Minutes of the Banco de la Republica Board of Dirdor’'s meeting on May 27,
2010

On May 27, 2010 the regular meeting of the BoarBioéctors of the Banco de la
Republica was held in the city of Bogota.

Present were:
Oscar lvan Zuluaga, Minister of the Treasury andlielCredit
Jose Dario Uribe, the General Director

Full-time Board members present:
Carlos Gustavo Cano

Juan Jose Echavarria,

Fernando Tenjo,

Cesar Vallejo

Juan Pablo Zarate.

The inflation and economic growth situations asl aslthe outlook for both were
discussed and decisions were made in relation teetaoy policy. Below is a
summary of the main topics dealt with in this megti

1. BACKGROUND

a. Recent developments in inflation

Annual consumer inflation stood at 1.98% in Apnhich was 14 bp more than in
March. Inflation for the month was 0.46% and &lthe indicators of annual core
inflation declined.

The annual change in food prices went from 0.34%anch to 0.93% in April due
to the rise in prices for perishables.

The annual increase in the prices for regulatedigeent from 3.4% in March to



3.9% in April. This was the result of the adjusitsethat were made in fuel and
energy.

The annual change in the prices for non-tradabbéelg@xcluding food and
regulated goods was 3.9% in April compared to 3u@%¥arch.

The annual change in the prices for tradable geadkiding food and regulated
prices fell from 0.3% in March to -0.3% in Aprillhis rate is the lowest seen since
a record has been kept for this indicator.

Based on the preliminary data from May 19, inflatexpectations derived from
the negotiations for 1, 5, and 10 year public delvered and stood at 1.87%,
3.56% and 4.09% respectively.

Inflation expectations from the quarterly and mdnsurveys done by the Banco
de la Republica at the beginning of May continwedhiow declines and were
within the long term target range set by the BarDirectors.

In April, annual inflation of producer prices (PRIas 0.3%, which is 45 bp higher
than that of March. The PPI rose primarily assalteof the prices of imported
goods.

b. Growth

The indicators which are available show that consion is recovering at a pace
that is faster than what had been predicted edperidhe case of durable goods.
The indicators that are associated with the grogadtion of fixed capital other
than public works and construction still show negaannual growth.

The following are some of the relevant indicators:

— The Fedesarrollo Consumer Confidence Indicat@)Y@ith data up to April
continues to show an improvement in household d@afiens with regards to the
short and medium term economic situation.

— The commercial sales measured by DANE endeduader with a growth that
Is higher than what has been seen in the last eaosy The high correlation
between the growth in commercial sales and domhsetisehold consumption
makes it possible to trust a surge in this typexgienditure in the first quarter of
2010.



— The annual change in the industrial productia@einwas 6.4% which is similar
to what was expected by the Bank’s technical team.

— The total demand for energy —regulated or nometgd— excluding exports
grew 4.6% in annual terms in April which is addedte 5.1% annual growth in
the average for the first quarter.

— According to DANE, total industrial sales gre\2%. annually in the first
quarter.

Total exports for the month of March registeredaanual rise of 19.4% and so far
this year, 19.1%. Exports from mining grew 33%;j@agture, 25%; and industry,
9.4% with respect to the same month last year. é¥ew when the main products
such as coffee, nickel-iron, petroleum derivatiaed gold are discounted from
industrial sector exports, an annual fall of 8.K6een.

The main export products (coffee, coal, nickel-jrothand its derivatives which
represented 57% of the total foreign sales in Masblowed an annual growth of
39.8% in dollars and a drop of 5.8% in volume.

By country of destination, the largest demand antotal exports is made by the
United States, which represented 44% of our tatieissin the month of March.
Venezuela’'s share dropped when it went from 182%arch, 2009 to 4.7% in
the same month this year. The other destinatiexsept for the European Union)
have gained a larger share of the total amountréeghby Colombia.

Specifically, there were higher sales to Asia whignt from 5.6% in March last
year to 12.2% in March, 2010. The higher salesteged for the United States,
India and China are mainly due to the increasejosgs of petroleum and its
derivatives, coal and gold.

The lower exports from the industrial sector exoslgdnain products are the result
of the drop in sales to Venezuela which plunged @8%tually in March. Sales
from this sector to other destinations rose in ahterms. Those to the United
States rose 46% and to the remainder of the cesn®6%.

In March, the value of the total imports in doll§&F) grew 24.7% with respect to
what was observed during the same month last yeht 8% in relation to what
was registered in February, 2010. The upswingnports was caused by the
increased purchases of consumer goods, espeaiasplé goods (31.4% annually)



and intermediate goods (29% annually). Importsapital goods grew 16.5%
annually.

In the moving quarter ending in March, the natiamamployment rate (UR)
stood at 13% and the rate for the 13 areas, a%d.3.7

c. Foreign context

The various indicators of real activity in the U&lan emerging countries in Asia
and Latin America confirm that the world economytifl recovering.

Global financial markets showed a significant rséhe levels of uncertainty and
volatility due to the growing problems of soveredgbt in various European
countries. This situation led to a upsurge ingbeception of worldwide risk in
spite of the 750 billion euros in support measackgpted by the European Union
and the IMF for the most indebted countries (PIIGB)this environment, plunges
in the stock markets in developed countries, esfigén Europe, have been
occurring and the euro continues to depreciatemparison to the dollar and
other currencies (based on the numbers as of Friday 21).

In spite of the above, the Latin American econorhi&ge not been significantly
affected by the financial turbulence. The sovereigk premiums showed small
increases compared to previous periods of criBige currencies of the majority of
the countries depreciated last month with thisdreeing much stronger in Brazil
and Mexico. In the latter, the depreciation fat lmmonth was around 7% while in
Colombia it has been around 2%.

