Minutes of Banco de la Republica (Central Bank of Glombia)
Board of Director’'s Meeting of 29th June 2012

1. Backgrounds

a. Recent developments in inflation

Annual consumer inflation in May stood at 3.44%.ickihmeans 1 basic
point (bp) above the previous month record. Tha®ilt can be explained
by an increase in the annual variation of the CRhout foods which
shifted from 2.81% in April to 2.94% in May, an@@-bp reduction in the
annual variation (4.72%) as compared with the nevimonth figure.
Year to date, a CPI increase of 1.92% has accrlozder than the
increment seen during the same period in 2011 (R.2%

In the CPI without foods, the annual variation ease was due to a
significant acceleration of the annual CPI for deted items in the last
month (from 3.83% to 4.42%). This fact was expldimaainly by the

energy price increase. As for fuels, the lowestrimational oil quotation

has begun to be transferred to the domestic gasgliite, the annual
variation of which fell from 5.7% in February t0/36 in May.

The other CPI sub-baskets without foods, as wethadradables and non-
tradables sub-baskets showed small changes in M#howr actually
affecting the performance of annual inflation insignificant manner.
While annual variation of tradables rose from 0.9t98.96%, the non-
tradables variation fell from 3.77% to 3.74%. Lesakept rising (5 bp) on
a continuous basis for over a year, and finallpdtat 3.7% in May.

The annual variation of the CPI for food fell fros01% in April to
4.72% in May.



This behavior has been explained by the perishaipesp that, in the
same period, declined from 4.68% to 1.18% thus esiyyy that the
conditions of the farming supply have tended tobgok to normal. On
the other hand, rises were originated in the psembdoods sub-baskets
(rice among others) and out-of-home meals.

Core inflation indicators experienced a slight ease. The average of
three indicators monitored by Banco de la Repubticsed at 3.35%,
which means 5 bp above the previous month.

In May, the annual variation of the PPI declinednir1.56% to 0.80%,

and kept on declining since the fall commencing @stober. In the past
two months, the variation of the PPI for importegims (-1.1%) has began
to be less negative, in line with the lower pespragiation recorded in

April and May. In contrast, the annual variatidntlee local PPI (1.2%)

continued to go down during May, which reflects giewer adjustment

rhythm of the PPI for farming, as well as for inttysand mining.

Inflation expectations deriving from the TES (tn@gs securities) at
different horizons declined in the past month aredséanding around 3%,
while those obtained from the month survey did slbw significant
changes: inflation expected as of December is 3.3%@ 12-month
inflation is 3.5%.

b. Growth

In the first quarter of 2012, the Colombian GDPvwgr4.7% in annual
terms, this figure standing at the lower part oé ttorecast interval
established by Banco de la Republica’s techni@htdn this manner, the
national economy actually registered deceleratianiss growth rate for
two full quarters after an expansion of 7.5% in tiied quarter and 6.1%
in the fourth quarter of 2011. As compared with finevious three-month
period, a new slowdown was registered considehagthe annual growth
of the GDP shifted from 5.1% at the end of the ey year to 1.1% in
the first quarter.

By spending type, this slowdown in the GDP was ax@d mainly by a
moderation in investment dynamics by shifting framannual growth of
14.2% in the last quarter of 2011 to 8.3% in thetfguarter of 2012.

Within this aggregate, the fall (8.1%) registenedivil works stood up, as
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explained to a great extent by a drop corresponttirthe oil and mining
sector. Investments in transportation equipment maghinery did also
record downturns, but they are growing again ahh@tes since 2000,
above their averages. Building construction was dndy investment
component having experienced acceleration, singeeitv from 1.8% in
the fourth quarter of 2011 to 4.5% in the first deof 2012.

Likewise, a slowdown in the annual growth rate wasserved in

household consumption. This aggregate, with a 5é&bansion (as
opposed to 6.1% in the fourth quarter of 2011) s variable having

contributed the most to the GDP performance, andrtinued to grow at
a rate higher than its average since 2000. Holgeipending in the first
quarter of 2012 was driven mainly by both purchaskésion-durable

goods and service dynamics. On its side and fseand consecutive
guarter, durable goods consumption reached an hmxpansion rate

lower than its average since 2000. Governmenswoption continued

to show moderate growth, in this manner becomirg l#ss dynamic
aggregate on the demand side. As a result ofdbeea domestic demand
grew at and annual rate of 6.1% in the first quarte

In the first quarter, a sharp annual growth reductivas registered in
exports and imports, where the growth rate for ldteer shifted from
21.3% in the fourth quarter of the previous yeat38o in the first quarter
of 2012, and from 16.2% to 6.3% in the case of resllesales. The
combined contribution of both aggregates to GDRwjtavas negative (-

2.2 pp).

On the supply side, the branches having contribtlteanost to the annual
growth of the first quarter's GDP were, in this erdfinancial and leasing
services, mining and commerce, restaurants andshdte the mining and

manufacturing industry sectors, less expansionrdsomere witnessed. In
the case of mining, slowdown was due to supply lerab. The growth

rate of industrial GDP shifted from 3.9% in thetlgsiarter of 2011 to

0.6% in the first quarter of 2012. The agricultarel construction sectors
experienced annual drops, due to lower coffee mmu in the case of

agriculture and to the behavior of civil works hetcase of construction.



