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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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Graph 1.1
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a/ Seasonally adjusted and corrected for calendar effects.

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
October report.

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

Graph 1.2
Output gap #/*/</ - Predictive Densities
(four-quarter accumulation)

(percentage)
11.0
10.0
9.0
8.0
7.0
6.0
5.0

B e
..........
40 TR

3.0
20
1.0
0.0

m v T Twtw T Tt T
2023 2024 2025 2026

90% 60% 30%

T
2027

July report — October report

a/ The historical output gap estimate is calculated as the difference between obser-
ved GDP (four-quarter accumulation) and potential GDP (trend; four-quarter accu-
mulation) 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 combi-
nation of densities from the Patacon and the 4GM monetary policy models.

¢/ The probability distribution corresponds to the forecast exercise from the
October report.

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

11.Macroeconomic Summary

During the third quarter, headline inflation increased
(5.2%) while core inflation, which excludes food and regu-
lated items, remained stable (4.8%). Both indicators reg-
istered rates above those projected in the July Report.
As aresult, the updated forecast path suggests a slower
convergence toward the 3% target. With the exception
of regulated items, annual variations in the main CPI
groups surprised on the upside against July estimates.
The most significant deviation occurred in the food sub-
basket, driven by a more persistent upward price cycle
for perishable foods, increased labor costs, unexpected
escalation in international prices for certain foods and
fertilizers, and additional supply shocks, amid a backdrop
of relatively strong demand. By contrast, regulated prices
registered a lower-than-expected annual variation, pri-
marily due to smaller adjustments in electricity services
resulting from the higher share of hydroelectric power
in generated electricity, as well as regulatory changes
in the sector. Upside surprises in services and goods
reflected a higher-than-anticipated domestic demand, a
slower decrease in the price of rents, the effect of higher
food prices on meals away from home, and unexpected
increases in the prices of some international goods. More-
over, the observed increase in inflation expectations may
be exerting upward pressure on several prices in the con-
sumer basket. Incorporating these surprises into the fore-
cast, headline and core inflation are expected to converge
more gradually to the 3% target. As such, year-end 2025,
headline inflation is expected to reach 5.1% (previously
4.7%) and core inflation 4.7% (previously 4.2%). In 2026,
several CPI groups, including rents, would therefore be
indexed to a higher inflation rate. This outcome would
occur alongside a somewhat faster reduction in excess
productive capacity than estimated in the July Report.
These upward inflationary pressures would be partially
offset by a decline in the price of imported goods, given
a lower exchange rate relative to that presumed in July.
Thus, by December 2026, headline inflation is projected
to reach 3.6% (previously 3.2%), and core inflation 3.5%
(previously 3.3%) (Graphs 1.1 and 1.2). Inflation would con-
tinue to decrease and converge to the target by the end
of the two-year forecast horizon. This downward trend is
supported by an expected deceleration in food inflation
during 2026, as a result of a high comparison base and the
dissipation of supply shocks, along with the cumulative
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Graph 1.3
Consumer Price Index 2/*/
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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/ The probability distribution corresponds to the forecast exercise from the
October report.

Source: DANE; calculations and projections by Banco de la Repiblica.
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effects of monetary policy. The latter would be reflected
in an output gap projected to remain negative through
mid-2026, as well as disinflationary pressures stemming
from the exchange rate. These forecasts remain subject to
high uncertainty, mainly due to the potential impact of a
minimum wage increase in 2026 above observed inflation
plus productivity, future behavior of the exchange rate,
effects of tariff increases on global trade, supply shocks
affecting international food prices, and regulatory provi-
sions related to adjustments in prices of regulated goods
and services.

Economic growth for the second quarter of 2025 (2.5%)
was broadly in line with the estimate (2.6%), as domestic
demand (4.1%) achieved four consecutive quarters of sig-
nificant annual increases, surpassing those of GDP. Based
on updated information, the GDP is expected to grow at
2.6% in 2025 and 2.9% in 2026. As anticipated, domestic
demand remained strong in the second quarter, led by
private (3.6%) and public consumption (3.9%). Investment
also recorded significant annual growth (6.4%), particu-
larly in machinery and equipment, although levels remain
low relative to those observed before the pandemic. Con-
versely, net external demand contributed negatively to
GDP growth, as the annual increase in imports (9.5%)
outpaced that of exports (0.6%), primarily attributable to
lower export volumes of oil and coal. Available data for
the third quarter suggest annual GDP growth of 3.0%, with
domestic demand expanding 4.4% supported by strong
private and public consumption (3.6% and 8.5%, respec-
tively), as well as an acceleration in gross fixed capital
formation (4.3%), led by machinery and equipment and
civil works. The trade deficit would continue to widen, as
imports (7.8%) grew at a higher annual rate than exports
(0.2%), reflecting strong private demand and lower export
volumes of mining and energy products. For the remain-
der of the year, several factors are expected to continue
supporting household disposable income and spending,
including high coffee prices, strong remittance inflows,
solid foreign tourism activity, and, in the short term,
increases in real wages. Credit is also expected to con-
tinue recovering, reinforced by lower real interest rates,
historically high employment levels, and a temperance
in credit risk, aiding GDP growth. Weakness in oil and
coal production and exports is anticipated to continue.
In this context, the GDP growth forecast for 2025 was
revised to 2.6% (from 2.7%), while the forecast for 2026
remains at 2.9% (Graph 1.3). Robust domestic demand,
upside surprises in core inflation, and favorable labor
market indicators suggest that excess productive capac-



Graph 1.4
CPI excluding food and regulated items 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
combination of densities from the Patacon and the 4GM monetary policy models.
b/ The probability distribution corresponds to the forecast exercise from the
October report.

Source: DANE; calculations and projections by Banco de la Republica.
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ity could diminish faster than anticipated in July (Graph
1.4). This would occur in an environment of gradually less
contractionary domestic monetary policy, which none-
theless remains consistent with supporting inflation con-
vergence toward the 3% target. These forecasts remain
subject to substantial uncertainty stemming from exter-
nal factors, including geopolitical risks, global trade ten-
sions, and financial market reactions to monetary policy
in advanced economies, as well as domestic factors, par-
ticularly uncertainty surrounding fiscal policy.

Compared to the July Report, external financing condi-
tions for Colombia are less restrictive, reflecting lower
policy rates in the United States, stronger demand for
risk assets, and reduced global trade tensions. How-
ever, uncertainty remains high as geopolitical conflicts
continue. The growth of external demand relevant to
Colombia has exceeded expectations and is forecasted
to remain strong through 2026. Terms of trade have
improved as prices for imported intermediate and capi-
tal goods fell, and prices for commodities such as coffee
and gold continue high, partially offsetting weaker mining
and energy prices. As expected, in September and Octo-
ber, the US Federal Reserve (Fed) reduced its benchmark
rate by 25 basis points at each meeting, setting it to a
range of 3.75%-4.0% amid concerns about labor market
weakness; nevertheless, with upward revisions to growth
and inflation projections for 2026. Current forecasts by the
Federal Open Market Committee (FOMC) anticipate two
additional cuts in 2025 and one in 2026, without reach-
ing the long-term rate by year-end 2027. Accordingly, this
Report also forecasts three Fed cuts—one in the remain-
der of this year and one during 2026. This environment
has fostered an appreciation of global equity markets and
reduced risk premiums in emerging economies, including
Colombia. However, a persistent increase in public debt is
expected to continue exerting upward pressure on Colom-
bia’s risk premium over the forecast horizon. Uncertainty
remains high due to trade tensions, US immigration mea-
sures, geopolitical conflicts, and developments regarding
Colombia’s sovereign risk rating.

Strong domestic demand - growing at a pace well above
GDP - together with headline and core inflation that
have stabilized at elevated levels, inflation expectations
that grew in the third quarter and still surpass the 3%
target, and significant inflationary risks over the policy
horizon, suggest the restrictive monetary policy stance
should continue. Indicators of economic activity for the
third quarter point to domestic demand completing more

M
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Graph 1.5
Monetary policy interest rate, interbank rate and BBI*/
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than a year of annual growth rates well above those of
the GDP. The latter has been echoed in a widening of the
external deficit as a share of GDP, following an adjust-
ment over the previous two years. In the labor market, the
unemployment rate remains at historically low levels, and
employment continues to trend upward. Headline and
core inflation have surprised to the upside and stabilized
at levels well above the target. These developments in
economic activity, labor markets, and prices suggest that
excess productive capacity could narrow more quickly
than estimated in the previous Report. Fiscal deteriora-
tion has pushed up the economy’s neutral interest rate,
increasing the country’s vulnerability to adverse exter-
nal financing shocks. Against this backdrop, inflation is
expected to converge toward the 3% target more slowly
than projected in the July Report. Concurrently, inflation
expectations for December 2025 and 2026 have increased
and remain above 3%. Looking ahead, notable inflation-
ary risks persist related to the minimum wage adjustment,
external financial conditions amid fiscal deterioration,
and natural gas prices. The prospect of a slower decline
in inflation, lower excess productive capacity, and sig-
nificant upside risks to inflation support maintaining a
restrictive monetary policy stance, allowing the disinfla-
tion process to continue and a convergence toward the
target over the forecast horizon.

1.2 Monetary Policy Decision

At its September and October 2025 meetings, the Board
of Directors of Banco de la Republica (BDBR) decided by
majority vote to maintain the monetary policy interest
rate at 9.25% (Graph 1.5).
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Graph 21
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2.1 International outlook
2.1.1 Foreign demand

So far in 2025, the economic performance of some of the
country’s main trading partners has been better than
expected, despite a global environment marked by high
commercial and political uncertainty. In the United States,
economic activity rebounded significantly in the second
quarter, with annualized quarterly growth of 3.8%. However,
the recent improvement in private consumption indica-
tors contrasts with mounting concerns about labor market
dynamics, given the unfavorable hiring data in recent
months. Moreover, the partial federal government shut-
down since October 1 has heightened economic and politi-
cal uncertainty by halting some public services and delaying
the release of key statistical information. Regarding Colom-
bia’s other trading partners, Ecuador’'s economy expanded
by 3.4% annually in the first quarter, supported by strong
consumption and investment amid high remittance inflows.?
In Mexico, the slowdown has been milder than anticipated,
largely due to a positive economic performance in the first
half of the year, despite ongoing risks associated with exter-
nal demand. China recorded solid growth so far this year
(51% annually in the third quarter), despite heightened
trade tensions with the United States.? Overall, uncertainty
surrounding international trade has eased relative to April,
reflecting progress in trade negotiations between the United
States and several economies, as well as an effective tariff
rate below that previously expected.

In 2025, Colombia’s external demand is expected to grow by
21% annually and to moderate slightly in 2026 (2%) (Graph
2.1), representing an upward revision relative to the July
Report. According to the International Monetary Fund (IMF),
the global economy is projected to slow from 3.3% in 2024
t0 3.2% in 2025—slightly above its previous forecast—and

1 The projections presented in this chapter are based on estimates from
the Patacon and 4GM baseline 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 Atthe time of writing this Report, preliminary figures showed that in the
second quarter of 2025, Ecuador’'s GDP registered an annual growth of
4.3%, far exceeding market expectations.

3 Recently, there has been a new escalation of trade tensions between
China and the United States. Beijing expanded controls on strategic
exports (rare earths, magnetos) and Washington responded with new
100% tariffs on Chinese imports and critical software controls starting
Nov. 1.

13
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to reach 3.1% in 2026, in the context of persistent geopoliti-
cal uncertainty and trade tensions. The IMF notes that risks
to global growth remain skewed to the downside, reflect-
ing prolonged uncertainty, higher trade barriers, and labor
supply disruptions. In this environment, given the better-
than-expected figures observed in several economies, the
economic activity of Colombia’s trading partners is expected
to grow by an average of 2.1% in 2025 and 2.0% in 2026, above
the projections presented in the previous Report (1.8% and
1.9%, respectively). However, these figures remain below the
historical average* (Table 2.1). Uncertainty surrounding this
Table 2.1 assumption remains high due to volatility in US-China trade
Economic Growth among Major Trade Partners */ policy, the prolonged US government shutdown, potential
deterioration in global consumer and business confidence,

Main partners il v I Bl and the uncertain effects of higher trade barriers on global
(pre) | (proj) | (proy) | (proj)
29 2.8 1.7 1.7

: inflation.
United States
Eurozone 0.5 0.8 1.2 11
china 53 >0 &6 i 2.1.2 International prices
Ecuador 2.0 -2.0 25 1.5
Brazil 32 3.0 20 17 The assumption of a downward trajectory in oil prices over
Peru 04 33 3.0 2.7 the forecast horizon persists, although the anticipated
Mexico 34 12 05 1 decline is more gradual than that presented in the previous
Chile 0.6 24 23 21 Report. The latter reflects the continued increase in global
All trade partners * 25 18 21 2.0 production and the expected rise in inventories of crude
(pre): preliminary, (proj): projected oil and petroleum products among the member countries
o Fofctons celcltedbased on e conrbution ofton adiionl wede of the Organization for Economic Cooperation and Devel-
ved data); Banco de la Repiiblica (projections and calculations). opment (OECD) (Graph 2.2). In the third quarter, the ave rage
Brent benchmark price stood at USD 68 per barrel (bl), below
the average observed in the first half of the year (USD 71/bl).
This downward trend partly reflects the persistent increase
in global supply, driven by the expansion of production in
non-Organization of the Petroleum Exporting Countries
and its allies (OPEC+)—including the United States, Guyana,
Canada, Brazil, Norway, and Argentina. In addition, produc-
tion has increased in most OPEC+ member countries, led by
Saudi Arabia, which reaffirmed its commitment at its most
recent meeting to continue the progressive unwinding of a
Graph 2.2 second phase of cuts, amounting to 1.65 million barrels per
Assumed quarterly oil price day.’ Although global demand for oil and petroleum prod-
(dollars per barrel) ucts is also expected to rise, it is predicted to do so at a
% slower pace than supply, contributing to a larger accumula-

tion of inventories in OECD member countries. This, in turn,

80

. 4 Historically, the average annual growth in trading partners between 2001
and 2023 is 2.9%.

