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Monetary Policy in Colombia

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

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

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

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

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

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

3 A Board Member may request an extraordinary meeting at any time to make MP decisions.
4  Formerly known as the Inflation Report.

5  The current communication scheme was approved by the BDBR in its May 2023 meeting.
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a/ This graph presents the forecast probability distribution on an eight-quarter
time horizon. Density characterizes the prospective balance of risks with areas of
30%, 60%, and 90% probability surrounding the central forecast (mode), through a
combination of densities from the Patacon and the 4GM monetary policy models.
b/ The probability distribution corresponds to the forecast exercise from the
January Report.

Source: DANE - calculations and projections by Banco de la Repiblica.

11 Macroeconomic Summary

In December, the decrease in headline inflation (5.2%)
exceeded the projections of the previous Report, while core
inflation (5.2%) fell in line with expectations. Looking ahead,
it is anticipated that inflation will continue to converge
towards the 3% target, albeit at a slower pace than projec-
ted in the previous Report, mainly due to the anticipated
consequences of the minimum wage increase. Compared to
the October forecasts, the more significant inflation reduc-
tion seen at the end of 2024 was driven by food prices (3.3%),
which rose less than projected due to a better supply of
perishable goods. The CPI for regulated items (7.3%) showed
a significant slowdown, although less than forecast due to
higher-than-expected gas and electricity service prices.
Inflation excluding food and regulated items (5.2%) decrea-
sed in keeping with projections, reflecting the behavior of
the services group, which recorded decreases in the annual
price variations of rents and education. However, these were
partially offset by increased tourism service prices and buil-
ding management fees. The prices of goods registered a low
and relatively stable annual growth of around 0.6% in the
final months of the year in an environment of lower inter-
national prices and upward pressure on the exchange rate.
In 2025 and 2026, headline inflation is expected to continue
its convergence toward the target but at a slower pace than
foreseen in October forecasts. The latter is primarily due to
the real increase in the minimum wage, which is significantly
higher than the labor’s productivity growth. Additionally,
the external and fiscal context is likely to generate greater
upward pressure on the exchange rate and its pass-through
to prices. The projected path of expected increases in food
and regulated items was revised slightly upward. In the case
of food, this rise is due to an upward trend in the prices
of perishable goods, whose seasonality could have shifted.
For regulated items, the revision reflects upward surprises
in some public services noted at the end of 2024. However,
the indexation of certain CPI groups to lower inflation and
the cumulative effects of local monetary policy—reflected
in an output gap still estimated in negative territory for the
coming year—are anticipated to continue aiding the con-
vergence of inflation towards the target. Considering these
factors, it is anticipated that headline inflation will reach
41% (up from 31%) and core inflation 3.9% (up from 3.0%) by
the end of 2025 (Graphs 1.1 and 1.2). These figures align clo-
sely with those assumed by the median of market analysts!

1 According to the results of the Monthly Expectations Survey conducted by
Banco de la Republica among market analysts in January 2025.
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Graph 1.2
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a/ This graph presents the forecast probability distribution on an eight-quarter time
horizon. Density characterizes the prospective balance of risks with areas of 30%,
60%, and 90% probability surrounding the central forecast (mode), through a combi-
nation of densities from the Patacon and the 4GM monetary policy models.

b/ The probability distribution corresponds to the forecast exercise from the
January Report.

Source: DANE - calculations and projections by Banco de la Repiblica.

Graph 1.3
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a/ This graph presents the forecast probability distribution on an eight-quar-
ter time horizon. Density characterizes the prospective balance of risks with
areas of 30%, 60%, and 90% probability surrounding the central forecast (mode),
through a combination of densities from the Patacon and the 4GM monetary
policy models.

b/ Seasonally adjusted and corrected for calendar effects.

¢/ The probability distribution corresponds to the forecast exercise from the
January Report.

Source: DANE - calculations and projections by Banco de la Republica.
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These projections continue to face high uncertainty, pri-
marily related to the future behavior of the exchange rate,
potential increases in global trade tariffs, supply shocks
affecting food prices, changes in the prices of some regu-
lated goods and services, and the increase in the minimum
wage for the coming year, among other factors.

Economic activity would continue to pick up over the fore-
cast horizon, although at a more gradual pace than projec-
ted in the October Report. Compared to October estimates,
annual GDP growth for the third quarter was lower than
expected (2.0% versus 2.4%), primarily due to a more nega-
tive contribution from the external trade balance, mainly
associated with stronger import dynamics. Growth in domes-
tic demand was higher than projected (3.9% versus 3.3%),
marking the fourth consecutive quarter of increases, driven
by private consumption and, to a lesser extent, by gross fixed
capital formation (GFCF). In contrast, the weak performance
of public consumption was primarily attributed to lower
government subsidies for electricity consumption, associa-
ted with reduced household demand. Available figures for
economic activity in the fourth quarter suggest that the eco-
nomy grew at an annual rate of 2.3%. This forecast indicates
that, by the end of the year, domestic demand would have
continued to accelerate (41%), driven by the strong growth
in GFCF (5.7%) spurred by an uptick in machinery, equip-
ment, and civil construction spending, as opposed to the
low levels observed a year ago. Nonetheless, consumption
growth remained modest (1.4%). External demand continued
to contribute negatively to growth due to increased imports
(9.0%) that outpaced exports (1.4%). As a result, the 2024
economic growth forecast has been revised to 1.8%, com-
pared to the 1.9% stated in the previous Report. In 2025 and
2026, economic activity is expected to continue on its reco-
very path within a less contractionary external and domes-
tic monetary policy context, but the latter is consistent with
inflation converging towards the 3% target. Economic acti-
vity would expand by 2.6% in 2025 (down from the 2.9% esti-
mated in October) and accelerate further in 2026 to 3.4%
(Graph 1.3). The downward revision for 2025 is attributed to
monetary policy response in the face of increased inflatio-
nary pressures, the slight downward revision in private con-
sumption dynamics in the figures published by DANE, and
the weak performance of public consumption observed and
expected for this year. Excess production capacity is antici-
pated to increase slightly until the second quarter of 2025
and gradually diminish over the forecast period (Graph 1.4).
These estimates continue to be subject to high uncertainty,
influenced by external factors such as global political and
trade tensions and monetary policy in advanced economies,
as well as internal factors such as uncertainty surrounding
fiscal policy and domestic demand response to local finan-
cial conditions.
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a/ The historical output gap estimate is calculated as the difference between
observed GDP (four-quarter accumulation) and potential GDP (trend; four-quarter
accumulation) based on the 4GM model.

b/ This graph presents the forecast probability distribution on an eight-quarter
time horizon. Density characterizes the prospective balance of risks with areas of
30%, 60%, and 90% probability surrounding the central forecast (mode), through a
combination of densities from the Patacon and the 4GM monetary policy models.
¢/ The probability distribution corresponds to the forecast exercise from the
January Report.

Source: DANE - calculations and projections by Banco de la Republica.

Summary

It is foreseen that the country’s external financing condi-
tions will be more restrictive than anticipated in October
due to a slower normalization of monetary policy in the
United States and upward pressures on the risk premium.
In December, the Federal Reserve (Fed) lowered the mone-
tary policy interest rate by 25 basis points (bp), which was
in line with market expectations and those of the Bank’s
technical staff. However, the strong performance of the labor
market, favorable economic activity results, inflation above
the target, uncertainty regarding the neutral interest rate,
announcements of potential increases in import tariffs, and
the Fed’s meeting minutes, among other factors, tempered
expectations of further rate reductions. Consequently, this
Report assumes that the Fed will further decrease interest
rates by 50 bp in 2025 and 50 bp in 2026, reaching a range of
3.75% to 4.0% and 3.25% to 3.5%, respectively. Additionally,
the external neutral real interest rate (NRIR) has increased,
reflecting revisions made by the Federal Open Market Com-
mittee (FOMC) in the United States. In tandem, the decline
in international prices for some key exported raw materials,
notably oil, coal, and nickel, has furthered the worsening
of the terms of trade, a trend expected to roll into 2025.
These external conditions, coupled with the observed fiscal
deterioration in the country, are likely to exert upward pres-
sure on the risk premium and its trend behavior. In 2024,
the relevant external demand for the country is expected
to have slowed less than anticipated in the October Report,
maintaining low but relatively stable growth over the fore-
cast horizon. The uncertainty surrounding external forecasts
and their impact on Colombia’s economy remains significant,
given the ongoing conflicts in various regions, rising tensions
in foreign trade, potential migration, tariff and fiscal mea-
sures in the United States, and concerns about Colombia’s
sovereign risk, among other factors

The contractionary monetary policy stance continues to
support the convergence of inflation toward the target.
However, observed inflation and most measures of inflation
expectations remain above 3%. Economic activity indicators
for the end of the year suggest that output has completed
five consecutive quarters of growth, with domestic demand
returning to an annual expansion behavior. The economy
is still projected to have excess production capacity, con-
tributing to disinflationary pressures. In the labor market,
the unemployment rate remains at historically low levels,
employment has remained relatively stable, and the real
increase in the minimum wage has significantly exceeded
productivity growth. Credit dynamics remain weak but have
begun to recover. In 2024, the external position is expected
to complete two consecutive years of current account defi-
cit reduction as a percentage of GDP, contributing to lower
external vulnerability. Nonetheless, the upward revision of
the relevant external NRIR and the trend risk premium have
increased the estimated local NRIR. The prospect of decli-
ning inflation, combined with a negative output gap, has

M
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Graph 1.5
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allowed for a gradual easing of monetary policy, as reflected
in the Board of Directors’ decisions to lower the policy inte-
rest rate. Looking ahead, inflation is expected to continue
declining and converge toward 3%, but at a more gradual
pace than that projected in the October Report. However,
inflation expectations for December 2025 and 2026 remain
above 3%. It is foreseen that excess production capacity will
moderate by the end of 2026. These projected inflation and
output gap dynamics are consistent with a contractionary
monetary policy stance supporting the expected inflation
convergence toward the target by 2026.

1.2 Monetary Policy Decision

At its December 2024 meeting, the Board of Directors of
Banco de la Repiblica (BDBR) determined by majority vote
to reduce the benchmark interest rate by 25 basis points and
keep it unchanged at 9.5% at its meeting in January of this
year (Graph 1.5).
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2. Macroeconomic forecasts and risk analysis’

Graph 21
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tions by Banco de la Republica.

Graph 2.2
Monetary policy interest rate, select main trading partners
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2.1 International outlook
2.1.1 Foreign demand

The external demand for Colombia is expected to have
slowed in 2024 compared to the previous year and main-
tain relatively stable growth over the next two years amid
an environment of high global uncertainty (Graph 2.1). In its
most recent report, the International Monetary Fund (IMF)
estimated global economic growth at 3.2% for 2024 and 3.3%
for 2025 and 2026, within a context of significant political,
trade, and financial uncertainty, alongside divergent eco-
nomic performance across countries. In the United States,
economic growth accelerated to 31% in annualized quarterly
terms in the third quarter of 2024, driven mainly by house-
hold consumption and a tight labor market. Recent indi-
cators, particularly in the service sector,? signal continued
economic strength. Similarly, third-quarter growth excee-
ded expectations of countries such as Brazil, Peru, and, to
a lesser extent, the eurozone, supported by new favorable
economic activity data. In China, annual growth reached 5.4%
in the fourth quarter of 2024, surpassing market expecta-
tions and bringing full-year growth to 5.0%, which was in line
with government targets, given fiscal and monetary stimu-
lus measures. These developments occurred within a con-
text of looser international financial conditions than in the
previous year, moderating global inflation and additional
reductions in policy interest rates among most of Colom-
bia's trading partners (Graph 2.2). However, high trade and
geopolitical uncertainty persist. Consequently, the 2024
growth forecast for the country’s trading partners was revi-
sed slightly upward to 2.1%,* although a slowdown would
be expected versus 2023. For 2025, growth is projected to
remain at 2.1%, marking a downward revision from the pre-
vious Report, before increasing to 2.2% in 2026, a level still
below the historical average (Table 2.1).* The downward revi-
sion for 2025 reflects a global economy grappling with hei-

1 The projections presented in this chapter are based on estimates from
the Patacon and 4GM central forecast models. For more details on these
models, see https://www.banrep.gov.co/es/node/149 and https://www.
banrep.gov.co/en/4gm-new-model-monetary-policy-analysis-colombia

2 At the time this Report was being written, it became known that, accor-
ding to preliminary figures, US GDP for the fourth quarter of 2024 showed
an annualized quarterly growth of 2.3%, registering an economic growth
of 2.8% for the whole year.

The October Report projected the aggregate growth for the country’s
main trading partners to be 2.0% in 2024 and 2.2% in 2025.

4 Historically, the average annual growth in trading partners between 2001
and 2023 is 2.9%.
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Table 21 ) ghtened political, fiscal, and trade uncertainty. The latter is
Economic Growth among Major Trade Partners/ partly attributable to potential changes in U.S. tariff policies,
which could negatively impact some of Colombia’s trading
partners and place additional pressure on global commo-
dity prices. Uncertainties regarding fiscal sustainability com-

2023 | 2024 | 2025 | 2026
(pre) | (proj) | (proj) | (proj)

Main partners

United States 29 2.8 22 2.0
pound these concerns.

Eurozone 0.5 0.8 1.2 12

China 5.2 5.0 4.0 4.0

Ecuador 24 06 7 20 21.2 International prices

Brazil 3.2 31 2.0 21

Peru 03 31 26 27 The oil price expectation was revised downwards compa-
Mexico 33 16 12 17 red to the previous Report due to improved prospects for
Chile 0.3 23 23 23 global oil supply growth (Graph 2.3). In the fourth quarter
All trade partners®/ 24 21 21 2.2 of 2024, the average price of Brent crude oil was approxi-
(pre): preliminary, (proj): projected mately USD 74 per barrel (bl), bringing the annual average

a/ Projections calculated based on the contribution of non-traditional trade.

Sources: Bloomberg; Focus Economics, statistics offices, and central banks (obser- tO USD 80 Per barrel lOWQr than in 2023 and COﬂSiStent W|th
ved data); Banco de la Repiblica (projections and calculations). the Observed increase in glObal Oll SUpply during the year.
However, as of January 24, 2025, crude oil prices increased
to an average of around USD 79 bl, driven by reduced Orga-
nization for Economic Cooperation and Development (OECD)
oil inventories, a harsher-than-expected winter in the Nor-
thern Hemisphere, declining Russian production, and new
restrictions on Russian oil exports.® Similarly, voluntary pro-
duction cuts by OPEC+ through the first quarter of 2025 have
contributed to price increases. Nonetheless, price gains are
expected to be limited by favorable supply conditions in

graph 2.d3 v ailor non-OPEC countries, particularly the United States, Guyana,
ssumed quarterly oil price Brazil, and Norway. The scheduled elimination of OPEC+
(doliars per barrel ) voluntary production cuts from the second quarter of 2025

90

and lower expected crude oil demand from China, aligned
with a projected economic growth slowdown, are also likely
to temper price increases. Taking these factors into account,
Brent crude is projected to average USD 73 per barrel in 2025
(down from USD 76 per barrel in the October report) and
USD 68 per barrel in 2026. Uncertainty surrounding oil prices
remains high due to potential OPEC+ policy changes, geopo-
litical tensions in the Middle East, U.S. trade and energy poli-
cies, and various market shocks.
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The terms of trade would continue to deteriorate in 2025
and 2026, mainly due to the decrease in the USD prices of
exported raw materials. In 2025, Colombia’s terms of trade
are expected to deteriorate further, following the drop of the
previous year. The additional reduction in 2025 would be due

Source: Bloomberg; calculations, and projections by Banco de la Repdblica.

5 On January 10th, the U.S. Treasury Department’s Office of Foreign Assets
Control sanctioned oil tankers, insurance companies, and traders invol-
ved in oil exports from Russia, affecting the volume of these transactions.

6  There are twelve OPEC member countries, along with the following allies
(OPEC+): Azerbaijan, Bahrain, Brunei, Kazakhstan, Russia, Mexico, Malay-
sia, South Sudan, Sudan and Oman. At the meeting held on December 5,
2024, this group decided to continue with voluntary cuts of around 2.2
million barrels per day until the end of March 2025 and then gradually
reduce them on a monthly basis until the end of September 2026.
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to the lower international prices of some exported raw materials, notably oil,
coal, and nickel. However, the reduction would be less than that envisaged in
the previous Report, due to a more marked increase in the prices of coffee and
gold, together with a lower expected growth in the dollar prices of intermediate
goods imported by the country. In 2026, the deterioration of the terms of trade
would continue, explained by the reduction in the international price of oil and
coal, which would again be partially offset by the growing trend in the interna-
tional prices of coffee and gold and the expected moderation of the prices in
dollars of imported goods.

Global inflation is expected to continue easing in 2025, though it will remain
above target in some advanced economies. In 2024, global price adjustments
generally eased, albeit at a slower pace, due to temporary energy price increases,
persistent service-sector inflation, and a slower decline in commodity prices.
According to the IMF's most recent report, global inflation is estimated at 5.7%
in 2024 and is projected to decline to 4.2% in 2025 and 3.5% in 2026. However,
the IMF warns that disinflation is stalling in some economies and notes upside
risks, including potential trade disruptions and supply chain disturbances amid
rising protectionist policies and trade tensions. Recent headline inflation in
OECD member countries stood at 4.5% year-on-year in November 2024, unchan-
ged from the previous month. A slight rise in energy prices offset moderation
in other price categories. Core inflation declined to 4.9% from 5.0% in October.
In the United States, headline inflation accelerated for the third consecutive
month in December, reaching 2.9%, up from 2.7% in November, which was in line
with market expectations. This increase was driven by a slight acceleration in
food prices and a smaller decline in energy prices. Concurrently, core inflation
eased to 3.2% from 3.3% over the previous three months, surprising markets on
the downside. The slowdown in core inflation was primarily attributed to lower
annual price increases for services, particularly housing, though it was mainly
offset by reduced deflation in core goods (Graph 2.4). For 2025, U.S. inflation is
expected to remain above the Federal Reserve’s 2.0%’ target amid concerns over
the impact of new tariffs, trade-related events, and financial policies. Additional
pressures could stem from retaliatory measures by affected economies, unfa-
vorable base effects, and recent increases in short-term inflation expectations.

2.1.3 International Financial Developments

The forecast for the U.S. benchmark rate was revised upward across the fore-
cast horizon amid rising inflation and a strong labor market (Graph 2.5). At its
December 2024 meeting, the Federal Open Market Committee (FOMC) continued
the monetary easing process. It reduced its monetary policy interest rate by 25
basis points, setting it within a range of 4.25% to 4.5%,% consistent with market
expectations. In the minutes following the meeting, the FOMC indicated that

7  Inthe United States, according to the New York Fed's December 2024 Survey of Primary Dealers and
Survey of Market Participants medians, total PCE (personal consumption expenditures) inflation is
expected to be 2.4% by the end of 2025.

