Covid-19, nor of the monetary policy responses required facing such situation. This, together with the behavior of oil prices,

Percentage, annual change, seasonally adjusted
Dollars per barrel, average for period
Percentage, average for period

Basis points, average for period

Percentage, average for period
Percentage, annual change

Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period

Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Percentage, annual change, end of period
Pesos per dollar, average for period
Percentage, average for period

Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage, annual change, s.a.c.e.
Percentage

Percentage, annual change, seasonally adjusted
Percentage, annual change, seasonally adjusted

Percentage, annual change in accumulated production for the period

Percentage, annual change, average for period

Percentage, seasonally adjusted, average for period
Percentage, seasonally adjusted, average for period
Percentage, seasonally adjusted, average for period

Percentage, seasonally adjusted, average for period
Percentage, seasonally adjusted, average for period
Percentage, seasonally adjusted, average for period

Millions of dollars
Percentage, nominal terms
millions of dollars
millions of dollars
millions of dollars
millions of dollars
Percentage, nominal terms
millions of dollars
millions of dollars
millions of dollars
millions of dollars

millions of dollars

millions of dollars
millions of dollars

Percentage, average for period
Percentage, average for period
Percentage, average for period
Percentage, average for period
Percentage, average for period
Percentage, average for period

12
35
0.36
266

7.98
6.20
738
4.83
7.24
12.35
27.09
10.83
7.53

6.20
6.48
6.57
591
6.29
3,262
101

9.4
58.7
64.8

10.2
61.3
68.2

3,439
5.5
3,792
1,018
1,371
3,620
5.8
3,672
4,684
1,012
-856
810

98
-181

61

61
n7
18.5
1.8

15
47
0.37
225

8.60
6.31
7.90
4.97
6.71
14.28
3494
12.09
8m

6.31

6.82
6.77

6.20
6.52
2,993

1.9

13

15

12

4.7

-3.2
-0.5

-3
16.3
-12.0

50
A7
0.2

91
584
643

9.5
60.7
67.1

-2,590
Sy
2,757
-1,270
1,437
-3,154
-b.6
-2,726
3,638
913
-1,625
1,352

-155
-564

6.9

6.9
13.0
19.0
124

16
47
0.40
179

727
5.92
7.20
4.85
619
10.61
6.66
12.56
918

5.92

6.73

6.65

5.84
6.29
2,950

13

0.8

8215

=13

£519)
<101
3]

-6.7
15.8
-13.6
-0.8

-6.7
-0

21
-0.9
-122
=B

9.2
58.4
64.3

101
60.3
67.1

3,466
4.7
3,367
1,509
1,410
3,423
-4.6
1,579
2,256
677
-975
-954

85
43

77

77
13.4
19.5
127

2.0
51
0.45
180

575
514
5.31
4.85
5.44
7.22
-6.63
10.74
8.54

514

6.18

6.03

5.05

5.60
3,016

0.3

91
58.6
64.5

10.2
60.6
67.5

2,541
32
2,789
1,432
1,679
2,077
26
1,353
3,269
1,916
1,384
524

136
465

77

77
13.2
19.6
127

causes the diagnosis and forecasts for the Colombian economy to be unusually uncertain. Therefore, this Report presents ranges instead of specific figures for growth forecasts, spare production capacity, and inflation.

Figures in Bold correspond to a projection or assumption.

a/ The quarterly data in bold correspond to an assumed base built on the annual projection of each variable.

b/ The top 21 trade partners (excluding Venezuela) are included in calculations for non-traditional exports from Colombia in dollars.

¢/ Calculations from the Central Bank of Colombia use new methodology; they exclude the division of food and sub-categories corresponding to food away from home.
d/ Calculations from the Central Bank of Colombia use new methodology; they include the division of food and sub-categories corresponding to food away from home.
e/ Calculations by Central Bank of Colombia with provisional classifications.

f/ Refers to the difference between observed GDP and potential (trend) GDP resulting from the 4G monetary policy model.
g/ Corresponds to the annual average of seasonally adjusted monthly figures.

h/ The results presented follow recommendations of the sixth version of the balance of payments manual proposed by the IMF. Consult additional information and methodological changes at http://www.banrep.gov.co/

balanza-pagos.
i/ Results for 2018 and 2019 are preliminary.

j/ Corresponds to the median of analyst projections. These projections are calculated by taking the quarterly average of monthly responses from the survey of analyst economic expectations conducted by the Central Bank

of Colombia in April 2020.
s.a.c.e.: seasonally adjusted and corrected for calendar effects.

Note: the values in bold correspond to a projection or assumption.



