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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 11
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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 July
report.

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

Graph 1.2
CPI excluding food and regulated items /%
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a/ This graph presents the forecast probability distribution on an eight-quarter time
horizon. Density characterizes the prospective balance of risks with areas of 30%,
60%, and 90% probability surrounding the central forecast (mode), through a combi-
nation of densities from the Patacon and the 4GM monetary policy models.

b/ The probability distribution corresponds to the forecast exercise from the July
report.

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

11 Macroeconomic Summary

In June, headline inflation (4.8%) fell while core inflation,
excluding food and regulated items, remained stable (4.8%),
both registering higher rates than those anticipated in the
April Report. Consequently, the revised forecast path indi-
cates a slower convergence of inflation to the 3% target. In the
second quarter of this year, all the CPI's major groups, with the
exception of the CPI for regulated items, experienced annual
variations that surprised on the upside versus April Report esti-
mates. In this same period, the most notable forecast error
was recorded in the perishable foods group, explained by a
more enduring upward price cycle, unexpected increases in fer-
tilizers, and a greater pass-through of labor cost increases to
associated prices within this category. In the regulated items
group, the marginally lower-than-estimated result was primar-
ily attributed to price adjustments in electricity services that
fell short of expectations, as hydroelectric plants attracted a
higher share of power generation. Concurrently, goods and ser-
vices saw more limited upside surprises because of a continued
dynamism in private consumption, a more pronounced pass-
through of labor costs, rental prices experiencing a somewhat
slower deceleration, and international goods prices that failed
to drop as rapidly as expected. The integration of these upside
surprises into the forecasts resulted in a slower-than-antic-
ipated convergence of headline and core inflation to the 3%
target than previously predicted in April. By the end of 2025,
headline inflation would close at 4.7% and core inflation at
4.2%, versus the respective April forecasts of 4.4% and 3.9%.
(Graphs 1.1 and 1.2). As such, in 2026, several important CPI
groups, including rents, would be indexed to the higher infla-
tion rate expected for yearend 2025. Nevertheless, both head-
line and core inflation are expected to continue declining over
the forecast horizon, aided by the cumulative effects of mon-
etary policy. This dynamic would be reflected in a persistently
negative output gap through the end of 2026, which would con-
tribute to the convergence of inflation toward the target. This
projection assumes that minimum wage adjustments in 2026
will not be much higher inflation plus labor productivity growth.
It also incorporates an expected slowdown in food inflation,
driven by a higher base of comparison and the fading effects
of previous adverse supply shocks. Thus, headline inflation is
foreseen to end 2026 at 3.2% and core inflation at 3.3%, versus
the 3.0% and 31% respective forecasts of the previous Report
(Graphs 1.1 and 1.2). The projections remain highly uncertain,
primarily due to the implications of the minimum wage increase
for the remainder of the year and in 2026, the future dynamics
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Graph 1.3
Gross Domestic Product, four quarter accumulation /b/¢/
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a/ This graph presents the forecast probability distribution on an eight-quar-
ter time horizon. Density characterizes the prospective balance of risks with
areas of 30%, 60%, and 90% probability surrounding the central forecast (mode),
through a combination of densities from the Patacon and the 4GM monetary
policy models.

b/ Seasonally adjusted and corrected for calendar effects.

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

Source: Banco de la Republica.
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of the exchange rate, the effects of tariff escalations on global
trade, supply shocks impacting both international and domes-
tic food prices, the domestic supply of natural gas, and regula-
tions concerning price adjustments for certain regulated goods
and services.

In contrast to the April Report’s forecasts, economic growth
for 2025 increased to 2.7% from the previous estimate of 2.6%,
while that for 2026 decreased to 2.9% (formerly 3%). These
expectations incorporate the more robust household consump-
tion seen in the first half of 2025 as well as a more nuanced
consequence of expected tariff increases by the United States
on the Colombian economy. Annual GDP growth for the first
quarter of 2025 (2.7%) exceeded expectations (2.5%) mostly due
to the downward revision of GDP levels considered by DANE for
the same period of the preceding year. Private consumption
exhibited robust dynamics across all components, with quar-
terly and annual growth rates significantly surpassing outlooks.
Fixed investment, on the other hand, performed far worse than
expected on both an annual and quarterly basis, owing to a sig-
nificant annual drop in investment in housing and other build-
ings and structures. The growth in exports and imports was
below expectations. Available figures on economic activity for
the second quarter suggest the economy would have grown
at an annual rate of 2.6%, consistent with the April forecast,
with domestic demand increasing at a rate of 41%, completing
four quarters of annual increases well above those of the GDP.
The strong activity noted in private consumption (4.5%) would
have persisted during this period, as public consumption (0.7%)
would have continued to slow, while fixed investment (3.0%)
would have seen a quarterly and annual recovery. Imports
(9.0%) would have weakened, while exports (2.3%) recorded a
modest annual expansion rate, particularly because of a weak
showing in coal and oil exports. During the second semester,
factors such as the high price of various agricultural products,
including coffee, the high levels of remittances from abroad, the
strong behavior in foreign tourism, and the short-term effect of
the real minimum wage increase, among others, would continue
to stimulate households’ disposable income and spending. The
expected recovery of credit in an environment of lower real
lending interest rates and moderation of credit risk would also
contribute to GDP growth. Compared to the estimates made in
April, the associated uncertainty surrounding the United States’
policy of increased tariffs has waned, with less adverse con-
sequences on the demand for goods exported by Colombia.
Accordingly, the economic growth forecast for 2025 grew from
2.6% 10 2.7% but fell from 3.0% to 2.9% for 2026 (Graph 1.3). The
economic vitality described above would occur in a context of
a gradual easing in domestic monetary policy, compatible with
the convergence of inflation to the 3% target over the follow-
ing two years. Moreover, the forecast horizon foresees excess
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a/ The historical output gap estimate is calculated as the difference between
observed GDP (four-quarter accumulation) and potential GDP (trend; four-quarter
accumulation) based on the 4GM model.

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

Source: Banco de la Republica.
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productive capacity somewhat lower than that estimated in the
April Report (Graph 1.4). These estimates continue to be sub-
ject to a high degree of uncertainty owing to external factors,
including global political and trade tensions and the ensuing
response of financial markets and monetary policy in advanced
economies, as well as domestic factors such as a weakening of
public finances.

Colombia continues to face restrictive external financing condi-
tions even as global trade tensions ameliorate, given the high
international uncertainty arising from the ongoing conflicts in
several regions of the world, the expected measured normal-
ization of monetary policy in the United States, and the upward
pressures on Colombia’s risk premium. In contrast to the expec-
tations and judgments included in the April Report, new trade
negotiations between the United States and other economies
like China, the U.K., and the European Union have resulted in a
reduction in the expected tariffs; therefore, forecasts envision
a less adverse effect on Colombia’s relevant external demand.
In June, the U.S. Federal Reserve (Fed) held its benchmark rate
steady in the range of 4.25% and 4.5%, consistent with both
market expectations and those of the Bank’s technical staff.
The Open Market Committee’s (FOMC) new median outlook for
the end of 2025 and 2026 points to a reduction in the economic
growth forecast and an increased inflation expectation. As such,
the FOMC continues to foresee two rate cuts in 2025 and only
one decrease in 2026 (previously two), noting they would not
reach the long-term interest rate level by the end of 2027. The
trade-off between lower growth and expected higher inflation
has increased volatility in the market’s forecasts of the Fed'’s
interest rate. Consequently, this Report assumes the Fed will
cut interest rates slowly, consistent with its behavior of two
(previously three) 25-basis-point (bps) cuts in 2025 and two
of the same magnitude in 2026. Colombia’s terms of trade are
likely to continue to decline throughout the remainder of 2025
as a result of the anticipated and observed decrease in the
international price of certain exported raw materials, including
nickel, coal, and oil. Nevertheless, the prices of other commodi-
ties, such as coffee and gold, would remain high and partially
offset the performance of mining and energy prices. The coun-
try’s risk premium and its trend behavior have increased as a
consequence of the aforementioned external conditions and
the observed and projected further fiscal deterioration. It is
expected that these factors will continue to exert upward pres-
sure on sovereign risk perception over the forecast horizon,
amid a mounting public debt-to-GDP ratio. The potential impact
of external forecasts on the country is uncertain, as a result of
the tensions in foreign trade, immigration, tariffs, and fiscal
measures in the United States, conflicts in various regions of
the globe, and domestic fiscal challenges, among other factors.

M
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Graph 1.5
Monetary policy interest rate, interbank rate and BBI?/
(weekly data)

(percentage)
135
12.0
10.5
9.0
75

6.0

Jul-19 Jul-20 Jul-21 Jul-22 Jul-23 Jul-24 Jul-25
IR -=- Repo — BBI
a/ IR: Interbank Rate. Repo: Monetary Policy interest rate. BBI: Benchmark Banking

Indicator.
Sources: Financial Superintendency of Colombia and Banco de la Repiblica.

12

A restrictive stance of monetary policy continues to assist
in the convergence of inflation towards the target; however,
observed inflation and most measures of inflation expecta-
tions remain above 3%. The economic activity indicators for the
second quarter of the year suggest that output will record two
years of quarterly increases and an annual dynamic in demand
for products and services far surpassing the GDP. The labor
market continues to harbor an unemployment rate at levels
that can be described as historically low. Employment is on a
growth path, and the real increase in the minimum wage—far
higher than the increase in productivity—has been manifest
in price increases in several CPI groups. It is therefore antic-
ipated that, even though the economy continues to possess
excess productive capacity that contributes to the reduction
of inflation, these excesses would be less significant in 2025
and 2026 than those anticipated in the April Report. Moreover,
fiscal deterioration has increased the country’s vulnerability
to adverse external financing shocks and placed upward pres-
sure on the economy’s neutral interest rate. Simultaneously,
inflation expectations for December 2025 and 2026 continue
to markedly surpass 3%. Hence, inflation is expected to con-
tinue falling and draw closer to the 3% target, but at a slower
pace than forecast in the April Report. The gradual decrease in
inflation and diminished projected excess capacity align with
a monetary policy approach that ought to remain restrictive
throughout the forecast period to facilitate a drop in inflation
and its convergence with the target over the next two years. The
significant distance of inflation from the target, coupled with
an imbalance of inflationary risks skewed to the upside, points
to the need to continue a prudent monetary policy approach,
especially in the context of robust private consumption and a
dynamic labor market.

1.2 Monetary Policy Decision

At its June and July 2025 meetings, the Board of Directors of
Banco de la Repiblica (BDBR) decided by majority vote to
maintain the monetary policy interest rate unchanged at 9.25%
(Graph 1.5).
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2 Macroeconomic forecasts and risk analysis’

Graph 21

Real GDP, main trade partners
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tions by Banco de la Repiblica.

2.1 International outlook
2.1 Foreign demand

By 2025, external demand relevant to Colombia is pro-
jected to grow at a pace comparable to that of 2024, mark-
ing an upward revision from the April Report. In 2026, a
modest recovery in external demand growth is anticipated
(Graph 21). In their latest reports, the World Bank and the
International Monetary Fund (IMF) forecast global growth
slowing from 3.3% in 2024 to an estimated 2.9% and 3.0%,
respectively, in 2025. This moderation occurs amid height-
ened trade tensions and political uncertainty, which have
weighed on business and consumer confidence. In the
United States, economic activity contracted by 0.5% in
annualized quarterly terms in the first quarter of the year —
largely on account of weakening private consumption and
a sharp rise in imports, which counterbalanced substantial
inventory accumulation amid tariff-related import anticipa-
tion.2 Consumer confidence shows tentative improvement,
driven by international trade negotiations, yet remains at
low levels. Among other trading partners, economic activity
in the euro area and Chile during the first quarter of 2025
exceeded expectations. Notably, China’s economy grew 5.2%
year-on-year in the second quarter—surpassing market pro-
jections—supported by expansionary monetary policy and
a surge in exports in the context of ongoing trade talks with
the United States. Partially offsetting these more positive
developments, the Mexican economy has notably slowed.
Diminished global trade uncertainty stemming from prog-
ress in U.S. trade discussions and a moderation in the effec-
tive tariff rate prompted an upward revision of the growth
outlook for Colombia’s trading partners: from 1.7% to 1.8%
for 2025. The 2026 external demand growth rate for Colom-
bia is expected to tick up slightly to 1.9%, a figure broadly in
line with the data from the previous Report. Both estimates

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

2 Atthe time of writing this report, preliminary figures showed that in the

second quarter of 2025, U.S. GDP grew at an annualized quarterly rate of
3.0%, following a decrease of -0.5% in the previous quarter.