8  While this Report was drafted, the FOMC announced at its meeting on January 28-29, 2025 it would
maintain the benchmark rate unchanged within the 4.25%-4.5% range, noting that economic acti-
vity continues to expand at a solid pace alongside persistently high inflation. Meanwhile, at its
meeting on January 30, 2025, the European Central Bank (ECB) reduced its main policy interest rate
by another 25 bp to 2.75% and its refinancing rate to 2.90%, attributing this decision primarily to
observed moderation in inflation, inflation expectations, and the effective transmission of mone-
tary policy.
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Graph 2.4
Inflation, select main trading partners
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Graph 2.5
Assumed U.S. Federal Reserve quarterly interest rate
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it expects inflation to converge toward the 2.0% target but
acknowledged that the process could take longer than anti-
cipated. Signs of a strong labor market, the possibility that
future changes in trade and immigration policy could impact
inflation going forward, and concerns about the country’s
fiscal sustainability are possible instigators. Additionally,
recent acceleration in overall inflation and signs of stren-
gth in U.S. economic activity are also factors to consider.
Consequently, the median of the most recent FOMC interest
rate projections increased, indicating a 50-basis point reduc-
tion by 2025 (previously 100 basis points) and another 50
basis points by 2026. Likewise, the FOMC raised its headline
and core PCE® estimates toward 2025 and 2026 but revised
its unemployment estimate for 2025 downward.® The FOMC
once again raised its long-term interest rate projection, so
this Report incorporates an upward revision of the neutral
external interest rate relevant to Colombia." Futures linked
to the monetary policy interest rate have been increasing
in recent weeks amid the latest inflation and labor market
data, the most recent minutes, and the FOMC projections. In
particular, futures are now in more contractionary territory
than in the previous Report, as they reflect a smaller reduc-
tion in the interest rate by 2025.” Based on this, the U.S.
monetary policy interest rate assumption in 2025 now consi-
ders only two 25-basis-point reductions throughout the year,
placing it within a range of 3.75% to 4.0% by yearend, repre-
senting an upward revision compared to the four reductions
anticipated in the previous Report. This forecast is made
within a context of high uncertainty regarding the impacts
of tariff and fiscal policies on prices in the United States,
the neutral interest rate level, and the country’s fiscal sus-
tainability. By 2026, two additional 25-basis-point reductions
in the policy interest rate are expected, placing it within a
range of 3.25% to 3.5% by yearend.

The forecast horizon assumes a risk premium for Colombia
slightly higher than that projected in the previous Report

9  The PCE (Personal Consumption Expenditures) index is the Federal Reser-
ve's preferred measure of inflation, reflecting price changes in goods and
services purchased by U.S. consumers.

10 In December, the median FOMC projection for total PCE inflation increa-
sed from 2.1% to 2.5% for the end of 2025 and from 2.0% to 21% for the
end of 2026. Meanwhile, the median core PCE projection rose from 2.2% to
2.5% for 2025 and from 2.0% to 2.2% for 2026. Additionally, FOMC members
revised their 2025 unemployment rate estimate down from 4.4% to 4.3%
while keeping the 2026 estimate unchanged at 4.3%. Lastly, the median
long-term interest rate projection was revised upward from 2.9% to 3.0%.

11 Colombia’s real neutral interest rate (RNI) is estimated for central fore-
casting models as the sum of the U.S. RNI and the trend risk premium
under the uncovered interest rate parity condition.

12 As of January 24, 2025, futures associated with the monetary policy inte-
rest rate for the end of 2025 and 2026 increased to 3.93% for the end of
2024 and 3.71% for the end of 2025, up from 3.52% and 3.50%, respectively,
as taken on October 25.
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Graph 2.7
Behavior of nominal exchange rate and risk
premium for select Latin American countries
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amid increased uncertainty regarding the evolution of
the external environment and local fiscal accounts (Graph
2.6). During the fourth quarter of 2024, financial markets in
advanced economies continued to show reduced volatility
and major stock market indicators performed favorably,
supported by expectations of a less regulated environment
and lower corporate taxes in the United States. However,
as of January, long-term interest rates on debt securities
have been rising in advanced economies, driven partly by
expectations that monetary policy in the United States will
remain contractionary, in line with higher expected infla-
tion. In this context, risk premiums in the region increased
during the fourth quarter of the year (Graph 2.7, panel A). In
the case of Colombia, the average five-year credit default
swap (CDS) increased by 11 bp, an increase similar to that of
Mexico and Brazil. Likewise, the currencies of regional and
other emerging economies depreciated in the fourth quarter
of 2024 compared to their average values in the third quar-
ter, particularly after the results of the U.S. election (Graph
2.7, panel B). Colombia and Mexico experienced the most
significant depreciation during this period. Notably, as of
January 28, the Colombian peso and the Brazilian real have
partially reversed this trend, appreciating by approxima-
tely 2%, while the currencies of Peru, Mexico, and Chile have
continued to depreciate. The recent currency movements in
the region reflect the prevailing high uncertainty and vola-
tility in international markets. In line with the above, the
expected risk premium trajectory in this Report maintains
an upward trend, reaching an average of 221 bp in 2025 and
249 bp in 2026,” amid expectations of higher public sector
indebtedness over the forecast horizon. Additionally, there is
significant global uncertainty regarding international finan-
cial conditions, global trade, and capital flows, along with
a decline in oil and other export commodity prices com-
pared to projections in the October Report. Compared to
the previous Report, a slightly higher risk premium is now
assumed, consistent with the increase in CDS levels obser-
ved in the region at the end of 2024 and the first weeks
of 2025. This upward revision translates into a marginally
higher trend risk premium in an environment of heightened
uncertainty surrounding both external and domestic finan-
cial conditions.

13 In the October Report, the forecast for Colombia’s five-year CDs was 204
bps for 2025.
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Graph 2.8
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Graph 2.9
Consumer Price Index (CPI)
(Annual change, end-of-period)

(percentage)

15.0
14.0
13.0
12.0
11.0
10.0
9.0
8.0
7.0
6.0
5.0
40 p e T L
30 Rab LT PR and L 1 7 7S
2.0
1.0
0.0

.....

2.2 Macroeconomic Projections™
2.2 Inflation

Total annual consumer inflation is expected to continue
converging toward the target over the forecast horizon,
though at a slower pace than previously projected, prima-
rily due to increased labor cost pressures. Compared to the
October Report, the inflation trajectory for the next eighteen
months has been revised upward, driven by the sharp rise
in the real minimum wage, a less negative real exchange
rate (RER) gap, higher international prices for certain foods,
and adjustments in the expected cycle behavior for peri-
shables at the end of 2025. Additionally, several prices will
remain affected by indexation to a higher inflation rate at
the end of 2025, which exceeds the target and slows the
convergence to 3% until late 2026. Nonetheless, conditions
over the next two years are expected to continue suppor-
ting the gradual reduction of inflation, ultimately reaching
the 3% target within the forecast horizon. These projections
account for excess productive capacity, which is foreseen
to dissipate by the end of 2026, along with disinflationary
pressures from a still-negative real exchange rate (RER) gap
(Graph 2.8), moderating inflation expectations and the fading
of most supply shocks (see Box 1). The forecasts also assume
a stable food supply and moderate adjustments in electricity
prices, though both remain subject to significant uncertainty
and upside risks. Given these factors, the most likely infla-
tion trajectory projects total annual inflation at 41% by the
end of 2025 (compared to 31% in the October Report) and
3.0% by December 2026 (Graph 2.9).

The forecast for core inflation has been revised upward
compared to the previous Report, though a downward
trend remains expected. Core inflation, measured as the CPI
excluding food and regulated items, is projected to continue
declining throughout the forecast horizon, reaching approxi-
mately 3.0% by mid-2026. This decline is driven by the pre-
viously mentioned factors, along with falling international
dollar prices for manufactured goods—attributed to expec-
ted production surpluses in China—and lower projected oil
prices, which would reduce international production and
transportation costs. These factors would support a gradual
decrease in the annual variation of service prices and rela-
tive stability in goods prices at around 1.0%. Despite these
factors, the expected path for core inflation has risen com-
pared to the last Report, mainly due to higher labor costs,
which particularly impact services. This is driven by the
11% increase in the nominal minimum wage (including the
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Source: DANE; calculations and projections by Banco de la Repiblica.
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14  Projections are based on an active monetary policy wherein Banco de la
Republica’s monetary policy interest rate is adjusted to guarantee align-
ment with the inflation target.
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CPI excluding food and regulated items
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CPI for foods
(Annual change, end-of-period)

(percentage)
28.0
25.0
220
19.0
16.0
13.0
10.0

7.0

4.0

1.0

20
5.0
-8.0
vl lwbw o balwbw o balwlbw] v balwlw
2022 2023 2024 2025 2026

October report — January report

Source: DANE; calculations and projections by Banco de la Repdblica.

Macroeconomic forecasts and risk analysis

transport subsidy), representing a significant real increase
even after accounting for productivity gains (see Box 2). As
a result, inflationary pressures are expected to be substan-
tial. Additionally, labor costs have risen due to reduced wor-
king hours and extended overtime. The upward revision in
the forecast also reflects a less negative real exchange rate
(TCR) gap than previously estimated. This adjustment stems
from the exchange rate increase in the second half of 2024
and projected less favorable external financial conditions,
which would primarily affect goods prices and, to a lesser
extent, service prices—particularly in tourism-related sec-
tors. The forecast continues to account for persistent rental
price adjustments, compounded by a tight housing market
due to low construction activity. Given these factors, annual
core inflation is now projected at 3.9% by the end of 2025
and 31% by the end of 2026, compared to the previous fore-
cast of 3.0% for 2025 (Graph 2.10).

The annual variation in the CPI for food is expected to
remain relatively stable, staying below 4.0% throughout the
forecast horizon. However, from mid-2025 onward, it would
be higher than projected in the October Report. During 2025
and 2026, food inflation is anticipated to fluctuate around
3.0%, influenced by the production cycle of perishable foods
in Colombia, which is assumed to develop under normal cli-
matic conditions. This forecast is based on the expectation
that Colombia’s strong agricultural supply will continue at
high levels reached in 2024. It also considers the decline in
input and maritime transport costs, driven by the anticipa-
ted drop in oil prices. However, the forecast path has been
revised slightly upward for the second half of 2025 and part
of 2026 due to more significant upward pressures from a
less negative RER gap, rising international prices for some
agricultural raw materials, and adjustments in the expec-
ted production cycle of perishable foods at the end of 2025.
The forecast continues to anticipate a temporary upward
impact from the increase in healthy taxes by late 2025. Con-
sequently, the most likely path for the annual change in CPI
for food variation is now projected at 3.3% for the end of
2025 (up from 2.0% in the previous Report) and 2.4% for the
end of 2026 (Graph 2.11). However, this projection carries a
high degree of uncertainty as it depends partly on the pro-
duction and distribution of perishable foods, a category
prone to volatility and frequent supply shocks.

This Report continues to anticipate a significant reduction
in the annual variation of regulated item prices in 2025 and
2026, with moderate energy price adjustments. Over the
next two years, prices of regulated items are expected to
rise by more than 3.0%, though at a considerably slower
pace than in recent quarters. This reflects the effects of
indexation to lower inflation rates and moderate electri-
city tariff forecasts while also accounting for public service
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Graph 212
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Bank and stockbroker inflation forecast
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costs, infrastructure investments, and the impact of inter-
national prices on local costs. However, compared to the
October Report, the forecast has been revised upwards until
mid-2026 due to higher-than-expected electricity prices at
the end of 2024 and reduced disinflationary exchange rate
pressures, which affect items such as domestic gas. Domes-
tic gas supply faces significant constraints, and increasing
imports to meet demand makes prices more sensitive to
international trends and exchange rate fluctuations. Additio-
nally, for 2025, greater increases in public transport fares are
expected following recent announcements in several cities.
Considering these factors, the annual variation of the CPI for
regulated items is projected at 4.9% by the end of 2025 (up
from 4.5% in the previous Report) and 3.2% by the end of
2026 (Graph 2.12). However, the interplay of these variables
makes the forecast highly uncertain.

Since October, some inflation expectations have risen,
remaining above 3% over a two-year horizon but continuing
to trend downward toward the target over more extended
periods. The expectations of economic analysts (Graph 2.13),
obtained from the monthly Survey of Economic Analysts con-
ducted by Banco de la Repiblica between January 10-14,
suggest that the median forecast for total and core inflation
by yearend 2025 would stand at 4.0% and 3.9%, respectively,
both higher than in the October survey (3.8% and 3.6%). By
the end of 2026, these measures are projected to be around
3.6% and 3.3%. Two- and five-year ahead headline inflation
median expectations remained unchanged at 3.5% and 3.0%,
respectively. The annual variation for median expectations
also increased for food and regulated items, reaching 4.3%
and 5.3% for the end of 2025 (compared to 3.9% and 5.0%
in the October survey) and 3.7% and 4.5% for yearend 2026.
Meanwhile, as of January 27, estimates based on govern-
ment bonds (break-even inflation, BEI), adjusted for inflation
and liquidity risk premiums, indicate higher inflation expec-
tations with two-, three-, and five-year maturities at 4.5%,
4.3%, and 4.2%, respectively, only slightly changed from the
October levels of 3.5%, 3.7%, and 3.7%.

2.2.2 Economic activity

The Colombian economy is expected to sustain moderate
annual growth in the fourth quarter, consistent with fore-
casts in the previous Report, marking an acceleration in
economic activity compared to 2023. This continues the
expansion trend observed since late 2023. Annual growth
for the fourth quarter is estimated at 2.3%, the same as in
the October Report, implying an annualized quarterly growth
of 1.3% (Graph 2.14). This forecast is supported by leading
economic indicators (see Box 3). In particular, the Econo-
mic Monitoring Indicator (ISE, Graph 2.15) showed an ave-
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rage annual growth of 1.9% in October and November but
recorded a quarterly decline of 0.3%, mainly due to weaker
performance in mining—driven by lower coal and oil produc-
tion—the manufacturing industry, and health and education
services. This was partially offset by resilience in domestic
trade and transportation. Given these factors, the economy
is expected to grow by 1.8% in 2024, reflecting an accelera-
tion from the 0.6% growth in 2023. However, this forecast is
slightly lower than the 1.9% projected in the previous Report,
mainly due to historical revisions in national accounts publi-
shed by DANE in November and a decline in public con-
sumption, which would be partly temporary.

As in previous quarters, economic expansion was mostly
driven by domestic demand, which continued to gain
momentum, growing at a faster pace than GDP. The gradual
acceleration observed in previous quarters likely extended
into the fourth quarter, with an expected annual growth of
41%. This performance was mainly fueled by the increase
in gross capital formation. Additionally, consumption grew
in annual terms, supported by private consumption, which,
despite expanding at a moderate rate, remained above its
pre-pandemic trend.

Investment likely continued recovering from the low levels
of 2023, mostly propelled by improvements in civil works
and a possible increase in inventories. During the fourth
quarter, annual investment growth would have, once more,
exceeded 20%, with the increase in inventory variation
(which includes the statistical discrepancy) playing a sig-
nificant role, similar to the third quarter”® Meanwhile, fixed
investment likely saw a more moderate but notable annual
increase of 6.3%. This recovery was primarily driven by
investment in other buildings and structures, particularly
in the civil works segment, with projects at the regional
level, such as the first metro line (PLM) and Transmilenio
in Bogota. While investment in machinery and equipment
may not have grown in absolute terms, it likely accelera-
ted in annual terms due to a low base of comparison. In
contrast, investment in housing would have continued to
decline annually and remained stagnant at levels below the
pre-pandemic period. Overall, investment remained well
below the trend levels projected before the pandemic.

In the fourth quarter, total consumption likely continued to
grow year-on-year, driven by a moderate expansion in pri-

15 Inventories saw significant reductions in previous quarters but have
recently recovered in line with stronger domestic demand. This is reflec-
ted in the trends of raw material imports, data from Standard & Poor’s
manufacturing PMI, and the flow of finished and in-process supply in the
building construction sector. Additionally, the sharp increase in coffee
production toward the end of the year has contributed to inventory
growth.
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vate consumption and a partial recovery in public consumption levels. Regar-
ding public consumption, the forecast assumes that the sharp decline observed
in the third quarter—linked to lower energy subsidy payments and reductions in
personnel expenses—was partially transitory. Consequently, in the last quarter
of 2024, this component would have shown some recovery, though not enough
to prevent a continued negative annual growth rate. Meanwhile, household
consumption would have experienced a slight increase in levels and moderate
annual growth, similar to the previous quarter. By segment, both durable and
non-durable consumption would have recorded annual and quarterly increa-
ses, while service consumption remained high but exhibited little annual growth
due to a strong base of comparison. This trend is supported by indicators such
as retail sales, consumer goods imports, commercial bank transactions, consu-
mer credit disbursements, and vehicle and motorcycle registrations. The resi-
lience of private consumption has occurred in a context of lower interest rates,
stable employment, a moderate recovery in confidence, and higher incomes for
coffee-growing families and households receiving remittances from workers
abroad, among other factors. Considering these dynamics, a slight increase in
both annual and quarterly total consumption rates is expected.

In the fourth quarter, the trade deficit in real pesos likely remained at the same
level as in the third quarter, exceeding that of the same period in the previous
year, thereby maintaining a negative accounting contribution to annual eco-
nomic growth. Imports would have remained dynamic, reaching relatively high
levels, surpassing those of the third quarter, and posting a lower yet still signifi-
cant annual growth rate (9.0%), consistent with domestic demand trends. Accor-
ding to preliminary DIAN data (Graph 2.16), the main driver would have been
imports of intermediate goods, particularly those destined for industrial use.
Meanwhile, exports in constant pesos would have remained at historically high
levels, though their annual growth would have been modest (1.6%) (Graph 2.17).
Figures through November suggest annual increases in non-traditional goods
exports but declines in coal, oil, and ferronickel exports. Regarding services, air
passenger data indicate high tourism levels and annual growth outpacing total
exports. Consequently, net external demand would have remained at a similar
level to the third quarter, continuing to contribute negatively to the annual GDP
variation.

On the supply side, economic expansion in the fourth quarter likely remained
concentrated in the primary and tertiary sectors. In the primary sector, both
annual and quarterly growth is anticipated, driven by agricultural activities—
particularly crop production, with coffee reaching historically high levels at the
end of 2024—and livestock. However, this performance would be partially offset
by continued moderate declines in mining, mainly due to low coal and oil pro-
duction. In particular, coal was affected by temporary supply shocks linked to
public order issues in some mining regions. Meanwhile, the tertiary sector would
have also increased quarterly and annually, supported by growth in artistic
and entertainment activities (boosted by sustained demand for event-related
services and sports betting), domestic trade, transportation, and the sector of
public administration, healthcare, and education. In the latter case, growth was
influenced by a low comparison base. Lastly, in the secondary sector, manufac-
turing remained slightly above previous quarters. At the same time, construction
showed improvement driven exclusively by civil works, as the buildings segment
would have continued to register annual and quarterly declines.
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For 2025 and 2026, the economy is expected to continue
strengthening, driven by a gradual recovery in specific
investment segments and increased private consumption
amid a progressively less restrictive monetary policy. This
forecast assumes domestic financing costs will gradually
decline over the next two years compared to 2024. It also
considers that external financing channels will remain open
for the country, with somewhat more favorable costs than in
previous years, despite rising global uncertainty and a more
restrictive U.S. trade policy. Additional factors supporting
growth in 2025 include the relatively strong performance of
trade partners, solid inbound tourism, and sustained high
remittance inflows, further stimulating private consumption.
In terms of investment, the main boost is foreseen from civil
works, with progress anticipated on national 5G road pro-
jects and regional and local infrastructure initiatives, such
as the Bogota metro. Inventory accumulation would also
contribute, following significant declines in previous years.
Public consumption, however, is not expected to see signi-
ficant growth, as it will be constrained by the need to adjust
central government spending. By 2026, GDP growth is pro-
jected to accelerate to 3.4% (Graph 2.18) as monetary policy
continues to ease and external financial conditions remain
favorable. Given these factors, annual growth for 2025 is
estimated at 2.6%, lower than the 2.9% forecast in the pre-
vious Report. This revision reflects a larger-than-expected
adjustment in public spending and slightly less favorable
external and internal financial conditions, partly in response
to higher inflation projections. It is important to note that
these forecasts remain subject to high uncertainty, as dis-
cussed in section 2.3 of this Report.

The unemployment rate is projected to remain relatively
stable in 2025, with the negative gap continuing to close
throughout the year. Data from the Integrated Household
Survey (GEIH for its Spanish acronym) as of November indi-
cated a stable labor market. However, the inactive popula-
tion has increased in recent months, leading to a decline in
the global labor force participation rate (GPR) to 63.7%. As
a result, the national unemployment rate has fallen, rea-
ching levels below its historical average. Specifically, for the
rolling quarter ending in November, the unemployment rate
decreased compared to August, standing at 9.8%.° Based on
labor market trends and the economic activity projections
presented in this Report, the seasonally adjusted natio-
nal unemployment for 2025 is estimated to range between
8.3% and 11.4%, with 9.8% as the most likely value. In urban
areas, the most likely unemployment rate is projected at
10.0% (within a range of 8.5% to 11.6%). These figures are
lower than those in the previous Report for both geogra-
phic domains. Estimates of the unemployment rate consis-

16 See Chapter 3 of this Report for additional information.
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Graph 219
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tent with stable inflation (non-accelerating inflation rate of
unemployment, or NAIRU) suggest that the negative unem-
ployment gap will continue to narrow throughout the fore-
cast period. Consequently, an unemployment gap close to
zero is expected, with minimal inflationary pressures from
labor market dynamics. However, regulatory pressures would
persist, mainly due to minimum wage adjustments.