T e 5 In addition to the twelve OPEC members, its allies (OPEC+) include Azer-

60 baijan, Bahrain, Brunei, Kazakhstan, Russia, Mexico, Malaysia, South

Sudan, Sudan, and Oman. During their meeting on October 5, 2025, eight

OPEC+ member countries agreed to continue the gradual reversal of cuts

in November, applying a new increase of 137,000 barrels per day. This

w vt Dt et PP et Dt et n B decision is in addition to the increase made in October and is part of
July report — October report the process to gradyally undo a total adju;tment of 1.65 million barrels
per day. The countries warned that these increases could be paused or
Source: Bloomberg; calculations and projections by Banco de la Repdiblica. reversed depending on market conditions.
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Graph 2.3
Inflation, select main trading partners

A. Headline Inflation
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supports the downward revision of prices and the expected
declining path over the forecast horizon. Nevertheless, the
reduction in production from Iran and Russia, stronger oil
demand from China, and elevated geopolitical tensions are
factors that could limit the downward pressure on prices
and increase market volatility. Taking all these elements into
account, the average Brent price is assumed to be close to
USD 68/bl in 2025—unchanged from the previous Report—
and USD 58/bl in 2026 (compared with USD 63 in the July
Report). Overall, uncertainty surrounding oil prices remains
high due to geopolitical conflicts, future OPEC+ decisions,
and US trade policies.

Following the rebound expected for 2025, the terms of trade
are expected to fall in 2026, consistent with the anticipated
behavior of Colombia’s main export commodity prices. For
2025 as a whole, the country’s terms of trade are estimated
to improve above that forecast in the previous Report. This
outcome reflects higher projected international prices for
coffee and gold, along with a fall in the dollar prices of inter-
mediate and capital goods imported by Colombia, which
would more than offset the expected reduction in oil and
coal prices. However, a decline in the terms of trade is antici-
pated for 2026, mainly due to the projected decrease in the
prices of the country’s main mining and energy exports.

In 2025, inflation is expected to remain above target in sev-
eral economies, amid increased trade barriers and height-
ened uncertainty that could intensify price pressures. So far
this year, global headline inflation has continued to mod-
erate on average, although with heterogeneous behavior
across economies. According to the most recent OECD data,
annual headline inflation for member countries stood at
41% in August 2025, unchanged from July, while core inflation
(excluding food and energy) reached 4.3% annually, slightly
below the 4.5% recorded in the previous month. In the same
period, food inflation rose to 5.0% (from 4.5% in July), and
energy inflation increased to 0.7% (from 0.3%), reflecting
occasional pressures on international crude oil and some
grains. In the G7 economies, headline inflation reached 2.7%
annually in August, slightly higher than in previous months,
while in the euro area it remained stable at around 2.0%,
close to its inflation target (Graph 2.3). In the United States,
annual headline inflation stood at 3.0% in September, after
2.9% in August, while core inflation also registered 3.0%. This
outcome reflects annual increases in energy prices, along-
side a slight moderation in the goods, food, and services
components. For the remainder of the year, inflation is antic-
ipated to remain around 3.0%—above the 2.0% target—in the
context of high uncertainty related to trade policy and its
effects on prices, still-elevated inflation expectations, and
a somewhat milder economic slowdown. In its most recent
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Graph 2.4
Assumed U.S. Federal Reserve quarterly interest rate
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report, the IMF forecasts that global inflation will moderate
from 4.9% in 2024 to 4.2% in 2025 and 3.7% in 2026.

2.1.3 International financial developments

This Report continues to foresee a gradual reduction in the
benchmark rate in the United States, in an environment of
high trade uncertainty and a less dynamic labor market
(Graph 2.4). As anticipated, at its September meeting the
Federal Open Market Committee (FOMC) reduced its policy
rate by 25 basis points (bps) for the first time this year, fol-
lowed by another 25-bps cut in October, placing the target
range between 3.75% and 4.0%.° These adjustments occurred
amid elevated commercial and political uncertainty and a
significant weakening in hiring. In September, the median
FOMC projections for the policy rate were revised down-
ward relative to the June Report, now incorporating three
rate cuts in 2025 (two already implemented in September
and October and an additional cut projected for year-end)
and only one cut in 2026, compared with the two reduc-
tions previously expected for each year. Under this new
scenario, the policy rate would stand at 3.6% at the end of
2025 and 3.4% at the end of 2026, both levels lower than
previously projected. At the same time, the FOMC revised
its forecasts upward for economic growth and the personal
consumption expenditures (PCE) implicit deflator through
the end of 2026.” Futures associated with the federal funds
rate have declined significantly in recent weeks, reflecting
expectations of a less restrictive monetary stance in a back-
drop of heightened trade uncertainty and weak hiring data.
Thus, futures markets show an implicit path broadly simi-
lar to that of the Federal Reserve for 2025, albeit anticipat-
ing somewhat lower interest rates thereafter.t Considering
these developments, this Report reduces the assumed path
of the US benchmark rate for 2025 and 2026. Specifically, one
additional 25 bps cut is incorporated for the remainder of
2025, which would bring the rate to a range between 3.50%

6 On September 11, 2025, the European Central Bank (ECB) kept its policy
interest rate unchanged at 2.0% and its refinancing interest rate at 2.15%,
consistent with the values reached in June. In its statement, the ECB
highlighted the economic resilience of the area in a complex global envi-
ronment. It revised upwards its projections for headline inflation to 2.1%
for 2025 and 1.7% for 2026, while the core component would stand at 2.4%
in 2025 and 1.9% in 2026, an estimate similar to the previous Report.

7  In the September 2025 report, the median FOMC projection maintained
its estimate for total PCE at 3.0% for 2025 and revised it upwards for 2026
t0 2.6% (up from 2.4% in the previous report). The median projection for
core PCE remained at 3.0% by the end of 2025 and was revised upward
for 2026 to 2.6% (from 2.4% in the previous Report). Finally, the median
projection for economic growth was revised upwards from 1.4% to 1.6% by
the end of 2025, and from 1.6% to 1.8% by the end of 2026.

8 By the end of 2025 and 2026, and with figures as of October 21, 2025, the
futures associated with the Fed's monetary policy interest rate stood at
3.69% and 2.89%, respectively (previously 3.93% and 3.13% taken on July
21).
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Graph 2.5 . . / and 3.75% by year-end, followed by another reduction in
Colombia’s assumed quarterly risk premium (CDS) 2026, placing the benchmark rate between 3.25% and 3.50%
(basis points) at the end of that period. This assumption is made in an

>0 environment of high uncertainty related to price develop-

ments, trade restrictions, the fiscal situation, the partial US
260 government shutdown, and risks to economic growth.
The expected path for Colombia’s risk premium was revised
downward, consistent with the recent performance of
the indicator; however, it is still expected to rise over the
forecast horizon amid persistent domestic fiscal pres-
sures. (Graph 2.5). Financial conditions in the United States
A R L R LA BT and most of the world improved during the third quarter,
w0z o 0z 028 o marked by a notable reduction in market volatility and credit
) Fveyenr et defutt swans spreads, together with a (n'oderation in bond yields (Graph
Source: Bloomberg; calculations and projections by Banco de la Repiblica. 26, panel A) These conditions Supported greatel’ demand
for riskier assets globally and led to increased capital flows
toward emerging economies, where equity indices delivered
strong performance. Consequently, currencies in the region
appreciated across the board against the dollar (Graph 2.6,
panel B). In this context, Colombia’s five-year credit default
swap (CDS) averaged 196 bps in the third quarter, below the
244 bps observed in the second quarter. The forecast antici-
Graph 2.6 , A pates rising public debt and persistent domestic uncertainty,
Behavior of nominal exchange rate and risk . . .
premium for selected Latin American countries partly due to a challenging fiscal outlook. Against this back-
drop, Colombia’s new projected five-year CDS path would
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A. Five-year credit default swaps average 212 bps in 2025—a 20-basis-point reduction relative
(basis points) to the scenario presented in the July Report. However, the
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370 a context where, despite the short-term relief provided by
b favorable international market conditions, domestic fiscal
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Graph 2.7
Quarterly RER inflationary gap
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Graph 2.8
Consumer Price Index (CPI)
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(excluding fuels) and domestic cost pressures or larger pass-
through effects on the CPI than anticipated. Added to these
factors are higher prices for perishable foods and other tem-
porary supply shocks affecting several sub-baskets. Further-
more, inflation expectations across different horizons are
higher than those previously reported, and indexation for
2026 incorporates a higher inflation rate, consistent with the
upward revision of the forecast for the end of 2025. Despite
this, inflation is still expected to moderate over the fore-
cast horizon as a result of the cumulative effects of mon-
etary policy and the gradual dissipation of various supply
shocks, as well as projected declines in international prices
of manufactured goods within a context of a more negative
real exchange rate gap than in the July Report, which would
generate disinflationary pressures over much of the fore-
cast horizon (Graph 2.7). Considering all these factors, annual
headline inflation is projected to be 5.1% by December 2025
and 3.6% by December 2026 (Graph 2.8), which is above the
4.7% and 3.2% anticipated in the July Report, respectively.
The forecast assumes that the minimum wage increase for
2026 will not exceed headline inflation plus labor produc-
tivity gains® It also assumes neutral weather conditions for
food supply and moderate adjustments in electricity and
gas tariffs. As in previous Reports, this projection remains
subject to significant uncertainty and is exposed mainly to
upside risks (see Section 2.3), particularly those stemming
from wage increases that exceed observed inflation plus
productivity growth.

This Report continues to anticipate a significant decline in
core inflation in 2026 and 2027. However, it is expected to
follow a steeper path than initially anticipated in July, due to
a less negative output gap and greater indexation to higher
inflation rates, among other factors. Annual core inflation—
measured as the variation in the CPI excluding food and reg-
ulated items—was revised upward partly because of lower
estimated excess productive capacity over most of the fore-
cast horizon. Additional factors include higher labor costs
(minimum wage increase for 2025, changes in working hours,
and surcharges) with a larger-than-expected pass-through
to prices, along with specific factors within each sub-basket.
For the CPI of goods excluding food and regulated items,
the underestimation of recent adjustments may suggest
stronger-than-anticipated labor cost pressures and more
dynamic consumption. The sharp increase in international
gold prices has also contributed to higher inflation in cer-
tain low-weight components of the CPI, generating greater
upward pressure than expected, despite the appreciation
of the peso. Nevertheless, the projected path for goods

10 In particular, the minimum wage increase is supposed to be around 6% by
2026.



Graph 2.9
CPI excluding food and regulated items
(annual change, end-of-period)

(percentage)
1.0
10.0
9.0
8.0
7.0
6.0
5.0

40 ." .................

30 Ttrannaailifirm
2.0
1.0

0.0

m v T T tw T Tt T
2023 2024 2025 2026

July report — October report

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

Macroeconomic forecasts and risk analysis

inflation still anticipates declines over the forecast horizon,
considering the estimated negative real exchange rate gap
and lower expected pressures from international manu-
factured goods prices. These developments would stem, in
part, from the increased supply of manufactured goods from
Asia to the Colombian market, following the tariff increases
imposed by the United States on China. The forecast for
services inflation, excluding food and regulated items, was
also revised upward, reflecting, in addition to the factors
already mentioned, a slower reduction in rent adjustments.
This may be partly explained by low new housing sales and
strong demand for housing for tourism purposes. The revi-
sion also incorporates a higher expected path for food away
from home, a component facing higher-than-anticipated
food and labor costs. Moreover, inflation for the end of 2025
and 2026 is estimated to be higher and, through indexation
mechanisms, leading to upward revisions in the price adjust-
ments of certain services. Nonetheless, services inflation is
still expected to decline gradually, supported by a negative
output gap that persists during part of the forecast horizon,
indexation to lower inflation rates by end-2026, and gradu-
ally declining inflation expectations—although still above
target. Taking all these factors into account, this Report
maintains the expectation of a continued decline in core
inflation over the next eight quarters, albeit at a slower pace
than projected in July. The forecast reflects the cumulative
effects of a restrictive monetary policy stance and the expec-
tation that this posture must be supported long enough for
inflation to continue converging toward the target. As such,
the annual variation of the CPI for goods (excluding food and
regulated items) is likely to remain below 3.0% throughout
the forecast horizon, while services inflation is projected to
continue above that level over the next two years, though on
a downward trajectory. Core inflation would thus reach 4.7%
by December 2025 (previously 4.2%) and 3.5% by December
2026 (previously 3.3%) (Figure 2.9).

The annual variation in the CPI for food is expected to
remain high over the next two quarters but begin to fall
significantly as of the second quarter of 2026, approaching
3.0% by year-end. The entire path was revised upward due to
sizable positive surprises in perishable food inflation during
the last quarter, which suggests a longer-than-expected™
phase of elevated prices within the agricultural cycle, as well
as cost pressures from higher prices of fertilizers and other
inputs. Additional upward pressures on this sub basket stem
from increases in certain international prices such as coffee,
stronger external demand for beef, higher labor costs, and
restrictions in domestic transport routes, all in the context of

11 This cycle has shown in recent years an unstable periodicity that is diffe-
rent from that observed before the pandemic.
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Graph 210
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relatively firm domestic demand. Over the coming quarters,
the forecast for food inflation is expected to fluctuate with
the production cycle of perishable goods, assuming neutral
weather conditions and a relatively abundant agricultural
supply. The expectation assumes declining input costs, no
new supply shocks related to domestic transport, and dis-
inflationary effects from the real exchange rate gap—all of
which would help contain input and processed food infla-
tion. These elements, combined with a more favorable base
of comparison, explain the projected decline for 2026. The
forecast continues to include the increase in food prices
associated with the expansion of the so-called healthy™
taxes at the end of 2025 but does not incorporate poten-
tial effects arising from the current restricted passage on
the road to the Llanos Orientales section of the country.
With these assumptions, annual food inflation is expected to
reach 6.0% at the end of 2025 (down from 5.2% in the previ-
ous Report) and 3.2% at the end of 2026 (down from 2.4% in
July) (Graph 2.10). The forecast for this group remains subject
to high uncertainty due to the inherent volatility of perish-
able food production and distribution, which is frequently
affected by multiple supply shocks.

