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According to the Political Constitution of Colombia, Banco de la Republica is
responsible for safeguarding the price stability of the economy. The proper
implementation of this task depends crucially on maintaining financial
stability.

Financial stability is understood as a general condition in which the financial
system (financial institutions, markets, and infrastructures):

1. Assesses and manages financial risks in such a way that it facilitates the
performance of the economy and the efficient allocation of resources;
2. is capable of autonomously absorbing, dissipating, and mitigating the

materialization of the risks that may arise as a result of adverse events.

This Financial Stability Report (FSR) presents the Central Bank’s appreciation
on the recent performance of credit institutions and their debtors, as well
as on the main risks and vulnerabilities that could affect the financial stabi-
lity of the Colombian economy. The FSR intends to keep the participants in
financial markets and the public informed, besides promoting public debate
on the trends and risks related to the financial system. The results herein
presented also serve as a basis for the monetary authority to make decisions
that promote financial stability in the general context of the constitutional
objectives of price and macroeconomic stability.

This FSR is complemented by the Payment Systems Report, published annually
by Banco de la Republica, which reports on the performance of the financial
infrastructures of the Colombian economy.
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Executive Summary

Between March and September 2024, the period analyzed in this edition of the
Financial Stability Report, some central banks in the world’s major economies
began reducing their interest rates in a context of lower inflationary pressures
and a decreased likelihood of recession linked to the outlook for global eco-
nomy. However, in an environment of high global debt, international financial
markets have been susceptible to episodes of high volatility within a scenario of
increased geopolitical tensions, uncertainty related to the recent elections in the
United States, and escalating conflicts in the Middle East and Ukraine. These fac-
tors have affected market volatility, asset prices, and certain commodity prices
in a context of a stronger US dollar, which has resulted in significant deprecia-
tions of most Latin American currencies vis-a-vis the dollar.

During the second and third quarters of 2024, the Colombian economy conti-
nued to adjust in an orderly manner in terms of economic growth, inflation, and
external imbalances. The annual growth of Gross Domestic Product (GDP) in the
third quarter stood at 2.0%, and full-year growth projections have been adjusted
upwards to 1.9% for 2024 and 2.9% for 2025. Annual inflation continued to decline
reaching 5.41% in October and keeps a converging path toward the 3.0% target.
This process has been accompanied by a cautious easing of monetary policy
aimed at achieving the 3.0% inflation target in 2025 and driving GDP growth on
a sustainable long-term path. The current account deficit, on the other hand,
continued to decline during the third quarter of 2024, standing at 1.6% of GDP, a
figure lower than its historical average.

Despite this adjustment process, in recent months, the Colombian peso has
depreciated vis-a-vis the dollar, reflecting, on the one hand, the international
phenomena affecting all Latin American countries and, on the other, uncertainty
regarding the fiscal situation in Colombia, which has raised concerns about the
future path of public debt and has led to increases in the sovereign risk premium.

Assets of credit institutions (Cls) continued to register negative real growth,
although in recent months the pace of decline has slowed compared to March
2024. Similarly, the loan portfolio (the main asset of these institutions) conti-
nued to experience real contractions in a context of lower risk-taking and a sli-
ght recovery in disbursements. Particularly, the consumer and commercial loan
portfolios continue to exhibit smaller real declines, while housing loans began
to exhibit positive growth rates. Surveys conducted by Banco de la Repiblica
(the Central Bank of Colombia) give signs of higher demand for credit, especially
for housing loans. As economic growth increases in a scenario of lower interest
rates, a higher loan portfolio dynamic is expected. Meanwhile, CI investments
exhibited increases in the context of valuations of local public debt instruments
(TES in Spanish) until September 2024, after which these valuations have partia-
lly reversed.

Loan portfolio quality indicators continue to exhibit high levels of delinquency
compared to the average of the last five years, but recent improvements have

M
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been observed compared to the beginning of 2024. This behavior is mainly exp-
lained by consumer loans, which showed a significant decrease in the Non-per-
forming Loans Indicator (NPL) compared to the credit risk materialization ob-
served at the beginning of the year. It is also worth noting that household debt
indicators continued to adjust downward. On the other hand, the commercial
loan portfolio has experienced greater deterioration in specific sectors, such as
commerce, industry, and construction. However, during the analysis period, Cls
maintained a level of provisions that adequately covers their non-performing
loan portfolio.

The profitability of Cls, measured by Return on Assets (ROA), stands below the
average of the last five years but increased slightly during the second and third
quarters of 2024, compared to the first quarter of the year. This slight improve-
ment in profitability is mainly explained by investment valuations in the context
of reduced market interest rates and lower loan-loss provisions compared to
those observed in March 2024. This effect has been partially offset by lower in-
terest income associated with the low growth of the loan portfolio. As credit de-
mand rises, profitability recovery for Cls is expected to continue in the medium
term.

ClIs in Colombia maintain adequate capital adequacy and liquidity levels above
regulatory minimums. In aggregate terms, the Cls’ capital adequacy ratios have
increased since mid-2024 and are now above regulatory minimums. Structural
and short-term liquidity indicators also remained above regulatory limits. Par-
ticularly, the Liquidity Risk Indicator (LRI), defined as the ratio of liquid assets
to short-term liquidity requirements, stood at 200%. Meanwhile, the Structural
Liquidity Indicator (NSFR), which considers the stable funding needs of institu-
tions, increased to 115.6%, a level above the regulatory minimum of 100%. Ade-
quate levels of liquidity indicators demonstrate the resilience of Cls to meet
liquidity needs.

During the analysis period, Banco de la Repiblica reduced the reserve require-
ment ratio on certain deposits held by credit institutions by 100 basis points
(bps). In line with the Central Bank’s Strategic Plan for the 2022-2025 period, it
was deemed appropriate to review the role of reserves as a policy tool and it
was found that the reserve level required to ensure the proper functioning of
the payment system was lower than the existing one. By lowering intermediation
costs, this reduction could support the process of financial deepening in the
Colombian economy.

This Report also presents an analysis of the resilience of Cls through stress tests
that assess their response to hypothetical extreme and low-probability adverse
scenarios. The results suggest that, as a group, these institutions have sufficient
capacity to face large-scale adverse shocks, which confirms their resilience du-
ring Colombia’s recent macroeconomic adjustment process.

On the other hand, the assets of non-bank financial institutions (pension fund
managers, trust companies, stock brokerage firms, insurance companies, among
others) continued to grow, while their profitability remained stable. This perfor-
mance is mainly explained by the dynamics of the third-party managed loan por-
tfolio, which grew above its historical average. In particular, higher investments
in TES by pension fund managers (who have become the largest holders of these
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securities) explain this trend. The profitability of these institutions remained at
positive and stable levels.

In compliance with its constitutional objectives and in coordination with the Fi-
nancial System’s Safety Net, Banco de la Repiiblica will continue to closely mo-
nitor the financial stability outlook in this current context and will make the
necessary decisions to ensure the proper functioning of the economy, facilitate
sustainable credit and liquidity flows, and promote the proper functioning of
the payment system.

Leonardo Villar Gomez
Governor
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Vulnerability Matrix

The identification and analysis of the main weaknesses in the Colombian finan-
cial system are complemented by a matrix of vulnerabilities faced by the financial
system, which includes the current status, mitigating factors, and the evolution of
each vulnerability over the past six months (Table A).

Table A

Vulnerability Matrix for Financial Stability

Vulnerability

Deterioration of loan
portfolio quality

Low profitability of
Cls compared to their
historical performance

Increased exposure to
market risk

.

.

.

Status

Decrease in consumer loan
portfolio delinquency,
stabilization in the microcredit
portfolio..

Higher materialization in
the corporate loan portfolio,
especially for smaller
companies.

Continuation of the
deterioration trend in the
housing loan portfolio.

The profitability of CIs is at
relatively low levels.

Lower net interest income
resulting from the real
contraction of the portfolio
and deterioration of its quality.

High loan-loss provisions as a
result of loan portfolio quality
deterioration.

Higher income from
investment valuation.

Increase in TES holdings by
financial intermediaries..

Context of fiscal uncertainty
that could affect the valuation
of the National Government
instruments.

Increased market stress to new
information.

Mitigating Factors

+ Decrease in household debt-
to-income ratio.

+ Labor market stability and
resilience.

- Coverage through Cls
provisions.

+ Adequate capital adequacy
and liquidity levels.

+ Adequate capital adequacy
levels of the Cls.

+ Adequate short-term
and structural liquidity
management for Cls.

Limited impact of possible
materializations of market risk
(VAR).

Prudential monitoring and

regulation of market risk by
financial authorities.

Evolution

Decreased

Increased

Source: Banco de la Republica.

In this edition, the identified vulnerabilities are: i) the materialization of credit risk
in the context of low growth, high sectoral heterogeneity in economic performan-
ce, and economic uncertainty, ii) the deterioration in the performance of financial
institutions due to low profitability of Cls in a context of stable capital adequacy
(which has resulted from capitalization decisions by entities), and iii) an increase
in exposure to market risk' in a context of fiscal uncertainty, higher participation
of financial institutions in the TES market, and high sensitivity of international
markets to negative economic data.

1 Risk related to asset devaluation due to market price volatility.
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The analysis in this edition of the Report points to a reduction in the vulnerabi-
lity associated with the materialization of credit risk, although some indicators
suggest that the risk remains high. In recent months, improvements in the consu-
mer loan portfolio quality indicators have consolidated, along with a downward
trend in household debt indicators. Despite this, there is a need for monitoring
the write-offs made by institutions in this loan portfolio, which partially explain
the improvement in credit risk indicators. On the other hand, the microcredit loan
portfolio, which had exhibited an accelerated deterioration in the previous ver-
sion of this Report, has stabilized its delinquency indicators, while its risky loan
portfolio has shown significant decelerations. In contrast, corporate loans and the
housing loan portfolio continue to exhibit increases in their delinquency indica-
tors, although moderated. The local economic environment of slow investment
recovery and fiscal uncertainty makes continuous monitoring of these borrowers
relevant, especially in sectors that could be more affected by a potentially more
challenging situation than expected, such as smaller firms and sectors with a hi-
gher participation of vulnerable firms. The relative stability of the labor market,
better economic growth prospects compared to the beginning of the year, and the
adequate levels of capital adequacy, liquidity, and provisions of Cls are mitigating
factors that allow facing this vulnerability.

In a context of stabilization of Cls’ profitability at low levels and a high number
of institutions with negative profitability, their capital and liquidity indicators
remained stable and above their regulatory minimums. Therefore, no significant
threats to the financial institutions’ soundness are foreseen in the short term. The
recent importance of capitalizations, mainly by credit institutions that have been
recording losses, reaffirms the commitment of the system’s shareholders to its
stability. Meanwhile, non-bank financial institutions exhibit high and stable profi-
tability levels. Open-end collective investment funds recorded a decrease in their
liquidity during the analysis period, although prudential indicators remain well
above the regulatory minimums and are higher than those registered in 2023. Ad-
ditionally, the supervisory standards, which follow international guidelines, are a
mitigating factor that has led financial institutions in Colombia to have the neces-
sary soundness to face the materialization of this risk.

The exposure to market risk for local financial institutions has increased with the
rise in their investments (mainly in TES). The fiscal uncertainty, along with uncer-
tainty about external financial conditions, could exacerbate this vulnerability. Du-
ring 2024, local financial institutions, both Cls and non-bank financial institutions,
have raised their holdings of TES due to the withdrawal of foreign investors. This
may have been influenced by fiscal uncertainty related to the General Participation
System (GPS) and falling tax collection, as well as a lack of clarity on external finan-
cial conditions. Additionally, the recent sensitivity of global markets to negative
factors could transmit volatility to local markets in less favorable scenarios than
expected. Despite the above, stressed events of devaluation would have reduced
impacts on most intermediaries, a mitigating factor that remains in place thanks to
constant and prudent monitoring by financial authorities regarding this risk.

15
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Shaded Section 1: Heat Map

The heat map is a tool that helps to simultaneously view the evolution over time
of different variables grouped into specific categories reflecting both the perfor-
mance of financial institutions and the financial and macroeconomic risks to which
they are exposed. Each variable is represented using a color scale that assigns colors
and shades based on its historical performance of the variables and some expert
judgments. Thus, reddish tones indicate periods in which a variable is at risky levels,
while green tones indicate periods of lower risk; yellow tones, in turn, reflect an in-
termediate point. In the case of some variables, such as asset price indexes or credit
cycle indicators, which reflect risks when they exhibit both high and low values, blue
shades are used to indicate the risk of low activity in the respective markets' (Graph
S11). The map seeks to show graphically and comprehensively the evolution of a set
of indicators used in the assessment and characterization of risks in a cross-sectional
and historical manner.

With the most recent information available, the map still shows the process of or-
derly adjustment that the local economy is undergoing. The main risks continue to
be concentrated on a few macroeconomic variables consistent with the slower pace
of growth and the reduction of imbalances, the credit cycle (which remains at levels
below its long-term trend), the housing market (which has shown slight recoveries),
and market risk, all of which are discussed in detail below.

As can be seen, the macroeconomic variables indicators have shown consistent re-
sults with the orderly adjustment of the local economy. On the one hand, relatively
low levels of economic growth have continued, which has led the indicator to show
reddish hues, both for the aggregate and for the main components on the demand
side (household consumption and gross capital formation). This has occurred within
a context of deterioration of the National Government'’s fiscal metrics, lower growth
in trading partners, and low local consumer confidence. Although inflation indicators
remain in orange tones, the deviation from the target defined by Banco de la Repibli-
ca has decreased and is expected to continue its convergence to green tones in the
remainder of 2024 and early 2025. On the other hand, the Colombian unemployment
rate remains in green tones, in a context of resilience of employment to the lower
local economic dynamics. Similarly, the current account deficit has decreased, which
implies less vulnerability to sudden changes in global financial conditions.

Credit risk has seen an improvement in loan portfolio deterioration over the last few
months, leading the non-performing loans indicator? to lighter yellow tones, while
the quality risk indicator® remained in orange tones. The deterioration levels have
affected the profitability of credit institutions, which has stabilized at reddish levels
without impacting solvency levels, which are above regulatory limits. Slight improve-
ments in the growth of non-performing loan portfolio* and risky loan portfolio® are
highlighted, reaching light greens. In contrast, the coverage indicator, which measures
the ratio of provisions to non-performing loan portfolio, has decreased, although it

1 Technical details on the reading, construction, and variables used on the map are provided in Box 1 of
the September 2017 Financial Stability Report.

2 Defined as the ratio between the portfolio over 30 days past due and the total portfolio.

3 Defined as the ratio between the portfolio with a rating other than A and the total portfolio. The rating
has five categories from A to E, with A being the best quality.

4 Defined as the portfolio more than 30 days past due.

5 Defined as the portfolio with a rating other than A.
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Graph S11
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Sources: Financial Superintendency of Colombia, National Administrative Department of Statistics (DANE in Spanish), Fedesarrollo, Bloomberg, and Banco de la Repablica, calcula-
tions by Banco de la Republica.
remains above 100% for the aggregate loan portfolio. The growth of the write-off
portfolio has shown significant growth that has taken the indicator to red levels.

On the other hand, the liquidity risk indicators of credit institutions have shown ro-
bustness during the period under analysis. The green shades of the liquidity risk
indicator (LRI) and the Net Stable Funding Ratio (NSFR) reflect adequate buffers for
intermediation, both in the short and medium term, while the funding gap (defined
as the difference between portfolio and deposits) has narrowed. In this context, the
leverage of the CIs has grown marginally.
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Market risk indicators were marked by the recomposition of investment flows of pub-
lic debt instruments and by looser local financial conditions. On the one hand, the
volatility of fixed-income securities decreased in an environment of orderly liqui-
dations of public debt instruments by foreign investors and significant purchases
by pension funds. This performance may reflect positive adjustments in local and
external financial conditions. The duration of the portfolios of credit institutions and
non-bank financial institutions increased, in line with the greater exposure they have
shown in that market. In turn, the equity market showed higher valuations in a con-
text of lower volatility after a prolonged period of low growth (blue tones) in COLCAP
growth. In turn, 5-year CDS, which reflect the country’s risk perception, have shown
improvements in the last six months, maintaining orange levels of risk. However, the
most recent data have shown increases related to local fiscal uncertainty.

Finally, the heat map shows continued pressures in the housing market, which have
resulted in the reddest shades for activity indicators and the bluest shades for hous-
ing prices in recent years (decreases in real terms). The low pace of new housing sales,
which has resulted in an impact on high turnover ratios (the time required to sell the
available units), could affect the creditworthiness of construction sector firms, which
is why it is necessary to continue monitoring these variables. Despite this, in the re-
cent past there have been recoveries in sales growth and smaller real decreases in
price indices, which could reduce the vulnerability of this market in the near future.

In conclusion, the recent evolution of the heat map reflects the adjustment process
that the Colombian economy is currently undergoing. The lower lending activity re-
flects a cautious response to the deterioration of credit risk indicators, which in turn
has impacted profitability indicators. Despite the deterioration in some of the finan-
cial intermediaries’ performance indicators, their high levels of capital adequacy and
liquidity allow them to face the possible materialization of various risks without com-
promising the stability of the financial system. In turn, the decrease in the current
account deficit shows an adjustment to growth more consistent with the productive
structure of the local economy.
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1. Macroeconomic Context”

11 External Environment

Some of the major central banks have initiated a process of
lowering their benchmark interest rates after a prolonged
period of contractionary policies aimed at controlling in-
flation. In September 2024, the U.S. Federal Reserve (Fed)
reduced its monetary policy rate by 50 basis points (bps),
bringing it to a range between 4.75% and 5.0% (Graph 1.1).
This decision considered the gradual decrease in inflation
towards its target’, slight signs of deterioration in the labor
market, and an uncertain economic outlook. Similarly, the
European Central Bank (ECB) lowered its benchmark interest
rates by 25 bps in June, September, and October 2024 (for a
total of 75 bps), decisions motivated by improvements in in-
flation, which is approaching its medium-term target. In the

Graph 11 same way, the Bank of England reduced its monetary policy
Monetary Policy Interest Rates in Advanced Economies rate by 25 bps in its August meeting due to improvements
(percentage) in its inflation forecasts, along with expectations of a slow-
60 down in its economic recovery. In contrast, the Bank of Ja-
o L pan increased its benchmark rate by 25 bps and halved its

;2o bond-buying program due to a weakening yen, which could
40 affect inflation stability in the medium term. Despite the di-
30 vergence in the case of Japan, lower interest rates interna-
. tionally could translate into better financial conditions and
' greater liquidity for the local market and other emerging
10 —‘ ‘_f economies. A greater risk appetite from investors would not
00 | =~ only favor the inflow of international capital. Still, it could
y also have favorable effects on the valuation of local assets

jan20  Aug20 Mar2l o2l May2z Decz2 s rebae sepas  @nd positive impacts on investment. These factors could
— United States Euro Zone Japan United Kingdom drive local credit demand, accelerating loan portfolio recov-
eries and improving credit quality indicators.

Note: For the United States, the midpoint of its monetary policy interest rate range
is shown.
Source: Central banks of each jurisdiction.

The market anticipates a soft landing for the global econ-
omy. However, financial variables are highly susceptible to
mixed signals, as evidenced by the volatility episode in Au-
gust 2024. As indicated in the October 2024 World Economic
Outlook (WEO) prepared by the International Monetary Fund
(IMF), the probability of a global recession has decreased,
and economic agents expect a slowdown without major
disruptions for the global economy. Despite this, in recent
episodes, financial markets have been affected by negative

*  This chapter presents information as of 18 October 2024.

1 The Fed, the ECB, the Bank of England, and the Bank of Japan have infla-
tion targets of 2.0%.
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Graph 1.2
Debt-to-GDP ratio in Advanced and Emerging Economies
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economic data, which has contributed to increased volatility.
Specifically, in August 2024, a slower-than-expected recovery
in the U.S. labor market, along with tightening monetary pol-
icy in Japan, led investors exposed to interest rate fluctua-
tions to liquidate various positions in global assets, resulting
in significant devaluations and increased volatility in finan-
cial markets and commodities. Particularly, oil prices, the lo-
cal economy’s main export commodity and a major driver of
investment in Colombia, exhibited high volatility, impacting
foreign investment flows?. Although the effect of this shock
quickly dissipated, this high sensitivity could represent a risk
to international financial conditions.

After a period of loose fiscal policies globally, several ex-
pected adjustments could have a negative impact on capital
flows to emerging economies. In response to spending needs
and economic recovery plans generated by the pandemic,
most global economies established expansive fiscal policies
that have continued on average to the present day. This has
led to significant debt-to-GDP ratio increases in advanced
and emerging economies (Graph 1.2). Increases in interest on
this debt could raise the financial burden, mainly on emerg-
ing economies (which have higher interest rates), and poten-
tially reduce the benefit of looser financial conditions. In this
regard, a shift in global fiscal policy is likely, involving either
reduced public spending or increased taxation, factors that
could negatively affect investment in emerging economies
and their expected growth rate.

Risks related to geopolitical conflicts in the Middle East and
Ukraine persist. Political elections in 2024 in several juris-
dictions will be decisive for their future performance and
relevant factors such as international trade and fiscal ad-
justments. The military conflicts between Russia and Ukraine
and between Israel and Palestine (which has spread to other
regions of the Middle East) have continued despite inter-
national pressure to find solutions. This, along with an un-
certain context associated with presidential elections held
throughout 2024, particularly in the United States, has im-
pacted some commodities’ prices and increased market vol-
atility. The results of the elections will determine the future
performance of variables such as debt levels, trade growth,
and the stance of international monetary policy, all of which
are crucial for global economic activity.

1.2 Internal Environment

During the first half of 2024, the Colombian economy con-
tinued to adjust in an orderly manner regarding econom-
ic growth, inflation, and external imbalances. In the year’s
second quarter, GDP grew by 1.8% in its seasonally adjusted
series, compared to the same period in 2023, mainly driven

2 This topic is further elaborated in section 2.2.3 of this Report.
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by household consumption dynamics. The contribution of
the agricultural and services sectors to the growth dynamic
stands out, as well as the slight recovery in commerce and
construction?. Despite this, in the year-to-date these last two
sectors continue to contract at rates close to 2.0%. Manufac-
turing, mining-energy, and the information and communica-
A. Real GDP on the Expenditure Side tions sectors all declined. Although investment expanded by
2.2%, its levels remain significantly below those that would
have been reached if its pre-pandemic trend had been main-
tained (Graph 1.3, Panel A). Both the market and the technical
staff of the Banco de la Repiblica anticipate higher growth
for 2025, thus continuing with the recovery process that
would positively impact the demand for credit and the re-
covery of credit institutions’ profitability. On the other hand,
annual inflation in August 2024 stood at 6.1%, below the fore-
casts of the technical staff of the Banco de la Republica and
the market. This favorable adjustment, driven by the mone-
tary policy stance, reinforces the expectation of convergence

Graph 1.3
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Source: DANE 1.6% of GDP; however, a slight widening is expected in the
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B. Inflation and Inflation Expectations demand

(percentage)

10 The labor market has shown recent improvements driven by

120 service activities. A negative impact on households’ cred-

itworthiness could be expected if a less favorable dynamic

o materializes. In its seasonally adjusted version, the national

80 unemployment rate stood at 10.0% as of August. Although
60 the indicator exhibited an upward trend until the first quar-
ter of 2024, it reversed this trend and has shown improve-

Y —= V4 ments in recent months. Seven out of the thirteen productive
20 sectors exhibited declines in employment, with sectors such
. as construction, public administration, and real estate activ-
May-19 Jan-20  Sep20 May21 Jan-22 Sep22 May23 Jan2e Sep2s jties being notable examples. Meanwhile, the industries that

~— T2-month expectations 24-month expectations Inflation contributed positively to the variation in the employed pop-

Note: Inflation expectations correspond to those recorded in Banco de la Repibli-  Ulation are related to service activities. The technical staff of
Soico, DANE o amce g o oporca o1 o Analyss. the Banco de la Repiblica projects a relatively stable unem-
ployment rate, with moderate increases by the end of 2024,
reaching 10.4% as the most likely value, a level that would
remain until 2025 (Graph 1.4). Adverse effects on household
creditworthiness could be expected if higher unemployment
80 scenarios materialize. This would reverse the recovery of
oo quality indicators of the consumer loan portfolio and worsen
the deterioration trend in housing loans, a factor discussed

in detail in Chapter 2.2.2 of this Report.

C. Ex-Ante Real Interest Rate

(percentage)
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A N In line with the international environment, the Colombi-
' \\_\’/W' an economy faces challenges in meeting its fiscal targets.
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. L e caleulated as the diff. . . 3 The sectors that contributed the most to economic growth in the second
Note: The ex-ante real interest rate is calculated as the difference between the quarter of 2024 were agriculture (1.0%); public administration, defense,
monetary policy rate and 12-month inflation expectations of Banco de la Republi- . o L . )
ca’s Monthly Survey of Economic Expectations of Analysts. education, and health (0.8%); and artistic, entertainment, and recreatio-
Source: Banco de la Repiblica. nal activities, and other service activities (0.4%).
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Graph 1.4
National Unemployment Rate Forecast
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Source: November 2024 Labor Market Report, Banco de la Republica.
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According to the Medium-Term Fiscal Framework for 2024
(MTFF-2024), prepared by the Ministry of Finance and Public
Credit, the estimated fiscal deficit for 2024 stands at 5.6% of
GDP, meeting the targets established by the fiscal rule butin-
creasing compared to the previous forecast of 5.3%. Despite
the Colombian Government's commitmentto comply with the
fiscal rule, statistics from the Colombian Tax and Customs
National Authority (DIAN in Spanish) exhibit a 9.7% decline
in revenues during this year so far, compared to the results
of the previous year, which generates additional pressure
to achieve the deficit target. Recently, the Government pro-
posed a financing law to raise around 0.7 percentage points
(pp) of GDP to facilitate compliance with fiscal commitments
for the upcoming year.

Given the above, the main macroeconomic risks that could
affect local financial stability are: 1) volatility in global finan-
cial markets and its repercussions in terms of risk aversion
toward emerging economies, 2) the potential weakening of
Colombia’s fiscal position, and 3) an eventual deterioration
of the labor market. In Chapter 3 of this Report, we present a
stress test exercise to evaluate the resilience of credit insti-
tutions (Cls) to extreme and low-probability macroeconomic
and financial shocks that would result from the hypothetical
joint materialization of these vulnerabilities.
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2. Vulnerabilities of the Financial System

This chapter analyzes the evolution of the overall situation of
financial institutions between the first and third quarters of
2024 in the context of an orderly economic adjustment char-
acterized by falling inflation, with expectations for this trend
to continue, lower interest rates, and economic recovery. The
first two sections detail the performance of the main variables
of the financial system during the analysis period, while the
following sections identify and analyze the vulnerabilities
faced by the financial institutions: credit risk, market risk, li-
quidity risk, and interest rate in the banking book risk, in order
to provide an updated assessment and future outlook.

2.1 Current Situation of the Financial System

This section analyzes the institutions that comprise the Co-
lombian financial system, whose total assets as of September
2024 amounted to COP 3,160.0 trillion (t) (Graph 2.1). The first
part focuses on credit institutions (Cls)!, whose assets repre-
sent 32.6% of the system’s total and 65.4% of the 2023 GDP
(COP 1,028.7 t). The second part focuses on non-bank finan-
cial institutions (NBFIs), which account for 56.9%? of the total
assets of the system and 114.3% of the 2023 GDP: COP 174.6 t
in proprietary position and COP 1,622.9 t in assets under man-
agement®.

Graph 21

Composition of Financial System Assets Between the first and third quarters of 2024, the main bal-

ance sheet accounts of Cls, both at individual and consoli-
dated levels*, continued to recover. The pace of contraction in
real terms® for investments and the loan portfolio has slowed.
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1 Credit Institutions (Cls) are those financial institutions whose primary
function is to collect resources from the public in legal tender in the form
of demand or term deposits and to reallocate these funds through loans,
discounts, advances, or other active credit operations. This group inclu-
des banks, finance companies (FCs), investment banks (IBs), and financial
cooperatives.
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2 The remaining 10.6% of the financial system'’s assets correspond to in-
Sep-15 Sep-16 Sep-17 Sep-18 Sep-19 Sep-20 Sep-21 Sep-22 Sep-23 Sep-24

frastructure providers, special official institutions, and companies spe-
[ _[¢] NBFI (proprietary) MINBFI (assets under management) Wother cialized in electronic deposits and payments.

Note: the acronym Cl stands for credit institutions, NBFI for non-bank financial insti- 3 Assets under management correspond to capital that financial institu-
tutions, and Other for infrastructure providers, special government institutions and tions hold or manage on behalf of their clients, while proprietary account
)

companies specializing in electronic deposits and payments. B P , :
Source: Financial Superintendency of Colombia, calculations by Banco de la Repiblica. assets refer to the institutions’ own capltal.

4 Regulations require Cls to report their financial statements individually
(i.e., covering only the business of the Cl considered as an individual le-
gal entity) and, if applicable, on a consolidated basis (i.e., including the
business of local and foreign banking subsidiaries with which the CI has
ownership ties). This section separately includes an analysis of vulnera-
bilities using the financial statements reported individually and those on
a consolidated basis.

5 The real growth figures presented in this Report were calculated using
the consumer price index (CPI) less food.
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However, the deterioration of the latter remains a significant risk factor and is
therefore monitored throughout this Report.

2.1.1 Credit Institutions: Individual Balances®

The total assets of the CIs show a slower real decline than that observed in March
2024 due to a slower real contraction of the loan portfolio and the recovery of
investments. During the second and third quarters of 2024, total assets continued
the positive trend seen since March 2024 (Graph 2.2). Although it remains in a con-
tracting phase, in the context of orderly adjustment of the balance sheet accounts
of Cls, the real annual growth rate is less negative compared to six months ago. This
performance has been driven mainly by investments, which account for 23.7%, and
exhibited recoveries in an environment of price valuations and increased issuance
of local public debt instruments (TES) after declining in real terms since mid-2023.
Regarding the loan portfolio, which accounts for 61.4% of total assets, although its
rate of contraction is lower than that of March 2024, its contribution to total asset
growth is still negative.

Graph 2.2
Real Annual Growth of Credit Institutions’ Assets and their Main Components
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Note 1: The dotted lines correspond to preliminary data from October 2024 from Form 281 of the Financial Superintendency of Colombia, which
contains weekly information on the main balance sheet accounts of credit institutions.

Note 2: The real growth presented in this graph were calculated using the Consumer Price Index (CPI) less food.

Note 3: The share of the main accounts in total assets is shown in parentheses.

Source: Financial Superintendency of Colombig; calculations by Banco de la Repiblica.

Since the second quarter of 2024, the real rate of contraction of the gross loan
portfolio of the ClIs has decreased. This is due to less negative growth rates in
consumer and commercial loan portfolios, the recovery of housing loans, and the
positive growth of microcredit loans. As of September 2024, the gross loan port-
folio of the Cls stood at COP 683.4 t (43.5% of the 2023 GDP), showing a nominal
annual growth of 1.2%. Of this balance, 95.9% was in local currency, and the remain-
ing portion was in foreign currency, the latter showing annual nominal decreases
since mid-2023 (-0.4% as of September 2024). Regarding real annual growth, in the
context of falling inflation, the gross loan portfolio continued to contract, although

6  As of the publication date of this Report, official information from the monthly balance sheets of
Cls up to September 2024 was available. Therefore, the graphs and analysis presented in this sub-
section mostly use this cutoff date. However, for total asset balances, investments, and the loan
portfolio, preliminary data from October 2024 from the Financial Superintendency of Colombia
(SFC in Spanish) Form 281 is presented, which includes weekly information on some balance sheet
accounts of Cis.

7 See section 2.2.3 of this Report.
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at a slower pace since the end of the first quarter of 2024 (Graph 2.3). This perfor-
mance is due to the similar trend in the consumer and commercial loan portfolios,
which account for 81.1%. Meanwhile, housing and microcredit loans have positively
contributed to the overall loan portfolio dynamics and exhibit similar growth rates.
For housing loans, the rate recorded as of September 2024 indicates a slight upturn
in growth, while for microcredit loans suggests a slow deceleration.

Graph 2.3
Real Annual Growth of the Gross Loan Portfolio of Credit Institutions
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Note 1: The dotted lines correspond to preliminary data for October 2024 from Form 281 of the Financial Superintendency of Colombia,
which contains weekly information on the main balance sheet accounts of credit institutions.

Note 2: The real growth rates presented in this graph were calculated using the Consumer Price Index (CPI) excluding food.

Note 3: The share of the types of loan in the total loan portfolio is shown in parentheses.

Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

In line with the performance of the gross loan portfolio, in an environment of low-
er interest rates, disbursements have maintained the upward trend seen since the
beginning of 2024. The slower real annual contraction in disbursements continued
for all types of loans between the first and third quarters of 2024, except for com-
mercial loans, which experienced negative real growth from March to September
2024 (Graph 2.4). This deceleration may be related to a restrictive stance by Cls in
granting these loans due to a recent deterioration in their creditworthiness and the
performance of local investment, which, although showing recovery signs, remains
below the levels that would have been reached if the pre-pandemic trend had con-
tinued. In contrast, disbursements for housing loans recovered, showing positive
real growth since July 2024. Disbursements for consumer and microcredit loans
exhibited a slower contraction. This occurred in an environment of falling interest
rates, where, since the end of 2023, the rate for consumer, housing, and commer-
cial loans has decreased more than the monetary policy rate (Graph 2.5). These
dynamics may reflect expectations of lower rates, in line with high confidence in
the convergence of inflation toward the target.

According to the results of the latest Report on the Credit Situation in Colombia?,
during the third quarter of 2024, demand indicators for all types of loans exhibit-
ed a positive balance, suggesting a slight recovery, according to the perception of
the Cls. Likewise, the credit supply perception indicator and the productive sector’s®
perception of credit availability increased. The latter approached the historical av-

8  For more details, see the Report on the Credit Situation in Colombia from September 2024.

9  The institutions in the productive sector analyzed correspond to industry and mining, transporta-
tion and communications, and large retail chains, from the four main cities of Colombia (Quarterly
Survey of Economic Expectations, July 2024).).
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Graph 2.4
Real Annual Growth in Cumulative Disbursements of Credit Institutions
Over the Last Twelve Months
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Note 1: The vertical lines indicate changes in the reporting of disbursement information and rates of credit institutions. As of July 2022, the
Financial Superintendency’s Form 088 “Weekly Report - Lending Interest Rates” ceased to exist and in its place Form 414 “Lending Interest
Rates by Type of Loan” was created. In the change of the information report, some credit products were eliminated, and new segments
were created. Therefore, information after July 2022 is not strictly comparable with the previous data. On the other hand, in October 2023,
Form 414 was modified to include the new microcredit segmentation, according to Decree 455 of 2023. In this respect, the information is

not strictly comparable after this date.
Note 2: The real growth was calculated using the Consumer Price Index excluding food.
Source: Financial Superintendency of Colombia, calculations by Banco de la Republica.

Graph 2.5
Monthly Loan Portfolio Disbursement Interest Rates
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and rates of credit institutions. As of July 2022, the Financial Superintendency’s Form
088 “Weekly Report - Lending Interest Rates” ceased to exist and in its place Form 414
“Lending Interest Rates by Type of Loan” was created. In the change of the information
report, some credit products were eliminated, and new segments were created. There-
fore, information after July 2022 is not strictly comparable with previous data. On the
other hand, in October 2023, Form 414 was modified to include the new microcredit
segmentation, according to Decree 455 of 2023. In this respect, the information is not
strictly comparable after this date.

Source: Financial Superintendency of Colombia, calculations by Banco de la Repiblica.
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erage, suggesting a greater perspective on credit access (Graph
2.6). In line with the forward-looking message from the previous
Report, in the context of inflation converging toward the target,
broader financial conditions, driven by a lower monetary policy
rate, a recovery in investment, and expectations of higher credit
demand, the recovery in the credit market is expected to con-
tinue in the coming year.

The non-performing loans indicator (NPL)™ remains high for
the total loan portfolio. Corporate loans (commercial and
microcredit) and housing loans have slightly deteriorated
since the beginning of 2024. As of September 2024, the total
non-performing loan portfolio stood at COP 39.0 t, with a de-
crease in real terms of 0.1%, after peaking at 26.6% at the end
of 2023. By type of loan, however, the growth of the non-per-
forming loan portfolio has accelerated. Particularly, commer-
cial loans exhibited an upturn after experiencing reductions
since early 2024. Furthermore, the NPL for this type of loan
increased by 30 basis points (bps) between the first and third
quarters of 2024, reaching 3.9% (Graph 2.7). This latter, along
with the NPL for microcredit loans at 9.6%, which is above the
historical average (6.6%), suggests a challenging phase for
the quality of the corporate sector’s loan portfolio. Regarding
households, the non-performing portfolio of consumer loans
has been contracting in real terms since the second quarter
of 2024, and its NPL decreased by 80 bps between March and
September 2024. However, write-offs in this type of loan con-

10 The non-performing loans indicator is calculated as the ratio between
the non-performing loan portfolio and the total gross loan portfolio (the
non-performing loan portfolio includes the balance of credits thirty or
more days overdue).
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Graph 2.6
Perception of the Credit Market
A. Credit Institutions B. Companies in the Productive Sector
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Graph 2.7
Non-Performing Loans Indicator and Non-Performing Loans
Indicator + Write-offs of Credit Institutions
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Note 1: The non-performing loan indicator is calculated as the ratio between the non-performing loan portfolio and the total gross loan
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Note 2: The dotted lines correspond to the non-performing loan with write-offs (+C), which is calculated as the ratio between (i) the sum
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Note 3: The non-performing housing loan portfolio differs from the one usually reported by the SFC because the SFC uses as non-perfor-
ming housing loan portfolio the past-due installments for delinquency periods of one to four months, while this report also includes the
total principal of the loan.

Source: Financial Superintendency of Colombia; calculations by Banco de la Repiblica.

tinue to increase, as reflected in the NPL with write-offs", which exhibited an in-
crease of 80 bps during the same period. In contrast, the non-performing portfolio
of housing loans remains at high levels of growth compared to its historical figures,
and its NPL reached values not seen since late 2020, suggesting a recent greater
deterioration.

11 The non-performing loans indicator with write-offs is calculated as the ratio between 1) the sum of
the non-performing loan portfolio and write-off credits accumulated over the past twelve months,
net of recoveries, and 2) the sum of the total gross loan portfolio and write-off credits accumulated
over the past twelve months, net of recoveries.
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Since March 2024, the quality risk indicator (QRI)™ for all types of loans has slightly
increased, except for consumer loans, although for both consumer and microcred-
it loans, the indicator remains above the historical average. As of September 2024,
the total risky loan portfolio stood at COP 67.8 t after registering a real annual
growth of 3.5%, suggesting a slight upturn in the slowdown trend observed since
late 2023. The increase in the risky loan portfolio has impacted the total QRI, which
rose by 30 bps between the first and third quarters of 2024 (Graph 2.8). By type of
loan, the indicators for the corporate sector’s loans (commercial and microcredit)
and housing loans have also increased in the last six months (70 bps for commer-
cial and housing loans and 30 bps for microcredit). In contrast, the QRI for consum-
er loans decreased slightly by 40 bps.

Graph 2.8
Cls’ Quality Risk Indicator (QRI)
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Note: The Quality Risk Indicator is calculated as the ratio between the risky portfolio and the total gross loan portfolio (the risky loan por-
tfolio corresponds to the balance of loans with a rating other than A, on a scale between A and E, where A is the best rating).
Source: Financial Superintendency of Colombia, calculations by Banco de la Republica.

The CIs maintain an adequate level of provisions to cover the deterioration of
the loan portfolio. However, for microcredit loans, the coverage ratio is at low
levels not seen since 2008. The total provision balance stood at COP 41.9 t after
registering a real annual growth rate of -4.7%. For thirteen months, negative real
growth has been observed, mainly due to the use of the countercyclical compo-
nent® by some Cls to address the loan portfolio deterioration observed over the
last year. Using this component implies that Cls must reconstitute the balance of
countercyclical provisions that have been decumulated, which could impact their
cash flow. The misalignment of this re-accumulation with the credit market con-
ditions and the measures that the Financial Superintendency of Colombia (SFC
in Spanish) has taken to mitigate it are discussed in detail in Box 2. On the other
hand, given the still high balance of non-performing loan portfolio, CIs maintain
coverage ratios™ above 100% for consumer and commercial loans. However, for
the latter, the ratio has decreased by 10.9 percentage points (pp) between March

12 The quality risk indicator is calculated as the proportion between the risky loan portfolio and the
total gross loan portfolio (the risky loan portfolio corresponds to the balance of loans rated other
than A on a scale from A to E, where A is the best rating).

13 Provisions correspond to the funds that Cls maintain to cover potential future obligations. The-
se comprise procyclical, countercyclical, and other provisions. The procyclical component refers
to provisions made for each borrower based on their risk rating. The countercyclical component
refers to provisions accumulated for each borrower to be used later during periods of high loan
portfolio deterioration, and the “other” category mainly consists of provisions for housing and
microcredit loan portfolios.

14 The coverage ratio is defined as the ratio between the provision balance and the non-performing
loan portfolio balance.
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Graph 2.9
Coverage Ratio
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Note 1: The coverage indicator is defined as the ratio between the balance of provisions and the non-performing loan portfolio.
Note 2: The housing coverage ratio differs from the one usually reported by the SFC because the SFC uses as non-performing housing loan

portfolio the past-due installments for delinquency periods of one to four months, while this report also includes the total principal of
the loan.

Source: Financial Superintendency of Colombia, calculations by Banco de la Republica.

and September 2024 due to the rise in delinquencies (Graph 2.9). Similarly, for
housing loans, the ratio decreased by 3.4 pp™, while for microcredit, it remained
close to 75.6%, suggesting low coverage in this type of loan.

The recovery in demand deposits has led to a slower contraction in Cl funding .
Between March and September 2024, the real annual growth rate of funding went
from -6.0% to -3.0%, driven by demand deposits, which account for 36.1% and whose
growth has accelerated since July 2024 (Graph 210). In contrast, term deposits,
which represent 30.2% and which, since the beginning of 2022, had high growth

Graph 210
Real Annual Growth of Funding and Contribution to the Growth of its Components
(percentage)
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Note 1: The share each item has in funding is in parenthesis (liabilities + equity) as of August 2024.

Note 2: Term deposits include CDTs and CDATs.

Note 3: Other liabilities mainly include accounts payable and convertible securities (Bocas and Boceas).
Note 4: Real annual funding growth is calculated using the consumer price index excluding food.
Source: Financial Superintendency of Colombia; calculations by Banco de la Repablica.

15 Provisions are calculated on the part of the loan not covered by the collateral. Since the collateral
in the housing loans corresponds to the value of the financed property, provisions are lower than

those in other types of loans. Therefore, the housing coverage ratio has historically been below
100%.

16  Funding corresponds to the sum of liabilities and equity.
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Graph 212
ROA Breakdown
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rates and contributed positively to funding, recorded a real contraction of -0.04%. The
above, in the context of loosening local financial conditions and decreasing credit. Al-
though Cls may have incentives to recompose their funding sources towards demand
deposits (given the expected reduction in the monetary policy rate), if credit demand
continues to recover and the credit market becomes more dynamic, institutions may
once again boost their fundraising through term deposits".

After remaining relatively stable at around 0.7%, the return on assets (ROA)' of Cls
increased slightly in recent months, although it remains below the average of the
last ten years. Between March and September 2024, the ROA increased by 10.3 bps
to reach 0.8%" (Graph 2.11). This increase is due to higher income from investment
valuation (particularly from government bonds (TES)) and lower loan-loss provi-

Graph 211
Aggregate Return on Assets (ROA)
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17 See section 2.4.1 of this Report.

18 The ROA corresponds to the ratio between the accumulated net income of the last twelve months
of CIs and their total assets.

19 This figure differs from the one usually reported by the SFC because this entity’s annualization
considers the year-to-date figures and not the last twelve months.
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Capital Adequacy Indicators at the Aggregate Level
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Note 1: Total capital adequacy is defined as the ratio between the calculated tech-
nical equity and the value of assets weighted by level of credit, market, and opera-
tional risk level, and the core capital adequacy as the ratio between the Common
Equity Tier 1 net of deductions and the value of assets weighted by level of credit,
market, and operational risk level.

Note 2: Figures reported since January 2021 for capital adequacy and core capital
adequacy are not comparable with historical series due to the regulatory change
that required entities to start converging to the guidelines established by Basel IlI.
Note 3: As of 2024, the limits including the conservation buffer are 10.5%, 7.5%,
and 6.0% for the total capital adequacy, additional common equity tier 1, and core
capital adequacy, respectively. For systemically important institutions, an addi-
tional 75 bp is required. In practice, non-compliance with capital buffers does not
imply non-compliance with regulatory limits and, therefore, does not constitute
an insolvency situation.

Note 4: With the issuance of decrees 1477 of 2018 and 1421 of 2019, credit institu-
tions had to start complying with the regulatory leverage ratio requirement as of
January 2021. This ratio is defined as the sum of the value of Common Equity Tier 1
net of deductions and Additional Tier 1, divided by the leverage value.

Source: Financial Superintendency of Colombia; calculations by Banco de la
Republica.
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sions (Graph 212). The latter is related to the decumulation
of countercyclical provisions, a tool that allows Cls to smooth
their loan-loss provisions during periods of low credit growth
and higher delinquency in the credit cycle. However, the ROA
of Cls is 77.7 bps below the ten-year average, primarily due
to low credit growth and high credit default, which negative-
ly impacts interest income. Individually, by September 2024,
twenty-eight Cls, representing 22.4% of the total loan portfolio,
reported annualized losses (from September 2023 to Septem-
ber 2024)%. Looking ahead, it is likely that the ROA will remain
at low levels if credit risk persists in certain loan portfolios
while Cls continue to reconstitute the balance of countercycli-
cal provisions decumulated so far.

The capital levels of Cls, which enable them to withstand the
materialization of various risks, are adequate and have in-
creased since mid-2024. Between March and September 2024,
the total capital adequacy? and the common equity tier 1?2 ra-
tios of Cls increased by 107.9 and 65.5 bps, respectively (Graph
213), a trend explained by reductions in risk-weighted assets
(due to low credit growth) and the increase in equity capital.
During the analyzed period, the growth rate of this capital rose
from 0.4% to 8.6% due to efforts by the institutions to improve
their equity capacity to cover the losses incurred. In particular,
Cls that have recorded accumulated losses for the year have
conducted capitalizations, enabling them to face the current
situation.

Cls maintain a solid liquidity position, reflected in short-term
liquidity risk indicators (LRI) and structural funding liquidity
(NSFR)*, both of which are well above regulatory limits. Af-
ter the LRI of CIs decreased by 29.2 pp between April and July
2024 due to higher net liquidity requirements over a thirty-day
horizon (NLR), the indicator increased and reached 200.2%
by the end of September 2024 (Graph 2.14). This recovery is
due to improvements in the LRI of banks, finance companies
(FCs), and cooperatives, which recorded a larger reduction in
NLR relative to liquid assets due to lower (higher) expected
outflows (inflows) over the thirty-day horizon. Similarly, NSFR,

20 The number of institutions with annualized losses remained stable be-
tween March and September 2024, although the share of total assets from
Cls with negative profits decreased by 2.6 pp.

21 Total capital adequacy is the ratio between the calculated total regula-
tory capital and the value of risk-weighted assets for credit, market, and
operational risks. The regulatory limit is 9.0%.

22 Tier 1 capital is the ratio between the Common Equity Tier 1 net of de-
ductions and the value of risk-weighted assets for credit, market, and
operational risks. The regulatory limit is 4.5%. This indicator captures the
ability of entities to face unexpected losses in terms of their best-quality
capital.

23 The liquidity risk indicator measures the short-term liquidity of Cis.

24 The NSFR is a liquidity indicator that ensures Cls maintain a stable fun-
ding profile, in relation to the composition of their assets. It is calculated
as the ratio between available stable funding (ASF) and required stable
funding (RSF).ASF consists of liabilities and equity accounts, and RSF con-
sists of asset and off-balance-sheet accounts.
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Graph 214
Thirty-day Simple Average Liquidity Risk Indicator of Credit Institutions
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Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

Graph 215
Net Stable Funding Ratio of Credit Institutions
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Note 2: The indicator series is presented only for groups 1 and 2 because the ins-
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The minimum required as of March 2022 for group 1is 100% (purple dotted line),
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Note 3: Group 1 institutions consist of banks whose assets represent at least 2.0%
of the total assets of the banks as of 31 December of the immediately preceding
year. Group 2 includes Cls that are not part of Group 1 and for which the loan por-
tfolio and leasing operations correspond to a significant asset. Group 3 includes
Cls that are not included in the previous groups and whose significant assets are
investments and derivatives transactions.