In 2024, the Colombian economy likely experienced a nega-
tive annual output gap. Excess production capacity is expec-
ted to persist from 2024 through the end of 2026, supporting
inflation’s convergence to its target. In the fourth quarter
of 2024, the annual output gap likely remained negative,
reflecting an economic activity level that remained below
its potential despite a gradual recovery in domestic demand.
During this period, excess capacity continued to contribute
to the decline in both headline and core annual inflation.
According to this Report, the annual output gap at the end
of 2024 is estimated at approximately -0.5%, in line with
the projection from the October Report (Graph 2.19). These
estimates suggest a potential GDP growth of 2.7% for the
entire year. Excess production capacity is anticipated to per-
sist in 2025 but gradually correct as of the second semester
as economic activity gains momentum. However, given the
downward revision of GDP growth projections, the output
gap for 2025 and 2026 is now expected to be slightly more
negative than previously foreseen in the October Report. It is
important to note that the output gap and potential output
estimates presented in this Report are subject to significant
uncertainty, as discussed in section 2.3.

2.2.3 Balance of payments

For 2024, the current account deficit is estimated to have
narrowed to 1.8% of GDP, primarily driven by a significant
increase in workers’ remittances and strong growth in ser-
vice exports (Graph 2.20).” This reduction can be attribu-
ted to three key factors. First, a more significant surplus in
current transfers, mainly due to higher income from wor-
kers' remittances.® Second, a decline in the services deficit,
which likely reached historically low levels as tourism-re-
lated export revenues increased. Third, a decrease in net
factor income outflows reflecting lower profit repatriation
by mining and oil companies with foreign direct investment

17 For the fourth quarter of 2024, a current account deficit of approximately
1.9% of GDP is projected. This outcome would be driven by a widening
trade imbalance in goods, offset by a lower services and factor income
deficit, along with a larger surplus in current transfers.

18 In 2024, workers’ remittances would have increased, reflecting the high
levels of Colombian migration abroad in 2022 and 2023. Additionally,
labor markets remained tight in several countries where Colombian
migrants reside.
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(FDI). The foregoing factors more than offset the widening
trade imbalance in goods. The increase in the goods-rela-
ted deficit stemmed from lower export revenues and higher
import expenditures. Specifically, the decline in internatio-
nal prices of traditional export products, such as oil and
coal, reduced revenues despite a recovery in local produc-
tion.” Meanwhile, stronger economic growth and increased
domestic demand compared to 2023 contributed to higher
import expenditures.

In 2025, the current account deficit is expected to widen to
2.5% of GDP, reflecting the anticipated recovery in economic
activity. This increase would primarily stem from a more sig-
nificant goods trade deficit, which would drive the widening
of the external imbalance. Export revenues are projected to
decline further, per the expected moderation in internatio-
nal prices for key exported raw materials. At the same time,
import expenditures are set to rise due to stronger economic
growth, more dynamic domestic demand, and higher pro-
jected international prices for imported inputs. Conversely,
the services and factor income account deficits are expected
to narrow further. In the case of services, this improvement
would result from sustained growth in tourism exports and
lower maritime freight payments, amid an expected decline
in oil prices. Regarding factor income, outflows are likely to
decrease further, driven by lower profits remitted abroad
by mining and oil companies with foreign direct investment
(FDI). Meanwhile, the surplus from current transfers would
continue to grow, supported by increased workers’ remittan-
ces. From the perspective of savings and investment aggre-
gates, the private sector is expected to reduce its surplus in
2025, reflecting lower savings and increased investment. This
decline would be partially offset by a smaller public sector
deficit, as a slight improvement in the government’s fiscal
balance is anticipated. Finally, uncertainty remains high for
these forecasts, given the volatility of international com-
modity prices, risks to local and global economic growth
stemming from potential trade policies under the new U.S.
administration, and the expected evolution of domestic and
external financial conditions, among other factors.

In 2024, Colombia retained full access to external financing,
with foreign direct investment (FDI) serving as the primary
source of funds—a trend expected to continue in 2025.
However, FDI declined in 2024 due to reduced investment in
the mining and oil sectors amid falling international prices
for these commodities. In 2025, FDI levels are projected to
remain similar to those of 2024, as lower investments in the
oil and coal sectors would be offset by increased investment
in other industries, supported by stronger domestic demand

19 Unlike in 2023, no revenues were recorded from aircraft re-exports in
2024,

25



Macroeconomic forecasts and risk analysis

Graph 2.21
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and economic growth. Meanwhile, the public sector is expec-
ted to contribute to net capital inflows in both years amid
lower observed and projected foreign sales of TES bonds
and persistently high financing needs. In this context, the
private sector would continue accumulating assets abroad.
Finally, external financing would occur in an environment
where U.S. interest rates remain above pre-pandemic levels,
and Colombia’s risk premium continues to exceed its histo-
rical average.

2.2.4 Monetary policy and interest rates expected by Analysts

The median analysts’ expectation for the policy interest
rate is 9.3% for the first quarter of 2025 and 7.3% by the
fourth quarter (Graph 2.21). The median response to Banco
de la Republica’s monthly survey of analysts’ expectations,
conducted in early January, indicates a policy rate of 9.3%
in the first quarter. Analysts anticipate gradual reductions,
with the rate averaging 7.3% in the fourth quarter of 2025
and reaching 6.25% by the end of the forecast horizon. On
average, this projected path over the next eight quarters is
higher than in the October 2024 survey but lower than the
trajectory implied in this Report’'s macroeconomic forecast.
The latter incorporates the monetary policy response to the
previously described inflationary shocks and an increase in
the local neutral interest rate (NIR), driven by an upward
revision of the external NIR relevant to Colombia and the
trend risk premium.? Finally, by the end of 2026, the median
inflation forecast from the analysts’ survey suggests a higher
core inflation than the Bank’s technical staff projected.

2.3 Balance of macroeconomic risks

The balance of risks for inflation remains tilted to the
upside, with high uncertainty levels similar to those of the
previous quarter. The predictive densities (PD) exercise”
summarizes the risk balance across multiple variables within
the macroeconomic forecast and indicates a degree of
uncertainty essentially unchanged from the previous quar-
ter across most external and domestic factors. Regarding
the international environment, more substantial economic
activity in the United States, recent inflation increases, and
the possibility of new tariffs create a moderate upward bias
for U.S. inflation and, consequently, for the Federal Reserve’s

20 On average, the revision of the NIR for Colombia is 11.7 bp for the forecast
horizon compared to figures from the October report.

21 Technical details on the construction of the risk balance through the
predictive density exercise can be found in the paper “Caracterizacion y
comunicacion del balance de riesgos de los pronosticos macroeconomi-
cos: un enfoque de densidad predictiva para Colombia” (Méndez-Vizcaino
et al., 2021) and in Box 1 of the July 2021 Monetary Policy Report.
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interest rate trajectory. Combined with potential increases in Colombia’s risk
premium—driven by external factors and local fiscal challenges—this outlook
suggests worsening external financing conditions for the country. Domestically,
inflation risks are concentrated in prices for the food and services baskets. The
latter presents a more pronounced upside risk, mainly due to the potential for
greater-than-expected pass-through effects from the minimum wage adjust-
ment to prices than envisaged in the central scenario, given the magnitude of
the increase. Additionally, economic agents may anticipate a similar adjustment
for the following year, further reinforcing inflationary pressures. Conversely, the
balance of risks for economic growth points downward. Key downside factors
include weaker prospects for public consumption stemming from lower-than-ex-
pected revenues, the need for greater fiscal adjustment, and the risk of a more
prolonged contractionary monetary policy in response to persistent inflationary
pressures.

On the external front, risks are skewed to the upside for external inflation,
the Federal Reserve’s interest rate, Colombia’s risk premium, and oil prices,
while downside risks dominate the growth of trading partners. Vigorous eco-
nomic activity, labor market indicators in the United States, and the possibility
of tariff increases under the new U.S. administration present upside risks to U.S.
inflation. This could slow the normalization of U.S. monetary policy and, com-
bined with rising estimates of the neutral interest rate, create an upward bias
in the Fed's rate trajectory. In addition, Colombia’s sovereign risk premium may
increase due to uncertainty surrounding the international environment and the
country’s fiscal situation, further raising external financing costs. The PD exercise
also incorporates a moderate upward bias for oil prices, driven by geopolitical
tensions and disruptions to trade routes. Lastly, the outlook for trading partners
is biased downward, reflecting weaker economic prospects in China and several
regional countries.

The predictive densities for headline and core inflation (excluding food and
regulated items) are skewed to the upside, with the most significant risk being
a greater-than-expected pass-through of the minimum wage adjustment to
service prices. In the PD exercise, upward risks dominate the services and food
baskets, while the balance remains neutral for goods and regulated items. For
services, the possibility of a stronger pass-through from the minimum wage
adjustment than projected in the central forecast, coupled with potential labor
cost increases due to reduced working hours, creates an upward bias. In the case
of food, the main risks stem from a possible underestimation of the agricultural
cycle’s upward phase and the impact of extreme weather events. Meanwhile,
the assessment for regulated item prices remains balanced. Upward pressures
on energy, gas, and water tariffs—driven by structural issues in the sector—are
expected to be offset by implementing scarcity pricing regulations for specific
renewable energy sources. As for goods, potential U.S. tariff measures on coun-
tries such as China or Mexico could redirect international trade flows, increasing
global supply and creating a downward risk for prices in Colombia. However, this
effect could be counterbalanced by exchange rate pressures resulting from the
risk of tighter external financial conditions.

The balance of risks to economic activity remains skewed to the downside.
Although the PD exercise accounts for both upside and downside risks across
different components of aggregate demand, the latter predominates. Among
the upside factors, the most notable is the possibility of more dynamic private
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consumption in the short term, driven by the minimum wage adjustment and
its impact on disposable income. However, this effect would be temporary and
primarily benefit households with low-income formal workers. Conversely, seve-
ral downside risks stand out. These include the likelihood of weaker public con-
sumption due to lower tax revenues and the need for a more significant fiscal
adjustment than previously announced; ongoing uncertainty in capital-intensive
sectors, which could continue to weigh on fixed investment; potential changes
in housing subsidy allocation programs that could dampen investment in this
sector; and slower-than-expected growth in inventory accumulation. Additiona-
lly, the PD exercise endogenously incorporates the risk of a prolonged restrictive
monetary policy stance in response to inflationary pressures, which outweighs
the exogenous downside risks to economic activity.

In summary, uncertainty remains relatively high throughout the forecast hori-
zon, with inflation and the monetary policy rate facing upside risks, while eco-
nomic growth is subject to downside risks. Within a 90% confidence interval,
headline inflation is projected to range between 2.2% and 6.8% by the end of
2025 and between 0.8% and 6.1% by the end of 2026 (Graph 2.22). Similarly,
core inflation is expected to fall between 2.5% and 6.3% at the end of 2025 and
between 1.3% and 6.1% by the fourth quarter of 2026 (Graph 2.23). For the fourth
quarter of 2025, the probability of headline inflation falling below 4% is 38%,
while for core inflation, it is 40%. By the end of 2026, these probabilities would
increase to 62% and 59%, respectively. Regarding economic activity, annual GDP
growth is anticipated to range between 0.7% and 3.8% in 2025 and between 1.3%
and 5.4% in 2026, with a 90% probability (Graphs 2.24 and 2.25).
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Graph 2.24
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3. Current economic situation
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3.1 Inflation and price behavior

During the fourth quarter of 2024, annual headline and core
(excluding food and regulated items) inflation continued
to decline, although still continuing above the 3.0% target.
Since its peak in March 2023 (13.3%), annual inflation has
followed a downward trajectory, logging 5.8% in Septem-
ber and ending 2024 at 5.2% (Graph 3.1). This last figure fell
below market analysts’ expectations surveyed in October
(5.5%)" and those of the technical staff noted in that same
month’s Report (5.3%). The technical staff’s inflation forecast
for yearend 2024 did not foresee a weakening in the pace
of food price hikes due to improved supply experienced by
perishables. The regulated items CPI registered a significant
deceleration, although not as marked as predicted, due to
greater-than-expected gas and electricity service prices.
Core inflation (excluding food and regulated items) also con-
tinued its downward path in recent months, consistent with
the expectations noted in the previous Report, closing 2024
at 5.2%, below the September figure (5.5%). The sustained
decrease in inflation observed during the last months of
2024 occurred in the context of a still contractionary mone-
tary policy stance and excess productive capacity, reflec-
ting a lingering weakness in domestic demand. These factors
offset the upward pressures that arose at the end of the year
from the peso’s depreciation. Consequently, despite the sig-
nificant declines of both headline and core inflation throu-
ghout 2024 and the relatively low-price variation of goods
and food, inflation ended the year above the 3.0% target. The
latter was primarily attributed to indexation to a high 2023
inflation rate (9.3%), coupled with a significant adjustment
of the minimum wage for 2024 (12.1%), which affected close
to 60% of prices in the family basket, especially those of the
services and regulated items sub-baskets. Furthermore, the
peso’s recent depreciation began to generate upward pres-
sures on production costs, reflected in the annual change of
the producer price index (PPI), which recorded a significant
increase between September (1.2%) and December (5.8%).
The rise impacted both local (from 1.6% to 6.2%) and impor-
ted (from 0.2% to 4.5%) components (Graph 3.2).2

Within annual core inflation, goods inflation remained at
low levels during the fourth quarter, following significant
reductions in previous quarters. There was no movement
in the annual variation of the goods CPI between Septem-

1 According to the mean of survey responses to Banco de la Republica’s
Monthly Survey of Economic Analyst Expectations (EME for its Spanish
acronym).

2 Provisional annual producer inflation for December supplied by DANE.
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Graph 3.3
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ber (0.6%) and December (0.6%) after exerting significant
disinflationary pressures during the first three quarters
of the year (Graph 3.3). The lack of movement seen in this
sub-basket during the last quarter of 2024 is mainly due to
moderate consumption growth and the fall in international
prices experienced by most electrical and electronic goods
(e.g., cell phones, computers, televisions, washing machi-
nes, refrigerators). The previous was partially offset by the
peso’s depreciation during the second semester, along with
recent increases in maritime transportation costs for impor-
ted goods.

In the last months of the year, services inflation conti-
nued to decline gradually, although their significantly high
levels suggest a noteworthy degree of inflationary iner-
tia. Although the annual adjustment of the services CPI fell
between September (7.5%) and December (7.0%), it remained
well above headline and target inflation. The indexation to
2023 inflation and the minimum wage adjustment in 2024
mainly affected services prices, some of which are tied to
explicit indexation mechanisms or are labor-intensive. The
latter continues to explain the inflationary inertia observed
in this sub-basket during the fourth quarter. Rents exempli-
fied this situation, as it is a basket component that is closely
indexed to the previous year’s inflation, thus exhibiting an
annual change that fell from 7.9% in September to 7.4% in
December (Graph 3.4). In addition, as mentioned in previous
Reports, this is exacerbated by weak supply of new cons-
truction and housing sales. Annual price variation of food
away from home decreased between September (9.3%) and
December (8.0%) but nevertheless ended the year at a high
level, explained by increases in certain foods and fallout
from the minimum wage increase.

During the fourth quarter of 2024, annual inflation for
regulated items decreased significantly, chiefly because
of restraint in the pace of price adjustments for fuels and
public services. The annual change in the prices of regulated
items registered a significant reduction between September
(10.2%) and December (7.3%), although not as substantial
as forecast in the October Report. This reduction primarily
reflects the smaller annual variations seen in fuels (10.8% to
6.8% in September and December, respectively) and utilities
(10.0% and 5.2% in September and December, respectively)
(Graph 3.5, panel A). It should be noted that the December
COP 400 adjustment in the price of diesel would have had a
minimal direct impact on the CPI, given its low weight within
the consumer basket. For public services, the annual growth
rate decrease was headed by the electricity component, as
rates fell sharply (albeit not as much as previously estima-
ted) between September (12.6%) and December (2.2%). The
previous was the result of public policy actions, including
an agreement with several energy marketers to reduce rates,
downward adjustments in scarcity prices (maximums) in the
securities exchange, and the settlement by the government
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Graph 3.5
CPI for regulated items and its components
(annual change)

A. B.
(percentage) (percentage)

55.0 20.0
50.0
45.0
40.0

15.0

35.0
30.0

25.0
20.0 10.0

15.0

b VN

'l

50 F SR S - AL
0.0 M\ Was 7 50

-5.0
-10.0
-15.0 0.0

Dec-16  Dec-17  Dec-18 Dec-19  Dec-20  Dec-21 Dec-22  Dec-23 Dec-24 Dec-16  Dec-17  Dec-18 Dec-19 Dec-20 Dec-21 Dec-22 Dec-23 Dec-24

— Total regulated items — Fuels — Total regulated items Education —— Other®
Utilities Transportation

a/ Includes EPS affiliate co-payments, administrative certificates and documents, and professional fee payments
Sources: DANE; calculations by Banco de la Republica.

of subsidized rates for the lower strata, especially in the
Atlantic Coast departments, among others.? The remaining
regulated items did not experience any significant changes
in the later part of the year (Graph 3.5, panel B).

Compared to the October Report estimates, the annual
increase in food prices ended 2024 lower than expected
but above third-quarter results. The annual change in food
prices at yearend was 3.3%, above that registered in Sep-
tember (2.7%). This behavior reflects the varied behavior
of its components. On the one hand, the annual change in
perishable foods prices ended 2024 at 5.1%, higher than the
figure recorded in September (2.9%). Fruits, in particular,
drove up perishable prices during the last quarter of the
year. On the other hand, the CPI for processed foods expe-
rienced a very slight annual increase between September
(2.7%) and December (2.8%) (Graph 3.6). In the last months
of 2024, the peso’s depreciation, the increase in internatio-

Graph 3.6 nal prices of inputs, and higher transportation costs exerted
CPI for food and its components upward pressure on processed food prices. In addition, many
(annual change) foods with high sugar and fat content (e.g., chocolate and
(percentage) erceniage)  chocolate derivatives, candies, soft drink concentrate, Jello,
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250 3 With CREG Resolution 101066 of 2024, which modifies the scarcity prices of

the Reliability Fee, the National Government set a rate cap on electricity
15.0 prices traded on the Colombian energy market exchange. Until now, the
energy exchange operated with a single scarcity price (selling price cap)

5.0 . wreee . .
for all power-generating facilities in the country. The current price (close
50 to COP 950 for December) is set for facilities that operate with liquid fuels
and liquid fuels or gas blends. This price will be updated and published
-15.0 by the CREG on a monthly basis, as established in articles 2, 3, and 4 of
Resolution CREG 140 of 2017. For its part, the scarcity price will be COP
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Graph 3.7
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and related products) recorded increases at the end of the
year as a result of the entry into force of the second phase
of the so-called healthy tax.*

3.2 Growth and domestic demand

During the third quarter, GDP presented levels close to
those projected. According to DANE’s seasonally adjusted
and corrected for calendar effects figures, in the third quar-
ter of 2024, economic activity registered an annual growth
of 2.0%, which implied an annualized quarterly expansion of
0.8% (Graph 3.7). The annual expansion of economic activity
was slightly lower than predicted by the technical staff in
the previous Report (2.4%), mainly due to an upward revision
of the year-on-year level observed for the same period, as
both the quarterly activity and level attained were compa-
rable to expectation. On the expenditure side, the positive
contribution of domestic demand was primarily explained
by more significant investment in civil works and the gra-
dual improvement of private consumption. However, public
consumption and housing investment had adverse effects
on growth. This performance was noted amid a backdrop of
lower interest rates, declining inflation (although still above
target), households with bettered disposable income, and
more favorable reliability indicators. On the supply side, the
sectors that mostly propelled growth were the arts, enter-
tainment, and recreation, as well as the agricultural sector.
Conversely, mining and quarrying, along with manufacturing,
continued to show annual declines.