This Report foresees regulated inflation to resume a down-
ward trend beginning in early 2026, under the assumption
of moderate adjustments to electricity and gas tariffs. The
short-term projection was reduced mainly because of sizable
decreases in electricity rates at the start of the third quar-
ter, which were not fully anticipated in the July Report and
appear to be related to favorable hydrological conditions
and certain regulatory measures. These decreases will affect
annual regulated inflation for twelve months. Thereafter,
the forecast is slightly higher than in July, due to indexation
effects resulting from higher inflation projected for the end
of 2025. However, the overall trajectory is still expected to
remain downward, in line with declining inflation. The path
assumes moderate adjustments in electricity and gas tariffs
and incorporates lower oil prices—slightly below those pro-
jected in the July Report—which would imply limited pres-
sure on domestic gasoline prices. Uncertainty regarding gas
prices remains elevated, given a domestic market that may
face insufficient supply and require greater imports at higher
cost, particularly under adverse weather conditions. Under
these assumptions, regulated inflation is anticipated at 5.5%
at the end of 2025 (5.9% in the previous Report) and 4.0% at
the end of 2026 (3.4% in July) (Graph 2.11).

Compared to July figures, inflation expectations obtained
from surveys and those implied by public debt securities

12 The so-called “healthy” tax on ultra-processed sugary drinks will be
updated at the beginning of each year starting in 2026 based on the tax
value unit (UVT). This update is not expected to have a significant impact
on the CPI.
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have increased and remain above 3% over a two-year hori-
zon. Nonetheless, all measures continue to show conver-
gence toward the target at longer horizons. Expectations
from economic analysts (Graph 2.12), based on the Bank’s
monthly survey conducted between October 8 and 10, show
median expectations for headline and core inflation of 5.2%
and 4.8%, respectively, for the end of 2025—higher than the
July survey's results (4.7% and 4.4%, respectively). By the end
of 2026, medians stand at 4.2% and 4.0%, up from 3.8% and
3.6% in July. At a two-year horizon, median expectations for
headline inflation stand at 3.7%, and at a five-year horizon,
they decline to 3.0%. Meanwhile, based on information up
to October 24, expectations implied by public debt securi-
ties (breakeven inflation, adjusted for risk and liquidity pre-
miums) at two-, three-, and five-year maturities increased,
standing at 4.2%, 41%, and 4.0%, respectively (compared
with 3.7%, 3.7%, and 3.8% in July).

2.2.2 Economic activity

In the third quarter of 2025, the Colombian economy is
expected to continue gaining momentum gradually, with
domestic demand remaining robust. It is estimated that
during this period the economy expanded at an annual rate
of 3.0% (3.2% annualized quarter-on-quarter), a result sim-
ilar to that projected in the July Report (Graph 2.13). This
estimate assumes a solid performance of domestic demand
(4.3% annually), which would have grown for the fifth con-
secutive quarter at rates above 4% and above GDP growth,
driven by private consumption and investment in machin-
ery and transport equipment. This forecast is supported by
several leading indicators' for this quarter and, in particular,
by the Economic Monitoring Indicator (ISE), which reported
average annual growth of 3.0% in the July-August period
(Graph 214). As discussed below, this performance reflects
the robust dynamics of several service sectors within the
tertiary branch, which expanded at an average annual rate
of 4.3% during those months. This is further enhanced by
the favorable performance of the agricultural sector and, to
a lesser extent, the recovery observed in manufacturing. By
contrast, mining and building construction would have con-
tinued to show weak results.

Private consumption would have continued to post
robust growth, driven by relatively high annual rates and
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a/ Seasonally adjusted and corrected for calendar effects.
Source: DANE; calculations and projections by Banco de la Republica.

13 The behavior of these measures in recent months may have been influen-
ced by some dynamics of the public debt market, such as recent Trea-
sury operations, the seasonality of these instruments, and purchases by
public entities.

14 These include energy demand, road freight movement, the Regional Eco-

nomic Pulse (PER), vehicle and motorcycle registrations, and consumer
credit disbursements, among others.
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Graph 214
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an increase in quarterly terms, alongside a temporary
acceleration in public consumption. During the third quar-
ter, private consumption would have grown at an annual rate
of 3.6%, similar to the rate observed in the second quarter,
with an expansion between quarters. This behavior is con-
sistent with indicators such as the ISE, retail sales to August,
and more frequent data, including vehicle and motorcycle
registrations, consumer credit disbursements, and prelimi-
nary import figures for consumer goods through Septem-
ber. By components, the positive performance of durable
and semi-durable goods stands out, posting significant
annual and quarterly growth. Services consumption would
also remain buoyant, with positive annual rates supported
mainly by trade and household spending on entertainment.
This strength in private consumption would be supported by
dynamic disposable household income, favored by growth
in real labor income, remittances, government transfers,
and income in coffee-producing households. Additionally,
somewhat more favorable credit conditions and the grad-
ual recovery of consumer confidence would have contrib-
uted to this performance. Public consumption is expected to
show greater dynamism in annual terms due to a relatively
low base of comparison, but with levels similar to those of
the previous quarter. This forecast incorporates the retroac-
tive payment of the salary adjustment for public servants,
which was largely executed during the third quarter. Overall,
total consumption would have recorded another quarterly
increase from an already high level and an annual growth
rate exceeding 4%, higher than those observed in preced-
ing quarters.

For the third quarter, fixed investment would again show
an increase in annual growth, although remaining at his-
torically low levels and exhibiting heterogeneous behav-
ior across components. Gross fixed capital formation would
have increased relative to the second quarter. Investment
in machinery and equipment remained the most dynamic
component, supported by preliminary import data for cap-
ital goods through September, which continued to reflect
double-digit annual growth. Investment in construction, by
contrast, would have remained weak, with annual declines.
Housing investment would have fallen again in annual
terms, although continuing at levels similar to those of the
second quarter, consistent with the ongoing decline in value
added from building construction and the still high inven-
tory levels in the sector, despite some recovery in housing
sales and dynamism in mortgage disbursements. Invest-
ment in other buildings and structures would have posted
a modest annual increase, driven by civil works—particularly
in Bogota—and the progress of 5G road projects, partially
offset by the weak performance of non-residential build-
ings. Finally, total gross capital formation is anticipated to
have expanded in both annual and quarterly terms, assum-
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ing positive—though somewhat lower—growth of the compo-
nent that includes the statistical discrepancy and inventory
accumulation.

Foreign trade indicators suggest that the trade deficit would
have widened again in the third quarter, reflecting exports
in constant pesos with very limited growth and strong
import dynamics. During this period, export levels are
expected to remain unchanged, with slight annual growth
(Graph 215). Quantities through August indicate significant
declines in mining exports—particularly coal and oil—in
line with lower production in these sectors. This would be
offset by annual increases in agricultural exports such as
coffee and bananas, as well as industrial exports (includ-
ing food and chemical products). Exports of services are
expected to have increased relative to the second quarter,
although with limited annual growth, based on indicators
such as international air passenger traffic. Imports, mean-
while, are expected to post new growth in both quarterly
and annual terms (the latter around 8.0%), consistent with
strong domestic demand. The main boost would have come
from imports of durable consumer goods, as suggested by
preliminary September data (Graph 2.16). With this, the real-
peso trade deficit is projected to remain above the levels
observed in the second quarter and in the same period of
the previous year, leading to a negative contribution of net
external demand to the annual GDP variation.

On the supply side, several tertiary-sector activities and
the recovery in manufacturing stand out, contrasting with
a marked annual decline in mining and construction. During
the third quarter, the tertiary sector (services) would have
continued to make the largest contribution to annual GDP
growth, expanding around 4.0% in annual and quarterly
terms. Within this group, the most substantial contributions
would come from trade, transport, and hospitality services;
artistic, entertainment and recreation services; and public
administration. This estimate is supported by the behavior
of retail sales in August, the dynamism of online gambling,
sports betting, and concerts, as well as the aforementioned
retroactive salary payments in the public sector. In the sec-
ondary sector, manufacturing showed more evident signs of
recovery, with annual growth close to 4.0% and even higher
annualized quarterly growth. Civil works also contributed
positively, partly offsetting the weakness in building con-
struction. In primary activities, an annual expansion of 0.3%
(8.0% quarter-on-quarter) is expected, driven by strong agri-
cultural performance—especially in coffee production and
livestock. In contrast, the mining sector would have contin-
ued to weaken, with annual declines in coal, oil, and metal-
lic minerals.

For the remainder of 2025 and for 2026, the Colombian
economy is estimated to continue expanding at annual
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Graph 217
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rates similar to those recently observed, following a path
broadly consistent with that forecast in the July Report.
This Report continues to assume domestic financing costs
that would decline gradually and external financing con-
ditions that would remain favorable. This occurs alongside
a slight upward revision to trading-partners’ growth, which
is expected to support exports. Domestically, private con-
sumption is projected to moderate in 2026 as the output
gap closes over the forecast horizon, incorporating expecta-
tions of slower growth in remittances and real wages, as well
as the absence of an additional boost from coffee income.
Nevertheless, private consumption is expected to con-
tinue being boosted by multiple favorable factors, includ-
ing the gradual easing of monetary policy and the recovery
of household credit. Moreover, labor-market strength would
support household confidence, positively influencing con-
sumption in the coming quarters. Investment is expected to
continue contributing positively to growth over the forecast
horizon, supported by lower domestic financing costs and
progress in public works projects initiated by national and
local governments. With these factors, annual growth is esti-
mated at 2.6% for 2025—slightly below the July projection of
2.7%—and 2.9% for 2026 (unchanged from the July Report)
(Graph 2.17), within a context of strong domestic demand.
It should be noted that these forecasts remain subject to
high uncertainty, particularly due to the deterioration of
public finances, trade restrictions, and persistent geopoliti-
cal conflicts that could affect global trade and the domestic
economy.

Unemployment-rate (UR) projections were revised down-
ward compared to the previous Report and suggest rela-
tive stability for the remainder of 2025 and in 2026. Data
from the Integrated Household Survey (GEIH) for the roll-
ing quarter ending in August shows that national employ-
ment remained stable at high levels, with significant annual
growth. Meanwhile, the inactive population remained
unchanged, reflected in a stable overall participation rate
of nearly 64%. The national unemployment rate for the roll-
ing quarter ending in August remained similar to that in May
(9.0%), and 1.2 pp below the figure from a year earlier’ Based
on labor-market performance and the economic projections
in this Report, the seasonally adjusted national unemploy-
ment rate is anticipated to remain relatively stable through
year-end, averaging between 8.6% and 9.3% for 2025, with a
baseline estimate of 9.0%. For 2026, the baseline projection
is 8.8% (range: 7.4%-10.2%). In urban areas, the unemploy-
ment rate is expected to continue at levels around 81% and
9.8% for 2025 with a baseline estimate of 8.5% and decline
slightly to 8.2% in 2026 (range: 6.9%-9.4%). These values are
below those in the previous Report. As a result, estimates of

15 See Chapter 3 of this Report for more details.
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the unemployment rate consistent with stable inflation (the
non-accelerating inflation rate of unemployment, NAIRU)
indicate that the unemployment gap—although narrowing—
would remain negative over the forecast horizon, signaling
a relatively tight labor market.

This Report estimates a slightly negative annual output
gap for the third quarter, similar to that presented in the
previous Report and closing faster than previously antici-
pated, aligned with stronger domestic demand. For the third
quarter and the remainder of the year, the output gap is
estimated to remain slightly negative but to begin closing
gradually, reflecting the momentum of private consump-
tion and certain investment components. Specifically, the
annual output gap for the third quarter of 2025 is foreseen
at around -0.3%, and at -0.2% by December—levels simi-
lar to those projected in the July Report (Graph 2.18). This
implies a potential GDP growth of 2.5% for 2025, slightly
below the previous estimate of 2.6%, partly due to the pro-
longed weakness in certain sectors, particularly mining and
energy. For 2026, the output gap is expected to close by mid-
year—somewhat earlier than projected in the July Report—
and remain near zero for the rest of the forecast horizon.
These estimates are subject to significant uncertainty, asso-
ciated with prolonged weakness in some investment com-
ponents, potential structural changes in the economy, and
the strength of domestic demand—particularly private con-
sumption—among other factors.

2.2.3 Balance of payments

By 2025, the current account deficit is projected to widen
to 2.5% of GDP, up from 1.7% in 2024,'¢ in the context of
expanding domestic demand. The greater external imbal-
ance would reflect a widening trade deficit in goods, driven
by strong domestic demand, lower international prices
and volumes of mining and oil exports, and heightened
uncertainty regarding global trade policies. In particular,
the strength of domestic demand would translate into sig-
nificant growth in goods imports that, together with lower
external sales of coal and oil, would more than offset the
revenues associated with exports of coffee, gold, and non-
traditional goods. In contrast, the remaining components
of the current account would mitigate a further widening of
the deficit. Firstly, the services account would post a smaller
shortfall than in the previous year, partly due to higher
tourism exports. Secondly, the factor income deficit would
narrow, reflecting lower interest payments on external debt

16  For the third quarter of 2025, a current account deficit of close to 2.6%
of GDP is projected. This result would be explained by the greater trade
imbalance of goods, given a significant growth in imports.
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Graph 219
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and reduced profit remittances abroad by mining and oil
companies with foreign direct investment. Finally, the sur-
plus in current transfers would increase, supported by the
still robust performance of workers’ remittances.”

