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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 Repiblica’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.

Theflexibility 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 following business day. Additionally, the Monetary Policy Report (MPR)*, produced
by the Central Bank’s technical staff, is published in January, April, July, and October,
together with the minutes. On the Wednesday of the week following the Board meeting,
the Governor clarifies concerns about the minutes, and the Bank’s Deputy Technical
Governor presents the MPR. This dissemination scheme® seeks to deliver relevant and
up-to-date information to contribute to better decision-making by the agents of the
economy.

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

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

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

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

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

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

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

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

1.1 Macroeconomic Summary

In the fourth quarter of 2023, the decline of headline and core
inflation (excluding food and regulated components) excee-
ded expectations but remained above target. However, cumu-
lative monetary policy actions and the unwinding of some
shocks that have affected prices would continue supporting
the convergence of inflation towards the 3.0% inflation tar-
get. In December 2023, the reduction in headline (9.3%) and
core (8.4%) inflation was slightly above that projected in the
October Report in the wake of ameliorating pricing behavior
in the food and goods baskets. Conversely, the services com-
ponent continued to register slightly slower declines than
anticipated, while the regulated items basket increased more
than expected. All groups continued to exhibit year-on-year
changes above the 3.0% target. Going forward, an effective
inflation convergence towards the target in an environment
of tight monetary policy, lower international prices and cost
pressures, disinflationary exchange rate pressures, weak
demand, lower food price adjustments, and price indexation
to lower inflation rates than in 2023 is expected. Nonetheless,
the forecast for yearend 2024 was revised upwards within a
backdrop of high and persistent fluctuations in the services
basket prices, a monetary policy stance consistent with achie-
ving the target in 2025, a higher than-estimated increase in
the minimum wage, and upward pressures from the regulated
items group, particularly from energy prices. Consequently, for
2024, headline and core inflation would reach 5.9% and 5.4%,
respectively, versus the 4.0% and 4.2% projected in the Octo-
ber Report (Graphs 11 and 1.2). A high degree of uncertainty
and significant upside risks surround this forecast, including a
stronger-than-expected effect of the El Nino phenomenon on
food and energy prices than that foreseen in this Report. Addi-
tionally, there continues to be high uncertainty regarding the
impact on the regulated items basket associated with possi-
ble future fuel price adjustments to moderate fiscal pressures
on the Fuel Price Stabilization Fund (Fondo de Estabilizacion
de los Precios de los Combustibles, FEPC in spanish). Likewise,
uncertainty surrounding external financial conditions implies
a risk regarding the future trajectory of the exchange rate and
the prices that depend on it. Should inflationary pressures
materialize because of these risks, this may accentuate the
effect of indexation mechanisms, thus resulting in more per-
sistent inflation than projected in this Report.

Economic activity in 2023 would have slowed marginally
above that projected in the previous Report. In 2024, the eco-
nomy would continue to record low growth rates but recover
to reach an activity level close to its potential towards the
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Graph 1.3
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a/ Seasonally adjusted and corrected for calendar effects.

b/ 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.

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

Source: Banco de la Republica.

Graph 1.4
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a/ The historical output gap estimate is calculated as the difference between
observed GDP (four-quarter accumulation) and potential GDP (trend; four-quarter
accumulation) based on the 4GM model.

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

Source: DANE - calculations and projections by Banco de la Repiblica.
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year’s end. This course would be compatible with bringing
inflation to target. In the third quarter of 2023, gross domestic
product (GDP) registered a lower-than-expected (0.4%) annual
variation of -0.3%. Domestic demand continued to fall, mainly
because of poor investment performance, reflected in the sig-
nificant drop in imports and an additional adjustment of the
external trade deficit. Available economic indicators suggest a
quarterly decline in the fourth quarter, with annual GDP growth
of 0.9%. Investment would continue at low levels, while quar-
terly consumption would have fallen, in line with a contraction
in household spending despite a recovery in public consump-
tion. Accordingly, domestic demand would have registered a
further annual decline that would have translated into lower
imports, which, together with steady export levels, would have
resulted in a further reduction of the external trade deficit. All
this within a context of low consumer and business confidence
levels, lower credit dynamic, and a continued contractionary
monetary policy stance. As such, annual GDP growth for 2023
was revised to 1.0% from the 1.2% estimated in October (Figure
1.3). For 2024, the growth forecast remains at 0.8%, with con-
sumption continuing at levels close to those seen in 2023,
as the deceleration in private consumption is offset by the
increase in public consumption. Investment would maintain
low levels but recover in the second half of 2024, supported
by a reactivation of civil works and local investment pro-
jects. The trade balance deficit would continue to narrow. The
preceding would occur against a backdrop of slightly looser
external financial conditions and a contractionary monetary
policy compatible with achieving target inflation by mid-2025.
A GDP growth of 3.5% is expected by 2025 in an environment
of improving external demand, looser external and domestic
financing conditions, and inflation that would reach its tar-
get level. Productive overcapacity in 2024 would continue at
similar levels to those projected in October but would miti-
gate faster in 2025 than expected resulting from the recovery
in economic activity (Graph 1.4) and a less restrictive monetary
policy stance moving forward. This assessment is subject to a
high degree of uncertainty owing to both external factors, glo-
bal political tensions, and international financial conditions,
as well as domestic factors, such as incertitude surrounding
the evolution and impact of the reforms submitted to Con-
gress and the response of domestic demand to local financial
conditions.

In 2023, the country’s external imbalance as a share of GDP
(2.8%) would have experienced a significant reduction, main-
taining a similar rate through 2024. Lower domestic demand,
consistent with long-term sustainable output levels and the
convergence of inflation to the target, has contributed to the
reduction in the external imbalance and would continue to
support its downward trajectory into the forecast horizon.
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Consequently, the current account deficit as a share of GDP would decline from
6.2% in 2022 to 2.8% in 2023, reaching 2.9% in 2024. This adjustment mainly reflects
a decrease in imports from the high figures recorded in 2022, lower profits remitted
abroad by companies with foreign direct investment (FDI), higher income recei-
ved from remittances, and a rebound in service exports associated with the tou-
rism sector. The year-on-year reduction in the current account deficit improves the
country’s external position, making the economy less vulnerable to a significant
decline in global conditions.

External financial conditions have improved within a context of falling global infla-
tion, albeit at still-high levels, and a less severe slowdown in the world economy
than projected. In the United States, the Federal Reserve (Fed) held interest rates
steady at a range of between 5.25% and 5.50%, and its new economic forecasts indi-
cate this rate would ease, exhibiting a lower path than that foreseen by the Fed in
November. The U.S. economy could slow in 2024 somewhat beyond previous expec-
tations. Long-term interest rates in the United States have declined from the highs
reached in October in a setting where private consumption is slowing, and balance
is being restored in the labor market. In this framework, Colombia’s sovereign risk
premium declined to an 18-month low while the peso appreciated. However, the
world economy will continue to suffer the effects of elevated global financing costs
and the high uncertainty derived partly from geopolitical tensions and conflicts,
suggesting a relevant slowdown in external demand for the country in 2023 and
2024. This, together with lower terms of trade, would result in a fall in the national
income versus 2022. Uncertainty surrounding external forecasts and their potential
impact on the country remains high, given incertitude over the unfolding of global
conflicts (e.g., Ukraine and the Middle East), continuing geopolitical tensions, the
evolution of foreign trade, and developments in external financial conditions. This
is compounded by uncertainty regarding local economic policy and its possible
impact on Colombia’s sovereign risk perception.

A contractionary monetary policy stance has positively contributed toward redu-
cing the country’s macroeconomic imbalances. Nevertheless, although inflation
has fallen, it remains above the 3.0% target, as do most measures of inflation
expectations. The macroeconomic situation has been evolving in the anticipated
direction, with economic activity adjusting towards levels more compatible with
the economy’s productive capacity, a more sustainable external position, and
declining inflation and inflationary expectations. Credit market activity continues
to temper and, although credit risk has increased, the Colombian financial system
maintains adequate provisions, solvency, and liquidity levels, which would allow
it to face significant macroeconomic declines. Concurrently, the labor market con-
tinues to display historically low unemployment rates. Going forward, the outlook
is for inflation to continue a downward trajectory, although at a slower pace than
anticipated in the October Report, against a backdrop of falling excess productive
capacity. The aforementioned is consistent with the announcement by the Board
of Directors of Banco de la Repiblica that seeks to place inflation at close to its
3.0% target, plus or minus one percentage point, by the first half of 2025. This
macroeconomic situation, characterized by high inflation, inflation forecasts and
expectations above 3.0%, and significant upside price risks, underlines the need to
maintain a contractionary monetary policy stance that seeks the convergence of
inflation towards its target.

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
4.5
3.0

15

Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23
IR === Repo — BBI

a/ IR: interbank rate. BBI: benchmark banking indicator.
Sources: Financial Superintendency of Colombia and Banco de la Repiblica.
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1.2 Monetary Policy Decision

At its December 2023 and January 2024 meetings, the Board of
Directors of Banco de la Repiblica (BDBR) opted by majority
vote to reduce the monetary policy interest rate by 25 basis
points in each meeting, bringing it to 12.75% (Graph 1.5).
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2. Macroeconomic forecasts and risk analysis

Graph 21
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a/ In December 2023, the Central Bank of Ecuador presented a historical update in
the calculation of its national accounts, which implied a revision in the aggregate

index of economic activity of Colombia's trading partners.

Sources: Bloomberg, statistics offices and central banks. Calculations, and projec-

tions by Banco de la Repdblica.

Table 21

wvi ot Ta Tt rTa Tt T Twtw T
2023 2024 2025

Economic growth forecast of main trade partners #

United States

Eurozone 34 0.5
China 3.0 52
Ecuador 6.2 23
Brazil 3.0 31

Peru 2.7 -0.7
Mexico 39 34
Chile 24 0.0
WA trade partners ?/ 36 22

0.8
A
09
16
22
22
19
17

Main Partners 2022 2023 2024 2025
(pre) (proj) | (proj) | (proj)
19 2.5 13 1.8

17
4.3
23
20
29
20
24
23

(pre): preliminary, (proj): projected
a/ Weighted average based on trade contribution.

Sources: Bloomberg, Focus Economics, national statistics offices, and central

banks (observed data), calculations and projections by Banco de la Repiblica.

2.1 International Outlook

211 Foreign Demand

The country’s relevant external demand would slow further
in 2024 before recovering in 2025 (Graph 21). In 2023, the
deceleration in external demand proved to be less pronoun-
ced than anticipated in the October Report. This divergence
can be attributed to the robust economic performance expe-
rienced by key trading partners, including the United States,
Mexico, and Brazil', notwithstanding the economic downturns
experienced in Peru, Chile, and Ecuador? and China’'s modest
economic growth? (Table 2.1). Looking ahead to 2024, the dece-
leration in external demand is expected to persist amidst
heightened global uncertainty. This phenomenon is unders-
cored by the cumulative impact of contractionary monetary
policy measures, sluggish growth in international trade, and
the persistence of geopolitical and trade tensions on a glo-
bal scale. Concurrently, inflation levels are anticipated to lin-
ger above the target thresholds set by some central banks in
advanced economies (Graph 2.2). Conversely, the trajectory of
monetary policy adjustments (Graph 2.3) undertaken by some
regional partners, notably Brazil, Chile, and Peru, is expected
to continue, driven by the observed moderation in inflation
and its expectations. Consequently, the growth forecast for
trading partners in 2024 remains at 1.7%, signaling a decelera-
tion compared to the 2.2% estimated for 2023 Looking further
into 2025, a rebound in growth to 2.3% is anticipated, albeit
still trailing below historical averages. This recovery is contin-
gent upon inflation converging towards target levels and cen-
tral banks executing measures to normalize monetary policy.
However, persisting high uncertainty continues to surround
these projections, primarily driven by the effects of restric-
tive monetary policies on global economic activity, escalating
geopolitical tensions, ongoing trade disputes at the interna-
tional level, enduring structural challenges in China, and the
potential disruptions stemming from adverse climatic events.