Domestic demand continued to drive third-quarter growth,
led primarily by investment activity. Domestic absorption
accelerated in its annual growth during this period, regis-
tering a rate of 3.9%, somewhat higher than that projec-
ted in the October Report (3.3%). The major contributor to
this increase was gross capital formation (Graph 3.8), which
experienced significant increases in both annual (20.3%)
and quarterly (25.9% quarterly annualized) terms. By com-
ponents, a statistical discrepancy was a large contributor, as
well as the variation seen in inventories, which presented
significant growth in the third quarter as inventories reco-
vered in the industry and commerce segment and the resi-
dential and non-residential buildings sector. Alternatively,
fixed investment, which excludes the latter component, also
expanded annually and quarterly, although at more mode-
rate rates (4.1% annual and 0.8% quarterly annualized)
(Graph 3.9). The segment with the highest annual growth
was investment in other buildings and structures, primarily

4 Law 2277 of 2022, titled “Healthy Taxes”, imposed taxes on ultra-processed
sweetened beverages and ultra-processed food products that are indus-
trially processed and/or have a high content of added sugars, sodium, or
saturated fats. See (in Spanish only): https://www.funcionpublica.gov.co/
eva/gestornormativo/norma.php?i=199883
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driven by the recovery of civil works construction, particu-
larly those associated with regional infrastructure projects.
Investment in machinery and equipment also grew on an
annual and quarterly basis, impelled by the increase in
imports of capital goods for industry. In contrast, investment
in housing continued to decline, which would have been
associated, in part, with a lower completion of non-public
(non-VIS) housing.

The pace of growth of total consumption was significantly
below expectations, largely due to the sharp decline in
public consumption. Consumption exhibited a year-on-year
growth of 0.8% in the third quarter, which was much lower
than projected in the October Report (2.0%), primarily attri-
buted to the substantial decline in public consumption, both
in quarterly (-29.0% quarterly annualized) and annual terms
(-51%) (Graph 3.10). According to DANE, the leading causes of
the decline in public consumption during the third quarter
were the significant retrenchment in energy subsidy payouts
associated with lower energy consumption and reductions
in personnel expenses. On the other hand, although private
consumption in the third quarter recorded an annual growth
(1.9%) below expectations (2.5%), it has gradually improved
since yearend 2023. However, the aggregate levels exhibit the
greatest gaps with respect to the predicted pre-pandemic
trend® (8.8% above). The acceleration of private consump-
tion continues to take place amid a backdrop of interest rate
reductions, improved loan disbursement performance, and
the recovery of household disposable income. Within this
aggregate, the most dynamic segment in terms of annual
and quarterly variations was the consumption of durable
goods. Its recovery started at the beginning of 2024 and con-
tinued into the third quarter after adjusting from the exces-
sive levels seen in 2022. Consumption of non-durable goods
and services also grew annually; in the former case, it was
mainly driven by the consumption of agricultural products,
eggs, and pharmaceuticals, and in the latter, by spending
on leisure and gaming services. Finally, the consumption
of semi-durable goods continued to decline annually and
showed no increase in the margin, chiefly because of lower
consumption of clothing and footwear.

In the third quarter, the real external deficit was again a
negative contributor to annual GDP growth, given that
imports outgrew exports. During this period, imports regis-
tered significant quarterly growth, with a very pronounced
year-on-year growth (11.4%), in line with the behavior of
domestic demand. Import growth mostly centered on capital
goods and durable consumer goods. Alternatively, exports
recorded a modest annual increase (3.8%), considerably less
than that of imports. The increment in the annual growth

5 The rate of private consumption in the third quarter of 2024 outperfor-
med by 8.8% the amount projected pre-pandemic.
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Graph 311
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Graph 3.12
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rate was not reflected in increased levels of exported goods,
as explained by a quarterly decline in the external sales
of goods such as oil and coal. In contrast, services exports
grew annually and quarterly and continued to be favored
by non-resident tourism. Consequently, the external deficit
in constant pesos outperformed that of the second quarter
and that observed a year earlier (Graph 3.11), which again
negatively contributed to the annual GDP change.

On the supply side, the agricultural sector and arts, enter-
tainment, and recreational activities were the main drivers
of annual growth. During this period, the primary branches
continued to expand in annual and quarterly terms (3.3%
and 0.8%, respectively), reaching a historically high level
(Graph 3.12). The growth of these activities is explained by
the positive performance of agricultural supply, especially
that associated with crops and a recovery in coffee produc-
tion. In contrast, mining activities fell by 5.2% annually due
to the low production of coal and oil, the latter affected by
the disruptions generated by the truckers’ strike and the
various attacks on the infrastructure of some of the coun-
try’s oil pipelines. The secondary branches completed a year
with relatively stable levels and recorded a moderate annual
growth of 0.5% in the third quarter. This behavior is partly
explained by an adjustment process in the manufacturing
sector from reaching relatively high levels in 2022 and by low
performance in building construction. Conversely, civil works
construction continued to recover, consistent with a resur-
gence in regional project construction, including the first
segment of the Bogota subway. Finally, the tertiary branches
recorded annual growth of 2.6%, which was again driven by a
resurgence in art, entertainment, and recreational activities
(141% year-on-year), particularly a boom in online gaming
and sports betting. The performance of financial and insu-
rance services (4.6% annual growth), healthcare services
(5.0%), and commerce, transport, and lodging (1.2% annual
growth) also stood out, with improved performance in real
sales of the retail segment.

3.3 Labor market®’

National aggregate employment stabilized in the last few
months following the rebound observed in the second and
third quarters of the year. For the rolling quarter ending in
November, the results of the Integrated Household Survey
(GEIH for its acronym in Spanish) showed relatively stable
employment levels in the twenty-three main cities and
the other municipal capitals and rural areas (Graph 3.13).

6  Fora more detailed analysis of the labor market, we invite you to consult
Banco de la Republica’s Labor Market Report, available only in Spanish at
https://www.banrep.gov.co/es/reporte-mercado-laboral.

7  Labor market figures presented in this section of the Report primarily
correspond to the rolling quarter ending November 2024.
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Accordingly, for this period, national aggregate® employ-
ment registered a year-on-year increase (1.2%), driven by
employment growth in other municipal capitals and rural
areas (1.7%) and the urban area (0.8%). By economic sector,
national annual employment growth was observed in several
branches, with commerce, lodging, and manufacturing being
the highest contributors to the national aggregate.

By occupation, annual employment growth was explai-
ned by positive behavior in the critical segment of sala-
ried employment. In the second semester of 2024, salaried
employment recovered significantly, with a quarterly and
annual change to November of 1.5% and 2.5%, respectively
(Graph 3.14). Private employees were the main sponsors of
the year-on-year gains in the employment rate. However,
non-salaried segment employment showed a slight con-
traction during the final months of the year.? Consequently,
improvements in salaried employment further decreased
the national aggregate informal employment rate, which rea-
ched 52.5% in November.

The overall labor force participation rate has decreased
in recent months, consistent with recent increases in the
population outside the labor force or economically inactive
population. The national aggregate labor force participation
rate in November was 63.7%, 0.4 pp lower than in the pre-
vious year and August 2024 levels. By geographic area, the
labor force participation rate in the twenty-three main cities,
other municipal capitals, and rural areas also fell, ending
the period at 65.7% and 61.6%, respectively. This decrease
is in line with the increase noted in recent months for the
population outside the labor force or inactive, which recor-
ded a national aggregate annual growth of 2.5%, as well as
2.6% for urban areas and 2.4% for rural areas. By gender,
there has been an increase in recent months in the number
of women leaving the labor force, which has resulted in a
contraction of the labor force participation rate of women
(-0.5 pp) versus that recorded in November of last year.
Thus, women's labor force participation rate stood at 52.1%
in November 2024, and the men’s at 76.4%, registering a sma-
ller annual drop (-0.2 pp).

With a more stable employment rate and the fall in the
labor force participation rate, the national aggregate unem-
ployment rate has decreased in recent months, reaching
levels below its historical average. For the rolling quarter
to November and drawing on seasonally adjusted data, the
national unemployment rate stood at 9.8%, lower than the
figure observed in yearend 2023 and August (10.2%). This

8 In line with the behavior of employment, there was no change in the
unemployment rate in recent months, ending the period at 57.5%.

9  Rolling quarter employment figures for the informal non-salaried seg-
ment in November registered a year-on-year change of 0.1%.
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Graph 315
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decrease was mainly attributable to a 0.7 pp reduction in
the unemployment rate of other municipal capitals and rural
areas, which stood at 9.3%. In comparison, the urban unem-
ployment rate stood at 10.1% (Graph 3.15). The heterogeneity
of the employment rate among the twenty-three main cities
stands out, with Quibdo showing the highest unemployment
(27.6%) and Medellin the lowest (7.9%). Compared to the pre-
vious quarter, the unemployment rate fell slightly in most
cities, with Ibagué (-3.1 pp), Riohacha (-3.0 pp), and Mani-
zales (-1.4 pp) recording the most significant drops; in con-
trast, those cities with the most marked increases in the
unemployment rate were Valledupar (1.7 pp), Quibdo (1.5
pp), and Popayan (0.9 pp). As for the unemployment gap by
gender, after the increase observed in the third quarter, it
has corrected slightly in recent months and stood at 4.5 pp
in November due to a decrease in women’s unemployment
rate.

In recent months, job openings indicators have continued
their downward trend, while hiring expectations have
remained relatively stable and in positive territory. Regar-
ding hiring expectations, short-term figures obtained from
ManpowerGroup'’s Survey of Hiring Expectations and mid-
term figures, in a six to twelve-month horizon, provided by
Banco de la Republica’s quarterly Survey of Economic Expec-
tations (ETE for its Spanish acronym), remained stable and
in positive territory, suggesting stable formal employment
in the near future. In contrast, the labor demand indexes,
obtained in November from classified ads and the Public
Employment Service (SPE for its Spanish acronym), and
those derived in October from implicit GEIH hiring figures,
continued on a downward trajectory, although they remai-
ned at relatively high levels. The behavior of the unemploy-
ment rate in the urban areas and of the vacancy rate, in light
of the Beveridge curve (3.16),° suggests a certain tightness
of the labor market, given that the unemployment rate has
again fallen and the job vacancy rate - although it has fallen
- remains high. Finally, national aggregate data to November
showed a rebound in real labor income for salaried workers
at the margin, while it fell in the third quarter for non-sala-
ried earners. In annual terms, there were gains of 5.2% in the
salaried segment, while the non-salaried segment recorded
an annual drop of 4.8%.

3.4 Financial and money market

During the fourth quarter of 2024, the loan portfolio recove-
red slightly, and interest rates in the financial system conti-
nued to fall in line with the recent monetary policy interest
rate (MPR) cuts. The latter occurred in the context of eco-

10 The Beveridge curve is a graphical representation of the relationship
between unemployment and the job vacancy rate.
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Table 31
Interest rates
(average monthly, percentage)

Dec 22 | Dec 23 | Jun-24 | Sept 24 | Dec 24
Interbank
L"cfﬁgargtke M42 1318 NM75 1075 9.70
L’I}:::iagw; M4 1313 1MI5 1075 9.70
BBlovernight 1141 1313 175 1075 970
BBI 1-month 180 1310 147 1044 944
BBI3-months  12.08  12.81 1101 994 920
BBI6-months 1231 1235 1049 935  8.86
BBI 12-months 117 965 835 840
Deposits
Savings 572 623 536 488 430
DTF 90-days 1342 1263 1014 968 922
CDT*180-days 1558 1290 1033 994  9.43
CDT360-days 1708 1319 1075  9.85  9.73
CDT>360-days 1915 1271 1132 1033 997
Credit
Preferential 1857 1705 1365 1269  11.92
Ordinary 1927 1793 1566 1473 1313
Non-public
housing 1722 1706 1471 1206 1N42
purchases
EﬂEClLCa:g:Si”g 1700 1541 1342 1225 1138
Eg;ss%':sé tl?:n“ 3123 2816 2473 2318 2118
Eﬁﬁlrlnls;gn 1945  19.83 1814 1741  16.58
Credit card 39.01 3470 2922 27.24 2459

*CDT (term deposit certificates)
Sources: Financial Superintendency of Colombia, calculations by Banco de la
Republica.
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nomic activity recovery, particularly of consumption, and
improved expectations of lending by banks. Requirements
for new loans continued to be somewhat high, although less
stringent for certain loan types. Credit risk indicators have
stabilized yet remain at high levels. The financial system’s
profits increased, and its solvency indicators remain at ade-
quate levels. Going forward, a recovery in loan granting is
expected to continue in an environment of economic activity
that is expected to continue improving.

The annual growth of the loan portfolio, which had been
decreasing since 2022, regained traction in the last quarter
of 2024 and registered an annual rate of 2.5% (Graph 3.17)
in December. This behavior extended to all loan types, with
average annual growth rates somewhat higher than those
recorded in the third quarter, except for the housing loans,
whose annual growth rate continued unchanged at around
7.8% throughout 2024. However, the consumer loans port-
folio was the only one to record negative annual variations
in 2024 and into December (-3.5%) but did not fall as much
as in September (-5.3%). In real terms, consumer and com-
mercial loans continued to register annual declines, but at
lower rates than those observed in the third quarter. At the
same time, housing and microcredit loans registered posi-
tive growth rates, above those of the previous quarter. In
turn, data gathered from the survey of banking institutions
to September 2024 suggests less restrictive requirements
for granting consumer loans, while the requirements remai-
ned high for commercial, housing, and microcredit loans."
This, in a context of risk levels that—although more stable—
remain high, recovering profitability as investments continue
to have a significant share in the entities’ assets.

Savings and credit interest rates continued to reflect mone-
tary policy transmission in the context of measured reco-
very and decreasing inflation expectations. During the
fourth quarter of 2024, the Board of Directors of Banco de la
Repiblica continued reducing the monetary policy rate, with
50 and 25 basis-point (bp) cuts in its October and Decem-
ber meetings, respectively. In total, the monetary policy
rate has decreased by 375 bps since the end of 2023. Money
market interest rates reflect this behavior, particularly in the
interbank rate (IBR or TIB for its Spanish acronym and the
overnight bank benchmark index (BBI or IBR for its Spa-
nish acronym). However, the IBRs for longer horizons have
shown some setbacks, suggesting expectations of lower
cuts in the benchmark rate in the coming months. Alterna-
tively, both placement and deposit interest rates continued
to show decreases in all modalities, consistent with mone-
tary policy cuts (Table 3.1). Placement interest rates main-
tained a clear downward trend for most of the loan types,

11 See the results of the Quarterly Survey of Credit Institutions in Colombia.
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Graph 318
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particularly credit cards, non-payroll consumer loans, and
non-public (non-VIS) housing, as both the accounts payable
risk indicators and real placement interest rates stabilized in
the third quarter of 2024 (Graph 3.18). Household loans regis-
tered levels below the averages of the last decade, while
commercial loans remained somewhat higher or in line with
their averages.

The profits of credit institutions increased during the last
quarter of 2024; at the same time, the system'’s capital
levels continue to exceed regulatory minimums. In Novem-
ber 2024, credit institutions’ twelve-month aggregate ear-
nings totaled COP 8.6 trillion, slightly higher than the level
observed in December 2023. This slight growth in the profits
of credit institutions is mainly explained by a lower provi-
sions expense, which occurs in an environment of relative
stability of the portfolio’s delinquency indicator (MCI for its
Spanish acronym) during 2024, though still at high levels
(Graph 3.19). In the case of the consumer portfolio, the delin-
quency indicator showed a recovery during 2024, associated
with a lower past-due portfolio for this modality. However,
the indicator remains high when write-offs are included in
this segment. Meanwhile, with data as of November, the total
solvency levels (18.5%) and basic solvency (15.0%) of credit
institutions remain stable and well above the regulatory
minimums (9.0% and 4.5%, respectively).
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Annual inflation is computed using the consumer price index (CPI), the twelve months inclu-
ded in this calculation are weighted equally. Consequently, price variations during the period
analyzed may lead to an underestimation or overestimation of the significance of the informa-
tion included in the most recent inflation concerning inflationary dynamics. Nevertheless, the
measure of instantaneous inflation for Colombia provides an alternative to correct this bias,
calculated by assigning greater weight to the most recent data and reducing the influence of
more remote data through a Kernel function. This potential bias resulting from the overweigh-
ting of older data exists because information from more distant months may be less relevant
for understanding the current behavior of consumer prices. In addition, we explore below the
possibility of instantaneous inflation presiding over official annual inflation.

1. Biases in the CPI calculation

Since the United States Senate-appointed Boskin Commission reported its findings in 1996, it
has been widely recognized that a CPI calculation employing a Laspeyres-type formula may
generate biases in recording changes in consumer prices. A numerical Laspeyres index that
maintains a fixed basket does not allow for the timely incorporation of new goods or the
substitution of more expensive goods or services for lower-price alternatives (substitution
in consumption). Nor does it allow for updating the quality of goods, incorporating new out-
lets, or more efficient distribution networks in the measurement. In addition, there is a bias
in the selected products since statistical institutions do not collect information on the price
changes of the entire consumer basket but only on those most frequently consumed goods
that have a more significant impact on household spending.

Recently, Eeckhout (2023) introduced the bias of obsolete information derived from giving
equal weight to each of the twelve months that comprise annual inflation. This weighing gene-
rates a particular bias due to the under-representation of the price levels of recent months,
which have a greater impact on inflation dynamics. Consequently, assigning a greater weight
to more recent values when calculating annual CPI variations is reasonable for gaining a clea-
rer understanding of more contemporary price dynamics. Eeckhout (2023) calls this calculation
“instantaneous inflation which will be explained below for Colombia’s case.

2. Methodology

Differentiated and increasing weights will be used to offset the bias we have coined as old
data bias. To determine the weights, Eeckhout (2023) suggests using the following polyno-
mial Kernel function:

T—1)*
( ) aT,VaZO

* The authors are, in order, leading professionals, researchers, and interns in the Programming and Inflation
Department. The opinions are the authors' own and do not reflect the views of Banco de la Repiblica or its Board
of Directors.

1 This box coincides with the recent publication of the Economics Draft by Martinez et al. (2025), entitled: "Instan-
taneous Inflation as a Predictor of Inflation," whose content focuses on the predictive capacity of instantaneous
inflation toward annual inflation for Colombia, the United States, and England. This box, in some sections, is similar
to that presented in Martinez et al. (2025).
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Graph B1.1

Kernel weights in percentages for different values of o
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Sources: DANE; own calculations.
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Where T-T represents each of the periods (months), adding a parame-
ter a to determine the magnitude of the weight of each period in the
Kernel. The higher the value of q, the greater the weight of the most
recent months and the lower the weight of the most remote months.
When the value of a is 0 (zero), this would result in conventional infla-
tion, where all periods (months) have the same weight. Graph B1.1
shows the behavior of the Kernel at different values of a.

Subsequently, the Kernel is applied to the original inflation function,
obtaining the following for instantaneous inflation:

11
it = | Ja+my®-1
=0

Where (1 + i™,) is the monthly variation for each period.

It is essential to take into account several considerations regarding
instantaneous inflation. The higher the value of parameter q, the grea-
ter the response of inflation to varied factors, such as noise that might
have occurred in the data collection process or resulting from seasonal
factors. Consequently, instantaneous inflation tends to be more vola-
tile than conventional inflation, especially when very high a values are
used. To counteract this, we have seasonally adjusted the CPI series
used to calculate the different instantaneous inflations in this paper.
Graph B1.2 (panels A and B) represents the reduced volatility once the
CPI is seasonally adjusted to compute instantaneous inflation using
a value of a= 2.5, selected for the reasons explained in the following
section.