By 2026, the current account deficit is expected to widen
further to 3.0% of GDP (Graph 2.19). This would primar-
ily reflect a larger trade deficit in goods, consistent with
domestic demand that remains dynamic and continues to
fuel import growth. Additionally, international prices of key
exported commodities are expected to continue moderat-
ing, thereby reducing external revenues. In contrast, the defi-
cits in services and factor income would continue to narrow,
given the expected increase in exports from tourism and the
projected decline in interest payments'™ and transfer of prof-
its abroad. The surplus in current transfers would also rise,
supported by continued—though more moderate—growth
in remittances. From the savings-investment balance per-
spective, the projected widening of the external deficit in
2025 and 2026 is consistent with a public-sector imbalance
that would remain high, in line with lower expected public-
sector savings, and with a reduction in the private-sector
surplus associated with the anticipated expansion in invest-
ment. Finally, uncertainty surrounding the current account
forecast remains high, given the volatility of international
commodity prices, risks to domestic and global growth, the
uncertain outlook for global trade policy, and the unpredict-
able evolution of domestic and external financial conditions,
among other factors.

Colombia would maintain full access to external financing,
and foreign direct investment (FDI) would remain the main
source of external funding in the remainder of 2025 and
2026. FDI is expected to remain at levels similar to those
of 2024 in 2025 and to increase in 2026, reflecting a sectoral
recompositing. Lower investment in oil and mining would
be offset by higher inflows to other sectors, including finan-
cial and communications services, manufacturing, and trade,
supported by strong domestic demand and higher economic
growth. The public sector would contribute to external
financing in line with the projected high fiscal deficit, while
the private sector would continue to accumulate assets
abroad. External financing would occur in an environment
of lower interest rates in the United States—although still

17 In 2025, remittances from workers are expected to increase, reflecting
the high levels of Colombian migration observed between 2022 and 2024.
According to figures from Migracion Colombia, the net outflow of Colom-
bians abroad during 2024 was approximately 315,000 people. Additiona-
lly, labor markets are expected to remain tight in several of the countries
where Colombian migrants reside.

18 The lower interest payments are explained both by the reduction in
external interest rates and by the effect of the recent total return swap
(TRS) operations by the Ministry of Finance and Public Credit (MHCP).
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above pre-pandemic levels—and a risk premium for Colom-
bia that would remain higher than its historical average.

2.2.4 Monetary policy and interest rates expected by analysts

The median analysts’ expectation for the policy interest
rate is 9.25% for the fourth quarter of 2025 and 8.5% year-
end 2026 (Graph 2.20). The median response to Banco de
la Republica’s monthly survey of analysts’ expectations
conducted in early September anticipates that the aver-
age policy rate in the third quarter of 2025 would be 9.25%.
For 2026, analysts project a higher path than that recorded
in the September survey, with the rate reaching 8.5% by
the end of the year and 7.5% for the third quarter of 2027.
Although analysts anticipate reductions in the benchmark
rate, the expected path is now higher than in previous quar-
ters. On average, over an eight-quarter horizon, this path
exceeds that of the July 2025 survey and is slightly higher
than the path implied in the macroeconomic forecast in
this Report. It is essential to note that the trajectory of the
interest rate implied in the baseline scenario of this Report
does not imply wage increases exceeding inflation in 2025,
accompanied by an increase in labor productivity. Deviations
from this assumption could partly explain the differences
between analysts’ inflation and interest rate forecasts and
those of the technical staff for 2026. Wage increases signifi-
cantly higher than those assumed in this Report pose an
upside risk to inflation and the monetary policy interest rate,
especially in the context of a tight labor market and dynamic
private domestic demand.

2.3 Balance of macroeconomic risks

The risks surrounding the macroeconomic forecast remain
significant. For inflation, the balance of risks is tilted to the
upside over the forecast horizon, while for growth, the bal-
ance is mixed—biased to the upside for the remainder of
2025 and to the downside in 2026. The predictive density
(PD)™ exercise summarizes the risk balance across multiple
variables within the macroeconomic forecast and maintains
a dispersion range similar to that of the previous Report
for most external assumptions. Among the most relevant
domestic risk factors are the possibility that the minimum
wage increase for 2026 will significantly exceed observed
inflation and productivity gains, as well as the deterioration

19 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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of the country’s fiscal situation, which could generate upward pressure on the
sovereign risk premium and the exchange rate.

Upside risks to the sovereign risk premium and external inflation per-
sist, while those associated with the economic growth of trading partners
and oil prices are tilted to the downside. Among the external risk factors
included in the PDs, the most important continues to be the upside risk to
Colombia’s sovereign risk premium linked to the persistent deterioration of
domestic public finances. The materialization of this risk would imply higher
external financing costs and, therefore, upward pressure on the exchange rate
and tradable goods prices. Meanwhile, the imposition of US tariffs on sev-
eral of its major trading partners exerts upward pressure on inflation in that
economy and creates risks of lower global economic expansion than antici-
pated. The risk of higher inflation in the United States is offset by the wors-
ening outlook for economic activity in that country, given weak labor market
data, resulting in a balanced risk profile for the Federal Reserve’s policy rate.
Regarding international oil prices, the balance of risks is tilted to the downside,
as explained by higher supply from OPEC and non-OPEC countries, as well as
increased inventories among OECD members. In contrast, the balance of risks
for international food prices is neutral, as upside risks associated with higher
fertilizer costs are counterbalanced by downside risks stemming from more
favorable weather conditions in vulnerable regions.

The balance of risks for inflation is skewed to the upside, amid significant pres-
sures from labor costs, indexation mechanisms, and supply-side factors in the
energy sector. Across all price baskets, upside risks prevail, particularly in ser-
vices and regulated items. For services, the risk remains that the minimum wage
increase in 2026 again significantly exceeds inflation and productivity. This risk is
compounded by higher labor costs associated with new surcharges for overtime,
changes in the apprenticeship hiring scheme, and the reduction in the legal
workweek, which may place upward pressure on the prices of labor-intensive
items. In regulated items, upside risks are associated with structural issues in
the energy sector, particularly potential inadequacies in domestic natural gas
supply and delays in electricity infrastructure investments. In food, the balance
of risks is moderately tilted upward, driven not only by higher labor costs but
also by potential increases in fertilizer and transportation prices. In goods, the
main upside risks stem from a potential depreciation of the peso given the dete-
riorating trend in public finances, as well as from higher global logistics costs
due to the reconfiguration of value chains amid trade tensions. These risks are
partially offset by increased export supply from Asia to other markets, resulting
in a moderately upward balance in this category, albeit with high uncertainty.
The prevalence of these upside risks across the inflation baskets also raises the
probability of greater inflation persistence, given the likelihood of indexation in
2026 and 2027 to levels of headline inflation above those assumed in the base-
line scenario.

The balance of risks for economic activity is mixed—tilted to the upside for the
second half of 2025 and to the downside for the remainder of the forecast hori-
zon. Upside risks during the second half of 2025 are associated with the poten-
tial persistence of strong household consumption, supported by a resilient labor
market, high remittance inflows, relatively high confidence indicators, and the
current fiscal impulse. In particular, robust private consumption that sustains
domestic demand, together with a labor market that remains tight by historical
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standards (as suggested by the high vacancy-to-unemployment ratio), increases
the risk of underestimating the economy'’s cyclical position, which would imply
upside risks for the output gap estimate for this year.

For 2026 and 2027, downside risks to domestic demand predominate. The main
risks include potentially lower external revenues and remittances resulting from
adverse geopolitical developments, such as US trade and immigration policies,
rising tensions in the bilateral relationship with that country, and a possible
deterioration in external demand. Additional risks stem from the need for fiscal
consolidation amid the recent deterioration in public finances; a weaker mining
and energy sector due to lower international prices and domestic political fac-
tors; and subdued housing investment, given the persistent weakness in new
supply. In contrast, upside risks include potential short-term increases in dispos-
able income arising from wage developments, such as possible sizable increases
in the minimum wage and regulatory changes in labor reform. The PD exercise
also endogenously incorporates risks associated with the potential need for a
more prolonged restrictive monetary policy stance in response to upside infla-
tion risks, which outweigh exogenous downside risks to activity.

In summary, the balance of risks indicates slightly greater uncertainty com-
pared to the previous Report, resulting in upside risks for inflation (Graphs
2.21and 2.22) and mixed risks for activity (Graphs 2.23 and 2.24). In this context,
headline inflation is expected, with a 90% probability, to fall between 4.4% and
5.9% at the end of 2025 and between 1.6% and 7.4% at the end of 2026. Over the
same horizon, core inflation would range from 4.2% to 5.4% at year-end 2025 and
from 1.5% t0 6.9% at year-end 2026. The probability that headline and core infla-
tion fall below 4% by end-2026 is 39% and 45%, respectively. Regarding economic
activity, annual GDP growth is expected, with 90% probability, to fall between
21% and 3.5% in 2025 and between 0.4% and 4.4% in 2026.
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Graph 2.21
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Graph 2.22
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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), using a combination of densities from the Patacon and 4GM models.

b/ The probability distribution is derived from the forecasting exercise of the
October Report.

Source: DANE; calculations and projections by Banco de la Repiblica.
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b/ The probability distribution is derived from the forecasting exercise of the
October Report.

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

b/ The probability distribution is derived from the forecasting exercise of the
October Report.

Source: DANE; calculations and projections by Banco de la Repiblica.
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3. Current economic situation
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Graph 3.3
CPI for goods and services, excluding food
and regulated items (annual change)
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3.1 Inflation and price behavior

During the third quarter, annual inflation resumed its
downward trend, mainly as a consequence of a rebound in
food and goods prices. In September 2025, annual inflation
reached 5.2%, surpassing the 4.8% figure observed in June
and forecast in the July Report. Core inflation, measured as
the annual change in the CPI excluding food and regula-
ted items, remained steady during the third quarter (4.8%),
although it also exceeded the outlook (4.6%) of the previous
Report (Graph 3.1). The annual changes in food, goods, and
services were higher than expected, while the adjustment in
regulated items inflation was lower than expected, restrai-
ning a greater increase in inflation. Food was the most sig-
nificant contributor to the upward surprise, particularly the
perishable foods category. The rise in inflation during the
third quarter would have reflected the persistence of infla-
tionary pressures from various sources, including a sustai-
ned vitality in domestic demand experienced year to date,
particularly private consumption. Other contributing factors
were the indexation of prices to high rates; increases in labor
costs due to increases in the real minimum wage, the reduc-
tion in the weekly workweek, and the recent labor reform;
the increase in international prices of certain goods, which
exceeded the recent appreciation of the Colombian peso;
and an almost generalized upward trend in food prices. In
addition, the PPI's year-on-year change rebounded from 21%
in June to 3.5% in September, which could antedate additio-
nal pressures on a large sample of the CPI basket excluding
services, especially those items produced and consumed
domestically, which recorded a significant increase between
June (2.5%) and September (5.6%). For its part, the imported
component of the IPP decreased from 0.9% to -2.4% in recent
months, amid a period of peso appreciation (Graph 3.2).

The prices of the CPI goods component grew more rapidly
during the third quarter, driven by increases in consump-
tion, production costs, and specific pressures upon cer-
tain items. The annual change in the CPI for non-food and
non-regulated items increased from 1.6% in June to 2.2% in
September (Graph 3.3), driven by products using gold as raw
material and certain medicines. The most significant adjust-
ments in the goods sub-basket would have reflected, in part,
the strong momentum of private consumption observed so
far this year. On the other hand, several factors have been
heightening companies’ operating and logistics costs. Fore-
most is the increase in labor costs, caused by significant
adjustments to the minimum wage in recent years, com-
pounded by the reduction of the workweek from 46 to 44

1 The most recent IPP data supplied by DANE is always provisional.
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Graph 3.4
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hours since mid-July of this year (Law 2101 of 2021) and the
recent labor reform that extended the workday and increa-
sed hiring costs (Law 2466 of 2025). Additionally, internal
logistics difficulties, including roadblocks and strikes in cer-
tain areas of the country, would have also facilitated the
increase in transportation and distribution costs. Despite
these pressures, the recent appreciation of the peso has
helped to restrain price increases for some goods, especia-
lly the imported component within the consumer basket.

The annual change in service prices, excluding food and
regulated items, continued to fall in the third quarter.
However, it remains high due to the effects of indexation
to past inflation, higher labor costs, and strong consump-
tion. The decline in this services group - from 6.0% in June
to 5.8% in September - has been slower than expected,
mainly due to the persistence of the y-o-y adjustment in
rents (from 5.9% in June to 5.3% in September) (Graph 3.4),
partly in response to a limited supply of new housing in
the country and demand pressures in medium-sized cities
for tourist accommodation, among other factors. Food away
from home, meanwhile, registered an annual change of 7.6%
in September, similar to that observed in June. The sharp
rise in prices in this subgroup is primarily attributed to the
increases in food prices and in labor costs. In addition, some
public services, such as gas and garbage collection, conti-
nued to drive up the CPI for food away from home, limiting
the pace of decline of their annual adjustments. The remai-
ning components of the services group - including educa-
tion, communications, health, recreation, and other personal
services - showed an upward annual variation between June
and September of 4.9% and 5.3%, respectively.

