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*  The Colombianeconomyis facing an unprecedented shock because of the pandemic. There is uncertainty
about its evolution, while further outbreaks and the ensuing public and private responses might hinder

economicrecovery.
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External liquidity is abundant, and sovereignrisk premiaarestill at historicallylow levels. There are
risks stemming from the recent steepening of the yield curve in the U.S.

Portfolio flows to emerging markets remain positive but have decreased.
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 Commodity prices have increased. The oil price has risen above previous
expectations

Oil prices
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* The vaccination process will support growth in 2021. The recovery path is likely to be
heterogeneous across countries.

Vaccination process
(% of population covered*)

of population covered

Source: Bloomberg, updated March 30th. *Population covered” divides the doses administered for each vaccine type by the number of doses required for full vaccination



* Progressin the vaccination programs and the impulse of fiscal and monetary
policies in advanced economies have improved the outlook for global growth

IMF Economic Growth Projections

(% change)
Difference fromJanuary 2020 WEO
2021 Projection update Projections
World Output 6,0 0,5
Advanced Economies 51 0,8
United States 6,4 1,3
Euro Area 4,4 0,2
Japan 3,3 0,2
China 8,1 0

Source: IMF — World Economic Outlook. April 2021



* Analysts estimate that the region will grow 4.5% in 2021. Forecasts have
improved after positive news regarding global demand and the vaccines.

Growth Forecasts for 2021
(Analysts’ estimates)
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* The monetary policy framework and other characteristics
of the Colombian economy allowed for a quick response
against the shocks and provide space to react in the
future:

1. The Colombian economy has a fully-fledged inflation targeting regime
with exchange-rate flexibility, and the Central Bank has high credibility.

2. Adequate levels of external buffers.
3. Adequate financial supervision and regulation.

4. There isa Medium-Term Fiscal Framework that seeks to achieve a
sustainable path for public debt.



e Currency mismatches are low, allowing the exchange rate to become the first line of defense against
external shocks without creating financial stability concerns. Unhedged FX denominated debt of the
corporate sector has not changed substantially and nowadays represents only 5.3% of GDP

Debt of the Private Corporate Sector as % of GDP, by FX Hedge*
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* The high credibility of the Central Bank maintains inflation expectations close to the target
despite the size of the shocks.

Inflation and inflation expectations
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* External liquidity levels are adequate and were reinforced mostly through the direct purchase of
USD 3.5 billion from the National Government and the augmentation of the Flexible Credit Line
with the IMF to USD 17.2 billion.

Foreign Reserves and Flexible Credit Line (precautionary)*
(% of the IMF'sARA metric)
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Source: Banco dela Republica and IMF. *The reduction observed in December is explained by the disbursement of USD 5.4 billion from the FCL to the government.



The Central Bank has used its toolbox to support the economy by:

* Providing liquidity to avoid disruptions in the payment systems and
contribute to the credit supply by financial institutions.

* Helping stabilize key financial markets that have suffered liquidity
problems.

* Maintaining external buffers to facilitate external payments of the
economy.

* Supporting the economy through lower interest rates.
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Central Bank Response

Objectives To protect the To preserve the supply To stabilize key To provide an
payments system of credit financial markets economic stimulus

Actions
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The Central Bank’s staff estimates a growth rate between2.0%and 6.0% for2021. The latest point estimate

for growthin2021is5.2%

The shock has both supply and demand effects. The impacts on the latter have prevailed, which can be

seenin the large negative output gap.

Gradual convergence of economicactivity toward pre-pandemiclevelsis expected. Outputis estimated to

reach pre-pandemiclevelsin 2022.
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Source: Banco de la Republica—Monetary Policy ReportJan 2021. *Difference betweenthe observed GDP and potential GDP obtained from the 4GM model.



* Thelabor market has partially recovered, but it keeps showing significant slack.

*  Forecasts from the Central Bank’s staff suggest that the unemployment rate will continue falling
at a moderate pace throughout 2021.

Unemployment Rate Forecast for the National Unemployment Rate
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* Because of the demand shock and price relief measures, in 2020 inflation was below the Central
Bank’s target. Inflation should converge to the 3.0% target in the next two years

Headline Inflation
7 - (Annual change)

2015 2016 2017 2018 2019 2020 2021 2022

Source: Banco de la Republica — Jan 2021 Monetary Policy Report.
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Given the sizeable excess capacity and projected core inflation below target, the central bank has set an
expansionary monetary policy stance.

Due to the unprecedented nature of the shock and the variable external context, the macroeconomic
forecastand monetary policy response are very uncertain.
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* In 2020, the external deficit contracted, in line with a lower domestic demand.
* Domestic demand is expected to recoverin 2021...

* ...Hence, although in 2021 global recovery will support a higher external demand and better
terms of trade, the current account deficit is expected to increase slightly.