3. Parameter a value selection a

Three criteria were employed to determine an adequate value for q,
considering that, although there may be an adequate range of values,
using a non-integer value will provide a better approximation, coun-
ter to the selection used by Eeckhout (2023). The first criterion used
in selecting a assesses its values based on a cumulative percentage
of Kernel weights, choosing those that reached a threshold of 90% for

A. Instantaneous and observed inflation
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Graph B1.2 (continued)

B. Seasonally adjusted instantaneous and observed inflation
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T-T== 7, which necessitates that the cumulative weight of the six oldest periods (months) does
not exceed 10% of the total weight. This criterion is met from a= 2.5 to a=100. This approach
allows for identifying an o value high enough to effectively convey the most up-to-date infor-
mation to consumer prices while simultaneously reducing the bias of the older information,
as shown in Table B1.1.

The second criterion, the volatility of total seasonally adjusted instantaneous inflation, asses-
ses different values of o from March 1983 to November 2023, considering those values of this
parameter with the lowest variance as superior (Table B1.2, panel A). As a third criterion, the
mean squared error (MSE) between observed annual inflation and its instantaneous sea-
sonally adjusted version was calculated for different values of a, choosing again the values
that minimized it (Table B1.2, panel B). Even when assigning the value of o= 2.5 to calculate
instantaneous inflation, it still yields an indicator that is among those resulting in the lowest
MSE for inflation forecasting.? Although there is a range of optimal values for a, a= 2.5 was
selected based on the three criteria because it allows for excluding at least 90% of the most
distant data and simultaneously has a smaller variance and mean squared error. Although a
value of 0<2.5 generates less volatility and a lower mean squared error, these values assign a

2 For more information see Martinez, et al (2025).

Cumulative percentage of Kernel weights for different o values
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73.08
80.77
87.18
92.31
96.15
98.72
100.00

2215 25.34 28.40 34.16 39.45 44.33 66.43 99.98
40.77 45.73 50.28 58.27 64.99 70.63 89.81 100.00
56.15 61.80 66.72 T4.74 80.84 85.47 97.26 100.00
68.62 7414 78.70 85.55 90.21 93.36 99.37 100.00
78.46 83.34 87.11 92.30 95.40 97.26 99.88 100.00
86.00 89.92 92.75 96.25 98.07 99.00 99.98 100.00
91.54 94.40 96.30 98.39 99.30 99.70 100.00 100.00
95.38 97.24 98.36 99.42 99.79 99.93 100.00 100.00
97.85 98.87 99.41 99.84 99.96 99.99 100.00 100.00
99.23 99.66 99.85 99.97 99.99 100.00 100.00 100.00
99.85 99.95 99.98 100.00 100.00 100.00 100.00 100.00
100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: DANE; own calculations.
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Table B1.2

Variance of instant inflation and mean squared error for the different o values

A. Variance of seasonally adjusted annual instant inflation for the different o values

(March 1983 to November 2024)

L e=o | a1 | a2 | as2s | as3s | asi | ass | ase | =i | a=100

Variance 83.12

85.41 86.23 87.02 88.53 89.92 9119 96.89 106.89

B. Mean squared error for the different a values
(seasonally adjusted instantaneous annual inflation vs. observed annual inflation)

I T N T N A AT BT TR T

Mean squared error

3.82 4.64 14.46 24.32

Sources: Dane; own calculations

A

higher weight to older information, which is not ideal. Consequently, instantaneous inflation
will be calculated using an a= 2.5 value.

4, Results

For a better understanding of the recent inflationary dynamics, instantaneous inflation will be
computed not only for the total CPI and the CPI excluding food and regulated items but also
for four subcategories: goods and services (excluding food and regulated items for both), as
well as food and regulated items. In addition, the coincident profile methodology proposed
by Martinez et al. (2013) will be applied to assess whether instantaneous inflation serves as
a leading indicator of conventional observed inflation. This methodology uses an algorithm
that identifies inflection points in annualized series to identify when one series anticipates
the inflection points of another and the number of periods (months) over which it does so
at a 10% level of statistical significance. Graphs B1.3 to B1.8 present the calculations for each
grouping, comparing observed inflation and seasonally adjusted instantaneous inflation cal-
culated using a= 2.5.

Graphs B1.3 to B1.8 suggest that seasonally adjusted annualized instantaneous inflation in
November 2024 is lower than official annual inflation for all CPl segments analyzed, except
for goods and core inflation excluding food and regulated items (panels A). Furthermore, it is
proven that seasonally adjusted annual instantaneous inflation can anticipate annual con-
sumer price adjustments (panel B). The results of the coincident profile graphs illustrate that
seasonally adjusted annual instantaneous inflation for the total CPl and the CPI excluding
food and regulated items, as well as that of the food group, have significant lags of two to four
months, with a three-month lag being the most prevalent. Similarly, the services and regulated
items groups present significant lags of between one and three months, with a three-month
lag having the highest probability of occurrence. Finally, the seasonally adjusted instanta-
neous annual inflation for the goods CPI, excluding food and regulated items, foreshadows
its official version by three to five months, with a four-month lag having the highest proba-
bility of occurrence. These results suggest that instantaneous inflation anticipates possible
changes in the inflation of the different baskets and is a valuable indicator when attempting
to anticipate inflation dynamics, which is especially helpful in the realm of monetary policy
decisions. With information to November, instantaneous inflation projected possible reduc-
tions in annual food, regulated items, and services inflation and a probable variation in the
trend of goods inflation, perhaps as a result of recent exchange rate pressures endured by
the Colombian economy.
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Instantaneous inflation for the total basket and coincident profile

A. Headline inflation
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B. Coincident profile
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A. Core inflation (excluding food and regulated items)
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Graph B1.5
Instantaneous inflation for goods and coincident profile
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Graph B1.6
Instantaneous inflation for services and coincident profile

A. Services inflation
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Graph B1.8
Instantaneous inflation for food and coincident profile
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5. Conclusions

The figure of instantaneous inflation captures more recent information on consumer price
dynamics, providing timely data on recent inflation behavior and the likely short-term perfor-
mance of annual inflation. Instantaneous inflation significantly reduces the bias that lagged
data can introduce in the computation of annual inflation behavior, the most commonly used
conventional inflation indicator. Moreover, incorporating novelties into the benchmark metho-
dology, such as the use of coincident profiles to anticipate possible changes in official annual
inflation trends, allows us to note that this new indicator leads the inflationary trajectory of
all CPI segments analyzed. Consequently, instantaneous inflation is an ideal complementary
tool for monitoring consumer prices, anticipating possible changes in the inflationary path,
and providing additional information for monetary policy decision-making.
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Box 2
Estimated effects of the minimum wage on inflation in
Colombia

Nicolas Martinez-@ortés
Sergio Restrepo-Angel

Several studies have pointed to the influence of the minimum legal wage (SM for its Spanish
acronym) on the labor market and the observed distribution of wages and prices in the eco-
nomy, among other effects. In 2022, Banco de la Republica conducted a comprehensive study
on the macroeconomic effects of the legal minimum wage in Colombia (Arango et al., 2022).
In this Box, we summarize some of their findings and other relevant results from related lite-
rature, particularly its effects on inflation.

As pointed out by Arango et al. (2022), increases in the minimum wage can affect prices via
various conduits. One is labor costs, defined as increased labor costs as a factor of production
cost that can lead to a higher sale price. Another is aggregate demand, where higher worker
income places upward pressure on prices through increased consumption. A third factor is
inflation expectations, whereby agents may expect higher price adjustments as a consequence
of the behavior of the previous conduits.

We study various methodologies to assess the impact of minimum wage increases on prices,
analyzing both aggregate and microdata. In the case of aggregate data, two methodologies
find similar results. An accounting exercise using an input-output matrix concludes that, on
average, a 100-basis point (bp) increase in the minimum wage results in a 14 bp increase in
total consumer inflation. On the other hand, an instrumental variable approach suggests that
an increase of the same magnitude in the minimum wage is associated with a 14 bp increase
in core inflation (measured as CPI excluding food or regulated items), that through its weight
on total CPI, translates into a 10 bp increase in headline inflation. However, it should be noted
that these estimates only cover a period characterized by relatively low inflation and increa-
ses in the minimum wage that do not deviate far from the total previous year's inflation and
labor productivity gains. Moreover, they do not consider possible non-linearities in the res-
ponse of prices to different magnitudes of minimum wage increases or consecutive increa-
ses above observed inflation plus some measure of productivity. Consequently, we suggest
a cautionary approach when directly applying the results of these estimates when different
conditions are present.

As for the microdata exercise, the results suggest considerable heterogeneity in the transmis-
sion of the legal minimum wage to prices across different baskets of items, with food away
from home exhibiting the strongest transference. In the aggregate, excluding some regulated
items and services, the median price increase following a 100 bp increase in the minimum
wage is 16 bp, a pass-through that primarily happens during the four months following the
minimum wage increase.

Arango et al. (2022) also analyze some macroeconomic variables’ adjustments to unanticipa-
ted minimum wage shocks using a dynamic stochastic general equilibrium model. This model
assumes price rigidities, incomplete financial markets, a segmented labor market including
formal and informal sectors, and a central bank acting to stabilize prices. In this model, an
unanticipated 100 bp increase in the minimum wage generates a rearrangement of the labor
market in favor of informal employment, as well as placing downward pressures on gross
domestic product (GDP), investment, and consumption, the latter especially for unskilled
workers. The GDP reduction is more noticeable in the short term than the long term and gene-
rates a negative output gap compared to the baseline scenario. Concerning prices, in general
equilibrium, the cost shock produced by the minimum wage increase dominates the impact

*  Mr. Martinez-Cortés is a Specialized Analyst and Mr. Restrepo-Angel is a Leading Analyst at the Pro-
gramming and Inflation Department. The views and opinions expressed herein do not necessarily
reflect those of Banco de la Replblica or its Board of Directors.
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on the output gap, increasing headline inflation by 8 bp. Table B2.1 summarizes the findings
of Arango et al. (2022) and those of two other benchmark studies.

Table B2.1
Literature results for Colombia: estimated effect on total CPI of a
100-basis point (bp) increase in the legal minimum wage

Lasso (2010) Dynamic panel 1994-2009
Posso-Suarez (2010) Input-output matrix 2006 14
Microdata and regression 2008-2019 16
Arango et al. (2022) Instrumental variable 2003-2019 10
Input-output matrix 2010-2019 14
DSGE?’ model 2008-2019 8

a/ Dynamic Stochastic General Equilibrium model.
Source: Prepared by the authors with information from various studies. The reader should reference the documents listed for additional
details.

By surveying businesses, other studies have explored some microeconomic characteristics
of the wage-setting process and its possible relationship with prices in Colombia. For exam-
ple, lregui et al. (2012) document that businesses adjust wages less frequently than prices
and generally do not reduce the former, suggesting downward wage rigidity. The authors also
mention evidence of considerable heterogeneity in the transmission of wages to prices across
different sectors, particularly in those where the share of labor cost is high! The literature also
indicates that transmission is measured by industry-level criteria, such as sectoral aggregate
labor productivity (Iregui et al., 2012) or market concentration (Heise et al., 2021). Consistent
with this finding, in a more recent study, Pulido et al. (2023) focus on examining the role of
wages during the sharp post-pandemic inflation increase in Colombia, finding that the mini-
mum wage is very binding compared to other economies, concluding that substantial increa-
ses in the real minimum wage, relative to productivity, have adverse macroeconomic effects.
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Box 3
Energy demand as an indicator of industrial activity in
Colombia

Diana Cortazar
Nicolas Villanueva®

The activities and operations of an industrial company rely largely on energy sources such as
electricity and gas, in addition to other elements, including raw materials and labor. Manu-
facturing operations are the primary consumer of multiple energy sources within the indus-
try sector, whereas administrative and operational procedures are secondary consumers.
Therefore, the analysis of the industry’s energy consumption is a proxy indicator of the real
behavior of its activity level, providing noteworthy signals of the sector’'s economic momen-
tum. For Colombia, the availability and timeliness of electricity and gas information enable
the generation of industrial indicators with a less lag compared to official statistics, such as
DANE’s industrial production index (IP1), thereby facilitating the monitoring of trends and the
evolution of the sector in the country.

Energy demand indices (EDI) were constructed to provide timely information reflecting Colom-
bia’s industrial activity by combining electricity and gas consumption data into a single
monitoring indicator! The geographic and sectoral disaggregation of the data facilitates the
construction of indicators with countrywide and department-level coverage. A general indi-
cator of industrial energy demand is calculated for each coverage level, while others focus
specifically on manufacturing energy demand (excluding petrochemicals and refineries).

This Box explains the relevance of electricity and gas consumption as inputs to monitor
industrial activity, offers an overview of energy components in Colombia, and outlines the
methodology and results of the EDI.

1. Electricity and gas are vital inputs to gauge industrial productivity

In many countries, energy consumption is closely related to economic growth, given the
broad dependence of all economic activities on this input. This relationship facilitates the
construction of timely indicators based on the demand for these inputs to monitor economic
activities, particularly in energy-intensive segments, such as the industrial sector. In Colom-
bia, electricity consumption by industry is coupled with the demand for gas. Natural gas
usage in the sector has become relevant for both cogeneration and consumption of thermal
energy from this resource. There is also greater natural gas consumption for final and trans-
formation uses, with gasification processes observed in specific industries, such as ceramics,
chemicals, and paper.

Industrial activity and its extensive demand for these energy inputs reflect positive or nega-
tive changes in the growth of this sector in a country. Increases in consumption could indicate
industrial expansion, while a decrease could signal a reduction in activity or improvements
in energy efficiency. Thus, producing an indicator that jointly assesses industrial demand for
these energy inputs helps in monitoring the economic performance of the sector and the
country.

The authors are members of the Cali division of Banco de la Republica. The views and opinions expressed herein
do not necessarily reflect those of the Bank or its Board of Directors.

1 The energy demand indices presented in this Box are used internally by the technical staff of Banco de la Repi-
blica and assist in analyzing the economic activity situation.
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2. Energy components in Colombia

The energy consumed? in Colombia is predominantly derived from coal and oil, which toge-
ther comprised 52% of the country’s total energy consumption in 2022,> while electricity and
natural gas accounted for 32.7% of energy consumed in the same period. Electricity and gas
are characterized as cross-cutting inputs in most productive activities, with goods produc-
tion exhibiting the highest demand. Specifically, the industrial production of goods consumes
several energy sources (coal, biomass, oil, and derivatives, among others), with natural gas
and electricity accounting for 49.9% of this segment’s total energy demand.*

According to XM data, the industrial sector is the largest electricity consumer of all economic
sectors, followed by mining and coal exploitation. Alternatively, industrial demand for gas
represented a little over 26% of this product’s total consumption, surpassed by the thermal
generation sector, whose gas consumption to produce electricity exceeded 30% of total gas
consumption.®

Additionally, in recent years, thermal power generation has played a crucial role in Colombia
during periods of low rainfall. Since mid-2023, with the start of the most recent EL Nino phe-
nomenon, hydraulic power generation decreased while generation from thermal sources, such
as gas and coal, gradually increased, ultimately providing over 50% of total energy generated.

3. Energy demand indices (EDIs)
EDIs are constructed from available information on electric power and gas. The data source

for electric power in Colombia is XM-Sinergox and, for natural gas, it is the Gestor del Mer-
cado de Gas Natural (Table B3.1).

Table B3.1
IDEM information sources

Electricity

Electricity XM - Sinergox consumption Daily
Natural Gas Gestor del Mercado dg Gas Natural gas MBTY Daily
Natural en Colombia consumption

Source: own elaboration.

Energy indicators are released with a lag of ten business days after the end of the month,
which is the time required to consolidate the updated daily figures. Consequently, this group
of indicators is one of the timeliest in the industry.

The availability of disaggregated information by sector and geographic department allows the
construction of different indexes for industrial activity. The Industrial Energy Demand Index
(IDEI for its Spanish acronym) approximates industrial production at the national level, and
the Departmental Industrial Energy Demand Index (industrial IDED) is an indicator of indus-
trial production at the department level. Additionally, two indicators were devised to monitor
manufacturing activity (industrial production without oil refining and petrochemicals): the
Manufacturing Energy Demand Index (IDEM for its Spanish acronym) at the national level and
the Manufacturing Departmental Energy Demand Index (manufacturing IDED) at the depart-
ment level. Table B3.2 details the coverage and scope of these indicators.

2 Energy consumption measures the total demand for the various energy sources, such as coal, gas, electricity, oil
and biofuels, and waste. All economic sectors are reflected herein, with transportation exhibiting the highest
demand, followed by industry.

3 According to data published by the International Energy Agency (IEA)

4 According to 2021 figures from Colombia’s Mining and Energy Planning Unit (UPME for its Spanish acronym)

5 Data for 2024 from Colombia’s natural gas market manager Gestor del Mercado de Gas Natural.
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Table B3.2
Indicators Summary

IDEI National Industrial energy demand index
IDEM National Mangfacturlng energy demand index (excludes petrochemicals and
refining)
IDED By Department  Departmental industrial energy demand index
industrial vy Dep P 8y
IDED Departmental manufacturing energy demand index (excludes

By Department

Manufacturing petrochemicals and refining)

Source: own elaboration.
4. National energy demand indexes

The IDEI is constructed from the weighted sum of two indexes, using the average national
consumption in 2018 as the benchmark year. The contribution of each energy resource to the
value-added of the “electricity, gas, steam, and air conditioning supply” sector is conside-
red to determine the weights based on quarterly GDP data at constant prices of the previous
quarter.® Additionally, the relative weight of industrial demand for electricity and gas com-
pared to total demand is assessed, multiplying this value by its respective contribution to
value-added. Thus, the construction of the IDEI is:

IDEI; = [(IDgiec, X Wt) + (IDgas, % V¢)] where W, +V; = 1(1)
Where,
IDEI, = industrial energy demand index in month t.
IDe,, = electricity demand index in month t.
IDgos, = gas demand index in month t.

W, = weighting of the electricity demand index in month t.
V, = weighting of the gas demand index in month t.

The indices are constructed using the benchmark average energy demand in 2018.

D _ Electricity Demand, . Gas Demand,
Elecy — "X Electricty Demand,y; ! IDGast - Y.Gas Demand,yq
12 - 1z
And the weightings,
EPEI, EPGI;
We= Ve = o —
EPEI+EPGI; ' EPEI+EPGI;

Where
EPEIL» = GDPEIectricity, X (PEt)’EPGIt = GDPGasT X (PGt)

and:

Industrial Electric Demand, Industrial Gas Demand, '
PEL- = : ;PGt = :

Total Electricity Demand,

Total Gas Demand,

6 Fixed weighting exercises were also performed, where the demand for each energy resource is multiplied by a
2018 average price. There are no significant differences among the two indicators.

7 For the calculation of the IDEM, petrochemicals and refineries are excluded from the industrial activities in gas
demand. The rest of the methodology is identical for the indicator.
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Where,

GDPeiecyriciyy, = NAtional GDP of “electricity supply” in quarter r.
GDPgys, = national GDP of “gas, steam, and air-conditioning supply” in quarter r.
PE, = industrial sector’s share of total electricity demand in month t.
PG, = industrial sector’s share in the total gas demand in month t.

Determining a base year makes it easier to follow and interpret any index changes. Additiona-
lly, available information makes it possible to calculate the indicators as of January 2015. The
use of fluctuating weights over time with respect to value-added captures structural changes
in the composition of the energy matrix, either through supply or demand.

5. Department-level energy demand indexes

Like the IDEI, the IDED is constructed from the weighted sum of the electricity and gas indexes
computed using the demand of the industrial sector. However, the department-level index
includes an additional step in the methodology, as it must compute the share of each depart-
ment within the national total to examine regional differences in energy consumption.