13
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Table 21
Economic Growth among Major Trade Partners

Main partners 2023
(pre) | (proj) | (proj) | (proj)
United States 2.8 15 14
Eurozone 0.5 0.8 11 12
China 5.2 5.0 4.5 4.0
Ecuador 2.0 -2.0 14 1.6
Braszl 3.2 3.0 1.9 1.7
Peru -0.4 3.2 3.0 2.7
Mexico 34 1.2 0.1 11
Chile 0.6 2.4 2.2 2.2
All trade partners® 2.5 1.8 1.8 1.9

(pre): preliminary, (proj): projected

a/ Projections calculated based on the contribution of non-traditional trade.
Sources: Bloomberg; Focus Economics, statistics offices, and central banks (obser-
ved data); Banco de la Repiblica (projections and calculations).

Graph 2.2
Monetary policy interest rate,
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remain below the long-term historic average® (Table 2.1).
Considerable uncertainty surrounds this projection due to
the volatile trajectory of U.S. trade policy, the risk of declin-
ing global confidence, and the potential inflationary impact
of tariff barriers which could slow monetary policy interest
rate easing in major economies (Graph 2.2).

2.1.2 International prices

The oil price assumption for 2025 was revised marginally
upward amid heightened uncertainty stemming from geo-
political tensions. Nevertheless, prices are still expected
to follow a downward trend, reflecting the observed and
anticipated increase in global oil supply (Graph 2.3). In
the second quarter of the year, the average Brent crude
price was close to USD 67 per barrel (bl), lower than the
USD 75/bl recorded in the first quarter. This observed and
projected downward trajectory partly reflects a sustained
increase in production from non-Organization of the Petro-
leum Exporting Countries and its allies (OPEC+), led mainly
by the United States, Guyana, Norway, and Brazil, along with
rising extraction in most OPEC+ member countries, which
have announced plans to accelerate the reversal of their
voluntary production cuts.* The expected price decline is
also supported by the growing accumulation of crude oil
and petroleum product inventories driven by supply exceed-
ing demand in OECD member countries, as well as by the
anticipated adverse effects on global growth prospects from
changes in U.S. trade policy, which would dampen demand.
Even so, several factors would limit the drop in oil prices:
stable oil and derivatives consumption in China, rising
demand for jet fuel, and the observed decline in oil produc-
tion in Iran and Russia. Moreover, persistent geopolitical ten-
sions in the Middle East remain an upside risk to oil prices.
Taking all these elements into account, the average Brent
price is assumed to be close to USD 68/bl in 2025 (compared
with USD 67/bl in the April Report) and USD 63/bl in 2026.
Overall, uncertainty around oil prices remains high due to

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

4 There are twelve member countries, along with the following allies
(OPEC+): Azerbaijan, Bahrain, Brunei, Kazakhstan, Russia, Mexico, Malay-
sia, South Sudan, Sudan, and Oman. At its meeting on 05 July 2025, eight
OPEP+ member countries decided to continue with the gradual phasing
out of voluntary cuts, with an increase of close to 548,000 barrels per
day for August 2025, a number higher than expected by markets. In its
announcements, OPEC+ notes that the decision may be paused or rever-
sed depending on market conditions.
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Graph 2.4
Inflation, select main trading partners

A. Headline Inflation

(percentage)

16.0
14,0
12.0
10.0
80 b
6.0
40
20

0.0

-2.0
Dec-21 Jun-22 Dec-22 Jun-23 Dec-23 Jun-24 Dec-24 Jun-25

——United States Eurozone Chile ——Brazil =——Peru ——Mexico

B. Inflation excluding food and energy

(percentage)
10.0
9.0
8.0
70
6.0 /\
5.0
4.0
3.0
20

1.0

0.0
Dec-21 Jun-22 Dec-22 Jun-23 Dec-23 Jun-24 Dec-24 Jun-25

— United States OECD Member countries

Source: Bloomberg and the Organization for Economic Cooperation and Develo-
pment (OECD)

Macroeconomic forecasts and risk analysis

ongoing geopolitical conflicts, potential future OPEC+ deci-
sions, and U.S. trade policies, all of which could continue to
influence price dynamics.

Over the forecast horizon, Colombia’s terms of trade are
expected to moderate, in line with the projected down-
ward trend in oil and other export prices. In 2025, the antici-
pated deterioration in the terms of trade would reflect lower
international oil prices and moderating coal and ferronickel
prices, along with a slight increase in U.S. dollar prices for
imported intermediate goods. However, this decline would
be less pronounced than projected in the previous Report,
owing to higher expected gold prices and the marginal
upward revision to the oil price for 2025 included in this
Report. In 2026, the country’s terms of trade would continue
to decline, consistent with the projected reductions in inter-
national prices for oil, coal, and coffee.

In 2025, headline inflation in some economies is anticipated
to remain above target, in a context of higher trade bar-
riers and elevated uncertainty, which could intensify cost
pressures. So far this year, global headline inflation has
continued to moderate, albeit unevenly across countries.
According to the latest OECD data, annual headline inflation
for its members eased to 4.0% in May from 4.2% in April, its
lowest level since June 2021. Core annual inflation stood at
4.4% in May, down from 4.6% in April. However, this overall
moderation masks divergent regional dynamics: core infla-
tion in the euro area continued to fall, while in some G7
economies it remained stable. In the United States, annual
headline inflation rose to 2.7% in June from 2.4% in May,
surprising markets to the upside. Core inflation also edged
up to 2.9% in June from 2.8% in the prior month (Graph 2.4).
This increase in headline inflation was driven mainly by a
smaller annual decline in energy prices and higher annual
food price adjustments. Service prices registered stable
annual changes, while goods prices continued to rise, partly
reflecting tariff effects. For the remainder of 2025, headline
inflation in the United States is expected to remain above
2.0%, amid significant uncertainty over the impact of trade
policy measures, elevated inflation expectations as reported
in surveys, unfavorable base effects, and weaker economic
growth compared to 2024. In this context, the World Bank’s
latest report notes that the global price outlook has become
more uncertain, prompting an upward revision to its global
inflation forecast from 2.7% to 2.9% for both 2025 and 2026.
This reflects, in particular, the effects of trade barriers, sur-
vey-based increases in inflation expectations, and persistent
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Graph 2.5
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inflationary pressures. The IMF, for its part, projects global
inflation of 4.2% in 2025 and 3.6% in 2026.

2.1.3 International financial developments

The assumed path for the U.S. monetary policy interest
rate was revised upward, reflecting reduced trade uncer-
tainty and improved U.S. growth prospects (Graph 2.5). At
its June and July 2025 meetings, the Federal Open Market
Committee (FOMC) kept the benchmark rate unchanged at
a range of 4.25%-4.50%,° in line with both market expecta-
tions and the Bank’s technical staff projections. The FOMC
noted that tariffs are likely to pass through to domestic
prices, although the timing, magnitude, and persistence of
these effects remain highly uncertain, and that upside risks
to inflation and inflation expectations remain significant. In
this context, the medians of the FOMC's new projections for
headline and core personal consumption expenditure (PCE)
deflators were revised upward for 2025 and 2026.° Mean-
while, growth forecasts over the projection horizon were
revised downward following weaker-than-expected first-
quarter GDP data. Accordingly, the FOMC's median projec-
tion for the policy rate is still expected to stand at 3.9% by
yearend 2025, but the forecast for yearend 2026 was revised
slightly upward to 3.6%. Interest rate futures have remained
relatively stable, broadly aligned with the Fed’s cautious
stance for 2025 and slightly less contractionary than its guid-
ance for 2026.” Taking this into account, this Report revises
upward the assumption for the U.S. policy rate, incorporating
the monetary authority’s cautious approach. For 2025, the
baseline assumption now includes two 25 bp cuts, bringing

5 At its meeting on 05 June 2025, the European Central Bank (ECB) again
reduced its main benchmark rate by 25 basis points to 2.0 % and its refi-
nancing rate to 2.15%. Following its meeting on July 24, the ECB decided to
maintain its benchmark rate unchanged. In its subsequent statement, the
ECB noted inflation has returned to its target (in June, headline inflation
in the eurozone stood at 2.0%) and that the economic outlook remains
clouded amid high uncertainty surrounding U.S. tariff policy.

6 In the June 2025 report, the median FOMC projections for interest rates
remained unchanged for the end of 2025 at 3.9%, but pointed to a smaller
reduction for 2026, bringing it to 3.6% at the end of the year. Additionally,
the median projection for total PCE rose from 2.7% to 3.0% for 2025 and
from 2.2% to 2.4% for 2026, while for total CPI, the expected figure for 2025
increased from 2.8% to 3.1% and for 2026 from 2.2% to 2.4%, representing
an upward revision for both baskets. Finally, the median projection for
economic growth was revised downward, from 1.7% to 1.4% for the last
quarter of 2025 and from 1.8% to 1.6% for the end of 2026.

7 By the end of 2025 and 2026, and with figures as of 21 July 2025, futures
associated with the Fed’s monetary policy interest rate stood at 3.93%
and 3.14%, respectively, up from 3.43% and 3.10% respectively, as taken on
April 21).
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Graph 2.7
Behavior of nominal exchange rate and risk
premium for select Latin American countries
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the rate to a range of 3.75% to 4.00% by yearend. In 2026,
two additional 25 bp cuts are assumed, lowering the rate to
a range of 3.25% to 3.50% by yearend. This outlook remains
subject to high uncertainty related to price dynamics, trade
barriers, fiscal sustainability, and U.S. economic growth.

The forecast also assumes a higher risk premium for Colom-
bia than in the April Report (Graph 2.6). In the second quar-
ter, a combination of external and domestic factors pushed
this indicator upward. Global uncertainty, particularly
around U.S. trade policy announcements, triggered sharp
financial market volatility, increased global risk perception,
and tightened international financial conditions. Initially,
this led to a broad increase in emerging market risk premi-
ums. However, subsequent trade agreements between the
United States and several countries moderated expectations
about the extent of trade disputes, substantially easing per-
ceived risks. As a result, regional peers such as Brazil, Chile,
and Mexico saw their risk premiums fall to levels close to
those before the uncertainty shock (Graph 2.7). In Colombia’s
case, however, the five-year credit default swap (CDS) did not
return to its early-year levels as a result of sovereign credit
rating downgrades and concerns over fiscal accounts, fol-
lowing the suspension of the fiscal rule and the projections
in the Medium-Term Fiscal Framework (MFMP by its Spanish
acronym), which foresee a significant increase in the fiscal
deficit in 2025 and 2026,% alongside a sustained upward tra-
jectory for public debt over the medium term—even under
substantial fiscal adjustments. Consequently, Colombia’s risk
premium is now expected to remain higher than projected in
the April Report, due to the country’s challenging fiscal out-
look, persistent global uncertainty, and potential fiscal pres-
sures in the United States® that could keep global financing
costs elevated. For 2025, the risk premium is projected to
average 232 bps, rising to 255 bps in 2026.° This upward revi-

8  According to the MFMP presented in June, the estimated fiscal deficit for
the National Central Government (GNC) in 2025 would rise from 51% to
71% of GDP, compared to the forecasts prepared for the Financial Plan.
Similarly, the estimated fiscal deficit for the GNC in 2026 rose to 6.2% of
GDP, compared to the 4.3% estimated in the MFMP presented the previous
year.

9  The approval of a significant series of measures and tax cuts in the Uni-
ted States, enshrined in the law informally known as “One Big Beautiful
Bill”, could potentially put pressure on the cost of financing the U.S. fede-
ral government, which would translate into a general increase in the cost
of debt and tighter financial conditions throughout the forecast horizon.

10 In the April Report, the forecast for Colombia’s five-year CDs was 231 bps
for 2025 and 248 for 2026.
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sion reflects a persistently high-risk profile in a context of
significant uncertainty over external financing conditions.