Current Account
(% of GDP)
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Source: Banco de la Republica
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* The Central Bank of Colombia has adopted a gradual approach in its monetary easing,
providing a sustainable level of stimulus to support the recovery. Thereis high uncertainty

regarding:

—  Therelative size and evolution of aggregate supply and demand effects caused by the pandemic.
—  External financial conditions. Expected inflation and the effects of fiscal policy in the U.S. may alter financial conditions.
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https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Tracking-Global-Demand-for-Emerging-Market-Sovereign-Debt-41399

* The pandemiccaused asignificantincrease in the level of public debt. The governmenthas announced a
fiscal adjustment equivalent to 1,5 % of GDP.

*  According to the Financial Plan, this adjustment, together with better tax collection, should bring public
debtbelow 60% of GDP by 2030.

Gross Debt of the National Government
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* The gradual reduction of public debt ratios is important for the operation of countercyclical
monetary policy.

27.91 32.81

0.25 2.68 2.3 2.5 27.12 39.48 -2.05 -2.25
4.0 3.76 3.51 3.50 53.75 65.54 0.49 0.5
1.75 1.51 2.87 3.12 50.30 64.80 -1.12 -1.37
3.5 1.38 2.3 3.0 30.49 38.48 1.2 0.5

66.34 77.42 -2.6 -2.6

Source: central Banks, IMFand Fitch Ratings.
*Countries areordered accordingto their creditrating. Green are all A-rated countries (A+, A and A-), Pinkareall BBB countries, purpleareall BBandred areB-rated’.

** Inflation expectations arebased on surveys. Inflation expectations: México. Brasil. Chile. Perd. Turquia. Sudafrica, Hungria, Colombia). Inflation expectations for Indonesiaare for year-end 2021 and year-end 2022,
they aretaken from FocusEconomics' consensus forecast.


https://www.banxico.org.mx/SieInternet/consultarDirectorioInternetAction.do?accion=consultarCuadro&idCuadro=CR154&locale=es
https://www.bcb.gov.br/content/about/presentationstexts/RI_2021_1Q_EN.pdf
https://www.bcentral.cl/web/banco-central/areas/encuestas-economicas
https://www.bcrp.gob.pe/estadisticas/encuesta-de-expectativas-macroeconomicas.html
https://www.tcmb.gov.tr/wps/wcm/connect/en/tcmb+en/main+menu/statistics/tendency+surveys/survey+of+expectations+statistics
https://www.ber.ac.za/BER%20Documents/Inflation-Expectations/?doctypeid=1065#12924
https://www.mnb.hu/letoltes/eng-ir-digitalis-7.pdf
https://www.banrep.gov.co/es/estadisticas/encuesta-mensual-expectativas-analistas-economicos

Non-performing loans - Annual Growth Rate

80%

60% I

40%

20%

0%

-20%

-40%

-60%

Dec-15 f
Mar-16

Jun-16

Dec-16
Jun-17
Sep-17
Dec-17
Mar-18

Sep-16
Mar-17

Jun-18

Sep-18
Dec-18
Mar-19

Jun-19
Sep-19

Dec-19
Mar-20

Jun-20
Sep-20

e Total

Source: Office of the Financial Superintendent. Calculations by Banco de laRepublica.

Dec-20

= Commercial

2,5

1,5

0,5

In line with the economic slowdown, deterioration of the loan portfolio is expected.
Banking institutions have increased their provisions in order to manage this risk.

Provisions over non-performing loans
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Liquidity Risk Indicator (LRI)
500

450
400
350
300
250
200 r

150

Regulatory minimum
100 === == e e e e e e e e e e e m e - - -

50 F L R, .
IRL=liquid assets / net liquidity requirements over 30 days

dic-15
mar-16 |
jun-16 ]
sep-16 |
dic-16
mar-17 |
jun-17 ]
sep-17 |
dic-17 ]|
mar-18 |
jun-18 ]
sep-18 ]|
dic-18
mar-19 |
jun-19
sep-19 |
dic-19 ]|
mar-20 |
jun-20
sep-20 |
dic-20

Source: Office of the Financial Superintendent. Calculations by Banco de la Republica.

20

18

16

14

12

10

Despite of this, solvency and liquidity levels of financial intermediaries remain above regulatory

Solvency Ratio of Credit Establishments

17,21

L == == Regulatory minimum
| Solvency ratio=Tier 1 capital / Risk weighted assets

T T T T T T T T T T T T T T T T T T T T
n W W O O N~ N IN N 00 600 o0 00 O OO oo oo O O o O
T r A A r R r L ST A AN A D D
L L a b L ¢ a b L & a b L & a b L ¢ a o
- g 3 Y B g 3 9 T g 3 9 T g 3 9 T g 3 2 T



* And, despite the size of the macroeconomic shock, financial intermediation has continued

smoothly.
* The growth of the loan portfolio has decelerated but remains positive in nominal and real
terms.
Commercial Loan Portfolio Consumption Loan Portfolio
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