1 Forthe third quarter of 2023, U.S. real GDP grew by 4.9% quarterly annua-
lized (g.a.), and preliminary data indicates that GDP for the fourth quarter
increased by 3.3% quarterly annualized. In Mexico, investment has regis-
tered significant growth, while in Brazil exports have favored the good
performance of its economic activity.

2 In December 2023, the Central Bank of Ecuador presented a historical update
in the calculation of its national accounts, which implied a revision in the
aggregate index of economic activity of Colombia’s trading partners.

3 In the fourth quarter of 2023, the Chinese economy grew by 5.2% annu-
ally, below market expectations (5.3%). For the whole of 2023, growth was
5.2%, higher than the target set by the Chinese government (5.0%) but
below its average between 2001 and 2022 (8.4%).

4 The October Report forecast a growth of 2.0% for 2023. The historical average
annual growth of trading partners between 2001 and 2022 is 2.94%.

13



Macroeconomic forecasts and risk analysis

Graph 2.2
Inflation, select main trading partners

A. Headline Inflation

B. Inflation excluding food and energy
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Graph 2.3

Monetary policy interest rate, select main trading partners

A. Developed Economies

B. Latin America
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Graph 2.4
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2.1.2 International Prices

The forecast horizon has seen a downward revision in oil pri-
ces from the previous Report, attributed to increased crude
oil supply and moderated demand for certain derivatives
(Graph 2.4). In the fourth quarter of 2023, the average Brent
crude oil price was close to USD 83 per barrel (bl), marking
a decline from the previous quarter. From the beginning of
this year to January 24, prices have continued on a downward
trajectory, averaging USD 78 bl. This descending trend can be
partially attributed to heightened oil production in non-OPEC+
countries, notably the United States®. Additionally, improved
gas supply in Europe, increased adoption of energy-efficient

5 Also, the observed and expected increase in production in Canada, Nor-
way, Guyana, and Brazil, along with Iran’s oil supply, which continues in
the market.
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Sources: Benigno, di Giovanni, Groen, and Noble, “A New Barometer of Global
Supply Chain Pressures” Federal Reserve Bank of New York Liberty Street
Economics.
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practices, and reduced demand for select derivatives have
contributed to the downward adjustments in the internatio-
nal oil price trajectory outlined in this report. Nevertheless,
the price decline is expected to be constrained by voluntary
extraction cuts imposed by OPEC+ and demand sustained from
economic activity in China and India. Accordingly, the projec-
ted average price for Brent is set at approximately USD 79 bl
in 2024 (down from USD 84 bl in the October Report) and USD
77 bl for 2025. However, uncertainty over the path of oil pri-
ces remains high owing to geopolitical tensions and potential
future decisions by OPEC+.

In 2024, a reduction in the terms of trade is anticipated, dri-
ven by lower prices of exported goods in US dollars. Forecasts
indicate a steeper deterioration in Colombia’s terms of trade
for the current year compared to the previous Report's pro-
jections. This can be credited to downward revisions in ave-
rage international price forecasts for key export commodities,
including oil, coal, and coffee. However, this decline is expec-
ted to be partially mitigated by decreases in the price of inter-
mediate goods imported by the country in US dollars.

In 2024, global inflation is expected to continue its downward
course, albeit persisting above the targets set by some
advanced economies’ central banks. In November 2023, head-
line and core inflation rates among members of the Organiza-
tion for Economic Cooperation and Development (OECD) stood
at 5.4% and 6.3%, respectively, following a peak observed in
October 2022 (10.7% for headline inflation and 7.8% for core
inflation). This decline was primarily driven by reductions in
energy and food prices, a deceleration in global demand, and
the normalization of global supply chains (Graph 2.5). Conver-
sely, the moderation of core inflation has been more gradual,
owing to tight labor markets, wage growth outpacing observed
inflation, and persistent pressures in the services sector. In its
November report, the OECD forecasted an increase in the ave-
rage headline inflation rate among G20 countries from 6.2% in
2023 to 5.8% in 2024 (previously projected at 4.8% by 20249).
In the United States, annual headline inflation rose from 31%
in November 2023 to 3.4% in December 2023 due to a lesser
decline in energy and the price of goods. Additionally, annual
core inflation moderated from 4.0% in November 2023 to 3.9%
in December (Graph 2.2). In the Eurozone, headline inflation
increased to 2.9% in December 2023, up from 2.4% in the pre-
vious month, driven by base effects in the energy component.
Core inflation in the Eurozone for the same period tempered
to 3.4%, down from 3.6% in the previous month Graph 2.2). Loo-
king ahead to 2024, headline inflation in these economies is
expected to decrease but remain above their respective tar-

6  The upward revision in the inflation forecast by this organization is due to
the expectation that energy and gasoline prices will remain high through-
out 2024.

15



Macroeconomic forecasts and risk analysis

Graph 2.6
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gets’; this is anticipated in a context of high uncertainty, with
lingering risks of potential increases in international transpor-
tation costs stemming from issues in the Panama Canal and
Suez Canal, as well as a less significant drop in the prices of
goods compared to observed trends.

2.1.3 International Financial Developments

For 2024, it is anticipated that the U.S. monetary policy inte-
rest rate reductions will commence towards the latter half of
the year. Furthermore, in 2025, this interest rate is expected
to continue its decline (Graph 2.6). During its December 2023
meeting, the Federal Open Market Committee (FOMC) opted to
maintain its monetary policy interest rate unchanged within a
range of 5.25% to 5.50%® for yearend. This decision persisted
through the subsequent January 2024 meeting. The median
of the latest FOMC projections now indicates a lower interest
rate by the end of 2024, projected at 4.6% and 3.6% by the
end of 2025 (down from 51% and 3.9% in the previous Report,
respectively)®. These adjustments coincide with improvements
in labor market dynamics, alongside mixed signals in recent
inflationary trends™ and a deceleration in economic activity
within the country. Moreover, in recent months, futures asso-
ciated with the policy interest rate suggest an earlier and swif-
ter reduction in this rate™. Consequently, this Report envisages
a Federal Reserve interest rate reduction commencing towards
the end of the first semester, with an expected range of 4.50%
to 4.75% by the end of 2024. In 2025, interest rate reductions
are forecasted to persist, with rates expected to range between
3.50% and 3.75% by December of that year, aligning with the
convergence of inflation towards its target.

7  Conversely, in 2023, some countries in the region, such as Brazil, Chile,
and Peru, presented significant reductions in their headline inflation lev-
els. In addition, at the end of the year, twelve-month inflation expecta-
tions were within their target range.

8 At its January 25 meeting, the European Central Bank (ECB) kept its
benchmark interest rates stable and the market is now contemplating
reductions, which would begin in the first half of 2024.

9  Compared to the September Report, the median of the FOMC's new pro-
jections revised downward the estimate of the implicit consumption
deflator (PCE) for the end of 2024 and 2025, from 2.5% to 2.4% and from
2.2% to 21%, respectively. It also estimates lower real GDP growth for the
end of 2024, from 1.5% to 1.4%, versus the previous Report.

10 Prior to the December 12-13 meeting in 2023, the FOMC noted a downward
surprise in October headline and core inflation (3.2% and 4.0%, respec-
tively) versus market expectations (3.3% for headline and 4.1% for core).
However, after the meeting, headline (3.4%) and core (3.9%) inflation for
December were above the market consensus (3.2% for headline and 3.8%
for core).

11 For yearend 2024 and 2025, the futures associated with the monetary
policy interest rate, taken on 24 January 2024, are situated at 4.10% and
3.48%, respectively, compared to 4.85% and 4.46% for those taken on 17
October 2023.
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This represents a downward adjustment to the Federal Reser-
ve's interest rate projection for the entire forecast horizon.
Uncertainty surrounding this variable remains heightened,
driven by several factors, including the recent easing of inter-
national financial conditions, persistent apprehensions regar-
ding fiscal sustainability in the United States, the lag effects
of monetary policy on U.S. economic activity, and the ongoing
geopolitical tensions.

In 2024 and 2025, Colombia’s risk premium is expected
to remain above its historical average (Graph 2.7). Throu-
ghout the fourth quarter of 2023, major volatility indicators
in international markets witnessed a significant moderation,
reverting to pre-pandemic levels. This, coupled with the end
of the cycle of policy rate hikes in advanced economies, the
recent decline in long-term interest rates on debt securities
and credit spreads, the improvement in stock indexes, and
the alleviation in inflation expectations, among other factors,
has resulted in more accommodating international financial
conditions. Consequently, the risk premiums of numerous
emerging countries experienced substantial declines (Graph
2.8, panel A). For Colombia, the average five-year credit default
swap (CDS) decreased from 219 basis points (bp) in the third
quarter of 2023 to 208 bp in the fourth quarter, further drop-
ping to 174 bp as of January 24 this year. Similarly, the curren-
cies of regional countries, excluding Chile, appreciated as of
January 24 this year relative to their averages during the fourth
quarter of 2023 (Graph 2.8, panel B). Aligned with these trends,
a lower trajectory for the risk premium is forecasted compared
to the October Report, averaging 198 bp in 2024 (down from
the 249 bp projected previously) and 207 bp in 2025. This path
accounts for local factors such as the reduction of the current
deficit, persistent uncertainty surrounding domestic econo-
mic policy linked to pending reform bills before Congress, and

Behavior of nominal exchange rate and risk premium for select Latin American countries
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Graph 2.9
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Consumer Price Index (CPI)
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risks associated with the evolution of fiscal accounts and their
implications on public debt levels, which are not expected to
regain investment grade status or pre-pandemic levels within
the next two years. Additionally, the trajectory considers ele-
vated global uncertainty and the presence of geopolitical con-
flicts on the global stage.

2.2 Macroeconomic Projections™

2.2.1 Inflation

Consumer inflation is projected to continue on track toward
convergence with the long-term target, albeit more gradua-
lly than expected in the previous Report. For the years 2024
and 2025, favorable conditions are expected to facilitate the
continued gradual reduction of inflation until it reaches the
3.0% target. These conditions consider the stance of monetary
policy, negative output and real exchange rate gaps (Graph 2.9),
moderation in inflation expectations, and the complete dis-
sipation of supply shocks. The latter is anticipated due to an
expected decline in international commodity prices, including
oil and imported manufactured goods. However, owing to the
past accumulated price pressures and their resulting inertia on
inflation in Colombia, inflation is projected to remain above the
target throughout 2024, converging to 3.0% by mid-2025. Com-
pared to the October Report, the delay in convergence is attri-
buted to higher labor costs expected in 2024, sharper increases
in electricity tariffs observed towards the end of 2023, and infla-
tion persisting more than anticipated, particularly in the ser-
vices and regulated item baskets. This is anticipated to result
in slower inflationary reductions during 2024. Nevertheless, it
is foreseen that the anticipated monetary policy stance would
be conducive to achieving the target by 2025. These forecasts
also consider the potential impact of an El Nifio phenomenon,
with transitory and moderate effects on inflation, as well as
estimated effects of health taxes and observed and anticipated
increases in fuel prices. Notably, in the case of diesel (ACPM, fot
its acronym in Spanish)®, these increases are expected to affect
both cargo and passenger transportation directly. With these
considerations, total annual inflation is forecasted to reach 5.9%
and 2.8% by the end of 2024 and 2025, respectively (Graph 2.10).

The decline in headline inflation would go hand in hand with a
significant moderation in core inflation, which would also con-
verge to 3.0% over the forecast horizon. This is due to a rapid

12 Projections assume active monetary policy wherein Banco de la Republi-
ca’s monetary policy interest rate is adjusted to guarantee compliance
with the inflation target.

13 The price of ACPM is expected to start increasing at the end of the first
quarter of this year and into the beginning of 2025 in order to close the
gap with the international price.



Graph 211
CPI excluding food and regulated items
(annual change, end-of-period)

(percentage)
11.0

10.0
9.0
8.0 *a,
70
6.0 e, .