At the department level, electricity demand disaggregated by economic sector is not availa-
ble. Therefore, the electricity demand of the unregulated market,® which includes all major
demanders of this energy input, is used as a proxy for industrial electricity demand by depart-
ment. Thus, the calculation is as follows:

IDED;¢ = [(IDgiec,, X Wyt) + (IDgas,, X Vie)] where Wi, + Vi, = 1

Electricity Demand,

IDgioc;, =
Elecit Z Electricity Demand, 50,5
12
Gas Demand, ,
IDgos.. = =———
(6@ Y Gas Demand, 59,4
12
EPED;¢ EPGD;¢
Wit = st Vip = ot
g EPED;+EPGD; ' Y EPED;+EPGD;
Where,
EPED;; = EPEI, X (PED;,); EPGD;, = EPGI, X (PGD; )
and:
Unregulated Electricity Demand, , Industrial Gas Demand, ,
PEDi,t = 5 PGDi,t =

?=1 Unregulated Electricity Demand, , Z'?:l Industrial Gas Demand, ,

6. Comparative results

The IDEI and IDEM results capture significant events that have affected industrial and manu-
facturing activity in recent years (Graph B3.1). The yearly behavior observed in both panels
shows the negative shock of the confinement resulting from the COVID-19 pandemic in 2020.
Likewise, it identifies the adverse effects of the blockades during the national strike in
May 2021, along with the strong industrial activity experienced in 2022 and its subsequent
correction.

8 The non-regulated (NR) electricity market includes customers whose demand exceeds 55,000
kilowatt hours (kWh) per month or 100 kilowatts (kW) of power, and its rates are negotiated
between the marketer and the customer, so prices fluctuate according to supply and demand. The
largest customer of NR energy is the industrial sector, followed by mining and quarrying, while the
rest of the economic sectors demand less than 2% of NR energy in the country.
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A comparison of the evolution of the IDEI with the annual change of the industrial production
index (IPI) published by DANE illustrates a similarity between these two indicators, with the
advantage that the former has a lag of ten working days, and the latter of about 45 calendar
days (Graph B3.2, panel A). Similarly, the correlation between the IDEM and manufacturing
production is observed (Graph B3.2, panel B).

As noted, the industrial sector represents one of the largest energy demanders, and the
indicators provide a way to consistently monitor this activity’s behavior during the analyzed
period. However, it is essential to note that the differences observed between the energy
demand indices and the industrial production indicators can be attributed to the characte-
ristics of the high electricity and gas consumption sectors.

On the one hand, manufacturing sectors of plastics, iron, steel, and other electricity-inten-
sive materials tend to significantly influence electricity consumption of this type of energy.
On the other hand, activities such as mining, cement production, and glass manufacturing,
which demand large volumes of gas, have a considerable weight in the consumption of this
energy input. These differences in the contribution of sectors with high levels of energy con-
sumption and those activities with more significant contributions in terms of value added
can generate certain discrepancies between the energy indexes and the traditional indicators
of industrial production.

Comparison of energy demand indexes and industrial indicators
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Source: DANE and Banco de la Repiblica; calculations of the Banco de la Republica.
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The industrial energy demand index (IDEI) and the manufacturing energy demand index
(IDEM) show a high correlation with industrial activity indicators. Table B3.3 shows the con-
temporaneous correlations between the IDEI and IDEM with other leading manufacturing
sector indicators. It also illustrates how those indicators are more informative than those
which traditionally consider only the industrial sector's demand for electricity, especially in
the recent period (post-pandemic), to the extent that they reflect the changes in the indus-
try’s production processes due to the increase in self-generation of energy from gas demand.

Current correlations between energy indexes and industrial indicators

IDEI

Real manufacturing production

Industrial production index

Regional economic pulse (PER): Industry

Economic monitoring indicator (ISE): Secondary
IDEM

Real manufacturing production

Industrial production index

Regional economic pulse (PER): Industry

Economic monitoring indicator (ISE): Secondary

Electricity Index

Real manufacturing production

Industrial production index

Regional economic pulse (PER): Industry

Economic monitoring indicator (ISE): Secondary

0.90™ 0.59™ 0.98™ 0.77"
0.90™ 0.69™ 0.95™ 0.81™
0.81™ 0.54™ 0.86™ 0.79™
0.90™ 0.44™ 0.96™ 0.77"
0.93™ 0.46™ 0.98™ 0.68™
0.91™ 0.68™ 0.94™ 0.66™"
0.78"™ 0.43" 0.85™ 0.83™
0.90™ 0.23 0.97* 0.68™
0.94™ 0.67" 0.97" 0.63™
0.90™ 0.84™ 0.93™ 0.61"
0.77" 0.69™ 0.84™ 0.77""
0.89™ 0.50™ 0.96™ 0.64™

Statistical significance: * p < 0210; ** p < 0.05; *** p < 0.01.

Note: The color of the cells corresponds to the magnitude and direction of the correlation, with green or red values indicating a positive high or negative low correlation, respectively.
Sources: DANE and Banco de la Repiblica; calculations by Banco de la Repiblica.
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At the department level, the contemporaneous correlations of the changes in the indus-
trial and manufacturing IDED with the DANE monthly manufacturing survey with territorial
approach (EMMET for its Spanish acronym)® show a strong relationship (Table B3.4). This
relationship statistic indicates that the IDED would be a valuable and timely tool to monitor
industrial performance at the regional level.

The particularities of the productive structures of the different departments could explain
the lower department-level correlations. The productive structure determines the composi-
tion of energy consumption in each region and, consequently, the demand for energy sour-
ces other than electricity and gas to carry out their industrial activities. For example, certain
industries base their production on solid fuels, biomass, or alternative sources that are not
directly reflected in the constructed indicators. For this reason, it is essential to contextua-
lize the results considering the characteristics of local economies and their energy matrix.

9  The industrial and manufacturing IDED, both cover twenty departments and the Capital District,
while the DANE statistics include twelve departments and the Capital District. Consequently, corre-
lations can only be computed for these twelve departments and the Capital District.
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Table B3.4
Contemporaneous correlations between department-level energy indices
and industrial production

“ Industrial IDED Manufacturing IDED

Antioquia 0.92" 0.91™
Atlantico 0.74™ 0.73™
Bogota 0.95™ 0.95™
Bolivar 0.73™ 0.78"™
Boyaca 0.52" 0.51™
Caldas 0.85™ 0.85™
Cauca 0.94™ 0.94™
Cordoba 0.93™ 0.93™
Cundinamarca 0.83™ 0.82™
Risaralda 0.81™ 0.80™
Santander 0.36" 0.72™"
Tolima 0.60™ 0.42
Valle del Cauca 0.92" 0.92"™

Note: correlations with EMMET for each department are calculated as of January 2019 because industrial index information is only available
from 2018. The color of the cells corresponds to the magnitude and direction of the correlation, with green or red values indicating a positive
high or negative low correlation, respectively.

Statistical significance: * p < 0.10; ** p < 0.05; *** p < 0.01.

Sources: DANE and Banco de la Repiblica; calculations by Banco de la Repiblica.

7. Conclusions

Electricity and gas play a pivotal role in the production of manufactured goods. An increase
in the consumption of these energy resources usually occurs in tandem with a proportional
increase in manufacturing output. This connection between energy demand and production
suggests that monitoring electricity and gas consumption provides relevant information regar-
ding manufacturing industry activity.

In this context, energy demand indices (EDI) are valuable and timely indicators for short-term
monitoring of industrial activity. By aggregating two influential energy inputs, EDIs reliably
reflect the underlying behavior dynamics of the industrial sector. Furthermore, their slight
publication lag (ten working days) allows for early analysis that is highly correlated to offi-
cial sector data.

Future research should consider aggregating other energy resources to expand the coverage
of inputs used by the industrial sector; however, the low availability of information and disa-
ggregation poses a serious limitation. Finally, the impact of changes in energy resource prices
on demand for these resources and their implication in monitoring industrial manufacturing
sector activity is worth evaluating.
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Appendix

Appendix 1

Macroeconomic Forecasts by local and Foreign Analysts?/"/

Unit Jan-25 Dec 25 Jan-26 Dec 26 Jan-27
Headline CPI Monthly variation (average) 0.82 n. a. n. a. n. a. n. a.
CPI excluding food Monthly variation (average) 0.76 n.a. n.a. n.a. n.a.
CPI excluding food and regulated ~ Monthly variation (average) 0.63 n. a. n. a. n. a. n. a.
CPI food Monthly variation (average) 1.05 n. a. n. a. n. a. n. a.
CPI regulated Monthly variation (average) 141 n. a. n. a. n. a. n. a.
Headline CPI Annual variation (average), end of period 5.10¢ 4.21 4,06 3.65 3.51
CPI excluding food Annual variation (average), end of period 5.37¢/ 4,08 3.96 3.53 3.35
CPI excluding food and regulated  Annual variation (average), end of period 5.02¢/ 3.84 3.73 3.23 312
CPI food Annual variation (average), end of period 3.91¢/ 410 3.97 3.70 3.60
CPI regulated Annual variation (average), end of period 6.79¢/ 5.35 5.00 4.33 412
Nominal exchange rate COP per USD, end of period 4,320 4,359 4,305 4,265 4,205
Monetary policy rate Percentage, end of period 9.25 7.00 6.75 6.00 6.00

IV2024 2024 1-2025

11-2025

1-2025 IV 2025 2025 11-2026 111-2026 IV 2026

Annual change, original

GDP . 2.3 1.8 2.4 2.4 2.6 2.8 2.6 29 3.0 3.0 n. a.
series

Unemployment  \hirteen cities, 93 na. 109 103 100 9.8 na. 106 100 9.7 n. a.
quarterly average

IBR (90 days) Effective annual rate, r n.r. 85 7.8 7.3 6.8 n.a 6.4 61 6.0 6.0
end of period

Fiscal Deficit

(GNC) ¢ Share of GDP n.a. n.a. n.a. n.a. n.a. n.a. 5.2 n.a. n.a. n.a. n.a.

Direct Account Share of GDP n.a. n. a. n. a. n.a. n.a. n. a. 2.7 n. a. n. a. n. a. n. a.

Deficit?/

n.a.: Not available.

n.r.: Not relevant, given that the data has already been observed.

a/ The survey excluded the question related to the DTF starting with the April 2023 Banco de la Repiblica’s Monthly Survey of Economic Analyst Expectations.

Expectations (EME for its Spanish acronym) conducted by Banco de la Repiiblica.

b/ Is the response median to Banco de la Repiiblica’s Monthly Survey of Economic Analyst Expectations, except for the CPI and CPI excluding food, which are the response average.
c/ Data calculated based on the results of Banco de la Repablica’s Monthly Survey of Economic Analyst Expectations (EME).

d/ Positive values represent deficit and negative values represent surplus.

Sources: Banco de la Repiblica, Monthly Survey of Economic Analyst Expectations, conducted in January 2025.
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Appendix 2

Main Macroeconomic Forecasting Variables

2018 | 2019 | 2020 | 2021

Appendix

2022 | 2023 | 2024 | 2025 | 2026

Exogenous variables

External ¢/
GDP of trading partners ®/
Oil price (Brent benchmark)
Federal funds effective rate (Fed)
5-year Credit Default Swap for Colombia
Internal
Neutral real interest rate for Colombia
Potential GDP for Colombia (trend)

Endogenous variables

Prices

Total CPI </
CPI excluding food ¢/
CPI for goods (excluding food and regulated items)
CPI for services (excluding food and regulated items)
CPI for regulated items
CPI for food ¢/
CPI for perishable food
CPI for processed food
Core inflation indicators”
CPI excluding food
Core CPI 15
CPI excluding food and regulated items
Average of all core inflation indicators
Representative market exchange rate
Real exchange rate Inflationary gap

Economic activity

Gross domestic product (sats)*
Final consumption expense
Household final consumption expenditure
General government final consumption expenditure
Gross capital formation
Gross fixed capital formation
Housing
Other buildings and structures
Machinery and equipment
Cultivated biological resources
Intellectual property products
Domestic demand
Exports
Imports
Product gap ¥
Short-term indicators
Real production of manufacturing industry
Retail trade sales, excluding fuels or vehicles
Coffee production
Oil production

Labor market "

Total national
Unemployment rate
Occupancy Rate
Overall participation rate
Thirteen cities and metropolitan areas
Unemployment rate
Occupancy Rate
Overall participation rate

Balance of payments 1/

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

Interest rates

Policy interest rate ¥/

Policy rate expected by analysts"
IBR overnight

Commercial interest rate ™
Consumer interest rate "/
Mortgage interest rate °/

Note: values in bold are forecasts or assumptions.

sats: seasonally adjusted time series, modified to eliminate the effect of seasonal and calendar influences.

Percentage, annual var., seasonally adjusted
Dollars per barrel, average of the period
Percentage, average for the period

Basis points, average for the period

Percentage, average for the period
Percentage, annual change

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

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

Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage, annual change, sats
Percentage

Percentage, annual change, seasonally adjusted
Percentage, annual change, seasonally adjusted
Percentage, annual change, cum. for period
Percentage, annual change, period average

Percentage, annual change, period average
Percentage, annual change, period average
Percentage, annual change, period average

Percentage, annual change, period average
Percentage, annual change, period average
Percentage, annual change, period average

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

Millions of dollars
Millions of dollars

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

a/ Quarterly data in bold are assumptions based on the annual forecast of each variable.

b/ Calculated with the main trading partners (excluding Venezuela) weighted by their share of trade.
¢/ The medium term forecast corresponds to the average of the estimates obtained from the technical staff's central models (4GM and PATACON).
d/ Calculations by Banco de la Republica; excluding the CPI item weight for food and non-alcoholic beverages. Consult Gonzalez, E.; Hernandez, R;; Caicedo, E.; Martinez-Cortés, N.; Grajales, A.; Romero, J. (2020). “Nueva clasificacion

del Banrep de la canasta del IPC y revision de las medidas de inflacion basica en Colombia”, Borradores de Economia, No. 122, Banco de la Repdblica, available at: https://investiga.banrep.gov.co/es/be-1122.

5.75

5.91
5.26
5.63

-6.63
10.74

5.51
5.98
5.48

3, 053
25

710

71
12.8
19.2
124

4.09

3.24
5.38
6.26

5.84
8091

5.03
4.21
4.67

2, 951
17

9.7
60.0
66.4

11.0
67.9

-9,924

-8762
-8,046
6,883
-9,625
31
10,011
13,701
3,690
1,800

1,641

545
299

610

6.1
11
19.4
1.6

RIS

1.83
14

13
23

10.0
591
65.7

111

671

14,041

410,556
1442
7,957

12,954

-6,172
11,299
5126
862

-8,831
1187

1,087
4.35
4.3

17.9
10.6

3.80

218
345
4.81

8.66
5.04

345
378
310

Bh 282
3.6

10.9
57.7
64.8
1.5

66.4

14,809

14, 148
-9,716
9,055

13,298

4

-10,836
13,989
3,153
24
-5,820
3,333

1,510
4.25
4.3

16.5
10.4

1.61
1.03
0.63
1.29
0.73

2.49
543

1.03

16.7
50.4
60.4

191
62.7

-9,267

=g} 105
-4,950
8,788
-8113

-5,725
7,459
1,733
1,768

-4,949
4,328

1153
2.87
29

15.0
101

5.62

331

218

710
17.23
24.42
15.32

344

16.2

-5.8

1.2
56.5
63.6

M4
655

21,224

16,439
17,086
12,301
20,466
13,799
17,183
3,384
427

7,665

571
758

719

72
13.3
211
129

9.28
10.33
m
8.96
17.24
5.00
-0.47
6.71

10.33
9.46
8.42

4, 330
14

10.2
57.6
641

10.4
66.3

-8,623

-8113
13432
12,922
7,848
21
15,525
16,794
1,269
8,663

2,704

1,718
775

13.04

13.0
187
279
17.7

5.20

24

101

101

-7,245
1.8
10,023
-12,710
15,488

1.40

M4
17
18.5
1.8

4.05

4.93
326

3.90

2.6

9.8

10.0

10,404

25
14,704
12,325
16,625

827

3.05

321
244

3%
0.0

3.4

0.0

653

e/ Calculations by Banco de la Repiblica; equal to the CPI item weight of Food and non-alcoholic beverages produced by DANE (does not include the subclasses corresponding to meals outside the home). See Gonzalez, E.; Her-

nandez, R. et al, Ibid.

f/ Calculations by Banco de la Repiblica. See Gonzalez, E.; Hernandez, R. et al, Ibid.
g/ The historical gap estimate is calculated based on the difference between observed GDP (cumulative 4 quarters) and potential GDP (trend; cumulative 4 quarters) resulting from the 4GM model; in the forecast it is calculated
from the difference between the technical staff's estimate of GDP (cumulative 4 quarters) and potential GDP (trend; cumulative 4 quarters) resulting from the 4GM model. For 2023, the change in the gap estimate is explained, in

part, by an upward revision of the output gap in 2022, which in turn is due to the revisions of quarterly GDP growth by the DANE in its publication of November 2023.

h/ Rates are calculated based on seasonally adjusted annual populations.
i/ The results presented follow the recommendations of the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6). See additional information and method changes at http://www.banrep.

gov.co/ balance-payments.
j/ Results for 2022 and 2023 are preliminary

k/ Corresponds to the average annual monetary policy interest rate calculated with the working days of the series.
L/ These projections are calculated as the average of the interest rate that would be in effect in each year according to the median of the monthly responses to the Monthly Survey of Economic Analyst Expectations (EME) conducted

by Banco de la Repiblica in January 2025.

m/ Weighted average of interest rates on ordinary, treasury and preferential loans.

n/ Does not include loans granted through credit cards.

o/ Corresponds to the weighted average of interest rate of the disbursements in COP and UVR (real value unit for its Spanish acronym) for the acquisition of No VIS housing (housing that is not social interest housing).
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Appendix