With respect to the economic situation for the selcguarter, most part of
information available shows a slowdown in the ecnimoactivity. In
April, industrial production contracted in annuaérrmis for two
consecutive months. With respect to constructibe, drea approved of
according to construction licenses continued testegannual setbacks.

Demand indicators suggest ongoing deceleration iouséhold
consumption in the second quarter, in this wayingettloser to its average
growth in 2000 (4.0%). This slowdown can be irddrfrom data relating
to commerce sales (which fell 2.8% in annual teimA&pril) and imports
(consumption goods sales in dollars grew 6% in lAdter having grown
nearly 10% in March). Homes confidence in quaytextms has declined
slightly as compared to the first quarter of tharye

Colombian exports in April registered an amounty&$ 4.886 billion and
grew 4% in annual terms. This growth rate is lotran that observed in
previous months (22.5% on average between JanumaryMarch), and it

can be explained by a 41.7% reduction in agricaltexports, a 9% fall of
industrial exports without basic goods, an a meduced annual growth
rhythm (11.5%) in external sales of mining orig8y. products, oil and oil

by-products grew 19.4% in annual terms in Apriydloffsetting the 20%
fall in coal sales. As for exports of coffee, bamaand flowers, they
experienced reductions of 57%, 10.9% and 18.7%endsely. On its

side, the fall of industrial exports was due toslesles of foods and
beverages (-15.6%), chemicals (-9.8%), and textilE5.4%).

c. Financial Variables

The total national and foreign currencies (“MN” atfME”) portfolio
registered in May an annual increase of 17.7%, tdwe70 bp than in
April and 346 bp as compared to December 2011. Pbisavior was
determined by the commercial loan portfolio, thevgih of which stood at
15.3%, 60 bp lower than the previous month’s rdites contributing to a
year-to-date slowdown of 420 bp. As for the ahrgrawth of the
household portfolio, consumption declined from 2bf&arch to 22.1%
as of Junes. On the other hand, the mortgageopioréixhibited an annual
16.9% growth in May.



Real interest rates in May (excluding CPI withaads) for consumption,
mortgage and ordinary commercial credits, in thdieq stood at 15.9%,
10.2% y 9.0%

d. External Context

In the second quarter of 2012, the real activitg aonfidence indicators
show a slowdown in global economy. In the Unitedt&, information

suggests a slower growth rhythm, while in the eonez as well as in

England, the economic activity continues to detate Japan, on its side,
has moderated its expansion pace after a recossgciated with the

reconstruction. China and India, like other dep&lg Asian economies,
have also deteriorated. In Latin America, Braohtinued to exhibit

lower rates quarter after quarter and, as of MatsiGDP annual growth
approached zero.

In the United States, real activity indicators haomtinued to expand,
though the last information available evidences es@iowdown signs.
Recent data from the labor market indicate thatréwevery taking place
in the first months of the year might cease to netesfactory progress in
the second semester. Thus, in June, both consoordidence and
sentiment indices in the manufacturing sector weatie

On the eurozone side, although the economy didshobhk again in the
first three months of the year, some real actiintjicators available for
the second quarter evidence that the region hamaoed to weaken. For
this reason, a GDP contraction is highly likelytlms period. In addition,
starting in May, uncertainty grew in internationalarkets due to a
recrudescence of political and financial tensionthe eurozone. The
likelihood of large-sized economies like Italy bgirthreatened by
contagion grew, thus increasing risk perceptionnificantly in the
international financial markets.

The results of the recent elections in Greece,galoith the commitment
of the European Union to rescue the Spanish bardgstem were only a
temporary relief of the markets’ nervousness, stheg cannot see short-
term measures capable of stabilizing the economlyle@ading it towards
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recovery. The evolution of the agenda over bditmal and financial
integration would determine the way risk perceptwiti behave in the
next few months. If these discussions are caoigdn a fast and credible
manner, uncertainty could be expected to decrease.

The entrepreneur and consumer confidence indicemine depressed,
while sentiment indices in the manufacturing andvise sectors have
worsened. The deterioration of economic prospauts signs indicating
that they might get worse in the short term coeldpprdize even more
recovery opportunities in the developed countridfi.the above keeps at
high levels the risk of the European periphery’®rexnies, impairs
confidence, and might drag the eurozone down top in its output
even higher than projected by the markets.

The reduced European dynamism has began to alffedighavior of the
emerging economies in Asia as reflected in the wmriglg of both exports
and industrial production, and accentuating theoomy slowdown they
had been exhibiting since mid-2011, generated eyithdrawal of fiscal
and monetary stimulus policies

Except for Indonesia, the April 2012 figures ofusttial production in the
major emerging Asian economies show decelerationtie specific case
of China, industrial production, retail sales, andestment growth have
been moderate in the past few months. In Indian@mic growth has
decreased in a significant manner in the past faartgrs, and the real
activity indicators for the second evidence thetiom@tion of this tend.