5.0 .......

4.0 ’ )

.

3.0

20
1.0

0.0

vl T ot rTalTwmbw] T Twlw rTaTmhw
2021 2022 2023 2024 2025

October Report —— January Report

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

Graph 212
CPI for foods
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fall in the annual change in the CPI for goods, which would
approach levels close to 3.0% by mid-2024. Compared to the
October Report, there have been no significant changes in the
anticipated trajectory for the goods basket, which is expected
to continue benefiting from reductions in certain internatio-
nal prices, moderation in global inflation, and exchange rate
dynamics. However, the annual change in the CPI for services
is expected to exhibit a slower decline, with projections sug-
gesting it will continue above 4.0% by the end of 2025. These
trends are influenced by various factors outlined earlier, inclu-
ding the impact of price indexation mechanisms and the stic-
kiness observed in significant components such as rents. The
upward revision in this basket is also attributed to heightened
labor costs linked to a larger-than-anticipated increase in the
minimum wage, greater adjustments observed in utilities, evi-
dence of increased inflationary persistence in service prices
towards the end of 2023, and a higher inflation forecast for
yearend 2024, which would exert upward pressure on 2025 via
indexation mechanisms. Consequently, the forecast trajectory
for annual core inflation has been adjusted upwards, with
estimates now standing at 5.4% at the end of 2024 and 3.3% at
the close of 2025 (Graph 2.11).

Food prices are expected to continue contributing to the
decline in inflation throughout 2024 and 2025. This trend is
underpinned by favorable domestic supply conditions and the
absence of significant pressures stemming from input costs
and imported agricultural products. However, it is anticipated
that the current El Nino phenomenon will temporarily disrupt
the downward trajectory of the annual variation in the CPI for
food at around mid-2024 yet have moderate effects on pri-
ces, aided by a low statistical base of comparison. The pro-
jected path also accounts for the impacts of health taxes and
rising labor and freight costs, the latter due to the announced
adjustment in the price of diesel (ACPM). Compared to the pre-
vious Report, the forecast for the first half of 2024 has been
revised downwards, reflecting sharp price declines obser-
ved towards the end of 2023, which suggests more favorable
supply conditions than initially anticipated. Conversely, chan-
ges in production cycles identified from available information
for certain perishable foods have led to an upward adjustment
in the forecast path for the end of 2024 and the beginning of
2025. Accordingly, it is expected that the annual change in the
CPI for food reach 4.3% and 0.1% by the end of 2024 and 2025,
respectively (Graph 2.12).

Changes in the CPI for regulated items are anticipated to con-
tinue exerting upward pressure in 2024, although to a les-
ser extent than in 2023, gradually declining throughout the
forecast horizon. The annual variation of the CPI for regula-
ted items is expected to consistently surpass headline infla-
tion figures until mid-2025 when a declining trend would
commence. This behavior accounts for the effects of price
indexation at still high though slightly lower rates, alongside
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Graph 213
CPI for regulated items
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Bank and stockbroker inflation forecast
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significant adjustments in items associated with transporta-
tion. In forecasting the fuel CPI, consideration was given to the
observed closure of the gap between the domestic price of
gasoline and its international counterpart, with expectations
for this alignment to persist in line with the referenced fac-
tors. The forecast path has been revised upwards compared
to the October Report, bolstered by higher-than-projected
increases in electrical energy prices towards the end of 2023,
greater hikes in transportation costs, and a heightened role of
indexation in 2025, as a result of a higher anticipated level of
inflation by yearend 2024. Consequently, the annual variation
of the CPI for regulated items is forecasted to reach 8.5% by
the end of 2024 and 2.9% by the end of 2025 (Graph 2.13).

Short-term inflation expectation indicators persist notably
above the target yet approach the target in the medium and
long terms. Since October, there has been a discernible decline
in certain indicators. The expectations of economic analysts,
obtained from the monthly survey conducted by Banco de la
Republica between January 11 and 15 (Graph 2.14), suggest a
year-end total median inflation expectation excluding food to
stand at 5.4% by the end of 2024, mirroring the forecasts from
the October survey (5.3% and 5.4%, respectively). By the end
of 2025, these projections fall to 3.8% and 3.7%, respectively.
Two- and five-year ahead inflation expectations reflect median
expectations of 3.6% (compared to 4.0% in October) and 3.0%
(unchanged from October), respectively. Furthermore, as of
January 25, estimates derived from public debt bond data,
adjusted for inflation and liquidity risk premiums (break-even
inflation: BEI), indicate lower inflation expectations. The two,
three, and five-year ahead expectations are recorded at 5.2%,
4.8%, and 4.4%, respectively, as compared to figures from
October (6.0%, 5.6%, and 4.9%, respectively).

2.2.2 Economic Activity

During the final months of 2023, economic activity would
have exhibited lower-than-anticipated levels, prompting a
downward revision in growth forecasts for the fourth quar-
ter and the year as a whole. Available indicators, notably the
Economic Tracking Indicator (ISE; Graph 215) to November
and a few indicators to December, such as energy demand,
the movement of solid bulk cargo along Colombian roads, and
commercial bank transactions, suggest a marginal decrease
in economic activity compared to the preceding quarter. This
would translate to an annual growth rate of approximately
0.9% for the fourth quarter, down from the previous Report’s
1.2%, although remaining positive due to the comparably
weak performance observed a year earlier (Graph 216). On
the supply side, secondary sectors, particularly manufacturing
and construction, continue to display restrained performance,
marked by consecutive declines in manufacturing activity
and very low levels of construction dynamics, both in buil-
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dings and civil works. Conversely, primary and tertiary sectors
are anticipated to record positive annual growth, buoyed by
increased activity in agricultural production, including coffee
and livestock, as well as potential stimulus from large-scale
concerts and events, such as the Bogota Automobile Show,
that drive the commercial services, lodging, and cultural and
entertainment sectors. Considering the aforementioned fac-
tors, the Colombian economy is expected to register a modest
annual growth of 1.0% throughout 2023, slightly below the 1.2%
projection in the previous Report.

The continued downturn in economic activity can largely
be attributed to a significant deterioration in investment
dynamics. Throughout the fourth quarter, gross fixed capital
formation would have recorded the largest annual and quar-
terly decrease. The decline in this segment would have been
concentrated in the transportation equipment category. It is
worth noting that investment in machinery and equipment
had reached historically high levels in 2022, and despite the
reduction observed in 2023, including the fourth quarter, its
levels remain elevated compared to pre-pandemic levels.
Construction investment is also expected to exhibit lacklus-
ter performance by yearend, with subdued annual growth in
the housing sector and continued annual contraction in civil
works and other infrastructure projects, maintaining levels
significantly below those before the pandemic. Furthermore,
for the fourth quarter, a significant annual decline in gross
capital formation is expected, notably larger than that of fixed
investment, primarily driven by recent trends in the inventory
variation component, alongside its associated statistical dis-
crepancy. Consequently, this component is anticipated to be
the primary driver of the annual decline in domestic demand.

Private consumption is expected to continue its gradual slow-
down in the fourth quarter, a trend likely offset by improved
performance in public consumption. For this quarter, a nearly
zero annual variation and a marginal decline in private con-
sumption levels are expected, as indicated by various availa-
ble metrics, including the tertiary Economic Tracking Indicator
(ISE), retail sales, transaction data from select commercial
banks, consumer credit disbursements, and imports of dura-
ble consumer goods. It is noteworthy that the restraint in pri-
vate consumption has persisted against a backdrop of limiting
financial conditions, with a more pronounced impact on goods
consumption compared to services. The latter has remained
robust, buoyed by high levels of entertainment-related acti-
vities occurring in the latter part of the year. Despite these
trends, private consumption is expected to remain substan-
tially elevated, approximately 18% higher than pre-pandemic
levels. Public consumption is expected to witness a slight
quarterly uptick, partially attributed to expenditures asso-
ciated with regional and local elections held in October. The
annual acceleration of this component, largely attributed to a
low base of comparison, is expected to offset the moderation
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Graph 217
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in private consumption, thereby sustaining total consumption
growth at levels similar to those observed in the preceding
two quarters.

It is anticipated that net external demand will continue con-
tributing positively to annual GDP growth. By the fourth quar-
ter of 2023, exports in constant pesos are estimated to have
stabilized at levels similar to the previous quarter, facilitating
annual growth (Graph 2.17). Both exports of goods and services
are expected to remain relatively steady at the margin. Nota-
bly, the latter is expected to benefit from continued inbound
tourism, as indicated by data on arrivals to the country. Con-
versely, preliminary figures from the National Tax and Customs
Authority (DIAN) as of December (Graph 2.18) suggest that
imports would have registered levels akin to the third quarter,
albeit with a significant annual decline due to a high base of
comparison. In the fourth quarter, purchases of durable con-
sumer and capital goods are projected to decrease compared
to the previous quarter, while imports of intermediate goods
are anticipated to increase over the same period. As a result,
the trade deficit in constant pesos is expected to remain at
levels similar to the third quarter, which, in any case, are lower
than those observed in 2022 and even pre-pandemic levels.

In 2024, the economy is expected to maintain a sluggish
growth pace, consistent with previous forecasts, and see a
projected recovery in 2025, in line with the convergence of
inflation towards the 3.0% target and GDP towards its poten-
tial level. The central scenario envisages a gradual reduction
in external interest rates, a contractionary domestic mone-
tary policy for a significant portion of the forecast period,
and persistently low confidence indices among consumers
and business owners. These factors collectively suggest that
economic activity will sustain a modest growth trajectory
throughout 2024. However, as inflation approaches the target,
domestic financing conditions are anticipated to ease, foste-
ring a rebound in the growth rate. This recovery is expected
to be more pronounced in 2025, bolstered by growing exter-
nal demand. Against this backdrop, total consumption in early
2024 is projected to remain stable compared to 2023 levels,
with the public sector contributing more to growth than the
private sector. As the year progresses, total consumption is
forecasted to resume growth, driven by a resurgence in private
consumption alongside continued expansion in public expen-
diture. Regarding investment, the subdued activity observed
in 2023 is anticipated to persist at least during the initial half
of the year, primarily attributed to reduced investment in hou-
sing and machinery and equipment. However, a gradual posi-
tive trajectory is envisaged for the latter half of 2024, buoyed
by the reactivation of civil works, advancements in 5G infras-
tructure projects, and local investment initiatives such as the
Bogota subway project, among others. Nonetheless, invest-
ment levels in civil works are expected to remain relatively
low. In 2024, the contribution of net external demand to GDP
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growth is expected to diminish significantly compared to pre-
vious years, owing to moderate export growth and no further
declines in imports. Accordingly, the Colombian economy is
forecasted to expand by 0.8% throughout 2024 (Graph 2.19),
mirroring the projections of the previous Report, with output
levels forecast to remain below potential GDP. Looking ahead
to 2025, the economy is poised to enter a more pronounced
recovery phase, driven by reduced domestic financing costs
and heightened dynamism in domestic demand and exports,
paving the way for an anticipated annual growth rate of 3.5%.

In 2024, the unemployment rate (UR) is anticipated to rise in
line with the economic slowdown. The information available
as of November from the Integrated Household Survey (GEIH
for its Spanish acronym) indicates a labor market experien-
cing a fall in employment, primarily driven by the non-salaried
segment. Moreover, recent months have seen an increase in
the inactive population, leading to a decrease in the global
labor force participation rate (GPR) to 63.9%. Consequently,
despite a reduction in labor supply, the national UR for the
rolling quarter ending in November rose compared to October,
reaching 10.0%". Given the recent labor market dynamics and
the economic activity projections in this Report, the seasona-
lly adjusted national UR is expected to increase in 2024, avera-
ging between 9.3% and 12.4%, with 10.8% being the most likely
value. For the urban area, the unemployment rate is expected
to rise throughout 2024, with 10.5% as the most likely value
(between 9.0% and 12.1%). These projections signify an upward
revision compared to the October forecast, attributable to the
deteriorating labor market conditions observed in the final
quarter of 2023. Given these developments, estimates of a UR
consistent with stable inflation (Nairu: non-accelerating infla-
tion rate of unemployment) suggest a convergence towards its
long-term value over the forecast horizon. This would serve to
mitigate inflationary pressures linked to wage costs from labor
market dynamics, although regulatory pressures, particularly
due to minimum wage adjustments, would persist.