2.2 Macroeconomic Projections™
2.2.1 Inflation

Annual inflation is projected to remain stable through-
out 2025 before declining in 2026, though at a slower pace
than previously forecast, due to supply shocks and stron-
ger domestic demand. In the second quarter of 2025, annual
headline inflation fell less than anticipated in the April
Report, reaching 4.8% in June versus the 4.5% expected (see
Section 3.1 of this Report). This upward surprise—seen broadly
across food, goods, and services sub baskets—combined with
a less negative output gap (see Section 2.2.2 of this Report),
prompted an upward revision to the forecast. Additional pres-
sures from higher production and transport costs, including
labor costs, and unexpected increases in some international
prices are also weighing on the inflation outlook. Several of
these factors would continue to affect annual inflation during
part of the forecast horizon. The new forecast path also takes
into account how some services CPI components are decreas-
ing more slowly than anticipated, suggesting greater persis-
tence. Under these conditions, inflation is now expected to
remain stable for the rest of 2025 and resume its downward
path in 2026, converging to the 3% target by mid-2027, but on
a higher trajectory than that reported in the April Report. Dis-
inflationary forces from monetary policy and exchange rate
are expected to continue supporting the decline, over part of
the forecast horizon (Graph 2.8), also assuming 2026 minimum
wage adjustments close to inflation plus productivity gains.
Additionally, this forecast assumes favorable weather for food
supply and moderate electricity and gas tariff increases. As in
the previous Report, this projection is subject to significant
uncertainty and faces mainly upside risks (see Section 2.3 of
this Report). Headline inflation is now forecast at 4.7% for
December 2025 and 3.2% for December 2026, compared with
4.4% and 3.0% in April (Graph 2.9), figures that are higher than
expected in the April Report (4.4% and 3.0%, respectively).

Core inflation is still expected to fall, but more slowly than
in April, reflecting stronger domestic demand, persistent

11 Projections are based on an active monetary policy wherein Banco de la
Repiiblica’'s monetary policy interest rate is adjusted to guarantee align-
ment with the inflation target.
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prices in some services, and cost pressures. The smaller
projected decline in CPI excluding food and regulated items
is due to less slack in the productive capacity, greater labor
cost impacts, and other sub-basket specific factors. Higher-
than-expected international prices have pushed up the non-
food, non-regulated goods CPI.? In addition, a temporary
yet unexpected increase in global transport costs has been
observed in recent months, offsetting downward pressures
from a more negative real exchange rate (RER) gap, caus-
ing sub-basket forecasts to be revised up. The forecast for
the Services CPI, excluding food and regulated items, also
increased, taking into account, in addition to the above,
factors driven in part by slower rent declines linked to a
weak housing supply. Higher inflation at the end of 2025
is expected to feed into 2026 via indexation. Consequently,
this Report continues to forecast a steady decline in core
inflation, albeit at a slower pace than had been projected in
April. This estimate incorporates the cumulative effects of a
restrictive monetary policy stance (contributing to disinfla-
tionary pressures from the TCR, a negative output gap, and
declining inflation expectations) and maintains the assump-
tions of some reductions in international prices due to the
reconfiguration of global trade, as well as the normalization
of international freight rates. The CPI for goods (excluding
food and regulated items) is expected to remain below 3%
over the forecast horizon. In comparison, the services CPI
(excluding food and regulated items) will decline gradually
but remain above 3% through 2026. Core inflation for prices
of goods and services (excluding food and regulated items)
is now projected at 4.2% for December 2025 (3.9% in April)
and 3.3% for December 2026 (31% in April) (Graph 2.10).

Food inflation is forecast to remain high through 2025,
easing toward the target range in 2026. The forecast for this
sub-basket has been revised up for 2025 with a slight down-
ward turn for 2026, reflecting stronger-than-expected perish-
able food price increases in the second quarter, pointing to
a longer-than-anticipated® agricultural cycle upswing and
cost pressures from fertilizers and other inputs. Labor and
international transport costs are also contributing to this
increase. Over the coming quarters, the forecast path for

12 The April Report anticipated downward pressure on the prices of various
goods imported from China, Europe, and other countries as a result of
possible trade redirections due to U.S. tariff policies. So far, this increa-
sed supply of goods has not materialized, and international prices have
risen, contrary to the expected reductions.

13 In recent years, this cycle has shown an unstable periodicity that differs
from that observed before the pandemic.
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food inflation will fluctuate with the perishable food pro-
duction cycle, which is anticipated to occur under normal
weather and strong agricultural supply. Declining input
and shipping costs, disinflationary pressures from the RER,
and favorable base effects explain the lower 2026 path. The
upward effect from “healthy taxes” for yearend 2025 would
fade in 2026. Food CPI is now projected at 5.2% for Decem-
ber 2025 (4.6% in April) and 2.4% for December 2026 (2.5%
in April) (Graph 2.11). This projection remains highly uncer-
tain, given the behavior of perishable food production and
distribution, a group subject to high volatility, and multiple
supply shocks.

Regulated items inflation will remain high in 2025, driven
by indexation and early-year gas tariff increases. Compared
with the April Report, the short-term path has been lowered
slightly, mainly due to smaller-than-expected adjustments
in electricity tariffs, helped by favorable conditions for the
generation of hydroelectric power and regulatory measures
affecting this sector. Forecasts assume moderate gas and
electricity tariff increases ahead. For 2026, the forecast has
been revised upwards due to indexation from higher-than-
expected 2025 inflation. Oil prices are expected to trend
lower, though slightly above April projections, limiting pres-
sure on gasoline prices. It should be noted that uncertainty
surrounding the future of gas prices remains high, within
the context of a market characterized by potential shortages
of local gas supply, requiring greater imported quantities,
which are costlier than their domestic counterpart. Given all
of the above, the annual variation for regulated items would
remain relatively high for the remainder of 2025, resuming
a downward trend in 2026, driven by the effects of index-
ation to increasingly lower inflation rates. Consequently, CPI
for regulated items is projected at 5.9% in December 2025
(unchanged from the April Report) and 3.4% in December
2026 (31% in April) (Graph 2.12).

Compared to April, short-term inflation expectations from
surveys increased and remain above 3% over a two-year
horizon. However, they continue to exhibit a downward
trend toward the target as the time horizon lengthens.
Expectations from economic analysts (Graph 2:13), obtained
from Banco de la Repiblica's monthly survey conducted
between July 8 and 10, indicate that the median expectation
for yearend 2025 was 4.7% for headline inflation and 4.4% for
core inflation (4.5% and 4.2%, respectively, in April). Yearend
2026 expectations were unchanged at 3.8% and 3.6%, respec-
tively. Two-year and five-year median expectations stood
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at 3.5% and 3.1%. Meanwhile, as of July 24, estimates based
on government bonds (break-even inflation, BEI), adjusted
for inflation and liquidity risk premiums, remained unaf-
fected versus April's forecasts, at 3.3%, 3.4%, and 3.5% for
two-, three-, and five-year horizons, respectively.™

2.2.2 Economic activity

The Colombian economy likely maintained a pace of expan-
sion in the second quarter similar to that of the first, with
domestic demand showing notable dynamism. This Report
estimates that GDP grew by 2.6% year-on-year in the second
quarter of 2025—broadly in line with the previous Report’s
projection—equivalent to an annualized quarterly growth
of 2.8% in seasonally and calendar-adjusted terms (Graph
2.14). This estimate reflects strong performance across sev-
eral leading indicators™ during the quarter. In particular, the
Economic Monitoring Indicator (ISE) posted average year-on-
year growth of 2.6% in April and May (Graph 2.15), driven pri-
marily by tertiary activities, which continued to expand both
annually and monthly. Trade, transport, accommodation
services, telecommunications, and arts and entertainment
activities supported growth in this sector. The primary and
secondary sectors also contributed positively—albeit more
moderately—thanks to strong agricultural performance and
a recent rebound in manufacturing. These gains occurred
despite ongoing declines in the mining and construction
sectors. On the expenditure side, indicators suggest that
domestic demand continued to grow faster than GDP, led
by private consumption, even as investment remained weak.
Net external demand once again would have made a nega-
tive accounting contribution to annual GDP growth.

Household consumption would have remained the most
dynamic component of expenditure, with strong year-
on-year growth exceeding the projections in the previous
Report. Private consumption is expected to have expanded
at a similar annual rate to the first quarter, supported by
indicators such as the ISE, May retail sales, and timelier data,
including vehicle and motorcycle registrations, consumer

14 The behavior of these measures in recent months may have been influen-
ced by certain dynamics in the public debt market, such as recent auc-
tions of UVR securities, the seasonality inherent in these instruments,
and purchases by public entities.

15 These include energy demand, ground transportation freight traffic,

regional economic pulse (PER), vehicle and motorcycle registrations, and
commercial bank transactions, among others.
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credit disbursements, and preliminary June imports of consumer goods. Notably,
durable and semi-durable goods consumption likely posted annual accelera-
tions and marked quarterly gains, while services consumption remained robust
with positive annual growth. This strength was supported by the recovery of
household disposable income from multiple sources, including wage earnings,
remittances, tourism, and coffee-related income. More favorable credit con-
ditions, such as lower consumer lending rates and reduced debt service bur-
dens, along with gradually improving consumer confidence, also contributed.
Public consumption, in contrast, is expected to show little change in either
annual or quarterly terms, as suggested by June data from the General Budget
of the Nation (PGN for its acronym in Spanish). Overall, total consumption in
the second quarter is estimated to have grown both quarterly from already high
first-quarter levels, and annually at a pace similar to that of the previous quarter.

Gross fixed capital formation grew slowly and remained at historically low
levels, constrained by persistent challenges in construction segments. During
the second quarter, investment saw a modest recovery in levels and slight
annual growth. Performance varied across components: machinery and equip-
ment investment was the most dynamic, with preliminary June imports data
pointing to significant quarterly growth and a double-digit annual expansion.
In contrast, construction investment remained weak, with housing investment
showing a modest quarterly increase but another annual decline, as indicated
by building census data, mortgage disbursements, and new home supply. A
similar pattern is expected for other buildings and structures, although civil
works driven by local projects such as the Bogota metro and national road works
under the 5G program showed moderate improvement alongside some recovery
in non-residential buildings. Total gross capital formation likely increased both
annually and quarterly, supported by expected growth in the component that
includes statistical discrepancies and inventory changes, though at a slower
pace than in the first quarter. Despite these gains, overall levels remained below
the average of the last decade.

The continued strength of domestic demand drove higher imports and a wider
trade deficit in real pesos. Imports in the second quarter exceeded those of
the first quarter. They also grew year-on-year, with the strongest increases in
durable consumer goods and capital goods, according to preliminary June data
(Graph 216). Exports grew more slowly in both annual and quarterly terms (Graph
2.17). While volumes to May showed annual gains for industrial goods and agri-
cultural products such as coffee, bananas, and other fruits, they also reflected
declines in mining exports, notably coal and oil. In services, inbound air pas-
senger data suggest no quarterly increase in foreign tourism, but annual growth
was recorded due to a low base of comparison. As a result, the trade deficit in
real pesos is estimated to have been greater than in both the first quarter and
the same period last year, implying another negative accounting contribution
from net external demand to annual GDP growth.

In the second quarter, agriculture and services continued to drive growth,
offsetting a weaker performance of the mining and construction sectors. All
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three main economic sectors are expected to have expanded
year-on-year and quarter-on-quarter, with tertiary activities
remaining the most dynamic. Within services, arts, entertain-
ment, and recreation saw notable boosts from concerts and
events in major cities, as well as growth in online gambling
and sports betting. Domestic trade and transport services
also contributed positively, supported by higher real sales of
durable goods (e.g., vehicles and motorcycles) and increased
freight volumes by road and air. These gains outweighed
ongoing weakness in the accommodation, restaurant, and
bar sectors. Primary activities benefited from strong agricul-
tural output, especially in export-oriented products and live-
stock. The mining sector, however, posted further declines in
coal, oil, and certain metal ores such as ferronickel. Second-
ary activities grew both annually and quarterly, supported
by manufacturing and civil works construction, though no
significant advances were recorded in residential or non-
residential building projects.