Source: Financial Superintendency of Colombia; calculations by Banco de la
Repdblica.
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which aims to match terms between liabilities and assets bet-
ter, increased slightly for institutions in Group 1 and signifi-
cantly for those in Group 2% (Graph 2.15). This latter is due to a
greater stable funding ratio over the past six months through
demand deposits from the retail real sector.

2.1.2 Current Situation of Credit Institutions at the Consolida-
ted Level

Colombian banks maintain a significant presence in the Central
and South American region, with eighteen banking subsidiar-
ies? in the CAPRD region” and the Caribbean?®, and two in Peru
and Paraguay, representing 20.1% of the consolidated assets of
Cls. As of June 2024, Colombian banks hold assets in these sub-
sidiaries amounting to COP 225.8 t. In the CAPRD region, there
are a total of fourteen banking subsidiaries with assets of COP

25 Cls are divided into three groups for NSFR regulatory purposes: Group 1
includes banks whose assets represent 2.0% or more of the total assets
of the banking sector; their minimum required NSFR is 100%. Group 2
includes banks whose assets represent less than 2.0% of the total assets
of the banking sector, finance companies, financial corporations, finan-
cial cooperatives, and special official institutions specified in item i) of
section 5.3.1 of Chapter XXXI of the Financial and Accounting Basic Cir-
cular (FABC), as long as these entities have a significant group of assets
in loans and leasing operations; their minimum required NSFR is 80%.
Group 3 includes those not classified in Groups 1 or 2 and do not have
to meet a regulatory limit, so their NSFR reporting is for informational
purposes.

26 An entity is considered a subsidiary when its decision-making power is
subject to the will of another entity, which will be its parent or holding
company, either directly, in which case it is called a branch, or through
the parent’s subsidiaries, in which case it is called a subsidiary.

27 The CAPRD region, as defined by the IMF, includes Costa Rica, El Salvador,
Guatemala, Honduras, Nicaragua, Panama, and the Dominican Republic.

28 There is a presence of Colombian subsidiaries in Puerto Rico, Barbados,
and the Cayman Islands; however, these are not significant in the conso-
lidated balance sheet of Colombian Cis.
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202.5 t, while in Paraguay and Peru, there are two banking sub-
sidiaries with assets totaling COP 18.6 t. By jurisdiction, Pan-
ama holds the largest share of external assets of Colombian
banks (COP 115.5 t), followed by El Salvador with COP 38 t and
Guatemala with COP 23.6 t. It is noteworthy that the two bank-
ing subsidiaries of Colombian banks in El Salvador represent
381% of the banking system in that country, while in Panama,
the eight subsidiaries represent 18.7% of the banking system in
that country (Graph 216).

On the macroeconomic front, the CAPRD region exhibits a
real economic growth rate, with a recent slowdown, accom-
panied by a higher fiscal deficit and lower inflationary pres-
sures, amid a stabilization of remittance flows from the Unit-
ed States. As developed in the September 2024 Report on the
Macroeconomic and Financial Situation in Central America, the
region’s economic activity continues to grow, but at a slow-
er pace, particularly in Panama, Guatemala, and El Salvador.
GDP growth for the CAPRD region® is expected to reach 3.8%
in 2024, after growing 41% in 2023. Additionally, among the
risks discussed in Chapter 1 of this Report, global financial
market volatility and its repercussions in terms of higher per-
ceived risk towards non-developed economies are mentioned.
This could exacerbate the region’s fiscal sustainability, where
countries maintain a high debt-to-GDP ratio, except for Guate-
mala. However, inflation in the region has shown a downward
trend since late 2022, reaching 2.9% in August 2024, signaling
a trend toward stabilization. Moreover, a steady flow of remit-
tances is expected to continue supporting the region’s growth.
Meanwhile, Paraguay exhibits a similar economic growth dy-
namic, with a projected rate by the Regional Economic Out-
look (REO) of 3.8% for 2024, higher than the decade’s average
annual growth of 3.3%, and a slight increase in inflation by 30
bps, reaching 4.0%. In contrast, Peru exhibits a better growth
pace, projected at 3.0% for 2024 (compared to -0.6% in 2023),
accompanied by a decline in inflation, which would drop from
3.2% in 2023 t0 2.4% in 2024.

In 2024, for most Central American countries, the profitability
of Cls was above the average of recent years, and the credit
loan portfolio exhibits positive real growth. However, some
countries are seeing an acceleration in the deterioration of
loan portfolio quality. Aligned with the region’s lower eco-
nomic performance, the total loan portfolio in most countries
in the CAPRD region continues to grow in real terms, although
at a slower pace. In Guatemala, there has been a shift toward
credits granted in local currency, partly explained by a higher
interest rate on foreign currency-denominated loans. In Costa
Rica, in the context of currency appreciation and lower inter-

29 Information taken from the October 2024 IMF Regional Economic Outlook
for the Western Hemisphere (REO).

30 According to the World Bank, the average annual real growth over the
last decade is: Costa Rica at 3.3%, Guatemala at 3.6%, Honduras at 3.3%,
Panama at 4.7%, El Salvador at 2.4%, Peru at 2.6%, and Paraguay at 3.3%.
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Graph 217
Performance Indicators

est rates on foreign currency-denominated loans, the credit
loan portfolio has accelerated, driven by foreign currency-de-
nominated loans (Graph 217, Panel A). In this regard, bank
profitability, measured as ROA, exhibits higher growth rates,
except in El Salvador (Graph 217, Panel B). This performance
could be associated with a higher increase in the intermedia-
tion margin. However, in El Salvador and Guatemala, a greater
deterioration in loan portfolio quality has been observed.
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and Honduras through January 2023. Real growth for panel A was calculated using the CPI for each jurisdiction. ROA in panel B is calculated as the ratio of the annualized
profit and the average asset. The annualized profit is the sum of the current monthly flow with the previous eleven flows of profit before income tax.

Source: Central American Monetary Council; calculations by Banco de la Repiblica.

Graph 218
Consolidated and Individual Assets of Credit Institutions
(trillions of Colombian pesos) (percentage)
1.200 100.0
1.000 ’\/\\
90.0
800 |
LN
600 B men 80.0
N
400 T 738
70.0
200
0 60.0
Jun-16  Jun-17  Jun-18  Jun-19  Jun-20 Jun-21  Jun-22  Jun-23  Jun-24

Assets of institutions not included in the consolidated balance sheets
B Consolidated assets
— Total assets/GDP (right axis)

Note: the assets of the institutions that are not part of the consolidated balance
sheets correspond to those Cls that are not part of the consolidation of another
institution, nor do they consolidate other supervised entities.

Source: Financial Superintendency of Colombia; calculations by Banco de la
Repablica.

34

2.1.2.1 Consolidated Balance Sheets of Credit Institutions

In line with the strong performance of some banking subor-
dinates and a more favorable performance of the individual
balance sheet of Cls in Colombia, consolidated assets exhibit
signs of recovery. As of June 2024, out of the 53 Colombian Cls,
fourteen have consolidated balance sheets, six®' of which are
present in Central and South America. After consolidated as-
sets reached an annual real contraction of -0.6% in December
2023, they exhibited a growth rate of 3.2% as of June 2024, with
a balance of COP 1,211 (t), representing 73.8% of GDP (Graph
2.18). This performance was explained by positive investment
growth at a real annual rate of 7.4% and a slower pace of con-
traction in the loan portfolio, which decreased by -5.3%. This
was in line with the individual®* performance of consolidating
Cls and asset growth in Central America® (Table 2.1).

31 In addition to these six, another fourteen belong to financial conglome-
rates under Colombian law. Not all consolidating CIs belong to a financial
conglomerate.

32 See section 2.1.1 of this Report.

33 See the Special Financial Stability Report on the Macroeconomic and Fi-
nancial Situation in Central America, September 2024.
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Table 21
Main Financial Indicators of Cls at the Consolidated Level

Consolidated

Indicator Six-Month
Change Evolution
Jun 23| Dec 23 | Jun 24 (percentage | Dec.-19 to June-24

points)
Real asset growth 34 -9.3 3.8 5.5 IS
Real investment growth 57 -4k 7.4 1.9 S
Real growth of the total loan portfolio -3.2 -11.4 -5.3 6.2 i N N
Real growth of the commercial loan portfolio  -25  -122  -4.2 81 S
Real growth of the consumer loan portfolio 57 129 02 27 N
Real growth of the housing loan portfolio 25 73 06 92 N N
Real growth of the microcredit loan portfolio 25 01 19 58 W
NPL of the total loan portfolio 5.2 5.5 5.7 0.2 -~ T~
NPL of the commercial loan portfolio 35 35 37 0.3 T ~—— —
NPL of the consumer loan portfolio 7.6 8.3 8.1 -0.2 Y e
NPL of the housing loan portfolio 6.1 6.8 7.6 0.8 ~
NPL of the microcredit loan portfolio 7.2 9.0 10.1 11 —_——
ROA 0.9 0.6 0.5 -0.2 ~ 7 T
Total capital adequacy a4 4 139 -0.4 - T
Core capital adequacy 1.8 12.0 1.8 -0.2 T T

Note 1: The indicators were calculated using information that includes consolidated balance sheets and data at the individual level of
non-consolidated institutions.

Note 2: The growth rates presented in the table were calculated on an annual basis.

Source: Financial Superintendency of Colombia; calculations by Banco de la Repuiblica.

Real growth in the consolidated loan portfolio has recovered since December 2023.
Although the loan portfolio is still declining, affected by the consumer portfolio,
its growth rates are less negative. So far in 2024, the real growth of credit loans
portfolio exhibits a recovery trend, although it remains negative. The consumer
loan portfolio exhibits the highest rate of decline, followed by commercial and
housing loan portfolios. This performance aligns with the real annual growth of the
loan portfolio at the individual level of Cls, which stood at -5.7% as of June 2024. In
contrast, the microcredit loan portfolio at the consolidated level exhibits a positive
growth rate and stood at 1.9% as of June.

Further deterioration in credit risk indicators has been observed, in line with the
dynamics of the individual balance sheet. As of June 2024, the real annual growth
rate of the non-performing loan portfolio was 12.2%. Although the non-perform-
ing loan portfolio continues to grow across all loan types, its growth rate has de-
creased, mainly in consumer and commercial loans. This, combined with slower
growth in the gross loan portfolio, led the consolidated NPL to exhibit slight growth
so far in 2024, with a change in trend for consumer and microcredit loans, whose
deterioration has occurred at a slower pace. Following the dynamics of the indi-
vidual balance sheets in the third quarter of 2024 of the consolidating entities and
the performance of the banking systems in which the subordinates of Colombian
banks operate, it could be expected that the loan portfolio will continue to deteri-
orate but at a slower pace.

Despite the favorable performance of the profitability of bank subordinates in the
CAPRD region, a slight decrease in ROA at the consolidated level has been ob-
served so far in 2024, in line with the dynamics of the individual balance sheet of
Cls. The consolidated ROA of Cls stood at 0.5%, which is lower than the average
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for the last five years (1.1%). This performance is similar to that observed in the
individual balance sheet, which exhibited a decrease of 0.1 pp between December
2023 and June 2024, to 0.7%. This is despite the favorable performance of ROA in the
banking systems of the CAPRD region.

Consolidated solvency ratios have remained at adequate levels and above regu-
latory limits®. Tier 1 capital and total capital adequacy were 2.8 and 4.9 pp above
regulatory limits, respectively, slightly lower than the data observed in December
2023. At the individual and consolidated level, an increase in risk-weighted assets
was observed, higher than the growth of total regulatory capital, between Decem-
ber 2023 and June 2024. In addition, the solvency of the consolidated balance sheet
is expected to be lower than the individual balance sheet because, especially with
the capital of the latter, the activity of the consolidated balance sheet must be
supported. Chapter 3 of this Report develops a stress test of Cls to shocks due to
devaluations of investments in their banking subordinates, in addition to the re-
sults of adverse scenarios (1 and 2), to assess whether the consolidated capital is
sufficient to cope with them. In both adverse scenarios, the entities are resilient to
the different devaluation shocks.

The performance of the banking subordinates of the Colombian Cls has been a
source of diversification for the consolidated balance sheet. Banks in the CAPRD
region have performed well in terms of real asset growth and profitability, as mea-
sured by ROA. In addition, the NPL, measured based on the loan portfolio over 90
days past due, exhibits a slower pace of deterioration compared to the Colombian
indicator. Likewise, the low banking penetration in the region presents an opportu-
nity for growth. Although they are smaller banks than their Colombian parent com-
panies, and their performance does not fully offset the moderate local results, they
have contributed to the fact that the deterioration of the consolidated balance
sheet has not been greater. Costa Rica, for example, has exhibited good economic
performance explained by a growth in exports and a good process of fiscal con-
solidation, restricting spending in accordance with the fiscal rule. However, in the
context of fiscal uncertainty in some countries of the Central American region and
the uncertainty regarding the new administration’s immigration and trade policies
in the United States with the countries of the region, fewer benefits could be seen
from diversification.

2.1.3 Non-Banking Financial Institutions

Non-banking financial institutions (NBFIs)®* are responsible for managing public
funds that can be used for many purposes, from making investments to hedging
potential risks, those activities are essential for the proper functioning of the fi-
nancial system®. In carrying out these activities, the NBFIs have grown consider-
ably in recent years and have created significant interconnections with the Cls;
for example, these institutions hold a large part of the value of the certificates of
deposit (CDs) issued by the Cls. This has made NBFIs increasingly important stake-
holders in the financial system (Graph 2.19). Therefore, it is important to monitor

34 The regulatory minimum limit is 9.0% for total capital adequacy, 6.0% for additional Tier 1 capital,
and 4.5% for Tier 1 capital.

35 In this Report we include as NBFIs trust companies (TCs), stock brokerage firms (SBFs), pension and
severance fund managers (PFMs), and general and life insurance companies.

36 The portfolios managed by the NBFIs are henceforth divided into proprietary account or position,
which are those whose resources belong to them, and third-party position or managed portfolios
(assets under management), which are those portfolios belonging to the public and managed by
the NBFls.



Graph 219
Evolution of NBFI's Assets:Assets Under Management (AUM)
and Proprietary Position (PP)
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the performance of these institutions and the potential risks
arising from their activities. This section explores the perfor-
mance of their investment portfolios, as well as the profitabil-
ity and risks of these institutions.

In August 2024, the assets under management of the NBFls
grew above their all-time average¥, driving the growth of the
financial system. While in August, the financial sector grew at
an annual real rate® of 5.2%, the assets managed by the NBFIs
grew at a rate of 8.8%, which is mainly explained by the good
performance of portfolios managed by pension and severance
fund managers (PFMs), which recorded growth above 10% (this
includes mandatory pension funds, voluntary pensions and
severance funds; Graph 2.20, panel A). The assets managed
by the TCs grew slightly below their all-time average (6.8% vs.
7.5%), being the only portfolios in this category that recorded
this performance. The assets managed by TCs, SBFs, and PFMs
are 216, 10, and 57 times larger than the proprietary account
assets, respectively, this figures have remained stable over the
past two years.

The proprietary position assets of these types of institutions
showed moderate growth, explained by the performance of
insurance companies and PFMs. In the case of the former, as-
sets grew at a real annual rate of 7.9%, lower than that ob-
served in February (8.0% real annual rate) (Graph 2.20, panel
B). In turn, the PFMs (the second group with the largest share)
have started to grow above their all-time average, thus recov-
ering from the negative growth recorded months earlier, as
described in the Report for the first half of 2024. This perfor-
mance, together with the observed increases in the assets of
the SBFs and TCs, has allowed the proprietary account assets
of these businesses to grow at a real rate of 7.7%.

In terms of investments, the managed portfolio of TCs, SBFs,
and PFMs recovered and showed a positive growth since the
end of 2023. This performance is mainly explained by higher
investments in TES in the context of appreciations and higher
issuances of these securities, particularly in the case of the
PFMs, which have consolidated as the largest holders of these
securities. The portfolio managed by these NBFIs recorded a
real annual growth of 25.4%, to which TES and collective in-
vestment funds (CIFs) mainly contributed, by 8.8% and 8.2%,
in that order. This movement was driven by the PFMs, which
replaced their CD investments in favor of larger TES holdings,
so that the latter now represent 32.1% of their portfolio, while
CDs represent 6.0% (Graph 2.21; the investments exhibit real
annual growth of 8.1% and -3.1%, respectively). This is consis-
tent with the TES purchase trend mentioned in the last Report,
which, had already completed 21 consecutive months for this
edition. Given this, as of September 2024, the PFMs account for

37 The all-time average considers monthly values since 2016.

38 The real growth rates are calculated using the consumer price index ex-
cluding food.
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Graph 2.20
Evolution of Real Annual Growth of NBFI Assets

A. Assets under management
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Graph 2.21
Composition of NBFI Portfolios

Mar-24 Sep-24 Mar-24 Sep-24 Mar-24 Sep-24 Mar-24 Sep-24 Mar-24 Sep-24
PFMs TCs SBFs General insurance Life Insurance

(percentage)
100.0 ¢
90.0
80.0
70.0 |

600 [

200 f

0.0

W TEs WBonds [MCD M shares WciFs [ Other

Acronyms: trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs), Treasury Bonds (TES), certificates
of deposit (CD), Collective Investment Funds (CIFs).

Note: the composition of the managed portfolio (assets under management) of the PFMs, TCs, and SBFs is shown, while for general insurance
and life insurance the portfolio in proprietary position is shown.

Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.



Vulnerabilities of the Financial System I

30.8% of the TES supply in the market. For TCs and SBFs, investment growth was
mainly driven by higher investments in CDs (131% and 19.4% in that order) and TES
(10.6% and 8.5%, respectively). The high exposure of NBFIs to TES highlights the
idea that, in a possible scenario of greater uncertainty regarding the fiscal situa-
tion in Colombia, their managed portfolios may be negatively affected. TES market
performance is analyzed in more detail in Section 2.3 of this Report.

In relation to assets under management, the role of the PFMs in the manage-
ment of pension resources will change because of the implementation of the
recently approved Pension Reform (Law 2381 of 2024). A portion of the flow of
pension resources managed by these institutions will become part of the pay-as-
you-go component (managed by Colpensiones). However, this component will be
complemented with the creation of the Contributory Pillar Savings Fund (FAPC in
Spanish), which will be financed with a percentage of the income corresponding
to this segment and will be managed by Banco de la Repiblica® as a fiscal agent
of the Government. Banco de la Reptiblica may delegate the management of these
resources to specialized administrators, including the PFMs and other financial
entities®. Thus, it is expected that the PFMs, in their new role, will continue to re-
ceive flows of pension resources from the FAPC, which could lead to no significant
changes in the value of their managed assets in the short term. The definition of
many of the practical aspects of the management of this fund will take place in
the coming months based on the regulations to be issued by the National Gov-
ernment.

It is desirable that the transition of the pension reform be a smooth and orderly
process, with the aim of not affecting the performance of the markets in which
the PFMs are significantly involved. Such as the TES market, private debt, and the
foreign exchange market (including the foreign exchange hedging market), where
they also hold a significant share*.

Meanwhile, in 2024, the growth of the investment portfolio of insurance compa-
nies has remained stable and is above the average of the last five years, large-
ly due to higher investments in TES. These securities contributed 10.6 pp to the
growth of these entities’ investments, which recorded a growth rate of 10.4% as
of September 2024. In contrast, the investments that contributed the least to this
growth were bonds (-1.2%). Life insurance companies exhibited a similar perfor-

39 Under a responsibility of means and not of results. More information on the Participation of Banco
de la Repdiblica in the Management of the Contributory Pillar Savings Fund of the Pension System
| Banco de la Repiblica.

40 According to Article 24 of Law 2381 of 2024: “The Contributory Pillar Savings Fund shall be created
as a special account managed by Banco de la Replblica. [...] The income of the Contributory Pillar
Savings Fund shall correspond to: [...] 5. The totality of resources transferred from the Pension Fund
Managers to Colpensiones, in line with the provisions of paragraph o) of Article 19 of this Law. [...]
The resources shall be managed through autonomous trust funds or fiduciary mandates that shall
constitute the Contributory Pillar Savings Fund in the pension and severance fund management
companies, trust companies, stock brokerage firms, or life insurance companies supervised by the
Financial Superintendency of Colombia. These entities must comply with the regulations on ade-
quate capital levels and minimum solvency ratios established by the Colombian Government.”

Additionally, according to Article 92 of the same law: “.. The functions and powers of the Bank to
manage the Fund shall be the following: [...] 2. Banco de la Replblica may select and hire third par-
ties for the management of the portfolio in accordance with the policies established by the Com-
mittee and for any of the operations described in number 1. For this and all the services required
by the management of the Fund, the Bank shall operate under a private contracting regime.”

41 Between January 2019 and October 2024, PFMs (proprietary and managed position) had an average
share of 19.7% in the total traded volume of the foreign exchange hedging market, distributed by
8.0% in transactions with foreign investors and 11.8% with foreign exchange market intermediaries
(IMC in Spanish).
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Graph 2.22
Leverage of Funds Managed by NBFIs
(August 2024)
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Note 1: the leverage level for each entity and fund type is calculated as managed
assets / managed equity.

Note 2: Each point indicates the aggregate leverage of a type of fund managed by
a single entity. For example, an orange dot indicates the leverage of CIFs managed
by an X entity, while a purple dot indicates the leverage of voluntary pension funds
managed by an Y entity.

Source: Financial Superintendency of Colombia; calculations by Banco de la
Repablica.

Graph 2.23
Participation of NBFls in the liabilities of Cls
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mance to the aggregate, while general insurance companies
significantly reduced their participation in CDT and bonds
(Graph 2.21).

Regarding the leverage level of the managed portfolio of the
NBFIs“?, some more leveraged funds can be observed, espe-
cially CIFs*. High leverage may indicate greater vulnerability in
terms of a managed fund’s ability to absorb financial shocks,
as in such cases, the assets are weakly backed by equity. In
this regard, in August 2024, most of the funds managed by the
NBFIs showed leverage close to 100%. The greatest dispersion
and highest levels are found in CIFs (mostly private equity
funds) (Graph 2.22). The performance was similar during the
first half of 2024.

The share of NBFls in the funding of Cls increased, a move-
ment driven by the SBFs. At the same time, their share in the
loan portfolio of these entities remains modest. NBFIs play a
crucial role in the activity of Cls, particularly in their funding,
to which they contribute through demand deposits, term de-
posits, shares, and bonds, among other instruments, both in
proprietary and managed positions. As of August 2024, these
entities accounted for 13.6% of the liabilities of the Cls. This
figure is mainly explained by investments in CDs by the SBFs,
which were COP 23.9 (t) as of August 2024 and represented
731% of their investment portfolio issued by Cls. Another sig-
nificant development was the decrease due to the changes
made by the PFMs in their bond investments of the Cls, which
contracted by COP 200 billion, which could be explained by
the restructuring of their investments toward TES, as previ-
ously mentioned (Graph 2.23). If the PFMs continue with these
movements, Cls will need to implement strategies to replace
the funding they receive from these institutions. Regarding the
assets of Cls, insurance companies account for most of the
loans granted to NBFIs, entities that represent only 0.1% of the
total loan portfolio of Cls. In this regard, their participation is
not significant.

Common investment holdings“* between Cls and NBFIs rep-
resent about 45% of the value of CIs’ investments. The figure
remains higher in the case of TCs, specifically for TES hold-
ings. Another significant interconnection between NBFIs and
Cls arises from the type of investments they hold in common.
Exposure to and concentration in the same types of assets can

42 The leverage level is calculated as managed assets/managed equity.

43 This leverage analysis does not consider trusts managed by TCs (inclu-
ding those managing social security resources). This is because, due to
the characteristics of this business, trusts manage assets and liabilities
delivered by the trustor, so it is natural that they present leverage greater
than 100%.

44 The term common investments refer to securities of the same type, with
the same issuer and the same issue date (in the case of bonds) that at
least one Cl and at least one NBFI hold in their portfolio during the same
period analyzed. For this identification, the portfolio managed by the
SBFs, TCs, and PFMs, as well as the insurance companies’ proprietary ac-
count portfolio, are considered.
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be a risk transmission channel between both types of entities; for example, in the
event of a liquidity shock that generates an asset fire sale in a specific and com-
mon asset type between NBFIs and Cls. Although common investments represent
about 45% of the value of CIs’ investments, no significant changes in these hold-
ings have been observed over the past year (September 2023 to September 2024).
Specifically, it can be seen that TES from the same issuance are the type of security
in which Cls and NBFIs invest the most simultaneously, followed by shares of the
same issuer® (Graph 2.24).

Graph 2.24
Weight of Common Holdings between Cls and NBFIs in the Investment Portfolio of Cls
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Acronyms: Treasury bonds (TES), certificates of deposit (CD), Collective Investment Funds (CIFs).

Note 1: TES and bonds in common are those belonging to the same issue number (same ISIN).

Note 2: Mandatory investments in SBFs refer to mandatory investments for Cls that are in the managed portfolio of SBFs (in this case, it
is a single SBF).

Note 3: Although there are restrictions on investment in shares for Cls, both the Organic Statute of the Financial System and the Basic
Legal Circular contain the exceptions and rules for holding this type of asset for each type of Cl. That is why Cls report holdings in shares.
Source: Financial Superintendency of Colombia; calculations by Banco de la Repuiblica.

Despite the negative trend in the profitability of NBFls in their proprietary posi-
tion during the first four months of 2024, it has recovered (Graph 2.25). The per-
formance of SBFs, TCs, and PFMs was driven by a higher administration fee income
(commission income). The higher income from investment valuation also contrib-
uted in the case of PFMs. The type of commission income that contributed the
most in the case of the SBFs was those associated with the management of CIFs,
followed by those from advisory activity. For PFMs, it was the administration fees
earned from managing the long-term severance fund and mandatory and voluntary
pension funds, while for the TCs, they were those received by the management of
trust business and CIFs. Additionally, for the TCs, it was observed that the entities
that concentrated their activity in the administration of social security resources
and those engaged in management and real estate trusts showed recoveries. In
contrast, the most recently created entities continue to exhibit a negative* trend
(Graph 2.25, panel C). In the case of insurance companies, the written premiums
increased, but so did claim expenses, which caused the profitability of both types

45 Although there are restrictions on investment in shares for Cls, both the Organic Statute of the
Financial System and the Basic Legal Circular contain the exceptions and rules for holding this type
of asset for each type of Cl. This is why Cls report share holdings.

46 To make this identification, three groups (clusters) of TCs were studied, which were identified in
Box 2: “Characterization and Performance of Trust Companies: An Approach Using Machine Lear-
ning Techniques” of the Financial Stability Report of the first half of 2020.
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Graph 2.25
NBFIs" ROA
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of entities to recover from the downward trend while remaining relatively stable
compared to the beginning of the year.



Graph 2.26
Combined Index of Life Insurance Companies by Business
Line

(number of times)

30 1
25

20

0.5

0.0
Aug-19 Aug-20 Aug-21 Aug-22 Aug-23 Aug-24
Ml Personal accidents M Educational
M Group Life Health
Individual life M Disability and Survivor's Pension

M Pension Law 100
=—Total

Occupational accidents
W Other

Note 1: The insurance companies’ combined index is defined as: (incurred claims +
net expenses) / earned premiums. The calculation takes into account claims incu-
rred, net expenses, and earned premiums in each month.

Note 2: The contribution of each business line to the total index is the contribution
in terms of incurred claims and expenses.

Note 3: Public liability insurance covers the insured for indemnity expenses for
damages to third parties (injury or death) or for property damage caused by the
insured to the property of third parties.

Note 4: Occupational accidents insurance is offered by occupational accident insu-
rance companies and covers the working and productive population in the event
of occupational accidents.

Note 5: Under the pension branch of Law 100 (life annuities) individuals who have
the capital to retire may choose the life annuity pension mode and thus authorize
the PFM to transfer the balance accumulated in their individual savings account
(ISA) so that the insurer will be responsible for paying the pension benefits for
life. The payment of the premium (premium issue) occurs when the transfer of
resources from the ISA to the insurer is generated. This payment is known as the
single premium.

Note 6: The “other” category includes 8 business lines of life insurance including
funeral, group life, high-cost illness, voluntary pensions, etc.

Source: Financial Superintendency of Colombia; calculations by Banco de la
Repdblica.
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Regarding risks associated with insurance activity, a nega-
tive trend is observed in the combined index of life insurance
companies, while the ratio for general insurance remained
stable. In other words, the risk of presenting lower returns
due to the inability to cover claims and expenses with the in-
come received from premiums tends to increase for life insur-
ance and is stable for general insurance. Since each business
line has its own business model and the claims they cover
manifest themselves in different ways, the combined index by
business line is used to identify which types of business lines
are the ones that most explain the performance of claims
(expense) in relation to earned premiums (income). Thus, the
higher risk of life insurance is influenced by an increase in
claims and expenses in the occupational accidents business
line (Graph 2.26).

2.1.3.1 Open-end Collective Investment Funds (OECIFs)

CIFs are financial savings and investment vehicles managed
by specialized companies (TCs, SBFs, and investment man-
agement companies, IMCs*) in which resources from con-
tributions of several investors are invested in a portfolio
of assets. CIFs are classified as: 1) open-end, where the in-
vestor may redeem its shares at any time; 2) closed, where
redemption terms are established, and 3) exchange-trade*,
in which case the withdrawal policy will depend on the
fund’s regulations. Open-end collective investment funds
(OECIFs), in turn, are divided into three types of funds: 1)
monetary, whose objective is the stability, preservation,
and conservation of capital through investment in fixed in-
come instruments; 2) equity, where at least 70% of the port-
folio is invested in equity instruments, and 3) balanced,
which invests in fixed income and equity instruments. Giv-
en the OECIFs' susceptibility to massive withdrawals by its
investors, and the market and funding effects of the Cls
that the sale of securities may have to meet such redemp-
tions, this section analyzes their performance during the
last six months.

So far in 2024, OECIFs’ assets continued to increase and
reached record highs, recording COP 114.9 t, driven by net con-
tributions. These contributions were mainly directed toward
balanced OECIFs. During the third quarter of 2024, the total
assets of OECIFs reached all-time highs of COP 114.9 t*°, a per-
formance that is mainly explained by the dynamics of net con-
tributions, which increased during the same period. However,
the increase in contributions was not homogeneous across all
types of funds, and was especially concentrated in balanced

47 There are currently no IMCs in place.

48 These funds can be open-end or close-end and seek to partially or fully
replicate a stock index.

49 Thetotalassets of the CIFs managed by TCs and SBFs amountto COP 138,21,
of which 83.9% correspond to OECIFs.
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Graph 2.27
Total Assets and Net Contributions of Open-end Collective
Investment Funds
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Graph 2.28

funds, which in 2024 became the most representative funds in
the sector (55.1%; Graph 2.27).

OECIFs’ investment portfolio continues to be concentrated in
CDs, a component that shows the highest growth. However,
throughout 2024, an increase in non-traditional investments>
has been observed to the detriment of demand deposits, par-
ticularly among the ten largest funds. As of September 2024,
CDs represent 60.59% of the total assets of OECIFs and contin-
ue to be the component with the highest growth (Graph 2.28).
However, since September 2023, there has been a progressive
increase in the holding of non-traditional investments, driv-
en especially by the ten largest OECIFs funds, which represent
59.5% of the total assets of these funds (Graph 2.28, panels A
and C). The share of these type of investments in the total as-
sets of the ten largest funds reached 9.0% in September 2024,
compared to a year earlier, when this item corresponded to
1.0% of the total assets. Regarding cash composition®', during
2024, some TC funds reduced their demand deposits in Cl to
participate in Banco de la Replblica’s (Banrep) contraction op-
erations®. However, these deposits correspond, on average, to

Breakdown of Total Assets and Contribution of its Components to Growth
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50 Non-traditional investments for this sector correspond to treasury secu-
rities issued by foreign governments, CDs issued by foreign banks, par-
ticipation securities issued by entities not supervised by the SFC, debt
securities issued by the Nation other than TES, and participation securi-
ties derived from securitization processes whose originator is an entity
supervised by the SFC.

51 Cash corresponds to the value of deposits in savings and current ac-
counts at domestic entities or foreign banks. In the latter case, the cash
value must be adjusted for the foreign currency haircut.

52 These transactions were carried out through the remunerated deposits
not constituting reserve requirements window, with a one-day term. Un-
der this mechanism, Banrep does not determine the amount of resources
to be collected or placed but is willing to receive resources at a fixed rate
established by the Bank’s Board of Directors.
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Breakdown of Total Assets and Contribution of its Components to Growth
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Note 1: The quarterly moving average of each component was used to calculate its contribution to total asset growth.

Note 2: The “Non-traditional” category refers to treasury securities issued by foreign governments, CDs issued by foreign banks, shares issued by entities not supervi-
sed by the SFC, debt securities issued by the Nation other than TES, shares derived from securitization processes whose originator is an entity supervised by the SFC.
Source: Financial Superintendency of Colombia; calculations by Banco de la Repablica.

Graph 2.29
Breakdown of Non-Traditional Investments for the ten OECIFs
Largest Funds
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Source: Financial Superintendency of Colombia; calculations by Banco de la
Repdblica.

5.8% of the total cash of these funds, which in turn represent
29.0% of the total assets of OECIFs.

Throughout 2024, the increase in non-traditional investments
by OECIFs has been associated with lower cash buffers.How-
ever, the liquidity risk indicator stood at levels well above
the regulatory minimums, which would allow these funds to
meet redemptions by their investors. The increase in holdings
in non-traditional investments (Graph 2.29), mostly treasury
securities issued by foreign governments, such as the United
States, has decreased the resources that remain in demand
accounts, particularly in the ten largest funds. This perfor-
mance has reduced the cash buffers of these OECIFs (Graph
2.30, panels B and C), which are the first line of defense against
the withdrawal of resources by investors, especially in stress
scenarios. However, in this case, the non-traditional invest-
ments that have increased correspond to securities issued by
the U.S. government, which are considered the most liquid
sovereign bonds globally, so although these securities are not
considered within the liquidity indicators, the vulnerability of
funds to possible massive redemptions by investors is lower.
In addition, the LRI of the funds is at levels higher than those
recorded in 2023 (378% vs. 358%) and well above the regula-
tory minimums, although reductions have occurred so far in
2024 (100%; Graph 2.30, panel A). Therefore, the liquidity levels
of these funds would allow them to cope with withdrawals by
their investors.
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Graph 2.30
Liquidity Risk Indicator (LRI) and OECIFs’ Cash Indicator
A. Liquidity Risk Indicator (LRI) B. Cash Indicator for the ten Largest OECIFs
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C. Cash Indicator for the Remaining ten OECIFs
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Source: Financial Superintendency of Colombia; calculations by Banco de la
Repablica.

2.2 Credit Risk

The credit risk analysis presented below is divided between corporate sector debt-
ors and households, whose loans as of September 2024 represent 541% and 45.9%
of the total loan portfolio of Cls, respectively. The first subsection analyzes the
evolution of firms’ debt, the perception and materialization of private companies’
credit risk, and their financial fragility. The second subsection studies the debt and
financial burden of households and presents some risk indicators related to the
performance of their loan portfolio.
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2.2 Corporate Sector®

2.2.1.1 Recent Developments in Corporate Sector Debt

During the first half of 2024, corporate sector debt as a proportion of GDP increased
slightly in a context of an orderly economic adjustment, recovery of the gross do-
mestic product, looser financial conditions, depreciation of the Colombian peso,
and an acceleration of the commercial loan portfolio. As of June 2024, total corpo-
rate sector debt represented 58.2% of annual GDP, higher than in 2023 (57.3%) and
lower than the historically high levels observed between 2020 and 2022. Of total
debt as a proportion of GDP, the private sector* contributed 51.0 pp, while the pub-
lic sector contributed the remaining 7.2 pp. The increase in the private firms' debt
indicator is mainly explained by the higher contribution of debt contracted abroad
and with the Colombian financial sector in an environment of local currency de-
preciation, GDP recovery, and lower financing costs, which may have increased the
demand for commercial credit (Graph 2.31, panel A). In turn, public sector debt as a
proportion of GDP declined, mostly explained by a lower amount of loans with the
local financial system and bonds issued abroad (Graph 2.31, panel B). Considering
the relatively stable performance of the exchange rate observed in September 2024
and the slight acceleration of the commercial loan portfolio (see section 2.1.1), the
indicator of total corporate sector debt as a proportion of GDP probably did not
present significant changes in the third quarter of the year.

The increase in the debt-to-GDP ratio observed so far in 2024 is mainly explained
by the higher private corporate sector debt and by the depreciation of the peso
and its impact on foreign currency-denominated debt. To illustrate this effect, a
counterfactual scenario is estimated in which the representative market exchange
rate (TRM in Spanish) had remained at the 2023 closing value (COP 3,822 as of 31
December 2023 versus COP 4,148 in June 2024). From the previous year, it is found
that the total debt of the private corporate sector would have increased by about
0.3 pp in the first half of 2024, which is lower than the increase of 1.6 pp observed.

As of June 2024, most corporate debt denominated in foreign currency was hedged
with mechanisms that mitigate exchange rate risk. Although foreign currency-de-
nominated debt could become a source of vulnerability for the corporate sector
as it exposes firms to exchange rate fluctuations, which could affect their credit-
worthiness and the quality of the local financial system’s® loan portfolio, there
are mitigating factors to exchange rate risk exposure. For example, if a company
indebted in foreign currency is an exporter, a currency depreciation has a positive
effect on its income, which would generate a natural hedge. Alternatively, if the
company uses financial hedging instruments (through the use of exchange rate
derivatives) or if it has a foreign company backing it (i.e., foreign direct investment,

53 Due to availability of quarterly information from the SFC's Form 341, “Individual Debtor Report:
Lending Transactions,’, the most recent figures observed on debt and loan portfolio quality in this
section are presented as of June 2024. The most recent financial information available for compa-
nies that report annual balance sheets to the Superintendence of Corporate Affairs and the SFC as
of December 2023. This information is complemented with the quarterly balance sheets reported to
the SFC by securities issuers as of June 2024. Companies with balance sheet information represent
51.8% of the loan portfolio of private companies as of June 2024.

54 The term “private corporate sector” refers to private companies and excludes those financial com-
panies overseen by the SFC. The term “public corporate sector” refers to non-financial and non-go-
vernment public companies.

55 The direct exposure of Cls to the corporate sector loan portfolio in foreign currency is low (7.5% of
the ClIs' loan portfolio with the private corporate sector as of June 2024). However, exchange rate
fluctuations have indirect effects on the quality of the Cls’ loan portfolio, as they may affect firms'
ability to meet their local and external credit obligations.
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Graph 2.31
Corporate Sector Financial Debt as a Percentage of GDP by Instrument

A. Private Corporate Sector
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all companies registered their financial statements using IFRS, which did not make it possible to determine the balance of debt owed to
domestic suppliers. Therefore, to approximate the data from these companies, the average percentage that short- and long-term suppliers
reported over current and non-current liabilities, respectively, between 2007 and 2015 was calculated for the companies that reported
during the period using the UAP, and an equal percentage was assumed for the entities that submitted financial statements as of 2016.
Since the financial statements for 2024 have not yet been published, annual GDP growth is used to project the June 2024 value.

Sources: Financial Superintendency of Colombia, Superintendence of Corporate Affairs, and Banco de la Repiblica; calculations by Banco
de la Republica.
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a/ Financial leasing transactions are not included.

b/ Includes information on the balance of accounts payable of the main non-financial corporations in the public sector.

Sources: Financial Superintendency of Colombia, National General Accounting Office, Ministry of Finance and Public Credit; calculations
by Banco de la Republica.

FDI)%, it reduces its level of exposure to this type of risk. The foreign currency debt
of the private corporate sector represents 38.3% of the total debt of these firms,
which is equivalent to 19.5% of GDP. Of this, most (71.0%) correspond to agents with
exchange rate risk mitigation mechanisms (Graph 2.32). Public companies, in turn,
concentrate most of their debt in foreign currency (72.8% of public corporate sector
debt equivalent to 5.3% of GDP as of June 2024; Graph 2.33). However, two firms that
concentrate about 70% of the public corporate sector’s external debt are exporters

56 When a foreign entity has FDI in a local firm, the exchange rate risk of the latter is mitigated, as it
is assumed that the investor has incentives to back the firm in the event of a depreciation of the
Colombian peso.
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Graph 2.32
Private Corporate Sector Financial Debt as a Share of GDP and Breakdown of Foreign Currency Debt by
Foreign Exchange Hedging, FDI, and Debtor’s Foreign Trade
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Sources: Financial Superintendency of Colombia, DANE, and Banco de la Republica; calculations by Banco de la Repblica.

and thus have natural mitigation mechanisms against ex-
change rate movements.

In line with the heterogeneous recovery of GDP by branch of

economic activity, the secondary sector has lost its share in

the disbursements granted by the local financial system to
Graph 2.33 . fi . R
Public Corporate Sector Financial Debt as a Percentage of private firms. In contrast, the share of primary and tertiary
GDP by Currency sectors has increased between 2023 and 2024 (Graph 2.34). The
lower contribution of construction within the secondary sec-
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Debt in foreign currency M Debt in pesos

57 The primary sector includes agriculture, livestock, hunting, forestry and
fishing, and mining and quarrying. Secondary includes construction and
manufacturing. Tertiary includes trade and services.
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Graph 2.34
Sectoral Composition of Disbursements Granted by the Local
Financial System to Private Companies (Annual Average)
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expected that by February 2026, a total of COP 248.6 t°¢ will
have been disbursed, including these additional resources.
Although this initiative could boost credit supply, its final im-
pact on the performance of Cls will depend on the evolution
of sectoral demand and the capacity of the various branches
of economic activity to absorb the additional resources. In-
deed, the construction and manufacturing sectors account for
80% of the additional resources that Cls would grant under
the Pact. However, these sectors have lagged in their econom-
ic recovery (see chapter 1 of this Report), which could mean
lower credit demand from them. On the other hand, the mea-
sure could have adverse effects on CIs' risk management if the
increased loan portfolio placement would lead to more loose
granting requirements.

2.2.1.2 Recent Credit Risk Performance of the Private Corporate
Sector

In the context of local economic adjustment, the private
corporate sector’s NPL continued to deteriorate throughout
2024, as anticipated in the previous version of this Report. As
of June 2024, the private corporate sector’s NPL stood at 4.7%,
after registering an increase of 0.5 pp concerning December
2023. Thus, this indicator has approached the average of the
last five years (Graph 2.35, panel A).

The non-performing loan portfolio of private corporate sector
companies increased for most economic sectors”, including
commerce, construction, and manufacturing, which are the
most representative segments of the commercial loan portfo-
lio of this group of private companies (51.5% as of June 2024).
Likewise, the manufacturing and commerce NPLs are at levels
above the averages of the last five years (Graph 2.35, panel
A)%. The increase in the NPLs of the commerce, manufacturing,

58 During the eighteen months to September 2024, the following disburse-
ments were made by sector: housing and construction COP 31.8 t, manu-
facturing COP 128.2 t, agriculture COP 26.1, popular economy COP 0.7 t, and
tourism COP 6.8 t. The Pact proposes to disburse to these sectors: COP 8.8
t, COP 35.2t,COP 6, COP 3.4 t, and COP 1.6 t, respectively.

59 In this subsection, abbreviations will be used to refer to the following
sectors: 1) real estate, renting, and business activities, as real estate; 2)
agriculture, livestock, hunting, forestry, and fishing, as agriculture; 3) mi-
ning and quarrying, as mining; 4) electricity, gas, and water, as electricity;
5) transportation, storage, and communications, as transportation; 6) fi-
nancial intermediation, as financial; and 7) human health care and social
work activities, as health. ‘Other services’ include firms belonging to the
following economic sectors: public administration and defense, educa-
tion, compulsory health and social services, other community, social, and
personal services, private households with domestic help, and extraterri-
torial organizations and entities. Additionally, the financial and insurance
activities sector excludes firms overseen by the SFC.

60 The increase in the commerce sector’'s NPL so far in 2024 is mainly exp-
lained by the deterioration in the non-performing loan portfolio of the
wholesale commerce and vehicles subsectors, which in total account for
61.5% of the sector’s loan portfolio as of June 2024. The deterioration in
construction is mainly due to the civil works and residential construc-
tion segments (89.9% share). Finally, the increase in the manufacturing
sector’s NPL is mainly due to the food products and rubber subsectors
(54.4% share).
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Graph 2.35
Credit Risk Indicators by Sector

A. Non-performing Loans Indicator (NPL)
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Note: the sectors are organized from left to right from the most representative to the least representative. The share of each sector in the total private corporate sector loan portfolio is in
parentheses. The NPL is calculated as the ratio between the non-performing loan portfolio and the total gross loan portfolio (non-performing loan portfolio includes the balance of loans
that have not been paid for more than thirty days). The QRI is calculated as the ratio between the risky portfolio and the total gross loan portfolio (the risky loan portfolio corresponds to the
balance of loans with a rating other than A, on a scale between A and E, where A is the best rating).

Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

and construction sectors is consistent with the recent heterogeneous GDP growth
observed by the economic sector (see chapter 1 of this Report) and with the pres-
sures experienced by the housing market in recent years. The NPLs of other smaller
sectors, such as agriculture, transportation, and health®, also showed significant
deterioration during 2024 and stood at levels above the average of the last five
years®, In view of this, an additional analysis was carried out, focusing on the loan

61 According to the ISIC sector classification, revision 4, the health sector collects information from
firms engaged in human health care and social assistance activities. In turn, companies engaged in
compulsory health plan affiliation are included in the “other services” branch (see footnote 59).

62 The annual increase in the agricultural sector's NPL is mainly due to the deterioration in the sub-
sectors of agriculture, livestock, hunting, and fishing, which account for 98.6% of the sector’s por-
tfolio. In turn, the deterioration in the transportation sector is mainly due to the increase in the
non-performing loan portfolio of the air and land transportation subsectors, which account for
64.6% of the sector’s portfolio.
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Graph 2.36
Credit Risk Indicators by Company Size

A. Non-performing Loans Indicator (NPL)
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forming loan portfolio and the total gross loan portfolio (non-performing loan
portfolio includes the balance of loans that have not been paid for more than
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the total gross loan portfolio (the risky loan portfolio corresponds to the balance
of loans with a rating other than A, on a scale between A and E, where A is the
best rating).

Source: Financial Superintendency of Colombia; calculations by Banco de la
Repdblica.
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portfolio granted to Health Promoting Entities (Empresas Pro-
motoras de Salud or EPS in Spanish) and Healthcare Service
Providers (Intituciones Prestadoras de Servicios de Salud or
IPS in Spanish)®. According to this analysis, the NPL of this
group of debtors continued to increase throughout the year,
reaching 2.5% as of June 2024, a higher value than the average
of the last five years (1.4%). However, the pace of deterioration
has been lower than observed in 2023, which is explained by
the loan portfolio given to IPSs. Despite this, Cls’ exposure to
these entities is not highly representative at the individual or
aggregated level (0.7 % of Cls’ total assets).

The QRI has also shown increases in the last six months. The
higher risk perception in the construction sector is highlight-
ed. Within the most representative economic sectors, the QRI
of construction and commerce showed deterioration and were
above the averages of the last five years (Graph 2.35, panel B).
This performance explains the increase in the total QRI of the
private corporate sector so far in 2024, which has been similar
to the increase in the NPL, which contrasts with what was ob-
served in 2023, a period in which the NPL increased at a faster
pace than the QRI. This could indicate that Cls have increased
their risk perception and expect higher delinquency materi-
alizations in the future®. In the construction sector, the high-
est QRI is explained by the residential construction and civil
works subsectors. The QRIs of other smaller sectors, such as
agriculture, hotels and restaurants, and health, also increased
during 2024. In turn, indicators for the mining and transporta-
tion sectors improved compared to those observed in Decem-
ber 2023. This indicates that, despite the higher delinquency
observed in transportation, Cls’ risk perception regarding this
sector has decreased recently.

So far in 2024, the deterioration of the QRI and NPL of small
and medium-sized companies® in the private corporate sec-
tor continued. In turn, indicators of large companies exhibit-
ed smaller increases (Graph 2.36). Thus, as of June 2024, the
NPL and the QRI of medium and small-sized companies stood
at values above the averages of the last five years. The loan
portfolio segment of small companies has a low representa-
tiveness in the loan portfolio of the private corporate sector

63 Cls’ exposure to IPSs and EPSs and the other indicators mentioned were
calculated based on the registry of healthcare service providers in the
Sistema Integrado de Proteccidon Social - Sispro (Integrated Social Pro-
tection System) and the list of current EPSs published by the Ministry of
Health and Social Protection. In addition, only healthcare service pro-
viders whose ISIC classification belongs to the human health care and
social services sector were used for the IPS.

64 Cls can assign a higher risk rating to debtors (B or worse) based on their
internal analysis and without requiring the debtor to be in default.