The moderation in economic growth throughout 2023 facilita-
ted a significant reduction in the economy’s excess demand,
a process anticipated to conclude by early 2024. Accordingly,
the output gap is forecasted to shift into negative territory
during this period, with the excess productive capacity nea-
ring dissolution by the end of 2025, aligning with heightened
economic activity. In the fourth quarter of 2023, the annual
output gap continued narrowing, driven by adjustments in
domestic demand and amid persistently tight domestic finan-
cial conditions. The central scenario foresees an annual output
gap by the end of 2023, similar to that of the previous Report,
standing at 0.8% (Graph 2.20). Subsequently, from the second
quarter of 2024 onwards, the gap is expected to transition

14  See Chapter 3 of this Report for additional information.
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Graph 2.21
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January Report.

Source: Banco de la Republica.
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into negative territory and is projected to reach approxima-
tely 1.2% by the year's end. Looking ahead to 2025, the output
gap is anticipated to diminish faster than expected, nearing
dissolution by the year's end, primarily attributed to a less
restrictive monetary policy stance. These estimates also incor-
porate potential growth (reflected in four-quarter cumulative
GDP) akin to that outlined in the preceding Report across the
forecast horizon, standing at 2.8% for both 2024 and 2025. It's
important to note that the uncertainty surrounding these esti-
mates remains high due to internal and external risks, as men-
tioned in other sections of this Report.

2.2.3 Balance of Payments

In 2023, the current account deficit is projected to have con-
tracted to 2.8% of GDP, marking a significant correction com-
pared to the 6.2% of GDP recorded in 2022 (Graph 2.21)®.
This adjustment underscores the moderation of domestic
demand and reduces the economy’s susceptibility to exter-
nal shocks. The adjustment of the trade deficit is expected to
be the primary driver in this reduction in external disparity
in 2023. Specifically, this involves a decline in imports within
the context of an economic slowdown, low investment levels,
and a moderation in domestic demand. Additionally, the nor-
malization of international prices for raw materials further
reinforced this trend. Specifically, imports experienced a more
significant reduction than exports, driven by lower traditional
export goods prices'. Moreover, the correction of the services
deficit also played a role in rebalancing the current account in
2023. The export of services benefited from the robust perfor-
mance of the tourism sector, which surpassed pre-pandemic
levels. Conversely, imports of services declined due to lower
international freight costs. The lower factor income deficit is
also instrumental in closing the external disparity, driven by
elevated yields on international reserves and reduced profits
remitted abroad by companies with foreign direct investment
(FDI), which offset higher interest payments on external debt.
Lastly, increased workers’ remittances bolstered the surplus
in current transfers, resulting in a substantial surplus” in this
category.

A current account deficit of 2.9% of GDP is anticipated for
2024. The marginal widening of the deficit primarily stems

15  Forthe fourth quarter of 2023, a current account deficit of close to 2.9% of
GDP is expected, lower than the 5.8% of GDP observed in the same period
of 2022. Year-end figures would be mainly explained by the lower deficit
forecast for factor income and the reduction in the services deficit.

16 Special aircraft re-export operations limited a further decline in export
revenues.

17 Workers' remittances are expected to increase in 2024 due to high lev-
els of Colombian migration abroad observed in 2022 and 2023, as well
as tight labor markets in several countries where Colombian migrants
reside.
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from a more significant trade imbalance in goods, influenced
by further declines in international prices of essential com-
modities such as coal, oil, and coffee®. Although imports are
expected to continue decreasing, albeit at a slower pace due
to subdued economic growth and lower global commodity
prices. The increase in the current account deficit is antici-
pated to be restrained by continued robust growth in tourism
exports, normalization of freight costs, lower profits for select
foreign direct investment (FDI) companies, and high levels
of workers’ remittances. Regarding savings and investment
aggregates, the deficit correction observed in 2023 aligns with
reductions in the public sector imbalance and adjustments in
investment patterns alongside the deceleration of private sec-
tor consumption. However, for 2024, the expected widening of
the external imbalance is mainly explained by the slight reco-
very of private investment. It is worth noting that uncertainty
surrounding current account forecasts is linked to variables
such as the future evolution of international commodity pri-
ces, international financial conditions, the cost of external
financing, and the degree of adjustment in domestic demand,
among other factors.

Similar to 2023, in 2024, Foreign Direct Investment (FDI) would
remain the primary source of external financing, albeit with
a declining trend. Throughout 2023, the nation sustained
access to external resources, with FDI maintaining its pivo-
tal role in financing. This was facilitated by reduced financing
requirements in the public sector owing to fiscal adjustments,
while the private sector accumulated assets abroad. Moving
into 2024, FDI is expected to persist as the principal financing
source, yet at reduced levels compared to the previous year,
reflecting a backdrop of subdued growth and lower interna-
tional commodity prices. Access to external resources in both
years occurs in an environment of higher long-term interest
rates in the United States compared to pre-pandemic levels,
alongside a Colombian risk premium remaining above histo-
rical averages.

2.2.4 Monetary Policy and Interest Rates Expected by Analysts

The median analyst expectation for the first-quarter policy
interest rate is 12.7% for 2024 and would reach an average
of 9.2% for the fourth quarter of the year (Graph 2.22). The
median response to Banco de la Republica’s monthly sur-
vey of analyst expectations, conducted at the beginning of
January, indicates that the policy interest rate during the first
quarter of 2024 is expected to stand at 12.7% and to gradually
decrease throughout 2024, reaching 9.2% in the fourth quar-
ter of that year. Looking ahead, at the end of the two-year
horizon, analysts foresee the prevailing policy rate to stand

18 In addition to this, there will be no one-off operations such as aircraft
re-exports in 2023.
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at 5.8%"™. The policy interest rate path outlined in the Bank’s technical staff fore-
cast, as presented in this Report, is consistent with the announcement made by
the Board of Directors in November 2024, wherein inflation is anticipated to stand
around 3.0%, within a range of plus or minus one percentage point over a twelve
to eighteen-month horizon. This trajectory, on average, is higher than that pre-
dicted by the market's expectations over the forecast horizon, according to the
January 2024 survey. It is worth noting that, by yearend 2024, analysts anticipate
higher inflation and growth rates relative to the figures projected by the Bank's
technical staff.

2.3 Balance of Macroeconomic Risks

The current risk balance is characterized by elevated levels of uncertainty, par-
ticularly regarding inflation, which maintains an upward bias. The predictive
densities (PD) exercise?, designed to evaluate the risk balance across multiple
variables within the macroeconomic forecast, continues to reflect a heightened
state of uncertainty concerning the various elements influencing economic beha-
vior and shaping the macroeconomic scenario. On the external front, this Report
continues to outline high levels of uncertainty concerning oil prices, external
financial conditions, the economic activity dynamics among trading partners, and
global food prices, in a context of armed conflicts, escalating trade tensions, and
persistent uncertainty regarding local economic policies and their impact on the
country’s risk perception. On the domestic front, risks are skewed towards the
upside regarding the impact of climatic shocks on inflation and the level of per-
sistence of inflation in some baskets, notably in services. Additionally, the risk
balance on economic activity growth has a downward bias, largely due to the
potential for an extended restrictive policy stance given the lingering upside risks
on inflation, alongside uncertainty surrounding the evolution of local economic
policies.

Externally, notable risk factors include geopolitical conflicts, the fracturing of
international trade, and potential increases in the cost of external financing.
The PD exercise incorporates a moderate downside risk to global growth and a
moderate upside risk to Colombia’s sovereign risk premium. Geopolitical tensions,
ongoing trade fragmentation, and a subdued economic outlook in China explain
the former, while the latter stems from indirect effects of geopolitical tensions,
heightened uncertainty regarding fiscal policies and public debt dynamics, and
recent announcements affecting rating agencies’ outlooks. Oil prices, the Fede-
ral Reserve’s interest rate, and external inflation are deemed as balanced risks.
Upside risk factors for oil prices, such as escalated war conflicts, are counterba-
lanced by downsides linked to the termination of OPEC+ production agreements
and potential economic slowdown in China. Similarly, while transport costs and a
higher neutral rate pose upside risks to the Fed interest rate, potential slowdowns
in U.S. economic growth or financial stability issues present downside risks. Exter-
nal inflation confronts upside risks from trade fragmentation and an escalation of

19  Corresponds to the current monetary policy interest rate expected by the median of analysts for
the average of the fourth quarter of 2025.

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 pronésti-
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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geopolitical tensions, mitigated by potential greater-than-estimated slowdowns in
global growth.

Trajectories for both headline and core inflation are predominantly influenced by
upside risks, primarily associated with the impact of climatic shocks on inflation
and the level of persistence of inflation in the services basket (Graphs 2.23 and
2.24). The predictive densities (PD) exercise on prices involves the amalgamation of
factors contributing to upside risks in inflation, with their relevance varying across
different baskets. Specifically, the potential for the El Nino phenomenon to have
more pronounced effects than initially envisioned introduces upside risks in food,
regulated items, and services inflation, mainly through food away from home. These
risks are anticipated to persist until the second half of 2024, after which they are
expected to diminish. On the other hand, upward pressures stemming from more
substantial increases in labor costs, resulting from a greater pass-through of mini-
mum wage adjustments to other wages beyond what is envisaged in the central
path, introduce upward risks across most baskets, notably in services. Moreover,
services inflation faces the risk of heightened persistence in elevated adjustments,
fueled by increased indexation mechanisms amidst high inflation and robust acti-
vity levels in the services sector.

Graph 2.24
CPI excluding food and regulated items, predictive density #/-*/
(annual change, end-of-period)
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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-
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b/ The probability distribution is derived from the forecasting exercise of the
January Report.

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

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

Source: DANE; calculations and projections by Banco de la Republica.
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Graph 2.25

GDP, four-quarter cumulative, predictive density b/ </

(annual change)

The GDP growth trajectory exhibits a downward bias across the forecast horizon
(Graph 2.25). This inclination primarily stems from upside biases on inflation, which
pose the risk of necessitating a more extended period of tight monetary policy to
ensure convergence of inflation to the target. It is worth highlighting that upside
risks to both domestic and external financing conditions contribute to a downward
bias on investment. Subdued levels of observed and projected investment repre-
sent a downside risk to the economy’s growth trend. Consequently, the growth
trajectory and the output gap manifest downside risks throughout the forecast
horizon (Graph 2.26).

In summary, the risk balance maintains relatively high levels of uncertainty, cha-
racterized by an upward bias for inflation and a downward bias for growth across
the forecast horizon. In this context, there is a 90% probability that headline infla-
tion will fall between 3.2% and 10% by the end of 2024 and between -0.6% and
6.2% by the end of 2025. Similarly, with the same degree of certainty, core inflation
would fall between 3.6% and 7.9% at the end of 2024 and between 0.6% and 6.4%
for the fourth quarter of 2025. The probabilities that headline and core inflation
will be below 4.0% by the fourth quarter of 2024 stand at 10% and 9.0%, respecti-
vely, increasing to 73% and 63% by the end of 2025. Regarding economic activity,
with a 90% probability, annual GDP growth is estimated to fall between -1.0% and
2.0% for 2024 and between 1.4% and 5.6% for 2025.

Graph 2.26
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b/ The probability distribution is derived from the forecasting exercise of the
January Report.

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

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
January Report.