The main impact of the European crisis has beem isethe prices of commodities,
especially oil. If this trend continues, it wilegatively affect countries that export
raw materials, in particular, since it will affatieir terms of trade and, thus, the
GDP. However, it is still premature to talk abwaiitat the impact of the crisis in
Europe will be on the global economy.

d. Financial variables

The M3 and Liabilities Subject to Reserve Requinetsiewhich had registered a
stable annual growth of close to 7% from the begmof the year up to April,
surged to rates that were somewhat above 9% ifirgih@veek of May. This trend,
which is transitory in character, is due to lowevgrnment deposits in the Bank.

In April and the first week of May, 2010, the anhgeowth of the total gross



portfolio (M/N) stabilized at a rate of close to 5%o0ing by modality, the
slowdown in the commercial loan portfolio has be#set by the higher rates of
increase in the mortgage and consumer portfokbsen though the balance of the
commercial portfolio has been relatively stablerdhe course of the year so far,
its trend is more favorable when the bonds issyetthd real sector are added in.
In April, this credit aggregate reached COL$101&rtumber which is COL$683
b higher than what was seen a month ago and COhi§her than that registered
last December.

With respect to disbursements, the spread for thos® to the commercial loan
portfolio surged (between April and mid-May) bugithlevels are similar to those
registered a year ago. The disbursements of fmarmouseholds (consumption
and mortgage) continue to have sharp rises inthetlspread and in annual terms.

After the Banco de la Republica’s benchmark rate seaduced 50 bp, the deposit
rates dropped and lending rates showed a mixed.tr€onsumption rates, which
had also exhibited a decline in April, fell 28 Iy tfirst week of May. During this
last period, the treasury and prime commerciarasierates fell 54 bp and 26 bp

respectively. The rates for housing loans, in,turdluding both construction and
purchase rose.

Concerning the prices of assets, the General Ifateke Colombian Stock Market
(IGBC in Spanish), which had reached a historicakimum at the beginning of
May, showed a slight decline in value as a redul® crisis in the European
Union similar to what has occurred in other cow#iin the region. In the case of
fixed income, the negative impact has been very low

Between April 30 and May 24, the rates for the mutbebt securities registered
negative changes of 59 bp, 36 bp and 13 bp inltbg,amedium and long tranches
respectively.

2. DISCUSSION AND POLICY OPTIONS

Over the course of the discussion the followinghostood out: (i) the result of
inflation up to April which stood within the projgons made by the Banco de la
Republica’s technical team; (ii) the annual chaingieadable goods excluding
food and regulated prices which began to declira@naiipus reinforcing the trend
that has been seen since August 2009; (iii) a @dvnfthe core inflation
indicators and in inflation expectations; (iv) tlaster than expected economic



recovery in the first quarter; (v) improvementdirsinessmen’s and consumer’s
expectations; (vi) stable growth in the monetargragates; (vii) the growth of the
financial system portfolio in legal currency atééy similar to the estimated rise in
the nominal GDP for 2010; (viii) the recent trendhe prices for assets; (ix) the
trend in the market interest rates in responskdadduction of the Bank’s
benchmark rate; (x) the effect of the exchangeaatmflation and the growth of
the product for the tradable sectors; (xi) therederates for public debt securities
which fell during the month and (xii) the recoverfythe world economy and the
severe uncertainty generated by the crisis in ddunepean countries.

The Board members’ main points of analysis centarednd the following
aspects: (i) the inflation projections for 2010 &@d.1; (ii) the reduced variation in
prices for tradable goods due to the appreciatidheopeso compared to the
dollar; (iii) the lagged effect of monetary polinyeasures on production and
prices; (iv) the projections of economic growth 2010 which suggest a recovery
that is faster than predicted; (v) the recent ma@nm the financial system
portfolio and in the prices for assets; (vi) themm inflation expectations; (vii)
the balance of risk between growth and inflatioa icontext of a recovering
economy and inflation that is slightly below thadoterm target range; (viii) the
uncertainty generated in the world economy by thepean crisis and (ix) the
need to maintain the monetary authority’s credjp#éind anchor inflation
expectations to the long term target.

The Board of directors emphasized the followingardng the trend of inflation
for the month: (i) annual consumer inflation in Apvas 1.98%, which was
slightly higher than in March (14bp) but within thejections made by the Banco
de la Republica’s technical team; (ii) the coréaitidn indicators continued
declining and are in the lower part of the targetge for long term inflation set by
the Board; (iii) inflation expectations continuedfall; (iv) the result of inflation
last month is in line with the projections madethy technical team which shows,
with a high degree of confidence, that inflatiorl Wwe within the long term target
range in 2010 and 2011.

The information received in the last few weeks ¢aties that the economy is
recovering more rapidly than expected without gatieg inflationary pressures.
Factors such as the improvement in agents’ confiel@amd the momentum of
various leading indicators confirm the higher growt

The recovery of the world economy has been affelsye@reece’s public debt
crisis and its possible spread to other Europeantdes. The effects of these



crises are still uncertain. It should be emphakihewever, that Asia, the United
States and the economies of Latin America demadesdreecovery that is getting
stronger and stronger.

The Board believes that the expansionary monetaigypthat has been adopted,
including the recent 50 bp reduction of the bendkmate, is contributing to the
growth of the economy in an environment of a hgditancial system.

3. POLICY DECISION

The Board of Directors agreed to keep the benchmaekof the Banco de la
Republica unchanged and it will remain at 3%.

Bogot4, Colombia
June 11, 2010