65 For this subsection, companies are classified by size using the limits es-
tablished in Annex 1 of Chapter XXXI of the SFC's BAFC, where large com-
panies are those with an asset level greater than 15,000 legal monthly
minimum wages in force (SMMLV in Spanish), medium-sized companies
with assets between 5,000 and 15,000 SMMLV, and small companies with
assets of less than 5,000 SMMLV.
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(14.6% of the total as of June 2024); however, these companies make up most pri-
vate corporate sector debtors (93.2% of debtors).

The creditworthiness of some companies could be affected in the near future, con-
sidering the lagged effects of the economic adjustment process and the slow re-
covery of investment in an environment characterized by high uncertainty. Despite
the recent reductions in interest rates and their favorable effects on the creditwor-
thiness of companies (as most of their debt is at variable rates), delinquency could
continue to materialize in the near future, given the slow recovery of investment
and local uncertainty. In fact, the most recent NPL data for the commercial loan
portfolio show that the deterioration has continued during the second half of 2024
(see section 2.1 of this Report). In this context, the challenges related to meeting
fiscal targets (see chapter 1 of this Report) and the evolution and impact of the
reforms submitted to Congress are factors that could affect investment decisions
and future income generation by companies.

2.2.1.3 Financial Fragility of Private Corporate Sector Companies with Public Accoun-
ting Information®

As anticipated in the previous version of this Report, the percentage of fragile
companies? increased between 2022 and 2023, mainly due to a lower capacity to
cover financial costs with operating income (Graph 2.37). Indeed, the proportion
of companies with an interest coverage ratio (ICR, defined as the ratio between
operating income and financial costs) less than 1 stood at 19.2% in 2023, a value
3.1 pp higher than the previous year. By economic sector, the increase in fragility
was generalized, where the lower interest coverage in the commerce and agricul-
tural sectors stands out. The loan portfolio share that has been granted by Cls to
companies identified as fragile also increased in 2023. In any case, the fragility of
companies is below the high values observed during the pandemic and between
2008 and 2009°%,

By 2024, and consistent with lower interest rates on commercial loans, reductions
in companies’ financing costs are expected. Considering that the most recent an-
nual accounting information available is as of 2023, a simulation exercise of the
companies’ balance sheets as of December 2024 was carried out using the central
projection scenario of Banco de la Repiblica’s technical staff presented in the Oc-
tober 2024 Monetary Policy Report, statistical methods, and accounting assump-
tions®. Based on this simulation and the information observed on insolvencies as

66 This subsection focuses on companies that report annual balance sheets to the Superintendence
of Corporate Affairs and the SFC, which are as of December 2023. This information is complemented
with quarterly balance sheets reported by securities issuers to the SFC until June 2024. Companies
with balance sheet information represent 51.8% of the loan portfolio of private companies as of
June 2024, and 41.0% of the commercial loan portfolio.

67 A company is defined as fragile if it meets any of the following criteria: 1) it enters into an insol-
vency proceeding with the Superintendence of Corporate Affairs (insolvency); 2) has a credit rating
other than A or is thirty or more days in arrears (delinquency); 3) registers negative equity (nega-
tive equity); 4) incurs a net worth loss (bankrupt, quebranto patrimonial in Spanish); and 5) shows
an interest coverage ratio (ICR) that is calculated as the ratio between earnings before taxes and
interest expense, is less than 1in the period under analysis (ICR less than 1) or for two consecutive
years (consecutive ICR).

68 The share of the balance corresponding to companies in default and companies in insolvency
proceedings also increased between 2022 and 2023. However, the ICR criterion of less than 1is the
main factor explaining the recent dynamics of companies’ fragility.

69 The starting point was the 2023 annual balance sheets and the June 2024 quarterly balance sheets
for companies that report to the SFC. For more details, see Tressel and Ding (2021), “Global Corpo-
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Graph 2.37
Exposure to Financially Fragile Firms with Accounting Information from the Superintendence of
Corporate Affairs and the Financial Superintendency of Colombia
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Notes: A firm is defined as fragile if it meets any of the following criteria: i) it enters into an insolvency proceeding with the Superinten-
dence of Corporate Affairs (insolvency); ii) has a credit rating other than A or is thirty or more days in arrears (delinquency); iii) register
negative equity (negative equity); iv) incurs a net worth loss (bankrupt, quebranto patrimonial in Spanish) (delinquency); v) shows an
interest coverage ratio (ICR) that is calculated as the ratio between earnings before taxes and interest expense, is less than 1in the period
under analysis (ICR less than 1) or for two consecutive years (consecutive ICR). The dotted lines refer to projected data for firms that do not
report quarterly balance sheets to the SFC. Specifically, for 2024 the ICR criteria less than 1, consecutive ICR, bankrupt, and negative equity
are not observed and were defined with the simulation of the financial balance sheets of the companies. Insolvency and delinquency
data are as of August and June 2024, respectively. The yellow line only considers the private corporate sector loan portfolio granted to
companies that report accounting information to the Superintendence of Corporate Affairs or that issue securities and report accounting
information to the Financial Superintendency.

Source: Superintendence of Corporate Affairs and Financial Superintendency of Colombia; calculations by Banco de la Repiblica.

of August 2024 and companies’ payment behavior as of June, some entities were
identified as fragile. In accordance with the results, the percentage of fragile com-
panies could be reduced in 2024 due to improved capacity to cover financing costs,
in line with improved revenues due to a better performance of economic activity
and cumulative interest rate reductions, and the fact that about 80% of the com-
mercial loan portfolio is at variable rates (Graph 2.37, dotted line). However, some
pressures on default and insolvency in some particular sectors persist, considering
the adjustment process of the local economy and its lagging effects on these vari-
ables. Indeed, with figures as of August 2024, insolvency has continued to materi-
alize, particularly in the construction, mining, and commerce sectors.

An additional stress test was carried out to measure the financial capacity of com-
panies in the extreme macroeconomic scenario presented in chapter 3 of this Re-
port, characterized by a high local risk premium, low investment, and economic
growth. Based on estimated annual balance sheets as of 2023, an additional two-
year horizon was simulated, and companies were classified as vulnerable in accor-
dance with statistical techniques used to predict credit default with CIs”. According
to the test results, 3.8% of companies, which account for 3.0% of the loan portfo-
lio of private companies with balance sheets reported to the Superintendence of
Corporate Affairs and the Financial Superintendency of Colombia, would become

rate Stress Tests: Impact of the Covid-19 Pandemic and Policy Responses,” International Monetary
Fund.

70 In particular, statistical machine learning models were proposed for the annual information of
the companies between 2006 and 2023. These models seek to predict the default status of more
than thirty days in a year based on the financial indicators of the companies of the preceding year.
Combining these models and the balance sheet simulations, the companies that would become
non-performing loan portfolio in the stressed scenario are defined.
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vulnerable under the adverse scenario” in one of the periods of the simulation
horizon. The highest percentage of companies and loan portfolios that would be-
come vulnerable out of the total sample is found in the commerce, manufacturing,
and construction sectors (Graph 2.38).

Graph 2.38
Percentage of Firms and Loan Portfolio in each Sector that would become Vulnerable to an Extreme
Macroeconomic Scenario, measured on the Total Number of Firms and Loan Portfolio in the Sample
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a/ In the financial and insurance activities sector, entities supervised by the Financial Superintendency of Colombia are excluded.

b/ ‘Other services’ includes firms belonging to the following economic sectors: public administration and defense, education, compulsory
health and social services, other community, social, and personal service activities, private households with domestic service, and extra-
territorial organizations and bodies.

Sources: Superintendence of Corporate Affairs and Financial Superintendency of Colombia; calculations by Banco de la Republica.

By characterizing the financial and activity situation of the companies identified
as vulnerable in the stress test, it is observed that they performed weaker in 2023
compared to previous years. In terms of annual variation in sales and profitability,
vulnerable companies have shown lower dynamics (Graph 2.39). Similarly, compa-
nies identified as vulnerable are characterized by higher levels of financial debt
and lower interest coverage.

The financial system is resilient to the materialization of extreme and unlikely
risks to the loan portfolio of companies. The stress test on the capital adequacy
of Cls, presented in chapter 3 of this Report, evaluates the financial system’s ex-
posure to credit risk of the companies identified as vulnerable in accordance with
the previous test. The results exhibit that, in the aggregate, the financial system is
sufficiently solid to face a potential default of the segments identified as the riski-
est. In this regard, the analysis presented in this section exhibits that, although the
companies’ credit cycle adjustment process has been relatively strong, it remains
an orderly process with heterogeneous effects at the sectoral level. Likewise, the
recent increase in economic activity, as well as the cumulative reductions in mon-
etary policy interest rates in a scenario of inflation convergence toward its target
level, favor the financial burden profile of companies since they reduce the interest
payments of these agents and increase their expected income. However, the lagged
effects of the economic adjustment process of recent years, as well as the slow
recovery of investment in an environment marked by high uncertainty, are relevant
factors for credit demand and loan portfolio deterioration going forward.

71 The percentage values of companies and loan portfolios at risk were adjusted with the model’s
sensitivity metric, defined as the percentage of hits over the total positive values in the test sample.
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Graph 2.39

Financial Characterization of Vulnerable Firms (Stress Test)
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2.2.2 Households

In line with the continuation of the economy’s orderly adjustment during the first
half of 2024 and as anticipated in the previous Report, the household debt-to-in-
come ratio continued to decline. As of June 2024, household debt as a percentage
of disposable income™ (DTI) continued to decline from the peaks reached in 2021
(Graph 2.40). This dynamic is consistent with the real contraction of the household
loan portfolio (consumer and housing), which in August 2024 was COP 347.5 t” and,
in real annual terms, had a decrease of 6.3%, and with higher income of these
agents. By type, consumer loans have contributed the most to the real contrac-

72 For this measure, the adjusted gross disposable income is used as the denominator, which refers to
gross primary income, including current social transfers and excluding taxes, social contributions,
and other current transfers. For these purposes, gross primary income corresponds to household
remuneration from wages, net property income, gross capital surpluses, and mixed income. The
annual value corresponds to the sum of the four quarters.

73 In addition to housing and consumer loans granted by Cls, it includes households’ obligations to
savings and loan cooperatives, the National Savings Fund, and employee funds.
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Graph 2.40
Household Debt-to-Disposable-Income (DTI)
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1. Purple line: household debt with credit institutions, savings and loan cooperatives, employee funds, and the Colombian Securitization
Office.

2. Orange line: household debt from the balances of the financial accounts published by Banco de la Republica. In addition to what is
included in the purple line, microcredits, and commercial loans of individuals are included, in addition to obligations with other finan-
cial institutions.

3. Grey line: housing loans with credit institutions.

4. Yellow line: consumer loans with credit institutions.

The dotted segments correspond to forecasts of the indicator prepared by the technical staff of Banco de la Repiblica. For the DTI for con-
sumer and housing, it is assumed that the share of these portfolios in the total remains constant over the forecast horizon. Due to insu-
fficient information, the DTI forecast is not estimated using the borrowing of the financial accounts published by Banco de la Repiblica.
Sources: Financial Superintendency of Colombia, Superintendencia de Economia Solidaria (Superintendence of the Solidarity Economy),
Securitization of Colombia, Banco de la Repiblica and DANE; calculations by Banco de la Repiblica.

tion dynamics of household debt, while housing loans consol-
idate five consecutive months of annual real growth.

For the remainder of the year, the household debt-to-income
ratio is expected to continue its adjustment process and be
below the value observed in the first half of 2024. In order to
anticipate short-term changes in the DTI, a forecasting exercise
consistent with a low loan portfolio growth path that is in line
with the most recent data and a favorable but moderate in-
come dynamic was carried out for December 2024, consistent
with the continuation of the economy’s adjustment process. In
accordance with the results of the exercise, the DTl would con-
tinue to decline progressively over the next six months (Graph
Graph 2.41 2.40, dotted lines).

Gross Household Savings as a Percentage of GDP
During the first half of 2024, gross household savings as a per-

(percentage)
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trend. On the other hand, the weighted average financial bur-
den of debtors accessing new loans increased for the fourth
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Source: DANE; calculations by Banco de la Repiblica. consecutive quarter and reached its highest levels in the last
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Graph 2.42
Weighted Average Financial Burden of Households that
Accessed New Credits
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Source: Survey on the credit situation in Colombia, September 2024; calculations by

Banco de la Republica.

Graph 2.43

two years (Graph 2.42). This measure reflects a greater propen-
sity of banks to grant new loans to debtors with higher lever-
age levels, which could translate into a greater materialization
of credit risk in the future.

The NPL of households improved in the last six months, al-
though it remains at historically high levels. As of August 2024,
the NPL of the household loan portfolio stood at 7.6%, value
lower than in February 2024 (7.9%) but higher than the average
of the last five years (6.0%; Graph 2.43). Despite the greater
deteriorations observed in mortgage loans, the improvements
in the NPL of households are explained by a reduction in the
consumption indicator and by a higher write-off of the port-
folio in this type of loan (see section 2.2.1 of this Report). This
indicates a discrepancy between the base indicator and the
indicator with write-offs, which exhibits that the unrecover-
able loan portfolio continues to increase. The QRI, in turn, has
shown relative stability between August and February 2024
(Graph 2.44) in a context of improvements in consumer loans
and deteriorations in housing loans.
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Source: Financial Superintendency of Colombia; calculations by Banco de la Repablica.
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The NPL has improved for most consumer segments, except
for vehicle loans. As of August 2024, the personal loans seg-
ment continues to exhibit the highest NPL of the consumer
loan portfolio. However, it has gradually declined since the
beginning of the year (Graph 2.45). Considering that the most
recent credit vintages™ in this segment have shown better dy-
namics, it could be expected that this indicator will contin-
ue to adjust orderly to lower levels. Similarly, the indicators
for other segments have decreased, except for vehicle loans
and loans covered by automatic payroll deductions. For vehi-

74 The credit vintage analysis consists of monitoring the evolution over time
of quality indicators for a group of loans originated in a specific month.
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Graph 2.44
Dynamics of the Risky Loan Portfolio and the Quality Risk Indicator (QRI) of Households
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Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

Graph 2.45
Non-Performing Loans Indicator (NPL) by Consumer Portfolio Segment
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cle loans, the deteriorations have been increasingly lower in the last six months,
which is related to the favorable dynamics of the most recent originations in this
segment, as described in more detail in Box 1”° of this Report. In contrast, the loan
covered by automatic payroll deductions segment has accelerated its deteriora-
tion, which may be associated with the increase in unemployment in the first quar-
ter of the year (see chapter 1 of this Report).

The NPL of housing loans continued to increase in the last six months, particularly
those denominated in real value units (UVR in Spanish). The NPL of housing loans,
both in pesos and in UVR, is close to the high levels observed at the end of 2020
(Graph 2.46). Although as of August 2024, the deterioration of UVR-denominated
loans was greater than that of peso-denominated loans, the NPL of the latter has
shown a more marked positive trend over the last year. This, combined with the

75 In the decomposition of the NPL performed in Box 1, the credit vintage component is associated
with the factors that influenced the origination of the vintage, such as: entities’ risk appetite, ma-
croeconomic conditions, credit access conditions, among others.

59



I \/ulnerabilities of the Financial System

60

Graph 2.47

Graph 2.46
Non-Performing Loans Indicator (NPL) of Housing Loan Portfolio by Denomination
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Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

significant representativeness of peso-denominated loans within the housing loan
portfolio (78.2%), is reflected in the fact that their deterioration has had a greater
impact on the NPL of this type of loan. As for the dynamics by segment, the NPL

for LIH (low-income housing) and non-LIH" loans has also increased over the last
six months.

The NPL of the last credit vintages exhibits that, in general, the quality of those
loans originated as of 2024 has deteriorated less than what was observed, on av-
erage, during the previous years. The vintage analysis, which consists of monitor-
ing the quality indicators for a group of loans originated in a specific month, allows
us to conclude that the quality of the consumer loan portfolio has improved in the
most recent months and has approached 2022 averages (Graph 2.47, panel A). The

Non-Performing Loans Indicator (NPL) by Vintage for Consumer Loans
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76 The LIH segment includes elements that ensure its habitability, quality standards in urban, archi-
tectural, and construction design, and whose maximum value is 135 legal monthly minimum wages
(SMMLV in Spanish). The non-LIH segment corresponds to that which exceeds 135 SMMLV.
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Non-Performing Loans Indicator (NPL) by Vintage for Consumer Loans
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improvement has been widespread among the major consumer segments and is
significant in the credit card segments (Graph 2.47, panels B to E).

Banks’ stance on new loans continues to be restrictive; however, the proportion of
entities that have lowered their requirements has increased. In accordance with
Banco de la Republica’s September 2024 Report on the Credit Situation in Colombia,
banks continued to be demanding in allocating new loans to households during
the third quarter of the year (Graph 2.48, panels A and B). Despite this, a larger
proportion of entities are expected to reduce their requirements for new loan orig-
ination in the fourth quarter of 2024.

Consistent with a restrictive granting loan stance, Cls continue to concentrate their
disbursements on former debtors with a low-risk profile. So far in 2024, the share
of new loans of former consumer debtors, i.e., those who have taken out loans in
the last four years, has increased (from 94.9% in 2023 to 95.9% in June 2024). Like-
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Graph 2.48
Changes in Banks’ Requirements for the Allocation of New Loans
(percentage of institutions)
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Source: Survey on the credit situation in Colombia, September 2024; calculations by Banco de la Repiblica.

wise, when the credit history of these debtors is constructed from the first quarter
of 2019 to June 2024 and classified according to their risk profile”, it is found that
Cls continue to grant loans to debtors with a lower level of risk, which supports the
hypothesis of better origination standards in the recent past (Graph 2.49).

Despite the improvement in the consumer loan portfolio quality indicators over
the last six months, uncertainty persists regarding the future dynamics of house-
holds’ creditworthiness due to several factors that may impact these agents. The
increase in income in a recovery scenario in economic activity, together with the
effects of the cumulative decrease in the level of interest rates, continues to favor
households’ creditworthiness since it reduces the value of interest payments on
their new loans. Similarly, the lower negative real decreases in price indexes ob-
served in the recent past (see Loan Portfolio and Real Estate Market Analysis in Co-
lombia: Special Financial Stability Report, September 2024) could positively impact

77 Calculations based on the SFC's quarterly Form 341, “Individual Debtor Report: Lending Transac-
tions.” The most recent information available from this form is as of June 2024. Debtors with a high
level of risk were defined as those who were ninety or more days in arrears in any of the periods
analyzed in the household loan portfolio (consumer and housing). New debtors are excluded from
the calculations.
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Graph 2.49
Share of Loans Granted to High-Risk Debtors in the Balance of New Consumer Credits
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informacion disponible de este formato se encuentra a junio de 2024. Se definieron a los deudores con alto nivel de riesgo como aque-
llos que presentaron una mora mayor a 90 dias en alguno de los periodos analizados en la cartera de hogares (consumo y vivienda). Se
excluyen los deudores nuevos de los calculos.

Fuente: Superintendencia Financiera de Colombia; calculos del Banco de la RepUblica.

the balance sheet of these. Despite this, considering that the
housing loan portfolio has continued to deteriorate in recent
months and households are sensitive to a possible deteriora-
tion in employment and adverse shocks affecting economic

Graph 2.50 activity, the final effect on the financial health of these agents
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o oo September 2024, a higher risk perception, as a result of greater
uncertainty regarding public finances, led to a decline in these
60 .+« .« = = = doy valuations. Thus, as of October 2024, a steepening in the yield
551 ‘ curve in pesos and an upward shift in the yield curve in UVR
50 | *° " were observed (Graph 2.50). This greater uncertainty also neg-
s | 00 atively affected the performance of the private debt market.
w | On the other hand, the lower liquidity in the stock market and
920 3 less favorable performance of the main shares that compose
* o Itled the MSCI COLCAP to a partial correction of the positive
0 trend consolidated until May of this year (a 5.2% drop from

25 —_— 00 the peak in that month). However, in annual terms, the index

e continues to show growth (25.0% compared to October 2023;
for more details, see the Financial Markets Report for the I
and Il quarters).

— Mar-24 Oct-24 « Variation (right axis)

Sources: DCV and Precia; calculations by Banco de la Repdiblica.
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Graph 2.51

During the analysis period, the public debt and stock markets were particularly
susceptible to market risk events. The private debt market, on the other hand,
was the receiver of the volatility events of these two markets. The period be-
tween March and October 2024 was marked by events of uncertainty regarding
the health of public finances; a lower weighting of Colombia in the Global Bond
Index - Emerging Markets due to the entry of India’s bonds in the index; a context
of U.S. dollar appreciation that resulted in significant depreciations of the region’s
currencies, and a negative performance in the stock market, particularly for Ecope-
trol's shares. These events contributed to volatility peaks observed in the analysis
period, especially in the public debt and stock markets, which was reflected in the
volatility transmission indexes constructed following the methodology proposed
by Gamba et al. (2017)’8, showing that those two markets were the net contributors
of volatility, while the private debt market was the net receiver, in such a way that
the trend observed in the Financial Stability Report of the first half of 2024 (Graph
2.51) was reversed.
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Fuentes: Precia y Banco de la Replblica; calculos del Banco de la Republica.

As of October 2024, the largest buyers of public debt were the PFMs and banks,
while foreign investors maintained their selling trend. For this reason, the deci-
sions of these three types of agents could have an impact on the dynamics of the

78 Gambas,, ). E. Gomez, J. Hurtado, L. F. Melo (2017). “Volatility Spillovers among Global Stock markets:
Measuring Total and Directional Effects,” Borradores de Economia, No. 983.
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public debt market. Since December 2022, PFMs have been net buyers of public
debt instruments and have become the largest TES holders, with 31.2% of the total
supply, followed by foreign investors and banks, which hold 18.6% and 16.5%, re-
spectively (Graph 2.52). In this regard, since these three types of agents hold more
than 60% of the outstanding TES stock, a potential risk for the public debt mar-
ket arises from their investment decisions, particularly in the event of widespread
sales by these agents. Additionally, if banks considerably increase their position in
TES due to a higher demand for resources from the Colombian Government, this
could impair their lending capacity, which would negatively affect the recovery of
the loan portfolio.

Graph 2.52
Net Investment Flows in TES by Type of Investor

(trillions of pesos)

B or

10 !
I I I |
I |

TN I I I |||I i Illl 1 1492
5 . | <
| I | 1 | ] g
| II I||| I'I ! II | 1.1l |8
. il I!*-‘7:! i |7.|‘ 77_I‘ I-:, 1 [ARARAL AN Ll &

LA B L L T W TR T L

Iy | [

|

o5 L
Apr-20 Oct-20 Apr-21 Oct-21 Apr-22 Oct-22 Apr-23 Oct-23 Apr-24 Oct-24

PFM [l Foreigners [l Banks Insurance Companies  [llFC 1B HTC W Others [l Public I SBF

Note: Flows include issues and maturities, so they don’t necessarily add up to zero.
Source: DCV; calculations by Banco de la Republica.

In a context of higher debt issuance by the Government and higher TES holdings
by PFMs and banks, the duration of the financial system’s portfolio remained rel-
atively stable in the horizon period. During 2024, the National Government has
issued TES for about COP 61.0 t, mainly concentrated in the long term, with ma-
turities up to 2050, which represents an increase of more than 20% with respect
to 2023 issuances. In addition, the Government has carried out roll overs and TES
sales transactions to obtain cash. Despite this, the duration of the portfolios of the
major holders of these instruments and the financial system in general have not
experienced significant changes. As of October, the duration of the TES portfolio
was 6.4 years, slightly higher than the value observed in March (6.3 years). This
indicates that new issues have not directly translated into a greater sensitivity of
securities to changes in market interest rates.

Fiscal uncertainty could be reflected in a higher risk premium for Colombia, which
could lead to devaluations along the yield curve. In addition to the accelerated
pace of public debt issuance by the Government to address short-term” financial
needs, the Senate recently approved a reform to the General Participation System,
which will progressively transfer greater resources from the Colombian Govern-
ment to regional governments. These two factors have negatively influenced the
risk perception of the Colombian market, which was reflected in a higher volatility
of five-year credit default swaps (CDS) in the last month. Therefore, to estimate the
effect of higher risk perception on market interest rates, an adverse scenario was

79 TES issuances were increased to COP 73,708 t for 2024. For more details, see Decree 1298 of 18 Oc-
tober 2024.
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Graph 2.53
TES Peso Curve Under an Adverse Scenario
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proposed in which the CDS would increase by 50 bps in a pe-
riod of one month and, using the results of the SYSMO stress
model methodology presented in chapter three of this Report,
it was estimated that the yield curve in pesos would devalue
by an average of 60 bps, concentrated in the two to five-year
range of the curve (Graph 2.53).

In an adverse scenario of public debt devaluations such as the
one shown in the previous exercise, the financial system’s TES
portfolio would face losses of about COP 9.5 t, and the most
affected entities would be the PFMs in third-party position
and TCs. A shock and a devaluation of the public debt market
of the magnitude analyzed in this section could significantly
impact the financial system since TES is its main investment
asset, and the proportion of these that are valued at market
prices is high, particularly for the PFMs and TCs in third-party
position. Taking the curve resulting from the 50-basis-point
shock in CDS, the higher estimated devaluation in the peso
TES curve®® was applied to the proportion of instruments val-
ued at market prices. The results showed potential aggregate
losses of COP 9.5 t, equivalent to 0.8% of the financial system'’s
equity (Table 2.2). Compared to the value-at-risk®' reported by
entities to the SFC®, the losses estimated in this exercise are
slightly lower than the extreme scenario used by entities in
their calculations (VaR at 99% of CIs and NBFIs is 11% of the
financial system'’s equity).

In a scenario of materialization of fiscal and geopolitical risks
at the global level that would generate a systemic decline of
the U.S. stock market, the Colombian stock market would reg-
ister a similar dynamic to that of the emerging markets index.
One of the channels through which the materialization of the
global risks described above can be quantified is the stock
market. In this regard, a scenario of systemic decline in the
S&P500% equivalent to a 10% devaluation over a month was
assumed, and the subsequent performance of various Latin
American and emerging markets®* was estimated (Graph 2.54).
The results exhibit that the markets of Chile and Mexico tend
to be less responsive to these transmission episodes, so the
impact on their stock markets is lower. This could be due to
their degree of deepening, where the interaction of a larger
number of agents can cushion the shock. On the other hand,
the stock markets of Peru and Argentina tend to be more sen-

80 The highest price drop was estimated at the fifty-month apex of the peso
TES curve: 2.9% (97 bps).

81 A measure that estimates the maximum loss an investment portfolio may
experience over a certain horizon and with a certain confidence level as
a percentage of its portfolio.

82 Form 438 - Value at risk by factors, and Form 386 - Value at risk by modules

83 A stock index that includes 500 of the largest and most representative
companies in the United States, covering various sectors of the economy.

84 This methodology is known in the literature as long-run marginal expec-
ted shortfall (LRMES) and originates from the systemic expected shortfall
(SES). In this exercise, the methodology of Sanchez-Quinto, C. (2022) was
replicated.
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Table 2.2
Potential Losses from Market Risk Events

31- Oct - 2024

Type of Institution percentage of Equity
(August 2024)

Credit Institutions

Commercial Banks 0.75 0.70
Investment Banks 0.02 012
Commercial Finance Companies 0.00 0.00
Financial cooperatives 0.00 0.00

Non-Bank Financial Institutions (NBFIs)

Pension Funds in proprietary position 0.00 0.01
Pension funds third party position 416 0.84
Stock Brokerage Firms: proprietary position 0.00 0.00
Stock Brokerage Firms: third-party position 0.10 0.22
Trust Companies: proprietary position 0.00 0.05
Trust Companies: third-party position 4.40 0.93
Insurance and Capitalization Companies 0.07 0.30
System in proprietary position 2.99 0.25
Total Financial System 9.53 0.81

Sources: Centralized Securities Depository; calculations by Banco de la Repiblica.

Graph 2.54

Esti[:nated Drop in Stock Indices resulting from a Stress sitive, exhibiting generally stronger declines, which would be
Scenario in S&P500 explained by idiosyncratic factors affecting their markets. Fi-
(percentage)l nally, the Colombian stock market, except for the 2020 epi-
2000 sode, shows a medium level of sensitivity, which is similar to

that of the emerging market stock index. In this regard, the
local market is characterized by low liquidity and performance

o driven by the financial sector and oil prices. However, foreign
investors are key players in the volume traded in the local
100§ stock market® and account for around 13% of the market val-
ue. Considering that a drop of more than 10% would reflect an
5.0f] expanded contagion effect, only the Argentine stock market

has exceeded this threshold in the last two years.

[l L L L L L

O'ﬁiw o] oaz] o]  oaz]  oauf  The mostrelevant source of market risk for the local financial
—Colombia] — Mexicof] —chile] —Peruf] —Argentina] — Emergingf system is concentrated in the performance of public debt and

Note: the dotted line is at 10% and denotes the level at which a stock market would its microstructure of parthlpatlon by type °fe“t|ty- AlthOUghr

register a stronger response than the stress scenario posed, in which the S&P500 as indicated in the Financial Stablllty Report of the first half

index depreciates 10%. . . . .

Source: Bloomberg; prepared by Banco de la Repiblica. of 2024, the risk of a sudden and large-scale liquidation of
foreigners’ position in public debt instruments is lower due

to the restructuring of holdings towards PFMs, uncertainty

85 According to the Colombian Stock Exchange, as of September
2024, foreign investors accounted for 30.6% of the traded volume
in the Colombian equity market.
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Grafico 2.55
Descomposicion de los ALM (porcentaje del RNL)
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Note 1: The liquid assets (LAM) of the LRI are composed of the aggregate available
(which in the graph is broken down into reserves, cross-deposits, and available),
investments in high-quality liquid assets (HQLAs), and other liquid investments.
HQLAs are considered to be those liquid assets that Banco de la Repiiblica admits
for open market operations and liquidity operations for the normal functioning of
the payment system. The LAMs that are computed in the calculation of the LRI are
adjusted for market liquidity and exchange rate risk.

Note 2: Net liquidity requirements (NLR) refer to the estimate of net outflows of
resources over a 30-day horizon.

Note 3: For this calculation, the amount of each component of the LAM was taken
and expressed as a percentage of the NLRs, so that the sum of the bars is equiva-
lent to the LRI observed by each type of entity as of 26 April 2024 in panel A, and
27 September 2024 in panel B.

Source: Financial Superintendency of Colombia; prepared by Banco de la Repblica.
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persists regarding the investment decisions of these entities
and banks in a scenario of greater uncertainty regarding the
government’s finances and the outcome and implementation
of its reforms. Similarly, a greater perception of sovereign risk
derived from this could negatively impact the local market
performance and foreign investors’ appetite for Colombian in-
struments.

2.4 Liquidity and Trading Book Interest Rate Risk
2.41. Liquidity Risk

The reduction of the reserve requirement generated addition-
al liquidity in the financial system. The reserve requirement is
an economic policy instrument that requires Cls to maintain a
liquidity reserve proportional to the total deposits collected
from the public. On 30 August 2024, the Board of Directors of
Banco de la Republica decided to reduce the applicable per-
centages by 1 pp, from 8.0% to 7.0% for current and savings
accounts, and from 3.5% to 2.5% for term deposits (CDs with
maturities of less than eighteen months). These new percent-
ages, which ensure the proper functioning of the payment
system, reduced the liquidity reserve requirement of Cls by
approximately COP 6.0 t, which provided additional liquidity
to the financial system in September, facilitating the expan-
sion of its operations and, potentially, promoting the financial
deepening of the Colombian economy through a reduction in
intermediation costs®.

At the aggregate level, Cls have an adequate liquidity struc-
ture, primarily composed of cash and high-quality liquid as-
sets. Between April and September, the liquidity of the fi-
nancing companies has increased considerably. To meet their
liquidity requirements, Cls have sufficient high-quality liquid
assets and cash to comply with the thirty-day LRI regulato-
ry minimum, even without the need to resort to other assets,
such as reserve requirements and crossed deposits® (Graph
2.55). By type of institution, financing companies recorded a
strong increase in their liquid assets during the analysis peri-
od due to the strategy for attracting demand deposits, which
has been held in cash or short-term investments. On the other
hand, the cooperatives increased their liquidity while restruc-
turing their portfolio from cash to liquid assets. For the total

86 For more details on the factors considered in the decision of the Board
of Directors of Banco de la Replblica, see the blog Bank Reserve and
Liquidity Risk Management at www.banrep.gov.co

87 Crossed demand deposits refer to the relationship between two Cis, in
which each holds a balance of demand deposits in the other. This is im-
portant because, if one of them observes liquidity pressures, one of them
could withdraw the balance deposited in the other CI, but the latter, in
turn, could withdraw its balance to meet the withdrawal generated by the
first Cl. Therefore, there is no certainty that crossed demand deposits can
be used to alleviate the liquidity pressures faced by a Cl.


www.banrep.gov.co

Graph 2.56
Rate and Growth of Demand Deposit
Balances of Individuals
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Note 1: The division by size in panel A was made by classifying the first five ins-
titutions in assets as of August 2024 as large, the next ten as medium-sized, and
the others as small.

Note 2: Monthly growth was calculated on the five-day moving average of obser-
ved balances.

Source: Financial Superintendency of Colombia; prepared by Banco de la Repiblica.
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Cls, whose dynamics are mainly explained by the behavior of
banks, the reduction in reserve requirements on deposits did
not have a significant impact on the LRI. This is due to the fact
that, although institutions did not hold this new liquidity sur-
plus in cash, they did increase their exposure to other liquid
investments.

The increased capture of demand funds has impacted the
structure of the deposit market. Higher interest rates on this
instrument have been the main tool of this strategy by fi-
nancing companies. Since May 2024, some small Cls, mainly
financing companies, have adopted a strategy for attracting
demand deposits by offering high interest rates (Graph 2.56,
panel A). This trend, combined with a declining path of mar-
ket interest rates, contributed to a sustained monthly growth
in the demand deposit balance of these institutions as of
June this year. Although this growth slowed rapidly after that
month, as of October, real monthly growth rates remain above
25.0%, which contrasts with the 0.6% observed for Cls, whose
demand deposit rate is less than 5.0% (Graph 2.56, panel B).
Despite this recent trend, according to the Special Report on
Concentration and Competition in Deposit and Credit Markets
of Banco de la Repiblica, this performance has not significant-
ly affected concentration indicators in the deposit market. At
the same time, no significant liquidity pressures have been
observed through demand deposits outflows in Cls offering
lower rates due to a potential transfer of funds to Cls offering
higher rates.

In an environment of loosening local financial conditions,
the capture of demand deposits has gained relevance as a
structural funding source for Cls, compared to term depos-
its. In line with lower funding needs, given the loan portfolio
slowdown and in a context of loosening local financial condi-
tions, the downward adjustment in the term deposit market
continued in the last half of the year. In particular, the real
annual growth of these deposits continued to decelerate and
reached negative values between July and September 2024,
consistent with the period of high maturities of these instru-
ments between July and August and with the reduction in the
issuance of new CDTs as of September. Compared to fund-
ing of demand deposits that has started to increase grad-
ually and contribute positively to funding, which is usually
observed in periods of lower interest rates. In terms of NS-
FR’s structural funding since the beginning of the year, the
real contribution of term deposit balances to available stable
funding has decreased, while that of demand deposits has
been positive (Graph 2.57). However, it is expected that, as the
demand for credit from the real sector continues to increase,
Cls will demand higher CDTs and will again boost deposits
through this instrument.

69



I \/ulnerabilities of the Financial System

Graph 2.57
Contribution to the Real Annual Growth of Available Stable
Funding (ASF) of CIs by Type of Funding Source
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Note 1: The total of Cl refers to the set of institutions in groups 1 and 2 of the NSFR.
Group 1 comprises banks whose assets represent 2.0% or more of the total assets of
the banking sector. Group 2 includes banks whose assets represent less than 2.0% of
the total assets of the banking sector, financing companies, financial corporations,
financial cooperatives, and special official institutions indicated in subparagraph i)
of numeral 5.3.1 of chapter XXX| of the BAFC, provided that such institutions have as
a group of significant assets the loan portfolio and leasing operations.

Note 2: “TD” refers to term deposits and “DD” to demand deposits.

Source: Financial Superintendency of Colombia (Form 238); prepared by Banco de
la Repiblica.

Graph 2.58
Contribution to Real Annual Growth of the Required Stable
Funding (RSF) of the Cls by Type of Funding Source
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Note 2: LAMs comprise cash, reserve requirements, and high-quality liquid assets
(HQLAS).

Source: Financial Superintendency of Colombia (Form 238); prepared by Banco de
la Repiiblica.
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In line with the entry into force of the regulatory changes on
the NSFR in September 2025 and the expected recovery of the
loan portfolio, entities should continue to properly manage
structural funding risks. In accordance with the convergence
process towards Basel Ill standards in liquidity risk manage-
ment, in September 2025, the instructions issued by the SFC
in External Circular 013 of 2023, which modifies the NSFR®® cal-
culation methodology, will enter into force. As of September
2024, the NSFR’s required stable funding (RSF) has registered
real annual reductions, given the contraction of the loan port-
folio (Graph 2.58). As the economy’s growth increases in a sce-
nario of lower interest rates, it is expected that the loan port-
folio will show greater dynamics and that the RSF will increase
and put downward pressure on the NSFR. This, together with
the entry into force of the regulatory change in 2025, highlights
the need for CIs to continue managing their funding towards
stable sources.

In response to the issues raised in the previous version of this
Report, Cls have adjusted downward the cost of term liabili-
ties and have adequately navigated periods of high long-term
CDT maturities. However, they face the dilemma of short-term
financing and lower rates while adjusting funding to more sta-
ble sources, in accordance with the future NSFR requirements.
In the previous version of this Report, the need for a triple task
in the management of Cl funding was raised, consisting of the
downward adjustment of the cost of term liabilities, the man-
agement of the refinancing risk associated with shorter terms
issues, and finally, the control of the maturity mismatch in ac-
cordance with the NSFR. With respect to the first point and
in line with the decrease in market rates, broader financing
conditions and lower funding needs in the face of slow credit
dynamics, the rates of new CDT issues showed, in general, a
reduction for all maturities (Graph 2.59). In terms of issuance
maturities, an increase is observed from May 2024 to August,
driven by a higher share of issues with maturities longer than
one year, consistent with the period of high maturities of long-
term securities between July and August (Graph 2.60). As of Oc-
tober, the average term fell again in line with higher issuance
at terms of less than six months, and in line with expectations
of lower market rates, it is expected that this term will remain
at low levels during the next few months, which keeps the task
of Cls to manage refinancing risk at shorter terms in force.
This, together with an expected better loan portfolio perfor-
mance in 2025, which would result in higher financing needs,
generates a dilemma in the management of the Cls’ funding
structure. On the one hand, they have incentives to finance

88 The SFC established that Cls and the Special Official Institutions (SOls)
for which the regulation applies must differentiate from September 2025
the demand deposits of wholesale customers of the real sector, OECI-
Fs and financial institutions supervised by the SFC, between operating
and non-operating deposits, according to an internal classification
methodology.
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Graph 2.59
Average Monthly CDT Issuance Rates Per Term of the Cls
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Note 1: Average monthly rates are weighted by issuance amounts.

Note 2: The increase in the issuance rate greater than one year during May and June is mainly because two large Cls raised funds on some
days at high rates compared to the rest of the Cls.

Note 3: Issues of less than six months are considered to be all those whose term is equal to or less than 179 days. Issues between six
months and one year are considered to be those whose term is between 180 and 360 days. Greater than one year, includes issues with
terms of more than 360 days.

Source: Financial Superintendency of Colombia; prepared by Banco de la Republica.
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sidered to be those whose term is between 180 and 360 days. Greater than one
year, includes issues with terms of more than 360 days.

Source: Financial Superintendency of Colombia (Form 441); prepared by Banco de
la Repdblica.

89 Interest rate risk has two dimensions: the first is analyzed in the market
risk section and refers to the risk of devaluations of assets in the trea-
sury book in the event of interest rate movements. According to Chapter
XXXI of the SFC’s Basic Accounting and Financial Circular (BAFC), the tre-
asury book is composed of the set of positions, resulting from treasury
operations, that the entity holds in order to benefit in the short-term
form fluctuations in asset prices, as well as those investments sensitive
to fluctuations in market variables. In this order, the treasury book in-
cludes, among others, all marketable and available for sale investments.
The second, which is analyzed in this section, corresponds to the risk of
variations in interest rates on the net interest income of entities, consi-
dering the information in the banking book. The BAFC defines the ban-
king book is made up of the set of positions arising from the entities’
deposits through current and savings accounts, term deposits, bond is-
suance, etc. Assets include the loan portfolio, guarantees and collateral,
investments to maturity and, in general, any transactions that is not part
of the treasury book. The balance sheet of the banking book represents
around 81% and 83% of the total assets and liabilities of Cls, respectively.

Al
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regional banks in March 2023. Banking supervision has emphasized the manage-
ment and regulation of IRRBB under the Basel Pillar III (BIS, 2019)%. In Colombia,
this regulation was socialized by the SFC in 2022 and began to be implemented in
December 2023. The measurement of IRRBB under the new SFC regulation will take
place between December 2024 and July 2025°".

Because banks usually have a maturity mismatch due to their intermediation ac-
tivity (they lend long-term and fund short-term), interest-rate increases can neg-
atively affect net interest income and equity, if banks do not quickly adjust their
balance sheet to the interest rate cycle, or if they do not use interest rate hedges.
However, balance sheet adjustment also depends on credit and deposit market
factors (i.e.: demand, competition, risk, etc.) that may slow down their response to
monetary policy cycles*.

Interest rate risk in the banking book (IRRBB) is the potential impact on banks’
capital and profits of interest rate movements affecting banking book positions.
In order to measure the exposure of credit institutions to IRRBB, the Weighted
Average Term to Maturity (WATM) gap has been calculated, which is defined as the
difference between the weighted assets and liabilities that make up the banking
book, sensitive to changes in interest rates for different maturities. The evolution
of the WATM gap depends on balance sheet composition, fixed and floating rate
indexation and duration. The WATM gap tends to be negative since traditionally in
the activity of Cls (i.e.: lending and deposit-taking) the duration of assets is greater
than that of liabilities, which generates a negative duration gap®. The WATM gap
depends mainly on two factors: the proportion of assets and liabilities agreed at
a floating rate (which is immediately repriced in response to changes in interest
rates), and the term of fixed-rate assets and liabilities (which is repriced according
to their duration). The reduction of the WATM gap (in absolute terms) occurs to the
extent that the portion indexed to floating rates increases, both in assets and lia-
bilities increases, which makes their adjustment to short-term interest rates faster.
In a scenario of rising interest rates, the reduction of this gap would occur to the
extent that the indexation of assets to floating rates increases and the indexation
to floating rates of the liabilities remains stable (or decreases), assuming that the

90 BIS (2019). Interest Rate Risk in the Banking Book, Basel Committee on Banking Supervision SPR31,
Bank for International Settlements, Basel.

91 In December 2023, the IRRBB regulation came into force, which incorporates the explicit measu-
rement of this risk and its quantification in terms of the impact on the economic value of equity
(EVE) and net interest margin (NIM). The regulation incorporates different scenarios of interest rate
shocks and makes a granular measurement of IRRBB exposures. The standard was informed by the
SFC's External Circular 25 of 2022 and is discussed in the Financial Stability Report of September
2022.

92 In the box “Interest Rate Risk in the Banking Book and Monetary Policy Normalization” of the
September 2023 Financial Stability Report, an analysis of IRRBB by type of institution, its evolution
during different interest rate cycles and its relationship with the profitability of Cls is made.

93 The indicator is defined as: WATM Gap; = ASR; — PSR, Where ASRy =¥, AF; (%) + X AVixErp pu
and PSRy = ¥; PF; ’2 + 3 PVixErgpu . Where ASR, corresponds to the assets i that make up the
banking book and which is divided into fixed rate indexed assets AF,that have a duration D, that is
compared in time T and variable rate indexed assets AV, that are affected by changes in the mon-
etary policy rate, an effect that is captured by the elasticity between the benchmark rates and the
interbank interest rates (TIB in Spanish) (E;; ). The liabilities of the banking book PSR, are com-
posed of two elements, the fixed rate liabilities PF, that are affected by the duration of D; in time
T and the variable rate indexed liabilities PV, that are also affected by changes in the monetary
policy rate. Demand deposits (savings and current accounts) of legal entities and special official
institutions (SOIs) are incorporated in the variable rate liabilities component according to their
observed share (given the greater bargaining power of these depositors vis-a-vis the bank). On the
other hand, demand deposits of individuals are included in the fixed-rate component of liabilities.
This distinction is made on the assumption that depositors with deposit insurance (i.e. individuals)
react less to changes in interest rates or bank risk than institutional depositors. For further details,
see Section 4.2. of the September 2023 Financial Stability Report.
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fixed-rate indexation of assets and liabilities remains unchanged. In an interest
rate reduction scenario, on the other hand, the gap is expected to narrow as long
as the fixed-rate indexed assets and liability portions remain unchanged, and the
floating-rate liability portion increases more than the floating-rate asset portion.
This would reduce the cost of funding while maintaining the profitability of the
assets. However, achieving such adjustments in the duration and composition of
the balance sheet depends on the banks’ strategy, as well as on the structure of
competition in the credit and deposit markets. The performance and development
of financial markets are also an important factor (Caballero et al., 2023; Drechsler
et al., 2021; McPhail et al., 2023)%.

The evolution of the WATM gap depends on the compositions of fixed-rate and
floating-rate indexed assets and liabilities, and the observed duration of the in-
termediaries’ balance sheet components. Between April and October 2024, the
WATM increased in absolute terms and is currently above the average level of the
last five years, indicating a higher probability of IRRBB materialization. During the
six-month period, the WATM gap widened by 1.4 pp, from -11.4% in April to -12.8% at
the beginning of October 2024. While the indicator is below the level observed in
July 2024, when it registered its highest level in absolute terms (-13.7%), it continues
at levels above the average of the last five years (-9.4%) (Graph 2.61). This suggests
that, despite the recent reduction in interest rates, the IRRBB gradually material-
ized during the last half of the year. The performance of the indicator is mainly
explained by the fixed-rate indexed component (i.e.: the spread between the fixed-
rate assets and liabilities), which has the largest contribution in determining the

Graph 2.61
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gap compared to the floating-rate indexed component. Between April and October
2024, the floating rate indexed component increased by 2.4 pp, while the fixed rate
component increased by 3.8 pp, leading to a widening of the WATM gap by 1.4 pp
(Graph 2.62). In October 2024, the portion of fixed-rate assets in total assets stood
at 55.7%, while the fraction of fixed-rate liabilities over total liabilities reached
56.5%. As the floating-rate indexed component increases and the duration of the
balance sheet remains unchanged, the WATM gap tends to reduce, since both sides

94 Caballero, J.; Maurin, A,; Wooldridge, P,; Xia, D. (2023). “Interest Rate Risk Management by EME
Banks”, BIS Quarterly Review, September. Drechsler, I.; Savov, A.; Schnabl, P. (2021). “Banking on
Deposits: Maturity Transformation without Interest Rate Risk,” Journal of Finance, vol. 76, no. 3,
pp. 1091-1143. McPhail, L.; Schnabl, P; Tuckman, B. (2023). “Do Banks Hedge Using Interest Rate
Swaps?”, working paper, no. W31166, National Bureau of Economic Research.

73



I \/ulnerabilities of the Financial System

Graph 2.62

Contribution of Asset and Liability Components to the WATM Gap by Type of Interest Rate
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Graph 2.63
Breakdown of Balance Sheet Contracted at Variable Rates by
Type of Rate
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of the balance sheet adjust to short-term interest rates. How-
ever, as shown below, Cls shortened the duration of liabilities
and maintained higher fixed-rate indexation on both sides of
the balance sheet, which widens the maturity mismatch and
thus increases exposure to interest rate risk.

On the asset side of the Cls, the share of instruments indexed
to the fixed-term deposit (DTF in Spanish) and the benchmark
interbank rate (IBR in Spanish) is maintained. On the liabili-
ty side, indexation to consumer price index (CPI) and the IBR
gradually increased. On both sides of the balance sheet, in-
dexation to the IBR predominates, which generates a faster
adjustment to changes in the monetary policy interest rate.
Between March and October 2024, the indexation of assets to
the IBR contracted by 1.2 pp, while that of liabilities increased
by 2.5 pp. In turn, the indexation of assets and liabilities to the
DTF remained stable. The reduction in instruments indexed to
the Libor rate and the increase towards other external refer-
ence rates continues, although the share is low in both assets
(4.7%) and liabilities (10.3%) (Graph 2.63). The share of vari-
able rate indexed assets over in total assets remained stable
at 44.3% and that of liabilities contracted by 2.5 pp, to 43.5%.