The Colombian economy is expected to maintain a growth
rate in the second half of 2025 similar to that of the first
half, with some acceleration in 2026—broadly following the
trajectory projected in the previous Report. This Report
continues to anticipate that domestic financing costs would
decline gradually, and external financing would remain
accessible, albeit under somewhat tighter conditions. The
slight upward revision to trading partners’ growth, linked to
reduced U.S. tariff increases compared to initial announce-
ments and uncertainty over their scope, should support
external demand. Private consumption is projected to main-
tain favorable annual growth rates above those forecast pre-
viously, aided by recovering consumer confidence, easing
inflation, reduced household debt burdens, and sustained
income from coffee and remittances. Public consumption is
not expected to grow significantly due to Central Government
spending constraints, although the fiscal impulse—measured
by the change in the general government primary balance—
will remain substantial in 2025. Investment’s contribution
to GDP growth has been revised downwards, reflecting con-
tinued weakness in housing and non-residential building
investment. However, gains are still expected from machin-
ery and equipment and civil works construction, supported
by regional and local projects and 5G infrastructure execu-
tion. Given these factors, GDP growth in 2025 is projected at
2.7%—slightly higher than the April Report’s 2.6% forecast.
For 2026, growth is projected at 2.9%, down slightly from
3.0% in April, partly due to a higher base of comparison.
These forecasts remain subject to very high uncertainty, par-
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ticularly in light of global trade and geopolitical conditions,
as explained in Section 2.3.

The unemployment rate (UR) is anticipated to remain below
its historical average and relatively stable for the rest of
2025. Data from the Integrated Household Survey (GEIH)
as of May showed national employment at high and stable
levels, while the inactive population had increased, reducing
the overall participation rate (GTP) to 64%. Despite job sta-
bility, this lower labor supply pressure allowed the national
UR to continue declining, reaching levels not seen since 2015.
Specifically, for the rolling quarter ending in May, unemploy-
ment fell compared to February, standing at 8.9%.° Based
on this labor market performance and the economic activity
projections in this Report, the seasonally adjusted national
aggregate unemployment rate for 2025 is estimated to range
between 8.5% and 9.8%, with a central estimate of 9.2%. For
urban areas, the unemployment rate is projected to average
9.1% (within the same range). These projections are lower
than those presented in the previous Report for both geo-
graphic areas. As a result, estimates of the unemployment
rate consistent with stable inflation (non-accelerating infla-
tion rate of unemployment, NAIRU) suggest that the unem-
ployment gap will remain negative through yearend, with
gradual narrowing over the forecast horizon.

The strength of consumption, labor market performance,
and recent inflation trends indicate lower excess produc-
tive capacity than estimated in the April Report. The output
gap is expected to remain negative for much of the fore-
cast horizon. For the first half of the year, excess productive
capacity is estimated to have been smaller than previously
reported in the April Report (Graph 2.19). This reflects stron-
ger-than-expected private consumption, low fixed invest-
ment, a downward trend in the mining sector (partially
captured in a lower estimate of potential GDP), and higher-
than-anticipated headline and core inflation in the April
Report. For the remainder of 2025, the output gap is pro-
jected to be somewhat less negative than in April, primar-
ily due to the upward revision in economic growth driven
mainly by robust private consumption. This adjustment is
consistent with higher headline and core inflation paths
than those forecast in the April Report and a lower unem-
ployment rate. Specifically, this Report estimates the annual
output gap for the second quarter of 2025 at around -0.4%,

16 See Chapter 3 of this Report for additional information.
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compared to -0.5% in April. By yearend, the annual gap is
projected to narrow to about -0.2% (-0.5% in April), implying
potential GDP growth of 2.6% (2.8% in April). By the end of
2026, the output gap is expected to close, versus the -0.4%
estimated in the April Report. It should be noted that the
gap and potential output estimates in this Report are sub-
ject to considerable uncertainty, stemming from potential
effects of persistently low investment in some components,
structural changes in the economy, and other factors (see
Box 1).

2.2.3 Balance of payments

In 2025, the current account deficit is projected to widen
to 2.5% of GDP, reflecting stronger economic growth,
lower international prices for key commodity exports, and
uncertainty over global trade policy (Graph 2.20).” This
larger external imbalance compared to the previous year
would stem mainly from a widening trade deficit in goods
and services. For goods, the deficit is expected to deepen
due to higher import outflows, driven by stronger domes-
tic demand, along with lower revenues from oil and mining
exports amid falling international prices and reduced local
production. Despite an anticipated increase in external
sales of coffee, gold, and non-traditional goods, total goods
exports are expected to decline. The services deficit is also
projected to widen moderately, as increased imports of tour-
ism, transport, and financial services outpace the expected
growth in tourism exports, which would benefit from a rising
number of non-resident visitors to the country. A smaller
primary income deficit and a larger current transfers sur-
plus would partially offset these effects. The reduction in
the primary income deficit would mainly reflect lower profit
remittances abroad by oil and mining companies with for-
eign direct investment (FDI), while workers’ remittances are
expected to remain strong.®

17 Forthe second quarter of 2025, a current account deficit of around 2.4% of
GDP is projected, reflecting a widening of the external imbalance compa-
red to the same period of the previous year and the first quarter of 2025.
This result would be explained by a widening of the trade imbalance in
goods and services compared to the previous year, which would be par-
tially offset by a higher surplus from current transfers and a lower factor
income deficit.

18 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.
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Graph 2.21
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By 2026, the current account deficit is projected to widen
further, reaching 3.2% of GDP. The trade deficit would
increase as higher economic growth boosts imports of goods
and services, while international prices for major commod-
ity exports continue to ease. The primary income deficit is
also expected to expand, mainly due to high interest pay-
ments on external debt, although this would be partly miti-
gated by a further decline in profit remittances abroad from
oil and mining companies with foreign direct investment.
The surplus in current transfers is anticipated to grow fur-
ther, supported by still-robust remittances. From a sav-
ings—investment perspective, the projected widening of the
external deficit in 2025 and 2026 is consistent with significant
public-sector imbalances—driven by lower public-sector sav-
ings—and a reduction in the private-sector surplus, as pri-
vate investment rises. The forecast for the current account
balance remains highly uncertain, given volatility in global
commodity prices, risks to domestic and global growth,
uncertainty over the future of global trade policy, and the
potential evolution of both domestic and external financial
conditions, among other factors.

For both 2025 and 2026, Colombia is expected to maintain
access to external financing, with foreign direct investment
(FDI) remaining the primary funding source. Although FDI in
the oil and mining sectors is projected to decline, this would
be partly offset by increased investment in other sectors,
supported by stronger domestic demand and local economic
growth. The public sector is likely to contribute to external
financing, consistent with the high fiscal deficit presented in
the MFMP, while the private sector would remain a net exter-
nal asset holder. This external financing environment will
be shaped by U.S. interest rates that are expected to remain
above pre-pandemic levels and a Colombian risk premium
that is projected to stay above its historical average and
follow an upward trend over the forecast horizon.

2.2.4 Monetary policy and interest rates expected by analysts

The median analysts’ expectation for the policy interest rate
is 9:1% for the third quarter of 2025 and 8.6% for the fourth
quarter (Graph 2.21). The median response to Banco de la
Repiblica’s monthly survey of analysts’ expectations con-
ducted in early July anticipates that the average policy rate
in the third quarter of 2025 would be 9.1%. Analysts expect
reductions in the monetary policy rate, although smaller
than those anticipated in the April Report. They project an
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average rate of 8.6% for the fourth quarter of 2025, and 7% for both the end of
2026 and the second quarter of 2027. Over an eight-quarter horizon, this pro-
jected path is higher on average than in the April 2025 survey, but lower than the
path implied in the macroeconomic forecast presented in this Report. The latter
incorporates a monetary policy response consistent with inflation converging
to the target over the forecast horizon, along with an increase in the local real
neutral interest rate (RNIR) due to an upward revision in the trend risk premi-
um. It is also worth noting that, by the end of 2026, the survey median antici-
pates headline inflation above the level projected by the Bank’s technical staff.

2.3 Balance of macroeconomic risks

The balance of risks reflects lower overall uncertainty compared with the previ-
ous quarter, particularly on the external front. For inflation, upside risks domi-
nate, while for GDP growth the outlook is mixed—tilted to the upside in 2025
but to the downside in 2026. The predictive density (PD) exercise? summarizes
the risk balance across multiple variables within the macroeconomic forecast
and shows reduced uncertainty for most external variables. This is mainly due
to the smaller scope of U.S. tariff increases announced and implemented, com-
pared with expectations three months earlier. On the domestic side, the main
risk stems from the country’s fiscal situation, which could generate upward pres-
sure on the sovereign risk premium and its trend component beyond what is
assumed in the central scenario. Despite the reduction in external uncertainty,
the U.S. tariffs that did take effect could dampen global economic growth and
raise inflationary pressures in the United States, prompting a more restrictive
Federal Reserve policy stance. These factors could raise external financing costs,
put upward pressure on the exchange rate, and increase the likelihood of a
higher neutral interest rate than assumed in the baseline. Additional upward
risks to inflation come from possible labor cost pressures in 2026, particularly
if the minimum wage increases above the sum of inflation and productivity
growth, and from supply constraints in food and regulated items markets. In
terms of growth, while short-term upside risks stem from the strength of pri-
vate consumption and the demand boost associated with a higher fiscal deficit,
the outlook for the rest of the forecast horizon is shaped by the need for fiscal
adjustment, lower external income and remittances in the event of a potential
global slowdown, and the possible prolongation of restrictive monetary policy
due to inflationary pressures. These factors shift the balance of risks to the
downside, particularly in 2026.

19 The revision of the RNIR for Colombia is 11.9 bp on average for the forecast horizon compared to
that considered in the April Report.

20 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 pronosti-
cos macroeconémicos: 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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On the external front, upside risks dominate both the sovereign risk premium
and external inflation, whereas the risks to trading partners’ growth are tilted
to the downside. Among the external risk factors considered in the probability
distributions (PDs), the most significant is the upside risk linked to the country’s
sovereign risk premium, reflecting the deterioration of the domestic fiscal posi-
tion. This risk intensified following the announcement of the suspension of the
fiscal rule and the higher debt projections in the Medium-Term Fiscal Framework
(MFMP, by its Spanish acronym) and has been reinforced by recent sovereign
credit rating downgrades from S&P and Moody’s at the end of June. These devel-
opments could increase the cost of external financing and exert upward pres-
sure on the exchange rate. The persistence of this factor also adds to the upward
trend in the risk premium, creating upward pressure on the Colombian neutral
interest rate. In the United States, although not all tariff announcements from
April were implemented, those that took effect have contributed to higher U.S.
inflation and could slow global growth, posing downside risks to trading part-
ners’ growth projections. This factor may delay the Federal Reserve’s monetary
policy normalization process, implying moderate upside risks to its policy rate.
Regarding international commodity prices, the forecast incorporates balanced
risks: bearish factors such as increased crude oil supply from OPEC and non-
OPEC producers are offset by bullish factors, including geopolitical tensions in
oil markets and the potential impact of adverse weather events on food prices.

The balance of risks for headline and core inflation (excluding food and regu-
lated items) is sloped to the upside, with the most notable risks related to labor
costs, potential currency depreciation linked to fiscal challenges, and supply-
side pressures in the energy sector. For both headline and core inflation, upside
risks are concentrated in the baskets for services and regulated items—particu-
larly in 2026—and, to a lesser extent, in food prices. In services, there is a risk
that the minimum wage increase in 2026 could again significantly exceed infla-
tion plus productivity growth, in a context of reduced working hours, putting
upward pressure on labor costs. If economic agents anticipate this adjustment
and incorporate it into their expectations, the convergence of inflation to the
target could slow. In regulated items, upside risks are tied to structural issues
in the energy sector, notably the potential insufficiency of local gas supply and
delays in electricity infrastructure investment, both of which could drive up gas
and electricity prices in 2026. In the food category, risks are moderately tilted
upward due to potential transport cost increases from road closures caused by
landslides and public order issues, as well as a possible diesel price adjustment.
For goods, a significant upside risk arises from potential further peso depre-
ciation due to fiscal deterioration; however, this is offset by the possibility of
increased exports from Asian economies, particularly China, to other markets
in response to U.S. trade restrictions, along with the potential pass-through of
recent producer price reductions to consumers. As a result, risks in this category
are balanced, though uncertainty remains high.