Annex

2017 2019 2020
T T2 T3 T4 T T2 T3 T4 T T2
23 25 2.8 29 29 2.8 23 21 16 14 15 10 .
55 51 52 62 67 75 76 68 64 69 62 62 51
0.70 095 115 120 145 174 192 222 240 240 219 164 1.26
b 130 127 m3 99 13 110 132 121 104 90 83 125
469 3.99 397 4.09 314 320 323 318 321 343 3.82 3.80 3.86
513 512 471 5.01 4.05 3.81 37 348 326 315 328 337 318
5.59 44 341 379 1.80 1.83 1.57 1.09 0.90 117 1.65 224 247
533 5.21 5.21 549 476 427 413 379 329 336 3.53 349 329
4.05 6.01 5.68 5.86 6.01 5.82 6.03 6.37 6.42 533 474 448 378
3.65 137 222 192 0.98 174 2.05 243 326 4.46 558 520 599
-13.09 14.72 -0.32 5.84 713 847 9.51 8.88 9.98 15.46 17.50 8.66 9.79
6.28 329 0.84 -091 201 -0.91 -0.72 -0.08 143 218 357 5.04 6.46
8.94 7.62 6.01 521 332 313 332 3.68 343 3.80 412 418 3.92
513 512 471 5.01 4.05 3.81 37 3.48 326 315 328 337 318
6.01 531 4.87 4.87 4.04 3.58 3.56 323 3.09 328 351 342 331
5.61 5.07 431 402 299 27 2.81 276 2.57 2.87 321 346 3.70
5.44 4.87 bbb 476 349 323 3.04 264 238 2.54 2.87 310 3.04
555 5.09 458 4.66 364 333 328 3.03 2.82 2.96 322 334 331
2,923 2,919 2977 2,987 2,860 2,841 2,961 3164 3134 3,241 3,340 3,41 3,532
33 33 -07 -01 37 39 -0.5 42 18 31 4.0 48 .
0.8 16 15 15 23 24 27 27 2.8 36 34 34 2.0 [-15; -10]
22 22 25 24 34 37 38 40 43 47 47 46 0.8
19 19 24 2.0 26 33 31 3.0 43 45 49 47 04
25 35 35 5.0 6.8 6.1 7.6 7.6 24 57 47 4 45
31 3.0 5.8 1.0 1.2 06 49 42 01 38 54 7.7 95
0.8 24 33 09 03 07 08 44 43 59 6.8 13 29
91 02 15 133 5.7 1.0 31 26 7.0 -8.6 5.6 7.6 22
53 42 7.9 12 4.7 5.5 5.5 2.7 16 6.6 6.6 33 87
6.4 22 6.4 82 13.0 137 96 2.0 129 214 14.0 88 0.0
20.0 238 -10.6 22 3.0 46 14.0 7.5 40 20 11 -4.7 -02
29 18 33 2.8 18 22 04 17 13 0.9 33 5.0 51
1 1 13 1.0 18 36 33 48 43 42 53 43 26
17 47 3.8 01 05 1.0 17 22 42 6.6 17 02 0.0
19 19 04 -01 06 51 62 15 74 94 16 82 4.0
-0.6 -0.8 1.0 1.2 1.2 13 12 1.2 11 -09 -07 -06
-09 -02 12 03 29 25 36 25 0.8 3.0 07 0.8
17 -0.6 -04 2.0 59 5.8 7.0 9.0 56 83 89 6.6 .
13.0 -17.2 174 -101 5.8 131 -13.8 6.6 1.9 6.6 49 24 -13.8
-11.6 5.2 15 19 07 12 1 26 53 32 14 -0.2 .
93 9.2 9.5 9.5 93 96 96 101 104 103 107 10.5 12
585 58.8 58.2 57.9 57.9 58.0 581 571 57.5 56.4 56.3 56.4 55.3
64.5 64.7 64.3 64.0 63.9 64.2 64.3 63.6 64.2 629 631 63 62.3
104 10.6 109 106 10.6 107 105 12 13 LA 1.0 N4 12
60.4 60.1 59.6 59.3 59.4 59.5 504 585 58.8 58.5 58.5 58.6 57.3
67.4 67.2 66.9 66.4 66.5 66.6 66.5 65.9 66.3 65.9 65.7 66.1 64.6
-3,506 2,481 2,725 1,529 2,841 3,263 3,203 -3,740 3,543 2,778 3,956 3,523
47 33 35 18 35 39 3.8 b 4.5 35 4.9 4.2
2,584 2,482 2,283 1,099 1,487 2,178 2,282 2,979 2,684 2,440 3,979 3,064
2,343 1,632 2128 2,303 2,977 2,897 2,878 3,01 2,658 2,549 2,289 2,812
1,421 1,632 1,685 1,873 1,623 1,812 1,957 2,250 1,798 2,211 2,312 2,354
2,922 2,363 2,675 1,598 2,562 2,851 3,434 -3,568 3,340 3,217 3,423 3122
4.0 31 34 1.9 32 34 -4.0 4.2 4.2 41 4.2 37
1,797 1,252 -448 2,951 -935 2,345 2,469 -659 2,635 -3,680 1,760 3,204
2,513 2,526 4,992 3,805 2,007 3,846 2,799 2,883 3,386 4120 3272 3,715
716 1,275 845 854 1,072 1,500 330 2,224 751 440 1,512 511
265 1,983 -519 620 1,750 334 536 1,323 1,307 178 265 1,726
1,482 77 1,867 560 3,514 -988 1,670 2,317 4,750 14 2182 1,845
93 154 126 173 137 150 169 732 2,351 526 254 201
584 17 50 -69 279 412 231 172 203 -439 533 401
74 6.6 55 5.0 46 43 42 42 42 42 42 425 423
74 6.6 55 5.0 46 43 43 43 43 43 43 43 42
12.8 16 106 10.0 94 94 93 9.0 91 9.0 89 85 84
201 19.7 19.0 187 187 17.9 18.0 17.3 18.0 17.2 16.0 15.5 15.8

125 123 13 10.9 10.8 10.6 10.5 10.4 10.4 10.5 10.4 10.4 10.4
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