Source: DANE, calculations and projections by Banco de la Repiblica.
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3. Current Economic Situation

Graph 31 3.1 Inflation and price behavior
CPI and core inflation indicators

(annual change) . . .
anne " By December 2023, annual consumer inflation had been decli-

ning for three consecutive quarters yet continued well above
the 3.0% target. The year-over-year change in the consumer
price index (CPI) for December closed in the single digits
(9.28%), lower than the September (10.99%) and June (12.13%)
figures (Graph 3.1). Core inflation (excluding food and regulated
items), which ended close to 10.5% in the second quarter, fell
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Graph 3.2 index (PPI) representative of internal supply and its year-
PPI by origin on-year adjustment in both its local (2.62%) and imported
(annual change) (-8.90%) components (Graph 3.2)'. Despite the observed infla-
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300 target due to idiosyncratic factors such as the price indexation
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160 due to a stable exchange rate. Excess production capacity
B also fell, lessening the upward pressure on prices as demand
130 weakened. This was further enhanced by the high comparison

base resulting from the VAT being reinstated in certain cle-
aning and medical products during the second half of 2022,
\ which caused more noticeable declines in the goods CPI?
annual adjustments during the second half of 2023. However,
this segment continues to exhibit steep price increases asso-
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Graph 3.4
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ciated with inflationary pressures attributable to higher labor
costs® and some significant adjustments in the prices of cle-
aning products, stationery, beer, and cigarettes, with annual
variations surpassing 12% in December.

The persistence of inflation has been particularly apparent in
the services CPI, a segment highly indexed to past inflation
and minimum wage adjustments. The annual change in the
services CPI stabilized as of April 2023 at around 9.0%, ending
the year at 8.96%. The rent CPI exerted the primary upside
pressure on services during the second half of 2023, whose
annual change rose from 5.9% in June to 7.6% in December
(Graph 3.4). The price dynamic of this segment was mainly roo-
ted in the indexing of contracts to 2022 inflation and, to some
extent, by the slowdown in home purchases*. In contrast,
annual price variations for food away from home (FAH) conti-
nued to ease throughout the fourth quarter, closing December
at 13.4% versus the 15.6% recorded in September. Despite this
slowdown, FAH continues to display high corrections caused
by increased utility rates, labor costs, and rents. Similarly, the
remaining® items in the services basket contributed to redu-
cing the inflationary momentum of this basket, from 8.3%
registered in September to 7.9% observed in December. Never-
theless, these adjustments continue on the high side, driven
by elevated demand for some recreational, educational, and
personal services and the reinstatement of the VAT on airline
tickets and holiday packages in early 2023.

In the fourth quarter of 2023, the regulated services basket
witnessed an upsurge, mainly from the compulsory increasein
gasoline prices. The annual change in this component increa-
sed during the last quarter of 2023, from 15.81% in September
to 17.24% in December (Graph 3.5, Panel A). This momentum
was explained by the necessary increase in domestic fuel pri-
ces that have taken place since October 2022 to correct the
deficit of the Fuel Price Stabilization Fund (Fondo de Esta-
bilizacion de los Precios de los Combustibles, FEPC), with a
resulting increase in the fuels CPI of 44.8% in 2023 and signi-
ficant yearly raises in regulated transportation rates (11.2%).
The annual change in utility rates also registered a sizable
rise between September (9.7%) and December (13.6%) with
the reintroduction of the rate increases that had been sus-

3 Law 2101 of 2021 reduced the workday to 47 hours as of 16 July 2023, with
further anticipated decreases to 46 hours in 2024, 44 hours in 2025, and
42 hours in 2026.

4 Lower demand for new home purchases translates to upward pressure on
rents as households that need housing but cannot easily access the new
housing market move or remain in the rental market.

5  This group primarily consists of the following items: communications,
recreation, and cultural services; education (non-regulated); miscella-
neous services (beauty salon services, daycare, financial services, etc.);
transportation; co-ownership/property management services; domestic
services; nightclubs and hotels; healthcare services; and laundry/dry
cleaning services.
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Graph 3.5
CPI for regulated items and its components
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pended during the pandemic and reactivated last November
with the implementation of the “opcion tarifaria” or deferred
payment plan, which mostly affected on the upside the Carib-
bean coastal cities. Even though the main inflationary driver in
this basket was electric energy services, there was a significant
across-the-board increase in all utilities, excluding gas, during
2023. During the fourth quarter, regulated education, indexed
to past annual inflation, continued to exhibit annual upward
adjustments, approaching 11.5% (Graph 3.5, Panel B).

The annual change in the food CPI continued to fall in the
last quarter of the year because of lower non-labor costs,
elevated supply, and a high statistical base of comparison.
The annual change in food prices has been moderating from
yearend 2022 levels of close to 28% to 11.47% in September
and 5.0% recorded by yearend 2023 (Graph 3.6). This signifi-
cant reduction noted in the last quarter can be explained by
historically high food supply, a relatively stable exchange rate,
and the elevated statistical comparison base, given the signifi-

CPI for food and its components cantly elevated prices seen at the end of 2022. Although these
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lower price adjustments have been generalized, they are more
noticeable in perishable foods, whose annual change fell
o markedly from the 13.9% levels seen in September to -0.5% in
December owing to fewer road closings, the increased market
availability of certain crops and an El Nifio phenomenon that
thus far has not significantly affected agricultural production.
Likewise, the behavior of processed food prices also contri-
50 buted to reducing the annual variation in the food basket,
o although to a lesser extent, from the 10.7% level noted in Sep-
50 temberto 6.7% in December. This group was favored by the fall
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Graph 3.7
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persistence of international military conflicts and the new
health tax on ultra-processed and sugary foods, levied since
November 2023¢.

3.2 Growth and domestic demand

In the third quarter, GDP declined annually but remained
at similar levels to those seen since the beginning of 2023.
During this period, the Colombian economy continued its
gradual adjustment course and recorded an annual contrac-
tion of 0.3% (lower than the 0.4% forecast in the October
Report). According to seasonally adjusted figures corrected for
calendar effects, this result denoted an annualized quarterly
expansion of 1.0% and economic activity levels that would
basically remain unchanged for the whole of the year (Graph
3.7). The slight economic decline during the third quarter was
once more accompanied by an annual and quarterly drop in
domestic demand in the wake of low investment activity. The
aforementioned occurred in the context of still-high inflation
at above-target levels, a monetary policy in contractionary
territory, and low levels of business and consumer confidence
indicators. On the supply side, the secondary branches inclu-
ding industry and construction, and commerce, transporta-
tion, and lodging were the sectors that experienced the most
significant annual declines. At the same time, public adminis-
tration services, health and education, and artistic and enter-
tainment activities were the sectors with the highest annual
growth rates.

The low economic activity continued due to a significant
adjustment in domestic demand, mainly in investment. In the
third quarter, domestic absorption fell for the fourth consecu-
tive quarter, resulting in a yearly drop (-6.8%) and a negative
contribution of this aggregate to annual GDP growth (Graph
3.8). Within the domestic demand components, gross capital
formation presented the most extensive annual reduction
(-32.6%) after reaching historic high values in 2022. Investment
in fixed capital, which excludes changes in inventories and
the statistical discrepancy, also fell in annual terms (-10.7%),
with investment in machinery and equipment, which fell 15.9%
annually, contributing most to this decline (Graph 3.9). Invest-
ment in construction also recorded a weak performance. On
the one hand, the other buildings and structures component
failed to show signs of recovery, falling in both quarterly and
annual terms, primarily due to weakness in the civil works
constituent. On the other hand, although housing investment
expanded compared to the previous quarter, it did not grow in
annual terms.

6  See Law 2277 of 13 December 2022, Title X (Tax Reform).
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Total consumption registered a positive but low annual
expansion rate in the third quarter, with a moderation in
public and private consumption. The annual growth of total
consumption during this period was 1.0%, lower than the
mean observed for the first half of 2023 (1.8%). When asses-
sing each component, private consumption continued to slow,
registering an annual growth of 0.4% in the period versus the
0.8% growth recorded in the previous quarter (Graph 3.10);
however, it grew by 0.4% versus the second quarter, reaching
its highest level in history. Non-durable goods and services
consumption continued to show marginal growth, remaining
at high levels and with modest annual increases. In contrast,
durable and semi-durable goods consumption fell both in
annual and quarterly terms after achieving historic highs
in 2022. The slowdown in private consumption in the third
quarter continued amid a contractionary monetary policy,
low levels of consumer confidence, high uncertainty, and a
deceleration in household credit. Furthermore, public con-
sumption fell back (-5.4%) compared to the second quarter,
although it grew annually (2.4%) thanks to a low comparison
base. The quarterly decrease would be mainly associated with
the retroactive salary increase for public employees, mostly
paid out in June, which bolstered this component only during
the second quarter, not the third.

The external imbalance measured in constant pesos conti-
nued to narrow, primarily because of the continued fall of
imports, together with a growth of exports. The moderation
in domestic demand was reflected in new annual (-21.7%)
and quarterly (-3.7%) declines in imports. The most signifi-
cant contributor to this decline would have been the pur-
chases of intermediate goods. In contrast, exports in real
pesos grew in both annual (4.1%) and quarterly (2.4%) terms,
driven mainly by external sales of some agricultural goods
and services, which recorded an outstanding performance,
growing by 21.4% versus the second quarter and 23.5% year-
on-year. Consequently, the trade deficit in constant pesos
continued to shrink in the third quarter and reached lower
levels than those recorded in the fourth quarter of 2019
(Graph 3.11).

On the supply side, the economy’s adjustment continued to
concentrate on the manufacturing, construction, and com-
merce sectors, which once again recorded annual declines.
During the third quarter, the secondary branches contributed
most to the negative annual GDP variation (-0.3%), which fell
year-on-year by 6.7%. This result is consistent with the slow-
down in the manufacturing industry, mostly concentrated in
the non-oil refining segment, as well as the low growth levels
that continue to be seen in the construction sector, both in
terms of buildings and civil works (Graph 3.12). In contrast,
dynamism continued in tertiary activities, growing annually
by 11%, given the continued positive performance by public
administration, health, and education services (5.9%), and

33



Current Economic Situation
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artistic and entertainment activities (51%). The latter was
positively affected by the high demand for services related to
concerts, online games, and sports betting. Nevertheless, the
performance of the tertiary branches was partially offset by
the negative behavior of trade, transport, and accommodation
services that, except for air transport, fell across the board.
Annual declines were also observed in information and com-
munication services and professional, scientific, and technical
activities. Finally, primary activities grew by 2.5% annually, led
by the increase in oil and coal extraction, as well as a recovery
in the production of crops other than coffee.

3.3 Labor Market’

National aggregate employment fell in the rolling quarter
ending in November, explained by the mirrored behavior of
employment in rural areas. During this period, the Integrated
Household Survey (GEIH for its acronym in Spanish) results
showed stable urban levels with a drop in rural employment,
leading to a national aggregate employment decline® (Graph
3.13). Differentiating by sector, results for the rolling quarter
ending in November show quarterly drops in employment
across most economic sectors, with manufacturing, commerce
and lodging, and construction as those sectors most affected
by quarterly employment declines. Despite the above, employ-
ment increased in annual terms by 2.8%, which equals 600,000
new jobs. The annual change in the employment rate in urban
and rural areas was 3.7% and 1.9%, respectively.

During these past months, salaried employment levels have
been relatively stable, while the non-salaried segment
weakened, consistent with the decreased activity noted in
rural areas. Salaried employment has stagnated (Graph 3.14),
consistent with observations from other sources of informa-
tion on formal salaried employment, such as pension contri-
butions to the Comprehensive Contribution Settlement System
(PILA for its Spanish acronym) and the records of affiliates to
family compensation funds (CCF for its Spanish acronym). Fur-
thermore, the non-salaried employment segment experienced
a quarterly decrease, although it continued to exhibit posi-
tive annual growth (1.5%). In November, the quarterly varia-
tion in non-salaried employment was -3.0%, consistent with
lower employment activity in other urban core and rural areas.
The stability of salaried employment associated with formal
employment and the recent decline in non-salaried emplo-
yment allowed the national aggregate informal employment

7  For a 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

8  Consistent with employment behavior, the national aggregate employ-
ment rate has decreased at the margin to 57.6%. In annual terms, employ-
ment gains of 0.8 pts were recorded.
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rate to continue falling to historic low levels, reaching 55.3% in
November. In annual terms with three-month data to Novem-
ber, national aggregate employment grew, headed by the sala-
ried segment, particularly in the private sector.