The year-on-year variation in the prices of the regulated
basket decreased, primarily due to the behavior of the fuel
and public transportation subgroups. The annual increase
in regulated prices, although still above 3%, continued to
assuage in the third quarter as a result of downward pres-
sures on most of its components (Graph 3.5, panel A). ltems
such as transportation (which decreased from 9.3% to 91%),
fuels (from 2.5% to 2.1%), and other regulated items (which
continued unchanged at 51%) remained stable or declined
(Graph 3.5, panel B). Fuel and public transportation have
benefited from low growth in gasoline and diesel prices over
the last twelve months (21% on average), while the “others”
category, encompassing co-payments to the public health
insurance services (EPS for its Spanish acronym) and notary
fees, commonly only experiences notable variations early in
the year. Public services, for their part, displayed no signi-
ficant changes between June (2.9%) and September (3.0%).
The low price growth in this regulated segment is explai-
ned mainly by the negative annual adjustment in electricity
rates (-2.7%), arising from the abundant rainfall experien-
ced so far this year, which has limited the share of more
expensive thermal generation in the energy matrix. Moreo-
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ver, the national government has also intervened to miti-
gate the impact of energy costs on household budgets.? In
contrast, natural gas rates increased at the beginning of the
year, reflecting insufficient local supply and the need for
higher-priced imports, accumulating an annual adjustment
exceeding 12% as of September.

The more substantial increases in food prices seen over the
past months have taken place in an environment of ample
supply, vet upward price shocks. Between June (4.3%) and
September (6.2%), prices for both processed foods and
perishable foods increased markedly (from 5.4% to 6.1%
and from 1.0% to 6.6%, respectively) (Graph 3.6). So far this
year, food price increases have surpassed the technical sta-
ff's forecasts in the context of ample supply. This dynamic
can be explained by various factors, including upward pres-
sure generated by the healthy tax on ultra-processed foods,
higher labor costs (applicable to all foods), increases in the
international prices of certain goods such as coffee, and
robust private consumption. In addition, beef prices rose
significantly as the livestock cycle contracted and exports
to China grew, thereby reducing domestic supply. Further-
more, perishable food prices are being fueled by increases
in non-labor costs (machinery, some inputs, and local trans-
portation); increase in domestic and foreign consumption of
fruits and vegetables (PPI records an annual growth above
30%); labor shortages in some regions of the country; and
low availability of inputs and food in certain areas—parti-
cularly eastern Colombia—resulting from roadblocks caused
by landslides and strikes in other parts of the country. In all,

2 Partial payment by the Government of the rate option payment scheme,
mainly on the Atlantic coast; contracts renegotiation between generators
and marketers; and institutional interventions with marketers (Air-e),
among others.
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Graph 3.7
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some of these factors generated inflationary pressures that
surpassed those predicted by the technical staff for the third
quarter (see Box 1).

3.2 Growth and domestic demand

During the second quarter of 2025, GDP grew by 2.5% y-0-y, a
rate comparable to that of the previous two quarters and to
the forecast provided by the technical staff (2.6%). This eco-
nomic growth, calculated using seasonally and calendar-ad-
justed figures, produced an annualized quarterly expansion
(a.g.) of 2.0% (Graph 3.7). Consequently, Colombian economic
activity continued its steady upward trend observed since
the end of 2023. On the expenditure side, and consistent
with expectations, domestic demand once again significantly
outpaced GDP growth, mainly attributable to the growth of
private consumption, with a substantial contribution also
deriving from investment in machinery and equipment
(Graph 3.8). The latter occurred against a backdrop of increa-
sed consumer and business confidence, favorable growth
among trading partners, significant real increases in labor
income, a historically low unemployment rate,* and inflation
above target but relatively stable. On the supply side, arts
and entertainment, trade, transportation, and hospitality ser-
vices, as well as the agriculture and livestock sector, were the
main drivers of annual GDP growth. In contrast, mining and
quarrying, together with construction, were the sectors that
recorded the most significant annual declines.

Growth in domestic demand once again outpaced GDP
growth, in line with the technical staff’s expectations, pro-
pelled by the growth of private consumption. Total domestic
spending grew by more than 4% for the fourth consecu-
tive quarter. The key contributor to this increase was pri-
vate consumption, which continued at high levels, with an
annual growth (3.7%) that, although lower than expected,
once again exceeded that of the economy as a whole (Graph
3.9). All segments of household consumption continued to
increase in annual terms, with durable goods extending at
double-digit rates. Consumption of services, however, logged
a more moderate annual increase, but continued at high
levels above its pre-pandemic trend. As for the consump-
tion of semi-durable goods, it concurrently exhibited annual
growth while logging a slight quarterly decline. The favorable
behavior of private consumption persists in the context of
continued growth in disposable income and employment,
a significant flow of remittances from abroad, and coffee
revenues that remain at high levels, together with steady
improvements in consumer confidence. Furthermore, public
consumption increased quarterly and accelerated in annual
terms, primarily due to the partial payment of backdated
salaries of public employees.

3 See the July 2025 Labor Market Report, available at: https://doi.org/pz99
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Investment grew in the second quarter, both annually and
quarterly, with results exceeding expectations and driven
by strong performance in investment in machinery and
equipment. The annual increase in gross fixed capital for-
mation during the second quarter (3.1%) was largely due to
the machinery and equipment component, which continued
to be the most active investment segment (Graph 3.10). This
item recorded a substantial quarterly increase (27.3% a.q.),
implying a double-digit annual growth rate (18.0%). By sub-
component, growth of transportation equipment and of
capital goods for industry is notable. In contrast, investment
in construction continued to decline in annual terms, mainly
as a result of the fall in housing investment (-9.5% y-0-y),
resulting from fewer buildings completed in both the VIS
and non-VIS segments (VIS is the low-income housing seg-
ment for its Spanish acronym). Investment in other buildings
and structures showed a quarterly increase, which was not
enough to prevent this component from declining annually
(-0.9%), although less markedly than the housing compo-
nent. The primary positive contributor was civil works, as
suggested by supply figures, mainly construction for mining
and industrial plants, as well as regional road and rail pro-
jects. Among the latter, the impact from the first line of the
Bogota metro, the Regiotram de Occidente, and progress
in specific projects in the 5G infrastructure program were
most notable. Total gross capital formation (6.4%) grew at
an annual rate above that of fixed capital, resulting from the
positive and significant statistical discrepancy component
and variation in inventories, according to the most recent
figures published by DANE.

The external trade deficit in constant pesos continued to
expand quarter-on-quarter and year-on-year as imports
continued to be strong, while exports remained sluggish.
During the second quarter, the favorable performance of
domestic demand, particularly in durable consumption and
investment in machinery and equipment, led to a considera-
ble increase in imports (9.5% annual and 10.7% a.q.). Durable
and capital goods primarily drove this increase, particularly
transportation equipment and industrial machinery. Exports
in real pesos, meanwhile, showed modest annual growth of
0.6%, limited by the poor performance of mining exports.
In contrast, agricultural exports continue to be strong, with
growth concentrated in bananas and plantains, as well as
food and chemical products. Exports of services, meanwhile,
showed modest growth of 0.9% in annual terms (due to a
quarterly decline of 10.1% a.q., which can be attributed to a
decrease in foreign tourism. Given the above, the external
trade deficit widened in the second quarter compared to the
previous quarter and to that observed a year ago (Graph 3.11).
Consequently, the trade deficit in constant pesos continued to
make a negative contribution to the annual variation in GDP.

On the supply side, tertiary activities continued their annual
momentum during the second quarter, serving as the pri-
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Graph 312
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mary contributors to economic growth. In contrast, mining
and building construction performed poorly. The tertiary
sector expanded by 3.2%, with a notable performance from
artistic and entertainment activities (Graph 3.12), which con-
tinued to be fueled by the boom in internet-based gaming
and online betting, as well as concerts in the country’s
main cities. Also striking is the positive performance of the
retail, transportation, and hospitality sectors, which have
been propelled by domestic retail activity that has surpas-
sed even the boom of 2022 (when VAT-free days were used
as an economic stimulus), as well as favorable behavior of
air transportation services. Furthermore, information and
communications services, as well as financial and insurance
services, also had favorable renditions. Likewise, the secon-
dary sector also contributed positively to annual growth,
albeit with a more moderate rate of growth (0.8%). The latter
was the result of year-on-year growth of the manufacturing
industry, which was partially offset by declines in construc-
tion, particularly in the building segment. In contrast, the
primary sector recorded an annual decline of 0.8%, due to
the poor performance of the mining sector in coal, oil, and
other metal ores, such as gold, despite the strong perfor-
mance of agricultural activities associated with crops and
livestock.

3.3 Labor market*®

As for the labor market, employment continued to register
significant annual growth, driven chiefly by activity in urban
areas. In the rolling quarter ending August, the results of the
Integrated Household Survey (GEIH for its Spanish acronym)
revealed that national employment grew by 2.8% year-on-
year, mainly spurred by the growth of employment in urban
areas (3.0%), followed by, to a lesser extent, other municipal
capitals and rural areas (2.6%). National annual employment
growth was recorded in most economic sectors, with the
greatest influence coming from manufacturing, commerce,
and hospitality, as well as public administration, health,
and education. Employment rebounded marginally compa-
red to May (0.4%), reaching levels similar to those observed
in March and continuing the upward trend seen in recent
years. This performance was due to a quarterly increase in
employment in the twenty-three main cities (0.8%), with no
changes recorded in rural areas (Graph 3.13). Consistent with
employment trends, the employment rate (ER) has risen sli-
ghtly in recent months, ending August at 58.4%.

4 Foramore detailed analysis of the labor market, we refer you to Banco de
la Repiiblica’s Labor Market Report, available only in Spanish at https://
www.banrep.gov.co/es/reporte-mercado-laboral

5 Labor market figures presented in this section of the Report are primarily
for the rolling quarter ending August 2025.
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By occupation, annual employment growth was driven by
the salaried segment. In recent months, salaried emplo-
yment has experienced a sustained upturn, reaching 11.5
million employed individuals, which is consistent with the
recovery observed in major cities. In August, this segment
saw annual and quarterly increases of 4.3% and 3.3%, respec-
tively (Graph 3.4). Within the salaried group, private sector
workers contributed most to annual national employment
growth. This greater vitality is also mirrored by other data
sources on formal salaried employment, including records
of contributors to the Integrated Contribution Settlement
Form (PILA for its Spanish acronym) and family compensa-
tion funds (CCF for its Spanish acronym). In contrast, non-sa-
laried employment fell 21% quarter-on-quarter in August,
although it still registered a year-on-year increase of 1.4%.
As a result of the greater vitality observed in salaried emplo-
yment and the contraction of non-salaried employment,
which has a high informal component, the labor informality
rate continued its downward trend, ending August at 55.3%.

The national labor force Global Participation Rate (GPR)
remained relatively stable in recent months, with a slight
upward correction at the margin. In August, the national GPR
stood at 64.1%, a level similar to that observed a year ago
(Graph 315), resulting from a 0.3 pp drop in urban areas and
an increase of the same magnitude in rural areas. By geo-
graphic area, the GPR in the twenty-three main cities, as
well as in other municipal capitals and rural areas, remai-
ned relatively unchanged compared to May. This stability
in the national labor force participation rate coincides with
the behavior of the population outside the labor force, or
the inactive population, which did not alter from May.® By
gender, there was an uptick in the labor force participation
rate of men and a slight decline in that of women, ending
August at 76.7% and 52.5%, respectively.’

The national aggregate unemployment rate remained at low
levels, below its historical average. In August, seasonally
adjusted figures showed the national unemployment rate at
9.0%, similar to the rate observed in May and lower than the
10.2% recorded a year prior. By geographic area, consistent
with recent employment trends, the urban unemployment
rate continued to decline (-0.4 percentage points compared
to May), reaching historic lows (8.6%), while in rural areas it
rebounded (0.5 pp compared to May) and stood at 9.4%. In
annual terms, this represents reductions of 1.9 pp in urban
unemployment and 0.6 percentage points in other capitals
and rural areas (Graph 3.16). However, vast differences per-
sist among the twenty-three main cities: Quibdo had the
highest unemployment rate (25.4%) and Medellin the lowest

6 Inannualterms, the population outside the labor force increased by 1.3%
in August.

7  In annual terms, the global labor force participation rate recorded a 0.1
pp increase for men and a decrease in the same amount for women.
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Graph 3.17
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(6.4%). Compared to the previous year, the most significant
declines in the unemployment rate were recorded in Floren-
cia, (-6.2 pp); Cali, (-3.5 pp); and Pereira, (-3.3 pp). In contrast,
Neiva was the only city to enjoy an increase (0.1 percentage
points). Finally, the gender unemployment gap continued
to narrow, falling from 4.5 pp in May to 4.2 pp in August, due
to the decline in the unemployment rate for women and its
concurrent increase for men.

In recent months, job vacancy indicators improved, short-
term hiring expectations have continued to be positive, and
medium-term expectations rebounded, suggesting an ove-
rall strong performance of formal employment. Short-term
hiring expectations, as reported by the Manpower Group’s
September survey, showed a slight decline compared to the
previous quarter. However, they remain positive, implying
strong momentum in the formal sector for the near future.
Likewise, medium-term expectations (in the six- to twel-
ve-month horizon), as reported in Banco de la Repiblica’s
Quarterly Survey of Economic Expectations (ETE, for its Spa-
nish acronym) for July, improved and indicated a positive
outcome. Based on data through August, job vacancy rates
obtained from classified ads, the Public Employment Ser-
vice (SPE for its Spanish acronym), and implied hiring expec-
tations derived from the GEIH household survey reported
improved performance. The behavior of the unemployment
rate and the vacancy rate in urban settings, as depicted
by the Beveridge curve (Graph 3.17),® suggests a tight labor
market. The latter is reflected in the data points positio-
ned on the left side of the curve, where the unemployment
rate continues to decline while the vacancy rate maintains
its rising trajectory. Finally, based on data through July, real
monthly job income for wage earners and non-wage earners
continued its upward trend, with annual increases of 7.1%
and 12.8%, respectively.