The balance of risks for economic activity is mixed—tilted upward for the
second quarter of the year and downward for the remainder of the forecast
horizon. For the second quarter, upside risks are supported by strong private
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consumption, underpinned by a resilient labor market and high household con-
fidence. This is consistent with the latest ISE data, which shows robust aggregate
activity, particularly in the tertiary sectors. Beyond the second quarter, downside
risks dominate, especially for investment, given the need for fiscal consolida-
tion in the face of deteriorating public finances, lower remittance inflows amid
potential global slowdown, and reduced value added in the mining and energy
sector due to weaker international prices and domestic policies. Offsetting these
risks, at least in the short term, are possible income gains from minimum wage
increases and stronger-than-expected infrastructure investment, including proj-
ects such as the Bogota metro. Additionally, the PD exercise endogenously incor-
porates risks related to the possibility of a more prolonged restrictive monetary
policy stance in response to persistent inflationary pressures, which are con-
sidered more significant than the external downside risks to economic activity.

In summary, the overall balance of risks shows less uncertainty than in the pre-
vious Report, with upside risks prevailing for inflation (Graphs 2.22 and 2.23)
and mixed upside risks for growth (Graphs 2.24 and 2,25) in the remainder of
2025 and downside for the rest of the forecast horizon. Under this scenario,
there is @ 90% probability that headline inflation will fall within a range of 3.6%
to 6.0% by the end of 2025, and between 1.4% and 6.7% by the end of 2026. For

Graph 2.23
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b/ The probability distribution is derived from the forecasting exercise of the July
Report.
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b/ The probability distribution is derived from the forecasting exercise of the July
Report.

Source: DANE; calculations and projections by Banco de la Republica.
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Graph 2.24
GDP, four-quarter cumulative, predictive density2/-b/.¢/
(annual change)

(percentage)
50
30 --------------------
10
1.0
(RN |\H\m\\v| I H\III\\\/‘ \\n\m\\\/‘ Ll
2023 2024 2025 2026 2027

90% 60% 30% = July report

2Q 2025 4Q 2025 4Q 2026

2.4 2.7 29
50% 62%

Intervals

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 July
Report.
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core inflation, the same level of confidence implies a range of 3.3% to 5.4% at
the end of 2025 and 1.4% to 6.4% at the end of 2026. The likelihood of headline
and core inflation falling within the 2% to 4% target range by the fourth quarter
of 2025 is estimated at 13% and 31%, respectively, and between 41% and 44% by
the end of 2026. Regarding economic activity, annual GDP growth is projected,
with 90% confidence, to range between 1.7% and 3.8% in 2025 and between 0.5%
and 4.6% in 2026.
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3. Current economic situation

Graph 3.1
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3.1 Inflation and price behavior

In June, annual headline inflation once again began to fall
after several months of stagnation, although it remained
above the 3% target, primarily due to the persistence of
core inflation rigidity. In June 2025, the consumer price
index (CPI) recorded a year-on-year variation of 4.8%, after
remaining relatively stable in previous months at around
51%. The June figure is the lowest since October 2021 and
lower than the 51% value recorded in March. This behav-
ior was explained by the reductions in the annual change
seen in the regulated items segment, particularly due to
the recent downward trend in utility rates adjustments and
smaller-than-expected increases in the prices of perish-
able foods, which more than offset the rebound in the price
adjustments of processed foods. Additionally, the exchange
rate’s behavior was comparatively positive in inflationary
terms. Core inflation, measured as the annual variation
of the CPI excluding food and regulated items, continued
to hover at close to 4.8% between March and June (Graph
3.1), with the price of goods increasing year-on-year, offset
by a fall in the annual price variation of services, owing to
a favorable behavior of rent prices. Recent activity in the
price of goods failed to mirror the year-on-year declines
recorded in the producer price index (PPI), which in June
stood at 2.0% versus the 4.5% observed in March. By com-
ponent, both the domestic and imported constituents saw
declines in their annual variations, from 5.1% to 2.4% and
from 2.7% to 0.9%, respectively (Graph 3.2).! Despite the drop
in headline inflation in June, both headline and core infla-
tion ended at higher rates than those anticipated in April's
Report. With the exception of regulated items, all baskets
registered higher annual price adjustments than forecast
in the previous Report, with the food group registering the
largest upward surprise, mainly explained by the behavior
of perishable foods.

The annual change in the consumer price of goods increased
during the second quarter, driven mainly by higher domes-
tic transport costs and some international price increases.
Although the annual adjustment in the price of goods
rebounded between March (0.9%) and June (1.6%), surpris-
ing on the upside compared to the April Report, price adjust-

1 Annual producer inflation provisional data for June is supplied by DANE.
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Graph 3.3
CPI for goods and services, excluding food
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Graph 3.4
CPI for services, excluding food and regulated
items and its components (annual change)
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ments continued to fall below 3% during this period (Graph
3.3) in an environment of disinflationary pressures resulting
from the exchange rate’s behavior and the negative output
gap. However, certain goods included in the CPI have begun
to reflect in their prices the increases seen in the value of
gold during the year, affecting both gold and costume jew-
elry. The former was exacerbated by burdens from the recent
boost in consumption activity, significant increases in labor
costs, and logistics and transportation bottlenecks.

The annual variation seen in the services CPI continues its
protracted downward trend, yet remains at high levels, well
above the inflation target. The price adjustment of the ser-
vices component of the family basket recorded a drop from
values close to 7.0% at the end of 2024 to 6.4% in March and
6.0% in June 2025 (Graph 3.4). The moderation noted above
was weaker than expected in the April Report and did not
affect all items of this sub-basket. In particular, the annual
adjustment of the rent CPI, which accounts for nearly 25%
of the total basket and nearly 50% of the services basket,
declined from 6.7% in March to 5.9% in June, a slower-than-
expected decrease partly attributed to the limited supply of
housing. However, there was minimal variation in the annual
change of other services,? continuing at 4.9% for the period,
despite the decreases observed in the higher education cat-
egory. The persistently elevated variation in the prices of
services continues to be fronted by food away from home,
whose year-on-year changes continued high, yet relatively
stable, between March (7.5%) and June (7.6%). This behav-
ior would be associated with labor cost pressures resulting
from increases in the minimum wage and the progressive
reduction of the work week.? These factors not only affect
the restaurant segment but are also placing upward pres-
sure on the entire service sector and commerce in general.

During the second quarter, the annual adjustment of prices
in the regulated items sub-basket decreased as a result of
lesser pressures on utility rates. Between March and June,
the annual change in the CPI of regulated items showed the
largest decline among the main components of the family
basket, dropping from 6.3% to 5.5%, which is lower than the
expected 5.6% noted in April's Report. This behavior was
mainly explained by more moderate adjustments in the
prices of public services, whose annual levels dropped from
4.8% in March to 2.9% in June. The latter owing mostly to
smaller rate increases for electricity services resulting from
a reduced need for thermal generation, which is more costly,
due to recent heavy rains, a recovery in reservoir levels,* and

2 This group mainly includes: communication, recreation and cultural
events; education (non-regulated); miscellaneous services (beauty salons,
day care, financial services, etc.); transportation; building administration
fees; domestic services; night and health clubs; laundry services.

3 See Law 2101 of 2021 of the Congress of the Republic, available in Spa-
nish at https://www.funcionpublica.gov.co/eva/gestornormativo/norma.
php?i=166506

4 Currently at capacity levels nearing 75%.
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an increase in hydroelectric generation (Graph 3.5, panel A).
Moreover, the fuels (2.5%), education (9.7%), transportation
(9.4%), and others (5.1%) subgroups did not exhibit signifi-
cant changes during the second quarter (Graph 3.5, panel
B). The education and transportation groups, whose annual
adjustments are the highest among the regulated groups,
have been facing significant upward pressures during the
year because of higher payroll costs resulting from the
increase in the minimum wage and the reduction in the work
week.
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During the second quarter, there was a more minor year-
on-year adjustment in overall food prices, though perish-
able and processed foods performed very differently. The
annual change in the food CPI decreased between March
(4.7%) and June (4.3%), though by less than that forecast
in the April Report (3.0%). This moderation was partly due
to recent downward pressures from an exchange rate that
has been generating disinflationary pressures but was pri-
marily attributable to greater food availability. The ample
food supply was reflected in the behavior of the perishable
food group, whose annual growth slowed significantly from
4.6% in March to barely 1.0% in June (Graph 3.6). In contrast,
the processed food segment experienced an upward price
dynamic, with adjustments that rose from 4.7% in March to
5.4% in June. This conduct was explained by a higher tax
burden placed on products with high sugar content and
ultra-processed products, as well as by increases in the
international prices of cocoa, coffee, and oils. In particu-
lar, the subcategory of ultra-processed foods, which is bur-
dened with the health tax, registered an annual price growth
exceeding 9% in June, placing significant pressure on the
entire processed food category.
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Graph 3.7 3.2 Growth and domestic demand
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The lackluster performance of investment in the first quar-
ter was largely due to the poor performance observed in
the construction sector. The leading cause of the poor per-
formance of gross fixed capital formation, which fell by 01%
annually in the first quarter, was investment in other build-
ings and structures (Graph 3.10). According to DANE, invest-
ment in this category fell year-on-year by 8.8% due to the
drop in the non-residential buildings component; in con-
trast, the civil works component continued to grow in annual
terms. An additional negative contributor was housing
investment (-8.5% annual rate), whose outcome was mainly
attributable to a lower rate of completion of works in the
non-VIS segment (VIS is the low-income housing segment
for its Spanish acronym). In contrast, investment in machin-
ery and equipment continued at similar levels to those of
the last quarter of 2024 and, because of a low base of com-
parison, registered an annual increase of 6.0%. The perfor-
mance of machinery and equipment contrasts markedly
with construction investment: while the former continues to
surpass pre-pandemic levels, investment in other buildings
and structures and housing continues to show significant
lags with respect to this reference period. Finally, it should
be underscored that total gross capital formation differed
markedly from fixed capital formation in the first quarter
(annual growth of 8.2%), due to a positive and significant
statistical discrepancy component and variation in invento-
ries, according to the most recent figures published by DANE.

Consistent with the rise of domestic demand, imports also
grew significantly, leading to an increased trade deficit in
constant pesos versus the previous year. During the first
quarter, the favorable performance of private consumption
and investment in machinery and equipment was reflected
in a significant increase in imports (12.4% annualized and
8.9% quarterly annualized), mainly driven by imports of
durable consumer goods and capital goods for industry.
Exports in real pesos showed a low annual growth of 0.7%,
limited by the poor performance of mining exports. This con-
trasted with the vigor of agricultural exports, whose growth
was concentrated in coffee and flowers, and in manufac-
turing exports. Also noteworthy was the momentum of ser-
vices exports, with a year-on-year growth of 71% in the first
quarter, favored mainly by non-resident tourism. Given the
above, the external trade deficit widened in the first quar-
ter compared to the previous quarter and to the previous
year (Graph 3.11). This, in turn, resulted in a continued nega-
tive accounting contribution by the trade deficit in constant
pesos to annual GDP change.

On the supply side, tertiary activities continued to show
significant dynamism, leading economic growth and offset-
ting the poor performance observed in mining and most
of the construction activities. Annual economic activity
growth during the period was largely explained by the per-
formance of tertiary activities, which grew by 3.7%. The rela-
tively high levels reached by these activities are attributed
to art and entertainment services (Graph 3.12), which have
benefited from a boom in internet gaming and online gam-
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Graph 312
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bling, as well as the ample variety of concerts accessible in
the country’s main cities. The positive performance of the
commerce, transportation, and lodging sector also stands
out, driven by domestic sales, reaching real levels similar to
those observed during the VAT-free day of 2022, on account
of higher demand for durable goods such as motorcycles
and land and air transportation services. The above are
also supplemented by the improved performance of public
administration, education, and health services, as well as
financial and insurance services. The primary branches also
contributed positively to annual growth, expanding by 1.7%,
as a result of positive performance in agricultural activi-
ties associated with coffee and livestock, despite the set-
backs recorded in the mining and energy sector, specifically
in coal, oil, and other metalliferous minerals, such as nickel.
In contrast, the secondary branches recorded year-on-year
declines (-1.2%) due to the poor performance of the con-
struction sector, especially the buildings segment, which fell
by 6.5% annually.