In the Latin American economies, the economic ghoaftChile, Mexico,

Peru, and Venezuela was favorable in the first tquaof the year, as
opposed to the situation in Brazil where, once mgeeal activity has
decelerated. Current year’s information in Aphbws that industry has
shrunk in Brazil, Colombia, and Peru. Growth inil€fand to a lesser
extent in Mexico has decelerated.

The world’s economic slowdown has reduced pressypes international
commodity markets. Oil and food prices have desgdan a significant
manner in the past few months.



In this context, monetary policy in the advancednexnies remains lax
and no hardenings are to be expected in the nexg@arters. Conversely,
if the global environment deteriorates further,tcanbanks in this group
of countries could implement better encouragemesgsures.

To this date, the most recent data show that thm metects on the

Colombian economy of the European crisis and thabadl economic

slowdown have been deteriorating in external sat@sh would give way

to growth deceleration in the tradables sectorgrothan mining, and a
lower oil price that would adversely affect thenterof trade. With respect
to the latter, the index observed as of May id képt at high levels, in

part as a consequence of the lower internationed ffor imported goods.
To this date, other channels through which theonati economy might
suffer (i.e. external financing, internal confidenand country risk) have
not been significantly affected.

2. POLICY DISCUSSION AND OPTIONS

By a majority, the Board of Directors deemed appetp to keep the
policy interest rate unaltered, considering théfeing factors:

(i) Global growth declined in the second quarter ofytaar. In the United
States, information suggests a lower growth ratdewin the eurozone
several indicators show that the economy is shmkiProblems in this
region have affected global economy prospects firdanth confidence
and trade and capital flows. The emerging econoraeidsbit a more
moderate expansion rhythm reflecting mainly in\wesakening of exports
and industrial production.

(i) In Colombia, like in other emerging countries, tiebal economy
weakening effects have been felt in lower demartblexsport prices. This
has lead particularly to growth deceleration in ttaglable sectors other
than mining. Both industrial production in MarcihdaApril and the
agriculture GDP in the first quarter of the yeavdahrunk.

(i) Civil works construction fell in the first quartea phenomenon not
having been envisaged in the Bank’s projectionsointrast, the financial,
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commercial and transportation and communicationsosge exhibited
significant dynamism propelled by growth in domestemand, which has
been encouraged by the favorable confidence aadding levels.

(iv) Generally, Colombian economic growth in the fistr@ster has been
lower than expected. The GDP growth figure in thst fquarter stood
close to the upper limit of the forecast rangeiedrout by the Bank’s
technical period for this period. A downward rewisiis foreseen in the
forecast range for the year.

(v) The annual growth of the commercial loan portfaontinues to slow
down. Household - and particularly consumer - itretiough more
moderate now, remain high. The mortgage loan @astfs growing at a
good pace along with another increase in the newsd@rice index in
March which remains at historically high levels.

(vi) In May, annual inflation was 3.44%, this figureirige similar to the
April record. The core inflation average, justelikhe mean of inflation
expectations one-to five-year ahead, stands dealightly higher 3%.

Some Directors highlighted the dynamic growth ofvgie domestic
demand, as well as the dynamism of foreign diragestment inflows,
and a stable unemployment rate despite deteriaratidhe international
environment, particularly in the eurozone. Thesesded that neither
financing nor confidence and country risk have bagnificantly affected
regardless of the reduction experienced in theonatiexports by reason
of both lower prices and amounts, and a growth dtown above
projections. They deemed that inflation expectetiare close to the mid-
point of the target range, and economic growth a$ far from its
potential. They pointed that even if credit dynesnibecame more
moderated in the past few weeks, financial unb&atengers and risk-
taking in the economy have not vanished; this wolikely affect
employment and output growth sustainability in tiedium term.

Other Directors said that, according to informatiavailable, ongoing
international deterioration can be foreseen foraomged period of time,
with adverse effects on domestic demand and tmestef trade. In the
internal sphere, more deceleration than expectedean observed in the
agriculture and industry sectors which are the nmpbrtant contributors
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to formal employment in the country. They are bé topinion that
monetary policy effectiveness lies on the authesitianticipation ability;
therefore, in this scenario, a stance relaxati@asphmust be undertaken in
order to prevent drastic adjustments in the futu@onsequently, they
have proposed a 25-bp reduction in the interverrata

3. POLICY DECISION

According to the assessment of the current balahcesks, the Board of
Directors has decided to keep the interventiorrésterate unaltered. The
new information shall permit to establish new mangpolicy actions.

The Board confirms that Banco de la Republica hath the tools and
sufficient resources to meet the liquidity needslacal and foreign
currencies usually required by the economy, as aglihose likely to be
felt in an environment of international financiafthulence.

The Board will continue to carefully watch over theternational

situation, inflation behavior and projections, aslivas growth and the
performance of asset markets; and it restatesnioatetary policy will

depend upon the new information available.

Bogota Colombia, july 132012