During the last six months, the average duration of Cls’ lia-
bilities gradually contracted; while that of assets remained
stable, which widened the maturity mismatch and, therefore,
the exposure to IRRBB. The duration of assets increased from
3.24 to 3.25 years, while the duration of liabilities increased
from 1.15 to 1.06 years. The average duration of liabilities de-
creased by 0.09 years during the six-month period and was
below the average duration for the period (1.09 years); while
the duration of assets increased by 0.01 years, at a level below
the average for the period (3.30 years). As mentioned in the
previous section, there has been an increase in demand for
demand deposits and a contraction in term deposits during
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Graph 2.64 S the six-month period (Graph 2.64), which explains the reduc-
Average Duration of Cl Assets and Liabilities tion in the duration of ClIs’ liabilities. Indeed, the shorter du-
(years) ration of liabilities versus the relative stability of assets led to
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the exposure to IRRBB.
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In summary, during the last six months, the WATM gap of Cis
25 | widened, suggesting a greater exposure to IRRBB. The indica-
o | tor is higher than the average for the last five years. The wid-
ening of the gap was mainly explained by the gradual increase
in maturity mismatches, given the stability in the indexation
10 f of the balance sheet at floating rates. While Cls continue to in-
o e crease the indexation of both sides of the balance sheet to the
Jan-22 Apr-22 Jul-22 Oct-22 Jan-23 Apr-23 Jul-23 Oct-23 Jan-24 Apr-24 Jul-24 Oct-24 IBR, fixed-rate indexation of the balance sheet predominates,
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a/ Average duration in years and weighted by the amount of assets and liabilities for es in short-term interest rates. Cls will need to continue to re-
tszzﬁssl;ﬁéﬁ;ﬁ?eélﬁoe\:li:%e?\\gis. of Colombia; calculations by Banco de la balance their balance sheets and adJUSt their duration to the
Repdblica. interest rate cycle in order to reduce their exposure to interest
rate risk, which tends to materialize in periods of rising inter-
est rates. This adjustment will depend on economic dynamics
and competition in deposit and lending markets. In addition,
the transition to the SFC’'s new IRRBB regulation should con-
tribute to better management of this risk and encourage the
use of hedging instruments (interest rate derivatives) to re-
duce exposure to this risk.
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Shaded Section 2: Financial Overview of Savings
and Loan Cooperatives in Colombia

Since the last Financial Stability Report (see Cely et al., 2024), an analysis on savings
and loan cooperatives (SLCs) monitored by the Superintendencia de Economia Soli-
daria (Superintendency of Solidarity Economy, SES) that perform financial interme-
diation tasks, that is, those that have a savings and credit division. This analysis is
relevant given that they carry out their activities in 23 out of the 32 departments of
the national territory (71.9% of the total) and, in addition, it has been observed that
in around 40 municipalities cooperatives are the only financial intermediary with a
physical presence, which makes them the gateway to the financial system for a large
number of people.

When carrying out a financial intermediation activity, cooperatives face multiple fi-
nancial risks, including credit and liquidity risks. Considering their wide diversity, high
geographical reach, their market niche, and their microfinance work, as they serve a
segment of the population that is sometimes unbanked, the study of cooperatives is
relevant not only for issues of financial inclusion and banking penetration but also to
strengthen the assessment of the country’s financial stability, understanding the dif-
ferent actors that are part of the system. In addition, the assets of these entities as of
August 2024 amount to COP 21.3 trillion (t), equivalent to 21% of the assets of the Cis.

This shaded section updates the financial and risk indicators of SLCs, and is divided
into four sections, including this introduction. The second section describes the sec-
tor and analyses the historical evolution following its balance sheet data. Then, in the
third part, the performance of some of their risk indicators is shown and, finally, in
the last part, the connection between these entities and the Cls is evaluated.

Landscape of the Solidarity Cooperative Sector

In August, investments recovered from the decline they had experienced for almost
two years, and their growth rate currently exceeds that of the loan portfolio. In terms
of liabilities, Term Savings Deposit Certificates (CDATs in Spanish) maintain a stable
dynamic and are the ones that contribute the most to the growth of liabilities. The
SLCs sector is composed of 172 cooperatives’ with assets of COP 21.3 t, of which 86.8%
correspond to the loan portfolio. In August of this year, investments showed the
highest annual real growth? followed by cash (Graph S2.1, panel A; 29.7% and 27.3%,
respectively). In turn, the loan portfolio has shown decreases, although not as pro-
nounced as those observed for the Cls, which could indicate that the credit conditions
tightening for the SLCs has not been as strong. On the other hand, CDATs and demand
deposits are the main sources of funding (together they represent 89.4% of total liabi-
lities; Graph S2.1, panel B). CDATs are the largest contributors to funding with a growth
rate of 5.0% that has remained stable for about a year. On the other hand, demand
deposit growth rates continue to recover from the negative trend they showed until
mid-2023, although they remain in negative. As of August 2024, the real annual growth
rate of liabilities was 1.0%.

The loan portfolio of the cooperative sector is concentrated in the consumer loan,
a type of loan that continues to show decreases. On the liability side, CDATs with a

1 The cooperative sector considered here consists of 173 institutions. However, one entity was excluded
due to inconsistencies in its data.

2 The real series used in this document are obtained using the aggregate CPI excluding food.
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Main Balance Sheet Accounts of the Cooperative Sector
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B. Real Annual Growth of Liability Components
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term of less than one year, the main source of funding for SLCs, continue to grow. The
consumer loan, which by August 2024 accounted for 74.2% of the loan portfolio, grew
-3.4%, thus continuing the negative trend it had exhibited since the end of 2022 (Graph
S2.2, panel A). By August 2024, the commercial and housing loans also show contrac-
tions. Regarding term deposits, the main source of funding for SLCs, it is observed that
the cooperative sector is concentrated in the term of less than one year, where the
segment of CDAT of less than six months grew at a real annual rate of 16.2%, while the
segment of 6 to 12 months grew at a rate of 11.0% (Graph S2.2, panel B). As anticipated
in the previous Report, this movement towards shorter terms deepened in line with
the cycle of interest rate reductions and the decrease in the cost of funding. On the
other hand, deposits with term of more than one year register the strongest contrac-

Real Annual Growth of the Main Components of the Balance Sheet

A. Portfolio Evolution by Type of Loan B. CDATSs Evolution by Term
(percentage) (percentage) (percentage)
7 40.0 20.0
162
10.0
300 10.0
5.0 \ 0.0
20.0
4.7 -10.0
0.0
10.0
[ -20.0
-5.0
0.0 300
.6
-10.0 - -10.0 -40.0
Aug-18 Aug-19 Aug-20 Aug-21 Aug-22 Aug-23 Aug-24 Aug-21 Feb-22 Aug-22 Feb-23 Aug-23 Feb-24 Aug-24
— Commercial (11.8) Consumer (74.2) Housing (4.7) — Less than 6 months (31.0) 6 to 12 months (53.5)
— Microcredit (5.2) — Employee (0.2; right axis) 12 to 18 months (11.5) — More than 18 months (4.0)

Note 1: Real growth is calculated using the consumer price index excluding food.
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Source: Fogacoop; calculations by Banco de la Repiiblica.
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Graph S2.3
Return on Assets (ROA)
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Source: Fogacoop; calculations by Banco de la Repiblica.

tions that have been observed in their recent history.
If this trend continues, the structural funding of these
entities could be affected and make them more depen-
dent on short-term instruments renewals, which could
create vulnerabilities.

The profitability of most SLCs has recovered after the
low levels seen at the end of 2023. When calculating
the return on assets (ROA; Graph S2.3), it is found that
SLCs classified as intermediate® exhibit a similar perfor-
mance to that of Cls. On the other hand, the profitability
of those classified as basic has gradually increased and
is close to reaching the mid-2022 levels. In the case of
full-category SLCs, the recovery in profitability has been
more pronounced and has already reached a level of
1.4%. Overall, as of August 2024, the sector’s ROA stood
at 1.1%.

Risk Indicators

This section provides an exploratory analysis of credit
risk and the equity robustness of this sector, which also
carries out financial intermediation tasks.

The non-performing loans indicator (NPL)* shows a
deteriorating trend since the second half of 2022 (Graph
S2.4, panel A). Except for housing, this performance is
observed in all types of loans. In addition, when consi-
dering the write-offs®, an average increase of 1.1 pp on
the NPL is observed, i.e., an additional deterioration
on the loan portfolio. When examining the capital ade-
quacy ratio by category of cooperative, it is observed
that the median of the institutions has ratios above
20%; however, there are also some institutions whose
indicators are close to the regulatory minimum (Graph
S2.4, panel B). This edition also introduces the liquidity
coverage ratio (LCR), calculated using the Guarantee
Fund for Cooperative Entities (Fogacoop in Spanish)
methodology®. The results exhibit that the median of

3 The categorization of the institutions was carried out following
the current draft decree of the Financial Regulatory Unit (URF in
Spanish), where it is proposed that cooperatives with a total val-
ue of assets less than 315,000,000 of real value units (UVR) will be
considered as basic; between 315,000,000 and 1,400,000,000 UVR
will be considered as intermediate, and those with more than
1,400,000,000 UVR, as full.

4 Calculated as the percentage of the gross loan portfolio that is in
arrears for more than 30 days.

5  The loan portfolio that a financial institution writes off refers to a
loan portfolio that was in default and that the institution decides
that the recovery of the resources has a very low probability, so it
uses its provisions to pay off the debt of that loan portfolio and
thus be able to exclude it from its balance sheet. By doing this,
this loan portfolio ceases to be included in the default portfolio
(and therefore the NPL). Thus, taking write-offs into account al-
lows the NPL to be presented considering this element.

6  The indicator is under review on the definition of the concepts
of renewal of deposits and their reporting. For more infor-
mation on its calculation, see: https://www.fogacoop.gov.co/
para-cooperativas/indicador-de-riesgo-compuesto-irc
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Graph S2.4
Loan Portfolio, Solvency, and Liquidity Risk Indicators
A. Non-Performing Loans Indicator (NPL) B. Capital Adequacy Ratio
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Note 1: The non-performing loans indicator is calculated as the loan portfolio over
30 days past due divided by the gross loan portfolio balance.

Note 2: The capital adequacy ratio is calculated as technical equity divided by
risk-weighted assets.

Note 3: The liquidity coverage ratio is calculated as the sum of net liquid assets
and expected income divided by the sum of expected contractual and non-con-
tractual outflows.

Source: Fogacoop; calculations by Banco de la Repiblica.

institutions has comfortable levels of liquidity that exceed twice their requirement
(Graph S2.4, panel C).

In the last six months, there has been a stable performance of the indicator of pro-
visions coverage of non-performing loans in the cooperative sector in all types of
loans. The provisions coverage indicator’ remains at levels below 100% for all types
of loans, and presents its lowest level in housing loans, a performance expected due
to the condition that this type of loan has to account for provisions. When including
general provisions, the aggregate coverage ratio stands at 84.5% as of August 2024
(Graph S2.5), which denotes lower credit risk coverage in this sector compared to
Cls and other entities in the financial system that have provisions that exceed the
non-performing loan portfolio.

7 The coverage indicator is calculated as the stock of provisions expressed as a percentage of the loan
portfolio rated other than A.
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Graph S2.5
Loan Portfolio Provisions Coverage Indicator

(percentage)

140.0

120.0F

..........

1000 .

.......................
.............

80.0F

60.0}F
T 512
7

40.0F

200

0.0 1 1 1 1

Aug-20 Aug-21 Aug-22 Aug-23 Aug-24
= Commercial Consumer === Aggregate (including general provision)
Housing Microcredit

Note: the loan portfolio coverage indicator is calculated as the stock of loan port-
folio provisions over the total portfolio over 30 days past due.
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Graph S2.6
Real Annual Growth of the Loan Portfolio of the Cls Granted
to the SLCs
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Connection with Credit Institutions

SLCs are decreasingly turning to Cls to apply for loans
in order to leverage their operations. With data as of
June 2024, the total amount of loans of the SLCs with
Cls amounts to COP 0.8 t (as of December 2023, it stood
at 0.9 t in June 2024 pesos). These loans are distributed
among those requested from banks for COP 442.9 billion
(b), operations granted by special official institutions
(SOls)? totaling COP 343.2 b, loans with financing compa-
nies totaling COP 4.9 b and, finally, loans with financial
cooperatives for COP 99.0 m. This source of funding has
shown real annual growth in negative territory for five
semesters, with a value of -18.4% as of June 2024. Loans
with banks are the main explanation for this trend (Graph
S2.6). This could be explained by the level of interest
rates of these institutions as well as by the decrease in
the loan portfolio, which makes it less necessary to resort
to the Cls for resources that leverage lending operations.

Conclusions

The cooperative sector has many user-members, and its
importance in terms of geography and assets has grown,
which makes it crucial to include it in the analysis of the
Colombian financial sector. Solidarity cooperatives focus
on consumer loans on the asset side, and on CDATs on
the liability side. In terms of profitability, some catego-
ries of cooperatives have shown an improvement that is
not yet reflected in the Cls supervised by the SFC. On the
other hand, credit risk indicators remain high and with
an upward trend, although their loan portfolio coverage
levels have remained constant over the last six months.
In addition, the inclusion of the capital adequacy ratio
and the LCR in the analysis of the sector has made it
possible to establish that, in aggregate, the sector has
adequate levels, but at the individual level there are
entities close to the regulatory minimums. Regarding
their relationship with Cls, it is observed that their expo-
sure to SLCs is low with respect to the total loan port-
folio. Finally, given its broad coverage and the growing
trend of its assets, Banco de la Repiblica will continue to
monitor this sector within the Financial Stability Report.
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Box 1: Decomposition of the Performance of Credit
Vintages

Juan David Roa
Eduardo Yanquen®

The cohort of credits that are originated in a particular period (generally one month) and
are related to each other as they have been originated by credit institutions (Cls) under
particular allocation conditions, risk appetite of the institutions, and economic situation’ is
called vintage. Generally, the evolution of the non-performing loans indicator (NPL), which
is defined as the percentage of loan portfolio in default over gross loan portfolio, is used to
evaluate the payment trend of debtors who obtained credits in each of these vintages and
to anticipate the future performance of the aggregate indicator. In this context, the analysis
of vintages is a tool that could produce early warnings that would support the making of
possible decisions for the activation of prudential measures by local financial authorities?

The Financial Stability Report for the first half of 2024 mentioned a deterioration in the credit
risk indicators of the consumer and microcredit loan portfolio, which were the credit moda-
lities that registered the highest NPLs of all loan portfolios (8.4% and 10.1%, in their order);
even for the microcredit loan portfolio this indicator has been the highest observed in its
history. This box seeks to identify the determinants of the deterioration of these types of
loans, through the decomposition of the NPL into factors that can help to understand their
performance; in this way, it is possible to observe whether the dynamics of the NPL that have
been observed in recent months are due to a particular factor or if it is an aggregation of
different determinants, which can help financial authorities to better understand the dyna-
mics of the indicator and take targeted measures to reduce the materialization of credit risk.

1. Methodology

The test is carried out using the methodology of decomposition of the NPL of vintages
proposed by Gamba et al. (2021), based on three components?: age, period, and cohort or
vintage, as follows:

ICMi,n,t =ut+a+ ﬂt T Vnt Eint

Where the coefficient associated with age, , @;, corresponds to the time that has passed since
the origin of the vintage, and can be interpreted as the expected deterioration of the loans
of the modality of analysis given their age*; the coefficient associated with the period, f;,
corresponds to the common factor that affects all vintages in a particular month, regardless
of how much time has passed since their origination, and therefore this factor may be asso-
ciated with the state of the economy: for example, if inflation increases, some customers may
find it difficult to cover their previously acquired expenses and financial obligations. Finally,
Yn it is the specific factor associated with each vintage, that is, it represents the impact of

1*  The authors are part of the Financial Stability Department. The opinions do not commit Banco de la Repiblica
or its Board of Directors.

1 This box provides an aggregate analysis of the type of loans of all Cls, since with the available information it is
not possible to disaggregate the loans assigned by the type or the granting entity.

2 This monitoring in previous periods allowed, for example, to timely detect a deterioration in consumer loans,
which is why the Financial Superintendency of Colombia issued External Circular 26 of 2022, which increased
provisions for this type of loan as a macroprudential measure.

3 Note that there are no interactions between these components, so the effect derived from the performance of
the economy in which each vintage originated individually is not considered.

4 It is also known as vintage height.
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Graph B1.1
Breakdown of the NPL of the Consumer Loan Portfolio

A. NPL and Period, and Vintage Factors
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the economic context of the origination, as well as the conditions of
credit allocation and risk appetite of the institutions under which the
loans belonging to this cohort were originated; for example, in search
of greater credit origination, Cls could have lowered the score® from
which loans of a particular type of loan are granted. For the analysis,
only the dynamics of the period and vintage (cohort) components
are used, since the age component represents the average observed
deterioration of all vintages given their height and, therefore, their
performance is invariable over time.

2. Results

When analyzing the vintages of the consumer loans following this
methodology, it is observed that the vintage component ¥y, was the
one that contributed the most to the NPL, which, after reaching a peak
in mid-2022, has shown a decreasing trend (Graph B1.1). This could
indicate that after the credit boom that occurred since 2022 and part
of 2023, driven by an increase in demand and a relaxation of credit
allocation conditions, institutions increased the requirements in this
type of loan, considering the high materialization of credit risk that
was observed at the end of last year. This increase in requirements
was observed in the June 2024 Report on the Credit Situation, where
the indicator reached levels below -80.0%° during 2023.

The reduction in the contribution of the vintage component could be a
result of these dynamics and would indicate which loans from the most
recent vintages are being granted to customers with better risk profiles.
On the other hand, the period component, which had made negative
contributions over the past two years, began to contribute positively in
recent months. This performance could indicate that customers of this
type of loan that had been benefiting from good local macroeconomic
conditions are beginning to face the effects of the adjustment that the
Colombian economy has presented (which can be seen in more detail
in Chapter 1 of this Report) and that the improvements in the labor
market have not yet materialized for these customers.

For the sub-modalities of free investment (30.2% of the total consumer
loans) and vehicles (9.9% of the total consumer loans), a similar per-
formance is observed to that of the aggregate: the relaxation of credit
conditions drove positive peaks in the vintage component towards
the second part of 2022, which lost importance in favor of the period
component in the face of stricter credit allocation conditions. Regar-
ding credit cards (18.2% of the consumer loans), it is observed that, in
the case of loans for high-income customers, the dynamics are similar
to those described above; in contrast, for low-income customers, the
vintage component did not reach such a high contribution and was
surpassed by the period component months before this performance
occurred for high-income customers, which could indicate that the Cls
took a more conservative position when allocating credit to this type
of customer. In the case of payroll credits (37.4% of the total), although
there is a peak in the vintage component in mid-2022, since the begin-
ning of 2023 the period component has contributed positively, while

5  Acredit score is a measure that results from a statistical model that uses multiple
factors, which is usually used by Cls to determine which customers are viable for
granting loans; generally, those with a lower score indicate a higher probability of
default.

6 In this indicator, negative values indicate greater restrictions in the granting of
loans.
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the vintage component has done so in the opposite direction, which could be explained by a
better selection of customers for these credits and, possibly due to a faster transmission of
labor market conditions, given the nature of these credits.

In turn, for the low-value microcredit loans,” it is evident that the vintage component has
made a greater contribution to the NPL since 2020. However, as of February 2024, the period
component was the one that predominated, and its contribution began to be positive (Graph
B1.2, panel A). This could indicate a recent tightening of conditions for accessing this type of
loan. For high-value loans of this type of loan, a similar performance is observed, although,
in this case, the period component has been contributing positively more strongly and for
a longer time (Graph B1.2, panel C). These differences could indicate that customers with
high-value loans have been more affected by the economic adjustment process.

Graph B1.2

Breakdown of Vintages by Loan Amounts from the Microcredit Loan Portfolio

A. Factors for Low-Value Microcredit NPL B. Age Factor for Low-Value Microcredit NPL
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3. Conclusions

In the type of loans analyzed, consumer and microcredit, the component that had contri-
buted the most in the recent past to the NPL was the vintage component (Table B1.1), which
means that until a few months ago the performance of the indicator was explained by the
conditions in which the credits were originated, such as the risk appetite of the institutions,

7 In the case of the microcredit loan, there are no aggregate data, but only on its sub-modalities.
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Table B11

Contribution of Period and Vintage Components to the NPL

Product

Total consumer

Free investment
Revolving

Low-income card
High-income card
Payroll

Vehicle

Microcredit high amount

Microcredit low amount

Peak Vintage Factor Pea!< Contribution. ' Contribution
Duration Component Period Vintage Component
Sept.-21 to today 31 0.03 1.50 .71
Nov.-21 to Feb.-24 28 0.89 0.74 11.93
Sept.-21 to today 29 -4.47 3.34 7.65
Sept.-21 to Feb.-23 18 2.77 -1.39 8.22
April-21 to Oct.-23 31 0.99 -0.26 8.22
April-22 to Dec.-22 9 1.57 -1.22 318
Nov.-21 to Oct.-23 24 118 0.00 9.96
May-22 - Sep.-23 17 0.81 0.00 9.81
June-20 to Dec.-23 43 0.19 -0.77 9.81

Notes: 1. For credit card and microcredit products, the NPL values are taken in an aggregate form considering the available information. 2. Peak vintage factor refers to the
most recent period in which the vintage factor was greater than the period factor. 3. Peak duration is the number of months in which this performance occurred.
Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Repiblica.

the performance of the economy at that time, and the inflation and unemployment condi-
tions in which these customers were at the time of origination. However, its contribution has
decreased (after reaching historical highs in part of 2022 and in 2023), while the contribution
of the period component has increased, which may be influenced by current macroeconomic
conditions and affecting all active credits in the economy. These conditions include inflation,
economic growth, interest rate performance, unemployment, among others.

This performance is possibly explained by increases in the credit allocation requirements
of the Cls, which were relaxed in 2022 and part of 2023, but which in the recent past have
become more restrictive; In addition, this dynamic may also be explained by the adjustment
process that the economy has faced, and the labor market dynamics faced by customers of
these types of loans.

It is also observed that the vintage factor, obtained using the above methodology, tends to
anticipate increases in the aggregate NPL, which is why it could be used as an early warning
indicator by the authorities to activate macroprudential measures aimed at reducing a greater
materialization of credit risk. In this way, the financial stability risks that could arise from
this materialization could be contained in a more timely manner.
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1. Introduction

Credit institutions (Cls) are exposed to credit risk, which can be understood as the possibi-
lity of incurring losses arising from a debtor or counterparty defaulting on its obligations.
To mitigate this risk, Cls must constitute provisions based on the balance of loan disburse-
ments loan portfolio and adjust its level based on the credit risk of the latter. To this end,
the Financial Superintendency of Colombia (SFC) establishes, within its regulatory framework,
the rules that the CIs must use for the constitution and adjustments of the provisions of the
different types of loans.

A fundamental part of this framework is the countercyclical provisions, which have been in
operation since 2007 for the commercial loan portfolio and since 2008 for consumer loans,
representing approximately 80% of the total loan portfolio. This mechanism allows Cls to
accumulate more provisions at times when credit risk does not materialize (cumulative phase)
and use this buffer to smooth out the expense on provisions that can be generated in phases
of lower growth and higher non-performing loans in the credit cycle (de-accumulative phase).

The scheme is based on individual provisions and depends on the performance of each
Cl's loan portfolio so that its different phases are activated. Although this is based on the
performance of each institution’s own business, allowing institutions facing difficulties to
de-accumulate provisions and reduce their derived expenses (even in a favorable economic
scenario), the scheme may leave aside macroeconomic factors that affect the credit cycle
and potentially impact the financial health of Cls.

At the international level, the most widely used macroprudential tool to mitigate the procy-
clicality between the financial health of institutions and the credit cycle is the requirement
for countercyclical capital buffers (CCyB). This was introduced as part of the changes to the
Basel Il regulatory standards proposed by the Basel Committee on Banking Supervision
after the 2008 international financial crisis'. Unlike the countercyclical provisioning scheme
in Colombia, the phases of this usually depend on indicators that measure the aggregate
conditions of the credit cycle to accumulate capital in periods in which credit growth is
above its long-term trend, associated with an accumulation of risk, to seek anticipation of
possible episodes of financial stress. On the other hand, capital would be de-accumulated
during cooling periods in the credit cycle to absorb losses and avoid a reduction in the
supply of loans. In addition, unlike countercyclical provisions, where their accumulation
affects the cost of making new disbursements through higher expenditure on provisions,
countercyclical capital is implemented by increasing the minimum requirement of the sol-
vency ratio that institutions must have, which has a general impact on the capital strategy.

*  The authors are members of the Office for Monetary Operations and International Investment of Banco de la
Repiblica. The opinions contained herein are the sole responsibility of the authors and do not commit Banco
de la Republica or its Board of Directors.

1 BCBS. (2010). “Guidance for National Authorities Operating the Countercyclical Capital Buffer.” Bank for Interna-
tional Settlements. December. https://www.bis.org/publ/bcbs187.pdf
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Since the end of 2022, in line with the orderly adjustment of the economy, there has been a
significant slowdown in the dynamics of the credit cycle in Colombia, especially in consumer
loans, accompanied by increases in loan portfolio deterioration. During this period, some Cls
have de-accumulated countercyclical provisions to smooth out the expenditure generated
by the greater materialization of credit risk. Despite the above, the current scheme has some
inflexibilities that have led to the need to make transitory changes in the provisioning regula-
tions to be more in line with the credit cycle This, together with the latest recommendations
of the FSAP to Colombia and the convergence to Basel Ill, motivates the need to carry out a
structural review of the countercyclical prudential scheme, bringing with it the discussion on
the effectiveness of the current countercyclical provisioning scheme in identifying the credit
cycle, to analyze the advantages and disadvantages of a countercyclical capital scheme, much
more common in both developed and emerging countries.

This box analyzes the current countercyclical provisioning regime and the advantages and disad-
vantages of an alternative to a countercyclical capital requirement. In addition to this introduc-
tion, this document consists of four sections. The second describes the current operation of the
countercyclical provision requirement. The third analyzes the activation of the phases of the
mechanism at different times of the local credit cycle. The fourth compares the local scheme
with countercyclical capital, and finally, the fifth presents the conclusions of this analysis.

2. Countercyclical Provisioning Scheme in Colombia

Currently, the prudential scheme in Colombia follows a rules-based mechanism, where the
required countercyclical provisions depend on a series of metrics per entity. The scheme
has two components:

1. Procyclical Individual component (PIC): fraction that reflects the current credit risk of
each debtor.

2. Countercyclical individual component (CIC): fraction that reflects possible increases in
debtors’ credit risk during times of deterioration in asset quality. This component is
created to mitigate the impact on financial results in the event of risk materialization.

In particular, countercyclical provisions may be subject to two phases: accumulation and
de-accumulation. The logic lies in the fact that, during periods of economic expansion, when
credit is growing rapidly, larger provisions should be made than would be necessary under
such conditions (i.e., cumulative phase), so that they can be used in periods of deterioration
in credit quality (i.e., de-accumulative phase).

Thus, the scheme establishes the constitution of individual provisions (per loan) based on
an expected loss model for commercial and consumer loan portfolios. For its calculation, the
SFC, the regulatory body in charge, constructs two risk scenarios (A and B), with B being the
highest risk. This analysis produces two default probability matrices for each type of credit
and borrower. With this, the expected loss model is defined as:

PE =Pl EA - PD| + (Pl = Pl,) - EA- PDI
f Y

CIP CIC

J

Where:

PE itis the expected loss;

Pl, the probability of default calculated with matrix A;
PIg the probability of default calculated with matrix B;
EA the exposure of the asset;

PDI the loss given the default.

2 External Circulars 017 of 2023 and 014 of 2024 of the Financial Superintendency of Colombia.
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Within the scheme, the activation of the phase (accumulation/de-accumulation) depends
on four specific indicators for each Cl.

1. Portfolio deterioration: Real quarterly change (deflated by the total CPI) of individual
provisions in the total loan portfolio B, C, D, and E*:

provisiones;

Aprovisiones; = ( ) -129%

provisiones,_

2. Efficiency: Cumulative quarterly net provision from recoveries of the loan portfolio and
leasing (PNR) as a percentage of the cumulative quarterly income from the loan portfo-
lio interest and leasing (I - C):

(B2 > 179
I'C t_ 0

3. Stability: Cumulative quarterly net provisions from recoveries of the loan portfolio and
leasing as a percentage of the cumulative quarterly adjusted gross financial margin
(MFB,):

0<(PNR > 42 %
_MFBa)_ °

t

4. Loan portfolio growth: Real annual growth rate of the gross portfolio (CB):

CB,

CB.,

ACB=( )—1<23%

The indicators are designed to detect signs of a recessionary phase of the economic cycle. In the
default scenario, if any of the four indicators are not met, the institution will be subject to the
accumulation of countercyclical provisions. This will correspond to an expansion phase of the
cycle, where the PIC calculation uses the risk scenario A, and the CIC calculation corresponds
to the maximum between the countercyclical value of the previous period and the difference
between the expected losses calculated with matrices A and B.

If the four indicators are met for three consecutive months, the institution may decide to
enter the de-accumulation phase for six months. This results in a lower expenditure on pro-
visions, since it could use the buffer of countercyclical provisions to cover part of it. In this
phase, a combination of matrix A and B is used for the calculation of the PIC depending on
the credit rating. Once the six months of the de-accumulation phase have passed and the
conditions for continuing in this phase are not maintained, institutions must move on to the
accumulation phase and establish a reconstitution plan for the countercyclical provisions
that were spent. For this, in accordance with the provisions of chapter XXXI of the FABC of
the SFC, the institutions have a period of eighteen months*.

In this regard, the scheme constitutes a macroprudential tool based on each institution’s
individual results, with some consideration of the systemic risks that may arise from the
aggregate performance of the economic cycle. However, since the de-accumulative phase
has a set duration of six months, a lag can be generated to the extent that individual metrics
could indicate the need to accumulate, even when the credit cycle is in its low phase.

3 Understood as the time for the evaluation of the indicators.

4  This term was implemented as of June 2023, when the Comprehensive Risk Management System (SIAR) came into
force. Due to the current credit cycle, the SFC temporarily extended this term to twenty-four months through EC
017 of 2023, which was in force until June 2024.
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Graph B21
Ratio of Countercyclical Provisions to Loan Portfolio, and
Credit Boom Indicator
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Graph B2.2
Number of Institutions in the De-Accumulation Phase and
Credit Boom Indicator
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Graph B2.3
Number of Institutions in the Accumulation and
Reconstitution Phase and Credit Boom Indicator
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3. Countercyclical Provisioning Scheme and Credit Cycle

As of July 2024, the balance of countercyclical provisions reached COP 2.8
trillion (t), of which COP 1.2 t corresponded to the commercial loan portfo-
lio and the remaining COP 1.6 t to the consumer portfolio. Graph B2.1 exhi-
bits the ratio of these provisions to the gross loan portfolio for the two
types of loans and is compared with an indicator that seeks to measure
the credit cycle (credit boom indicator®). As can be seen, between 2015
and 2023 the share of countercyclical provisions in the total loan portfolio
showed stability in both types of loans, despite the fact that the credit
boom indicator showed significant variations in the credit cycle, with
expansions in 2015, 2020, and 2022, followed by a cooling in the credit
market between 2016 and 2018, and 2021 and 2024. Although counter-
cyclical provisions were reduced in the current contractionary phase of
the credit cycle, they have historically remained stable due to different
factors, such as the inflexibility of the parameters of the four activation
criteria and the reconstitution time, the costs derived from the recons-
titution of the countercyclical component, and the absence of macro
financial factors of the credit cycle in the definition of these criteria.

To measure the capacity of the current regime for defining the phases of
accumulation, de-accumulation, and reconstitution of the countercyclical
component of provisions to react to the different phases of the credit
cycle, an exercise was carried out that compares the credit boom indi-
cator with the number of institutions that met the conditions for de-ac-
cumulation at each point in time. Intuitively, the number of institutions
authorized to de-accumulate provisions would be expected to increase
in the contractionary phases of the cycle and decrease in expansionary
phases. As can be seen in Graph B2.2, increases in the number of institu-
tions in the de-accumulative phase are identified in the cooling periods
of the credit market in 2016-2019, 2020 and 2024. However, the correla-
tion between both indicators is relatively low, and there are a significant
number of institutions that fail to meet the tool's activation criteria.

Although there is some degree of correlation between the activation of
de-accumulations and the credit cycle, the accumulation and reconsti-
tution phases of the countercyclical component of provisions are less
sensitive to the situation of intermediaries and the credit cycle. Assu-
ming that all institutions that met the criteria choose to de-accumu-
late their countercyclical provisions and decide to rebuild them within
the maximum term allowed, a negative correlation would be obser-
ved between the stage of the credit cycle and the number of banks in
reconstitution (Graph B2.3). In other words, many institutions would
be reconstituting and accumulating their countercyclical provisions in
contractionary phases of credit, so their ability to reactivate the loan
portfolio may be affected, thus resulting in procyclical performance.

Considering the low correlation between the credit cycle and the
phases of the current countercyclical provisioning scheme and the
rigidities in several of its parameters, the SFC has issued some mea-
sures in recent years to correct these shortcomings.

In March 2023 (Circular Letter 19), to promote preventive actions that
would allow supervised institutions to face particular economic con-
ditions and preserve the healthy growth of the loan portfolio, they

5  The credit boom indicator allows measuring the expansionary and contractionary
phases of the credit cycle. It is defined as the sum of the real annual growth of the
loan portfolio per capita and its cyclical component. High records of the indicator
imply expansionary phases, while low records reflect contractionary phases.
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were allowed to activate the portfolio impairment indicator by modality instead of for the
total loan portfolio, as stipulated until then.

From November 2023 (External Circular 17), until 30 June 2024, Cls that met three of the four
conditions established to enter the phase of de-accumulation of countercyclical provisions
were temporarily allowed to submit a plan to apply the de-accumulation methodology for
three consecutive months. Also, after using the de-accumulative phase of provisions for six
months, Cls were allowed to request the constitution of the additional provisions in the cumu-
lative phase that resulted from applying the methodology no more than twenty-four months,
a term longer than the eighteen months that were required until that moment. Finally, ins-
titutions in the de-accumulation phase were allowed to continue using matrix A (lower risk)
in the procyclical individual component.

Finally, in September 2024 (External Circular 14), considering the macroeconomic context,
the effects it has had on the financial system, and to mitigate the impact of the credit cycle,
the SFC considered it necessary to adopt additional transitional measures that would allow
supervised institutions to face this context. To this end, institutions were given the possibi-
lity of not accumulating the individual countercyclical component until March 2025, provided
that certain requirements were met, and Cls that met three of the four conditions established
to enter the phase of de-accumulation of countercyclical provisions for three consecutive
months were again allowed to present a plan to apply the de-accumulation methodology.

Although the current regulation on credit risk management contemplates measures aimed at
reducing procyclicality and sustaining stable loan portfolio growth in the medium and long
term, through a countercyclical provisioning scheme that compensates for the increase in
provisioning expenses when credit risk increases, these transitional measures are a reflection
of some opportunities for improvement that the current scheme has presented. In particular,
given that the constitution of countercyclical provisions affects the marginal cost of origina-
ting new loan portfolios, impacting the profits of the Cls, the scheme mustn't increase the
expenditure on provisions at times of low growth and low risk accumulation. Therefore, the
activation of the different phases of the scheme must be synchronized with the financial cycle.

4. International Standard: Countercyclical Capital

Unlike what is established in the Colombian regulatory framework, at the international level,
to mitigate the cycles faced by Cls, the most widely used macroprudential countercyclical
tool is the CCyB, which, under the Basel standard, ranges between 0% and 2.5% of assets
weighted by risk level, where the required value must be associated with growth periods in
aggregate credit that could be excessive or with an accumulation of risk across the board.
In turn, the capital requirement could be reduced or deactivated during periods of financial
stress, thus helping to preserve the supply of credit and avoid the amplification of shocks.

In accordance with Basel Ill, this policy tool is implemented as an extension of the capital con-
servation buffer and should be composed only of capital tier 1 (CET1). In addition, it recom-
mends some restrictions when the CCyB requirement is not met by an entity, such as restrictions
on the distribution of dividends. At the international level, there are many jurisdictions that
have implemented regulations on countercyclical capital, specifically 78, compared to only four
that adopt the provisioning scheme®. Among those that use the CCyB, the following stand out:

e United Kingdom: In 2016 a CCyB above zero was established before an increase in the
level of risks was observed (positive “neutral” rate). In particular, the CCyB was set at
1.0% in a neutral risk scenario. In 2019, the requirement was increased to 2.0%, due to
considerations of the difficulty of assessing systemic risk.

e United States: A series of indicators are considered for activating the CCyB, such as asset
price pressures, risk appetite, leverage in both the financial and non-financial sectors,

6 In accordance with the most recent Macroprudential Policy Survey of the International Monetary Fund.
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and the transformation of liquidity maturities in the financial sector. In practice, the
percentage of CCyB has been set at 0.0% since its implementation in 2013.

e European Union: The percentages of the CCyB in the jurisdictions of the European Union
are established by the national authorities using different methods. Some members
have a positive “neutral” rate, while others have chosen a CCyB percentage of 0.0% in
the absence of risk accumulation. However, a particular feature is that the European
Central Bank can request an addition from the national authorities.

e Latin America: Jurisdictions such as Mexico and Chile have CCyB. In particular, in May
2016, the Junta de Gobierno de la Comision Nacional Bancaria y de Valores de Meéxico
(Governing Board of the Mexican National Banking and Securities Commission) appro-
ved a 0.0% countercyclical capital charge. In turn, in Chile in 2021, the General Banking
Law confers on the Central Bank of Chile (BCCh in Spanish) the responsibility of deter-
mining the activation or deactivation of the CCyB, which can be established between
0.0% and 2.5% of the assets weighted by risk level. In May 2023, the BCCh decided to
activate the CCyB by 0.5% within twelve months after identifying a higher than usual de-
gree of uncertainty about the future evolution of financial conditions at the global level
and the relevance of continuing to make progress in rebuilding the economy’s capacity
to face adverse scenarios.

5. Conclusions

Prudential countercyclical buffer schemes are relevant to smoothing the impact of economic
and financial cycles on the performance of Cls, while helping to maintain the provision of
credit in the economy at different stages of the cycle. In Colombia, the countercyclical provi-
sioning scheme has been in operation for more than seventeen years and has helped finan-
cial institutions face episodes of adverse shocks to the financial system. However, from the
above analysis, it can be concluded that it is necessary to review the scheme of this counter-
cyclical measure within the framework of the Financial System Coordination and Monitoring
Committee (CCSSF in Spanish) so that it can be better adapted to the financial cycle and the
performance of systemic risks.

Internationally, the countercyclical prudential standard has converged to the use of capital
buffers, whose implementation usually depends on aggregate variables that indicate the
state of the financial cycle and seek to increase the financial system'’s resilience as a whole.
Likewise, the value of the countercyclical capital buffer required depends on cycle’s intensity
and the risks that are accumulating in the financial system.

Although the current scheme in Colombia establishes general rules for all Cls, it defines
stages based on the performance of each institution’s loan portfolio. This has the advan-
tage of recognizing each institution’s niche and business model, but it makes it difficult to
address more general measures when the economy and the financial system face adverse
shocks. This has led to the need to make changes in the scheme at times of low dynamics
and greater credit risk in the loan portfolio of credit institutions.

Thus, given the financial cycle’s constant fluctuations and changes in nature, such as dura-
tion and intensity, strengthening the current countercyclical prudential scheme in Colombia
by considering the factors mentioned above is relevant. In addition, it is worth studying the
convenience of complementing this measure with requirements such as the CCyB to streng-
then the system and adequately prepare it for adverse scenarios.
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Box 3: A Characterization of the Exchange Rate Risk of
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1. Introduction

During 2023, Colombian firms that turned to international financing sources faced interest rate
increases and an appreciation of the peso against the dollar of 21.5%." Despite the positive
effect on firms’ balance sheets due to the appreciation of the local currency, the presence
of exchange rate mismatches is a factor of external vulnerability of the economy due to its
potential impact on investment, growth, liquidity, and solvency of the firms that are sub-
jected to this phenomenon. Likewise, by potentially affecting the creditworthiness of firms,
these vulnerabilities can impact the local financial system and generate pressures on loan
portfolio quality indicators.

This box characterizes the negative exchange rate mismatch? of firms in the real private and
public sectors in Colombia. First, a description of the recent dynamics of negative exchange
rate mismatches is presented?. Second, an estimate of the level of risk* faced by Colombian
firms is presented based on their balance sheets. Finally, the exposure of credit institutions
(Cls) to firms with negative exchange rate mismatches is analyzed, and conclusions are
presented.

2. Results of the Negative Exchange Rate Mismatch: General Outlook

The results of the negative mismatch of private companies in the Colombian real sector are
described below®. In the last ten years, the negative exchange rate mismatch measured in
dollars has tended to widen. This dynamic is explained by the growth of economic activity,
which means that firms require greater working capital and by their greater financing needs
to make productive investments. Greater access to international markets, links with parent
companies, and greater liquidity needs in foreign currency have led to an increase in foreign
currency debt contracted by Colombian firms without their assets in this denomination
increasing in the same proportion.

*  Alvaro Carmona, Adrian Martinez, Jorge Nifio, and Mateo Hernandez are members of the Technical and Economic
Information Department of Banco de la Repiblica. Camilo Gomez is a member of the Financial Stability Depart-
ment of Banco de la Repiblica. The opinions contained herein are the sole responsibility of the authors and do
not commit Banco de la Repiblica or its Board of Directors.

1 Representative Market Exchange Rate (TRM) at the end of 2023 vs. at the end of 2022.

2 Acompany has a negative currency mismatch when its currency liabilities are greater than its foreign currency
assets. In this regard, a negative currency mismatch financially exposes firms to unexpected depreciation of the
local currency.

3 In Box 1 of the Financial Stability Report for the first half of 2022, the sources of information and the calculation
methodology are detailed.

4 In Box 3 of the Financial Stability Report for the second half of 2022, the sources of information and the method-
ology for calculating the risk of firms with a negative currency nominal mismatch are detailed.

5  Thisanalysis does not include credit institutions or non-banking financial institutions; likewise, some firms that

have financial leasing liabilities are excluded because they are secured by a real asset (capital asset) of the same
value.
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Graph B3 In 2023, 64.6% of real sector firms with external borrowing presented
Disaggregation of the Negative Currency Mismatch a negative currency mismatch. This percentage groups 9,667 firms,
(millions of dollars) which accumulate a negative currency mismatch worth USD 33,387
5,000 million (m). This percentage increased compared to 2022, when 8,491
Q firms accumulated a negative currency mismatch of USD 32,444 m

(Graph B3.1). The 10% of firms with a negative currency mismatch
account for around 90.4% of this value. The high concentration of
= the negative currency mismatch has occurred recurrently in the
different years of study. By component, this annual increase in the
negative currency mismatch is mainly explained by the increase in

-5,000
-10,000
-15,000

-20,000

g22000 short-term debt (USD 1,585 million) and the decrease in financial
-30,000 assets in foreign currency (USD 760 million), effects partially offset
435,000 s, by adecrease in long-term debt (USD 1,367 million) and the higher
By firms Erms net position of forwards® (USD 27 million).
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
W Short debt longdebt  MlAssets  [Forwards — Mismatch By economic sector, the negative currency mismatch is mainly dis-
tributed, in order, in transportation, storage and communications,

Sources: Banco de la Repiblica, DANE, DIAN, MHCP; calculations by Banco de la . .. .
Repliblica. manufacturing, commerce, hotels and restaurants, and administrative

and professional services (Table B3.1). Companies operating in these
sectors represent 72.5% of the total value of the negative currency
mismatch in 2023.

Table B31
Negative Currency Mismatch by Economic Sectors

Economic Sector Negative Mismatch Percentage of Percentage of firms
(millions of dollars) negative mismatch with FDI

Transportation, storage, and 7,682 23.0% 33.5%
communications
Manufacturing industries 6,729 20.2% 14.8%
Commerce, hotels, and 4,918 14.7% 13.5%
restaurants
Administrative and 4,871 14.6% 271%
professional services
Electricity, gas, and water 3,433 10.3% 55.2%
Other sectors 5,754 17.2% 31.8%

Note: The percentage of the negative mismatch corresponds to the percentage of the total negative mismatch concentrated in this sector.
Sources: Banco de la Repiblica, DANE, DIAN, MHCP; calculations by Banco de la Republica.

Graph B3.2

Negative Mismatch of Public Sector Companies In 2023, the negative currency mismatch of public sector companies,

totaling fourteen firms, amounted to USD 21,119 m (Graph B3.2). About
96.2% of this mismatch is concentrated in three conglomerates that
belong to the mining, energy and electricity, gas, and water supply
sectors. The firms that concentrate the mismatch actively participate
in the export of goods, so they have natural coverage’. In general,
these companies have significant direct investments abroad, particu-
larly in Central and South America, and have a high share within their
respective markets, which allows them to pass on to their consumers

(millions of dollars)

5,000

0

-5,000

-10,000

-15,000

-20,000

-25,000 . . . .
6 Foreign currency assets correspond to active loans, bonds, and deposits, while the

net position of forwards foreign exchange is the difference between buying and
selling transactions. When the net result of purchases minus sales of forwards of
foreign exchange is positive, this amount is included within the assets, while if it is
W F/CDebt F/C Assets [MForwards — =—=Mismatch negative, they are included in the liabilities.

-30,000

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Sources: Banco de la Repiblica, DANE, DIAN, MHCP: calculations by Banco de la 7 In these cases, the risks associated with a negative mismatch are mitigated by in-
Republica. comes derived from its export operation.
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the higher costs associated with a depreciation of the peso. With
respect to 2022, the increase in the mismatch was 9.2% (USD 1,776 m),
mainly explained by the contracting of external debt by firms in the
hydrocarbons sector.

3. Results of Negative Currency Mismatch Risk Classification

This section describes the results of the calculation of the risk indi-
cators of the negative currency mismatch of private companies in the
Colombian real sector. These indicators measure the relative impor-
tance of the individual mismatch of firms with respect to their balance
sheets (assets, revenues, etc.) and are intended to classify firms by
their level of risk of negative currency mismatch. In this classification,
level 1is interpreted as the highest risk, while level 3 is the lowest
risk. The risk indicators are: level of mismatch as a proportion of total
assets, trade balance as a proportion of operating income, and per-
centage of foreign capital participation.

Of the total of 9,667 firms with a negative currency mismatch in 2023,
there is balance sheet information for 34.5% of them, which represent
64.8% of the total amount of the negative currency mismatch. These

Graph B3.3 proportions are similar to those observed since 2016 in the number of

Negative Currency Mismatch: Accounting Information firms, while the amount of mismatch ranges from 49% to 75% (Graph
B3.3). From this sample of firms, the indicators are calculated and clas-

A. Negative Currency Mismatch sified according to their level of risk.

(percentage share)

100.0 - The results exhibit that, for 2023, in terms of the total value of the

90.0f negative currency mismatch, the main risk factor for firms is the pro-

80.0f portion of the mismatch to total assets (Graph B3.4, panel A). Only 189

700k companies (5.7% of the total) showed a high level of risk according

a0l to this indicator. However, these firms account for 30.2% of the total

sk amount of currency mismatch for companies that reported balance

400 sheets.

30.0

200 Regarding the participation of foreign capital (Graph B3.4, panel B),

100 although 59.4% of the firms are classified at the highest level of risk
(1,978 firms), the value of the currency mismatch that they accumulate

0.0 . o
2016 2017 2018 2019 2020 2021 2022 2023 is lower than the sum of the other two levels of more moderate risk

()i eeesnmiting iommEtian Witie: SeeE g iemstien (levels 2 and 3). In these, a smaller number of firms are classified, but
with higher levels of foreign capital participation.

B. Number of Firms with a Negative Currency Mismatch
(percentage share) Finally, the balance of trade indicator as a proportion of operating
— income (Graph B3.4, panel C) shows that 41.7% of firms and 38.2% of
o0l the currency mismatch value are classified at the lowest risk level,
i.e., these companies have a positive trade balance, so in the event
of a depreciation they would receive higher income. Only 329 firms
(9.9%) have a negative trade balance greater than 50% of their ope-
rating incomes.