3.4 Financial and monetary market

The loan portfolio has demonstrated a steady recovery
throughout the year, amid relatively stable interest rates
and improved risk indicators in the aggregate. Thus far in
2025, there has been a gradual recovery of the total loan
portfolio—unbroken during the third quarter of the year—
accompanied by improved credit demand perceptions and
fewer lending restrictions. Real interest rates approached
their historical averages, and loan portfolio quality indica-
tors have continued to improve. Moreover, market agents
continue to expect further reductions of the benchmark rate
(MPR), although less than those anticipated earlier this year,
as short-term inflation expectations increased. These promi-
sing loan conditions suggest that credit growth could conti-

8 The Beveridge curve is a graphical representation of the relationship
between unemployment and the job vacancy rate.



Graph 318
Gross loan portfolio in Colombian pesos
(annual change, monthly averages)

(percentage)

25.0

20.0
N——

15.0 ~N
100 WT\/\/\/

>0 \/ -
00

-5.0

-10.0
Sep-22 Jan-23 May-23 Sep-23 Jan-24 May-24 Sep-24 Jan-25 May-25 Sep-25

Housing® == Microcredit®’

— Total loan portfolio Commercial Consumer
a/ Adjusted housing: bank loan portfolio plus securitizations

b/Microcredit as of 01 March 2024 includes “Banco Contactar”, entity that had pre-
viously operated as “Corporacion de Crédito Contactar” under the oversight of the
Superintendency of Corporate Affairs

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

Table 31
Interest rates
(average monthly, percentage)

Dec-23 | Jun-24 | Dec-24 | Jun-25 | Sep-25
Interbank
TPR 1318 11.75 9.70 9.25 9.25
Interbank overnight 1313 11.75 9.70 9.25 9.25
BBI overnight 1313 11.75 9.70 9.25 9.25
BBI 1-month 1310 11.47 9.44 9.24 9.24
BBI 3-months 12.81 11.01 9.20 9.7 9.19
BBI 6-months 1235  10.49 8.86 9.06 NN
BBI 12-months 9.65 8.40 8.87 8.96
Deposits
Savings 6.23 5.36 4.30 4.04 3.95
DTF 90-days 12.63 104 9.22 8.94 8.76
CDT* 180-days 12.90 10.33 9.43 9IMm 8.85
CDT 360-days 1319 10.75 9.73 9.53 9.39
CDT > 360-days 12.71 11.32 9.97 10.16 9.94
Credit
Preferential 17.05 13.65 11.92 11.59 1147
Ordinary 17.93 15.66 1313 12.79 12.74
Non-Public housing
purchases 17.06 14.71 11.42 11.96 12.09
Public housing
purchases 15.41 13.42 11.38 11.50 11.55
Personal lpan 28.16 24.73 2118 2046  20.49
consumption
Payroll loa_n 19.83 1814 16.58 16.76 16.59
consumption
Credit card 3470  29.22 24.59 2411 23.56

*CDT (term deposit certificates)
Sources: Financial Superintendency of Colombia, calculations by Banco de la
Republica.
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nue in the remainder of the year, which in turn could boost
economic activity, particularly in private consumption.

During the third quarter, the loan portfolio continued to
gain traction. Except for commercial loans, all other types
of credit continued to show an upward trend in both their
nominal and real annual variation rates, with a significant
boost originating from the consumer loan portfolio (Graph
3.18). In real annual terms, the commercial loan portfolio
remained stable with positive variations, while the housing
loan portfolio grew from 4.8% in June to 5.6% in Septem-
ber. Consumer credit was the only type of credit that expe-
rienced negative real annual growth in September (-1.2%),
yet continued on an upward trajectory with smaller annual
contractions. The credit perception survey, as of June 2025,
applied to banking entities showed favorable signs for loan
portfolio placement, with positive demand perception and
loan supply indicators for all loan types. The indicator on
requirements for granting new loans showed a lessening
of the restrictions applied by banks.® Disbursements for all
credit types thus far this year have followed a positive trend,
which continues to suggest a recovery in the loan portfolio
in the context of higher disposable household income and
real credit interest rates close to their historical averages.

The Board of Directors of Banco de la Republica (BDBR) deci-
ded to maintain the benchmark rate at 9.25%, and depo-
sit and lending interest rates remained relatively stable.
Higher inflation expectations, together with lower expected
decreases in the monetary policy rate, have been reflec-
ted in some higher long-term interest rates. The stability of
the benchmark rate in June, July, and September was mirro-
red by market interest rates. In the monetary market, shor-
ter-term rates, such as the interbank interest rate (TIB) and
the overnight and one-month benchmark banking indicators
(IBR for its Spanish acronym), remained unchanged. Howe-
ver, the six- and twelve-month IBR rates registered upward
adjustments, suggesting expectations of a slower reduc-
tion in the MPR than expected in the first half of the year,
in line with increased inflation expectations. As for average
CDT term deposit certificate interest rates, some drops were
seen during the third quarter, although less pronounced for
terms exceeding one year (Table 3.1). Lending interest rates,
both nominal and real, remained relatively stable during the
third quarter of 2025. In real terms, rates for household loans
were below their historical average, while commercial inte-
rest rates continued to decline across the board and were
very close to their historical averages (Graph 3.19).

9 See Banco de la Repiblica’s Quarterly Survey of the Credit Situa-
tion in Colombia for the second quarter of 2025: available in Spa-
nish at https://www.banrep.gov.co/es/publicacionesinvestigaciones/
reportesituacion-credito-colombia
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Graph 319
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The non-performing loans delinquency indicator has con-
tinued to improve, consistent with the behavior of the con-
sumer loan portfolio, whose indicator is now close to its
historical average. The profitability of credit institutions’
profits continues to recover, and solvency levels remain well
above regulatory minimums. The non-performing loans por-
tfolio declined for all loan types; therefore, the non-per-
forming loans delinquency indicator has shown consistent
improvement year-to-date, with the consumer loan portfolio
recording the biggest declines (Graph 3.20). This behavior
has occurred in an environment where the debt-to-income
ratio of households has continued to decline. The cumula-
tive profits of credit institutions over the past twelve months
reached COP 12.5 trillion (t) in July 2025, representing a 69%
increase compared to the same period last year (COP 7.4
trillion). This performance remains primarily attributable
to lower provision expenses, consistent with the reduced
portfolio risk. Finally, based on data through July, the total
(17.5%) and core (14.3%) solvency levels of credit institutions
remain well above the regulatory minimums (9.0% and 4.5%,
respectively).
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Box 1
The Macroeconomic Imbalance Index (Mil)
for Colombia

Dario Perdomo Sanchez
Nicolle Valentina Herrera Pinto*

1. Introduction

Macroeconomic imbalances are understood as the deviations of key variables from
their long-term equilibrium values. These imbalances can accumulate over time, often
during economic boom periods, increasing an economy’s vulnerability to adverse shocks
and preface economic contractions and financial crises (Arteaga et al, 2013). To monitor
Colombia’s vulnerabilities, the Macroeconomic Imbalance Index (Mll), initially proposed
by Arteaga et al (2013), was updated and re-estimated. This tool seeks to summarize, in
the aggregate, the deviations of four key variables of the Colombian economy from their
long-term equilibrium levels: credit, housing prices, the current balance of payments
account, and the real exchange rate. Additionally, a fifth indicator was included in an
attempt to estimate the degree of fiscal imbalance. This Box describes the methodology
for calculating the new MII and details the results for Colombia.

2. Methodology for estimating individual imbalances

The MIl is built from the individual gaps or imbalances of its five components. To do so, a
long-term equilibrium or trend level is estimated for each of the five indicators by com-
bining three complementary methodologies: statistical filters, structural models based
on economic theory, and panel data models that incorporate international experience!

21 The credit imbalance

To analyze credit against its equilibrium level, total credit to the non-financial private
sector is used in both real and per capita terms.? This variable avoids the potential
distortions caused by the “denominator effect” of GDP fluctuations, a problem widely
documented in the literature (Drehmann and Yetman, 2021; Repullo and Salas, 2011).
The imbalance estimate combines three approaches. First, a cycle is obtained using the
median of the trends generated by a set of univariate statistical filters® with parame-
ters adjusted for financial cycles with a quarterly frequency (Baba et al, 2020). Secondly,

*  The authors are analysts at the Programming and Inflation Department. The opinions herein
expressed are solely their responsibility and do not compromise the Bank or its Board of Directors.
The authors wish to thank Carlos Huertas Campos, Viviana Alfonso Corredor, Manuela Quintero
Jacome, David Camilo Lopez Valenzuela, Steven Zapata Alvarez, Nicol Valeria Rodriguez Rodriguez,
and Marlon Salazar Silva.

1 Although some methodologies use quarterly data, the resulting gaps are annualized by computing
a simple average for each year, ensuring a standard frequency for aggregating the indicator.

2  Total credit data to the non-financial private sector are reported by the Bank for International
Settlements (BIS).

3 Rolling average, Hodrick-Prescott (conventional and one-sided), STL, Hamilton, Baxter-King, Chris-
tiano-Fitzgerald, Butterworth, and trigonometric regression.
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Graph B1.1
Average credit imbalance
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an annual-frequency panel data model (FMOLS)* is estimated
following Baba et al (2020) to capture the long-term relationship
between credit and its macroeconomic fundamentals, including
real GDP per capita, real deposits (M3) per capita, the real interest
rate, and the demographic dependency ratio. Next, a structural
model (VEC) with quarterly frequency is employed, following Galan
and Mencia (2018), to estimate the leverage gap, which measures
credit deviations from its equilibrium level.’ Finally, a single imba-
lance indicator for credit is constructed by averaging the results of
the three methodologies (Graph B1.1). Overall, the indicator suc-
cessfully captures the recessions of the 1980s and 1990s, which
were characterized by high levels of credit followed by financial
crises. However, it fails to capture the episode of excess credit
observed during 2006-2007,° which occurred amid bank liquida-
tions of TES holdings (TES bonds are issued by the Colombian
government and managed by Banco de la Republica), high interna-
tional oil prices, low interest rates, and significant capital inflows’
(Lopez et al, 2020). Successively, the indicator shows a marked
increase in credit imbalance during 2014-2015, coinciding with a
sharp real rise in mortgage credit and housing prices, as well as the
elevated international oil prices observed in previous years.? For
2024, the indicators suggest low credit imbalance; therefore, this
factor does not represent a significant source of relevant macro-
economic vulnerability according to this measurement.

2.2 Housing price imbalance

The real estate market assessment is derived from the used hou-
sing price index (IPVU, for its Spanish acronym), estimated in real
terms by Banco de la Repiblica? Similarly, the housing price imba-
lance is determined using three methodologies. In the first, quar-
terly statistical filters are applied to estimate the median trend of
the real IPVU and then determine its cycle. The second employs
a panel data model (FMOLS)™ with an annual frequency based on
the determinants identified by Tripathi (2019) to estimate a price
level compatible with fundamental criteria that include GDP per

4 The countries considered are Australia, Colombia, Spain, Finland, Ireland,
the United States, the United Kingdom, Italy, Canada, Chile, Korea, Mexico,
Austria, Belgium, France, Germany, Hungary, Israel, the Netherlands,
Norway, Portugal, Sweden, Switzerland, India, Indonesia, Malaysia, and
Singapore.

5 The model incorporates a vector of endogenous variables comprising
credit, real GDP, the real interest rate, and housing prices in real terms,
and it imposes a long-term one-to-one relationship between credit and
GDP.

6 In 2006, there was a credit supply shock financed by the sale of TES public
debt securities. This episode was widely documented in the Reports to
Congress and Financial Stability Reports published during that period by
the Central Bank of Colombia.

7  The absence of a signal in the indicator could stem from its structural
components interpreting the expansion of credit as consistent with the
strong performance of macroeconomic fundamentals during that period.

8 Although crude prices fell and the housing boom ended in 2015, the cre-
dit stock continued above its long-term trend.

9  The IPVU estimated by Banco de la Repiblica includes data since 1988.

10 The countries considered are Australia, Colombia, Spain, Finland, Ireland,
the United States, the United Kingdom, Italy, Canada, Korea, Belgium,
France, Germany, Israel, the Netherlands, Norway, Portugal, Sweden, and
Switzerland.
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capita, credit, working-age population, rents, and price-to-income
and price-to-rent ratios!" The third is the estimate of the non-fun-
damental component of housing prices, which uses the PSY-IVX
methodology initially proposed by Phillips and Shi (2023) and sub-
sequently applied to the Colombian case by Rodriguez and Per-
domo (2025).2 This last methodology allows the series to be broken
down into two components: a fundamental component and ano-
ther component that seeks to capture deviations associated with
speculative behavior. To conclude, a single imbalance indicator for
used housing prices is structured by averaging the results of the
three methodologies outlined above (Graph B1.2). This indicator
captures the housing boom and subsequent crisis observed in the
second half of the 1990s and currently does not suggest that hou-
sing prices are a source of macroeconomic vulnerability.

2.3 Current account imbalance

The potential vulnerabilities of the external sector are assessed
by measuring the deviation of the current account deficit from
its reference level, which is defined by its fundamental determi-
nants under various approaches. This assessment relies on three
methodologies: (i) the application of univariate statistical filters;
(i) a cointegration model between external income and expendi-
ture that verifies the long-term relationship between the country’s
trade and income flows (Arteaga et al, 2013; Husted, 1992); and
(iii) a panel data model (FMOLS) which, following Torres and Cote
(2017), Barbosa et al (2024), and Salazar (2025), estimates a current
account norm based on fundamentals such as credit, public debt,
relative GDP per capita, and Net International Investment Position
(NIIP)3 Finally, a single imbalance indicator for the current account
is constructed (Graph B1.3), where positive values indicate a current
account deficit above its equilibrium level. Overall, the indicator
captures episodes in which the deficit widened significantly—such
as the period preceding the 1994-1999 recession, the deterioration
in the terms of trade in 2014, and the surge in domestic demand in
2022. Under this methodology, the current readings do not signal
vulnerability arising from the external current account deficit.