In November, the national aggregate unemployment rate
increased versus the previous month, although it remains at
historically low levels. In November, the seasonally adjusted
national rolling quarter unemployment rate stood at 10.0%,
higher than the total for October. There were mixed results by
geography, as the urban unemployment rate registered a mon-
thly drop while other core urban areas rebounded to 10.1% and
rural areas exhibited a 9.8% recovery (Graph 3.5). The strong
heterogeneity of the unemployment rate noted among the
twenty-three main cities is noteworthy, with Quibdé experien-
cing the highest level of unemployment (23.8%) and Bucara-
manga the lowest (6.6%). Compared to the previous year, the
unemployment rate fell in the country’s main cities, with Valle-
dupar (-3.9 pts), Riohacha (-2.9 pts), Bucaramanga (-2.4 pts),
and Ibagué (-2.3 pts) registering the most significant drops. In
contrast, a year-on-year increase was noted in Villavicencio
(1.6 pts) and Cartagena (0.6 pts). As for unemployment by gen-
der, the positive dynamic in women’s employment has allowed
the employment gender gap to remain consistently narrow at
low levels (4.5 pts in November).

Other formal labor demand indicators have stabilized, with
hiring expectations in negative territory for the first time
since the pandemic-generated crisis. These signs suggest an
easing of the tight labor market conditions in the coming mon-
ths. The job vacancies index to November obtained from the
Public Employment Service (SPE for its Spanish acronym), clas-
sified ads, and implicit GEIH hiring figures to October remai-
ned relatively stable, consistent with the salaried and formal
employment behavior. The steadiness of the job vacancy rates
and hiring expectations derived from Banco de la Reptblica’s
quarterly Survey of Economic Expectations (EMEE for its Spa-
nish acronym), which recorded negative results® for the first
time since the COVID-19 pandemic, suggest a less active for-
mal employment sector in the near future. The behavior of
the employment rate in urban areas and the vacancy rates
as a function of the Beveridge curve® (Graph 3.16) suggests
that tight labor market conditions continue. However, nega-
tive hiring expectations and the general economic slowdown
would indicate that this tightness is beginning to ease. Lastly,
as of October, job income information from the household
survey shows that nominal income indices continue to be on
an annual upward adjustment path for the national aggregate.

9  Asofthe third quarter of 2023, economic expectations were -4.7 pts lower
than in the previous quarter, in the trade-off between those with plans to
increase or decrease their workforce in the short term.

10 The Beveridge curve is a graphical representation of the relationship
between unemployment and the job vacancy rate.
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Table 31

Average monthly interest rates

(percentage)

Interbank

Interbank policy rate

interbank overnight
BBI overnight
BBI 1-month
BBI 3-months
BBI 6-months
BBI 12-months
Deposits
Savings

DTF 90-days
CDT* 180-days
CDT 360-days
CDT > 360-days
Credit
Preferential
Ordinary

Non-public housing
purchases

Public housing
purchases

Personal loan
consumption

Payroll loan
consumption

Credit card

2.70
2.73
2.72
2.96
3.36
3.97

1.20
3.08
3.7
510
714

6.00
818

9.40

11.55

17.51

11.65

24.47

142 1325 1325 1318
141 1328 1325 1343
41 1328 13.25 1313
11.80 13.25 13.23 1310
12.08 1325 131 12.81
1231 13.03 1271 1235

- 1199  11.59 1.7
5.87 6.22 6.42 618
1342 13.02 13.07 12.63
15.58 1330 1349  13.07
17.08 1417 1378  13.63
195 1444 13.62 13.54
18.57 17.65 1730  17.05
19.27  19.20  19.04  17.93
1722 1797 1744 17.06
17.00  16.41 1612 1541
3123 3165 2974 2816
19.45 19.82  19.55 19.83
39.01 39.58 3760 3470

*CDT (term deposit certificates)
Sources: Financial Superintendency of Colombia, calculations by Banco de la

Republica.
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In real terms, the average income of the salaried segment grew
in annual terms by 6.3% and 5.0% for the non-salaried seg-
ment in a receding headline inflation environment.

3.4 Financial and Monetary Market

In the fourth quarter, loan activity continued decelerating
while interest rates on deposits and loans decreased slightly.
This behavior transpired in an environment of lower economic
activity, with expectations that the cycle of monetary policy
interest rate (MPR) reductions would begin, albeit with sustai-
ned high real interest rates, an upward trend in the Non-Per-
forming Loans indicator (NPL), and tighter credit conditions
observed by financial entities.

The interbank, deposit, and credit interest rates fell slightly,
although still high in real terms (Table 3.1.). During the fourth
quarter of 2023, the financial market saw lower interest rates
for all maturities, which was most notable for maturities exce-
eding three months, reflecting the expectation of future reduc-
tions in the MPR. These expectations, along with the reduced
funding requirements of credit institutions resulting from a
lower dynamic in their loan portfolios, would largely explain
the lower deposit rates. During the same period, lending rates
for all types of loans (except payroll loans) fell at a faster pace
despite the increase in portfolio delinquency indicators and
a lower willingness to grant loans on the part of credit insti-
tutions. This behavior of the lending interest rates could be
associated with a greater emphasis on selecting borrowers
with lower risk profiles and/or smaller loan demands. In real
terms, all rates remain high versus the mean over the past ten
years. Finally, the Board of Directors of Banco de la Repiiblica
(BDBR) at its December 19 meeting voted to reduce the MPR by
25 basis points (bps) to 13%, a decision that was mirrored by
a similar reduction in overnight money market interest rates.

The loan portfolio growth rate for all types of loans conti-
nued to fall in a setting of stricter lending requirements, ele-
vated real interest rates, and lower loan demand (Graph 3:17).
During the fourth quarter, the demand for local currency loans
continued to slow, translating to an annual variation as of
December of 3.8%, or -7.0% in real terms, which is 5.8 pts and
13.0 pts less than that recorded in June 2023 and December
2022, respectively. This slowdown registered in the loan port-
folio is across the board for all types of loans, although more
prevalent in the consumer loans segment, which went from a
yearly growth rate of 19.0% in December 2022 to registering an
annual drop of 1.8% in December 2023. The commercial loan
portfolio saw a year-on-year variation from the 16.4% growth
level recorded in December 2022 to 61% a year later. The hou-
sing loan portfolio grew by 7.8% annually in December 2023,
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remaining relatively stable in recent months. In real terms, the
issuance rates for all loan types have fallen year-on-year since
the high levels observed in 2022 (Graph 3.18). The slowdown in
the economy, high real lending interest rates, and the current
levels of household indebtedness, among others, would have
contributed to a slowdown in credit demand. In parallel, accor-
ding to data from the Quarterly Survey of Credit Institutions in
Colombia for the third quarter of 2023, credit establishments
have placed greater restrictions on granting consumer and
commercial loans.

Credit institutions maintain adequate solvency levels well
above the regulatory minimums, while profits continue to
weaken. In October 2023, credit institutions recorded twel-
ve-month cumulative profits of COP 7.8 trillion, a COP 8.5 tri-
llion decrease versus the profits recorded in December 2022.
This drop is mainly explained by a higher-than-required pro-
vision expense in an environment where the non-performing
loan indicator is deteriorating for all types of loans, especia-
lly the consumer loan portfolio (Graph 3.19). Meanwhile, with
data as of October, the total (17.5%) and basic (14.1%) solvency
ratios of credit institutions remain stable and well above the
regulatory minimums (9.0% and 4.5%, respectively).
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Regional Economic Pulse: High-Frequency,
Short-Lag Indicators to Understand
Local Economies
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Banco de la Repiblica made public the Regional Economic Pulse series (PER for its Spa-
nish acronym)' on its website in December 2023. The technical staff of the Bank created
this new economic indicator, which is released once a month, includes national and regio-
nal series, and its lag is approximately twenty days after the measurement month. The
PER includes a set of short-term indicators that measure the economic performance of
seven domestic regions, the national aggregate, and six economic activities. This indica-
tor is constructed based on perception surveys carried out among leaders of companies,
trade guilds, and institutions operating in the country. This information is complemen-
ted with geographically disaggregated statistics that are available timely to calculate the
indicators.

Although Colombia has regional statistical information for some sectors or aggregates, in
most cases, the time lag of these series exceeds forty-five days, or they are low-frequency
indicators, which prevents knowing in real time what is happening in the economy. The PER
differs because of its short time lag and the regional disaggregation, thus providing a timely
measure of the country’s economic activity based on segmented information from various
regions of Colombia. In this way, the PER provides valuable information for decision-making
by economic policymakers and enriches the knowledge and comprehension of the coun-
try’s economy, having been sourced through first-hand contact with business leaders in the
regions.

1. Background

Banco de la Republica, in its mission to preserve the purchasing value of the currency in
coordination with general economic policy, also has unique functions, such as generating
knowledge and information that contribute to decision-making. In a country with such
diverse regions as Colombia, increasing the monitoring and timely analysis of local econo-
mies is deemed highly relevant for monitoring the national economy.

The PER began from the notion of adapting the Beige Book of the U.S. Federal Reserve, a
qualitative report on current economic conditions across the twelve Federal Reserve Dis-
tricts, to the Colombian situation. The Beige Book Report is published eight times a year and
presented before each Federal Open Market Committee (FOMC)? meeting, where economic
policy decisions are made. These documents are constructed from various relevant sour-
ces, including local interviews with business and financial leaders, economists, and market

* The authors are members of the Regional Branches for Economic Studies area of the Technical and Economic
Information Department of Banco de la Repdiblica. The views and opinions expressed herein do not necessarily
reflect those of the Bank or its Board of Directors.

1. Available in Spanish only at: https://www.banrep.gov.co/es/estadisticas-economicas/pulso-economico-regional

2 Federal Reserve Board. Frequently Asked Questions
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experts, among others, which are collected by each district through formal and informal
methods. The sources are carefully selected to receive accurate and objective information
on various economic activities.

From this perspective, in 2010, Banco de la Republica began collecting information on the
economic activity of various areas in the country, a task carried out by the seven regional
economic research centers the entity has nationwide. Utilizing a format like the Beige BooR,
perception surveys were conducted with the most influential regional business leaders, who
are aware in real time of the productive performance of the firm they represent, the con-
ditions of their environment at a moment in time, and the origins of the behaviors they
reference. The first pilot reports were generated for some areas of the country where it was
feasible to conduct these interviews with the necessary periodicity and timeliness. Addi-
tionally, the activities, regions, and follow-up variables were defined, considering previous
studies on the economic makeup of each region® and the feasibility of contacting several
leaders in each region.

Subsequently, given the need to create economic indicators that could provide a timely
measurement of economic activity, a new numerical indicator was constructed and calcu-
lated based on the information collected. Hence, at the end of 2012, the monthly economic
activity indicator called the Regional Economic Pulse (PER for its Spanish acronym) was
created and gradually implemented for different regions of the country*.

2. Methodology

The indicator is constructed with two kinds of information: 1) qualitative, which comprises
most sources and is gathered through perception surveys, and 2) quantitative, gathered
from public and private data disaggregated by region and available with short lag. Given that
the PER seeks to measure short-term fluctuations, the questions in the perception surveys
are directed to obtaining information on the annual change of the tracked variables, and the
regional statistics correspond to the annual variation of the series consulted.