80.0
70.0
60.0 [
50.0

40.0
From the three components, the global risk indicator was construc-

ted, which averages and approximates the three indicators described
(Graph B3.4, panel D). The results suggest that, both by level of mis-
match and by number of firms, the main classification obtained for
2016 207 2018 2019 2000 2021 2022 2023 the firms analyzed is the medium risk level. Firms with a high expo-
sure (which may have liquidity or solvency problems), which puts their
stability at risk in the face of depreciation, represent a low proportion

300
200

10.0 -

0.0

W with accounting information Without accounting information

FSource: Author’s own elaboration.
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Graph B3.5

Graph B3.4
Risk Indicators

A. Mismatch as a Proportion of Total Assets
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Mismatch (USD)

[ Administrative and professional services
M Transportation and communications
Manufacturing industries

both in number of firms (1.3%) and in amount of mismatch in dollars
(2.7%). This indicates that, on average, companies with a negative
mismatch seek to mitigate their exposure to sudden depreciation of
the Colombian peso by compensating between their trade imbalance,
the relative size of their negative mismatch, and their ability to obtain
foreign currency from a parent company abroad.

In order to identify the economic activities most exposed to a sharp
depreciation of the exchange rate, the firms with medium (2) or high
(1) risk indicators were disaggregated by sector. Two of the five main
sectors, which account for 60.9% of firms and 44.3% of the mismatch
value, are manufacturing, trade, and tourism (Graph B3.5). On the other
hand, activities dedicated to the supply of public services (transporta-
tion and communications, and electricity, gas, and water) do not have
natural coverage due to the absence of foreign exchange revenues;
however, the high concentration of production in a few firms in these
sectors allows them to use the resources from their domestic sales to
leverage their commitments in dollars.



Graph B3.6

A Characterization of the Exchange Rate Risk of Real Sector Firms in Colombia in 2023

Public Sector Companies: Exchange Rate Vulnerability
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Graph B3.7

For public sector companies, the mismatch as a proportion of total
assets reached 19.4% in 2023, a value 2 percentage points (pp) lower
than in 2022 (Graph B3.6). Regarding the risk indicator, the fourteen
public firms analyzed showed a homogeneous performance and were
located in the lowest risk group. The same can be said if the informa-
tion is gathered by business conglomerates. The low level of risk is
because they do not have foreign trade deficits or because they regis-
ter a mismatch with respect to assets of less than 20.1%.

4, Exposure of the Local Financial System to Private Firms with a
Negative Currency Mismatch

This section discusses the individual exposure of Cls to private cor-
porate sector firms with a negative currency mismatch. To this end,
the analysis focuses on: 1) firms with accounting information classi-
fied in risk level 1 (highest risk), and 2) the group of firms that do not
have accounting information and therefore their risk level cannot be
calculated. This is an acid measure of the exposure of Cls to credit
risk of firms with a negative currency mismatch. However, it is a more
complete metric of the exposure of Cls, considering the absence of
accounting information for some firms. In the calculations, the balance
sheets and individual exposures are used for those Cls with outstan-
ding credits with the group of firms described as of 2023

In accordance with the results, the individual exposure of Cls to firms
with a negative currency mismatch is less than 3.0% of assets for most
institutions, with an average exposure of 1.0% (Graph B3.7, panel A).
This represents a slight reduction compared to the exposure of Cls
in 2022 (1.2% on average). Likewise, there is no high concentration of
firms with currency mismatch and high levels of the quality indicator
for non-performing loans indicator (NPL) in this segment. In other

Exposure of Cls to Firms with Negative Currency Mismatches

A. NPL and Loan Portfolio Exposure
of Firms with Negative Currency Mismatch

NPL (percentage)
60 r®

40

20

B. Total Capital Adequacy and Loan Portfolio
Exposure to Firms with a Negative Currency Mismatch

Total capital adequacy (percentage)

40

30

20 . .

Exposure (percentage of assets)

Exposure (percentage of assets)

Source: Financial Superintendency of Colombia; calculations by Banco de la Republica.

8 Form 341, “Individual Debtor Report: Lending Transactions,” of the Financial Super-
intendency of Colombia. The analysis focuses on the information for 2023, con-
sidering that the information on mismatches is on an annual basis. However, if
exposures are calculated using the latest information from the Cls, i.e., June 2024,
the conclusions are similar.
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words, Cls with high NPLs of firms with currency mismatch (greater than 20%) have expo-
sures to this segment, on average, close to 1.0% of the assets. In terms of capital, the most
exposed Cls tend to have higher levels of total capital adequacy, although this ratio is not
very strong (Graph B3.7, panel B). In any case, Chapter 3 of this Report measures the capa-
city of the financial system to face the materialization of extreme and unlikely risks for the
loan portfolio of companies with currency mismatch and finds that, in general, the system
is resilient.

5. Conclusion

Despite the phenomenon of nominal appreciation of the peso between 2022 and 2023 (21.5%),
there is an increase in the total amount of the negative currency mismatch (2.9%) in the same
period. This can be explained by a lower growth of the firms analyzed within a context of
economic slowdown, which has an impact on a fall in their assets denominated in foreign
currency. Results of the classification of private firms with a negative currency mismatch
suggest that most of the firms evaluated are classified as medium risk and accumulate the
highest value of the total mismatch. A small portion is located within the group with the
highest exchange rate risk, with a total mismatch that represents 2.7% of the total amount
of the negative mismatch, 7.3 pp less than in the previous year. High- and medium-risk firms
belong to the manufacturing industry, trade, and tourism, as well as to regulated sectors
with a market share concentrated in a few companies (transportation and communications,
and electricity, gas, and water). On the other hand, firms that concentrate the mismatch of
the public sector are located in the lowest risk group since they have natural coverage, high
participation within their respective markets, and low levels of mismatch with respect to
assets. Finally, it is found that Cls have a moderate exposure to firms with currency mismatch
classified as high risk and that this exposure was reduced compared to 2022.
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3. Stress Tests

This chapter presents two exercises that assess the resilience of the Cls and OE-
CIFs in the event of the hypothetical materialization of relevant risks identified in
the previous chapters of this Report. The first one, known in international litera-
ture as stress test, is a quantitative assessment tool of the capacity of the Cis to
maintain capital levels that allow them to face the hypothetical materialization of
adverse, extreme, and unlikely shocks for eight quarters'. The second one consists
of a liquidity test on the OECIFs, whose objective is to evaluate their capacity to
face various withdrawal shocks without failing to comply with regulatory liquidity
requirements.

3.1 Cl's Stress Test

This section presents the scenarios and results of the stress test on Cls, which
Banco de la Republica conducts every six months, with the purpose of measuring
the resilience of these entities on a hypothetical, adverse, and unlikely macroeco-
nomic context.

The results indicate that, in the aggregate, CIs have sufficient equity capacity to
absorb the potential losses derived from a hypothetical, adverse, and unlikely
macroeconomic scenario, characterized by a contraction of economic activity, in a
context of high uncertainty regarding the fiscal situation, which would be reflect-
ed in a high local risk premium. In this hypothetical scenario, a further deteriora-
tion of the loan portfolio of the Cls and a contraction of credit would be observed,
which would negatively impact their financial income and increase their loan-loss
provisions. As a result, profitability and loss-absorbing capital would decrease,
which would reduce the aggregate Tier 1 capital and total capital adequacy ratios,
although they would remain above the regulatory limits throughout the test. At
the individual level, however, some entities could face difficulties in meeting the
minimum capital requirements?.

In a complementary test carried out on the Cls with consolidated financial state-
ments that have subsidiaries in Central America, it is found that these entities
would maintain adequate levels of capital to face losses derived from the stressed
scenario and an additional shock of devaluation of the assets of their subordi-
nates. Considering the exposure of the main financial conglomerates to the re-
gion’, based on the results of the stress test of the Cls, the capacity of the con-
solidated capital of those entities that have positions in Central America to face
different levels of asset devaluation of their subsidiaries is evaluated. In the face
of these additional shocks, consolidated capital adequacy would remain at levels
above the minimum required, although it would decrease.

1 Theinformation is available until June 2024 and from that date the test is simulated for eight quar-
ters ahead.

2 In the hypothetical, adverse, and unlikely macroeconomic scenario, the Cls that could face diffi-
culties in complying with the minimum capital requirement are those that would register a total
capital adequacy ratio below the regulatory limit (9.0%).

3 For further details, see Special Report on the Macroeconomic and Financial Situation in Central
America, September 2024.
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The stress test presented in this section is constructed based on a set of restric-
tive assumptions. If any of these were avoided, it could be expected that the mag-
nitude of the losses on the system will be cushioned so that the impact of the
adverse scenario would be smaller. On the one hand, although the scenarios are
constructed based on the macro-financial risks presented in this Report, they do
not constitute a prediction of the expected performance of the economy since they
include various shocks that occur simultaneously and reflect a very adverse atypi-
cal situation. On the other hand, the test does not present a forecast of the future
performance of the Cls because it is assumed that neither the economic authori-
ties nor the entities take corrective measures in the face of the deterioration of the
financial situation. Specifically, Cls do not make changes in their business strategy,
and shareholders do not provide additional capital or seek synergies or mergers
between entities to cope with financial stress. Consequently, the results should be
interpreted exclusively as a quantitative assessment tool of the resilience of Cls in
an adverse* and highly unlikely counterfactual scenario.

3.1 Hypothetical Macroeconomic Scenario® and Materializing Risks

The stress test on the Cls is based on a hypothetical, adverse, and unlikely macro-
economic scenario, characterized by high-risk perception indicators, in a context
of high uncertainty regarding the fiscal situation. This scenario was constructed by
considering the main fiscal risks for emerging economies identified in the October
2024 versions of the WEO and the IMF's Global Financial Stability Report®. To illus-
trate a hypothetical environment characterized by greater uncertainty about local
and external fiscal soundness, a significant increase in the local risk premium was
assumed. In this context, the country’s external financing would become more ex-
pensive and there would be high volatility in the national financial markets, which
would be reflected in devaluations in debt instruments. The sale of TES by foreign
investors would deepen, which would generate funding difficulties in the econo-
my. At the same time, a depreciation of the Colombian peso against the U.S. dollar
would be observed, which would generate inflationary pressures through the price
of imported goods and given a high persistence of the initial shock, inflation ex-
pectations would be unanchored. Consequently, the monetary policy interest rate
would deviate from its expected path in response to higher inflation. These effects,
together with the assumption that in an environment of high uncertainty invest-
ment and consumption would contract, would negatively impact local economic
growth, credit demand, and employment.

In terms of market risk’, during the first year of simulation, devaluations of debt
instruments would be observed followed by slight recoveries. In the environment
of high uncertainty and high local risk premium, it is assumed that foreign inves-
tors would initially liquidate 40% of their TES holdings by June 2024 (the period in
which the simulation exercise begins). This, together with greater volatility in local
financial markets and upward pressure on the policy interest rate, would lead to

4 Technical details on the model used in this test, including the characterization of the performance
of entities in a hypothetical scenario and the channels through which their financial health could
be affected, are presented in the series Working Papers No. 1028: “Sysmo I: A Systemic Stress Mod-
el for the Colombian Financial System,” Banco de la Republica.

5  The paths of the adverse macroeconomic scenario are consistent with a general equilibrium mod-
el. To construct them, Patacon, Banrep’s central forecasting model, was used. For more detail,
see Gonzalez, A, Mahadeva, L., Prada, J. D., & Rodriguez, D. (2011). “Policy analysis tool applied to
Colombian needs: PATACON model description”. Working Papers on Economics, 29(66), 222-245.

6  See chapter 1 of this Report.

7 For more details, see section 2.3 of this article. Report.
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the upward shift of the zero-coupon curve of public debt in-
struments (yellow dotted line; Graph 3.1) and the private fixed
income curve?. By the middle of the second year of simulation,
the local risk premium would stabilize, although at high lev-
els, so it is assumed that foreign investors would liquidate an
additional 10% of their initial holdings®. However, there would
be slight valuations of debt instruments (yellow solid line;
Graph 3.1), to the extent that the monetary policy rate would
be reduced in a context of lower inflation expectations and
economic recovery.

Upward pressure on the monetary policy interest rate in the

Graph 31 first year of simulation and smaller economic growth would
TES Curve in Pesos in the Adverse Hypothetical Scenario impact lending and deposit rates, loan portfolio growth and
(percentage) its deterioration. Lending and deposit interest rates would in-
w5 - crease in the expectation of increases in the monetary policy

rate during the first simulation year, and afterwards they will
slowly decrease™. The performance of lending rates and the
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Sources: DCV and Precia; calculations by Banco de la Republica.

The materialization of credit risk would be intensified by the
idiosyncratic characteristics of debtors identified as vulner-
able in the macroeconomic scenario considered. In all loan
portfolios, it is assumed that some debtors would present a
greater deterioration in their creditworthiness, which would be
reflected in a two-level drop in their credit rating™ This would
have a negative impact on the profitability and, consequently,
the total capital adequacy of the Cls, to the extent that interest
income would be reduced on account of a smaller productive
loan portfolio, and expenditure on loan-loss provisions would

8  The private fixed income curve would move upwards due to the high de-
gree of correlation that this market presents with the movements of TES.

9 It is assumed that foreign investors would liquidate a total of 50% of
their holdings of public debt instruments (COP 54.9 t as of June 2024).
This percentage corresponds to the average annual outflows of foreign-
ers in local public debt from different emerging countries and is close
to the maximum annual outflow that Colombia has experienced (56% in
February 2009). Arslanalp, S.; Tsuda, T. (2019). “Sovereign Debt Investor
Base for Advanced Economies” [Database], Washington, D.C.: Internation-
al Monetary Fund, Monetary and Capital Markets Department.

10 Details of the interest rate models used are presented in Box 4 of the
second half of 2021 Financial Stability Report.

11 Contagion risk refers to the spread of financial difficulties from one or
more entities to others through the financial system.

12 In Colombia, the loans granted by the entities supervised by the SFC have
a rating on a scale ranging from A to E, where A is the best rating. The
worse the credit rating, the higher the provisions required.
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increase. In the corporate sector, the contraction in investment and higher interest
rates would lead to the deterioration of firms identified as vulnerable in the sec-
tion 2.2.1.3 of this Report, as well as those belonging to the subsectors of energy
distribution and gas production, residential and non-residential construction, real
estate, and agriculture™. Additionally, in the face of the depreciation of the Colom-
bian peso, firms exposed to foreign exchange risk™ would be affected™. In turn, in
the consumer and housing loan portfolios, the debtors whose creditworthiness
would deteriorate would correspond to those who, together, recorded a financial
burden greater than or equal to 100% as of June 2024, received credit disburse-
ments during 2024, and had a rating of A in June 2024,

3.1.2 Results

This section presents the results of the stress test on Cls, which considers two
different scenarios of credit risk materialization. In the first (adverse 1), the quality
deterioration of the loan portfolio would be caused by the hypothetical adverse
macroeconomic scenario of economic slowdown, higher interest rates and unem-
ployment. In the second scenario (adverse 2), credit risk also increases due to the
macroeconomic conditions described and the idiosyncratic effect of the default of
the vulnerable debtors identified in all credit loan portfolios.

In terms of credit performance, the total balance of the gross loan portfolio would
show real contractions and a significant deterioration in its quality throughout
the year. In adverse scenarios 1 and 2, the annual real growth rate of the total loan
portfolio would remain at negative levels; however, it would decrease at a slower
pace than that observed at the end of 2023 (around -3.5% during the first year and
-1.3% in the second). In general, this dynamic would be a little more pronounced in
adverse scenario 2 due to the limited capacity of Cls to disburse loans in the face
of the higher volume of losses due to the additional default of vulnerable debtors.
Regarding the deterioration of the loan portfolio, in both scenarios the QRI would
continue to increase to levels above the historical average (9.7%). However, for ad-
verse scenario 1, this indicator would be slightly below the peak observed during
the pandemic (yellow dotted line, Graph 3.2), while for adverse scenario 2, the QRI
would reach values that have not been observed since 2003 (orange dotted line;
Graph 3.2). The indicator for all modalities would be well above the levels recorded
as of June 2024. However, due to the inertia of its recent performance, the con-

13 The firms belonging to these subsectors, whose rating was reduced by two levels, are those that,
as of June 2024, had unsecured credit operations with any Cls.

14 The companies exposed to exchange rate risk are those with a negative currency mismatch (liabil-
ities in foreign currency greater than assets in foreign currency). They are classified as vulnerable
based on three indicators: 1) value of the currency mismatches to total assets, 2) trade balance
to operating income, and 3) share of foreign capital in the total capital of the company. Each one
of these indicators is classified from 1to 3 based on specific thresholds for each, with 1 being the
highest risk level. Finally, the risk levels for each indicator are averaged. If the average for a com-
pany is less than or equal to 2.5 and the exchange rate mismatch is less than or equal to -20.0%
of total assets, the company is classified as vulnerable. For companies without public accounting
information, those with the largest gross mismatch that have accumulated 90% of the total mis-
match for this group are taken. For more details on the calculation of currency mismatches, see
Box 3 of this Report.

15 As of June 2024, the total number of firms whose rating would be reduced by two levels represents
11.0% of the commercial portfolio and 11% of the microcredit portfolio.

16 The analysis on stressed financial burden was carried out together with the Financial Superin-
tendency of Colombia. As of June 2024, the identified vulnerable debtors represent 51% of the
consumer loan portfolio and 8.0% of the housing loan portfolio.
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sumption QRI would show slight reductions at the beginning of the year before the
effects of the initial adverse shocks materialize.

In aggregate, losses would be recorded mainly due to the materialization of credit
risk and lower loan portfolio growth. In both scenarios, ROA would decrease and
exhibit negative levels from the third quarter of simulation (Graph 3.3). In adverse
scenario 1, the indicator would reach a minimum of -0.6%, and in adverse scenario
2, it would be -11%. The drop in ROA would be due to lower growth and greater
deterioration of the loan portfolio, which would reduce net interest income (Graph
3.4). Likewise, a higher expenditure on provisions would be observed from the
fourth quarter of simulation, a period that coincides with the increase in the QRI of
all loan portfolios. This higher expenditure, together with the reduction in income
from investment valuation, in line with the devaluations of debt instruments, and

Graph 3.2 Graph 3.3
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Graph 3.5
Aggregate Solvency Ratios
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Graph 3.6
Distribution of the Individual Total Capital Adequacy Ratio by
Loan Portfolio Share
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Banco de la RepUblica (June 2026).
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the second-round effects associated with the risk of contagion
from the ClIs”, would deepen the losses for the year in both
scenarios. These dynamics would intensify in adverse scenario
2 due to the additional default of vulnerable debtors.

In aggregate, Cls would maintain adequate capital levels to
face losses associated with the adverse scenario considered
to insofar as the total and core capital adequacy ratios would
remain above the regulatory limits™, although they would de-
crease. The accumulated losses for the year would reduce the
total capital adequacy ratio over the entire simulation horizon.
However, at the end of the period analyzed, the ratio would be
above the minimum required at 6.4 pp in the adverse scenario
1and 4.6 pp in adverse scenario 2 (Graph 3.5, panel A). Like-
wise, in both cases, the core capital adequacy ratio would fall,
but would remain above the regulatory minimum (Graph 3.5,
panel B).

At the individual level, some entities would register great-
er effects on their available capital to face losses. In both
scenarios, some Cls could face difficulties in complying with
the minimum capital requirement. At the end of the year, the
group of institutions that would have a total capital adequacy
ratio below the regulatory limit accounted for around 7.5% of
the total loan portfolio as of June 2024 (Graph 3.6). In turn,
those identified in adverse scenario 2 participated with 18.5%.
In general, the entities classified by the SFC as systemically
important™ are resilient to the aforementioned shocks.

The initial solvency conditions of the institutions are relevant
since they could exacerbate the shocks of the test. Some in-
stitutions that, in accordance with the results of the simula-
tion test, could face difficulties in complying with the mini-
mum capital requirements, are those that, as of June 2024, had
less comfortable solvency levels with respect to the regulatory
limit compared to those ClIs that were resilient in the adverse
scenario (Graph 3.7). This highlights the need for Cls to main-
tain prudential capital levels that allow them to absorb vari-
ous shocks without potentially affecting their operation.

17 The contagion component of exercise includes two elements. The first
corresponds to direct contagion and is determined by direct exposures
between Cls. The second element corresponds to indirect contagion,
which considers losses due to depreciation generated by the abrupt sale
of assets by entities that are close to regulatory solvency limits.

18 The regulatory limits do not include conservation buffers and corre-
spond to 9.0% for total capital adequacy and 4.5% for tier 1 capital.

19 The institutions identified as systemically important correspond to those
that are larger and more interconnected (too big to fail). To identify
them, their size, interconnectedness, substitutability, and complexity are
considered.
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Graph 3.7 3.1.3 Stress Test of Investments in Central American

Distribution of the Initial Total Capital Adequacy of Credit Subsidiaries
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this section presents the results of the stress test on invest-
ments in these subsidiaries. The analysis is based on the re-
sults presented in section 3.1.2 and seeks to evaluate the resil-
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pond to the mean and median, respectively. . . .
Source: Financia} Syperintendency of Colombia (as of June 2024); calculations by These additional shocks occur grad Ua“.y from the first simu-
Banco de la Repblica (September 2024 to June 2026). lation period and are modeled directly on the consolidated
balance sheet in pesos of the entities, which is simultaneously
affected by the positive effect of the depreciation of the Co-

lombian peso from the adverse macroeconomic scenario®.

In both adverse scenarios, Cls with consolidated financial
statements are resilient in terms of solvency. Aggregate con-
solidated capital levels would be adequate to deal with the
exchange rate shock and the different magnitudes of asset de-
valuation (Graph 3.8). In all cases, the total capital adequacy
indicator would remain above the regulatory limit, although
there would be reductions compared to the levels observed
in June 2024.

Graph 3.8
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22 Considering that the effect of shocks is measured on the consolidated
balance sheet in pesos, a greater depreciation of the Colombian peso
against the dollar increases the value of the exposure.
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affect the sector and the financial system?®. In this regard, this section presents a
reverse? stress test that seeks to quantify the level of daily withdrawals that would
cause OECIFs, which represent 20% of the total managed assets®, to breach the
regulatory liquidity limit. The objective is to provide an insight on the potential
resilience of these funds in the face of different levels of withdrawals, without con-
sidering possible mitigation measures or second-round effects.

The stress test on OECIFs consists of simulating different daily withdrawal shocks
to assess the impact on their liquidity. With information on the cash level of each
of the funds?, the LRI” that they would present in the event of daily withdrawals
of between 1.0% and 30% of total assets is calculated. For this purpose, the exer-
cise assumes that the OECIFs would face these redemptions only with their liquid
resources®, which would reduce their HQLAs?. For each withdrawal level, those
funds that would fail to meet the minimum required for the liquidity indicator are
identified®, and their combined share of the total assets managed by these invest-
ment vehicles is calculated. Graph 3.9 presents the results of the test; each color
represents the combined share in the total assets of the funds that would breach
the liquidity requirement. In this regard, higher values (dark purple tones) corre-
spond to a greater impact of the withdrawal shock on the liquidity of the OECIFs.

The aggregate dynamics of the OECIFs’ LRI are relevant as it can anticipate their
resilience to daily withdrawal shocks. Between April and September 2024, the dis-
persion of OECIFs’ LRI increased, mainly due to the fact that smaller funds regis-
tered significant increases in their liquidity, contrary to those with larger partici-
pation. Therefore, when analyzing the effects of withdrawals of a high magnitude
(about 20% of total assets), it is observed that the combined participation of funds
that would not comply with the regulatory minimum of LRI decreased from 90% to
70% during that period. On the other hand, given that the largest OECIFs recorded
declines in their LRI as of September 2024, a daily withdrawal shock of 3.0% would
cause funds that together represent 20% of total assets to fail to comply with the
LRI requirement. This value of withdrawals is lower than what would have been
required in April 2024 (6.5%). Although the results suggest less resilience, if funds
were allowed to face redemptions with liquid instruments, such as their holdings

23 For further details, see section 2.1.3 of this Report.

24 Reverse stress exercises are used to determine the level or combination of stress shocks that would
lead institutions to a situation of non-compliance with regulatory requirements or bankruptcy.

25 The 20% corresponds to approximately double the participation in the total assets managed by
OECIFs that failed to comply with the LRI requirement on 12 March 2020, in the midst of the eco-
nomic shock caused by the COVID-19 pandemic.

26 Cash information is obtained from Form 519 of the Financial Superintendency of Colombia.

27 The calculation of the liquidity risk indicator (LRI) corresponds to the ratio between high-quality
assets (HQLA) and the maximum liquidity requirement, which results from multiplying the net
value of the CIF by the maximum probable net withdrawal.

28 Liquid resources include net contractual flows available on a business day basis and demand
deposits.

29 The high-quality liquid assets of the OECIFs correspond to negotiable investments in local public
debt instruments received by Banco de la Repiblica, negotiable securities in shares, and invest-
ment-grade sovereign debt instruments, among others.

30 Adefault corresponds to an LRI value of less than 100%, which is the regulatory limit according to
the Financial Superintendency of Colombia.
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Graph 3.9
Results of the Stress Test on OECIFs
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of securities issued by the U.S. government®, their ability to meet withdrawals
would increase.

Results suggest that OECIFs are resilient to daily withdrawals shocks of an unlike-
ly magnitude. The level of withdrawals shock required to negatively impact the
liquidity of the OECIFs sector is within the 1st percentile of the historical distribu-
tion of their net contributions (contributions minus withdrawals). However, given
the volatile nature of the contributions and withdrawals faced by these funds, it is
desirable for them to maintain liquidity buffers.

31 For further details on the composition of the investment portfolio instruments of the
OECIFs, see subsection 2.3 of this Report.
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Shaded Section 3: Cyber Risk Indicator

Graph S31
Aggregate Cyber Risk Indicator by Institution Type
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In line with the important role of financial infrastruc-
tures in the proper functioning of the financial sys-
tem, cyber risk represents a source of risk to financial
stability that requires monitoring. The importance of
financial infrastructures lies mainly in the fact that
they allow the clearing, settlement, and recording of
transactions between the participants of the finan-
cial system, so it is essential to ensure that the sys-
tems that make them up operate safely, efficiently,
and without disruptions. Likewise, as these systems
become increasingly dependent on information tech-
nologies, exposure to cyber risk increases, so cyber-
attacks that interrupt their operation could prevent
compliance with obligations, generate loss of confi-
dence in the security of systems and their agents, and
even cause economic losses, among others. In this re-
gard, the monitoring of cyber risk indicators is a work
in continuous evolution.

The cyber risk indicator (IRC in Spanish) of coopera-
tives and finance companies (FC) has deteriorated
since the beginning of August, although it remains
above the minimum acceptable. The IRC is based on
the methodology presented by Escobar et al. (2023) in
which ten factors' representing different dimensions of
cyber risk are added. This aggregation is carried out
using weights that are determined by machine learn-
ing techniques that result in a score from 0 to 100
where 100 represents a high resilience to cyberattacks
for the entity analyzed. Since March 2024, the IRC has
remained stable and close to the average of the aggre-
gate financial industry indicator for banks and finan-
cial corporations (Graph S3.1).

The decrease in the aggregate indicator of coopera-
tives and financing companies is due to idiosyncratic
factors of some of the Cls that are part of these groups.
In the case of FC, the IRCs of two institutions show a
decreasing trend due to their patching cadence factor,
i.e., there is a delay in the speed with which these or-
ganizations are implementing security updates. In ad-
dition, one of these institutions also has presented a
deterioration in its network security indicator, which
suggests that there are network ports on its servers
that are classified as insecure, open or misconfigured.
This institution also has an IRC below the minimum ac-
ceptable. As for cooperatives, it is observed that the
IRC of two institutions has worsened mainly due to a

1 Application security; Cubit score; DNS Health; Safety of the End-
point; Hacker chatter; IP reputation; Information leakage; Net-
work security; Patching cadence and Social Engineering.
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decrease in the application security indicator, which means that there are possibly
vulnerabilities, misconfigurations or incoming threats through public web applica-
tions. In addition, the endpoint security factor of one of these cooperatives, which
measures data related to the security of the equipment that entities have connected
to their network, decreased. Despite this decrease in their aggregate indicators, these
continue to be above the minimum acceptable for most institutions, therefore they
do not represent a risk signal.

Banco de la Repiiblica has worked on additional studies on the dynamics of cyber
risk, which help to understand the risks to which the financial system is exposed.
Banco de la Republica (2024) conducted a study on the consequences or impacts that
participants in the Deposit Account System (CUD) would face if any of the systemically
important institutions were to fall victim to a cyberattack. Through different scenar-
ios, the resulting payment defaults (value and number of affected institutions) are
evaluated in each of the scenarios described, and a series of measures that should
be considered to mitigate the risks associated with a cyberattack are also proposed.
The simulations carried out allow us to conclude that the effects of a cyberattack
can be significant on the operation of financial institutions and infrastructures. How-
ever, there is a mitigating effect, thanks to greater efficiency in the use of liquidity,
when institutions assume an active reaction, that is, when they retry to comply with
blocked payments, once they have funds in their accounts.

In conclusion, cyber risk is a relevant aspect when analyzing the vulnerabilities to
which ClIs are exposed. The aggregate IRC indicates that most institutions in the Co-
lombian financial system have sufficient tools to deal with cyberattacks and other
possible events that compromise their computer security. In addition, some institu-
tions present deterioration in their indicators, so their monitoring will continue. The
review of studies carried out by other institutions that may complement the analysis
of cyber risk in the Colombian financial system will also continue.
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	Executive Summary 
	Executive Summary 
	Between March and September 2024, the period analyzed in this edition of the Financial Stability Report, some central banks in the world’s major economies began reducing their interest rates in a context of lower inflationary pressures and a decreased likelihood of recession linked to the outlook for global economy. However, in an environment of high global debt, international financial markets have been susceptible to episodes of high volatility within a scenario of increased geopolitical tensions, uncerta
	-
	-
	-

	During the second and third quarters of 2024, the Colombian economy continued to adjust in an orderly manner in terms of economic growth, inflation, and external imbalances. The annual growth of Gross Domestic Product (GDP) in the third quarter stood at 2.0%, and full-year growth projections have been adjusted upwards to 1.9% for 2024 and 2.9% for 2025. Annual inflation continued to decline reaching 5.41% in October and keeps a converging path toward the 3.0% target. This process has been accompanied by a c
	-

	Despite this adjustment process, in recent months, the Colombian peso has depreciated vis-à-vis the dollar, reflecting, on the one hand, the international phenomena affecting all Latin American countries and, on the other, uncertainty regarding the fiscal situation in Colombia, which has raised concerns about the future path of public debt and has led to increases in the sovereign risk premium. 
	Assets of credit institutions (CIs) continued to register negative real growth, although in recent months the pace of decline has slowed compared to March 2024. Similarly, the loan portfolio (the main asset of these institutions) continued to experience real contractions in a context of lower risk-taking and a slight recovery in disbursements. Particularly, the consumer and commercial loan portfolios continue to exhibit smaller real declines, while housing loans began to exhibit positive growth rates. Surve
	-
	-
	-

	Loan portfolio quality indicators continue to exhibit high levels of delinquency compared to the average of the last five years, but recent improvements have 
	been observed compared to the beginning of 2024. This behavior is mainly explained by consumer loans, which showed a significant decrease in the Non-performing Loans Indicator (NPL) compared to the credit risk materialization observed at the beginning of the year. It is also worth noting that household debt indicators continued to adjust downward. On the other hand, the commercial loan portfolio has experienced greater deterioration in specific sectors, such as commerce, industry, and construction. However,
	-
	-
	-

	The profitability of CIs, measured by Return on Assets (ROA), stands below the average of the last five years but increased slightly during the second and third quarters of 2024, compared to the first quarter of the year. This slight improvement in profitability is mainly explained by investment valuations in the context of reduced market interest rates and lower loan-loss provisions compared to those observed in March 2024. This effect has been partially offset by lower interest income associated with the 
	-
	-
	-

	CIs in Colombia maintain adequate capital adequacy and liquidity levels above regulatory minimums. In aggregate terms, the CIs’ capital adequacy ratios have increased since mid-2024 and are now above regulatory minimums. Structural and short-term liquidity indicators also remained above regulatory limits. Particularly, the Liquidity Risk Indicator (LRI), defined as the ratio of liquid assets to short-term liquidity requirements, stood at 200%. Meanwhile, the Structural Liquidity Indicator (NSFR), which cons
	-
	-
	-

	During the analysis period, Banco de la Replica reduced the reserve requirement ratio on certain deposits held by credit institutions by 100 basis points (bps). In line with the Central Bank’s Strategic Plan for the 2022-2025 period, it was deemed appropriate to review the role of reserves as a policy tool and it was found that the reserve level required to ensure the proper functioning of the payment system was lower than the existing one. By lowering intermediation costs, this reduction could support the 
	-

	This Report also presents an analysis of the resilience of CIs through stress tests that assess their response to hypothetical extreme and low-probability adverse scenarios. The results suggest that, as a group, these institutions have sufficient capacity to face large-scale adverse shocks, which confirms their resilience during Colombia’s recent macroeconomic adjustment process. 
	-

	On the other hand, the assets of non-bank financial institutions (pension fund managers, trust companies, stock brokerage firms, insurance companies, among others) continued to grow, while their profitability remained stable. This performance is mainly explained by the dynamics of the third-party managed loan portfolio, which grew above its historical average. In particular, higher investments in TES by pension fund managers (who have become the largest holders of these 
	On the other hand, the assets of non-bank financial institutions (pension fund managers, trust companies, stock brokerage firms, insurance companies, among others) continued to grow, while their profitability remained stable. This performance is mainly explained by the dynamics of the third-party managed loan portfolio, which grew above its historical average. In particular, higher investments in TES by pension fund managers (who have become the largest holders of these 
	-
	-

	securities) explain this trend. The profitability of these institutions remained at positive and stable levels. 

	In compliance with its constitutional objectives and in coordination with the Financial System’s Safety Net, Banco de la Replica will continue to closely monitor the financial stability outlook in this current context and will make the necessary decisions to ensure the proper functioning of the economy, facilitate sustainable credit and liquidity flows, and promote the proper functioning of the payment system. 
	-
	-

	Leonardo Villar Gómez Governor 
	Leonardo Villar Gómez Governor 


	Vulnerability Analysis 
	Vulnerability Analysis 
	Vulnerability Matrix 
	Vulnerability Matrix 
	The identification and analysis of the main weaknesses in the Colombian financial system are complemented by a matrix of vulnerabilities faced by the financial system, which includes the current status, mitigating factors, and the evolution of each vulnerability over the past six months (Table A). 
	-

	Table A Vulnerability Matrix for Financial Stability 
	Vulnerability Status Mitigating Factors Evolution 
	Deterioration of loan portfolio quality 
	Low profitability of CIs compared to their historical performance 
	Increased exposure to market risk 
	• 
	• 
	• 
	Decrease in consumer loan portfolio delinquency, stabilization in the microcredit portfolio.. 

	• 
	• 
	Higher materialization in the corporate loan portfolio, especially for smaller companies. 

	• 
	• 
	Continuation of the deterioration trend in the housing loan portfolio. 

	• 
	• 
	The profitability of CIs is at relatively low levels. 

	• 
	• 
	Lower net interest income resulting from the real contraction of the portfolio and deterioration of its quality. 

	• 
	• 
	High loan-loss provisions as a result of loan portfolio quality deterioration. 

	• 
	• 
	Higher income from investment valuation. 

	• 
	• 
	Increase in TES holdings by financial intermediaries.. 

	• 
	• 
	Context of fiscal uncertainty that could affect the valuation of the National Government instruments. 

	• 
	• 
	Increased market stress to new information. 


	• 
	• 
	• 
	• 
	Decrease in household debt-Decreased to-income ratio. 

	• 
	• 
	Labor market stability and resilience. 

	• 
	• 
	Coverage through CIs provisions. 

	• 
	• 
	Adequate capital adequacy and liquidity levels. 

	• 
	• 
	Adequate capital adequacy Stable levels of the CIs. 

	• 
	• 
	Adequate short-term and structural liquidity management for CIs. 

	• 
	• 
	Limited impact of possible Increased materializations of market risk (VAR). 

	• 
	• 
	Prudential monitoring and regulation of market risk by financial authorities. 



	Source: Banco de la Replica. 
	In this edition, the identified vulnerabilities are: i) the materialization of credit risk in the context of low growth, high sectoral heterogeneity in economic performance, and economic uncertainty, ii) the deterioration in the performance of financial institutions due to low profitability of CIs in a context of stable capital adequacy (which has resulted from capitalization decisions by entities), and iii) an increase in exposure to market risk in a context of fiscal uncertainty, higher participation of f
	-
	1

	1 Risk related to asset devaluation due to market price volatility. 
	The analysis in this edition of the Report points to a reduction in the vulnerability associated with the materialization of credit risk, although some indicators suggest that the risk remains high. In recent months, improvements in the consumer loan portfolio quality indicators have consolidated, along with a downward trend in household debt indicators. Despite this, there is a need for monitoring the write-offs made by institutions in this loan portfolio, which partially explain the improvement in credit 
	-
	-
	-
	-
	-

	In a context of stabilization of CIs’ profitability at low levels and a high number of institutions with negative profitability, their capital and liquidity indicators remained stable and above their regulatory minimums. Therefore, no significant threats to the financial institutions’ soundness are foreseen in the short term. The recent importance of capitalizations, mainly by credit institutions that have been recording losses, reaffirms the commitment of the system’s shareholders to its stability. Meanwhi
	-
	-
	-

	The exposure to market risk for local financial institutions has increased with the rise in their investments (mainly in TES). The fiscal uncertainty, along with uncertainty about external financial conditions, could exacerbate this vulnerability. During 2024, local financial institutions, both CIs and non-bank financial institutions, have raised their holdings of TES due to the withdrawal of foreign investors. This may have been influenced by fiscal uncertainty related to the General Participation System (
	-
	-
	-


	Shaded Section 1: Heat Map 
	Shaded Section 1: Heat Map 
	The heat map is a tool that helps to simultaneously view the evolution over time of different variables grouped into specific categories reflecting both the performance of financial institutions and the financial and macroeconomic risks to which they are exposed. Each variable is represented using a color scale that assigns colors and shades based on its historical performance of the variables and some expert judgments. Thus, reddish tones indicate periods in which a variable is at risky levels, while green
	-
	-
	1

	With the most recent information available, the map still shows the process of orderly adjustment that the local economy is undergoing. The main risks continue to be concentrated on a few macroeconomic variables consistent with the slower pace of growth and the reduction of imbalances, the credit cycle (which remains at levels below its long-term trend), the housing market (which has shown slight recoveries), and market risk, all of which are discussed in detail below. 
	-

	As can be seen, the macroeconomic variables indicators have shown consistent results with the orderly adjustment of the local economy. On the one hand, relatively low levels of economic growth have continued, which has led the indicator to show reddish hues, both for the aggregate and for the main components on the demand side (household consumption and gross capital formation). This has occurred within a context of deterioration of the National Government’s fiscal metrics, lower growth in trading partners,
	-
	-

	Credit risk has seen an improvement in loan portfolio deterioration over the last few months, leading the non-performing loans indicator to lighter yellow tones, while the quality risk indicator remained in orange tones. The deterioration levels have affected the profitability of credit institutions, which has stabilized at reddish levels without impacting solvency levels, which are above regulatory limits. Slight improvements in the growth of non-performing loan portfolioand risky loan portfolioare highlig
	2
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	Graph S1.1 Risk Map of the Colombian Financial System 
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	remains above 100% for the aggregate loan portfolio. The growth of the write-off portfolio has shown significant growth that has taken the indicator to red levels. 
	On the other hand, the liquidity risk indicators of credit institutions have shown robustness during the period under analysis. The green shades of the liquidity risk indicator (LRI) and the Net Stable Funding Ratio (NSFR) reflect adequate buffers for intermediation, both in the short and medium term, while the funding gap (defined as the difference between portfolio and deposits) has narrowed. In this context, the leverage of the CIs has grown marginally. 
	-

	Market risk indicators were marked by the recomposition of investment flows of public debt instruments and by looser local financial conditions. On the one hand, the volatility of fixed-income securities decreased in an environment of orderly liquidations of public debt instruments by foreign investors and significant purchases by pension funds. This performance may reflect positive adjustments in local and external financial conditions. The duration of the portfolios of credit institutions and non-bank fin
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	Finally, the heat map shows continued pressures in the housing market, which have resulted in the reddest shades for activity indicators and the bluest shades for housing prices in recent years (decreases in real terms). The low pace of new housing sales, which has resulted in an impact on high turnover ratios (the time required to sell the available units), could affect the creditworthiness of construction sector firms, which is why it is necessary to continue monitoring these variables. Despite this, in t
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	In conclusion, the recent evolution of the heat map reflects the adjustment process that the Colombian economy is currently undergoing. The lower lending activity reflects a cautious response to the deterioration of credit risk indicators, which in turn has impacted profitability indicators. Despite the deterioration in some of the financial intermediaries’ performance indicators, their high levels of capital adequacy and liquidity allow them to face the possible materialization of various risks without com
	-
	-
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	1 Technical details on the reading, construction, and variables used on the map are provided in Box 1 of the September 2017 Financial Stability Report. 
	2 Defined as the ratio between the portfolio over 30 days past due and the total portfolio. 
	3 Defined as the ratio between the portfolio with a rating other than A and the total portfolio. The rating has five categories from A to E, with A being the best quality. 
	4 Defined as the portfolio more than 30 days past due. 
	5 Defined as the portfolio with a rating other than A. 
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	Some of the major central banks have initiated a process of lowering their benchmark interest rates after a prolonged period of contractionary policies aimed at controlling inflation. In September 2024, the U.S. Federal Reserve (Fed) reduced its monetary policy rate by 50 basis points (bps), bringing it to a range between 4.75% and 5.0% (Graph 1.1). This decision considered the gradual decrease in inflation towards its target, slight signs of deterioration in the labor market, and an uncertain economic outl
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	The market anticipates a soft landing for the global economy. However, financial variables are highly susceptible to mixed signals, as evidenced by the volatility episode in August 2024. As indicated in the October 2024 World Economic Outlook (WEO) prepared by the International Monetary Fund (IMF), the probability of a global recession has decreased, and economic agents expect a slowdown without major disruptions for the global economy. Despite this, in recent episodes, financial markets have been affected 
	-
	-

	* This chapter presents information as of 18 October 2024. 
	1 The Fed, the ECB, the Bank of England, and the Bank of Japan have inflation targets of 2.0%. 
	-


	economic data, which has contributed to increased volatility. Specifically, in August 2024, a slower-than-expected recovery in the U.S. labor market, along with tightening monetary policy in Japan, led investors exposed to interest rate fluctuations to liquidate various positions in global assets, resulting in significant devaluations and increased volatility in financial markets and commodities. Particularly, oil prices, the local economy’s main export commodity and a major driver of investment in Colombia
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	After a period of loose fiscal policies globally, several expected adjustments could have a negative impact on capital flows to emerging economies. In response to spending needs and economic recovery plans generated by the pandemic, most global economies established expansive fiscal policies 
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	Graph 1.2 Debt-to-GDP ratio in Advanced and Emerging Economies that have continued on average to the present day. This has 
	led to significant debt-to-GDP ratio increases in advanced 
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	ing economies (which have higher interest rates), and potentially reduce the benefit of looser financial conditions. In this regard, a shift in global fiscal policy is likely, involving either 
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	reduced public spending or increased taxation, factors that could negatively affect investment in emerging economies and their expected growth rate. 
	2 This topic is further elaborated in section 2.2.3 of this Report. 
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	justments. The military conflicts between Russia and Ukraine and between Israel and Palestine (which has spread to other regions of the Middle East) have continued despite international pressure to find solutions. This, along with an uncertain context associated with presidential elections held throughout 2024, particularly in the United States, has impacted some commodities’ prices and increased market volatility. The results of the elections will determine the future performance of variables such as debt 
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	1.2 Internal Environment 
	During the first half of 2024, the Colombian economy continued to adjust in an orderly manner regarding economic growth, inflation, and external imbalances. In the year’s second quarter, GDP grew by 1.8% in its seasonally adjusted series, compared to the same period in 2023, mainly driven 
	-
	-

	by household consumption dynamics. The contribution of the agricultural and services sectors to the growth dynamic stands out, as well as the slight recovery in commerce and construction. Despite this, in the year-to-date these last two sectors continue to contract at rates close to 2.0%. Manufac-
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	have been reached if its pre-pandemic trend had been maintained (Graph 1.3, Panel A). Both the market and the technical staff of the Banco de la Replica anticipate higher growth for 2025, thus continuing with the recovery process that would positively impact the demand for credit and the recovery of credit institutions’ profitability. On the other hand, annual inflation in August 2024 stood at 6.1%, below the forecasts of the technical staff of the Banco de la Replica and the market. This favorable adjustme
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	The labor market has shown recent improvements driven by service activities. A negative impact on households’ creditworthiness could be expected if a less favorable dynamic materializes. In its seasonally adjusted version, the national unemployment rate stood at 10.0% as of August. Although the indicator exhibited an upward trend until the first quarter of 2024, it reversed this trend and has shown improvements in recent months. Seven out of the thirteen productive sectors exhibited declines in employment, 
	The labor market has shown recent improvements driven by service activities. A negative impact on households’ creditworthiness could be expected if a less favorable dynamic materializes. In its seasonally adjusted version, the national unemployment rate stood at 10.0% as of August. Although the indicator exhibited an upward trend until the first quarter of 2024, it reversed this trend and has shown improvements in recent months. Seven out of the thirteen productive sectors exhibited declines in employment, 
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	ca’s Monthly Survey of Economic Expectations of Analysts. 
	Source: DANE and Banco de la Replica. the Banco de la Replica projects a relatively stable unemployment rate, with moderate increases by the end of 2024, 
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	reaching 10.4% as the most likely value, a level that would 
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	remain until 2025 (Graph 1.4). Adverse effects on household creditworthiness could be expected if higher unemployment scenarios materialize. This would reverse the recovery of quality indicators of the consumer loan portfolio and worsen the deterioration trend in housing loans, a factor discussed in detail in Chapter 2.2.2 of this Report. 
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	According to the Medium-Term Fiscal Framework for 2024 (MTFF-2024), prepared by the Ministry of Finance and Public Credit, the estimated fiscal deficit for 2024 stands at 5.6% of GDP, meeting the targets established by the fiscal rule but increasing compared to the previous forecast of 5.3%. Despite the Colombian Government’s commitment to comply with the fiscal rule, statistics from the Colombian Tax and Customs National Authority (DIAN in Spanish) exhibit a 9.7% decline in revenues during this year so far
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	Given the above, the main macroeconomic risks that could affect local financial stability are: 1) volatility in global financial markets and its repercussions in terms of risk aversion toward emerging economies, 2) the potential weakening of Colombia’s fiscal position, and 3) an eventual deterioration of the labor market. In Chapter 3 of this Report, we present a stress test exercise to evaluate the resilience of credit institutions (CIs) to extreme and low-probability macroeconomic and financial shocks tha
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	This chapter analyzes the evolution of the overall situation of financial institutions between the first and third quarters of 2024 in the context of an orderly economic adjustment characterized by falling inflation, with expectations for this trend to continue, lower interest rates, and economic recovery. The first two sections detail the performance of the main variables of the financial system during the analysis period, while the following sections identify and analyze the vulnerabilities faced by the f
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	2.1 Current Situation of the Financial System 
	This section analyzes the institutions that comprise the Colombian financial system, whose total assets as of September 2024 amounted to COP 3,160.0 trillion (t) (Graph 2.1). The first part focuses on credit institutions (CIs), whose assets represent 32.6% of the system’s total and 65.4% of the 2023 GDP (COP 1,028.7 t). The second part focuses on non-bank financial institutions (NBFIs), which account for 56.9% of the total assets of the system and 114.3% of the 2023 GDP: COP 174.6 t in proprietary position 
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	Graph 2.1 
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	Credit Institutions (CIs) are those financial institutions whose primary function is to collect resources from the public in legal tender in the form of demand or term deposits and to reallocate these funds through loans, discounts, advances, or other active credit operations. This group includes banks, finance companies (FCs), investment banks (IBs), and financial cooperatives. 
	-
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	The remaining 10.6% of the financial system’s assets correspond to infrastructure providers, special official institutions, and companies specialized in electronic deposits and payments. 
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	Note: the acronym CI stands for credit institutions, NBFI for non-bank financial institutions, and Other for infrastructure providers, special government institutions and companies specializing in electronic deposits and payments. Source: Financial Superintendency of Colombia, calculations by Banco de la Replica. 
	Note: the acronym CI stands for credit institutions, NBFI for non-bank financial institutions, and Other for infrastructure providers, special government institutions and companies specializing in electronic deposits and payments. Source: Financial Superintendency of Colombia, calculations by Banco de la Replica. 
	-

	3 
	Assets under management correspond to capital that financial institutions hold or manage on behalf of their clients, while proprietary account assets refer to the institutions’ own capital. 
	-
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	Regulations require CIs to report their financial statements individually (i.e., covering only the business of the CI considered as an individual legal entity) and, if applicable, on a consolidated basis (i.e., including the business of local and foreign banking subsidiaries with which the CI has ownership ties). This section separately includes an analysis of vulnerabilities using the financial statements reported individually and those on a consolidated basis. 
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	The real growth figures presented in this Report were calculated using the consumer price index (CPI) less food. 