2.4 Real exchange rate imbalance

The imbalance signal from the real exchange rate is measured
using three standard methodologies from the literature. The first
is relative purchasing power parity (RPPP), which estimates the
long-term trend using the median of univariate statistical filters
at a quarterly frequency, following Arteaga et al (2013). The second
approach is the behavioral equilibrium exchange rate (BEER), which
approximates the real equilibrium exchange rate based on macro-
economic fundamentals - such as fiscal variables, external con-
ditions, and productivity - using the BEER methodology of Miles,

11 The price-to-income ratio measures the affordability of housing in rela-
tion to household income while the price-to-rent ratio captures the rela-
tive profitability of buying a property versus renting it.

12 The authors apply seven categories of macroeconomic fundamentals
to the Colombian case: rents, interest rates, macroeconomic conditions,
uncertainty, demand factors, supply factors, and production costs.

13 The countries considered are Barbados, Belize, Bolivia, Brazil, Chile,
Colombia, Costa Rica, the Dominican Republic, Ecuador, Guatemala, Hon-
duras, Jamaica, Panama, Paraguay, Peru, El Salvador, India, Indonesia,
Israel, Jordan, Korea, Malaysia, Nepal, Pakistan, Papua New Guinea, and
the Philippines.
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Graph B1.4
Average real exchange rate imbalance
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Graph B1.5
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Graph B1.6
Macroeconomic imbalance index by component
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Adler, and Grisse (2017) applied to Colombia by Salazar et al (2023),
which incorporates several econometric specifications. The third
methodology employed is the fundamental equilibrium exchange
rate (FEER), which computes the real equilibrium exchange rate
level needed to ensure external equilibrium by closing the gap
between the underlying current account and the normative current
account™ (Arteaga et al, 2013). Lastly, the aggregate imbalance indi-
cator for the real exchange rate is constructed (Graph B1.4). Under
this methodology, a positive imbalance value is observed in 2024,
corresponding to an appreciation of the exchange rate.

2.5 Fiscal imbalance

The imbalance indicator, used to assess possible signs of fiscal vul-
nerability, is estimated using three complementary methodologies.
The first approach is the debt service ratio (DSR), which measures
the percentage of government revenue allocated to servicing the
debt, and incorporates the implicit real interest rate, the average
life, and the stock of debt in its computation (Drehmann and Juse-
lius, 2012). The second methodology employed is a regional com-
parison index, which gauges the deviation of Colombia’s key fiscal
indicators™ from the average of a group of peer countries, inclu-
ding Brazil, Chile, Mexico, Peru, Paraguay, and Uruguay (Baldacci
et al., 2011; Ojeda et al., 2012). The third methodology measures
fiscal imbalance according to the difference between the primary
balance that maintains a constant public debt-to-GDP ratio (which
is contingent on the fundamentals of the real natural interest rate
and potential GDP growth) and the primary balance adjusted for
the economic and oil cycles (IMF, Fiscal Monitor). All three approa-
ches interpret a positive value of the indicator as a sign of greater
fiscal vulnerability. As a result (Graph B1.5), the aggregate fiscal
imbalance indicator distinguishes periods when significant fiscal
pressures contributed to macroeconomic vulnerability, particularly
during 1998-2006 and, more recently, 2020-2024.

3. Construction of the aggregate Mil

Once the five individual gaps have been estimated, they are stan-
dardized by subtracting their mean and dividing by their stan-
dard deviation, making them comparable. Following the original
methodology of Arteaga et al (2013), the aggregate Macroecono-
mic Imbalance Index (MIl) is constructed as a weighted average of
these standardized gaps. The weights are obtained through princi-
pal component analysis (PCA), which assigns greater weight to the
variables that explain a larger share of the system’s joint variance,
thereby capturing common imbalance dynamics'™ (Graph B1.6).
According to the graphical depiction, the current imbalance of the
real exchange rate and the fiscal imbalance—potentially related—
are the two primary sources of vulnerability for the Colombian

14 The normative current account refers to the level of the current account
balance that is considered consistent with the macroeconomic equili-
brium fundamentals.

15 It includes gross debt, net debt, the primary balance, and tax revenue
as a percentage of GDP; the CDS (Credit Default Swap spread); the EMBI
(Emerging Markets Bond Index spread); external debt as a percentage of
total debt; the implicit real interest rate on public debt minus economic
growth; and the NIIP (Net International Investment Position).

16  Due to the availability of IPVU data from 1988 onwards, for the 1980-1987
period the IDM re-estimates the weights using imbalances in the current
account, the real exchange rate and credit.
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economy. This finding is consistent with some risks surrounding
the macroeconomic forecast presented in this Report.

4, Historical imbalances analysis and assessment of the MIl

An attractive attribute of a vulnerability indicator is that high posi-
tive values precede crises or periods of significant economic con-
traction (Arteaga et al, 2013). The historical behavior of the MI|
(Graph B1.7) demonstrates that it has indeed signaled several epi-
sodes of imbalance accumulation in the Colombian economy.

The most notable case corresponds to the period preceding the
crisis of the late 1990s. Between 1994 and 1998, the MII displa-
yed a marked and sustained buildup of imbalances, reaching its
historical peak. This vulnerability was broad-based, with positive
and significant contributions from most of its components (Graph
B1.6). During this period, the economy experienced a credit boom,
a sharp overvaluation of housing prices, persistent real currency
appreciation, and a growing external deficit (Arteaga et al, 2013).
The magnitude and breadth of these simultaneous imbalances—
captured by the Mll—would have served as a real-time warning of
the economy’s heightened fragility.

Following the crisis, the economy underwent a significant adjust-
ment process, reflected in negative MIl values during the first half
of the 2000s. These improvements, however, were partly offset by
fiscal deterioration. This fiscal imbalance stemmed largely from
pressures on public spending associated with the crisis and the
resulting increase in debt and debt-service burdens, which kept the
government’s structural position in a vulnerable zone. Between
2007 and 2008, the imbalances were low and mixed: although vul-
nerability pressures were amassing from the current account, hou-
sing prices, and the real exchange rate, they were counterbalanced
by a strong fiscal correction. This macroeconomic context helps
explain why the international financial crisis had much milder
effects on the Colombian economy compared to the impacts seen
during previous adverse external shocks.

The indicator also captured the high commodity-price cycle.
Between 2013 and 2014, the MIl recorded a new phase of imba-
lance accumulation, driven mainly by currency appreciation and
a widening external deficit by 2014. The subsequent decline in oil
prices from that year onward triggered a macroeconomic adjust-
ment that was reflected in the gradual moderation of the index.

In 2021, the indicator reached a new peak—although still below the
record observed in the late 1990s—driven by the strong recovery in
domestic demand following the pandemic. Graph B1.6 illustrates
the main contributors that year: a pronounced fiscal imbalance
caused by high levels of debt and a large primary deficit, a histori-
cally high current account imbalance, and a significant increase in
housing prices. Since 2022, a rapid and substantial correction has
taken place, resulting in negative MIl values by 2023. This adjust-
ment was driven by a marked improvement on the external front,
reflected in negative contributions from the current account and
a correction in housing price imbalances, amid an increase in the
monetary policy rates to restrictive levels. In 2024, the MIl returned
to positive but low levels, with vulnerability sources concentrated
on the real exchange rate and public finances. Regarding the latter,
there were marked increases in CDS and EMBI spreads, debt levels
above those of regional peers, and greater deviations of the cycli-
cally-adjusted primary balance (CAPB) from the primary balance
consistent with a stable debt ratio. Recent figures for these varia-
bles in 2025 indicate that these imbalances continue to persist.
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In summary, the Mll is an indicator that quantifies the country’s potential macroeconomic
imbalances and has demonstrated its ability to detect periods wherein the economy has
accumulated imbalances, increasing its vulnerability to adverse shocks.
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Appendix

Appendix 1
Macroeconomic Forecasts by local and Foreign Analysts?/+®/

Headline CPI Monthly variation (average) 014

CPI excluding food Monthly variation (average) 0,18 n. a. n. a. n. a. n. a.
CPI excluding food and regulated Monthly variation (average) 0.19 n. a. n. a. n. a. n. a.
CPI food Monthly variation (average) 0.01 n. a. n. a. n. a. n. a.
CPI regulated Monthly variation (average) 0.7 n.a. n. a. n. a. n. a.
Headline CPI Annual variation (average), end of period 5.47¢/ 5.21 4.27 4.23 3.69
CPI excluding food Annual variation (average), end of period 511¢/ 4.86 4.21 412 3.59
CPI excluding food and regulated Annual variation (average), end of period 4.89¢/ 4.76 411 4.00 344
CPI food Annual variation (average), end of period 7.02¢/ 6.39 4.27 418 3.85
CPI regulated Annual variation (average), end of period 5.89¢/ 5.40 4.66 4.56 3.97
Nominal exchange rate COP per USD, end of period 3,900 4,000 4,046 4,100 4,100
Monetary policy rate Percentage, end of period 9.25 9.25 8.50 8.25 7.25

_ 111-2025 | IV-2025 | 2025 | 1-2026 | 11-2026 | 11I-2026 | IV-2026 | 2026 11-2027 | 111-2027

Annual change, original

GDP 2.8 2.6 2.6 2.7 29 29 3.0 29 29 3.0 n. a.
series

Unemployment Ul TRl 1088, 8.4 8.9 n. a. 9.8 9.1 9.0 8.8 n. a. 9.3 9.1 n. a.
quarterly average

IBR (90 days) Effective annual rate, n.a 9.2 n.a 9.2 89 8.6 81 n.a 7.8 7.3 71
end of period

Fiscal Deficit

(GNC) Share of GDP n.a. n.a. 75 n.a. n.a. n.a. n.a. 7.0 n.a. n.a. n.a.

DIl ReelEL Share of GDP n. a. n. a. 25 n. a. n. a. n. a. n.a. 3.0 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 Repuiblica.

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.
¢/ Data calculated based on the results of Banco de la Republica’s Monthly Survey of Economic Analyst Expectations (EME).

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

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

Main Macroeconomic Forecasting Variables

Exogenous variables

2018 | 2019 | 2020 | 2021

Appendix

2022 | 2023 | 2024 | 2025

External ¢/

GDP of trading partners ®/ Percentage, annual var., seasonally adjusted 1.6 32 25 1.5 -6.6 83 37 25 1.8 21 2.0

Oil price (Brent benchmark) Dollars per barrel, average of the period 45 55) 72 64 43 7 99 82 80 68 58

Federal funds effective rate (Fed) Percentage, average for the period 0.4 1.0 1.8 22 0.4 0.1 1.7 5.0 51 4.2 3.4

5-year Credit Default Swap for Colombia Basis points, average for the period 212 129 14 99 142 142 259 246 187 212 222

Internal

Neutral real interest rate for Colombia Percentage, average for the period 1.6 13 13 12 13 1.5 19 22 24 27 31

Potential GDP for Colombia (trend) Percentage, annual change 2.8 24 2.4 2.4 -01 39 36 2.8 27 25 27

Endogenous variables

Prices

Total CPI </ Percentage, annual change, end of period 5.7 41 32 3.8 1.6 5.6 131 9.3 5%) 51 3.6

CPI excluding food ¢/ Percentage, annual change, end of period 35 5.0 Bl5 35 1.0 34 10.0 10.3 5.6 . .
CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 59 32 14 22 0.6 33 15.0 71 0.6
CPI for services (excluding food and regulated items) ~ Percentage, annual change, end of period 53 5.4 31 35 13 22 74 9.0 7.0 . .
CPI for regulated items Percentage, annual change, end of period 5.6 6.3 6.7 4.8 0.7 74 1.8 17.2 7.3 55 4.0

CPI for food ¢/ Percentage, annual change, end of period 6.7 0.5 19 5.8 4.8 17.2 27.8 5.0 33 6.0 3.2
CPI for perishable food Percentage, annual change, end of period -6.6 5.8 89 8.7 25 244 36.4 £0!5 51 . .
CPI for processed food Percentage, annual change, end of period 10.7 -0.9 -0.1 5.0 5.4 15.3 253 6.7 2.8

Core inflation indicators”

CPI excluding food Percentage, annual change, end of period 5.5 5.0 35 35 1.0 34 10.0 10.3 5.6

Core CPI 15 Percentage, annual change, end of period 6.0 4.2 32 3.8 19 44 1.6 9.5 5.4 . .
CPI excluding food and regulated items Percentage, annual change, end of period 515 4.7 2.6 31 11 25 9.5 8.4 5.2 47 35
Average of all core inflation indicators Percentage, annual change, end of period 5.7 4.6 31 34 13 34 10.4 9.4 5.4 . .