The information sources are leaders of the principal companies, establishments, trade
guilds, and institutions that carry out one of the six economic activities monitored in the
country’s regions (Table R1.1). The design used is a non-probability judgment sampling, mea-
ning that the sample is selected according to the knowledge, experience, and judgment of
the PER researcher. In recent years, the indicators have been constructed with a monthly
average of 1100 qualitative and quantitative sources. In addition, the disaggregation of the
data allows for a theme-based regional, national, and economic activity scope (Table R1.1).

The qualitative information is gathered based on perception questions asked, such as:
How did the production volume behave in the month under consideration versus the same
month of the previous year? The answer options to the perception survey questions are:
increased, fell, or remained stable (no change). In turn, the first two answers include fur-
ther classification as: slight, moderate, significant, or very significant. To calculate this
indicator, a value between -1 and 1 is assigned to each of these ratings, with a differential
of 0.25.

Quantitative information is normalized to bring annual variations to the interval [-1,1] using
scaling method techniques (Shuschny and Soto, 2009) or Box-Cox transformations (Box and
Cox, 1964), according to the characteristics of each series. For example, during and after the
COVID-19 pandemic, some series used in the PER recorded recurrent extreme annual varia-
tions, causing the typical rescaled values to fall within a very narrow range. Following the
recommendations of Shuschny and Soto (2009), a specific methodology was developed that
integrates the Box-Cox (1964) procedure and an adapted version of the logarithmic transfor-
mation to adjust the outliers and bring them to the range of -1 and 1.

3 Essay on the Regional Economy (ESER for its Spanish acronym), available in Spanish only on Banco de la Repibli-
ca’s website at banrep.gov.co

4  Banco de la Republica’s Regional Branches for Economic Studies area groups the country into seven regions:

Antioquia, Southwest, Caribbean, Northeast, Central Coffee, Llanos Orientales, and Bogota. This grouping consid-
ers the similarities in the economic makeup and the geographic proximity of the constituent departments.
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Table B11

Regional Economic Pulse: High-Frequency, Short-Lag Indicators to Understand Local Economies

Monitored Regions and Economic Activities

A. Monitored Regions

Regions
Antioquia

Southwest
Caribbean

Northeast

Central Coffee
Llanos Orientales
Bogota

National aggregate

Economic activity
Trade
Industry

Transport

Agriculture

Financial

Housing

Departments included
Antioquia
Valle del Cauca, Cauca, and Nariino

Atlantico, Bolivar, Magdalena, Cordoba, Cesar, Sucre, La Guajira,
and San Andrés

Santander, Norte de Santander and Boyaca

Caldas, Quindio, Risaralda, Tolima, Huila and Caqueta
Meta and Casanare

Bogota and Cundinamarca

All monitored regions

B. Tracking Economic Activities

Annual change in the tracked variables
Retail sales volume (including vehicles) and hotel occupancy rate
Volume of industrial production

Number of departing passengers and volume of cargo moved by
land or air

Volume of agricultural production
Loan disbursement amounts

New housing sales in units and number of real estate housing
transactions

Source: Created by the authors.

Thus, the PER level ranges from -1to 1, where values below zero represent a negative annual
change, above zero a positive annual change, and values equal to zero indicate no year-on-
year change. The extreme value -1 is considered an atypical negative annual change, and
the extreme value 1 a historically high positive change. The PER levels do not correspond
to percentage changes, given the nature of the indicator (combination of perceptions and
quantitative information).

After assigning values to the perception surveys and normalizing the annual variations,
the responses are weighted to obtain the result for each economic activity in each region®.
Accordingly, the result of economic activity j in region i in month t () is calculated as a wei-
ghted sum of the responses, considering the participation of the company or establishment
in the economic activity and region in which it operates. Once the computation for activity j
in region i is completed, the PER for each geographic area is the sum of the tracking activi-
ties weighted by their weight in the aggregate value of the regional GDP:

PER; = %3-1 Xjie * Wjie (1)

Where PER; is the result of the region’s indicator i in period t, xjit is the result of activity j of
region i in period t, and wj, is the weighting of activity j within the productive structure of
region i, with X%_, wj;, = 1.

The national aggregate indicators and its economic activities are based on regional results.
Their calculation employs the share of each region’s productive structure in the aggregate
national GDP. Thus, the PER of the national aggregate (PER,,) is equal to the weighted sum of
the regional indicators:

PER; = i7=1 PER;; * 2 (2)

5  All PER weights were calculated considering the business and productive structure of each region in 2013 (the
reference base year). In addition, only the responses received for each month are weighted.
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Where PER, is the result of the national aggregate indicator in month t, PER, is the indicator
of region i in period t, and z, is the weighting of region i in period t, where Y7_,z; = 1.

The aggregate indicators for each activity are constructed similarly for the national total.
The indicator for each national economic activity is the weighted sum of x;,, according to the
share of activity j of region i in the national aggregate of activity j:

PER;e = %] Xji¢ * @y (3)

Where PERjt equals the result of activity indicator j for the total of the seven regions in
period t; X is the result of activity indicator j of region i in period t, and aj; is the weighting
of activity j of region i in period t, with X7_; aj;; = 1.

As such, the PER is not intended for estimating or forecasting the GDP because of its metho-
dology, geographic coverage, and the specific economic activities it monitors; also, because
it does not measure the magnitude or value-added created in the production of goods or
services. Nevertheless, it is an indicator that allows us to identify acceleration or decele-
ration trends in economic activity. In addition, the PER indicator is constantly evolving and
may change due to adjustments to sources of information, coverage, calculation techniques,
and modifying the base year of the weights, among other factors.

3. Results®

The PER statistical series allows us to identify the trends and cyclical fluctuations that cha-
racterize each regional economy and the national economy. An analysis of the historic beha-
vior of the PER shows that the indicator registered a period of economic deceleration across
all regions during 2016 and 2017 (Graph B1.1). The Antioquia, Northeast, and Central Coffee
regions registered the most significant fall in the indicators during this period. These results
were affected by the 2016 trucking strike that strongly impacted the transport of passengers
and cargo on roadways, which in turn, upset industry through disruptions in the supply
of raw materials and hurt commerce due to the limited availability of goods. The negative
results were even more pronounced in the Northeast region where, in addition to its affec-
tation by the limited mobility, trade declined further in this region because of the border
closure with Venezuela in early 2016. In 2017, regional indicators continued their lackluster
performance, impacted by the implementation of the tax reform and its consequent impact
on consumption. In this timeframe, the Llanos Orientales region delivered the worst results
owing to constant closures on the access road to/from Bogota.

Throughout 2018 and up to the first months of 2020, the Antioquia, Northeast, Caribbean,
and Central Coffee regions underscored the positive trend seen in the overall national
result. In general, consumer confidence and access to credit propelled domestic demand
during 2018 and 2019. They also fueled the Southwestern region, whose results exceeded
the national aggregate, driven by industry activity (Graph B11, Panels A and B). Conversely,
despite showing a similar positive outlook, the indicator for the Central Coffee Region fell
below the national result because the El Nino phenomenon negatively affected agricultural
activity (Graph B1.1, Panel C). Weather conditions also hampered agricultural and livestock
production in the Antioquia, Llanos Orientales, and Caribbean regions, particularly in the
first half of 2019. The Bogota region showed positive growth rate in the same year - coin-
ciding with the launch of this region’s indicator - primarily due to heightened commercial
activity and loan placements.

Since March 2020, mitigation measures to curtail the COVID-19 pandemic, such as ope-
rational restrictions in several sectors, mandatory precautionary isolation, and mobility
limitations, caused a drastic drop in the indicator throughout all regions. The high and
unexpected demand for pharmaceuticals, healthcare, cleaning and disinfection, and per-
sonal hygiene products helped the Southwest region halt this decline as the national
leader in their production. By October 2020, all regions began a gradual recovery process.
Likewise, a rebound was seen in March and April of 2021, given the low comparison base
effect, the gradual relaxation of the pandemic-related quarantine, the start of the vacci-
nation process, and the introduction of specific tax incentives (VAT-free days, reduction of
the sales tax on airline tickets, and tax exemptions on hotel services). The latter incentives

6 The comments of the PER sources explain the behaviors described in this section.
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Graph B.11

Regional Economic Pulse by region and national aggregate

A. Regional Economic Pulse of Antioquia,
Southwest, and Bogota Regions
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C. Regional Economic Pulse of the Central
Coffee and Llanos Orientales Region
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Source: Banco de la Republica.

were primarily reflected in the positive results of the Caribbean region, which relies hea-
vily on tourism.

In May 2021, the road blockades connected to the national strike undoubtedly interrupted
economic growth in the Southwest, Central Coffee, and Llanos Orientales regions, heavily
limiting the transport of cargo and the supply of raw materials, with the most affected area
being the Southwest. Subsequently, economic activity began to return to normal in 2022,
accompanied by the reactivation of mass entertainment activities, especially favoring the
results of the Bogota and Antioquia regions.

Throughout 2023, the indicators for all PER regions fell to negative territory in an environ-
ment of high inflation, elevated interest rates, weakening demand, and changes in the hou-
sing subsidy policy. The Caribbean and Central Coffee regions suffered substantially from
the closing down of operations by two airlines in 2023, and the Llanos Orientales regions
from the multiple blockades of the access road to the capital. Even though it was still in
negative territory, Antioquia stood out in 2023 for its slower rate of decline. This was due to
both improved milk production, a crucial product of the region’s livestock activity, brought
on by ideal rainfall conditions, and the increased tourist influx and its parallel impact on
commerce.

Finally, although the PER indicators do not pretend to estimate or forecast GDP because of
their characteristic methodology, measurement, and coverage, their results have demons-
trated some similarities to those of the regional statistics produced by DANE, such as the
Quarterly Indicator of Departmental Economic Activity, available for the departments of
Antioquia, Atlantico, Valle del Cauca, Santander and Bogota, as well as with the aggregate
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national quarterly GDP for the activities included in the PER? (Graph B1.2), demonstrating

statistically significant correlations.

Graph B1.2

Comparisons between the quarterly Regional Economic Pulse by region and

the quarterly Indicator of Depart

mental Economic Activity (Itaed)

A. Quarterly Regional Economic Pulse
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B. Quarterly Regional Economic Pulse of
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C. Quarterly Regional Economic Pulse
of the Caribbean and Itaed of Atlantico
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D. Quarterly Regional Economic Pulse
of the Northeast and Itaed of Santander
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Itaed Atlantico (right axis)
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E. Quarterly Regional Economic Pulse and Itaed of Bogota
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Itaed of Bogota (right axis)

Itaed of Santander (right axis)

7 A comparable national quarterly GDP is constructed, covering the economic activities tracked by the PER. Thus,
the national quarterly GDP of PER activities is the sum of the industry value added (excluding the refining indus-
try), commerce, lodging, agriculture, livestock, air and land transportation, building construction and financial

activities.
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Graph B1.3
Quarterly Regional Economic Pulse national
aggregate and Pulse GDP activities
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A

Likewise, inferential tests® carried out on the PER and DANE® series
concluded that they share comovements, demonstrating that the PER
can capture the economic activity trends of the regions, the national
aggregate, and the tracked economic activities (Graph B1.3).
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Appendix

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

T —— el

Headline CPI Monthly variation (average) 0.93

CPI excluding food Monthly variation (average) 0.96 n.a. n.a. n.a. n.a.
Headline CPI Annual variation (average), end of period 8.36¢ 5.50 513 3.85 3.7
CPI excluding food Annual variation (average), end of period 9.63¢/ 5.35 4.87 3.70 3.48
Nominal exchange rate COP per USD, end of period 3,920 4,031 4,037 3,997 4,000
Monetary policy rate Percentage, end of period 12.63 8.25 7.75 5.50 5.38

Unit IV-2023 | 2023 | 1-2024 | 11-2024 - 2024 | 1-2025 | 11-2025 1IV-20
2024 2024

Annual change, original

n.a.
series

Unemployment VAl GG, 9.4 n. a. 1.3 10.9 10.7 10.0 n. a. 1.2 10.6 10.5 n. a.
quarterly average

IBR (90 days) Effectiveiannual rate, nr  na 15 104 9.2 7.8 na 6.7 61 57 5.5
end of period

Fiscal Deficit

(GNC) Share of GDP n.a. n.a. n.a. n.a. n.a. n.a. bt n.a. n.a. n.a. n.a.