Appendix 2 (continuation)
Main Macroeconomic Forecasting Variables

Exogenous variables

External */
GDP of trading partners ®/ Percentage, annual var,, seasonally adjusted 12 1.6 17 15 -0.7 -15.9 -6.7 -3.0
Oil price (Brent benchmark) Dollars per barrel, average of the period 64 68 62 62 51 33 43 45
Federal funds effective rate (Fed) Percentage, average for the period 240 240 220 1.65 123 0.06 0.09 0.09
5-year Credit Default Swap for Colombia Basis points, average for the period 121 104 90 83 125 206 132 104
Internal
Neutral real interest rate for Colombia Percentage, average for the period
Potential GDP for Colombia (trend) Percentage, annual change
Endogenous variables
Prices
Total CPI ¢/ Percentage, annual change, end of period 3.21 343 3.82 3.80 3.86 219 197 1.61
CPI excluding food ¢/ Percentage, annual change, end of period 327 322 337 3.45 3.26 140 1.57 1.03
CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 1.09 1.60 1.83 218 2.4 0.73 115 0.63
CPI for services (excluding food and regulated items) Percentage, annual change, end of period 3.01 310 337 345 3.22 2.00 1.86 1.29
CPI for regulated items Percentage, annual change, end of period 6.33 5.24 5.03 4.81 4.27 0.44 119 0.73
CPI for food ®/ Percentage, annual change, end of period 3.24 4.96 6.49 5.80 719 6.55 413 4.80
CPI for perishable food Percentage, annual change, end of period 9.98 15.46 17.50 8.66 9.79 2.52 -3.42 2.49
CPI for processed food Percentage, annual change, end of period 143 218 3.57 5.04 6.46 7.75 6.40 5.43
Core inflation indicators
CPI excluding food Percentage, annual change, end of period 3.27 3.22 337 3.45 3.26 1.40 1.57 1.03
Core CPI 15 Percentage, annual change, end of period 3.24 334 3.66 3.78 3.64 217 233 1.88
CPI excluding food and regulated items Percentage, annual change, end of period 2.41 2.65 2.92 310 299 1.65 1.67 111
Average of all core inflation indicators Percentage, annual change, end of period 297 3.07 3.32 344 3.30 1.74 1.86 1.34
Representative market exchange rate Pesos per dollar, average for the period 3,135 3,240 3,338 3,412 3,540 3,850 3,731 3,662
Real exchange rate Inflationary gap Percentage, average for the period 23 32 39 49 5.6 1.7 6.5 33
Economic activity
Gross domestic product (sats)* Percentage, annual change, sats 3.2 33 3.2 31 0.4 -16.8 -9.0 -33
Final consumption expense Percentage, annual change, sats 3.6 39 44 5.2 39 144 T4 11
Household final consumption expenditure Percentage, annual change, sats 3.0 35 43 5.4 4.6 -17.0 -85 0.9
General government final consumption expenditure Percentage, annual change, sats 5.7 59 5.4 4.2 0.7 29 22 14
Gross capital formation Percentage, annual change, sats 8.0 26 53 -3.6 -11.2 -31.4 -17.8 -22.6
Gross fixed capital formation Percentage, annual change, sats 73 43 1.9 -4.3 124 -4.4 -24.9 -14.9
Housin: Percentage, annual change, sats -6.6 -8.0 -79 -13.2 -25.8 -48.2 -30.0 -25.4
Other buildings and structures Percentage, annual change, sats 127 12 11 6.6 4103 -501 374 244
Machinery and equipment Percentage, annual change, sats 15.0 214 10.2 29 -5.4 -37.3 -9.3 5]
Cultivated biological resources Percentage, annual change, sats 5.6 9.8 149 17 26 1.6 -79 3.0
Intellectual property products Percentage, annual change, sats S S5} 1.4 15 14 141 -11.0 -9.4
Domestic demand Percentage, annual change, sats 4.5 3.8 4.7 3.0 0.5 -18.0 -9.7 29
Exports Percentage, annual change, sats 6.9 6.8 2.0 31 -6.7 -30.8 -28.2 -24.3
Imports Percentage, annual change, sats 1.5 9.0 10.9 -1.2 -5.2 -33.6 -25.6 -15.6
Product gap ¢/ Percentage -0.3 -01 01 0.3 -0.2 37 -5.9 7.0
Short-term indicators
Real production of manufacturing industry Percentage, annual change, seasonally adjusted 1.0 25 0.8 0.9 S5 £2315} 72 0.0
Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 6.2 75 9.6 9.0 6.6 -14.6 34 53
Coffee production Percentage, annual change, cum. for period -1.9 6.6 49 241 -13.8 -1.9 3.6 -4.6
0il production Percentage, annual change, period average 5.4 3.2 14 -0.2 -21 -15.7 -15.4 <141
Labor market"/
Total national
Unemployment rate Percentage, annual change, period average 10.8 10.5 1.3 11.0 1.8 209 18.4 B5
Occupancy Rate Percentage, annual change, period average 584 57.8 57.2 57.5 55.7 44.5 48.9 52.7
Overall participation rate Percentage, annual change, period average 65.5 64.5 64.4 64.6 63.1 56.3 60.0 62.3
Thirteen cities and metropolitan areas
Unemployment rate Percentage, annual change, period average 11.8 M4 1.3 11.6 12.0 252 21.8 17.3
Occupancy Rate Percentage, annual change, period average 58.8 58.8 58.7 587 57.0 44 49.0 53.3
Overall participation rate Percentage, annual change, period average 66.7 66.4 66.2 66.4 64.7 589 62.6 64.4
Balance of payments !///
Current account (A + B + C) Millions of dollars 3,820 3219 -4303 -3,467 2,295 -1,962 -2,013 -2,997
Percentage of GDP Percentage, nominal terms -4.8 -4 5.3 -4.2 =31 -3.6 -3.0 -4.0
A. Goods and services MIHIOHS of dollars 3138 2,998 -4406 -3,607 -3,098 -2,651 3,263 -4,092
B. Primary income (factor income) -2,615 -2,502 -2,301 -2,298 -1,369  -1,029 1,172 -1,380
C. Secondary income (current transfers) Millions of dollars 1,932 2,281 2,404 2,438 2,173 1,718 2,422 2,475
Financial account (A + B + C + D) Millions of dollars -3520 3,333 -3,740 2,706  -1,735 -1938  -1,857 -2,584
Percentage of GDP Percentage, nominal terms bt -4.2 -4.6 33 23 35 2.8 34
A. Foreign investment (ii - i) MIHIOHS of dollars 2,652 -3,626 -1,678 -2,880  -1924 -1,725 -258 -1,818
i. Foreign Investment in Colombia (FDI) 3,39 4,090 3,163 3,342 3175 1,371 844 2,069
ii. Colombian abroad 76 465 1,485 462 1,251 -353 586 251
B. Portfolio investment -1,382 -282 137 1,551 -168 -3,429 323 1,506
C. Other investment (loans, other credits, and derivatives) -1,836 48 2,453 -1,579 528 627 -2)127 -3,976
D. Reserve assets 2,351 526 254 202 -7 2,590 205 1,705
Errors and omissions (E&O) MIHIOHS of dollars 301 14 563 761 560 25 155 413
Interest rates
Policy interest rate ¥/ Percentage, period average 425 4.25 4.25 4.25 423 3.26 2.24 1.75
Policy rate expected by analysts" Percentage, period average
IBR overnight Percentage, period average 4.3 4.3 4.3 4.3 4.2 az 2.2 17
Commercial interest rate ™ Percentage, period average 9.1 9.0 8.9 8.5 8.4 83 7.0 6.2
Consumer interest rate "/ Percentage, period average 18.0 17.2 16.0 15.5 15.8 15.5 14.8 14.2
Mortgage interest rate °/ Percentage, period average 104 10.5 10.4 10.4 10.4 104 10.2 9.6

Note: values in bold are forecasts or assumptions.

sats: seasonally adjusted time series, modified to eliminate the effect of seasonal and calendar influences.

a/ Quarterly data in bold are assumptions based on the annual forecast of each variable.

b/ Calculated with the main trading partners (excluding Venezuela) weighted by their share of trade.

¢/ The medium term forecast corresponds to the average of the estimates obtained from the technical staff's central models (4GM and PATACON).

d/ Calculations by Banco de la Republica; excluding the CPI item weight for food and non-alcoholic beverages. Consult Gonzalez, E.; Hernandez, R,; Caicedo, E.; Martinez-Cortés, N.; Grajales, A.; Romero, J. (2020). “Nueva clasificacion
del Banrep de la canasta del IPC y revision de las medidas de inflacion basica en Colombia”, Borradores de Economia, No. 122, Banco de la Republica, available at: https://investiga.banrep.gov.co/es/be-1122.

e/ Calculations by Banco de la Republica; equal to the CPI item weight of Food and non-alcoholic beverages produced by DANE (does not include the subclasses corresponding to meals outside the home). See Gonzalez, E.; Her-
nandez, R. et al, Ibid.

f/ Calculations by Banco de la Repiblica. See Gonzalez, E.; Hernandez, R. et al, Ibid.

g/ The historical gap estimate is calculated based on the difference between observed GDP (cumulative 4 quarters) and potential GDP (trend; cumulative 4 quarters) resulting from the 4GM model; in the forecast it is calculated
from the difference between the technical staff's estimate of GDP (cumulative 4 quarters) and potential GDP (trend; cumulative 4 quarters) resulting from the 4GM model. For 2023, the change in the gap estimate is explained, in
part, by an upward revision of the output gap in 2022, which in turn is due to the revisions of quarterly GDP growth by the DANE in its publication of November 2023.

h/ Rates are calculated based on seasonally adjusted annual populations.

i/ The results presented follow the recommendations of the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6). See additional information and method changes at http://www.banrep.
gov.co/ balance-payments.

j/ Results for 2022 and 2023 are preliminary.

k/ Corresponds to the average annual monetary policy interest rate calculated with the working days of the series.

L/ These projections are calculated as the average of the interest rate that would be in effect in each year according to the median of the monthly responses to the Monthly Survey of Economic Analyst Expectations (EME) conducted
by Banco de la Repablica in January 2025.

m/ Weighted average of interest rates on ordinary, treasury and preferential loans.

n/ Does not include loans granted through credit cards.

o/ Corresponds to the weighted average of interest rate of the disbursements in COP and UVR (real value unit for its Spanish acronym) for the acquisition of No VIS housing (housing that is not social interest housing).

60


http://www.banrep
https://investiga.banrep.gov.co/es/be-1122

151
1.06
1.05

1.52
3.92
1.58
4.60
1.06
0.94
122

3,559
-01

1.75
17

14.0
9.2

3.63
2.70
2.57
1.61
5.93
8.52
8.69
8.47

2.70

151
52.0
61.2

16.7

63.8

-4,047

-5,022
1,652
2,627
3,761

-1,013
1,997
984
-6,089
3,167
174
287

1.75
17

13.7
89

4.51
3.03
2,97
2.01
5.94
12.40
14.82
.74

3.03

2.28
3.03
3,847
33

13.4
18.4
19.6
13.7

15.3
313
0.3
236
-4.3
16.6
25.9
40.0
23

201
16.0

-01

1.75
1.8

14.3
9.0

5.62
3.44
3.31

710
17.23
24.42
15.32

344
442
249
345

3,882
33

111
127
13.8

181
13.6
46.3
-0.6
147
-6.6

13.0
36.0
345
-0.8
129
10.8

-18.8
-1.7

239
24

14.8
9.3

853
5.31
6.41
3.79
832
25.37
41.87
20.69

5.31

3.69
3.7

16.7
9.9

41
112
0.76
238

9.67
6.84
8.30

9.80
23.65
31.21
21.50

6.84

5.68

5.7
10.8
194
1.5

.44
833
11.57
593
11.46
26.62
35.50
2414

833

8.56

8.6
14.2
229
13.4

1312
9.99
15.04

n77
27.81
36.44
25.33

9.99
11.55
9.51
10.35
4,812
15.3

10.81

10.8
17.8
27.2
16.4

Q1

13.34
11.42
15.08

14.72
21.81
19.66
22.53

11.42
124
10.51
11.45
4,758
121

12.53

12.5
19.9
301
18.2

2023
Q | @
29 23
78 86
499 526
275 219
1213 1099
162 10.88
1426 1044
9.04 914
1564 15.81
431 1147
1006  13.93
1562 1072
1162 10.88
1162 10.34
1051 951
125 1024
424 4,044
34 52
02 -07
05 04
09 -01
-0.7 32
23 332
77 18
A1 -51
5.7 9.3
A58 -17.8
63 6.8
22 15
-41 6.6
19 0.4
45 228
2.0 1
46 7.2
5.6 4.9
143 21
37 37
102 9.8
57.7 58.2
643 645
104 9.8
59.2 601
661 66.7
2155 -1,645
25 17
2128 1,502
3,056 3,508
3029 3365
2,699 -1376
31 14
S4k2 3335
5335 3,838
107 503
1520 4,527
824 3,026
399 457
545 269
BI7 1325
13.2 133
186 186
285 267
181 17.5

Appendix

9.28
10.33
mm
8.96
17.24
5.00
-0.47
6.71

10.33

8.42
9.40
4,074
-4.6

13.23

13.2
18.0
26.3
171

7.36
8.76
3.08

15.78
173

-3.42
3.4

8.76
7.64
6.77
7.72

3,921
-7.6

106
63.8
10.5

66.7

-1,990

-1,980
3,341
3331
1,468
14
2,616
3,738
1122
1,500
1,303

523

12.82

12.8
16.2
239
16.4

16
85
558
187

718
7.64
143
7.89
13.29
5.27
12.46
316

7.64
710
6.01
6.92

3,919
-81

10.4
57.3
63.9
10.3

66.9

-1,666

2,087

11.93

1.9
151
22.5
149

2.0
79
5.27
189

5.81
6.55
0.60

1015
273
292
2.68

6.55

5.49
6.07
4,097
-4.3

10.0
64.0
10.0

66.8

-1,669

2,480
3,262
4,073
-981
-09
2,445
3,270
826
3,602
3,184
1,046
688

10.92

10.9
14.2
212
12.8

5.20
5.65
0.62

731
Y]l
5.07
2.80
5.65
515
5.42

4.348
0.6

339

9.6

9.8

9.92

9.9
13.0
20.0
1.6

4.88

5.08
401

5.09

9.8

10.0

933

4.28

450

229

4.82

21

9.9

101

858

2.0
73
413
225

4.32

4.87

27

439

28

9.8

10.0

7.83

4.05

493

3.26

3.90

35

9.8

10.0

733

3.81

482

3.43

3.48

3.6

6.83

3.4

439
3.52

3

01

3.6

6.58

317

372
292

3.09

01

3.4

6.46

3.05

321
244

3%
02

31

0.0

625

61



Appendix

Appendix 3

Predictive Densities for other relevant Macroeconomic Forecasting

Variables

Graph A31
Quarterly assumptions of 12-month growth of trading
partners based on annual projections, predictive density?/

(annual variation)
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a/ The graph displays the probability distribution and its most likely path on

an eight-quarter forecast horizon. Densities characterize the balance of poten-

tial risks with areas of 30%, 60% and 90% probability around the central forecast

(mode).

Sources: Bloomberg, statistics bureaus, central banks; Calculations and projec-

tions by Banco de la Repiblica.

Graph A3.2
Quarterly oil price assumption, predictive density?

(dollars per barrel)
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a/ The graph displays the probability distribution and its most likely path on
an eight-quarter forecast horizon. Densities characterize the balance of poten-
tial risks with areas of 30%, 60% and 90% probability around the central forecast
(mode).

Source: Bloomberg, calculations and projections by Banco de la Repiblica.
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Graph A3.3
U.S. Federal Reserve quarterly interest rate
assumption, predictive density?

(percentage)
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a/ The graph displays the probability distribution and its most likely path on
an eight-quarter forecast horizon. Densities characterize the balance of poten-
tial risks with areas of 30%, 60% and 90% probability around the central forecast
(mode).

Source: Federal Reserve Bank of Louis, calculations and projections by Banco de
la Republica.

Graph A3.4
Colombia’s quarterly risk premium (CDS)
assumption, predictive density?2/?/
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a/ Five-year credit default swaps

b/ The graph displays the probability distribution and its most likely trajectory
on an eight-quarter forecast horizon. Densities characterize the balance of poten-
tial risks with areas of 30%, 60% and 90% probability around the central forecast
(mode), using a combination of densities from the Patacon and 4GM models.
Source: Bloomberg, calculations and projections by Banco de la Repablica.
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Predictive Densities for other relevant Macroeconomic Forecasting

Variables

Graph A3.5
CPI for foods, predictive density ¥
(annual change, end-of-period)

(percentage)
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a/ The graph displays the probability distribution and its most likely trajectory
on an eight-quarter forecast horizon. Densities characterize the balance of poten-
tial risks with areas of 30%, 60% and 90% probability around the central forecast
(mode), using a combination of densities from the Patacon and 4GM models.
Source: calculations and projections by Banco de la Repiblica.

Graph A3.6
CPI for regulated items, predictive density?/
(annual change, end-of-period)
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a/ The graph displays the probability distribution and its most likely trajectory
on an eight-quarter forecast horizon. Densities characterize the balance of poten-
tial risks with areas of 30%, 60% and 90% probability around the central forecast
(mode), using a combination of densities from the Patacon and 4GM models.
Source: calculations and projections by Banco de la Repiblica.
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	Appendix 1 
	Appendix 1 
	Macroeconomic Forecasts by local and Foreign Analysts
	a/, b/ 

	Unit Jan-25 Dec 25 Jan-26 Dec 26 Jan-27 
	Headline CPI 
	Headline CPI 
	Headline CPI 
	Monthly variation (average) 
	0.82 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	CPI excluding food 
	CPI excluding food 
	Monthly variation (average) 
	0.76 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	CPI excluding food and regulated 
	CPI excluding food and regulated 
	Monthly variation (average) 
	0.63 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	CPI food 
	CPI food 
	Monthly variation (average) 
	1.05 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	CPI regulated 
	CPI regulated 
	Monthly variation (average) 
	1.41 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	Headline CPI 
	Headline CPI 
	Annual variation (average), end of period 
	5.10c/ 
	4.21 
	4.06 
	3.65 
	3.51 

	CPI excluding food 
	CPI excluding food 
	Annual variation (average), end of period 
	5.37c/ 
	4.08 
	3.96 
	3.53 
	3.35 

	CPI excluding food and regulated 
	CPI excluding food and regulated 
	Annual variation (average), end of period 
	5.02c/ 
	3.84 
	3.73 
	3.23 
	3.12 

	CPI food 
	CPI food 
	Annual variation (average), end of period 
	3.91c/ 
	4.10 
	3.97 
	3.70 
	3.60 

	CPI regulated 
	CPI regulated 
	Annual variation (average), end of period 
	6.79c/ 
	5.35 
	5.00 
	4.33 
	4.12 

	Nominal exchange rate 
	Nominal exchange rate 
	COP per USD, end of period 
	4,320 
	4,359 
	4,305 
	4,265 
	4,205 

	Monetary policy rate 
	Monetary policy rate 
	Percentage, end of period 
	9.25 
	7.00 
	6.75 
	6.00 
	6.00 


	Unit IV 2024 2024 I-2025 II-2025 III-2025 IV 2025 2025 I-2026 II-2026 III-2026 IV 2026 
	GDP 
	GDP 
	GDP 
	Annual change, original series 
	2.3 
	1.8 
	2.4 
	2.4 
	2.6 
	2.8 
	2.6 
	2.9 
	3.0 
	3.0 
	n. a. 

	Unemployment 
	Unemployment 
	Thirteen cities, quarterly average 
	9.3 
	n. a. 
	10.9 
	10.3 
	10.0 
	9.8 
	n. a. 
	10.6 
	10.0 
	9.7 
	n. a. 

	IBR (90 days) 
	IBR (90 days) 
	Effective annual rate, end of period 
	n. r. 
	n. r. 
	8.5 
	7.8 
	7.3 
	6.8 
	n. a. 
	6.4 
	6.1 
	6.0 
	6.0 

	Fiscal Deficit (GNC) d/ 
	Fiscal Deficit (GNC) d/ 
	Share of GDP 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	5.2 
	n. a. 
	n. a. 
	n. a. 
	n. a. 