3.3 Labor market®®

The most recent labor market figures show that national
employment continues to register significant annual growth,
although it has stabilized at the margin. In the rolling quar-
ter ending in May, the results of the Integrated Household
Survey (GEIH for its Spanish acronym) reported a relative
employment stability versus February (0.2%) figures, with
an increase in the twenty-three main cities (0.6%), partially
offset by a slight decline in rural areas (-0.2%) (Graph 3.13).
In annual terms, national employment in May registered an
increase of 3.4%,” driven by employment growth in other
municipal capitals and rural areas (4.5%) and, to a lesser
extent, in urban areas (2.5%). Year-on-year employment
growth at the national level was seen in most sectors, with a
greater contribution from commerce and lodging, transpor-
tation and communications, and agriculture and livestock.

By occupation, the annual employment growth was
explained by the behavior of the non-salaried segment. In
May, non-salaried employment showed a quarterly growth
of 0.7% and an annual growth of 51% (Graph 3.14), consis-
tent with the employment behavior noted in other municipal
capitals and rural areas. In particular, the self-employed con-
tinue to be the most significant contributors to the annual
growth of employment nationally. Meanwhile, the stagnation

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

6 Labor market figures presented in this section of the Report primarily
correspond to the rolling quarter ending May 2025.

7 Inline with the behavior of employment, the employment rate has regis-
tered little change in recent months, reaching 58.3%.
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of salaried employment has continued in recent months,?
with a slight decline on the margin (-0-3% quarter-on-quar-
ter in May). This stagnation was also echoed in other report-
ing sources for formal salaried employment, including the
records of contributors to the Integrated Contribution Settle-
ment Form (PILA for its Spanish acronym) and family com-
pensation funds (CCF for its Spanish acronym). This behavior
of the non-salaried segment (with a high informal compo-
nent) and the salaried segment is reflected in the informal
labor rate, which ended May at 56.1%.

The national global participation rate (GPR) has decreased
at the margin, mainly driven by the rural sector, mirroring
the increase in the population outside the labor force. In
May, the national aggregate GPR was 64%, similar to the
levels seen in the same period of the previous year and
0.4 pp lower than February’s results (Graph 3.15). By geog-
raphy, the GPR in other municipal capitals and rural areas
registered a quarterly drop of 0.8 pp, although it continues
to register an annual drop of 0.6 pp. Meanwhile, the GPR in
the twenty-three main cities continues to be stagnant. This
evolution in the national aggregate is consistent with the
recent increase in the population outside the labor force,
or inactive, which grew by 1.0% annually and 1.5% quarterly.
By gender, there was a decline at the margin in labor force
participation by both men and women, standing at 76.5%
and 52.6%, respectively.’

In recent months, the unemployment rate has continued to
fall, favored by lessening pressure on the labor supply and
relative employment stability. In the rolling quarter ending
in May and based on seasonally adjusted data, the national
employment rate was 8.9, a historic record below the aver-
age of the past two decades, unseen since the first half of
2015. In particular, this figure fell below the 10.5% recorded
a year earlier and the 9.4% level seen in February. This
decrease resulted from annual reductions of 1.5 pp in the
urban unemployment rate and 1.7 pp in the unemployment
rate registered in municipal capitals and rural areas, which
stood at 91% and 8.8%, respectively (Graph 3.16). However,
vast differences persist among the twenty-three main cities:
Quibdo experienced the highest unemployment rate (30%)
and Bucaramanga the lowest (7.7%). Compared to the previ-
ous quarter, the greatest decrease in the employment rate
occurred in Valledupar (-2.8 pp), Florencia (-2.6 pp), and Mon-
teria (-2.5 pp). In comparison, the most significant increases
occurred in Tunja (2.3 pp), Neiva (1.7 pp), and Medellin (0.9
pp). The unemployment gap by gender has closed in recent
months, reaching 4.5 pp in May, compared to 5.1 pp in Feb-
ruary, due to a greater decrease in the employment rate of
women versus that of men.

8 In annual terms, salaried segment employment in the in May, registered
on rolling quarter basis change of 1.6%.

9 In annual terms, the GPR registered an increase of 0.4 pp for men and a
slight fall of 0.1 pp for women.
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Graph 317
Beveridge curve for the seven largest cities
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In recent months, job vacancy indicators continued their
downward trend and reached pre-pandemic levels. Short-
term hiring expectations remained in positive territory, while
medium-term expectations suggest no change in formal
employment. Short-term hiring expectations, obtained from
Manpower Group’s surveys, increased slightly and remained
in positive territory, suggesting some positive activity
for formal employment in the near future. Furthermore,
medium-term expectations (six to twelve-month horizon),
reported in Banco de la Republica’s Quarterly Survey of Eco-
nomic Expectations (ETE for its Spanish acronym), improved
and were close to neutral, pointing to possible stability in
the formal employment segment. With data to April, vacancy
rates obtained from classified ads, the Public Employment
Service (SPE for its Spanish acronym), and implied hiring
expectations derived from the GEIH continued to fall, reach-
ing pre-pandemic levels. The behavior of the unemployment
rate and the vacancy rate in the urban domain, in light of the
Beveridge curve™ (Graph 3.17), suggests a certain tightness
of the labor market, with registries falling on the left side
of the curve as both the unemployment and the vacancy
rates continued to decline. Finally, with data to April, real
labor income of salaried and non-salaried workers contin-
ued on its upward path. In annual terms, increases of 6.3%
for salaried workers and 8.7% for non-salaried workers were
recorded.

3.4 Financial and monetary market

The loan portfolio continued to recover in the second quar-
ter of 2025, in an environment of relatively stable interest
rates and a slight improvement in risk indicators. During the
year to date, a gradual recovery of the total loan portfolio
continued, in an environment of: 1) improvements in the per-
ception of credit demand and lower lending restrictions; 2)
expectations of additional reductions in the benchmark rate,
although not as marked as those expected at the beginning
of the year; 3) real interest rates close to or in line with their
historical averages; and &) loan portfolio quality indicators
that continued to improve, though they remain at histori-
cally high levels. The latter is reflected in favorable credit
conditions that signal that credit will continue to recover
and could reach positive real growth in the second half of
the year, which could favor economic activity.

During the second quarter of the year, the loan portfolio
continued to recover, reaching an annual growth of close to
5% in June, with increasingly smaller real contractions. In
June, annual growth rates for all types of loans continued on
upward paths, with positive figures and surpassing those of
2024 (Graph 3.18). The consumer loans portfolio continued
to recover, registering a positive annual variation of 0.4% in
June, after a year and a half of annual contractions. At the

10 The Beveridge curve is a graphical representation of the relationship
between unemployment and the job vacancy rate.
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same time, during the second quarter, commercial, hous-
ing, and microcredit saw annual growth rates slightly above
those of the first quarter of the year (Graph 3.18). In real
terms, the total loan portfolio continued to contract annu-
ally, although at a lower rate than that observed in the pre-
vious year, showing signs of recovery in all its modalities.
Consumer credit was the only category that fell annually
in real terms, but its negative annual variations amelio-
rated. The commercial portfolio remained stable compared
to the levels observed in the first half of 2024. The housing
and microcredit credit categories saw positive real annual
growth rates, with mortgage credit continuing to accelerate
at the margin. On the other hand, surveys on credit availabil-
ity regarding banking entities, with information as of March
2025, showed favorable signals, with improvements in the
perception of both credit supply and demand. However,
requirements continue to be rigorous" in an environment
of still-high loan portfolio risk levels. On the demand side,
there are favorable signals reflected in the positive ETE data
on the perception of loan availability to April.”? Disburse-
ments for all loan categories during the year to date were
higher than those recorded in 2024, which would bolster the
recovery of the loan portfolio in a context of lower house-
hold indebtedness in relation to their disposable income
and amid lower interest rates.

Interest rates for savings and credit continued to channel
the effects of monetary policy, remaining relatively stable
during the second quarter of 2025 (Table 3.1). In this period,
the Board of Directors of Banco de la Repiblica (BDBR)
reduced the benchmark rate by 25 basis points (bps) in its
April meeting. This adjustment was generally replicated by
money market rates, particularly the interbank interest rate
(TIB) and the overnight Benchmark Banking Indicator - BBI
(IBR for its Spanish acronym). Since December 2024, and
particularly since the April 2025 meeting, the gap between
the benchmark and IBR rates at longer horizons than the
overnight has narrowed, suggesting expectations of slower
cuts in the monetary policy rate, reflected in the behavior
of savings and credit interest rates. Indeed, the average CDT
(term deposit certificate for its Spanish acronym) interest
rate showed marginal reductions during the second quar-
ter. Compared to December 2024, the drop in this rate was
less than that of the benchmark rate, with CDT interest rates
registering increases at terms beyond one year, partly due
to expectations of lower inflation reductions and a slower
pace of benchmark rate cuts (Table 3.1). Both nominal and
real placement interest rates were relatively stable during
the second quarter of 2025. In real terms, interest rates for
households were below their historical averages, while com-

11 See Banco dela Republica's Quarterly Survey of The Credit Situa-
tion in Colombia for the first quarter of 2025, available in Spanish at:
https://www.banrep.gov.co/es/publicaciones-investigaciones/reporte-
situacion-credito-colombia

12 See Banco dela Republica's Quarterly Survey of Economic Expectations

for April of 2025, available in Spanish at: https://suameca.banrep.gov.co/
estadisticas-economicas/#/encuestas
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mercial interest rates remained at levels close to or slightly
above their historical averages (Graph 3.19).

The loan portfolio quality indicator continued to improve
year-to-date, although it remains high. Profits of credit insti-
tutions continued to recover, and solvency levels remain well
above the regulatory minimums. Twelve-month cumulative
profits of credit institutions reached COP 10.7 trillion (t) in
April 2025, growing by 65% versus the same period of the
previous year (COP 6.5 t). This behavior is mainly attributable
to lower provision expenses associated with a lower loan
portfolio risk. The delinquency indicator of non-performing
loans improved slightly so far this year, with the most con-
siderable improvements seen in the consumer and micro-
credit loan portfolios. Nevertheless, the non-performing
loans delinquency indicator remains elevated (Graph 3.20).
Meanwhile, with data as of April, total (18.2%) and basic
(15.2%) solvency levels of credit institutions continue stable
and well above the regulatory minimums (9.0% and 4.5%,
respectively).
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Box 1:

Adjusting long-term growth
forecasting models to address
Colombia’s demographic shifts

Juan José Ospina
José David Pulido®

1. Introduction

One of the central inputs for Banco de la Replblica’s macroeconomic
forecasting models is the long-term rate of growth of the economy.
In technical terms, this is known as steady-state growth, defined as
the growth rate of the economy in the absence of new shocks, also
understood as the reference convergence in terms of growth of gross
domestic product (GDP) in the long run. Occasionally, dependent on
the shocks that affected the economy, this convergence may occur
beyond the forecast horizon!

The two models currently used by the technical staff—Patacon and
4GM - (reference Gonzalez et al., 2011, and Gonzalez et al., 2020, respec-
tively) —adjust this parameter at 3.3 %, a figure aligned with the aver-
age annual growth rate of the Colombian economy over the last three
(peeamzEs) decades (Graph B1.1). However, the country’s new demographic out-
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oo look, marked by a longer-lasting decline in the national birth rate and
i, a more rapid aging of the population than foreseen a decade ago, sug-
o gests a structural slowdown in the buildup of effective labor, one of
0 the main drivers of economic growth.

2.0

90 This phenomenon, which transcends the Colombian case and mirrors
20 a global trend, forces us to reconsider the steady-state growth value,
40 not only for the forecasting models currently in place but also for the
60 new generation of models under construction (Avila-Montealegre et
80 al., 2025; Grajales-Olarte et al., 2025; Ramos-Veloza et al., 2025).