Direct ;Account Share of GDP n.a. n. a. n. a. n. a. n. a. n.a. 33 n. a. n. a. n. a. n. a.

Deficit?/

n.a.: Not available.

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

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

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

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

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

Sources: Banco de la Repiblica Monthly Survey of Economic Analyst Expectations, conducted in January 2024.
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Appendix 2

Main Macroeconomic Forecasting Variables

Exogenous variables

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

Endogenous variables

Prices

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

Economic activity

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

Labor market"/

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

Balance of payments !///

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

Interest rates

Policy interest rate ¥/

Policy rate expected by analysts"
IBR overnight

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

Note: values in bold are forecasts or assumptions.

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

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

Basis points, average for the period

Percentage, average for the period
Percentage, annual change

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

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

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

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

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

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

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

Millions of dollars
Millions of dollars

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

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

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

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

6.77

7.27

4.64

443

13.08
26.03
9.62

5.25

4.67
4.7

17.2
11.0

5.75

591
5.26
5.63
6.65
-6.63
10.74

5.51

9.5
60.5
66.9

10.3

68.8

12,587
b
13,451
-5,312
6,177
12,339
bl
9,341
13,858
4,517
-4,945

1,781

165
247

710

71
12.8
19.2
124

4.09

3.24
5.38
6.26
0.48
5.84
-0.91

5.03

9.7
60.0
66.4

1.0

67.9

-9,924

-8,762
-8,046
6,883
-9,625
31
10,011
13,701
3,690
-1,800

1,641

545
299

6.10

6.1
111
19.4
1.6

25

1.83
14

13
23

318

10.0
65.7

111
59.6
671

14,041

10,556
1,442
7,957
12,954
39
-6,172
11,299
5126
862

-8,831
1187

1.087
4.35
4.3

17.9
10.6

3.80

218
345
4.81
5.80
8.66
5.04

3.45

10.9
64.8
1.5

66.4

14,810
-4.6
14,148
9,717
9,055
13,298
41
10,836
13,989
3153
2%

-5,820
84938]

1.51
4.25
4.3

16.5
10.4

1.61

0.63
129
0.73
4.80
2.49
5.43

1.03

1,733
1,768

-4,949
4328

1153
2.87
29

15.0
101

5.62

3.31

218

710
17.23
2442
15.32

3.44

17,951
-5.6
-20,002
-8,723
10,775
-16,693
453
-6,381
9,561
3181
-4,595

-6,371
654

1.258
191
19

143
91

2022

1312

15.04
7.41
177
27.81
36.44
2533

9.99
11.55
9.51
10.35
4.257
6.5

1.2
56.5
63.6

1.4
581
65.5

21,333
6.2
16,585
17,057
12,308
20,466
-5.9
13,799
17,183
3,383
427

7,665

571
867

722

72
133
211

129

Appendix

2023

9.28
10.33
m
8.96
17.24
5.00
-0.47
6.71

10.33

101

103

-10,072

-8,832
-13,964
12,724

13.04

13.0
18.7
279
17.7

2024 | 2025

17
79
516
198

2.4
2.8

5.90

850
426

539

0.8

10.8

10.5

11,702
-2.9
11,396
13110
12,803

1.01

23
77
4.22
207

2.4
2.8

2.76

2.90
015

332

35

6.69

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

nandez, R. et al, Ibid.

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

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

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

gov.co/ balance-payments.
j/ Results for 2021 and 2022 are preliminary.

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

by Banco de la Repiblica in January 2024.

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 NON-VIS housing (housing that is not social interest housing).
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Appendix 2 (continuation)

Main Macroeconomic Forecasting Variables

2018
Q1 Q2 Q3
Variables exogenas
External */
GDP of trading partners®/ Percentage, annual var,, seasonally adjusted 3.8 2.5 0.6 0.4 14 3.8 13 -0.6
Oil price (Brent benchmark) Dollars per barrel, average of the period 67 75 76 69 64 68 62 62
Federal funds effective rate (Fed) Percentage, average for the period 1.45 1.74 1.92 222 240 240 220 1.65
5-year Credit Default Swap for Colombia Basis points, average for the period 99 113 110 132 121 104 90 83
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 314 3.20 3.23 318 3.21 3.43 3.82 3.80
CPI excluding food ¢/ Percentage, annual change, end of period 3.97 373 3.67 3.51 327 322 337 3.45
CPI for goods (excluding food and regulated items) Percentage, annual change, end of period 1.67 1.39 1.39 1.40 1.09 1.60 1.83 218
CPI for services (excluding food and regulated items) Percentage, annual change, end of period 4.09 379 3.60 313 3.01 310 337 3.45
CPI excluding food Percentage, annual change, end of period 6.28 6.21 6.35 6.65 6.33 5.24 5.03 4.81
CPI for food ¢/ Percentage, annual change, end of period -0.06 111 1.47 1.87 3.24 4.96 6.49 5.80
CPI for perishable food Percentage, annual change, end of period 713 8.47 9.51 8.88 9.98 15.46 17.50 8.66
CPI for processed food Percentage, annual change, end of period -2.01 -0.91 -0.72 -0.08 1.43 218 3.57 5.04
Core inflation indicators
CPI excluding food Percentage, annual change, end of period 3.97 3.73 3.67 3.51 3.27 3.22 3.37 3.45
Core CPI 15 Percentage, annual change, end of period 3.45 3.24 319 3.22 3.24 3.34 3.66 3.78
CPI excluding food and regulated items Percentage, annual change, end of period 3.28 2.99 2.87 2.57 2.41 2.65 2.92 310
Average of all core inflation indicators Percentage, annual change, end of period 3.57 3.32 3.24 310 2.97 3.07 3.32 3.44
Representative market exchange rate Pesos per dollar, average for the period 2,861 2,838 2,960 3,61 3,135 3,240 3,338 3,412
Real exchange rate Inflationary gap Percentage, average for the period -33 -3.8 -0.4 4.5 23 32 4.0 4.8
Economic activity
Gross domestic product (sats)* Percentage, annual change, sats 17 2.8 3.0 2.8 3.6 31 32 2.9
Final consumption expense Percentage, annual change, sats 3.8 4.0 4.0 41 3.4 4.0 4.7 5.0
Household final consumption expenditure Percentage, annual change, sats 3.4 3.4 32 2.9 2.9 3.6 4.4 5.4
General government final consumption expenditure Percentage, annual change, sats 6.7 6.9 7.8 8.0 6.5 5.5 4.8 44
Formacion bruta de capital Percentage, annual change, sats -6.5 1.0 0.4 12.0 8.6 35 5.2 -4.8
Gross capital formation Percentage, annual change, sats SIS 2.4 1.4 1.8 73 43 19 -43
Housing Percentage, annual change, sats -9.3 01 6.1 29 -6.7 -7.9 -7.9 -131
Other buildings and structures Percentage, annual change, sats -6.7 -1.3 -4.8 -13 127 -1.0 0.7 -6.4
Machinery and equipment Percentage, annual change, sats 12.0 131 6.9 3.4 14.2 22.4 10.2 2.7
Cultivated biological resources Percentage, annual change, sats -10.8 -6.6 37 22 5.6 9.8 14.7 17
Intellectual property products Percentage, annual change, sats 23 2.6 0.5 0.7 -0.7 -11 1.4 0.5
Domestic demand Percentage, annual change, sats 1.6 3.6 3.7 5.0 4.5 3.9 4.7 2.9
Exports Percentage, annual change, sats 0.3 E2%2) 5] 29 5.0 91 1.8 -3.2
Imports Percentage, annual change, sats -1.6 4.7 53 15.2 11.5 8.9 10.9 -1.0
Product gap ¢/ Percentage -0.9 -0.8 -0.7 -0.5 -0.2 -01 01 03
Short-term indicators
Real production of manufacturing industry Percentage, annual change, seasonally adjusted 25 27 37 2.8 11 2.4 0.7 1.0
Retail trade sales, excluding fuels or vehicles Percentage, annual change, seasonally adjusted 4.7 5.8 51 6.2 6.3 73 9.6 91
Coffee production Percentage, annual change, cum. for period -5.8 131 -13.8 -6.6 -1.9 6.6 4.9 241
0il production Percentage, annual change, period average 0.4 1.0 11 2.6 5.4 3.2 1.4 -0.2
Labor market "/
Total national
Unemployment rate Percentage, annual change, period average 9.7 9.8 9.8 10.5 10.8 10.6 111 11.0
Occupancy Rate Percentage, annual change, period average 59.2 59.4 59.5 58.4 58.4 57.7 57.2 57.5
Overall participation rate Percentage, annual change, period average 65.6 65.9 65.9 65.3 65.5 64.6 64.4 64.6
Thirteen cities and metropolitan areas
Unemployment rate Percentage, annual change, period average 111 11.0 10.8 1.5 1.8 1.4 1.3 11.6
Occupancy Rate Percentage, annual change, period average 59.6 59.9 60.1 58.9 58.7 58.8 58.7 58.7
Overall participation rate Percentage, annual change, period average 671 67.3 67.3 66.6 66.6 66.4 66.2 66.4
Balance of payments 1/
Current account (A + B + C) Millions of dollars -3,023 -3,471  -3,406  -4]141 -3,821 -3,219  -4,303  -3,467
Percentage of GDP Percentage, nominal terms -3.7 -4.2 -4.0 -5.0 -4.8 -4 58 -4.2
A. Goods and services 1,840 2,557 2,672 3,487 -3138 -2,998 -4,406 -3,607
B. Primary income (factor income) -2,922  -2,784  -2,769  -2,967 -2,616 -2,502 -2,301 -2,298
C. Secondary income (current transfers) Millions of dollars 1,739 1,870 2,035 2,313 1,932 2,281 2,404 2,438
Financial account (A + B + C + D) Millions of dollars -2,876  -2,719  -3,487 -3,872 -3,520 -3,333 -3,740  -2,706
Percentage of GDP Percentage nominal terms -3.5 <3 -4 4.7 bt 4.2 -4.6 -3.3
A. Foreign investment (i - i) -910 -2,273 2,375 -615  -2,652 -3,626 -1,678 -2,880
i. Foreign Investment in Colombia (FDI) 1,982 3,773 2,704 2,839 3,39 4,090 3,163 3,342
ii. Colombian abroad 1,072 1,500 330 2,224 741 465 1,485 462
B. Portfolio investment 1,715 350 482 -1,684  -1,382 -282 137 1,551
C. Other investment (loans, other credits and derivatives) Mllllons of dollars -3,817 -945 -1,763  -2,305  -1,836 48 -2,453 1,579
D. Reserve assets Millions of dollars 137 150 169 732 2351 526 254 202
Errors and omissions (E&0) Millions of dollars 146 752 -81 270 302 114 563 761
Interest rates
Policy interest rate Percentage, period average 4.58 4.33 4.25 425 4.25 425 4.25 4.25
Policy rate expected by analysts Percentage, period average
IBR overnight Percentage, period average 4.6 43 4.3 43 4.3 43 4.3 43
Commercial interest rate ™ Percentage, period average 9.4 9.4 9.3 9.0 91 9.0 8.9 8.5
Consumer interest rate "/ Percentage, period average 18.7 17.9 18.0 17.3 18.0 17.2 16.0 15.5
Mortgage interest rate °/ Percentage, period average 10.8 10.6 10.5 10.4 10.4 10.5 10.4 10.4

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

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

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

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

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

j/ Results for 2021 and 2022 are preliminary.

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

L/ These projections are calculated as the average of the interest rate that would be in effect in each year according to the median of the monthly responses to the Monthly Survey of Economic Analyst Expectations (EME) conducted
by Banco de la Repiblica in January 2024.

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 NON-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 Repablica.
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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 Republica.
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