	Figure
	However, the deterioration of the latter remains a significant risk factor and is therefore monitored throughout this Report. 
	2.1.1 Credit Institutions: Individual Balances
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	The total assets of the CIs show a slower real decline than that observed in March 2024 due to a slower real contraction of the loan portfolio and the recovery of investments. During the second and third quarters of 2024, total assets continued the positive trend seen since March 2024 (Graph 2.2). Although it remains in a contracting phase, in the context of orderly adjustment of the balance sheet accounts of CIs, the real annual growth rate is less negative compared to six months ago. This performance has 
	-
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	Note 1: The dotted lines correspond to preliminary data from October 2024 from Form 281 of the Financial Superintendency of Colombia, which contains weekly information on the main balance sheet accounts of credit institutions. Note 2: The real growth presented in this graph were calculated using the Consumer Price Index (CPI) less food. Note 3: The share of the main accounts in total assets is shown in parentheses. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	Since the second quarter of 2024, the real rate of contraction of the gross loan portfolio of the CIs has decreased. This is due to less negative growth rates in consumer and commercial loan portfolios, the recovery of housing loans, and the positive growth of microcredit loans. As of September 2024, the gross loan portfolio of the CIs stood at COP 683.4 t (43.5% of the 2023 GDP), showing a nominal annual growth of 1.2%. Of this balance, 95.9% was in local currency, and the remaining portion was in foreign 
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	at a slower pace since the end of the first quarter of 2024 (Graph 2.3). This performance is due to the similar trend in the consumer and commercial loan portfolios, which account for 81.1%. Meanwhile, housing and microcredit loans have positively contributed to the overall loan portfolio dynamics and exhibit similar growth rates. For housing loans, the rate recorded as of September 2024 indicates a slight upturn in growth, while for microcredit loans suggests a slow deceleration. 
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	Graph 2.3 Real Annual Growth of the Gross Loan Portfolio of Credit Institutions 
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	Note 1: The dotted lines correspond to preliminary data for October 2024 from Form 281 of the Financial Superintendency of Colombia, which contains weekly information on the main balance sheet accounts of credit institutions. Note 2: The real growth rates presented in this graph were calculated using the Consumer Price Index (CPI) excluding food. Note 3: The share of the types of loan in the total loan portfolio is shown in parentheses. Source: Financial Superintendency of Colombia; calculations by Banco de
	In line with the performance of the gross loan portfolio, in an environment of lower interest rates, disbursements have maintained the upward trend seen since the beginning of 2024. The slower real annual contraction in disbursements continued for all types of loans between the first and third quarters of 2024, except for commercial loans, which experienced negative real growth from March to September 2024 (Graph 2.4). This deceleration may be related to a restrictive stance by CIs in granting these loans d
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	According to the results of the latest Report on the Credit Situation in Colombia , during the third quarter of 2024, demand indicators for all types of loans exhibited a positive balance, suggesting a slight recovery, according to the perception of the CIs. Likewise, the credit supply perception indicator and the productive sector’sperception of credit availability increased. The latter approached the historical av
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	Graph 2.4 Real Annual Growth in Cumulative Disbursements of Credit Institutions Over the Last Twelve Months 
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	6 As of the publication date of this Report, official information from the monthly balance sheets of CIs up to September 2024 was available. Therefore, the graphs and analysis presented in this subsection mostly use this cutoff date. However, for total asset balances, investments, and the loan portfolio, preliminary data from October 2024 from the Financial Superintendency of Colombia (SFC in Spanish) Form 281 is presented, which includes weekly information on some balance sheet accounts of Cis. 
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	7  See section 2.2.3 of this Report. 
	8 For more details, see the Report on the Credit Situation in Colombia from September 2024. 
	9 The institutions in the productive sector analyzed correspond to industry and mining, transportation and communications, and large retail chains, from the four main cities of Colombia (Quarterly Survey of Economic Expectations, July 2024).). 
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	Note: The vertical lines indicate changes in the reporting of disbursement information and rates of credit institutions. As of July 2022, the Financial Superintendency’s Form 088 “Weekly Report – Lending Interest Rates” ceased to exist and in its place Form 414 “Lending Interest Rates by Type of Loan” was created. In the change of the information report, some credit products were eliminated, and new segments were created. Therefore, information after July 2022 is not strictly comparable with previous data. 
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	erage, suggesting a greater perspective on credit access (Graph 2.6). In line with the forward-looking message from the previous Report, in the context of inflation converging toward the target, broader financial conditions, driven by a lower monetary policy rate, a recovery in investment, and expectations of higher credit demand, the recovery in the credit market is expected to continue in the coming year. 
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	The non-performing loans indicator (NPL) remains high for the total loan portfolio. Corporate loans (commercial and microcredit) and housing loans have slightly deteriorated since the beginning of 2024. As of September 2024, the total non-performing loan portfolio stood at COP 39.0 t, with a decrease in real terms of 0.1%, after peaking at 26.6% at the end of 2023. By type of loan, however, the growth of the non-performing loan portfolio has accelerated. Particularly, commercial loans exhibited an upturn af
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	10 The non-performing loans indicator is calculated as the ratio between the non-performing loan portfolio and the total gross loan portfolio (the non-performing loan portfolio includes the balance of credits thirty or more days overdue). 
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	Note 1: Includes the manufacturing and mining industries, large chains stores, transportation, and communications. Note 2: The balance of responses is defined as the sum of high and stable perception minus low perception (high + stable – low). Source: Survey on the Credit Situation in Colombia, September 2024; calculations by Banco de la Replica. 
	Graph 2.7 Non-Performing Loans Indicator and Non-Performing Loans Indicator + Write-offs of Credit Institutions 
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	Note 1: The non-performing loan indicator is calculated as the ratio between the non-performing loan portfolio and the total gross loan portfolio (the non-performing loan portfolio includes the balance of loans that have not been paid for more than 30 days). Note 2: The dotted lines correspond to the non-performing loan with write-offs (+C), which is calculated as the ratio between (i) the sum of the non-performing loan portfolio and the 12-month cumulative written-off loans net of recoveries, and (ii) the 
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	tinue to increase, as reflected in the NPL with write-offs, which exhibited an increase of 80 bps during the same period. In contrast, the non-performing portfolio of housing loans remains at high levels of growth compared to its historical figures, and its NPL reached values not seen since late 2020, suggesting a recent greater deterioration. 
	11
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	11 The non-performing loans indicator with write-offs is calculated as the ratio between 1) the sum of the non-performing loan portfolio and write-off credits accumulated over the past twelve months, net of recoveries, and 2) the sum of the total gross loan portfolio and write-off credits accumulated over the past twelve months, net of recoveries. 
	Since March 2024, the quality risk indicator (QRI) for all types of loans has slightly increased, except for consumer loans, although for both consumer and microcredit loans, the indicator remains above the historical average. As of September 2024, the total risky loan portfolio stood at COP 67.8 t after registering a real annual growth of 3.5%, suggesting a slight upturn in the slowdown trend observed since late 2023. The increase in the risky loan portfolio has impacted the total QRI, which rose by 30 bps
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	Note: The Quality Risk Indicator is calculated as the ratio between the risky portfolio and the total gross loan portfolio (the risky loan portfolio corresponds to the balance of loans with a rating other than A, on a scale between A and E, where A is the best rating). Source: Financial Superintendency of Colombia, calculations by Banco de la Replica. 
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	The CIs maintain an adequate level of provisions to cover the deterioration of the loan portfolio. However, for microcredit loans, the coverage ratio is at low levels not seen since 2008. The total provision balance stood at COP 41.9 t after registering a real annual growth rate of -4.7%. For thirteen months, negative real growth has been observed, mainly due to the use of the countercyclical component by some CIs to address the loan portfolio deterioration observed over the last year. Using this component 
	-
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	12 The quality risk indicator is calculated as the proportion between the risky loan portfolio and the total gross loan portfolio (the risky loan portfolio corresponds to the balance of loans rated other than A on a scale from A to E, where A is the best rating). 
	13 Provisions correspond to the funds that CIs maintain to cover potential future obligations. These comprise procyclical, countercyclical, and other provisions. The procyclical component refers to provisions made for each borrower based on their risk rating. The countercyclical component refers to provisions accumulated for each borrower to be used later during periods of high loan portfolio deterioration, and the “other” category mainly consists of provisions for housing and microcredit loan portfolios. 
	-

	14 The coverage ratio is defined as the ratio between the provision balance and the non-performing loan portfolio balance. 
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	Graph 2.9 Coverage Ratio 
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	Commercial Consumer Housing Microcredit Total 
	Note 1: The coverage indicator is defined as the ratio between the balance of provisions and the non-performing loan portfolio. Note 2: The housing coverage ratio differs from the one usually reported by the SFC because the SFC uses as non-performing housing loan portfolio the past-due installments for delinquency periods of one to four months, while this report also includes the total principal of the loan. Source: Financial Superintendency of Colombia, calculations by Banco de la Replica. 
	and September 2024 due to the rise in delinquencies (Graph 2.9). Similarly, for housing loans, the ratio decreased by 3.4 pp, while for microcredit, it remained close to 75.6%, suggesting low coverage in this type of loan. 
	15


	The recovery in demand deposits has led to a slower contraction in CI funding. 
	The recovery in demand deposits has led to a slower contraction in CI funding. 
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	Between March and September 2024, the real annual growth rate of funding went from -6.0% to -3.0%, driven by demand deposits, which account for 36.1% and whose growth has accelerated since July 2024 (Graph 2.10). In contrast, term deposits, which represent 30.2% and which, since the beginning of 2022, had high growth 
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	Money market (4.4%) Total equity (12.5%) Real annual growth of funding (%) 
	Note 1: The share each item has in funding is in parenthesis (liabilities + equity) as of August 2024. Note 2: Term deposits include CDTs and CDATs. Note 3: Other liabilities mainly include accounts payable and convertible securities (Bocas and Boceas). Note 4: Real annual funding growth is calculated using the consumer price index excluding food. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	15 Provisions are calculated on the part of the loan not covered by the collateral. Since the collateral in the housing loans corresponds to the value of the financed property, provisions are lower than those in other types of loans. Therefore, the housing coverage ratio has historically been below 100%. 
	16 Funding corresponds to the sum of liabilities and equity. 
	rates and contributed positively to funding, recorded a real contraction of -0.04%. The above, in the context of loosening local financial conditions and decreasing credit. Although CIs may have incentives to recompose their funding sources towards demand deposits (given the expected reduction in the monetary policy rate), if credit demand continues to recover and the credit market becomes more dynamic, institutions may once again boost their fundraising through term deposits. 
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	After remaining relatively stable at around 0.7%, the return on assets (ROA) of CIs increased slightly in recent months, although it remains below the average of the last ten years. Between March and September 2024, the ROA increased by 10.3 bps to reach 0.8% (Graph 2.11). This increase is due to higher income from investment valuation (particularly from government bonds (TES)) and lower loan-loss provi-
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	Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	Note 1: Shade of gray (yellow) indicate a negative (positive) contribution to ROA. Note 2: Other includes net income from money market transactions and equity. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	See section 2.4.1 of this Report. 
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	The ROA corresponds to the ratio between the accumulated net income of the last twelve months 
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	of CIs and their total assets. 
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	This figure differs from the one usually reported by the SFC because this entity’s annualization 
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	considers the year-to-date figures and not the last twelve months. 
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	Note 1: Total capital adequacy is defined as the ratio between the calculated technical equity and the value of assets weighted by level of credit, market, and operational risk level, and the core capital adequacy as the ratio between the Common Equity Tier 1 net of deductions and the value of assets weighted by level of credit, market, and operational risk level. Note 2: Figures reported since January 2021 for capital adequacy and core capital adequacy are not comparable with historical series due to the r
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	sions (Graph 2.12). The latter is related to the decumulation of countercyclical provisions, a tool that allows CIs to smooth their loan-loss provisions during periods of low credit growth and higher delinquency in the credit cycle. However, the ROA of CIs is 77.7 bps below the ten-year average, primarily due to low credit growth and high credit default, which negatively impacts interest income. Individually, by September 2024, twenty-eight CIs, representing 22.4% of the total loan portfolio, reported annua
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	The capital levels of CIs, which enable them to withstand the materialization of various risks, are adequate and have increased since mid-2024. Between March and September 2024, the total capital adequacy and the common equity tier 1 ratios of CIs increased by 107.9 and 65.5 bps, respectively (Graph 2.13), a trend explained by reductions in risk-weighted assets (due to low credit growth) and the increase in equity capital. During the analyzed period, the growth rate of this capital rose from 0.4% to 8.6% du
	-
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	CIs maintain a solid liquidity position, reflected in short-term liquidity risk indicators (LRI) and structural funding liquidity (NSFR), both of which are well above regulatory limits. After the LRI of CIs decreased by 29.2 pp between April and July 2024 due to higher net liquidity requirements over a thirty-day horizon (NLR), the indicator increased and reached 200.2% by the end of September 2024 (Graph 2.14). This recovery is due to improvements in the LRI of banks, finance companies (FCs), and cooperati
	23
	24
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	20 The number of institutions with annualized losses remained stable between March and September 2024, although the share of total assets from CIs with negative profits decreased by 2.6 pp. 
	-

	21 Total capital adequacy is the ratio between the calculated total regulatory capital and the value of risk-weighted assets for credit, market, and operational risks. The regulatory limit is 9.0%. 
	-

	22 Tier 1 capital is the ratio between the Common Equity Tier 1 net of deductions and the value of risk-weighted assets for credit, market, and operational risks. The regulatory limit is 4.5%. This indicator captures the ability of entities to face unexpected losses in terms of their best-quality capital. 
	-

	23 The liquidity risk indicator measures the short-term liquidity of Cis. 
	24 The NSFR is a liquidity indicator that ensures CIs maintain a stable funding profile, in relation to the composition of their assets. It is calculated as the ratio between available stable funding (ASF) and required stable funding (RSF).ASF consists of liabilities and equity accounts, and RSF consists of asset and off-balance-sheet accounts. 
	-
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	Note 1: The information used to construct this graph comes from form 238 of the Financial Superintendency of Colombia. Note 2: The indicator series is presented only for groups 1 and 2 because the institutions comprising group 3 do not have to comply with an NSFR regulatory limit. The minimum required as of March 2022 for group 1 is 100% (purple dotted line), and for group 2 is 80% (yellow dotted line). Note 3: Group 1 institutions consist of banks whose assets represent at least 2.0% of the total assets of
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	which aims to match terms between liabilities and assets better, increased slightly for institutions in Group 1 and significantly for those in Group 2 (Graph 2.15). This latter is due to a greater stable funding ratio over the past six months through demand deposits from the retail real sector. 
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	2.1.2 Current Situation of Credit Institutions at the Consolidated Level 
	-

	Colombian banks maintain a significant presence in the Central and South American region, with eighteen banking subsidiaries in the CAPRD region and the Caribbean, and two in Peru and Paraguay, representing 20.1% of the consolidated assets of CIs. As of June 2024, Colombian banks hold assets in these subsidiaries amounting to COP 225.8 t. In the CAPRD region, there are a total of fourteen banking subsidiaries with assets of COP 
	-
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	27
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	25 CIs are divided into three groups for NSFR regulatory purposes: Group 1 includes banks whose assets represent 2.0% or more of the total assets of the banking sector; their minimum required NSFR is 100%. Group 2 includes banks whose assets represent less than 2.0% of the total assets of the banking sector, finance companies, financial corporations, financial cooperatives, and special official institutions specified in item i) of section 5.3.1 of Chapter XXXI of the Financial and Accounting Basic Circular 
	-
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	26 An entity is considered a subsidiary when its decision-making power is subject to the will of another entity, which will be its parent or holding company, either directly, in which case it is called a branch, or through the parent’s subsidiaries, in which case it is called a subsidiary. 
	27 The CAPRD region, as defined by the IMF, includes Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Panama, and the Dominican Republic. 
	28 There is a presence of Colombian subsidiaries in Puerto Rico, Barbados, and the Cayman Islands; however, these are not significant in the consolidated balance sheet of Colombian Cis. 
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	Graph 2.16 Main Banking Subsidiaries of Colombian Banks Abroad 
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	202.5 t, while in Paraguay and Peru, there are two banking subsidiaries with assets totaling COP 18.6 t. By jurisdiction, Panama holds the largest share of external assets of Colombian banks (COP 115.5 t), followed by El Salvador with COP 38 t and Guatemala with COP 23.6 t. It is noteworthy that the two banking subsidiaries of Colombian banks in El Salvador represent 38.1% of the banking system in that country, while in Panama, the eight subsidiaries represent 18.7% of the banking system in that country (Gr
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	On the macroeconomic front, the CAPRD region exhibits a real economic growth rate, with a recent slowdown, accompanied by a higher fiscal deficit and lower inflationary pressures, amid a stabilization of remittance flows from the United States. As developed in the September 2024 Report on the Macroeconomic and Financial Situation in Central America, the region’s economic activity continues to grow, but at a slower pace, particularly in Panama, Guatemala, and El Salvador. GDP growth for the CAPRD region is e
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	In 2024, for most Central American countries, the profitability of CIs was above the average of recent years, and the credit loan portfolio exhibits positive real growth. However, some countries are seeing an acceleration in the deterioration of loan portfolio quality. Aligned with the region’s lower economic performance, the total loan portfolio in most countries in the CAPRD region continues to grow in real terms, although at a slower pace. In Guatemala, there has been a shift toward credits granted in lo
	-
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	29 Information taken from the October 2024 IMF Regional Economic Outlook for the Western Hemisphere (REO). 
	30 According to the World Bank, the average annual real growth over the last decade is: Costa Rica at 3.3%, Guatemala at 3.6%, Honduras at 3.3%, Panama at 4.7%, El Salvador at 2.4%, Peru at 2.6%, and Paraguay at 3.3%. 

	est rates on foreign currency-denominated loans, the credit loan portfolio has accelerated, driven by foreign currency-denominated loans (Graph 2.17, Panel A). In this regard, bank profitability, measured as ROA, exhibits higher growth rates, except in El Salvador (Graph 2.17, Panel B). This performance could be associated with a higher increase in the intermediation margin. However, in El Salvador and Guatemala, a greater deterioration in loan portfolio quality has been observed. 
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	Graph 2.18 dinates and a more favorable performance of the individual Consolidated and Individual Assets of Credit Institutions 
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	fourteen have consolidated balance sheets, six of which are present in Central and South America. After consolidated as
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	90.0 sets reached an annual real contraction of -0.6% in December 2023, they exhibited a growth rate of 3.2% as of June 2024, with a balance of COP 1,121.1 (t), representing 73.8% of GDP (Graph 
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	growth at a real annual rate of 7.4% and a slower pace of con
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	70.0 traction in the loan portfolio, which decreased by -5.3%. This was in line with the individual performance of consolidating 
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	Note: the assets of the institutions that are not part of the consolidated balance sheets correspond to those CIs that are not part of the consolidation of another institution, nor do they consolidate other supervised entities. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	31 In addition to these six, another fourteen belong to financial conglomerates under Colombian law. Not all consolidating CIs belong to a financial conglomerate. 
	-

	32 See section 2.1.1 of this Report. 
	33 See the Special Financial Stability Report on the Macroeconomic and Financial Situation in Central America, September 2024. 
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	Table 2.1 Main Financial Indicators of CIs at the Consolidated Level 
	Indicator Total Consolidated Jun 23 Dec 23 Jun 24 Six-Month Change (percentage points) Evolution Dec.-19 to June-24 
	Real asset growth 
	Real asset growth 
	Real asset growth 
	-3.4 
	-9.3 
	-3.8 
	5.5 

	Real investment growth 
	Real investment growth 
	-5.7 
	-4.4 
	7.4 
	11.9 

	Real growth of the total loan portfolio 
	Real growth of the total loan portfolio 
	-3.2 
	-11.4 
	-5.3 
	6.2 

	Real growth of the commercial loan portfolio 
	Real growth of the commercial loan portfolio 
	-2.5 
	-12.2 
	-4.2 
	8.1 

	Real growth of the consumer loan portfolio 
	Real growth of the consumer loan portfolio 
	-5.1 
	-12.9 
	-10.2 
	2.7 

	Real growth of the housing loan portfolio 
	Real growth of the housing loan portfolio 
	-2.5 
	-7.3 
	-0.6 
	9.2 

	Real growth of the microcredit loan portfolio 
	Real growth of the microcredit loan portfolio 
	2.5 
	-0.1 
	1.9 
	5.8 

	NPL of the total loan portfolio 
	NPL of the total loan portfolio 
	5.2 
	5.5 
	5.7 
	0.2 

	NPL of the commercial loan portfolio 
	NPL of the commercial loan portfolio 
	3.5 
	3.5 
	3.7 
	0.3 

	NPL of the consumer loan portfolio 
	NPL of the consumer loan portfolio 
	7.6 
	8.3 
	8.1 
	-0.2 

	NPL of the housing loan portfolio 
	NPL of the housing loan portfolio 
	6.1 
	6.8 
	7.6 
	0.8 

	NPL of the microcredit loan portfolio 
	NPL of the microcredit loan portfolio 
	7.2 
	9.0 
	10.1 
	1.1 

	ROA 
	ROA 
	0.9 
	0.6 
	0.5 
	-0.2 

	Total capital adequacy 
	Total capital adequacy 
	14.4 
	14.4 
	13.9 
	-0.4 

	Core capital adequacy 
	Core capital adequacy 
	11.8 
	12.0 
	11.8 
	-0.2 


	Sect
	Figure

	Note 1: The indicators were calculated using information that includes consolidated balance sheets and data at the individual level of non-consolidated institutions. Note 2: The growth rates presented in the table were calculated on an annual basis. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	Real growth in the consolidated loan portfolio has recovered since December 2023. Although the loan portfolio is still declining, affected by the consumer portfolio, its growth rates are less negative. So far in 2024, the real growth of credit loans portfolio exhibits a recovery trend, although it remains negative. The consumer loan portfolio exhibits the highest rate of decline, followed by commercial and housing loan portfolios. This performance aligns with the real annual growth of the loan portfolio at 
	Further deterioration in credit risk indicators has been observed, in line with the dynamics of the individual balance sheet. As of June 2024, the real annual growth rate of the non-performing loan portfolio was 12.2%. Although the non-performing loan portfolio continues to grow across all loan types, its growth rate has decreased, mainly in consumer and commercial loans. This, combined with slower growth in the gross loan portfolio, led the consolidated NPL to exhibit slight growth so far in 2024, with a c
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	Despite the favorable performance of the profitability of bank subordinates in the CAPRD region, a slight decrease in ROA at the consolidated level has been observed so far in 2024, in line with the dynamics of the individual balance sheet of CIs. The consolidated ROA of CIs stood at 0.5%, which is lower than the average 
	-

	for the last five years (1.1%). This performance is similar to that observed in the individual balance sheet, which exhibited a decrease of 0.1 pp between December 2023 and June 2024, to 0.7%. This is despite the favorable performance of ROA in the 
	banking systems of the CAPRD region. 
	Consolidated solvency ratios have remained at adequate levels and above regulatory limits. Tier 1 capital and total capital adequacy were 2.8 and 4.9 pp above regulatory limits, respectively, slightly lower than the data observed in December 2023. At the individual and consolidated level, an increase in risk-weighted assets was observed, higher than the growth of total regulatory capital, between December 2023 and June 2024. In addition, the solvency of the consolidated balance sheet is expected to be lower
	-
	34
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	The performance of the banking subordinates of the Colombian CIs has been a source of diversification for the consolidated balance sheet. Banks in the CAPRD region have performed well in terms of real asset growth and profitability, as measured by ROA. In addition, the NPL, measured based on the loan portfolio over 90 days past due, exhibits a slower pace of deterioration compared to the Colombian indicator. Likewise, the low banking penetration in the region presents an opportunity for growth. Although the
	-
	-
	-
	-

	2.1.3 Non-Banking Financial Institutions 
	2.1.3 Non-Banking Financial Institutions 
	Non-banking financial institutions (NBFIs)are responsible for managing public funds that can be used for many purposes, from making investments to hedging potential risks, those activities are essential for the proper functioning of the financial system. In carrying out these activities, the NBFIs have grown considerably in recent years and have created significant interconnections with the CIs; for example, these institutions hold a large part of the value of the certificates of deposit (CDs) issued by the
	35 
	-
	36
	-
	-

	34 The regulatory minimum limit is 9.0% for total capital adequacy, 6.0% for additional Tier 1 capital, and 4.5% for Tier 1 capital. 
	35 In this Report we include as NBFIs trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs), and general and life insurance companies. 
	36 The portfolios managed by the NBFIs are henceforth divided into proprietary account or position, which are those whose resources belong to them, and third-party position or managed portfolios (assets under management), which are those portfolios belonging to the public and managed by the NBFIs. 
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	Note 1: Assets under management of insurance companies consist of a voluntary pension fund managed by an insurance company. Note 2: Assets under management of trust companies include assets held in custody. Acronyms: trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs). Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	Vulnerabilities of the Financial System 
	Vulnerabilities of the Financial System 
	the performance of these institutions and the potential risks arising from their activities. This section explores the performance of their investment portfolios, as well as the profitability and risks of these institutions. 
	-
	-

	In August 2024, the assets under management of the NBFIs grew above their all-time average, driving the growth of the financial system. While in August, the financial sector grew at an annual real rate of 5.2%, the assets managed by the NBFIs grew at a rate of 8.8%, which is mainly explained by the good performance of portfolios managed by pension and severance fund managers (PFMs), which recorded growth above 10% (this includes mandatory pension funds, voluntary pensions and severance funds; Graph 2.20, pa
	37
	38

	The proprietary position assets of these types of institutions showed moderate growth, explained by the performance of insurance companies and PFMs. In the case of the former, assets grew at a real annual rate of 7.9%, lower than that observed in February (8.0% real annual rate) (Graph 2.20, panel B). In turn, the PFMs (the second group with the largest share) have started to grow above their all-time average, thus recovering from the negative growth recorded months earlier, as described in the Report for t
	-
	-
	-
	-

	In terms of investments, the managed portfolio of TCs, SBFs, and PFMs recovered and showed a positive growth since the end of 2023. This performance is mainly explained by higher investments in TES in the context of appreciations and higher issuances of these securities, particularly in the case of the PFMs, which have consolidated as the largest holders of these securities. The portfolio managed by these NBFIs recorded a real annual growth of 25.4%, to which TES and collective investment funds (CIFs) mainl
	-
	-

	37 The all-time average considers monthly values since 2016. 
	38 The real growth rates are calculated using the consumer price index excluding food. 
	-


	Graph 2.20 Evolution of Real Annual Growth of NBFI Assets 
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	Figure
	Acronyms: trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs). Note 1: Real growth is calculated using the consumer price index excluding food. Note 2: The parentheses indicate the share of each type of entity in the corresponding portfolio (AUM or PP). Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	Acronyms: trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs), Treasury Bonds (TES), certificates of deposit (CD), Collective Investment Funds (CIFs). Note: the composition of the managed portfolio (assets under management) of the PFMs, TCs, and SBFs is shown, while for general insurance and life insurance the portfolio in proprietary position is shown. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	30.8% of the TES supply in the market. For TCs and SBFs, investment growth was mainly driven by higher investments in CDs (13.1% and 19.4% in that order) and TES (10.6% and 8.5%, respectively). The high exposure of NBFIs to TES highlights the idea that, in a possible scenario of greater uncertainty regarding the fiscal situation in Colombia, their managed portfolios may be negatively affected. TES market performance is analyzed in more detail in Section 2.3 of this Report. 
	-

	In relation to assets under management, the role of the PFMs in the management of pension resources will change because of the implementation of the recently approved Pension Reform (Law 2381 of 2024). A portion of the flow of pension resources managed by these institutions will become part of the pay-asyou-go component (managed by Colpensiones). However, this component will be complemented with the creation of the Contributory Pillar Savings Fund (FAPC in Spanish), which will be financed with a percentage 
	-
	-
	39
	40
	-
	-

	It is desirable that the transition of the pension reform be a smooth and orderly process, with the aim of not affecting the performance of the markets in which the PFMs are significantly involved. Such as the TES market, private debt, and the foreign exchange market (including the foreign exchange hedging market), where they also hold a significant share. 
	41

	Meanwhile, in 2024, the growth of the investment portfolio of insurance companies has remained stable and is above the average of the last five years, largely due to higher investments in TES. These securities contributed 10.6 pp to the growth of these entities’ investments, which recorded a growth rate of 10.4% as of September 2024. In contrast, the investments that contributed the least to this growth were bonds (-1.2%). Life insurance companies exhibited a similar perfor
	-
	-
	-

	39 Under a responsibility of means and not of results. More information on the Participation of Banco de la República in the Management of the Contributory Pillar Savings Fund of the Pension System | Banco de la Replica. 
	40 According to Article 24 of Law 2381 of 2024: “The Contributory Pillar Savings Fund shall be created as a special account managed by Banco de la República. […] The income of the Contributory Pillar Savings Fund shall correspond to: […] 5. The totality of resources transferred from the Pension Fund Managers to Colpensiones, in line with the provisions of paragraph o) of Article 19 of this Law. […] The resources shall be managed through autonomous trust funds or fiduciary mandates that shall constitute the 
	-

	Additionally, according to Article 92 of the same law: “… The functions and powers of the Bank to manage the Fund shall be the following: […] 2. Banco de la República may select and hire third parties for the management of the portfolio in accordance with the policies established by the Committee and for any of the operations described in number 1. For this and all the services required by the management of the Fund, the Bank shall operate under a private contracting regime.” 
	-
	-

	41 Between January 2019 and October 2024, PFMs (proprietary and managed position) had an average share of 19.7% in the total traded volume of the foreign exchange hedging market, distributed by 8.0% in transactions with foreign investors and 11.8% with foreign exchange market intermediaries (IMC in Spanish). 
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	Note 1: the leverage level for each entity and fund type is calculated as managed assets / managed equity. Note 2: Each point indicates the aggregate leverage of a type of fund managed by a single entity. For example, an orange dot indicates the leverage of CIFs managed by an X entity, while a purple dot indicates the leverage of voluntary pension funds managed by an Y entity. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	Graph 2.23 Participation of NBFIs in the liabilities of CIs (percentage of total liabilities) 
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	Acronyms: trust companies (TCs), stock brokerage firms (SBFs), pension and severance fund managers (PFMs), certificates of deposit (CDT), Collective Investment Funds (CIFs). Note: The following are considered in the calculation: current and savings accounts, CD, bonds, shares, and CIFs. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	mance to the aggregate, while general insurance companies significantly reduced their participation in CDT and bonds (Graph 2.21). 
	Regarding the leverage level of the managed portfolio of the NBFIs, some more leveraged funds can be observed, especially CIFs. High leverage may indicate greater vulnerability in terms of a managed fund’s ability to absorb financial shocks, as in such cases, the assets are weakly backed by equity. In this regard, in August 2024, most of the funds managed by the NBFIs showed leverage close to 100%. The greatest dispersion and highest levels are found in CIFs (mostly private equity funds) (Graph 2.22). The p
	42
	-
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	The share of NBFIs in the funding of CIs increased, a movement driven by the SBFs. At the same time, their share in the loan portfolio of these entities remains modest. NBFIs play a crucial role in the activity of CIs, particularly in their funding, to which they contribute through demand deposits, term deposits, shares, and bonds, among other instruments, both in proprietary and managed positions. As of August 2024, these entities accounted for 13.6% of the liabilities of the CIs. This figure is mainly exp
	-
	-
	-
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	Common investment holdings between CIs and NBFIs represent about 45% of the value of CIs’ investments. The figure remains higher in the case of TCs, specifically for TES holdings. Another significant interconnection between NBFIs and CIs arises from the type of investments they hold in common. Exposure to and concentration in the same types of assets can 
	44
	-
	-

	42 The leverage level is calculated as managed assets/managed equity. 
	43 This leverage analysis does not consider trusts managed by TCs (including those managing social security resources). This is because, due to the characteristics of this business, trusts manage assets and liabilities delivered by the trustor, so it is natural that they present leverage greater than 100%. 
	-

	44 The term common investments refer to securities of the same type, with the same issuer and the same issue date (in the case of bonds) that at least one CI and at least one NBFI hold in their portfolio during the same period analyzed. For this identification, the portfolio managed by the SBFs, TCs, and PFMs, as well as the insurance companies’ proprietary account portfolio, are considered. 
	-

	be a risk transmission channel between both types of entities; for example, in the event of a liquidity shock that generates an asset fire sale in a specific and common asset type between NBFIs and CIs. Although common investments represent about 45% of the value of CIs’ investments, no significant changes in these holdings have been observed over the past year (September 2023 to September 2024). Specifically, it can be seen that TES from the same issuance are the type of security in which CIs and NBFIs inv
	-
	-
	45

	(percentage) 
	(percentage) 
	50.0 
	40.0 
	30.0 
	20.0 
	10.0 
	0.0 

	Sep-23 Mar-24 Sep-24 Sep-23 Mar-24 Sep-24 Sep-23 Mar-24 Sep-24 Sep-23 Mar-24 Sep-24 Sep-23 Mar-24 Sep-24 PFMs TCs SBFs General insurance Life Insurance TES Bonds CDs Shares CIFs Mandatory investments Other 
	Graph 2.24 Weight of Common Holdings between CIs and NBFIs in the Investment Portfolio of CIs 
	Graph 2.24 Weight of Common Holdings between CIs and NBFIs in the Investment Portfolio of CIs 


	Acronyms: Treasury bonds (TES), certificates of deposit (CD), Collective Investment Funds (CIFs). Note 1: TES and bonds in common are those belonging to the same issue number (same ISIN). Note 2: Mandatory investments in SBFs refer to mandatory investments for CIs that are in the managed portfolio of SBFs (in this case, it is a single SBF). Note 3: Although there are restrictions on investment in shares for CIs, both the Organic Statute of the Financial System and the Basic Legal Circular contain the except
	Despite the negative trend in the profitability of NBFIs in their proprietary position during the first four months of 2024, it has recovered (Graph 2.25). The performance of SBFs, TCs, and PFMs was driven by a higher administration fee income (commission income). The higher income from investment valuation also contributed in the case of PFMs. The type of commission income that contributed the most in the case of the SBFs was those associated with the management of CIFs, followed by those from advisory act
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	45 Although there are restrictions on investment in shares for CIs, both the Organic Statute of the 
	Financial System and the Basic Legal Circular contain the exceptions and rules for holding this type 
	of asset for each type of CI. This is why CIs report share holdings. 
	46 To make this identification, three groups (clusters) of TCs were studied, which were identified in 
	Box 2: “Characterization and Performance of Trust Companies: An Approach Using Machine Lear
	-

	ning Techniques” of the Financial Stability Report of the first half of 2020. 
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	Regarding risks associated with insurance activity, a negative trend is observed in the combined index of life insurance companies, while the ratio for general insurance remained stable. In other words, the risk of presenting lower returns due to the inability to cover claims and expenses with the income received from premiums tends to increase for life insurance and is stable for general insurance. Since each business line has its own business model and the claims they cover manifest themselves in differen
	Regarding risks associated with insurance activity, a negative trend is observed in the combined index of life insurance companies, while the ratio for general insurance remained stable. In other words, the risk of presenting lower returns due to the inability to cover claims and expenses with the income received from premiums tends to increase for life insurance and is stable for general insurance. Since each business line has its own business model and the claims they cover manifest themselves in differen
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	2.1.3.1 Open-end Collective Investment Funds (OECIFs) 
	CIFs are financial savings and investment vehicles managed by specialized companies (TCs, SBFs, and investment management companies, IMCs) in which resources from contributions of several investors are invested in a portfolio of assets. CIFs are classified as: 1) open-end, where the investor may redeem its shares at any time; 2) closed, where redemption terms are established, and 3) exchange-trade, in which case the withdrawal policy will depend on the fund’s regulations. Open-end collective investment fund
	-
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	So far in 2024, OECIFs’ assets continued to increase and reached record highs, recording COP 114.9 t, driven by net contributions. These contributions were mainly directed toward balanced OECIFs. During the third quarter of 2024, the total assets of OECIFs reached all-time highs of COP 114.9 t, a performance that is mainly explained by the dynamics of net contributions, which increased during the same period. However, the increase in contributions was not homogeneous across all types of funds, and was espec
	-
	49
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	47 There are currently no IMCs in place. 
	48 These funds can be open-end or close-end and seek to partially or fully replicate a stock index. 
	49 The total assets of the CIFs managed by TCs and SBFs amount to COP 138,2 t, of which 83.9% correspond to OECIFs. 
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	Note 1: the percentage represents the share of the type of fund in the total assets of the OECIFs. 
	2024, some TC funds reduced their demand deposits in CI to 
	Note 2: Cumulative net contributions are calculated as of September 2019. 
	Source: Financial Superintendency of Colombia; calculations by Banco de la participate in Banco de la Replica’s (Banrep) contraction op-
	Replica. 
	erations. However, these deposits correspond, on average, to 
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	Graph 2.28 Breakdown of Total Assets and Contribution of its Components to Growth 
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	50 Non-traditional investments for this sector correspond to treasury securities issued by foreign governments, CDs issued by foreign banks, participation securities issued by entities not supervised by the SFC, debt securities issued by the Nation other than TES, and participation securities derived from securitization processes whose originator is an entity supervised by the SFC. 
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	51 Cash corresponds to the value of deposits in savings and current accounts at domestic entities or foreign banks. In the latter case, the cash value must be adjusted for the foreign currency haircut. 
	-

	52 These transactions were carried out through the remunerated deposits not constituting reserve requirements window, with a one-day term. Under this mechanism, Banrep does not determine the amount of resources to be collected or placed but is willing to receive resources at a fixed rate established by the Bank’s Board of Directors. 
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	Throughout 2024, the increase in non-traditional investments by OECIFs has been associated with lower cash buffers.However, the liquidity risk indicator stood at levels well above the regulatory minimums, which would allow these funds to meet redemptions by their investors. The increase in holdings in non-traditional investments (Graph 2.29), mostly treasury securities issued by foreign governments, such as the United States, has decreased the resources that remain in demand accounts, particularly in the te
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	2.2 Credit Risk 
	2.2 Credit Risk 
	The credit risk analysis presented below is divided between corporate sector debtors and households, whose loans as of September 2024 represent 54.1% and 45.9% of the total loan portfolio of CIs, respectively. The first subsection analyzes the evolution of firms’ debt, the perception and materialization of private companies’ credit risk, and their financial fragility. The second subsection studies the debt and financial burden of households and presents some risk indicators related to the performance of the
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	2.2.1.1 Recent Developments in Corporate Sector Debt 
	During the first half of 2024, corporate sector debt as a proportion of GDP increased slightly in a context of an orderly economic adjustment, recovery of the gross domestic product, looser financial conditions, depreciation of the Colombian peso, and an acceleration of the commercial loan portfolio. As of June 2024, total corporate sector debt represented 58.2% of annual GDP, higher than in 2023 (57.3%) and lower than the historically high levels observed between 2020 and 2022. Of total debt as a proportio
	-
	-
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	The increase in the debt-to-GDP ratio observed so far in 2024 is mainly explained by the higher private corporate sector debt and by the depreciation of the peso and its impact on foreign currency-denominated debt. To illustrate this effect, a counterfactual scenario is estimated in which the representative market exchange rate (TRM in Spanish) had remained at the 2023 closing value (COP 3,822 as of 31 December 2023 versus COP 4,148 in June 2024). From the previous year, it is found that the total debt of t


	0.3 pp in the first half of 2024, which is lower than the increase of 1.6 pp observed. 
	0.3 pp in the first half of 2024, which is lower than the increase of 1.6 pp observed. 
	As of June 2024, most corporate debt denominated in foreign currency was hedged with mechanisms that mitigate exchange rate risk. Although foreign currency-denominated debt could become a source of vulnerability for the corporate sector as it exposes firms to exchange rate fluctuations, which could affect their creditworthiness and the quality of the local financial system’s loan portfolio, there are mitigating factors to exchange rate risk exposure. For example, if a company indebted in foreign currency is
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	53 Due to availability of quarterly information from the SFC’s Form 341, “Individual Debtor Report: Lending Transactions,”, the most recent figures observed on debt and loan portfolio quality in this section are presented as of June 2024. The most recent financial information available for companies that report annual balance sheets to the Superintendence of Corporate Affairs and the SFC as of December 2023. This information is complemented with the quarterly balance sheets reported to the SFC by securities
	-

	54 The term “private corporate sector” refers to private companies and excludes those financial com
	-

	panies overseen by the SFC. The term “public corporate sector” refers to non-financial and non-go
	-

	vernment public companies. 
	55 The direct exposure of CIs to the corporate sector loan portfolio in foreign currency is low (7.5% of the CIs’ loan portfolio with the private corporate sector as of June 2024). However, exchange rate fluctuations have indirect effects on the quality of the CIs’ loan portfolio, as they may affect firms’ ability to meet their local and external credit obligations. 
	Graph 2.31 Corporate Sector Financial Debt as a Percentage of GDP by Instrument 
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	a/ This only includes information on companies that report their financial statements to the Superintendence of Corporate Affair. In 2016, all companies registered their financial statements using IFRS, which did not make it possible to determine the balance of debt owed to domestic suppliers. Therefore, to approximate the data from these companies, the average percentage that short- and long-term suppliers reported over current and non-current liabilities, respectively, between 2007 and 2015 was calculated
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	Note: as of June 2022, loan portfolio data with the national financial system comes from Form 409 of the SFC. a/ Financial leasing transactions are not included. b/ Includes information on the balance of accounts payable of the main non-financial corporations in the public sector. Sources: Financial Superintendency of Colombia, National General Accounting Office, Ministry of Finance and Public Credit; calculations by Banco de la Replica. 
	FDI), it reduces its level of exposure to this type of risk. The foreign currency debt of the private corporate sector represents 38.3% of the total debt of these firms, which is equivalent to 19.5% of GDP. Of this, most (71.0%) correspond to agents with exchange rate risk mitigation mechanisms (Graph 2.32). Public companies, in turn, concentrate most of their debt in foreign currency (72.8% of public corporate sector debt equivalent to 5.3% of GDP as of June 2024; Graph 2.33). However, two firms that conce
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	56 When a foreign entity has FDI in a local firm, the exchange rate risk of the latter is mitigated, as it is assumed that the investor has incentives to back the firm in the event of a depreciation of the Colombian peso. 
	Graph 2.32 Private Corporate Sector Financial Debt as a Share of GDP and Breakdown of Foreign Currency Debt by 
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	In line with the heterogeneous recovery of GDP by branch of economic activity, the secondary sector has lost its share in the disbursements granted by the local financial system to private firms. In contrast, the share of primary and tertiarysectors has increased between 2023 and 2024 (Graph 2.34). The lower contribution of construction within the secondary sectors and the increase of the agricultural sector and financial activities not regulated by the Office of the Financial Superintendence of Colombia wi
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	absorb the projected disbursements. The “credit pact” is an agreement between the Colombian Government and Asoban
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	57 The primary sector includes agriculture, livestock, hunting, forestry and fishing, and mining and quarrying. Secondary includes construction and manufacturing. Tertiary includes trade and services. 