Representative market exchange rate Pesos per dollar, average for the period 3,053 2,951 2,957 3,282 3,691 3,747 4,257 4,330 3,921 5 o

Real exchange rate Inflationary gap Percentage, average for the period 25 1.7 -0.7 3.6 7.0 22 67 14 -4.7 -5.6 -1.8

Economic activity

Gross domestic product (sats)* Percentage, annual change, sats 21 14 2.6 32 7.2 10.8 73 0.7 1.6 2.6 29
Final consumption expense Percentage, annual change, sats 16 23 4.0 43 -4.2 13.8 9.0 0.6 14 5 5

Household final consumption expenditure Percentage, annual change, sats 1.6 21 32 41 -5.0 14.7 10.8 0.4 1.6
General government final consumption expenditure Percentage, annual change, sats 1.8 3.6 7.4 5.3 -0.8 9.8 1.0 16 0.7
Gross capital formation Percentage, annual change, sats -0.2 -3.2 15 3.0 -20.7 1.6 16.0 -16.0 5.2
Gross fixed capital formation Percentage, annual change, sats -29 19 1.0 22 -23.6 16.7 11.5 -12.7 32
Housing Percentage, annual change, sats -0.2 -1.9 -0.4 -89 -327 39.8 2.0 b4 2.4
Other buildings and structures Percentage, annual change, sats 0.0 4.6 35 11 -30.8 0.9 4.3 5ot} 9.6
Machinery and equipment Percentage, annual change, sats -7.9 14 8.6 12.3 -13.3 233 30.5 -22.6 17
Cultivated biological resources Percentage, annual change, sats 131 0.3 =31 79 -1.8 -0.9 -12.5 5.0 8.2 .
Intellectual property products Percentage, annual change, sats -12.0 12 15 -0.7 -8.3 34 7.3 2.0 -0.3 .
Domestic demand Percentage, annual change, sats 1.2 11 35 4.0 7.5 13.4 10.3 -2.5 2.0 .
Exports Percentage, annual change, sats -0.2 2.6 0.6 B -22.5 14.6 125 31 25 o
Imports Percentage, annual change, sats 53] 1.0 5.8 73 -201 26.7 24.0 -9.9 44 o 0

Product gap ¥/ Percentage 0.3 -0.8 -0.6 0.2 2 50!8) 29 0.8 <03 -0.2 0.0

Short-term indicators
Real production of manufacturing industry Percentage, annual change, seasonally adjusted 35 0.0 29 13 -81 16.2 104 -4.7 S215)

Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 2.0 -0 5.4 81 -1.6 121 9.4 -39 1.5
Coffee production Percentage, annual change, cum. for period 0.4 -0.3 -4.5 8.8 -5.8 -9.5 -11.9 24 234
0il production Percentage, annual change, period average -11.9 -3.6 13 24 -11.8 -5.8 2.4 3.0 -0.6

Labor market"/

Total national
Unemployment rate Percentage, annual change, period average 9.5 9.7 10.0 10.9 16.7 13.8 11.2 10.2 10.2 9.0 8.8
Occupancy Rate Percentage, annual change, period average 60.5 60.0 591 57.7 50.4 531 56.5 57.6 57.4 . .
Overall participation rate Percentage, annual change, period average 66.9 66.4 65.7 64.8 60.4 61.5 63.6 641 63.9

Thirteen cities and metropolitan areas
Unemployment rate Percentage, annual change, period average 10.3 11.0 11 1.5 191 15.2 M4 10.4 101 8.5 8.2
Occupancy Rate Percentage, annual change, period average 61.7 60.5 59.6 58.8 50.8 53.8 58.1 59.5 59.9 . .
Overall participation rate Percentage, annual change, period average 68.8 67.9 67.1 66.4 62.7 63.5 65.5 66.3 66.7

Balance of payments 1/

Current account (A + B + C) Millions of dollars -12 587 -9,924 14,041 -14,809 -9,267 -17949  -20,853 -8,283 -7,290 11,107  -14,032
Percentage of GDP Percentage, nominal terms -3.2 -4.2 -4.6 34 -5.6 -6.0 2.2 -1.7 =25 -3.0
A. Goods and services Millions of dollars -13 451 -8,762 -10,556 14,148 -13,105 -20,001 -16,068 1,766 -9,549 -14,986  -19,144
B. Primary income (factor income) Millions of dollars -5,312 -8,046 -11,442 -9,716 -4,950 -8,723 -17,086  -13,439 713,2108 -12,787  -12,146
C. Secondary income (current transfers) Millions of dollars 6,177 6,883 7,957 9,055 8,788 10,775 12,301 12,922 15,507 16,665 17,257

Financial account (A + B + C + D) Millions of dollars -12,339 -9,625 -12,954  -13,298 -8,113 -16,693  -20,466 7,849 -5,864 . .
Percentage of GDP Percentage, nominal terms bk 31 39 -4 3.0 5.3 -5.9 21 1.4
A. Foreign investment (ii - i) Millions of dollars -9,341 -10,011 -6,172 -10,836 -5,725 -6,381 13,799 15,525 -9,489

i. Foreign Investment in Colombia (FDI) Millions of dollars 13,858 13,701 11,299 13,989 7,459 9,561 17,182 16,794 14,065
ii. Colombian abroad Millions of dollars 4,517 3,690 5126 3,153 1,733 3181 3,384 1,269 4,576
B. Portfolio investment Millions of dollars 4,945 -1,800 862 24 1,768 4,595 427 8,663 2,273
g.eCrJi;r;?irvlenS\;estment (loans, other credits, and Millions of dollars 1,781 1,641 _8,831 5,820 4,949 6371 7,665 2705 2261
D. Reserve assets Millions of dollars 165 545 1187 3,333 4,328 654 571 1,718 3,593

Errors and omissions (E&O) Millions of dollars 247 299 1,087 1,510 1153 1,256 387 435 1,426

Interest rates

Policy interest rate ¥/ Percentage, period average 71 6.1 44 43 29 19 7.2 13.0 14 . .

Policy rate expected by analysts Percentage, period average 9.3 8.9

IBR overnight Percentage, period average 71 6.1 43 43 29 19 72 13.0 1.4 . .

Commercial interest rate ™ Percentage, period average 12.8 171 9.3 8.8 74 6.2 13.3 18.7 1.7

Consumer interest rate "/ Percentage, period average 19.2 19.4 17.9 16.5 15.0 14.3 211 279 18.5

Mortgage interest rate °/ Percentage, period average 124 1.6 10.6 10.4 101 91 129 17.7 1.8

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 Repiblica; 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 Repiblica, available at: https://investiga.banrep.gov.co/es/be-1122.

e/ Calculations by Banco de la Repiiblica; equal to the division of the CPI of food and non-alcoholic beverages produced by DANE (not including the subclasses corresponding to meals outside the home). See 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”, Working Papers on Economics, No. 122, Banco de la
Repliblica, available at: https://investiga.banrep.gov.co/es/be-1122.

f/ Calculations by Banco de la Repiiblica. See 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”, Working Papers on Economics, No. 122, Banco de la Repiblica, available at: https://investiga.banrep.gov.co/es/be-1122.

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.

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 2023 and 2024 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 October 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

2020
Q1 Q2 Q3
Exogenous variables
External */
GDP of trading partners ®/ Percentage, annual var,, seasonally adjusted -11 -15.6 -6.6 -3.0 0.6 18.8 89 6.4
Oil price (Brent benchmark) Dollars per barrel, average of the period 51 33 43 45 61 69 73 80
Federal funds effective rate (Fed) Percentage, average for the period 12 01 01 01 01 01 01 01
5-year Credit Default Swap for Colombia Basis points, average for the period 125 206 132 104 110 131 143 185
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 39 22 2.0 1.6 1.5 3.6 4.5 5.6
CPI excluding food ¢/ Percentage, annual change, end of period 33 14 1.6 1.0 11 2.7 3.0 34
CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 2.4 0.7 1.2 0.6 11 2.6 3.0 33
CPI for services (excluding food and regulated items) Percentage, annual change, end of period 32 2.0 1.9 13 09 1.6 2.0 22
CPI for regulated items Percentage, annual change, end of period 43 0.4 1.2 0.7 1.5 59 5.9 71
CPI for food ¢/ Percentage, annual change, end of period 72 6.5 41 4.8 39 8.5 12.4 17.2
CPI for perishable food Percentage, annual change, end of period 9.8 25 34 25 1.6 8.7 14.8 244
CPI for processed food Percentage, annual change, end of period 6.5 7.8 6.4 54 4.6 8.5 M7 15.3
Core inflation indicators
CPI excluding food Percentage, annual change, end of period 33 14 16 1.0 11 2.7 3.0 34
Core CPI 15 Percentage, annual change, end of period 3.6 22 2.3 1.9 1.7 3.4 3.8 Lk
CPI excluding food and regulated items Percentage, annual change, end of period 3.0 1.6 17 11 0.9 19 23 25
Average of all core inflation indicators Percentage, annual change, end of period 33 17 1.9 13 12 27 3.0 34
Representative market exchange rate Pesos per dollar, average for the period 3,540 3,850 3,731 3,662 3,559 3,695 3,847 3,882
Real exchange rate Inflationary gap Percentage, average for the period 57 1.9 6.7 35 -0.1 23 34 33
Economic activity
Gross domestic product (sats)* Percentage, annual change, sats 0.3 -16.7 -91 =33 1.5 18.5 13.5 11
Final consumption expense Percentage, annual change, sats 39 144 15 11 37 21.8 18.5 12.8
Household final consumption expenditure Percentage, annual change, sats 4.5 -16.9 -8.5 0.9 2.7 25.3 19.6 13.9
General government final consumption expenditure Percentage, annual change, sats 0.8 29 -2.6 17 83 8.5 13.5 9.0
Gross capital formation Percentage, annual change, sats -1.2 -31.2 -17.5 -231 -5.6 333 85 15.7
Gross fixed capital formation Percentage, annual change, sats -12.7 -41.3 24.8 -14.9 2.8 W4 15.3 14.0
Housing Percentage, annual change, sats -25.6 -47.7 -30.0 -261 228 64.0 313 418
Other buildings and structures Percentage, annual change, sats M4 -49.6 37.0 243 135 30.6 -0.6 1
Machinery and equipment Percentage, annual change, sats -5.3 -371 -9.3 12 83 55.8 237 15.0
Cultivated biological resources Percentage, annual change, sats 2.6 17 -79 -3.0 5.8 12 -4.2 -6.7
Intellectual property products Percentage, annual change, sats -3.6 -9.8 -10.9 -91 -39 4.0 8.3 57
Domestic demand Percentage, annual change, sats 0.4 -17.9 -9.7 2.8 1.6 24.4 16.7 129
Exports Percentage, annual change, sats -6.8 -30.3 -28.4 24.2 -9.8 13.5 25.8 83519
Imports Percentage, annual change, sats 5] -33.7 -25.7 -15.5 -5.0 46.6 40.2 343
Product gap®/ Percentage -0.3 -39 -6.1 7.2 71 -4.5 2.6 -0.8
Short-term indicators
Real production of manufacturing industry Percentage, annual change, seasonally adjusted -1.6 £2315 7.2 0.0 6.7 277 201 13.0
Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 6.8 -14.9 -3.6 55 41 19.5 15.9 10.7
Coffee production Percentage, annual change, cum, for period -13.8 -1.9 -3.6 -4.6 13.3 247 -1.9 -18.8
0il production Percentage, annual change, perlod average -21 -15.7 -15.4 <141 -14.6 E5E] -0.1 -1.7
Labor market"/
Total national
Unemployment rate Percentage, annual change, period average 1.8 211 18.4 154 14.6 15.2 12.8 12.5
Occupancy Rate Percentage, annual change, period average 55.7 s 49.0 52.7 52.7 519 53.4 542
Overall participation rate Percentage, annual change, period average 63.1 56.3 59.9 62.3 61.8 61.2 61.2 62.0
Thirteen cities and metropolitan areas
Unemployment rate Percentage, annual change, period average 11.9 252 21.8 17.3 16.8 16.7 14.0 131
Occupancy Rate Percentage, annual change, period average 57.0 441 489 53.3 53.5 531 54.3 544
Overall participation rate Percentage, annual change, period average 64.6 58.9 62.6 64.5 64.3 63.8 63.2 62.6
Balance of payments !///
Current account (A + B + C) Millions of dollars 2,295  -1,962 -2,013 2,997  -3105  -4,047 -4,835  -5962
Percentage of GDP Percentage, nominal terms =31 3.6 3.0 -4.0 -4.0 -5.5 -6.0 -6.9
A, Goods and services MIHIOHS of dollars -3,098  -2,651 -3,263  -4,092 -3,688 -5022 -5259 -6,032
B, Primary income (factor income) -1,369 1,029 -1172 1,380  -1,867  -1,652 2,339  -2,865
C, Secondary income (current transfers) Millions of dollars 2,173 1,718 2,422 2,475 2,450 2,627 2,763 2,935
Financial account (A + B + C + D) Millions of dollars -1,735 1,938  -1,857  -2,584 -2,789  -3,761  -4,504 -5,640
Percentage of GDP Percentage, nominal terms 25 o) -2.8 34 -3.6 =31 -5.6 -6.5
A, Foreign investment (i - i) |U|on5 of dollars -1,924 -1,725 -258 -1,818 -1,438 -1,013 2,528  -1,402
i, Foreign Investment in Colombia (FDI) 3175 1,371 844 2,069 2,307 1,997 2,707 2,550
ii, Colombian abroad 1,251 -353 586 251 869 984 179 1149
B, Portfolio investment -168 -3,429 323 1,506 1,319 -6,089 851 -675
C, Other investment (loans, other credits, and derivatives) 528 627 2127 3976 2,860 3,167 -2981 3,697
D, Reserve assets -7 2,590 205 1,705 190 174 154 135
Errors and omissions (E&O) MIUIOHS of dollars 560 25 155 413 316 287 331 322
Interest rates
Policy interest rate ¥/ Percentage, period average 4.2 33 22 1.8 1.8 1.8 1.8 24
Policy rate expected by analysts" Percentage, period average
IBR overnight Percentage, period average 4.2 3z 22 17 17 17 1.8 2.4
Commercial interest rate ™ Percentage, period average 84 83 7.0 6.2 6.0 5.7 6.0 6.9
Consumer interest rate "/ Percentage, period average 15.8 15.5 14.8 142 14.0 13.7 14.3 14.8
Mortgage interest rate °/ Percentage, period average 104 10.4 10.2 9.6 9.2 8.9 9.0 9.3

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 Repiiblica; equal to the division of the CPI of food and non-alcoholic beverages produced by DANE (not including the subclasses corresponding to meals outside the home). See 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”, Working Papers on Economics, No. 122, Banco de la
Reptiblica, available at: https://investiga.banrep.gov.co/es/be-1122.

f/ Calculations by Banco de la Republica. See 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”, Working Papers on Economics, No. 122, Banco de la Repiblica, available at: https://investiga.banrep.gov.co/es/be-1122.

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.

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 2023 and 2024 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 October 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 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?/

(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).

Sources: Bloomberg, statistics bureaus, central banks; Calculations and projec-
tions by Banco de la Repiblica.

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

(base points)
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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.



Appendix 3 (continuation)

Predictive Densities for other relevant Macroeconomic Forecasting

Variables

Graph A3.5
CPI for foods, predictive density 2/
(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)

(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.
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