	Direct Account Deficitd/ 
	Direct Account Deficitd/ 
	Share of GDP 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	n. a. 
	2.7 
	n. a. 
	n. a. 
	n. a. 
	n. a. 


	n.a.: Not available. n.r.: Not relevant, given that the data has already been observed. a/ The survey excluded the question related to the DTF starting with the April 2023 Banco de la República’s Monthly Survey of Economic Analyst Expectations. Expectations (EME for its Spanish acronym) conducted by Banco de la Replica. b/ Is the response median to Banco de la Replica’s Monthly Survey of Economic Analyst Expectations, except for the CPI and CPI excluding food, which are the response average. c/ Data calcula

	Appendix 2 
	Appendix 2 
	Main Macroeconomic Forecasting Variables 
	Table
	TR
	Years 

	2016 
	2016 
	2017 
	2018 
	2019 
	2020 
	2021 
	2022 
	2023 
	2024 
	2025 
	2026 

	Exogenous variables 
	Exogenous variables 


	External a/ GDP of trading partners b/ Oil price (Brent benchmark) Federal funds effective rate (Fed) 5-year Credit Default Swap for Colombia Internal Neutral real interest rate for Colombia Potential GDP for Colombia (trend) 
	External a/ GDP of trading partners b/ Oil price (Brent benchmark) Federal funds effective rate (Fed) 5-year Credit Default Swap for Colombia Internal Neutral real interest rate for Colombia Potential GDP for Colombia (trend) 
	External a/ GDP of trading partners b/ Oil price (Brent benchmark) Federal funds effective rate (Fed) 5-year Credit Default Swap for Colombia Internal Neutral real interest rate for Colombia Potential GDP for Colombia (trend) 
	Percentage, annual var., seasonally adjusted Dollars per barrel, average of the period Percentage, average for the period Basis points, average for the period Percentage, average for the period Percentage, annual change 
	1.6 45 0.39 212 1.6 2.7 
	3.2 55 1.00 129 1.3 2.4 
	2.5 72 1.83 114 1.3 2.3 
	1.5 64 2.16 99 1.2 2.3 
	-6.6 43 0.37 142 1.3 -0.1 
	8.3 71 0.08 142 1.5 4.0 
	3.7 99 1.68 259 1.9 3.7 
	2.4 82 5.03 246 2.2 2.9 
	2.1 80 5.15 187 2.4 2.8 
	2.1 73 4.17 221 2.7 2.7 
	2.2 68 3.67 249 3.0 2.8 

	Endogenous variables 
	Endogenous variables 

	Prices 
	Prices 

	Total CPI c/ CPI excluding food d/ CPI for goods (excluding food and regulated items) CPI for services (excluding food and regulated items) CPI for regulated items CPI for food e/ CPI for perishable food CPI for processed food Core inflation indicators f/ CPI excluding food Core CPI 15 CPI excluding food and regulated items Average of all core inflation indicators Representative market exchange rate Real exchange rate Inflationary gap 
	Total CPI c/ CPI excluding food d/ CPI for goods (excluding food and regulated items) CPI for services (excluding food and regulated items) CPI for regulated items CPI for food e/ CPI for perishable food CPI for processed food Core inflation indicators f/ CPI excluding food Core CPI 15 CPI excluding food and regulated items Average of all core inflation indicators Representative market exchange rate Real exchange rate Inflationary gap 
	Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Percentage, annual change, end of period Pesos per dollar, av
	5.75 5.51 5.91 5.26 5.63 6.65 -6.63 10.74 5.51 5.98 5.48 5.66 3,053 2.5 
	4.09 5.03 3.24 5.38 6.26 0.48 5.84 -0.91 5.03 4.21 4.67 4.64 2,951 -1.7 
	3.18 3.51 1.40 3.13 6.65 1.87 8.88 -0.08 3.51 3.22 2.57 3.10 2,957 -0.7 
	3.80 3.45 2.18 3.45 4.81 5.80 8.66 5.04 3.45 3.78 3.10 3.44 3,282 3.6 
	1.61 1.03 0.63 1.29 0.73 4.80 2.49 5.43 1.03 1.88 1.11 1.34 3,691 6.8 
	5.62 3.44 3.31 2.18 7.10 17.23 24.42 15.32 3.44 4.42 2.49 3.45 3,747 2.1 
	13.12 9.99 15.04 7.41 11.77 27.81 36.44 25.33 9.99 11.55 9.51 10.35 4,257 6.7 
	9.28 10.33 7.11 8.96 17.24 5.00 -0.47 6.71 10.33 9.46 8.42 9.41 4,330 1.4 
	5.20 5.65 0.62 6.97 7.31 3.31 5.07 2.80 5.65 5.45 5.15 5.42 4,075 -4.9 
	4.05 . . . 4.93 3.26 . . . . 3.90 . . -1.5 
	3.05 . . . 3.21 2.44 . . . . 3.14 . . 0.0 

	Economic activity 
	Economic activity 


	Gross domestic product (sats)* Final consumption expense Household final consumption expenditure General government final consumption expenditGross capital formation Gross fixed capital formation HousingOther buildings and structures Machinery and equipmentCultivated biological resources Intellectual property products Domestic demand ExportsImportsProduct gap g/ Short-term indicators Real production of manufacturing industry Retail trade sales, excluding fuels or vehicles Coffee production Oil production La
	Gross domestic product (sats)* Final consumption expense Household final consumption expenditure General government final consumption expenditGross capital formation Gross fixed capital formation HousingOther buildings and structures Machinery and equipmentCultivated biological resources Intellectual property products Domestic demand ExportsImportsProduct gap g/ Short-term indicators Real production of manufacturing industry Retail trade sales, excluding fuels or vehicles Coffee production Oil production La
	Gross domestic product (sats)* Final consumption expense Household final consumption expenditure General government final consumption expenditGross capital formation Gross fixed capital formation HousingOther buildings and structures Machinery and equipmentCultivated biological resources Intellectual property products Domestic demand ExportsImportsProduct gap g/ Short-term indicators Real production of manufacturing industry Retail trade sales, excluding fuels or vehicles Coffee production Oil production La
	Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats ure Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage, annual change, sats Percentage Percentage, annual change, seasonally adjusted Pe
	2.1 1.6 1.6 1.8 -0.2 -2.9 -0.2 0.0 -7.9 13.1 -12.0 1.2 -0.2 -3.5 0.3 3.5 2.0 0.4 -11.9 
	1.4 2.3 2.1 3.6 -3.2 1.9 -1.9 4.6 1.4 0.3 1.2 1.1 2.6 1.0 -0.8 0.0 -0.1 -0.3 -3.6 
	2.6 4.0 3.2 7.4 1.5 1.0 -0.4 -3.5 8.6 -3.1 1.5 3.5 0.6 5.8 -0.5 2.9 5.4 -4.5 1.3 
	3.2 4.3 4.1 5.3 3.0 2.2 -8.9 1.1 12.3 7.9 -0.7 4.0 3.1 7.3 0.3 1.3 8.1 8.8 2.4 
	-7.2 -4.2 -5.0 -0.8 -20.7 -23.6 -32.7 -30.8 -13.3 -1.8 -8.3 -7.5 -22.5 -20.1 -7.0 -8.1 -1.5 -5.8 -11.8 
	10.8 13.8 14.7 9.8 11.6 16.7 39.8 0.9 23.3 -0.9 3.4 13.4 14.6 26.7 -0.8 16.2 12.2 -9.5 -5.8 
	7.3 8.9 10.7 0.8 16.0 11.5 2.0 -4.2 30.3 -12.5 8.9 10.2 12.3 23.6 2.8 10.5 9.2 -11.9 2.4 
	0.6 1.0 0.8 1.6 -25.9 -9.5 -1.2 -4.8 -17.6 4.6 0.7 -4.0 3.4 -15.0 0.5 -4.7 -4.1 2.4 3.0 
	1.8 1.0 1.2 0.1 7.0 1.8 -5.1 7.5 1.7 7.8 -1.5 1.8 4.0 3.2 -0.5 . . 23.4 . 
	2.6 . . . . . . . . . . . . . -0.6 . . . . 
	3.4 . . . . . . . . . . . . . 0.0 . . . . 

	Total national 
	Total national 

	Unemployment rate Occupancy Rate Overall participation rate Thirteen cities and metropolitan areasUnemployment rate Occupancy Rate Overall participation rate 
	Unemployment rate Occupancy Rate Overall participation rate Thirteen cities and metropolitan areasUnemployment rate Occupancy Rate Overall participation rate 
	Percentage, annual change, period average Percentage, annual change, period average Percentage, annual change, period average Percentage, annual change, period average Percentage, annual change, period average Percentage, annual change, period average 
	9.5 60.5 66.9 10.3 61.7 68.8 
	9.7 60.0 66.4 11.0 60.5 67.9 
	10.0 59.1 65.7 11.1 59.6 67.1 
	10.9 57.7 64.8 11.5 58.8 66.4 
	16.7 50.4 60.4 19.1 50.8 62.7 
	13.8 53.1 61.5 15.2 53.8 63.5 
	11.2 56.5 63.6 11.4 58.1 65.5 
	10.2 57.6 64.1 10.4 59.5 66.3 
	10.1 . . 10.1 . . 
	9.8 . . 10.0 . . 
	. . . . . . 

	Balance of payments i/ j/ 
	Balance of payments i/ j/ 

	Current account (A + B + C) Percentage of GDP A. Goods and services 
	Current account (A + B + C) Percentage of GDP A. Goods and services 
	Millions of dollars Percentage, nominal terms Millions of dollars 
	-12,587 -4.4 -13,451 
	-9,924 -3.2 -8,762 
	-14,041 -4.2 -10,556 
	-14,809 -4.6 -14,148 
	-9,267 -3.4 -13,105 
	-17,949 -5.6 -20,001 
	-21,224 -6.1 -16,439 
	-8,623 -2.4 -8,113 
	-7,245 -1.8 -10,023 
	-10,404 -2.5 -14,704 
	. . . 

	B. Primary income (factor income) C. Secondary income (current transfers) Financial account (A + B + C + D) Percentage of GDP A. Foreign investment (ii - i) i. Foreign Investment in Colombia (FDI) ii. Colombian abroad 
	B. Primary income (factor income) C. Secondary income (current transfers) Financial account (A + B + C + D) Percentage of GDP A. Foreign investment (ii - i) i. Foreign Investment in Colombia (FDI) ii. Colombian abroad 
	Millions of dollars Millions of dollars Millions of dollars Percentage, nominal terms Millions of dollars Millions of dollars Millions of dollars 
	-5,312 6,177 -12,339 -4.4 -9,341 13,858 4,517 
	-8,046 6,883 -9,625 -3.1 -10,011 13,701 3,690 
	-11,442 7,957 -12,954 -3.9 -6,172 11,299 5,126 
	-9,716 9,055 -13,298 -4.1 -10,836 13,989 3,153 
	-4,950 8,788 -8,113 -3.0 -5,725 7,459 1,733 
	-8,723 10,775 -16,693 -5.3 -6,381 9,561 3,181 
	-17,086 12,301 -20,466 -5.9 -13,799 17,183 3,384 
	-13,432 12,922 -7,848 -2.1 -15,525 16,794 1,269 
	-12,710 15,488 . . . . . 
	-12,325 16,625 . . . . . 
	. . . . . . . 

	B. Portfolio investment 
	B. Portfolio investment 
	Millions of dollars 
	-4,945 
	-1,800 
	862 
	24 
	-1,768 
	-4,595 
	427 
	8,663 
	. 
	. 
	. 

	C. Other investment (loans, other credits, and derivatives) D. Reserve assets 
	C. Other investment (loans, other credits, and derivatives) D. Reserve assets 
	Millions of dollars Millions of dollars 
	1,781 165 
	1,641 545 
	-8,831 1,187 
	-5,820 3,333 
	-4,949 4,328 
	-6,371 654 
	-7,665 571 
	-2,704 1,718 
	. . 
	. . 
	. . 

	Errors and omissions (E&O) 
	Errors and omissions (E&O) 
	Millions of dollars 
	247 
	299 
	1,087 
	1,510 
	1,153 
	1,256 
	758 
	775 
	. 
	. 
	. 

	Interest rates 
	Interest rates 


	Policy interest rate k/ Percentage, period average 7.10 6.10 4.35 4.25 2.87 1.91 7.19 13.04 11.40 . . Policy rate expected by analysts l/ Percentage, period average 8.27 6.53 IBR overnight Percentage, period average 7.1 6.1 4.3 4.3 2.9 1.9 7.2 13.0 11.4 . . Commercial interest rate m/ Percentage, period average 12.8 11.1 9.3 8.8 7.4 6.2 13.3 18.7 11.7 . . Consumer interest rate n/ Percentage, period average 19.2 19.4 17.9 16.5 15.0 14.3 21.1 27.9 18.5 . . Mortgage interest rate o/ Percentage, period average
	Note: values in bold are forecasts or assumptions. sats: seasonally adjusted time series, modified to eliminate the effect of seasonal and calendar influences. a/ Quarterly data in bold are assumptions based on the annual forecast of each variable. b/ Calculated with the main trading partners (excluding Venezuela) weighted by their share of trade. c/ The medium term forecast corresponds to the average of the estimates obtained from the technical staff’s central models (4GM and PATACON). d/ Calculations by B
	https://investiga.banrep.gov.co/es/be-1122
	-
	i/ The results presented follow the recommendations of the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6). See additional information and method changes at http://www.banrep. 

	Appendix 2 (continuation) 
	Main Macroeconomic Forecasting Variables 
	Main Macroeconomic Forecasting Variables 
	2019 2020 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 
	Exogenous variables 
	External a/ GDP of trading partners b/ Percentage, annual var., seasonally adjusted 1.2 1.6 1.7 1.5 -0.7 -15.9 -6.7 -3.0 Oil price (Brent benchmark) Dollars per barrel, average of the period 64 68 62 62 51 33 43 45 Federal funds effective rate (Fed) Percentage, average for the period 2.40 2.40 2.20 1.65 1.23 0.06 0.09 0.09 5-year Credit Default Swap for Colombia Basis points, average for the period 121 104 90 83 125 206 132 104 
	Internal Neutral real interest rate for Colombia Percentage, average for the period Potential GDP for Colombia (trend) Percentage, annual change 
	Endogenous variables 
	Prices 
	Total CPI c/ Percentage, annual change, end of period 3.21 3.43 3.82 3.80 3.86 2.19 1.97 1.61 
	CPI excluding food d/ Percentage, annual change, end of period 3.27 3.22 3.37 3.45 3.26 1.40 1.57 1.03 CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 1.09 1.60 1.83 2.18 2.41 0.73 1.15 0.63 CPI for services (excluding food and regulated items) Percentage, annual change, end of period 3.01 3.10 3.37 3.45 3.22 2.00 1.86 1.29 CPI for regulated items Percentage, annual change, end of period 6.33 5.24 5.03 4.81 4.27 0.44 1.19 0.73 
	CPI for food e/ Percentage, annual change, end of period 3.24 4.96 6.49 5.80 7.19 6.55 4.13 4.80 CPI for perishable food Percentage, annual change, end of period 9.98 15.46 17.50 8.66 9.79 2.52 -3.42 2.49 CPI for processed food Percentage, annual change, end of period 1.43 2.18 3.57 5.04 6.46 7.75 6.40 5.43 
	Core inflation indicators f/ CPI excluding food Percentage, annual change, end of period 3.27 3.22 3.37 3.45 3.26 1.40 1.57 1.03 Core CPI 15 Percentage, annual change, end of period 3.24 3.34 3.66 3.78 3.64 2.17 2.33 1.88 CPI excluding food and regulated items Percentage, annual change, end of period 2.41 2.65 2.92 3.10 2.99 1.65 1.67 1.11 Average of all core inflation indicators Percentage, annual change, end of period 2.97 3.07 3.32 3.44 3.30 1.74 1.86 1.34 
	Representative market exchange rate Pesos per dollar, average for the period 3,135 3,240 3,338 3,412 3,540 3,850 3,731 3,662 Real exchange rate Inflationary gap Percentage, average for the period 2.3 3.2 3.9 4.9 5.6 11.7 6.5 3.3 
	Economic activity 
	Gross domestic product (sats)* Percentage, annual change, sats 3.2 3.3 3.2 3.1 0.4 -16.8 -9.0 -3.3 
	Final consumption expense Percentage, annual change, sats 3.6 3.9 4.4 5.2 3.9 -14.4 -7.4 1.1 Household final consumption expenditure Percentage, annual change, sats 3.0 3.5 4.3 5.4 4.6 -17.0 -8.5 0.9 General government final consumption expenditure Percentage, annual change, sats 5.7 5.9 5.4 4.2 0.7 -2.9 -2.2 1.4 
	Gross capital formation Percentage, annual change, sats 8.0 2.6 5.3 -3.6 -11.2 -31.4 -17.8 -22.6 
	Gross fixed capital formation Percentage, annual change, sats 7.3 4.3 1.9 -4.3 -12.4 -41.4 -24.9 -14.9 Housing Percentage, annual change, sats -6.6 -8.0 -7.9 -13.2 -25.8 -48.2 -30.0 -25.4 Other buildings and structures Percentage, annual change, sats 12.7 -1.2 1.1 -6.6 -10.3 -50.1 -37.4 -24.4 
	Machinery and equipment Percentage, annual change, sats 15.0 21.4 10.2 2.9 -5.4 -37.3 -9.3 1.5 Cultivated biological resources Percentage, annual change, sats 5.6 9.8 14.9 1.7 2.6 1.6 -7.9 -3.0 Intellectual property products Percentage, annual change, sats -1.3 -1.5 -1.4 1.5 1.4 -14.1 -11.0 -9.4 Domestic demand Percentage, annual change, sats 4.5 3.8 4.7 3.0 0.5 -18.0 -9.7 -2.9 Exports Percentage, annual change, sats 6.9 6.8 2.0 -3.1 -6.7 -30.8 -28.2 -24.3 Imports Percentage, annual change, sats 11.5 9.0 10
	Short-term indicators Real production of manufacturing industry Percentage, annual change, seasonally adjusted 1.0 2.5 0.8 0.9 -1.5 -23.5 -7.2 0.0 Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 6.2 7.5 9.6 9.0 6.6 -14.6 -3.4 5.5 Coffee production Percentage, annual change, cum. for period -1.9 6.6 4.9 24.1 -13.8 -1.9 -3.6 -4.6 Oil production Percentage, annual change, period average 5.4 3.2 1.4 -0.2 -2.1 -15.7 -15.4 -14.1 
	Labor market h/ 
	Total national Unemployment rate Percentage, annual change, period average 10.8 10.5 11.3 11.0 11.8 20.9 18.4 15.5 Occupancy Rate Percentage, annual change, period average 58.4 57.8 57.2 57.5 55.7 44.5 48.9 52.7 Overall participation rate Percentage, annual change, period average 65.5 64.5 64.4 64.6 63.1 56.3 60.0 62.3 
	Thirteen cities and metropolitan areasUnemployment rate Percentage, annual change, period average 11.8 11.4 11.3 11.6 12.0 25.2 21.8 17.3 Occupancy Rate Percentage, annual change, period average 58.8 58.8 58.7 58.7 57.0 44.1 49.0 53.3 Overall participation rate Percentage, annual change, period average 66.7 66.4 66.2 66.4 64.7 58.9 62.6 64.4 
	Balance of payments i/ j/ 
	Current account (A + B + C) Millions of dollars -3,820 -3,219 -4,303 -3,467 -2,295 -1,962 -2,013 -2,997 Percentage of GDP Percentage, nominal terms -4.8 -4.1 -5.3 -4.2 -3.1 -3.6 -3.0 -4.0 
	A. Goods and services Millions of dollars -3,138 -2,998 -4,406 -3,607 -3,098 -2,651 -3,263 -4,092 
	B. Primary income (factor income) Millions of dollars -2,615 -2,502 -2,301 -2,298 -1,369 -1,029 -1,172 -1,380 
	C. Secondary income (current transfers) Millions of dollars 1,932 2,281 2,404 2,438 2,173 1,718 2,422 2,475 
	Financial account (A + B + C + D) Millions of dollars -3,520 -3,333 -3,740 -2,706 -1,735 -1,938 -1,857 -2,584 Percentage of GDP Percentage, nominal terms -4.4 -4.2 -4.6 -3.3 -2.3 -3.5 -2.8 -3.4 
	A. Foreign investment (ii - i) Millions of dollars -2,652 -3,626 -1,678 -2,880 -1,924 -1,725 -258 -1,818 
	i. Foreign Investment in Colombia (FDI) Millions of dollars 3,394 4,090 3,163 3,342 3,175 1,371 844 2,069 
	ii. Colombian abroad Millions of dollars 741 465 1,485 462 1,251 -353 586 251 
	B. Portfolio investment Millions of dollars -1,382 -282 137 1,551 -168 -3,429 323 1,506 
	C. Other investment (loans, other credits, and derivatives) Millions of dollars -1,836 48 -2,453 -1,579 528 627 -2,127 -3,976 
	D. Reserve assets Millions of dollars 2,351 526 254 202 -171 2,590 205 1,705 Errors and omissions (E&O) Millions of dollars 301 -114 563 761 560 25 155 413 
	Interest rates 
	Policy interest rate k/ Percentage, period average 4.25 4.25 4.25 4.25 4.23 3.26 2.24 1.75 Policy rate expected by analysts l/ Percentage, period average IBR overnight Percentage, period average 4.3 4.3 4.3 4.3 4.2 3.2 2.2 1.7 Commercial interest rate m/ Percentage, period average 9.1 9.0 8.9 8.5 8.4 8.3 7.0 6.2 Consumer interest rate n/ Percentage, period average 18.0 17.2 16.0 15.5 15.8 15.5 14.8 14.2 Mortgage interest rate o/ Percentage, period average 10.4 10.5 10.4 10.4 10.4 10.4 10.2 9.6 
	Note: values in bold are forecasts or assumptions. sats: seasonally adjusted time series, modified to eliminate the effect of seasonal and calendar influences. a/ Quarterly data in bold are assumptions based on the annual forecast of each variable. b/ Calculated with the main trading partners (excluding Venezuela) weighted by their share of trade. c/ The medium term forecast corresponds to the average of the estimates obtained from the technical staff’s central models (4GM and PATACON). d/ Calculations by B
	https://investiga.banrep.gov.co/es/be-1122
	-
	i/ The results presented follow the recommendations of the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6). See additional information and method changes at http://www.banrep. 
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