	Graph 2.34 Sectoral Composition of Disbursements Granted by the Local Financial System to Private Companies (Annual Average) 
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	expected that by February 2026, a total of COP 248.6 t will have been disbursed, including these additional resources. Although this initiative could boost credit supply, its final impact on the performance of CIs will depend on the evolution of sectoral demand and the capacity of the various branches of economic activity to absorb the additional resources. Indeed, the construction and manufacturing sectors account for 80% of the additional resources that CIs would grant under the Pact. However, these secto
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	2.2.1.2 Recent Credit Risk Performance of the Private Corporate Sector 
	2.2.1.2 Recent Credit Risk Performance of the Private Corporate Sector 
	In the context of local economic adjustment, the private corporate sector’s NPL continued to deteriorate throughout 2024, as anticipated in the previous version of this Report. As of June 2024, the private corporate sector’s NPL stood at 4.7%, after registering an increase of 0.5 pp concerning December 2023. Thus, this indicator has approached the average of the last five years (Graph 2.35, panel A). 
	The non-performing loan portfolio of private corporate sector companies increased for most economic sectors, including commerce, construction, and manufacturing, which are the most representative segments of the commercial loan portfolio of this group of private companies (51.5% as of June 2024). 
	59
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	Likewise, the manufacturing and commerce NPLs are at levels above the averages of the last five years (Graph 2.35, panel A). The increase in the NPLs of the commerce, manufacturing, 
	60

	58 During the eighteen months to September 2024, the following disbursements were made by sector: housing and construction COP 31.8 t, manufacturing COP 128.2 t, agriculture COP 26.1, popular economy COP 0.7 t, and tourism COP 6.8 t. The Pact proposes to disburse to these sectors: COP 8.8 t, COP 35.2 t, COP 6 t, COP 3.4 t, and COP 1.6 t, respectively. 
	-
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	59 In this subsection, abbreviations will be used to refer to the following sectors: 1) real estate, renting, and business activities, as real estate; 2) agriculture, livestock, hunting, forestry, and fishing, as agriculture; 3) mining and quarrying, as mining; 4) electricity, gas, and water, as electricity; 
	-

	5) transportation, storage, and communications, as transportation; 6) financial intermediation, as financial; and 7) human health care and social work activities, as health. ‘Other services’ include firms belonging to the following economic sectors: public administration and defense, education, compulsory health and social services, other community, social, and personal services, private households with domestic help, and extraterritorial organizations and entities. Additionally, the financial and insurance
	5) transportation, storage, and communications, as transportation; 6) financial intermediation, as financial; and 7) human health care and social work activities, as health. ‘Other services’ include firms belonging to the following economic sectors: public administration and defense, education, compulsory health and social services, other community, social, and personal services, private households with domestic help, and extraterritorial organizations and entities. Additionally, the financial and insurance
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	60 The increase in the commerce sector’s NPL so far in 2024 is mainly explained by the deterioration in the non-performing loan portfolio of the wholesale commerce and vehicles subsectors, which in total account for 61.5% of the sector’s loan portfolio as of June 2024. The deterioration in construction is mainly due to the civil works and residential construction segments (89.9% share). Finally, the increase in the manufacturing sector’s NPL is mainly due to the food products and rubber subsectors (54.4% sh
	-
	-
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	a/ In the sector of financial and insurance, entities supervised by the Financial Superintendency of Colombia are excluded. b/ ‘Other services’ includes firms belonging to the following economic sectors: public administration and defense, education, compulsory health and social services, other community, social, and personal services, private households with domestic help, and extraterritorial organizations and entities. Note: the sectors are organized from left to right from the most representative to the 
	and construction sectors is consistent with the recent heterogeneous GDP growth observed by the economic sector (see chapter 1 of this Report) and with the pressures experienced by the housing market in recent years. The NPLs of other smaller sectors, such as agriculture, transportation, and health, also showed significant deterioration during 2024 and stood at levels above the average of the last five years. In view of this, an additional analysis was carried out, focusing on the loan 
	-
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	61 According to the ISIC sector classification, revision 4, the health sector collects information from firms engaged in human health care and social assistance activities. In turn, companies engaged in compulsory health plan affiliation are included in the “other services” branch (see footnote 59). 
	62 The annual increase in the agricultural sector’s NPL is mainly due to the deterioration in the subsectors of agriculture, livestock, hunting, and fishing, which account for 98.6% of the sector’s portfolio. In turn, the deterioration in the transportation sector is mainly due to the increase in the non-performing loan portfolio of the air and land transportation subsectors, which account for 64.6% of the sector’s portfolio. 
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	Graph 2.36 Credit Risk Indicators by Company Size 
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	Notes: in the legends, the shares of each firm size of company in the total balance of the private corporate sector are presented in parentheses. Companies are classified by size using the limits established in Annex 1 of Chapter XXXI of the SFC’s CBCF, where large companies are those with an asset level greater than 15,000 legal monthly minimum wage in force (SMMLV in Spanish), medium-sized companies with assets between 5,000 and 15,000 SMMLV, and small companies with assets less than 5,000 SMMLV. The NPL 
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	portfolio granted to Health Promoting Entities (Empresas Promotoras de Salud or EPS in Spanish) and Healthcare Service Providers (Intituciones Prestadoras de Servicios de Salud or IPS in Spanish). According to this analysis, the NPL of this group of debtors continued to increase throughout the year, reaching 2.5% as of June 2024, a higher value than the average of the last five years (1.4%). However, the pace of deterioration has been lower than observed in 2023, which is explained by the loan portfolio giv
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	The QRI has also shown increases in the last six months. The higher risk perception in the construction sector is highlighted. Within the most representative economic sectors, the QRI of construction and commerce showed deterioration and were above the averages of the last five years (Graph 2.35, panel B). This performance explains the increase in the total QRI of the private corporate sector so far in 2024, which has been similar to the increase in the NPL, which contrasts with what was observed in 2023, a
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	So far in 2024, the deterioration of the QRI and NPL of small and medium-sized companies in the private corporate sector continued. In turn, indicators of large companies exhibited smaller increases (Graph 2.36). Thus, as of June 2024, the NPL and the QRI of medium and small-sized companies stood at values above the averages of the last five years. The loan portfolio segment of small companies has a low representativeness in the loan portfolio of the private corporate sector 
	65
	-
	-
	-

	63 CIs’ exposure to IPSs and EPSs and the other indicators mentioned were calculated based on the registry of healthcare service providers in the Sistema Integrado de Protección Social – Sispro (Integrated Social Protection System) and the list of current EPSs published by the Ministry of Health and Social Protection. In addition, only healthcare service providers whose ISIC classification belongs to the human health care and social services sector were used for the IPS. 
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	64 CIs can assign a higher risk rating to debtors (B or worse) based on their internal analysis and without requiring the debtor to be in default. 
	65 For this subsection, companies are classified by size using the limits established in Annex 1 of Chapter XXXI of the SFC’s BAFC, where large companies are those with an asset level greater than 15,000 legal monthly minimum wages in force (SMMLV in Spanish), medium-sized companies with assets between 5,000 and 15,000 SMMLV, and small companies with assets of less than 5,000 SMMLV. 
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	(14.6% of the total as of June 2024); however, these companies make up most private corporate sector debtors (93.2% of debtors). 
	-

	The creditworthiness of some companies could be affected in the near future, considering the lagged effects of the economic adjustment process and the slow recovery of investment in an environment characterized by high uncertainty. Despite the recent reductions in interest rates and their favorable effects on the creditworthiness of companies (as most of their debt is at variable rates), delinquency could continue to materialize in the near future, given the slow recovery of investment and local uncertainty
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	2.2.1.3 Financial Fragility of Private Corporate Sector Companies with Public Accounting Information
	2.2.1.3 Financial Fragility of Private Corporate Sector Companies with Public Accounting Information
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	As anticipated in the previous version of this Report, the percentage of fragile companies increased between 2022 and 2023, mainly due to a lower capacity to cover financial costs with operating income (Graph 2.37). Indeed, the proportion of companies with an interest coverage ratio (ICR, defined as the ratio between operating income and financial costs) less than 1 stood at 19.2% in 2023, a value 
	67

	3.1 pp higher than the previous year. By economic sector, the increase in fragility was generalized, where the lower interest coverage in the commerce and agricultural sectors stands out. The loan portfolio share that has been granted by CIs to companies identified as fragile also increased in 2023. In any case, the fragility of companies is below the high values observed during the pandemic and between 2008 and 2009. 
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	By 2024, and consistent with lower interest rates on commercial loans, reductions in companies’ financing costs are expected. Considering that the most recent annual accounting information available is as of 2023, a simulation exercise of the companies’ balance sheets as of December 2024 was carried out using the central projection scenario of Banco de la Replica’s technical staff presented in the October 2024 Monetary Policy Report, statistical methods, and accounting assumptions. Based on this simulation 
	-
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	66 This subsection focuses on companies that report annual balance sheets to the Superintendence of Corporate Affairs and the SFC, which are as of December 2023. This information is complemented with quarterly balance sheets reported by securities issuers to the SFC until June 2024. Companies with balance sheet information represent 51.8% of the loan portfolio of private companies as of June 2024, and 41.0% of the commercial loan portfolio. 
	67 A company is defined as fragile if it meets any of the following criteria: 1) it enters into an insolvency proceeding with the Superintendence of Corporate Affairs (insolvency); 2) has a credit rating other than A or is thirty or more days in arrears (delinquency); 3) registers negative equity (negative equity); 4) incurs a net worth loss (bankrupt, quebranto patrimonial in Spanish); and 5) shows an interest coverage ratio (ICR) that is calculated as the ratio between earnings before taxes and interest e
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	68 The share of the balance corresponding to companies in default and companies in insolvency proceedings also increased between 2022 and 2023. However, the ICR criterion of less than 1 is the main factor explaining the recent dynamics of companies’ fragility. 
	69 The starting point was the 2023 annual balance sheets and the June 2024 quarterly balance sheets for companies that report to the SFC. For more details, see Tressel and Ding (2021), “Global Corpo
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	Notes: A firm is defined as fragile if it meets any of the following criteria: i) it enters into an insolvency proceeding with the Superintendence of Corporate Affairs (insolvency); ii) has a credit rating other than A or is thirty or more days in arrears (delinquency); iii) register negative equity (negative equity); iv) incurs a net worth loss (bankrupt, quebranto patrimonial in Spanish) (delinquency); v) shows an interest coverage ratio (ICR) that is calculated as the ratio between earnings before taxes 
	-

	of August 2024 and companies’ payment behavior as of June, some entities were identified as fragile. In accordance with the results, the percentage of fragile companies could be reduced in 2024 due to improved capacity to cover financing costs, in line with improved revenues due to a better performance of economic activity and cumulative interest rate reductions, and the fact that about 80% of the commercial loan portfolio is at variable rates (Graph 2.37, dotted line). However, some pressures on default an
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	An additional stress test was carried out to measure the financial capacity of companies in the extreme macroeconomic scenario presented in chapter 3 of this Report, characterized by a high local risk premium, low investment, and economic growth. Based on estimated annual balance sheets as of 2023, an additional twoyear horizon was simulated, and companies were classified as vulnerable in accordance with statistical techniques used to predict credit default with CIs. According to the test results, 3.8% of c
	-
	-
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	rate Stress Tests: Impact of the Covid-19 Pandemic and Policy Responses,” International Monetary Fund. 
	70 In particular, statistical machine learning models were proposed for the annual information of the companies between 2006 and 2023. These models seek to predict the default status of more than thirty days in a year based on the financial indicators of the companies of the preceding year. Combining these models and the balance sheet simulations, the companies that would become non-performing loan portfolio in the stressed scenario are defined. 
	vulnerable under the adverse scenario in one of the periods of the simulation horizon. The highest percentage of companies and loan portfolios that would become vulnerable out of the total sample is found in the commerce, manufacturing, and construction sectors (Graph 2.38). 
	71
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	Graph 2.38 Percentage of Firms and Loan Portfolio in each Sector that would become Vulnerable to an Extreme Macroeconomic Scenario, measured on the Total Number of Firms and Loan Portfolio in the Sample 
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	a/ In the financial and insurance activities sector, entities supervised by the Financial Superintendency of Colombia are excluded. b/ ‘Other services’ includes firms belonging to the following economic sectors: public administration and defense, education, compulsory health and social services, other community, social, and personal service activities, private households with domestic service, and extraterritorial organizations and bodies. Sources: Superintendence of Corporate Affairs and Financial Superint
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	By characterizing the financial and activity situation of the companies identified as vulnerable in the stress test, it is observed that they performed weaker in 2023 compared to previous years. In terms of annual variation in sales and profitability, vulnerable companies have shown lower dynamics (Graph 2.39). Similarly, companies identified as vulnerable are characterized by higher levels of financial debt and lower interest coverage. 
	-

	The financial system is resilient to the materialization of extreme and unlikely risks to the loan portfolio of companies. The stress test on the capital adequacy of CIs, presented in chapter 3 of this Report, evaluates the financial system’s exposure to credit risk of the companies identified as vulnerable in accordance with the previous test. The results exhibit that, in the aggregate, the financial system is sufficiently solid to face a potential default of the segments identified as the riskiest. In thi
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	71 The percentage values of companies and loan portfolios at risk were adjusted with the model’s sensitivity metric, defined as the percentage of hits over the total positive values in the test sample. 
	Graph 2.39 Financial Characterization of Vulnerable Firms (Stress Test) 
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	Notes: Graphs exclude observations that present data outside 1.5 times the interquartile range of the indicator’s historical distribution. Panel C only includes companies that report financial obligations. Total refers to the full sample of firms. Sources: Superintendence of Corporate Affairs and Financial Superintendency of Colombia; calculations by Banco de la Replica. 
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	2.2.2 Households 
	In line with the continuation of the economy’s orderly adjustment during the first half of 2024 and as anticipated in the previous Report, the household debt-to-income ratio continued to decline. As of June 2024, household debt as a percentage of disposable income (DTI) continued to decline from the peaks reached in 2021 (Graph 2.40). This dynamic is consistent with the real contraction of the household loan portfolio (consumer and housing), which in August 2024 was COP 347.5 t and, in real annual terms, ha
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	72 For this measure, the adjusted gross disposable income is used as the denominator, which refers to gross primary income, including current social transfers and excluding taxes, social contributions, and other current transfers. For these purposes, gross primary income corresponds to household remuneration from wages, net property income, gross capital surpluses, and mixed income. The annual value corresponds to the sum of the four quarters. 
	73 In addition to housing and consumer loans granted by CIs, it includes households’ obligations to savings and loan cooperatives, the National Savings Fund, and employee funds. 
	Graph 2.40 Household Debt-to-Disposable-Income (DTI) 
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	Note: The graph shows the debt-to-income indicator (DTI). To do this, the adjusted gross disposable income of households from the national accounts by institutional sector is used. The graph presents four measures of borrowing: 
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	1.
	1.
	1.
	 Purple line: household debt with credit institutions, savings and loan cooperatives, employee funds, and the Colombian Securitization Office. 

	2.
	2.
	 Orange line: household debt from the balances of the financial accounts published by Banco de la Replica. In addition to what is included in the purple line, microcredits, and commercial loans of individuals are included, in addition to obligations with other financial institutions. 
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	3.
	3.
	 Grey line: housing loans with credit institutions. 

	4.
	4.
	 Yellow line: consumer loans with credit institutions. The dotted segments correspond to forecasts of the indicator prepared by the technical staff of Banco de la Replica. For the DTI for consumer and housing, it is assumed that the share of these portfolios in the total remains constant over the forecast horizon. Due to insufficient information, the DTI forecast is not estimated using the borrowing of the financial accounts published by Banco de la Replica. Sources: Financial Superintendency of Colombia, S
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	tion dynamics of household debt, while housing loans consolidate five consecutive months of annual real growth. 
	tion dynamics of household debt, while housing loans consolidate five consecutive months of annual real growth. 
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	For the remainder of the year, the household debt-to-income ratio is expected to continue its adjustment process and be below the value observed in the first half of 2024. In order to anticipate short-term changes in the DTI, a forecasting exercise consistent with a low loan portfolio growth path that is in line with the most recent data and a favorable but moderate income dynamic was carried out for December 2024, consistent with the continuation of the economy’s adjustment process. In accordance with the 
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	Graph 2.41 Gross Household Savings as a Percentage of GDP 
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	Source: DANE; calculations by Banco de la Replica. consecutive quarter and reached its highest levels in the last 
	Graph 2.42 Weighted Average Financial Burden of Households that Accessed New Credits 
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	two years (Graph 2.42). This measure reflects a greater propensity of banks to grant new loans to debtors with higher leverage levels, which could translate into a greater materialization of credit risk in the future. 
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	The NPL of households improved in the last six months, although it remains at historically high levels. As of August 2024, the NPL of the household loan portfolio stood at 7.6%, value lower than in February 2024 (7.9%) but higher than the average of the last five years (6.0%; Graph 2.43). Despite the greater deteriorations observed in mortgage loans, the improvements in the NPL of households are explained by a reduction in the consumption indicator and by a higher write-off of the portfolio in this type of 
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	Note: the NPL of households is defined as the ratio between the housing and consumer portfolios with over 30 days past due and the total of these loan portfolios. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	The NPL has improved for most consumer segments, except for vehicle loans. As of August 2024, the personal loans segment continues to exhibit the highest NPL of the consumer loan portfolio. However, it has gradually declined since the beginning of the year (Graph 2.45). Considering that the most recent credit vintages in this segment have shown better dynamics, it could be expected that this indicator will continue to adjust orderly to lower levels. Similarly, the indicators for other segments have decrease
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	74 The credit vintage analysis consists of monitoring the evolution over time of quality indicators for a group of loans originated in a specific month. 
	Graph 2.44 Dynamics of the Risky Loan Portfolio and the Quality Risk Indicator (QRI) of Households 
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	Graph 2.45 Non-Performing Loans Indicator (NPL) by Consumer Portfolio Segment 
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	Note: the NPL is defined as the ratio between the loan portfolio over 30 days past due and the total loan portfolio. In parentheses is the share of the segment in the total consumer portfolio of the CIs. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	cle loans, the deteriorations have been increasingly lower in the last six months, which is related to the favorable dynamics of the most recent originations in this segment, as described in more detail in Box 1 of this Report. In contrast, the loan covered by automatic payroll deductions segment has accelerated its deterioration, which may be associated with the increase in unemployment in the first quarter of the year (see chapter 1 of this Report). 
	75
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	The NPL of housing loans continued to increase in the last six months, particularly those denominated in real value units (UVR in Spanish). The NPL of housing loans, both in pesos and in UVR, is close to the high levels observed at the end of 2020 (Graph 2.46). Although as of August 2024, the deterioration of UVR-denominated loans was greater than that of peso-denominated loans, the NPL of the latter has shown a more marked positive trend over the last year. This, combined with the 
	75 In the decomposition of the NPL performed in Box 1, the credit vintage component is associated 
	with the factors that influenced the origination of the vintage, such as: entities’ risk appetite, ma
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	croeconomic conditions, credit access conditions, among others. 
	Graph 2.46 Non-Performing Loans Indicator (NPL) of Housing Loan Portfolio by Denomination 
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	significant representativeness of peso-denominated loans within the housing loan portfolio (78.2%), is reflected in the fact that their deterioration has had a greater impact on the NPL of this type of loan. As for the dynamics by segment, the NPL for LIH (low-income housing) and non-LIH loans has also increased over the last six months. 
	76

	The NPL of the last credit vintages exhibits that, in general, the quality of those loans originated as of 2024 has deteriorated less than what was observed, on average, during the previous years. The vintage analysis, which consists of monitoring the quality indicators for a group of loans originated in a specific month, allows us to conclude that the quality of the consumer loan portfolio has improved in the most recent months and has approached 2022 averages (Graph 2.47, panel A). The 
	-
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	Graph 2.47 Non-Performing Loans Indicator (NPL) by Vintage for Consumer Loans 
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	76 The LIH segment includes elements that ensure its habitability, quality standards in urban, architectural, and construction design, and whose maximum value is 135 legal monthly minimum wages (SMMLV in Spanish). The non-LIH segment corresponds to that which exceeds 135 SMMLV. 
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	Graph 2.47 (continuation) Non-Performing Loans Indicator (NPL) by Vintage for Consumer Loans 
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	improvement has been widespread among the major consumer segments and is significant in the credit card segments (Graph 2.47, panels B to E). 
	Banks’ stance on new loans continues to be restrictive; however, the proportion of entities that have lowered their requirements has increased. In accordance with Banco de la Replica’s September 2024 Report on the Credit Situation in Colombia, banks continued to be demanding in allocating new loans to households during the third quarter of the year (Graph 2.48, panels A and B). Despite this, a larger proportion of entities are expected to reduce their requirements for new loan origination in the fourth quar
	-

	Consistent with a restrictive granting loan stance, CIs continue to concentrate their disbursements on former debtors with a low-risk profile. So far in 2024, the share of new loans of former consumer debtors, i.e., those who have taken out loans in the last four years, has increased (from 94.9% in 2023 to 95.9% in June 2024). Like
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	Graph 2.48 Changes in Banks’ Requirements for the Allocation of New Loans (percentage of institutions) 
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	a/ Expectations for the next quarter. Source: Survey on the credit situation in Colombia, September 2024; calculations by Banco de la Replica. 
	wise, when the credit history of these debtors is constructed from the first quarter of 2019 to June 2024 and classified according to their risk profile, it is found that CIs continue to grant loans to debtors with a lower level of risk, which supports the hypothesis of better origination standards in the recent past (Graph 2.49). 
	77

	Despite the improvement in the consumer loan portfolio quality indicators over the last six months, uncertainty persists regarding the future dynamics of households’ creditworthiness due to several factors that may impact these agents. The increase in income in a recovery scenario in economic activity, together with the effects of the cumulative decrease in the level of interest rates, continues to favor households’ creditworthiness since it reduces the value of interest payments on their new loans. Similar
	-
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	77 Calculations based on the SFC’s quarterly Form 341, “Individual Debtor Report: Lending Transactions.” The most recent information available from this form is as of June 2024. Debtors with a high level of risk were defined as those who were ninety or more days in arrears in any of the periods analyzed in the household loan portfolio (consumer and housing). New debtors are excluded from the calculations. 
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	Nota: cálculos con base en el formato trimestral 341, “Informe individual por deudor: operaciones activas de crédito” de la SFC. La última información disponible de este formato se encuentra a junio de 2024. Se definieron a los deudores con alto nivel de riesgo como aquellos que presentaron una mora mayor a 90 días en alguno de los periodos analizados en la cartera de hogares (consumo y vivienda). Se excluyen los deudores nuevos de los cálculos. Fuente: Superintendencia Financiera de Colombia; cálculos del 
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	the balance sheet of these. Despite this, considering that the housing loan portfolio has continued to deteriorate in recent months and households are sensitive to a possible deterioration in employment and adverse shocks affecting economic activity, the final effect on the financial health of these agents will depend, among other things, on the dynamics of the factors described in this section. 
	the balance sheet of these. Despite this, considering that the housing loan portfolio has continued to deteriorate in recent months and households are sensitive to a possible deterioration in employment and adverse shocks affecting economic activity, the final effect on the financial health of these agents will depend, among other things, on the dynamics of the factors described in this section. 
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	2.3 Market Risk 
	2.3 Market Risk 
	2.3 Market Risk 
	Since the information used for this section of the Financial Stability Report contains high frequency information, the analysis horizon corresponds to the period between March and October 2024. 
	Between March and October 2024, the public and private debt markets experienced devaluations, particularly towards the end of the evaluation window. Similarly, the stock market partially corrected its positive trend that began in the third quarter of 2023. Although, in line with the favorable performance of public debt in the region and lower international and local interest rates, public debt instruments had been valued as of September 2024, a higher risk perception, as a result of greater uncertainty rega
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	During the analysis period, the public debt and stock markets were particularly susceptible to market risk events. The private debt market, on the other hand, was the receiver of the volatility events of these two markets. The period between March and October 2024 was marked by events of uncertainty regarding the health of public finances; a lower weighting of Colombia in the Global Bond Index - Emerging Markets due to the entry of India’s bonds in the index; a context of U.S. dollar appreciation that resul
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	2.51) was reversed. 
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	Graph 2.51 Volatility Transmission Index 
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	As of October 2024, the largest buyers of public debt were the PFMs and banks, while foreign investors maintained their selling trend. For this reason, the decisions of these three types of agents could have an impact on the dynamics of the 
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	78 Gamba S., J. E. Gómez, J. Hurtado, L. F. Melo (2017). “Volatility Spillovers among Global Stock markets: Measuring Total and Directional Effects,” Borradores de Economía, No. 983. 
	public debt market. Since December 2022, PFMs have been net buyers of public debt instruments and have become the largest TES holders, with 31.2% of the total supply, followed by foreign investors and banks, which hold 18.6% and 16.5%, respectively (Graph 2.52). In this regard, since these three types of agents hold more than 60% of the outstanding TES stock, a potential risk for the public debt market arises from their investment decisions, particularly in the event of widespread sales by these agents. Add
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	Note: Flows include issues and maturities, so they don’t necessarily add up to zero. Source: DCV; calculations by Banco de la Replica. 
	In a context of higher debt issuance by the Government and higher TES holdings by PFMs and banks, the duration of the financial system’s portfolio remained relatively stable in the horizon period. During 2024, the National Government has issued TES for about COP 61.0 t, mainly concentrated in the long term, with maturities up to 2050, which represents an increase of more than 20% with respect to 2023 issuances. In addition, the Government has carried out roll overs and TES sales transactions to obtain cash.
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	Fiscal uncertainty could be reflected in a higher risk premium for Colombia, which could lead to devaluations along the yield curve. In addition to the accelerated pace of public debt issuance by the Government to address short-term financial needs, the Senate recently approved a reform to the General Participation System, which will progressively transfer greater resources from the Colombian Government to regional governments. These two factors have negatively influenced the risk perception of the Colombia
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	79 TES issuances were increased to COP 73,708 t for 2024. For more details, see Decree 1298 of 18 October 2024. 
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	Graph 2.53 TES Peso Curve Under an Adverse Scenario 
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	Source: DCV, calculations by Banco de la Replica. 
	proposed in which the CDS would increase by 50 bps in a period of one month and, using the results of the SYSMO stress model methodology presented in chapter three of this Report, it was estimated that the yield curve in pesos would devalue by an average of 60 bps, concentrated in the two to five-year range of the curve (Graph 2.53). 
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	In an adverse scenario of public debt devaluations such as the one shown in the previous exercise, the financial system’s TES portfolio would face losses of about COP 9.5 t, and the most affected entities would be the PFMs in third-party position and TCs. A shock and a devaluation of the public debt market of the magnitude analyzed in this section could significantly impact the financial system since TES is its main investment asset, and the proportion of these that are valued at market prices is high, part
	80
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	In a scenario of materialization of fiscal and geopolitical risks at the global level that would generate a systemic decline of the U.S. stock market, the Colombian stock market would register a similar dynamic to that of the emerging markets index. 
	-

	One of the channels through which the materialization of the global risks described above can be quantified is the stock market. In this regard, a scenario of systemic decline in the S&P500 equivalent to a 10% devaluation over a month was assumed, and the subsequent performance of various Latin American and emerging markets was estimated (Graph 2.54). The results exhibit that the markets of Chile and Mexico tend to be less responsive to these transmission episodes, so the impact on their stock markets is lo
	83
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	80 The highest price drop was estimated at the fifty-month apex of the peso TES curve: 2.9% (97 bps). 
	81 A measure that estimates the maximum loss an investment portfolio may experience over a certain horizon and with a certain confidence level as a percentage of its portfolio. 
	82 Form 438 - Value at risk by factors, and Form 386 - Value at risk by modules 
	83 A stock index that includes 500 of the largest and most representative companies in the United States, covering various sectors of the economy. 
	84 This methodology is known in the literature as long-run marginal expected shortfall (LRMES) and originates from the systemic expected shortfall (SES). In this exercise, the methodology of Sánchez-Quinto, C. (2022) was replicated. 
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	Table 2.2 Potential Losses from Market Risk Events 
	Type of Institution 31 - Oct - 2024 COP t percentage of Equity (August 2024) Credit Institutions 
	Commercial Banks 
	Commercial Banks 
	Commercial Banks 
	0.75 
	0.70 

	Investment Banks 
	Investment Banks 
	0.02 
	0.12 

	Commercial Finance Companies 
	Commercial Finance Companies 
	0.00 
	0.00 

	Financial cooperatives 
	Financial cooperatives 
	0.00 
	0.00 


	Non-Bank Financial Institutions (NBFIs) 
	Pension Funds in proprietary position 
	Pension Funds in proprietary position 
	Pension Funds in proprietary position 
	0.00 
	0.01 

	Pension funds third party position 
	Pension funds third party position 
	4.16 
	0.84 

	Stock Brokerage Firms: proprietary position 
	Stock Brokerage Firms: proprietary position 
	0.00 
	0.00 

	Stock Brokerage Firms: third-party position 
	Stock Brokerage Firms: third-party position 
	0.10 
	0.22 

	Trust Companies: proprietary position 
	Trust Companies: proprietary position 
	0.00 
	0.05 

	Trust Companies: third-party position 
	Trust Companies: third-party position 
	4.40 
	0.93 


	Insurance and Capitalization Companies 0.07 0.30 System in proprietary position 2.99 0.25 Total Financial System 9.53 0.81 
	Sources: Centralized Securities Depository; calculations by Banco de la Replica. 
	(percentage) 
	(percentage) 
	20.0 
	15.0 
	10.0 
	7.1 
	6.8 
	5.7 
	5.0 
	4.7 
	4.2 
	3.9 
	0.0 

	Oct-19 Oct-20 Oct-21 Oct-22 Oct-23 Oct-24 
	Colombia Mexico Chile Peru Argentina Emerging 
	Note: the dotted line is at 10% and denotes the level at which a stock market would register a stronger response than the stress scenario posed, in which the S&P500 index depreciates 10%. Source: Bloomberg; prepared by Banco de la Replica. 
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	Graph 2.54 Estimated Drop in Stock Indices resulting from a Stress Scenario in S&P500 
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	sitive, exhibiting generally stronger declines, which would be explained by idiosyncratic factors affecting their markets. Finally, the Colombian stock market, except for the 2020 episode, shows a medium level of sensitivity, which is similar to that of the emerging market stock index. In this regard, the local market is characterized by low liquidity and performance driven by the financial sector and oil prices. However, foreign investors are key players in the volume traded in the local stock marketand ac
	sitive, exhibiting generally stronger declines, which would be explained by idiosyncratic factors affecting their markets. Finally, the Colombian stock market, except for the 2020 episode, shows a medium level of sensitivity, which is similar to that of the emerging market stock index. In this regard, the local market is characterized by low liquidity and performance driven by the financial sector and oil prices. However, foreign investors are key players in the volume traded in the local stock marketand ac
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	The most relevant source of market risk for the local financial system is concentrated in the performance of public debt and its microstructure of participation by type of entity. Although, as indicated in the Financial Stability Report of the first half of 2024, the risk of a sudden and large-scale liquidation of foreigners’ position in public debt instruments is lower due to the restructuring of holdings towards PFMs, uncertainty 
	85 According to the Colombian Stock Exchange, as of September 2024, foreign investors accounted for 30.6% of the traded volume in the Colombian equity market. 

	persists regarding the investment decisions of these entities and banks in a scenario of greater uncertainty regarding the government’s finances and the outcome and implementation of its reforms. Similarly, a greater perception of sovereign risk derived from this could negatively impact the local market performance and foreign investors’ appetite for Colombian instruments. 
	-


	2.4 Liquidity and Trading Book Interest Rate Risk 
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	Gráfico 2.55 Descomposición de los ALM (porcentaje del RNL) 2.4.1. Liquidity Risk 
	A. 26 April 2024 
	The reduction of the reserve requirement generated addition(percentage) al liquidity in the financial system. The reserve requirement is an economic policy instrument that requires CIs to maintain a liquidity reserve proportional to the total deposits collected from the public. On 30 August 2024, the Board of Directors of Banco de la Replica decided to reduce the applicable percentages by 1 pp, from 8.0% to 7.0% for current and savings accounts, and from 3.5% to 2.5% for term deposits (CDs with maturities o
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	ture, primarily composed of cash and high-quality liquid assets. Between April and September, the liquidity of the financing companies has increased considerably. To meet their liquidity requirements, CIs have sufficient high-quality liquid assets and cash to comply with the thirty-day LRI regulatory minimum, even without the need to resort to other assets, such as reserve requirements and crossed deposits (Graph 2.55). By type of institution, financing companies recorded a strong increase in their liquid a
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	Note 1: The liquid assets (LAM) of the LRI are composed of the aggregate available (which in the graph is broken down into reserves, cross-deposits, and available), investments in high-quality liquid assets (HQLAs), and other liquid investments. HQLAs are considered to be those liquid assets that Banco de la Replica admits for open market operations and liquidity operations for the normal functioning of the payment system. The LAMs that are computed in the calculation of the LRI are adjusted for market liqu
	-

	86 For more details on the factors considered in the decision of the Board of Directors of Banco de la República, see the blog Bank Reserve and Liquidity Risk Management at 
	www.banrep.gov.co 

	87 Crossed demand deposits refer to the relationship between two Cis, in which each holds a balance of demand deposits in the other. This is important because, if one of them observes liquidity pressures, one of them could withdraw the balance deposited in the other CI, but the latter, in turn, could withdraw its balance to meet the withdrawal generated by the first CI. Therefore, there is no certainty that crossed demand deposits can be used to alleviate the liquidity pressures faced by a CI. 
	-

	Graph 2.56 Rate and Growth of Demand Deposit Balances of Individuals 
	Graph 2.56 Rate and Growth of Demand Deposit Balances of Individuals 
	A. Average Rate Deposits by Size of CI 
	(percentage) 
	10.0 
	8.0 
	6.0 
	4.0 
	2.0 

	Figure
	0.0 Oct-23 Jan-24 Apr-24 Jul-24 Oct-24 
	0.0 Oct-23 Jan-24 Apr-24 Jul-24 Oct-24 
	Small CI Large CI Medium CI 
	B. Real Monthly Growth of the Balance by Deposit Rate 
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	Note 1: The division by size in panel A was made by classifying the first five institutions in assets as of August 2024 as large, the next ten as medium-sized, and the others as small. Note 2: Monthly growth was calculated on the five-day moving average of observed balances. Source: Financial Superintendency of Colombia; prepared by Banco de la Replica. 
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	CIs, whose dynamics are mainly explained by the behavior of banks, the reduction in reserve requirements on deposits did not have a significant impact on the LRI. This is due to the fact that, although institutions did not hold this new liquidity surplus in cash, they did increase their exposure to other liquid investments. 
	CIs, whose dynamics are mainly explained by the behavior of banks, the reduction in reserve requirements on deposits did not have a significant impact on the LRI. This is due to the fact that, although institutions did not hold this new liquidity surplus in cash, they did increase their exposure to other liquid investments. 
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	The increased capture of demand funds has impacted the structure of the deposit market. Higher interest rates on this instrument have been the main tool of this strategy by financing companies. Since May 2024, some small CIs, mainly financing companies, have adopted a strategy for attracting demand deposits by offering high interest rates (Graph 2.56, panel A). This trend, combined with a declining path of market interest rates, contributed to a sustained monthly growth in the demand deposit balance of thes
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	In an environment of loosening local financial conditions, the capture of demand deposits has gained relevance as a structural funding source for CIs, compared to term deposits. In line with lower funding needs, given the loan portfolio slowdown and in a context of loosening local financial conditions, the downward adjustment in the term deposit market continued in the last half of the year. In particular, the real annual growth of these deposits continued to decelerate and reached negative values between J
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	Graph 2.57 Contribution to the Real Annual Growth of Available Stable Funding (ASF) of CIs by Type of Funding Source 
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	Note 1: The total of CI refers to the set of institutions in groups 1 and 2 of the NSFR. Group 1 comprises banks whose assets represent 2.0% or more of the total assets of the banking sector. Group 2 includes banks whose assets represent less than 2.0% of the total assets of the banking sector, financing companies, financial corporations, financial cooperatives, and special official institutions indicated in subparagraph i) of numeral 5.3.1 of chapter XXXI of the FABC, provided that such institutions have a
	In line with the entry into force of the regulatory changes on the NSFR in September 2025 and the expected recovery of the loan portfolio, entities should continue to properly manage structural funding risks. In accordance with the convergence process towards Basel III standards in liquidity risk management, in September 2025, the instructions issued by the SFC in External Circular 013 of 2023, which modifies the NSFR calculation methodology, will enter into force. As of September 2024, the NSFR’s required 
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	In response to the issues raised in the previous version of this Report, CIs have adjusted downward the cost of term liabilities and have adequately navigated periods of high long-term CDT maturities. However, they face the dilemma of short-term financing and lower rates while adjusting funding to more stable sources, in accordance with the future NSFR requirements. 
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	In the previous version of this Report, the need for a triple task in the management of CI funding was raised, consisting of the downward adjustment of the cost of term liabilities, the management of the refinancing risk associated with shorter terms issues, and finally, the control of the maturity mismatch in accordance with the NSFR. With respect to the first point and in line with the decrease in market rates, broader financing conditions and lower funding needs in the face of slow credit dynamics, the r
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	88 The SFC established that CIs and the Special Official Institutions (SOIs) for which the regulation applies must differentiate from September 2025 the demand deposits of wholesale customers of the real sector, OECI-Fs and financial institutions supervised by the SFC, between operating and non-operating deposits, according to an internal classification methodology. 
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	This section analyzes the interest rate structure of the balance sheet of CIs and calculates a measure of exposure to the in
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	is equal to or less than 179 days. Issues between six months and one year are considered to be those whose term is between 180 and 360 days. Greater than one year, includes issues with terms of more than 360 days. Source: Financial Superintendency of Colombia (Form 441); prepared by Banco de la Replica. 
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	89 Interest rate risk has two dimensions: the first is analyzed in the market risk section and refers to the risk of devaluations of assets in the treasury book in the event of interest rate movements. According to Chapter XXXI of the SFC’s Basic Accounting and Financial Circular (BAFC), the treasury book is composed of the set of positions, resulting from treasury operations, that the entity holds in order to benefit in the short-term form fluctuations in asset prices, as well as those investments sensitiv
	89 Interest rate risk has two dimensions: the first is analyzed in the market risk section and refers to the risk of devaluations of assets in the treasury book in the event of interest rate movements. According to Chapter XXXI of the SFC’s Basic Accounting and Financial Circular (BAFC), the treasury book is composed of the set of positions, resulting from treasury operations, that the entity holds in order to benefit in the short-term form fluctuations in asset prices, as well as those investments sensitiv
	-
	-
	-
	-
	-
	-


	0.0 2.0 4.0 6.0 8.0 10.0 12.0 14.0 16.0 18.0 20.0 9.3 9.7 9.9 9.5 9.0 9.5 10.0 10.5 11.0 11.5 12.0 
	Graph 2.59 Average Monthly CDT Issuance Rates Per Term of the CIs 
	Graph 2.59 Average Monthly CDT Issuance Rates Per Term of the CIs 


	0 10 20 30 40 50 60 70 80 90 1
	regional banks in March 2023. Banking supervision has emphasized the management and regulation of IRRBB under the Basel Pillar III (BIS, 2019). In Colombia, this regulation was socialized by the SFC in 2022 and began to be implemented in December 2023. The measurement of IRRBB under the new SFC regulation will take place between December 2024 and July 2025. 
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	Because banks usually have a maturity mismatch due to their intermediation activity (they lend long-term and fund short-term), interest-rate increases can negatively affect net interest income and equity, if banks do not quickly adjust their balance sheet to the interest rate cycle, or if they do not use interest rate hedges. However, balance sheet adjustment also depends on credit and deposit market factors (i.e.: demand, competition, risk, etc.) that may slow down their response to monetary policy cycles.
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	Interest rate risk in the banking book (IRRBB) is the potential impact on banks’ capital and profits of interest rate movements affecting banking book positions. In order to measure the exposure of credit institutions to IRRBB, the Weighted Average Term to Maturity (WATM) gap has been calculated, which is defined as the difference between the weighted assets and liabilities that make up the banking book, sensitive to changes in interest rates for different maturities. The evolution of the WATM gap depends o
	93
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	90 BIS (2019). Interest Rate Risk in the Banking Book, Basel Committee on Banking Supervision SPR31, Bank for International Settlements, Basel. 
	91 In December 2023, the IRRBB regulation came into force, which incorporates the explicit measurement of this risk and its quantification in terms of the impact on the economic value of equity (EVE) and net interest margin (NIM). The regulation incorporates different scenarios of interest rate shocks and makes a granular measurement of IRRBB exposures. The standard was informed by the SFC’s External Circular 25 of 2022 and is discussed in the Financial Stability Report of September 2022. 
	-

	92 In the box “Interest Rate Risk in the Banking Book and Monetary Policy Normalization” of the September 2023 Financial Stability Report, an analysis of IRRBB by type of institution, its evolution during different interest rate cycles and its relationship with the profitability of CIs is made. 
	93 The indicator is defined as:   where 𝑊𝑊𝐴𝐴𝐴𝐴! = ∑" 𝑊𝑊𝐴𝐴" 01 + ∑" 𝑊𝑊𝐴𝐴"𝑥𝑥𝐸𝐸!%,'( and 𝑃𝑃𝐴𝐴𝐴𝐴! = ∑) 𝑃𝑃𝐴𝐴) 0 1 + ∑) 𝑃𝑃𝐴𝐴"𝑥𝑥𝐸𝐸!%,'( . Where ASR corresponds to the assets i that make up the banking book and which is divided into fixed rate indexed assets AFthat have a duration D that is compared in time T and variable rate indexed assets AV that are affected by changes in the monetary policy rate, an effect that is captured by the elasticity between the benchmark rates and th
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	fixed-rate indexation of assets and liabilities remains unchanged. In an interest rate reduction scenario, on the other hand, the gap is expected to narrow as long as the fixed-rate indexed assets and liability portions remain unchanged, and the floating-rate liability portion increases more than the floating-rate asset portion. This would reduce the cost of funding while maintaining the profitability of the assets. However, achieving such adjustments in the duration and composition of the balance sheet dep
	94

	The evolution of the WATM gap depends on the compositions of fixed-rate and floating-rate indexed assets and liabilities, and the observed duration of the intermediaries’ balance sheet components. Between April and October 2024, the WATM increased in absolute terms and is currently above the average level of the last five years, indicating a higher probability of IRRBB materialization. During the six-month period, the WATM gap widened by 1.4 pp, from -11.4% in April to -12.8% at the beginning of October 202
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	a/ WATM gap as a percentage of the asset. 4-week moving average. Source: calculations by Banco de la Replica with weekly information from Form 473 of the Financial Superintendency of Colombia. 
	gap compared to the floating-rate indexed component. Between April and October 2024, the floating rate indexed component increased by 2.4 pp, while the fixed rate component increased by 3.8 pp, leading to a widening of the WATM gap by 1.4 pp (Graph 2.62). In October 2024, the portion of fixed-rate assets in total assets stood at 55.7%, while the fraction of fixed-rate liabilities over total liabilities reached 56.5%. As the floating-rate indexed component increases and the duration of the balance sheet rema
	94 Caballero, J.; Maurin, A.; Wooldridge, P.; Xia, D. (2023). “Interest Rate Risk Management by EME Banks”, BIS Quarterly Review, September. Drechsler, I.; Savov, A.; Schnabl, P. (2021). “Banking on Deposits: Maturity Transformation without Interest Rate Risk,” Journal of Finance, vol. 76, no. 3, pp. 1091–1143. McPhail, L.; Schnabl, P.; Tuckman, B. (2023). “Do Banks Hedge Using Interest Rate Swaps?”, working paper, no. W31166, National Bureau of Economic Research. 
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	the six-month period (Graph 2.64), which explains the reduction in the duration of CIs’ liabilities. Indeed, the shorter duration of liabilities versus the relative stability of assets led to a gradual increase in the maturity mismatch, which increases the exposure to IRRBB. 
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	In summary, during the last six months, the WATM gap of CIs widened, suggesting a greater exposure to IRRBB. The indicator is higher than the average for the last five years. The widening of the gap was mainly explained by the gradual increase in maturity mismatches, given the stability in the indexation of the balance sheet at floating rates. While CIs continue to increase the indexation of both sides of the balance sheet to the IBR, fixed-rate indexation of the balance sheet predominates, preventing furth
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	-
	-
	-
	-
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	Shaded Section 2: Financial Overview of Savings and Loan Cooperatives in Colombia 
	Since the last Financial Stability Report (see Cely et al., 2024), an analysis on savings and loan cooperatives (SLCs) monitored by the Superintendencia de Economía Solidaria (Superintendency of Solidarity Economy, SES) that perform financial intermediation tasks, that is, those that have a savings and credit division. This analysis is relevant given that they carry out their activities in 23 out of the 32 departments of the national territory (71.9% of the total) and, in addition, it has been observed that
	-
	-

	When carrying out a financial intermediation activity, cooperatives face multiple financial risks, including credit and liquidity risks. Considering their wide diversity, high geographical reach, their market niche, and their microfinance work, as they serve a segment of the population that is sometimes unbanked, the study of cooperatives is relevant not only for issues of financial inclusion and banking penetration but also to strengthen the assessment of the country’s financial stability, understanding th
	-
	-

	This shaded section updates the financial and risk indicators of SLCs, and is divided into four sections, including this introduction. The second section describes the sector and analyses the historical evolution following its balance sheet data. Then, in the third part, the performance of some of their risk indicators is shown and, finally, in the last part, the connection between these entities and the CIs is evaluated. 
	-

	Landscape of the Solidarity Cooperative Sector 
	In August, investments recovered from the decline they had experienced for almost two years, and their growth rate currently exceeds that of the loan portfolio. In terms of liabilities, Term Savings Deposit Certificates (CDATs in Spanish) maintain a stable dynamic and are the ones that contribute the most to the growth of liabilities. The SLCs sector is composed of 172 cooperatives with assets of COP 21.3 t, of which 86.8% correspond to the loan portfolio. In August of this year, investments showed the high
	1
	2
	-
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	The loan portfolio of the cooperative sector is concentrated in the consumer loan, a type of loan that continues to show decreases. On the liability side, CDATs with a 
	Graph S2.1 
	Graph S2.1 
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	Note 1: Real growth is calculated using the consumer price index excluding food. Note 2: The shares of each component are shown in parentheses. Note 3: In panel B, the credit series (2.8% of liabilities) is excluded due to its high volatility. However, its performance will be discussed in more detail in section 3 of this shaded section. Source: Fogacoop; calculations by Banco de la Replica. 
	term of less than one year, the main source of funding for SLCs, continue to grow. The consumer loan, which by August 2024 accounted for 74.2% of the loan portfolio, grew -3.4%, thus continuing the negative trend it had exhibited since the end of 2022 (Graph S2.2, panel A). By August 2024, the commercial and housing loans also show contractions. Regarding term deposits, the main source of funding for SLCs, it is observed that the cooperative sector is concentrated in the term of less than one year, where th
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	Graph S2.2 Real Annual Growth of the Main Components of the Balance Sheet 
	A. Portfolio Evolution by Type of Loan B. CDATs Evolution by Term 
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	tions that have been observed in their recent history. If this trend continues, the structural funding of these entities could be affected and make them more dependent on short-term instruments renewals, which could create vulnerabilities. 
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	The profitability of most SLCs has recovered after the low levels seen at the end of 2023. When calculating the return on assets (ROA; Graph S2.3), it is found that SLCs classified as intermediate exhibit a similar performance to that of CIs. On the other hand, the profitability of those classified as basic has gradually increased and is close to reaching the mid-2022 levels. In the case of full-category SLCs, the recovery in profitability has been more pronounced and has already reached a level of 1.4%. Ov
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	Risk Indicators 
	This section provides an exploratory analysis of credit risk and the equity robustness of this sector, which also carries out financial intermediation tasks. 
	The non-performing loans indicator (NPL) shows a deteriorating trend since the second half of 2022 (Graph S2.4, panel A). Except for housing, this performance is observed in all types of loans. In addition, when considering the write-offs, an average increase of 1.1 pp on the NPL is observed, i.e., an additional deterioration on the loan portfolio. When examining the capital adequacy ratio by category of cooperative, it is observed that the median of the institutions has ratios above 20%; however, there are
	4
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	3 The categorization of the institutions was carried out following the current draft decree of the Financial Regulatory Unit (URF in Spanish), where it is proposed that cooperatives with a total value of assets less than 315,000,000 of real value units (UVR) will be considered as basic; between 315,000,000 and 1,400,000,000 UVR will be considered as intermediate, and those with more than 1,400,000,000 UVR, as full. 
	-

	4 Calculated as the percentage of the gross loan portfolio that is in arrears for more than 30 days. 
	5 The loan portfolio that a financial institution writes off refers to a loan portfolio that was in default and that the institution decides that the recovery of the resources has a very low probability, so it uses its provisions to pay off the debt of that loan portfolio and thus be able to exclude it from its balance sheet. By doing this, this loan portfolio ceases to be included in the default portfolio (and therefore the NPL). Thus, taking write-offs into account allows the NPL to be presented consideri
	-

	6 The indicator is under review on the definition of the concepts of renewal of deposits and their reporting. For more information on its calculation, see: para-cooperativas/indicador-de-riesgo-compuesto-irc 
	-
	https://www.fogacoop.gov.co/ 
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	institutions has comfortable levels of liquidity that exceed twice their requirement (Graph S2.4, panel C). 
	In the last six months, there has been a stable performance of the indicator of provisions coverage of non-performing loans in the cooperative sector in all types of loans. The provisions coverage indicator remains at levels below 100% for all types of loans, and presents its lowest level in housing loans, a performance expected due to the condition that this type of loan has to account for provisions. When including general provisions, the aggregate coverage ratio stands at 84.5% as of August 2024 (Graph S
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	Graph S2.5 Loan Portfolio Provisions Coverage Indicator 
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	Graph S2.6 Real Annual Growth of the Loan Portfolio of the CIs Granted to the SLCs 
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	Connection with Credit Institutions 
	Connection with Credit Institutions 
	SLCs are decreasingly turning to CIs to apply for loans in order to leverage their operations. With data as of June 2024, the total amount of loans of the SLCs with CIs amounts to COP 0.8 t (as of December 2023, it stood at 0.9 t in June 2024 pesos). These loans are distributed among those requested from banks for COP 442.9 billion (b), operations granted by special official institutions (SOIs) totaling COP 343.2 b, loans with financing companies totaling COP 4.9 b and, finally, loans with financial coopera
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	Conclusions 
	The cooperative sector has many user-members, and its importance in terms of geography and assets has grown, which makes it crucial to include it in the analysis of the Colombian financial sector. Solidarity cooperatives focus on consumer loans on the asset side, and on CDATs on the liability side. In terms of profitability, some categories of cooperatives have shown an improvement that is not yet reflected in the CIs supervised by the SFC. On the other hand, credit risk indicators remain high and with an u
	-
	-
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	Box 1: Decomposition of the Performance of Credit Vintages 
	Juan David Roa Eduardo Yanquen
	Juan David Roa Eduardo Yanquen
	* 


	The cohort of credits that are originated in a particular period (generally one month) and are related to each other as they have been originated by credit institutions (CIs) under particular allocation conditions, risk appetite of the institutions, and economic situation is called vintage. Generally, the evolution of the non-performing loans indicator (NPL), which is defined as the percentage of loan portfolio in default over gross loan portfolio, is used to evaluate the payment trend of debtors who obtain
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	The Financial Stability Report for the first half of 2024 mentioned a deterioration in the credit risk indicators of the consumer and microcredit loan portfolio, which were the credit modalities that registered the highest NPLs of all loan portfolios (8.4% and 10.1%, in their order); even for the microcredit loan portfolio this indicator has been the highest observed in its history. This box seeks to identify the determinants of the deterioration of these types of loans, through the decomposition of the NPL
	-
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	1. Methodology 
	1. Methodology 

	The test is carried out using the methodology of decomposition of the NPL of vintages proposed by Gamba et al. (2021), based on three components: age, period, and cohort or vintage, as follows: 
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	Where the coefficient associated with age, , , corresponds to the time that has passed since the origin of the vintage, and can be interpreted as the expected deterioration of the loans of the modality of analysis given their age; the coefficient associated with the period,  , corresponds to the common factor that affects all vintages in a particular month, regardless of how much time has passed since their origination, and therefore this factor may be associated with the state of the economy: for example, 
	Figure
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	Figure
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	Sect
	Figure

	1* The authors are part of the Financial Stability Department. The opinions do not commit Banco de la Replica or its Board of Directors. 
	1 This box provides an aggregate analysis of the type of loans of all CIs, since with the available information it is not possible to disaggregate the loans assigned by the type or the granting entity. 
	2 This monitoring in previous periods allowed, for example, to timely detect a deterioration in consumer loans, which is why the Financial Superintendency of Colombia issued External Circular 26 of 2022, which increased provisions for this type of loan as a macroprudential measure. 
	3 Note that there are no interactions between these components, so the effect derived from the performance of the economy in which each vintage originated individually is not considered. 
	4 It is also known as vintage height. 
	Graph B1.1 Breakdown of the NPL of the Consumer Loan Portfolio 
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	Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Replica. 
	the economic context of the origination, as well as the conditions of credit allocation and risk appetite of the institutions under which the loans belonging to this cohort were originated; for example, in search of greater credit origination, CIs could have lowered the score from which loans of a particular type of loan are granted. For the analysis, only the dynamics of the period and vintage (cohort) components are used, since the age component represents the average observed deterioration of all vintage
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	2. Results 
	When analyzing the vintages of the consumer loans following this methodology, it is observed that the vintage component , was the one that contributed the most to the NPL, which, after reaching a peak in mid-2022, has shown a decreasing trend (Graph B1.1). This could indicate that after the credit boom that occurred since 2022 and part of 2023, driven by an increase in demand and a relaxation of credit allocation conditions, institutions increased the requirements in this type of loan, considering the high 
	Figure
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	The reduction in the contribution of the vintage component could be a result of these dynamics and would indicate which loans from the most recent vintages are being granted to customers with better risk profiles. On the other hand, the period component, which had made negative contributions over the past two years, began to contribute positively in recent months. This performance could indicate that customers of this type of loan that had been benefiting from good local macroeconomic conditions are beginni
	For the sub-modalities of free investment (30.2% of the total consumer loans) and vehicles (9.9% of the total consumer loans), a similar performance is observed to that of the aggregate: the relaxation of credit conditions drove positive peaks in the vintage component towards the second part of 2022, which lost importance in favor of the period component in the face of stricter credit allocation conditions. Regarding credit cards (18.2% of the consumer loans), it is observed that, in the case of loans for h
	-
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	5 A credit score is a measure that results from a statistical model that uses multiple factors, which is usually used by CIs to determine which customers are viable for granting loans; generally, those with a lower score indicate a higher probability of default. 
	6 In this indicator, negative values indicate greater restrictions in the granting of loans. 
	the vintage component has done so in the opposite direction, which could be explained by a better selection of customers for these credits and, possibly due to a faster transmission of labor market conditions, given the nature of these credits. 
	In turn, for the low-value microcredit loans, it is evident that the vintage component has made a greater contribution to the NPL since 2020. However, as of February 2024, the period component was the one that predominated, and its contribution began to be positive (Graph B1.2, panel A). This could indicate a recent tightening of conditions for accessing this type of loan. For high-value loans of this type of loan, a similar performance is observed, although, in this case, the period component has been cont
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	Graph B1.2 Breakdown of Vintages by Loan Amounts from the Microcredit Loan Portfolio 
	A. Factors for Low-Value Microcredit NPL B. Age Factor for Low-Value Microcredit NPL 
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	Note: Some periods in 2020 that show positive and negative peaks are excluded from the graphs that are considered extreme points caused by particular situations that do not contribute to the analysis. Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Replica. 
	3. Conclusions 
	3. Conclusions 