1925 1934 1943 1952 1961 1970 1979 1988 1997 2006 2015 2024

Average growth since 1925: 4.2% — Average growth since 1991: 3.3%

This Box presents the conceptual framework and quantitative esti-
mates that support updating the long-term growth value to 2.65%
annually. This quantification is part of a broader study on the macro-
economic effects of demographic shifts to be published by Banco de
la Repiblica in 2026 within the journal “Ensayos de Politica Economica”
(Jaramillo et al., 2026).

Source: Calculations by Banco de la Republica.

* The authors are the Deputy Manager of Monetary Policy and Economic Information
and Chief Advisor for the Macroeconomic Modelling Department of Banco de la
Republica, respectively. The opinions are the authors’ own and do not reflect those
of the institution or its Board of Directors.

1 In general, it is possible that the economy’s long-term growth does not coincide
with its potential short-term growth, which may be affected by transitory supply
shocks that maintain varying degrees of persistence.
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Graph B1.2
Observed steady-state growth components 2/

(percentage)
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a/ The graph displays the rolling averages centered on 30-year windows of labor
factor growth (total hours worked, n), and of labor productivity (g), employing
only observed data. Consequently, for example, the 2009 data corresponds to the
average of the 1994-2024 window.

Source: Calculations by Banco de la Republica.
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2. Conceptual framework

The theory of economic growth postulates that the economy’s long-
run output is determined by the accrual of factors of production (i.e.,
the aggregate quantity of capital, labor, etc.), as well as the efficiency
with which these combine to generate output (i.e., the productivity of
these factors of production). The most stylized growth theory model
(Solow, 1956; Swan, 1956) postulates that, even when considering mul-
tiple factors of production,? the steady-state growth rate of output
converges to the sum of two components: the average growth rate of
the labor force (n) and the average growth rate of labor productivity,
or output per worker(g).?

In practice, such average rates are usually measured over time win-
dows (both past and forward-looking) long enough to capture the
cyclical patterns of the economy. Using GDP data and hours worked
by employed individuals, collected and spliced for the last hundred
years,* Graph B1.2 illustrates the changes in n and g computed over
thirty-year rolling intervals.® In the latter, each point on the graph
refers to the corresponding average for the thirty-year interval of the
specific year.

Graph B1.2 illustrates how n has been steadily decreasing since the
early 1980s, in line with the slower population growth rate and a con-
tinual decline in the number of hours worked per employed individual.
This drop occurred despite an increase in the labor participation rate
resulting from the growing inclusion of women in the labor market.
In terms of g, three different intervals are seen: the first, until the
mid-sixties, with a growth rate nearing 2.5%; a second, exhibiting a
downward trend, lasts until the end of the nineties; and a third, pres-
ent during the whole of the 21st century, wherein labor productivity
growth has remained relatively stable, hovering around 1.4% per year.

Demographic change, understood as the transition from a population
structure characterized by high birth and mortality rates to one of low
rates, implies a transformation in the age make-up of the population,
particularly underscoring a process of population aging.® While the
change in n may affect labor productivity growth—that is, the value of

2 The original Solow-Swan model considers two productive factors: capital and
labor. The model can be extended to include additional productive factors, such
as human capital (Mankiw et al., 1991), without altering steady-state growth. This
occurs because, for an economy to maintain ensure state growth, productivity must
increase the labor factor (in technical terms, be Harrod-neutral; see Uzawa, 1961).

3 Although at first glance this breakdown appears tautological, the determinants
that explain each component are different in origin and, therefore, usually studied
separately.

4 The analysis uses as its primary source the database constructed by Banco de la
Republica for its centennial celebration (available in Spanish at https://www.ban-
rep.gov.co/es/estadisticas-economicas/series-estadisticas-historicas-colombia),
as well as own splices based on DANE’s ENH (National Household Survey), ECH (Con-
tinuous Household Survey) and GEIH (Large Integrated Household Survey) labor
statistics, and computation by Greco (1999}, based on Florez (1998}.

5 A literature review finds varying estimates of the average length of business cycles
in Colombia, ranging from 6.8 years (Alfonso et al., 2014) to 10.1 years (Arango et
al., 2025). Therefore, regardless of the point value of the cycle length, thirty-year
periods ensure the averages are not biased by a single economic cycle phase.
Moreover, this window size is consistent with the literature: for example, Rao (2010)
uses twenty-to-thirty-year periods to measure steady-state variables, placing our
windows at their upper bound.

6 For a detailed description of this phenomenon and its implications, see Lee (2003).



Adjusting long-term growth forecasting models to address Colombia’s demographic shifts

g (see, for example, Lee and Mason, 2009; Bloom et al., 2010)—its most notorious effect is
seen in the dynamics of the effective labor force, namely the expected value of n in future
years.” Accordingly, we present below two different methodologies to forecast the values of n
and g over the next twenty years. For n, demographic shifts have an explicit impact, and it is
estimated based on DANE population projections by age group, complemented with assump-
tions on the evolution of the leading labor market indicators. The values of g are exogenously
forecasted using econometric techniques.

3. Forecast methodologies

For n, the average growth in hours worked by those employed (denoted as H) is calculated
as the average centered on the thirty-year average rolling window for H,, where the latter are
forecast using:

H, = PET, X TGP, X (1 — TD,) X h,

where PET, corresponds to the working age population, TGP, to the labor participation
rate, and TD to the unemployment rate. Consequently, PETxTGPx(1 - TD,) equals the total
employed, and h, the average number of hours worked by the employed in the year. Each of
these components is forecast individually. The PET, is obtained from DANE’'s demographic
projections based on the results of the 2018 National Population and Housing Census (CNPV
for its Spanish acronym).8 The TGP, and TD, are modeled based on their configuration by dif-
ferent age groups i derived from the same DANE projections, which take into account popu-
lation aging, following the formula:

Xy = 2S¢ X, parax = TGP o TD

where X, the average rate of age group i during the past ten years (excluding the pandemic®
), and s, is age group i’s share in the PET. Thus, the implicit assumption is that the labor
indicators of each age group remain stable at the average values of the last decade.
Finally, the variable h,, the average number of hours worked for all employed individu-
als, recorded annual drops in 2023 and 2024, attributable in the formal segment to the
regulatory change introduced by Law 2101 of 2021 that reduced the working day by one
hour per year. Furthermore, its level should fall again in 2025 and 2026, proportional to
the total hour series seen in 2023 and 2024, because this Law includes additional reduc-
tions of two hours per year during those years. From 2027 onwards, h, it is assumed this
variable will remain constant.

For g (average growth of labor productivity), we follow the methodology of Ochsner et al.
(2024), employing statistical filters to isolate cyclical fluctuations from long-term trends in
productivity and project them over long horizons. In particular, for productivity point fore-
casting, we use the econometric model of Chan et al. (2018), which has a highly flexible speci-
fication (for example, allowing for time-varying parameters and volatility, as well as the use
of an external benchmark series), and it is estimated using Bayesian methods. Representing

7 Empirical evidence supports this relationship. For example, Aksoy et al. (2019), using a panel of countries, find
that demographic composition has significant and persistent macroeconomic effects. In particular, a higher share
of the working-age population is associated with higher rates of GDP per capita growth.

8  These population projections were updated in 2023 to reflect the effect of the Covid-19 pandemic on the various
demographic components (fertility, mortality, and migration).

9  The Covid-19 pandemic created a temporary and abrupt disruption in the labor indicators, surpassing those
recorded by economic activity (Bonilla et al., 2019), which distorts the averages. For a summary of the main mar-
gins of labor market adjustment during this period, see Pulido et al. (2024).

10 It is worth noting that certain structural forces that have influenced persistent trends in labor indicators in
recent decades, such as the integration of women into the labor market and the compositional effects of internal
migration to urban areas (which exhibit high employment, participation, and unemployment rates), are losing
momentum. The gender disparity in participation has been stable over the past decade, and current unemploy-
ment rates are comparable between urban and rural areas. In this framework, it is appropriate to assume stability
in labor indicators by age group, utilizing the averages from the past decade (excluding the pandemic).
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Graph B1.3
Forecasts for steady-state growth components #/
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a/ The graph displays the rolling averages centered on 30-year windows of labor
factor growth (total hours worked, n), and of labor productivity (g), employing both
observed and forecast data. Consequently, for example, the 2025 data corresponds
to the average of the 2010-2040 window, wherein the pre-2024 data is forecast
using the aforementioned methodologies. The shaded area indicates that these
figures were computed using estimates for one or more years.

Source: Calculations by Banco de la Republica.
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annual labor productivity growth as y, the model of Chan et al. (2018)
specifies:

Y —Y; = be(ye—1 — yi_1) + v,
z =dor + duy; +exp +Vesi1, €21~ N(0,02),
Yr =Yi1 +ue,
be = b1 +ebe €~ TN(0,07),
dit — pta; = pa; (dit—1 — pa;) + €asts  €dst ~ N(0,03), =01,
vy = Ag;i’av’t, evt ~ N(0,1),
Ug = )\g'jeu,t, eut ~ N(0,1),

log(Ait) =log(Nig—1) + vit, vip ~ N(0,0;), i=u,v.

where y” corresponds to the productivity growth trend and z equals
the external reference variable. The model is estimated using labor
productivity growth series as of 1940 (excluding pandemic-related
outliers), a Markov Chain Monte Carlo (MCMC) sampling with 30,000
simulations (discarding the first 1,000), and the thirty-year centered
rolling average of y as the benchmark z-series. The model’s specific
y forecasts are added to the observed values of productivity growth
in recent years to compute g in year t as the average over the 30-year
1 yt+15

rolling windows, understood as: g, = -~ ¥;Z;215 Vi

4. Results and conclusions

Graph B1.3 shows the results of the n and g projections for the next
twenty years. As in Graph B1.2, each point indicates the average cal-
culated over a thirty-year rolling window centered on the indicated
year. The demographic change would prolong the downward trend of
n over the forecast horizon, explained by both the slowdown in the
growth rate of the working-age population and by population aging,
thus reducing the overall labor participation rate as the older age
groups, which participate less in the labor market, gain relative weight.
As for g, average labor productivity growth would remain at similar
levels to those recorded so far this century, ranging from 1% to 1.5%. It
is important to note, however, that the Bayesian forecasting model's
results show a large amount of uncertainty, reflecting the difficulties
of precisely projecting these types of variables.

Employing the projected values of n and g, Graph B1.4 offers the pre-
dicted steady-state growth for 2025, as well as its projection for the
next twenty years. In 2025, such growth would be 2.65% (with a g value
of 1.57% and n of 1.08%); consequently, in the absence of shocks, this
would be the growth rate for the Colombian economy. Going forward,
as demographic trends in population projections take shape, steady-
state growth would continue to slow, reaching levels close to 1.5% at
the end of the twenty-year horizon.

Graph B1.4 also illustrates a counterfactual scenario forecast in which
demographic shifts would not materialize to visualize the influence of
these changes on the estimates obtained. To construct this scenario,
the n forecasts assume that the working-age population would con-
tinue to grow at the rate observed in 2025, and its average age compo-
sition would remain constant with the values seen over the past five
years. Under this scenario, where demographic change does not occur,
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Graph B1.4
Steady-state growth &/
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a/ The shaded area indicates that these figures were computed using estimates
for one or more years.

Source: Calculations by Banco de la Republica.

steady-state growth in 2025 would approach 3%, only slowing to 2.7
% at the end of the contemplated window. Thus, the impact of demo-
graphic shifts would imply a reduction of 0.35 percentage points (pp)
in the current steady-state growth, and of 1.2 pp by 2045.

