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The decade begins after five years of below historic growth adjusting after the terms-
of-trade shock.

Average Annual GDP Growth Rate in Latin America
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* The ToT shock is the common denominator for the region.

* The Colombian economy adjusted successfully despite facing a larger shock
relative to other countries.

Terms-of-Trade Movements 2010-2015* Change in Domestic Demand and Output Growth, 2011-16
(Peak to trough, percent change) (Percentage points)
0 0 y77]
-1
10 o
-10-
-15 _
-15- 20 ~
_20- 95 B Domestic demand growth ~
W GDP
25— -30 @ Cumulative decline in commodity terms of trade -
| | | | | | | _35| I I I I I I
0 s g 2z =2 5 5 |[g g == = £ £ || § 5 ® £ 8
N = = = o D = = = @ = = 2
: = & 5 & g [E| £ 3% s 8 £ |§| ° = = § £
= et c =] o
- < =8 s = = -
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* Timing seems to have been slightly different: Colombia moving later than the

rest of the region.

 Internal demand and consumption in Colombia has recovered strongly after the

adjustment.

Internal Demand
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* Forecasts suggest that dynamism will continue through 2020, amidst an uncertain
global environment.

Growth Forecasts
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Source: Banco de la Republica and Consensus forecast. Analysts forecasts are the median of consensus forecasts individual predictions.



* Growth is responding to a dynamic domestic demand.

* Central Bank estimates a growth rate of 3.2% for 2019 and forecasts 3.3% in
2020.
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* Investment remains strong, except for the housing sector; machinery and
equipment is growing significantly. Some deceleration is expected for 2020 but other
components should pick up.
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« Consumption is growing at a fast rate, though a disconnection with consumer

sentiment persists.

Consumption and Consumer Confidence
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* Astrong growth of consumer loans is supporting household consumption.

Loan Portfolio
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* The labor market has been showing weakness that contrasts with the dynamics
of internal demand. Unemployment rate has increased compared to previous
years. The increment is most noticeable in rural areas. It is difficult to assess the
migration effect, given the scale of this phenomenon.
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* In a decelerating scenario for the global economy, the growth of Colombia’s trading

partners is expected to slow down.
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* Therebound in domestic demand plus a weaker external demand is causing a
widening of the current account deficit.

Current Account
(% of GDP)
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However, consumption goods represent only a small fraction of total imports,
rendering a “productive” CAD.

Imports
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*  Which has been mostly financed by FDI, mitigating part of the vulnerability of
the large CAD.
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* Trade balance and factor income explain the current account deficit, partially
offset by the net income of current transfers. Factor income has already proved
to move countercyclically.
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* A floating exchange rate is a crucial piece of the policy framework.
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* Currency mismatches remain low in both the real and financial sector, and they
concentrate in companies that either export, hedge or have FDI
Debt of the corporate sector by currency and hedge
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* Inflation expectations are close to the 3% target over the policy horizon.
 Central Bank estimates convergence to target by December 2020.

Inflation and Inflation Expectations
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*  There was a temporary shock to food inflation throughout 2019, that started
to fade.

Food Inflation
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*  Although passthrough is low, there was some impact of depreciation in
tradable and headline inflation.

Tradable inflation
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* Non tradable inflation fell during H2 2019 reflecting few structural pressures
in the inflationary process.

Non-tradable inflation
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 Coreinflation indicators reflected too a temporary shock, most probably affected by
exchange rate, though it was a small deviation.

Core Inflation
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* In this scenario monetary policy has remained moderately expansionary,
supporting the closing of the negative output gap.

109 Policy Rate
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