	In the type of loans analyzed, consumer and microcredit, the component that had contributed the most in the recent past to the NPL was the vintage component (Table B1.1), which means that until a few months ago the performance of the indicator was explained by the conditions in which the credits were originated, such as the risk appetite of the institutions, 
	-

	In the case of the microcredit loan, there are no aggregate data, but only on its sub-modalities. 
	Table B1.1 Contribution of Period and Vintage Components to the NPL 
	Product Peak Vintage Factor Peak Duration Contribution Component Period Contribution Vintage Component NPL 
	Total consumer 
	Total consumer 
	Total consumer 
	Sept.-21 to today 
	31 
	0.03 
	1.50 
	7.71 

	Free investment 
	Free investment 
	Nov.-21 to Feb.-24 
	28 
	0.89 
	0.74 
	11.93 

	Revolving 
	Revolving 
	Sept.-21 to today 
	29 
	-4.47 
	3.34 
	7.65 

	Low-income card 
	Low-income card 
	Sept.-21 to Feb.-23 
	18 
	2.77 
	-1.39 
	8.22 

	High-income card 
	High-income card 
	April-21 to Oct.-23 
	31 
	0.99 
	-0.26 
	8.22 

	Payroll 
	Payroll 
	April-22 to Dec.-22 
	9 
	1.57 
	-1.22 
	3.18 

	Vehicle 
	Vehicle 
	Nov.-21 to Oct.-23 
	24 
	1.18 
	0.00 
	9.96 

	Microcredit high amount 
	Microcredit high amount 
	May-22 – Sep.-23 
	17 
	0.81 
	0.00 
	9.81 

	Microcredit low amount 
	Microcredit low amount 
	June-20 to Dec.-23 
	43 
	0.19 
	-0.77 
	9.81 


	Notes: 1. For credit card and microcredit products, the NPL values are taken in an aggregate form considering the available information. 2. Peak vintage factor refers to the most recent period in which the vintage factor was greater than the period factor. 3. Peak duration is the number of months in which this performance occurred. Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Replica. 
	the performance of the economy at that time, and the inflation and unemployment conditions in which these customers were at the time of origination. However, its contribution has decreased (after reaching historical highs in part of 2022 and in 2023), while the contribution of the period component has increased, which may be influenced by current macroeconomic conditions and affecting all active credits in the economy. These conditions include inflation, economic growth, interest rate performance, unemploym
	-

	This performance is possibly explained by increases in the credit allocation requirements of the CIs, which were relaxed in 2022 and part of 2023, but which in the recent past have become more restrictive; In addition, this dynamic may also be explained by the adjustment process that the economy has faced, and the labor market dynamics faced by customers of these types of loans. 
	It is also observed that the vintage factor, obtained using the above methodology, tends to anticipate increases in the aggregate NPL, which is why it could be used as an early warning indicator by the authorities to activate macroprudential measures aimed at reducing a greater materialization of credit risk. In this way, the financial stability risks that could arise from this materialization could be contained in a more timely manner. 
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	Box 2: Countercyclical Provisioning Scheme: Credit Cycle Adjustment Considerations 
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	* 

	1. Introduction 
	1. Introduction 

	Credit institutions (CIs) are exposed to credit risk, which can be understood as the possibility of incurring losses arising from a debtor or counterparty defaulting on its obligations. To mitigate this risk, CIs must constitute provisions based on the balance of loan disbursements loan portfolio and adjust its level based on the credit risk of the latter. To this end, the Financial Superintendency of Colombia (SFC) establishes, within its regulatory framework, the rules that the CIs must use for the consti
	-
	-

	A fundamental part of this framework is the countercyclical provisions, which have been in operation since 2007 for the commercial loan portfolio and since 2008 for consumer loans, representing approximately 80% of the total loan portfolio. This mechanism allows CIs to accumulate more provisions at times when credit risk does not materialize (cumulative phase) and use this buffer to smooth out the expense on provisions that can be generated in phases of lower growth and higher non-performing loans in the cr
	The scheme is based on individual provisions and depends on the performance of each CI’s loan portfolio so that its different phases are activated. Although this is based on the performance of each institution’s own business, allowing institutions facing difficulties to de-accumulate provisions and reduce their derived expenses (even in a favorable economic scenario), the scheme may leave aside macroeconomic factors that affect the credit cycle and potentially impact the financial health of CIs. 
	At the international level, the most widely used macroprudential tool to mitigate the procyclicality between the financial health of institutions and the credit cycle is the requirement for countercyclical capital buffers (CCyB). This was introduced as part of the changes to the Basel III regulatory standards proposed by the Basel Committee on Banking Supervision after the 2008 international financial crisis. Unlike the countercyclical provisioning scheme in Colombia, the phases of this usually depend on in
	-
	1
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	* The authors are members of the Office for Monetary Operations and International Investment of Banco de la Replica. The opinions contained herein are the sole responsibility of the authors and do not commit Banco de la Replica or its Board of Directors. 
	Since the end of 2022, in line with the orderly adjustment of the economy, there has been a significant slowdown in the dynamics of the credit cycle in Colombia, especially in consumer loans, accompanied by increases in loan portfolio deterioration. During this period, some CIs have de-accumulated countercyclical provisions to smooth out the expenditure generated by the greater materialization of credit risk. Despite the above, the current scheme has some inflexibilities that have led to the need to make tr
	-
	2

	This box analyzes the current countercyclical provisioning regime and the advantages and disadvantages of an alternative to a countercyclical capital requirement. In addition to this introduction, this document consists of four sections. The second describes the current operation of the countercyclical provision requirement. The third analyzes the activation of the phases of the mechanism at different times of the local credit cycle. The fourth compares the local scheme with countercyclical capital, and fin
	-
	-

	2. Countercyclical Provisioning Scheme in Colombia 
	Currently, the prudential scheme in Colombia follows a rules-based mechanism, where the required countercyclical provisions depend on a series of metrics per entity. The scheme has two components: 
	1. 
	1. 
	1. 
	Procyclical Individual component (PIC): fraction that reflects the current credit risk of each debtor. 

	2. 
	2. 
	Countercyclical individual component (CIC): fraction that reflects possible increases in debtors’ credit risk during times of deterioration in asset quality. This component is created to mitigate the impact on financial results in the event of risk materialization. 


	In particular, countercyclical provisions may be subject to two phases: accumulation and de-accumulation. The logic lies in the fact that, during periods of economic expansion, when credit is growing rapidly, larger provisions should be made than would be necessary under such conditions (i.e., cumulative phase), so that they can be used in periods of deterioration in credit quality (i.e., de-accumulative phase). 
	Thus, the scheme establishes the constitution of individual provisions (per loan) based on an expected loss model for commercial and consumer loan portfolios. For its calculation, the SFC, the regulatory body in charge, constructs two risk scenarios (A and B), with B being the highest risk. This analysis produces two default probability matrices for each type of credit and borrower. With this, the expected loss model is defined as: 
	Figure
	Where: 
	it is the expected loss; the probability of default calculated with matrix A; the probability of default calculated with matrix B; the exposure of the asset; 
	Figure

	the loss given the default. 
	Within the scheme, the activation of the phase (accumulation/de-accumulation) depends on four specific indicators for each CI. 
	1. 
	1. 
	1. 
	Portfolio deterioration: Real quarterly change (deflated by the total CPI) of individual provisions in the total loan portfolio B, C, D, and E: 
	3


	2. 
	2. 
	Efficiency: Cumulative quarterly net provision from recoveries of the loan portfolio and leasing ( ) as a percentage of the cumulative quarterly income from the loan portfolio interest and leasing ( ): 
	Figure
	-
	Figure


	3. 
	3. 
	Stability: Cumulative quarterly net provisions from recoveries of the loan portfolio and leasing as a percentage of the cumulative quarterly adjusted gross financial margin ( ): 
	Figure


	3 Understood as the time for the evaluation of the indicators. 

	Sect
	Figure
	Figure
	Figure
	4. 

	Loan portfolio growth: Real annual growth rate of the gross portfolio ( ): 
	The indicators are designed to detect signs of a recessionary phase of the economic cycle. In the default scenario, if any of the four indicators are not met, the institution will be subject to the accumulation of countercyclical provisions. This will correspond to an expansion phase of the cycle, where the PIC calculation uses the risk scenario A, and the CIC calculation corresponds to the maximum between the countercyclical value of the previous period and the difference between the expected losses calcul
	If the four indicators are met for three consecutive months, the institution may decide to enter the de-accumulation phase for six months. This results in a lower expenditure on provisions, since it could use the buffer of countercyclical provisions to cover part of it. In this phase, a combination of matrix A and B is used for the calculation of the PIC depending on the credit rating. Once the six months of the de-accumulation phase have passed and the conditions for continuing in this phase are not mainta
	-
	4

	In this regard, the scheme constitutes a macroprudential tool based on each institution’s individual results, with some consideration of the systemic risks that may arise from the aggregate performance of the economic cycle. However, since the de-accumulative phase has a set duration of six months, a lag can be generated to the extent that individual metrics could indicate the need to accumulate, even when the credit cycle is in its low phase. 
	Graph B2.1 Ratio of Countercyclical Provisions to Loan Portfolio, and Credit Boom Indicator 
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	Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Replica. 
	Graph B2.2 Number of Institutions in the De-Accumulation Phase and Credit Boom Indicator 
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	Loan portfolio boom indicator Number of institutions in the de-accumulation phase (secondary axis) 
	Source: Financial Superintendency of Colombia (SFC); calculations by Banco de la Replica. 
	Graph B2.3 Number of Institutions in the Accumulation and Reconstitution Phase and Credit Boom Indicator 
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	3. Countercyclical Provisioning Scheme and Credit Cycle 
	As of July 2024, the balance of countercyclical provisions reached COP 2.8 trillion (t), of which COP 1.2 t corresponded to the commercial loan portfolio and the remaining COP 1.6 t to the consumer portfolio. Graph B2.1 exhibits the ratio of these provisions to the gross loan portfolio for the two types of loans and is compared with an indicator that seeks to measure the credit cycle (credit boom indicator). As can be seen, between 2015 and 2023 the share of countercyclical provisions in the total loan port
	-
	-
	5
	-
	-

	To measure the capacity of the current regime for defining the phases of accumulation, de-accumulation, and reconstitution of the countercyclical component of provisions to react to the different phases of the credit cycle, an exercise was carried out that compares the credit boom indicator with the number of institutions that met the conditions for de-accumulation at each point in time. Intuitively, the number of institutions authorized to de-accumulate provisions would be expected to increase in the contr
	-
	-
	-
	-

	Although there is some degree of correlation between the activation of de-accumulations and the credit cycle, the accumulation and reconstitution phases of the countercyclical component of provisions are less sensitive to the situation of intermediaries and the credit cycle. Assuming that all institutions that met the criteria choose to de-accumulate their countercyclical provisions and decide to rebuild them within the maximum term allowed, a negative correlation would be observed between the stage of the 
	-
	-
	-
	-

	Considering the low correlation between the credit cycle and the phases of the current countercyclical provisioning scheme and the rigidities in several of its parameters, the SFC has issued some measures in recent years to correct these shortcomings. 
	-

	In March 2023 (Circular Letter 19), to promote preventive actions that would allow supervised institutions to face particular economic conditions and preserve the healthy growth of the loan portfolio, they 
	-

	Loan portfolio boom indicator Number of institutions 5 The credit boom indicator allows measuring the expansionary and contractionary in the accumulation phase phases of the credit cycle. It is defined as the sum of the real annual growth of the loan portfolio per capita and its cyclical component. High records of the indicator 
	Fuente: Superintendencia Financiera de Colombia (SFC); cálculos del Banco de la imply expansionary phases, while low records reflect contractionary phases. República. 
	were allowed to activate the portfolio impairment indicator by modality instead of for the total loan portfolio, as stipulated until then. 
	From November 2023 (External Circular 17), until 30 June 2024, CIs that met three of the four conditions established to enter the phase of de-accumulation of countercyclical provisions were temporarily allowed to submit a plan to apply the de-accumulation methodology for three consecutive months. Also, after using the de-accumulative phase of provisions for six months, CIs were allowed to request the constitution of the additional provisions in the cumulative phase that resulted from applying the methodolog
	-
	-

	Finally, in September 2024 (External Circular 14), considering the macroeconomic context, the effects it has had on the financial system, and to mitigate the impact of the credit cycle, the SFC considered it necessary to adopt additional transitional measures that would allow supervised institutions to face this context. To this end, institutions were given the possibility of not accumulating the individual countercyclical component until March 2025, provided that certain requirements were met, and CIs that
	-

	Although the current regulation on credit risk management contemplates measures aimed at reducing procyclicality and sustaining stable loan portfolio growth in the medium and long term, through a countercyclical provisioning scheme that compensates for the increase in provisioning expenses when credit risk increases, these transitional measures are a reflection of some opportunities for improvement that the current scheme has presented. In particular, given that the constitution of countercyclical provision
	-

	4. International Standard: Countercyclical Capital 
	Unlike what is established in the Colombian regulatory framework, at the international level, to mitigate the cycles faced by CIs, the most widely used macroprudential countercyclical tool is the CCyB, which, under the Basel standard, ranges between 0% and 2.5% of assets weighted by risk level, where the required value must be associated with growth periods in aggregate credit that could be excessive or with an accumulation of risk across the board. In turn, the capital requirement could be reduced or deact
	In accordance with Basel III, this policy tool is implemented as an extension of the capital conservation buffer and should be composed only of capital tier 1 (CET1). In addition, it recommends some restrictions when the CCyB requirement is not met by an entity, such as restrictions on the distribution of dividends. At the international level, there are many jurisdictions that have implemented regulations on countercyclical capital, specifically 78, compared to only four that adopt the provisioning scheme. 
	-
	-
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	• 
	• 
	• 
	United Kingdom: In 2016 a CCyB above zero was established before an increase in the level of risks was observed (positive “neutral” rate). In particular, the CCyB was set at 1.0% in a neutral risk scenario. In 2019, the requirement was increased to 2.0%, due to considerations of the difficulty of assessing systemic risk. 

	• 
	• 
	United States: A series of indicators are considered for activating the CCyB, such as asset price pressures, risk appetite, leverage in both the financial and non-financial sectors, 


	In accordance with the most recent Macroprudential Policy Survey of the International Monetary Fund. 
	and the transformation of liquidity maturities in the financial sector. In practice, the percentage of CCyB has been set at 0.0% since its implementation in 2013. 
	• 
	• 
	• 
	European Union: The percentages of the CCyB in the jurisdictions of the European Union are established by the national authorities using different methods. Some members have a positive “neutral” rate, while others have chosen a CCyB percentage of 0.0% in the absence of risk accumulation. However, a particular feature is that the European Central Bank can request an addition from the national authorities. 

	• 
	• 
	Latin America: Jurisdictions such as Mexico and Chile have CCyB. In particular, in May 2016, the Junta de Gobierno de la Comisi Nacional Bancaria y de Valores de México (Governing Board of the Mexican National Banking and Securities Commission) approved a 0.0% countercyclical capital charge. In turn, in Chile in 2021, the General Banking Law confers on the Central Bank of Chile (BCCh in Spanish) the responsibility of determining the activation or deactivation of the CCyB, which can be established between 0.
	-
	-
	-



	5. Conclusions 
	Prudential countercyclical buffer schemes are relevant to smoothing the impact of economic and financial cycles on the performance of CIs, while helping to maintain the provision of credit in the economy at different stages of the cycle. In Colombia, the countercyclical provisioning scheme has been in operation for more than seventeen years and has helped financial institutions face episodes of adverse shocks to the financial system. However, from the above analysis, it can be concluded that it is necessary
	-
	-
	-

	Internationally, the countercyclical prudential standard has converged to the use of capital buffers, whose implementation usually depends on aggregate variables that indicate the state of the financial cycle and seek to increase the financial system’s resilience as a whole. Likewise, the value of the countercyclical capital buffer required depends on cycle’s intensity and the risks that are accumulating in the financial system. 
	Although the current scheme in Colombia establishes general rules for all CIs, it defines stages based on the performance of each institution’s loan portfolio. This has the advantage of recognizing each institution’s niche and business model, but it makes it difficult to address more general measures when the economy and the financial system face adverse shocks. This has led to the need to make changes in the scheme at times of low dynamics and greater credit risk in the loan portfolio of credit institution
	-

	Thus, given the financial cycle’s constant fluctuations and changes in nature, such as duration and intensity, strengthening the current countercyclical prudential scheme in Colombia by considering the factors mentioned above is relevant. In addition, it is worth studying the convenience of complementing this measure with requirements such as the CCyB to strengthen the system and adequately prepare it for adverse scenarios. 
	-
	-
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	1. Introduction 
	1. Introduction 

	During 2023, Colombian firms that turned to international financing sources faced interest rate increases and an appreciation of the peso against the dollar of 21.5%. Despite the positive effect on firms’ balance sheets due to the appreciation of the local currency, the presence of exchange rate mismatches is a factor of external vulnerability of the economy due to its potential impact on investment, growth, liquidity, and solvency of the firms that are subjected to this phenomenon. Likewise, by potentially
	1
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	This box characterizes the negative exchange rate mismatch of firms in the real private and public sectors in Colombia. First, a description of the recent dynamics of negative exchange rate mismatches is presented. Second, an estimate of the level of risk faced by Colombian firms is presented based on their balance sheets. Finally, the exposure of credit institutions (CIs) to firms with negative exchange rate mismatches is analyzed, and conclusions are presented. 
	2
	3
	4

	2. Results of the Negative Exchange Rate Mismatch: General Outlook 
	The results of the negative mismatch of private companies in the Colombian real sector are described below. In the last ten years, the negative exchange rate mismatch measured in dollars has tended to widen. This dynamic is explained by the growth of economic activity, which means that firms require greater working capital and by their greater financing needs to make productive investments. Greater access to international markets, links with parent companies, and greater liquidity needs in foreign currency 
	5

	* Álvaro Carmona, Adrián Martínez, Jorge Niño, and Mateo Hernández are members of the Technical and Economic Information Department of Banco de la Replica. Camilo Gómez is a member of the Financial Stability Department of Banco de la Replica. The opinions contained herein are the sole responsibility of the authors and do not commit Banco de la Replica or its Board of Directors. 
	-

	Graph B3.1 In 2023, 64.6% of real sector firms with external borrowing presented Disaggregation of the Negative Currency Mismatch 
	a negative currency mismatch. This percentage groups 9,667 firms, (millions of dollars) which accumulate a negative currency mismatch worth USD 33,387 
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	million (m). This percentage increased compared to 2022, when 8,491 firms accumulated a negative currency mismatch of USD 32,444 m (Graph B3.1). The 10% of firms with a negative currency mismatch account for around 90.4% of this value. The high concentration of the negative currency mismatch has occurred recurrently in the different years of study. By component, this annual increase in the negative currency mismatch is mainly explained by the increase in short-term debt (USD 1,585 million) and the decrease 
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	Sources: Banco de la República, DANE, DIAN, MHCP; calculations by Banco de la Replica. 
	Sources: Banco de la República, DANE, DIAN, MHCP; calculations by Banco de la Replica. 
	tributed, in order, in transportation, storage and communications, manufacturing, commerce, hotels and restaurants, and administrative 

	TR
	and professional services (Table B3.1). Companies operating in these 

	TR
	sectors represent 72.5% of the total value of the negative currency 

	TR
	mismatch in 2023. 

	Table B3.1 
	Table B3.1 


	Negative Currency Mismatch by Economic Sectors 
	Economic Sector Negative Mismatch (millions of dollars) Percentage of negative mismatch Percentage of firms with FDI 
	Transportation, storage, and communications
	Transportation, storage, and communications
	Transportation, storage, and communications
	 7,682 
	23.0% 
	33.5% 

	Manufacturing industries
	Manufacturing industries
	 6,729 
	20.2% 
	14.8% 

	Commerce, hotels, and restaurants
	Commerce, hotels, and restaurants
	 4,918 
	14.7% 
	13.5% 

	Administrative and professional services
	Administrative and professional services
	 4,871 
	14.6% 
	27.1% 

	Electricity, gas, and water
	Electricity, gas, and water
	 3,433 
	10.3% 
	55.2% 

	Other sectors
	Other sectors
	 5,754 
	17.2% 
	31.8% 


	Note: The percentage of the negative mismatch corresponds to the percentage of the total negative mismatch concentrated in this sector. Sources: Banco de la Replica, DANE, DIAN, MHCP; calculations by Banco de la Replica. 
	Graph B3.2 Negative Mismatch of Public Sector Companies 
	(millions of dollars) 
	5,000 
	-5,000 -10,000 -15,000 -20,000 -25,000 -30,000 
	-5,000 -10,000 -15,000 -20,000 -25,000 -30,000 
	2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 

	F/C Debt 
	F/C Debt 
	Figure

	F/C Assets 
	Figure


	Forwards Mismatch 
	Figure

	Figure
	Sources: Banco de la República, DANE, DIAN, MHCP; calculations by Banco de la Replica. 
	In 2023, the negative currency mismatch of public sector companies, totaling fourteen firms, amounted to USD 21,119 m (Graph B3.2). About 96.2% of this mismatch is concentrated in three conglomerates that belong to the mining, energy and electricity, gas, and water supply sectors. The firms that concentrate the mismatch actively participate in the export of goods, so they have natural coverage. In general, these companies have significant direct investments abroad, particularly in Central and South America,
	7
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	6 Foreign currency assets correspond to active loans, bonds, and deposits, while the net position of forwards foreign exchange is the difference between buying and selling transactions. When the net result of purchases minus sales of forwards of foreign exchange is positive, this amount is included within the assets, while if it is negative, they are included in the liabilities. 
	7 In these cases, the risks associated with a negative mismatch are mitigated by incomes derived from its export operation. 
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	Graph B3.3 Negative Currency Mismatch: Accounting Information 
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	B. Number of Firms with a Negative Currency Mismatch 
	(percentage share) 
	(percentage share) 
	100.0 
	90.0 
	80.0 
	70.0 
	60.0 
	50.0 
	40.0 
	30.0 
	20.0 
	10.0 
	0.0 

	Figure
	2016 2017 2018 2019 2020 2021 2022 2023 
	With accounting information 
	With accounting information 
	Figure


	Without accounting information 
	Figure

	FSource: Author’s own elaboration. 
	FSource: Author’s own elaboration. 
	the higher costs associated with a depreciation of the peso. With respect to 2022, the increase in the mismatch was 9.2% (USD 1,776 m), mainly explained by the contracting of external debt by firms in the hydrocarbons sector. 
	3. Results of Negative Currency Mismatch Risk Classification 
	This section describes the results of the calculation of the risk indicators of the negative currency mismatch of private companies in the Colombian real sector. These indicators measure the relative importance of the individual mismatch of firms with respect to their balance sheets (assets, revenues, etc.) and are intended to classify firms by their level of risk of negative currency mismatch. In this classification, level 1 is interpreted as the highest risk, while level 3 is the lowest risk. The risk ind
	-
	-
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	Of the total of 9,667 firms with a negative currency mismatch in 2023, there is balance sheet information for 34.5% of them, which represent 64.8% of the total amount of the negative currency mismatch. These proportions are similar to those observed since 2016 in the number of firms, while the amount of mismatch ranges from 49% to 75% (Graph B3.3). From this sample of firms, the indicators are calculated and classified according to their level of risk. 
	-

	The results exhibit that, for 2023, in terms of the total value of the negative currency mismatch, the main risk factor for firms is the proportion of the mismatch to total assets (Graph B3.4, panel A). Only 189 companies (5.7% of the total) showed a high level of risk according to this indicator. However, these firms account for 30.2% of the total amount of currency mismatch for companies that reported balance sheets. 
	-

	Regarding the participation of foreign capital (Graph B3.4, panel B), although 59.4% of the firms are classified at the highest level of risk (1,978 firms), the value of the currency mismatch that they accumulate is lower than the sum of the other two levels of more moderate risk (levels 2 and 3). In these, a smaller number of firms are classified, but with higher levels of foreign capital participation. 
	Finally, the balance of trade indicator as a proportion of operating income (Graph B3.4, panel C) shows that 41.7% of firms and 38.2% of the currency mismatch value are classified at the lowest risk level, i.e., these companies have a positive trade balance, so in the event of a depreciation they would receive higher income. Only 329 firms (9.9%) have a negative trade balance greater than 50% of their operating incomes. 
	-

	From the three components, the global risk indicator was constructed, which averages and approximates the three indicators described (Graph B3.4, panel D). The results suggest that, both by level of mismatch and by number of firms, the main classification obtained for the firms analyzed is the medium risk level. Firms with a high exposure (which may have liquidity or solvency problems), which puts their stability at risk in the face of depreciation, represent a low proportion 
	-
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	Graph B3.4 Risk Indicators 
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	Graph B3.5 Classification by Economic Sector Firms 
	both in number of firms (1.3%) and in amount of mismatch in dollars (2.7%). This indicates that, on average, companies with a negative mismatch seek to mitigate their exposure to sudden depreciation of the Colombian peso by compensating between their trade imbalance, the relative size of their negative mismatch, and their ability to obtain foreign currency from a parent company abroad. 
	In order to identify the economic activities most exposed to a sharp depreciation of the exchange rate, the firms with medium (2) or high 
	(1) risk indicators were disaggregated by sector. Two of the five main sectors, which account for 60.9% of firms and 44.3% of the mismatch value, are manufacturing, trade, and tourism (Graph B3.5). On the other hand, activities dedicated to the supply of public services (transportation and communications, and electricity, gas, and water) do not have natural coverage due to the absence of foreign exchange revenues; however, the high concentration of production in a few firms in these sectors allows them to u
	-

	Graph B3.6 Public Sector Companies: Exchange Rate Vulnerability Indicators 
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	Sources: Banco de la Replica, MHCP, financial statements; calculations by Banco de la Replica. 
	For public sector companies, the mismatch as a proportion of total assets reached 19.4% in 2023, a value 2 percentage points (pp) lower than in 2022 (Graph B3.6). Regarding the risk indicator, the fourteen public firms analyzed showed a homogeneous performance and were located in the lowest risk group. The same can be said if the information is gathered by business conglomerates. The low level of risk is because they do not have foreign trade deficits or because they register a mismatch with respect to asse
	For public sector companies, the mismatch as a proportion of total assets reached 19.4% in 2023, a value 2 percentage points (pp) lower than in 2022 (Graph B3.6). Regarding the risk indicator, the fourteen public firms analyzed showed a homogeneous performance and were located in the lowest risk group. The same can be said if the information is gathered by business conglomerates. The low level of risk is because they do not have foreign trade deficits or because they register a mismatch with respect to asse
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	4. Exposure of the Local Financial System to Private Firms with a Negative Currency Mismatch 
	This section discusses the individual exposure of CIs to private corporate sector firms with a negative currency mismatch. To this end, the analysis focuses on: 1) firms with accounting information classified in risk level 1 (highest risk), and 2) the group of firms that do not have accounting information and therefore their risk level cannot be calculated. This is an acid measure of the exposure of CIs to credit risk of firms with a negative currency mismatch. However, it is a more complete metric of the e
	-
	-
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	In accordance with the results, the individual exposure of CIs to firms with a negative currency mismatch is less than 3.0% of assets for most institutions, with an average exposure of 1.0% (Graph B3.7, panel A). This represents a slight reduction compared to the exposure of CIs in 2022 (1.2% on average). Likewise, there is no high concentration of firms with currency mismatch and high levels of the quality indicator for non-performing loans indicator (NPL) in this segment. In other 

	Graph B3.7 Exposure of CIs to Firms with Negative Currency Mismatches 
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	8 Form 341, “Individual Debtor Report: Lending Transactions,” of the Financial Superintendency of Colombia. The analysis focuses on the information for 2023, considering that the information on mismatches is on an annual basis. However, if exposures are calculated using the latest information from the CIs, i.e., June 2024, the conclusions are similar. 
	8 Form 341, “Individual Debtor Report: Lending Transactions,” of the Financial Superintendency of Colombia. The analysis focuses on the information for 2023, considering that the information on mismatches is on an annual basis. However, if exposures are calculated using the latest information from the CIs, i.e., June 2024, the conclusions are similar. 
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	words, CIs with high NPLs of firms with currency mismatch (greater than 20%) have exposures to this segment, on average, close to 1.0% of the assets. In terms of capital, the most exposed CIs tend to have higher levels of total capital adequacy, although this ratio is not very strong (Graph B3.7, panel B). In any case, Chapter 3 of this Report measures the capacity of the financial system to face the materialization of extreme and unlikely risks for the loan portfolio of companies with currency mismatch and
	-
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	5. Conclusion 
	Despite the phenomenon of nominal appreciation of the peso between 2022 and 2023 (21.5%), there is an increase in the total amount of the negative currency mismatch (2.9%) in the same period. This can be explained by a lower growth of the firms analyzed within a context of economic slowdown, which has an impact on a fall in their assets denominated in foreign currency. Results of the classification of private firms with a negative currency mismatch suggest that most of the firms evaluated are classified as 
	References 
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	3. Stress Tests 

	This chapter presents two exercises that assess the resilience of the CIs and OE-CIFs in the event of the hypothetical materialization of relevant risks identified in the previous chapters of this Report. The first one, known in international literature as stress test, is a quantitative assessment tool of the capacity of the CIs to maintain capital levels that allow them to face the hypothetical materialization of adverse, extreme, and unlikely shocks for eight quarters. The second one consists of a liquidi
	-
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	3.1 CI’s Stress Test 
	3.1 CI’s Stress Test 

	This section presents the scenarios and results of the stress test on CIs, which Banco de la República conducts every six months, with the purpose of measuring the resilience of these entities on a hypothetical, adverse, and unlikely macroeconomic context. 
	-

	The results indicate that, in the aggregate, CIs have sufficient equity capacity to absorb the potential losses derived from a hypothetical, adverse, and unlikely macroeconomic scenario, characterized by a contraction of economic activity, in a context of high uncertainty regarding the fiscal situation, which would be reflected in a high local risk premium. In this hypothetical scenario, a further deterioration of the loan portfolio of the CIs and a contraction of credit would be observed, which would negat
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	-
	2

	In a complementary test carried out on the CIs with consolidated financial statements that have subsidiaries in Central America, it is found that these entities would maintain adequate levels of capital to face losses derived from the stressed scenario and an additional shock of devaluation of the assets of their subordinates. Considering the exposure of the main financial conglomerates to the region, based on the results of the stress test of the CIs, the capacity of the consolidated capital of those entit
	-
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	The stress test presented in this section is constructed based on a set of restrictive assumptions. If any of these were avoided, it could be expected that the magnitude of the losses on the system will be cushioned so that the impact of the adverse scenario would be smaller. On the one hand, although the scenarios are constructed based on the macro-financial risks presented in this Report, they do not constitute a prediction of the expected performance of the economy since they include various shocks that 
	-
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	3.1.1 Hypothetical Macroeconomic Scenario and Materializing Risks 
	5

	The stress test on the CIs is based on a hypothetical, adverse, and unlikely macroeconomic scenario, characterized by high-risk perception indicators, in a context of high uncertainty regarding the fiscal situation. This scenario was constructed by considering the main fiscal risks for emerging economies identified in the October 2024 versions of the WEO and the IMF’s Global Financial Stability Report. To illustrate a hypothetical environment characterized by greater uncertainty about local and external fis
	-
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	In terms of market risk, during the first year of simulation, devaluations of debt instruments would be observed followed by slight recoveries. In the environment of high uncertainty and high local risk premium, it is assumed that foreign investors would initially liquidate 40% of their TES holdings by June 2024 (the period in which the simulation exercise begins). This, together with greater volatility in local financial markets and upward pressure on the policy interest rate, would lead to 
	7
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	Graph 3.1 TES Curve in Pesos in the Adverse Hypothetical Scenario 
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	Stress Tests 
	Stress Tests 
	the upward shift of the zero-coupon curve of public debt instruments (yellow dotted line; Graph 3.1) and the private fixed income curve. By the middle of the second year of simulation, the local risk premium would stabilize, although at high levels, so it is assumed that foreign investors would liquidate an additional 10% of their initial holdings. However, there would be slight valuations of debt instruments (yellow solid line; Graph 3.1), to the extent that the monetary policy rate would be reduced in a c
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	Upward pressure on the monetary policy interest rate in the first year of simulation and smaller economic growth would impact lending and deposit rates, loan portfolio growth and its deterioration. Lending and deposit interest rates would increase in the expectation of increases in the monetary policy rate during the first simulation year, and afterwards they will slowly decrease. The performance of lending rates and the context of high uncertainty, which would discourage consumption and investment, would n
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	The materialization of credit risk would be intensified by the idiosyncratic characteristics of debtors identified as vulnerable in the macroeconomic scenario considered. In all loan portfolios, it is assumed that some debtors would present a greater deterioration in their creditworthiness, which would be reflected in a two-level drop in their credit rating. This would have a negative impact on the profitability and, consequently, the total capital adequacy of the CIs, to the extent that interest income wou
	-
	12

	10 Details of the interest rate models used are presented in Box 4 of the second half of 2021 Financial Stability Report. 
	11 Contagion risk refers to the spread of financial difficulties from one or more entities to others through the financial system. 
	12 In Colombia, the loans granted by the entities supervised by the SFC have a rating on a scale ranging from A to E, where A is the best rating. The worse the credit rating, the higher the provisions required. 
	8 The private fixed income curve would move upwards due to the high degree of correlation that this market presents with the movements of TES. 
	-

	9 It is assumed that foreign investors would liquidate a total of 50% of their holdings of public debt instruments (COP 54.9 t as of June 2024). This percentage corresponds to the average annual outflows of foreigners in local public debt from different emerging countries and is close to the maximum annual outflow that Colombia has experienced (56% in February 2009). Arslanalp, S.; Tsuda, T. (2019). “Sovereign Debt Investor Base for Advanced Economies” [Database], Washington, D.C.: International Monetary Fu
	-
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	increase. In the corporate sector, the contraction in investment and higher interest rates would lead to the deterioration of firms identified as vulnerable in the section 2.2.1.3 of this Report, as well as those belonging to the subsectors of energy distribution and gas production, residential and non-residential construction, real estate, and agriculture. Additionally, in the face of the depreciation of the Colombian peso, firms exposed to foreign exchange risk would be affected. In turn, in the consumer 
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	3.1.2 Results 
	This section presents the results of the stress test on CIs, which considers two different scenarios of credit risk materialization. In the first (adverse 1), the quality deterioration of the loan portfolio would be caused by the hypothetical adverse macroeconomic scenario of economic slowdown, higher interest rates and unemployment. In the second scenario (adverse 2), credit risk also increases due to the macroeconomic conditions described and the idiosyncratic effect of the default of the vulnerable debto
	-

	In terms of credit performance, the total balance of the gross loan portfolio would show real contractions and a significant deterioration in its quality throughout the year. In adverse scenarios 1 and 2, the annual real growth rate of the total loan portfolio would remain at negative levels; however, it would decrease at a slower pace than that observed at the end of 2023 (around -3.5% during the first year and -1.3% in the second). In general, this dynamic would be a little more pronounced in adverse scen
	-
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	13 The firms belonging to these subsectors, whose rating was reduced by two levels, are those that, as of June 2024, had unsecured credit operations with any CIs. 
	14 The companies exposed to exchange rate risk are those with a negative currency mismatch (liabilities in foreign currency greater than assets in foreign currency). They are classified as vulnerable based on three indicators: 1) value of the currency mismatches to total assets, 2) trade balance to operating income, and 3) share of foreign capital in the total capital of the company. Each one of these indicators is classified from 1 to 3 based on specific thresholds for each, with 1 being the highest risk l
	-
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	15 As of June 2024, the total number of firms whose rating would be reduced by two levels represents 11.0% of the commercial portfolio and 1.1% of the microcredit portfolio. 
	16 The analysis on stressed financial burden was carried out together with the Financial Superintendency of Colombia. As of June 2024, the identified vulnerable debtors represent 5.1% of the consumer loan portfolio and 8.0% of the housing loan portfolio. 
	-

	sumption QRI would show slight reductions at the beginning of the year before the effects of the initial adverse shocks materialize. 
	In aggregate, losses would be recorded mainly due to the materialization of credit risk and lower loan portfolio growth. In both scenarios, ROA would decrease and exhibit negative levels from the third quarter of simulation (Graph 3.3). In adverse scenario 1, the indicator would reach a minimum of -0.6%, and in adverse scenario 2, it would be -1.1%. The drop in ROA would be due to lower growth and greater deterioration of the loan portfolio, which would reduce net interest income (Graph 3.4). Likewise, a hi
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	Note: the dotted line indicates the regulatory minimum for each indicator. Source: Financial Superintendency of Colombia (as of June 2024); calculations by Banco de la Replica (September 2024 to June 2026). 
	Graph 3.6 Distribution of the Individual Total Capital Adequacy Ratio by Loan Portfolio Share 
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	Note: To construct the graph, institutions were organized according to the solvency level ranges presented in the legend. The bars indicate the share in the loan portfolio as of June 2024 of the institutions by solvency group for the initial period (June 2024) and the simulated scenarios (adverse 1 and adverse 2). Source: Financial Superintendency of Colombia (as of June 2024); calculations by Banco de la República (June 2026). 
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	the second-round effects associated with the risk of contagion from the CIs, would deepen the losses for the year in both scenarios. These dynamics would intensify in adverse scenario 2 due to the additional default of vulnerable debtors. 
	17

	In aggregate, CIs would maintain adequate capital levels to face losses associated with the adverse scenario considered to insofar as the total and core capital adequacy ratios would remain above the regulatory limits, although they would decrease. The accumulated losses for the year would reduce the total capital adequacy ratio over the entire simulation horizon. However, at the end of the period analyzed, the ratio would be above the minimum required at 6.4 pp in the adverse scenario 1 and 4.6 pp in adver
	18
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	At the individual level, some entities would register greater effects on their available capital to face losses. In both scenarios, some CIs could face difficulties in complying with the minimum capital requirement. At the end of the year, the group of institutions that would have a total capital adequacy ratio below the regulatory limit accounted for around 7.5% of the total loan portfolio as of June 2024 (Graph 3.6). In turn, those identified in adverse scenario 2 participated with 18.5%. In general, the 
	-
	19

	The initial solvency conditions of the institutions are relevant since they could exacerbate the shocks of the test. Some institutions that, in accordance with the results of the simulation test, could face difficulties in complying with the minimum capital requirements, are those that, as of June 2024, had less comfortable solvency levels with respect to the regulatory limit compared to those CIs that were resilient in the adverse scenario (Graph 3.7). This highlights the need for CIs to maintain prudentia
	-
	-
	-
	-
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	17 The contagion component of exercise includes two elements. The first corresponds to direct contagion and is determined by direct exposures between CIs. The second element corresponds to indirect contagion, which considers losses due to depreciation generated by the abrupt sale of assets by entities that are close to regulatory solvency limits. 
	18 The regulatory limits do not include conservation buffers and correspond to 9.0% for total capital adequacy and 4.5% for tier 1 capital. 
	-

	19 The institutions identified as systemically important correspond to those that are larger and more interconnected (too big to fail). To identify them, their size, interconnectedness, substitutability, and complexity are considered. 
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	-
	-

	Graph 3.8 Consolidated Total Capital Adequacy Ratio 
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	3.1.3 Stress Test of Investments in Central American Subsidiaries 
	3.1.3 Stress Test of Investments in Central American Subsidiaries 
	Considering the relevance of subsidiaries in Central America in the aggregate assets of Colombian financial conglomerates, this section presents the results of the stress test on investments in these subsidiaries. The analysis is based on the results presented in section 3.1.2 and seeks to evaluate the resilience of Colombian CIs with consolidated financial statements to asset impairments in their subsidiaries in Central America. 
	20
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	The purpose of the exercise is to evaluate whether the consolidated capital is adequate to face the adverse macroeconomic scenario described and additional shocks of devaluation of its positions in Central America. Based on the solvency levels resulting from adverse scenarios 1 and 2, devaluations of 15% and 20% of assets in dollars are included for those CIs that consolidate subordinated banks in Central America. These additional shocks occur gradually from the first simulation period and are modeled direc
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	In both adverse scenarios, CIs with consolidated financial statements are resilient in terms of solvency. Aggregate consolidated capital levels would be adequate to deal with the exchange rate shock and the different magnitudes of asset devaluation (Graph 3.8). In all cases, the total capital adequacy indicator would remain above the regulatory limit, although there would be reductions compared to the levels observed in June 2024. 
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	3.2 Stress Test on Open-end Collective Investment Funds 
	Contributions and outflows faced by OECIFs can be volatile as they respond to market conditions, expectations and liquidity needs. Although these funds must comply with regulatory limits, which help manage liquidity risk adequately, a scenario of massive and unexpected capital withdrawals could adversely 
	-

	20 This share is calculated as the sum of the external banking assets of the banking subsidiaries of Colombian entities over the total consolidated assets. In this calculation, the numerator does not exclude interrelated transactions between subsidiaries and the parent company. The distribution of this participation by country is as follows: Panama 10.3%, El Salvador 3.4%, Guatemala 2.1%, Costa Rica 1.4%, Honduras 0.8%, and Puerto Rico 0.2%. For further details, see Special Report on the Macroeconomic and F
	-
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	21 The shocks of -15% (-20%) correspond to the 5th (1) percentile of the devaluations registered in Central American subordinates during 2016, a period in which sovereign rating downgrades were presented in some of the jurisdictions with the greatest exposure. 
	22 Considering that the effect of shocks is measured on the consolidated balance sheet in pesos, a greater depreciation of the Colombian peso against the dollar increases the value of the exposure. 

	affect the sector and the financial system. In this regard, this section presents a reverse stress test that seeks to quantify the level of daily withdrawals that would cause OECIFs, which represent 20% of the total managed assets, to breach the regulatory liquidity limit. The objective is to provide an insight on the potential resilience of these funds in the face of different levels of withdrawals, without considering possible mitigation measures or second-round effects. 
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	The stress test on OECIFs consists of simulating different daily withdrawal shocks to assess the impact on their liquidity. With information on the cash level of each of the funds, the LRI that they would present in the event of daily withdrawals of between 1.0% and 30% of total assets is calculated. For this purpose, the exercise assumes that the OECIFs would face these redemptions only with their liquid resources, which would reduce their HQLAs. For each withdrawal level, those funds that would fail to me
	26
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	The aggregate dynamics of the OECIFs’ LRI are relevant as it can anticipate their resilience to daily withdrawal shocks. Between April and September 2024, the dispersion of OECIFs’ LRI increased, mainly due to the fact that smaller funds registered significant increases in their liquidity, contrary to those with larger participation. Therefore, when analyzing the effects of withdrawals of a high magnitude (about 20% of total assets), it is observed that the combined participation of funds that would not com
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	23 For further details, see section 2.1.3 of this Report. 
	24 Reverse stress exercises are used to determine the level or combination of stress shocks that would lead institutions to a situation of non-compliance with regulatory requirements or bankruptcy. 
	25 The 20% corresponds to approximately double the participation in the total assets managed by OECIFs that failed to comply with the LRI requirement on 12 March 2020, in the midst of the economic shock caused by the COVID-19 pandemic. 
	-

	26 Cash information is obtained from Form 519 of the Financial Superintendency of Colombia. 
	27 The calculation of the liquidity risk indicator (LRI) corresponds to the ratio between high-quality assets (HQLA) and the maximum liquidity requirement, which results from multiplying the net value of the CIF by the maximum probable net withdrawal. 
	28 Liquid resources include net contractual flows available on a business day basis and demand deposits. 
	29 The high-quality liquid assets of the OECIFs correspond to negotiable investments in local public debt instruments received by Banco de la Replica, negotiable securities in shares, and investment-grade sovereign debt instruments, among others. 
	-

	30 A default corresponds to an LRI value of less than 100%, which is the regulatory limit according to the Financial Superintendency of Colombia. 
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	Note: the shades of the graph correspond to the share in the total assets of the OECIFs that do not comply with the regulatory limit of the LRI to different withdrawal shocks (vertical axis). Thus, the darkest purple indicates that the funds that default represent between 90% and 100% of the total assets. Source: Financial Superintendency of Colombia; calculations by Banco de la Replica. 
	of securities issued by the U.S. government, their ability to meet withdrawals would increase. 
	31

	Results suggest that OECIFs are resilient to daily withdrawals shocks of an unlikely magnitude. The level of withdrawals shock required to negatively impact the liquidity of the OECIFs sector is within the 1st percentile of the historical distribution of their net contributions (contributions minus withdrawals). However, given the volatile nature of the contributions and withdrawals faced by these funds, it is desirable for them to maintain liquidity buffers. 
	-
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	31 For further details on the composition of the investment portfolio instruments of the OECIFs, see subsection 2.1.3 of this Report. 
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	In line with the important role of financial infrastructures in the proper functioning of the financial system, cyber risk represents a source of risk to financial stability that requires monitoring. The importance of financial infrastructures lies mainly in the fact that they allow the clearing, settlement, and recording of transactions between the participants of the financial system, so it is essential to ensure that the systems that make them up operate safely, efficiently, and without disruptions. Like
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	The cyber risk indicator (IRC in Spanish) of cooperatives and finance companies (FC) has deteriorated since the beginning of August, although it remains above the minimum acceptable. The IRC is based on the methodology presented by Escobar et al. (2023) in which ten factors representing different dimensions of cyber risk are added. This aggregation is carried out using weights that are determined by machine learning techniques that result in a score from 0 to 100 where 100 represents a high resilience to cy
	-
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	The decrease in the aggregate indicator of cooperatives and financing companies is due to idiosyncratic factors of some of the CIs that are part of these groups. 
	-

	In the case of FC, the IRCs of two institutions show a decreasing trend due to their patching cadence factor, i.e., there is a delay in the speed with which these organizations are implementing security updates. In addition, one of these institutions also has presented a deterioration in its network security indicator, which suggests that there are network ports on its servers that are classified as insecure, open or misconfigured. This institution also has an IRC below the minimum acceptable. As for cooper
	-
	-
	-

	1 Application security; Cubit score; DNS Health; Safety of the Endpoint; Hacker chatter; IP reputation; Information leakage; Network security; Patching cadence and Social Engineering. 
	-
	-


	decrease in the application security indicator, which means that there are possibly vulnerabilities, misconfigurations or incoming threats through public web applications. In addition, the endpoint security factor of one of these cooperatives, which measures data related to the security of the equipment that entities have connected to their network, decreased. Despite this decrease in their aggregate indicators, these continue to be above the minimum acceptable for most institutions, therefore they do not r
	-

	Banco de la Replica has worked on additional studies on the dynamics of cyber risk, which help to understand the risks to which the financial system is exposed. 
	Banco de la Replica (2024) conducted a study on the consequences or impacts that participants in the Deposit Account System (CUD) would face if any of the systemically important institutions were to fall victim to a cyberattack. Through different scenarios, the resulting payment defaults (value and number of affected institutions) are evaluated in each of the scenarios described, and a series of measures that should be considered to mitigate the risks associated with a cyberattack are also proposed. The sim
	-
	-

	In conclusion, cyber risk is a relevant aspect when analyzing the vulnerabilities to which CIs are exposed. The aggregate IRC indicates that most institutions in the Colombian financial system have sufficient tools to deal with cyberattacks and other possible events that compromise their computer security. In addition, some institutions present deterioration in their indicators, so their monitoring will continue. The review of studies carried out by other institutions that may complement the analysis of cyb
	-
	-
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