The results of this exercise confirm that, based on available informa-
tion, it is necessary to readjust the steady-state growth values used
in the technical staff’s forecast models to reflect the new figure of
2.65%. This restatement process, initiated in this Report, is expected
to be completed in the forecast models this quarter. However, it is
essential to highlight that the projections suggest that, in the future,
these estimates must once again be revised to reflect future changes
in demographic variables, given recent birth-rate data that points to
an even faster demographic shift than that projected by DANE (see
Parra-Polanla and Ladino, 2025; Jaramillo et al., 2026).
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Appendix

Appendix 1
Macroeconomic Forecasts by local and Foreign Analysts?/"/

Headline CPI Monthly variation (average) 018

CPI excluding food Monthly variation (average) 0417 n. a. n. a. n.a. n. a.
CPI excluding food and regulated ~ Monthly variation (average) 0.18 n. a. n. a. n. a. n. a.
CPI food Monthly variation (average) 0.20 n. a. n.a. n. a. n. a.
CPI regulated Monthly variation (average) 0.13 n. a. n.a. n.a. n.a.
Headline CPI Annual variation (average), end of period 4.80¢/ 4.79 3.90 3.79 349
CPI excluding food Annual variation (average), end of period 4,91/ 4.61 3.84 3.69 3.41
CPI excluding food and regulated  Annual variation (average), end of period 4.75¢/ 4.38 3.88 3.62 3.28
CPI food Annual variation (average), end of period 4.30¢/ 5.07 3.78 3.56 3.55
CPI regulated Annual variation (average), end of period 5.44¢! 5.88 4.46 4.46 4.23
Nominal exchange rate COP per USD, end of period 4.042 4195 4150 4182 4158
Monetary policy rate Percentage, end of period 9,00 8,50 7,25 7,00 7,00

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

Annual change, original

GDP 2.5 2.7 2.5 2.6 2.8 2.8 29 3.0 29 29 n. a.
series

Unemployment Ul TRl 1088, 9.0 9.3 9.1 n. a. 9.6 9.7 9.4 9.0 n. a. 929 n. a.
quarterly average

IBR (90 days) Effective annual rate, n.a 87 85 n.a 8.0 7.5 7.2 7.0 n.a 7.0 7.0
end of period

Fiscal Deficit

(GNC) Share of GDP n.a. n.a. n.a. 75 n. a. n.a. n.a. n.a. 6.7 n.a. n.a.

Direct :A/ccount Share of GDP n. a. n.a. n.a. 25 n.a. n.a. n.a. n.a. 3.0 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 July 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 8.2 37 25 1.8 1.8 1.9

Oil price (Brent benchmark) Dollars per barrel, average of the period 45 55 72 64 43 7 99 82 80 68 63

Federal funds effective rate (Fed) Percentage, average for the period 0.4 1.0 1.8 22 0.4 01 1.7 5.0 51 4.2 3.6

5-year Credit Default Swap for Colombia Basis points, average for the period 212 129 N4 99 142 142 259 246 187 232 254

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 3.6 2.8 27 2.6 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%) 47 3.2

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 5.9 3.4

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 5.2 2.4
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 -09 -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 42 33
Average of all core inflation indicators Percentage, annual change, end of period 5.7 46 31 34 13 34 104 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 6.8 21 6.7 1.5 -4.7 -3.4 -0.6

Economic activity

Gross domestic product (sats)* Percentage, annual change, sats 21 14 2.6 3.2 7.2 10.8 73 0.7 16 27 29
Final consumption expense Percentage, annual change, sats 16 23 4.0 43 -4.2 13.8 9.0 0.6 14

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 1.6 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 ~b.b 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 8.6 123 -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
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) 2.8 0.7 -0.4 -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 10.5 -4.8 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 1.6
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 9.2
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 91
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  -20,879 -8,296 7,225 -10,828  -14,520
Percentage of GDP Percentage, nominal terms ~bb -3.2 -4.2 -4.6 3.4 -5.6 -6.0 2.2 -1.7 =25 =32
A. Goods and services Millions of dollars 13451  -8762  -10,556  -14148  -13105  -20,001 -16,09% 7,786 -9473  -15]154  -19,226
B. Primary income (factor income) Millions of dollars -5,312 -8,046 -11,442 -9,716 -4,950 -8,723 -17,086  -13,432  -13,260 -12,591 -13,186
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 16,917 17,892

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 -5,839 . .
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 -9,693

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 14,269
ii. Colombian abroad Millions of dollars 4,517 3,690 5,126 3,153 1,733 3,181 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 2,451
g.eCrJi;LIf;irvlenS\;estment(loans, other credits, and Millions of dollars 1,781 1,641 -8,831 5,820 4,949 6,371 7,665 2,705 2191
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 1,153 1,256 413 447 1,386

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 91 76

IBR overnight Percentage, period average 71 6.1 43 43 29 19 72 13.0 14

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 15.0 143 211 279 18.5

Mortgage interest rate °/ Percentage, period average 124 1.6 10.6 104 101 91 12.9 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 Repblica; 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 Repiiblica, available at: https://investiga.banrep.gov.co/es/be-1122.

e/ Calculations by Banco de la Repuiblica; 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, . (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
Repiiblica, 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 2022 and 2023 are preliminary

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

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

2019 2021
Q3 Q4 (0] Q2
Exogenous variables
External */
GDP of trading partners ®/ Percentage, annual var,, seasonally adjusted 1.8 13 <11 -15.7 -6.6 -3.0 0.6 18.7
Oil price (Brent benchmark) Dollars per barrel, average of the period 62 62 51 33 43 45 61 69
Federal funds effective rate (Fed) Percentage, average for the period 22 17 1.2 01 01 01 01 01
5-year Credit Default Swap for Colombia Basis points, average for the period 90 83 125 206 132 104 110 131
Internal
Neutral real interest rate for Colombia Percentage, average for the period
Potential GDP for Colombia (trend) Percentage, annual change
Endogenous variables
Prices
Total CPI ¢/ Percentage, annual change, end of period 3.8 3.8 39 22 2.0 1.6 1.5 3.6
CPI excluding food ¢/ Percentage, annual change, end of period 34 35 33 14 1.6 1.0 11 2.7
CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 1.8 22 24 0.7 12 0.6 11 2.6
CPI for services (excluding food and regulated items) Percentage, annual change, end of period 34 35 32 2.0 19 13 0.9 1.6
CPI for regulated items Percentage, annual change, end of period 5.0 4.8 43 0.4 12 0.7 15 59
CPI for food ¢/ Percentage, annual change, end of period 6.5 5.8 7.2 6.5 41 4.8 39 8.5
CPI for perishable food Percentage, annual change, end of period 17.5 8.7 9.8 25 34 25 1.6 8.7
CPI for processed food Percentage, annual change, end of period 3.6 5.0 6.5 7.8 6.4 5.4 4.6 8.5
Core inflation indicators
CPI excluding food Percentage, annual change, end of period 34 35 33 14 16 1.0 11 2.7
Core CPI 15 Percentage, annual change, end of period 37 3.8 3.6 22 23 1.9 17 3.4
CPI excluding food and regulated items Percentage, annual change, end of period 29 31 3.0 1.6 17 11 0.9 19
Average of all core inflation indicators Percentage, annual change, end of period 33 35 33 17 19 13 12 2.7
Representative market exchange rate Pesos per dollar, average for the period 3,338 3,412 3,540 3,850 3,731 3,662 3,559 3,695
Real exchange rate Inflationary gap Percentage, average for the period 39 49 55 11.8 6.5 33 -0.2 21
Economic activity
Gross domestic product (sats)* Percentage, annual change, sats 3.2 3.0 0.4 -16.7 -9.0 3.4 1.6 18.5
Final consumption expense Percentage, annual change, sats 44 5.2 39 44 7.5 11 3.7 21.8
Household final consumption expenditure Percentage, annual change, sats 43 5.4 4.5 -16.9 -8.5 0.9 27 25.3
General government final consumption expenditure Percentage, annual change, sats 51 43 1.0 -3.0 2.6 1.6 8.2 8.6
Gross capital formation Percentage, annual change, sats 5.7 -4.7 -1.2 -31.2 174 -231 57 333
Gross fixed capital formation Percentage, annual change, sats 19 -4.2 -12.6 -413 -24.9 -15.0 3.0 421
Housing Percentage, annual change, sats -7.8 -13.4 -25.6 -47.8 -30.0 -26.0 227 63.8
Other buildings and structures Percentage, annual change, sats 13 6.5 12 497 371 243 13.8 309
Machinery and equipment Percentage, annual change, sats 10.2 3.0 -5.4 -37.2 -9.3 14 8.2 55.6
Cultivated biological resources Percentage, annual change, sats 14.9 1.6 2.6 17 -79 -3.0 5.8 12
Intellectual property products Percentage, annual change, sats -1.3 12 =15 -9.8 -10.9 -91 -3.8 4.0
Domestic demand Percentage, annual change, sats 4.7 3.0 0.4 -17.9 -9.7 2.8 1.6 244
Exports Percentage, annual change, sats 2.0 33 -6.6 -30.5 -28.2 -24.5 -9.7 13.7
Imports Percentage, annual change, sats 109 -11 -51 -33.7 -25.7 -15.5 -5.0 46.6
Product gap®/ Percentage 0.0 0.2 -0.4 -39 -6.1 72 71 -4.6
Short-term indicators
Real production of manufacturing industry Percentage, annual change, seasonally adjusted 0.8 0.9 -1.6 -23.6 -7.3 01 6.8 27.7
Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 9.4 8.9 6.7 -14.9 -3.6 5.5 4.2 19.4
Coffee production Percentage, annual change, cum. for period 4.9 241 -13.8 -1.9 -3.6 -4.6 13.3 247
0il production Percentage, annual change, period average 14 -0.2 -21 -15.7 -15.4 141 -14.6 =5
Labor market"/
Total national
Unemployment rate Percentage, annual change, period average 1.2 10.9 1.8 211 18.4 15.4 14.6 15.2
Occupancy Rate Percentage, annual change, period average 57.2 57.5 55.7 bbby 49.0 52.7 52.7 519
Overall participation rate Percentage, annual change, period average 64.4 64.6 63.1 56.3 59.9 62.3 61.8 61.2
Thirteen cities and metropolitan areas
Unemployment rate Percentage, annual change, period average 1.3 11.6 1.9 252 21.8 17.3 16.8 16.7
Occupancy Rate Percentage, annual change, period average 58.7 58.7 57.0 441 489 53.3 53.5 531
Overall participation rate Percentage, annual change, period average 66.2 66.4 64.6 58.9 62.6 64.5 64.3 63.8
Balance of payments !///
Current account (A + B + C) Millions of dollars -4,303 3,467 2,295 -1,962 2,013 2,997 -3105  -4,047
Percentage of GDP Percentage, nominal terms -5.3 -4.2 =31 -3.6 -3.0 -4.0 -4.0 -5.5
A. Goods and services MIHIOHS of dollars -4406  -3,607 -3,098  -2,651 3,263 -4,092 -3,688 -5,022
B. Primary income (factor income) -2,301 2298 1,369  -1,029 1,172 -1,380 1,867  -1,652
C. Secondary income (current transfers) Millions of dollars 2,404 2,438 2173 1,718 2,422 2,475 2,450 2,627
Financial account (A + B + C + D) Millions of dollars -3,740  -2,706  -1,735 1,938 1,857 -2,584 -2,789  -3,761
Percentage of GDP Percentage, nominal terms -46 -33 -2.3 35 -2.8 34 -3.6 51
A. Foreign investment (ii - i) |U|on5 of dollars -1,678  -2,880  -1,924 -1,725 -258 -1,818 -1,438 -1,013
i. Foreign Investment in Colombia (FDI) 3,163 3,342 3,175 1,371 844 2,069 2,307 1,997
ii. Colombian abroad 1,485 462 1,251 -353 586 251 869 984
B. Portfolio investment 137 1,551 -168 3,429 323 1,506 1,319 -6,089
C. Other investment (loans, other credits, and derivatives) -2,453 1,579 528 627 2127 3976 2,860 3,167
D. Reserve assets 254 202 -7 2,590 205 1,705 190 174
Errors and omissions (E&O) MIUIOHS of dollars 563 761 560 25 155 413 316 287
Interest rates
Policy interest rate ¥/ Percentage, period average 43 43 4.2 33 22 1.8 1.8 1.8
Policy rate expected by analysts" Percentage, period average
IBR overnight Percentage, period average 4.3 4.3 4.2 a2 22 17 17 17
Commercial interest rate ™ Percentage, period average 8.9 8.5 84 8.3 7.0 6.2 6.0 5.7
Consumer interest rate "/ Percentage, period average 16.0 15.5 15.8 15.5 14.8 14.2 14.0 13.7
Mortgage interest rate °/ Percentage, period average 104 10.4 104 10.4 10.2 9.6 9.2 8.9

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 Repiblica. 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 2022 and 2023 are preliminary

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

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