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Latam Daily: Colombia’s Imports and Activity End 2021

on a High Note

Colombia: Imports up in December; economic activity strong at year-end

COLOMBIA: IMPORTS UP IN DECEMBER; ECONOMIC ACTIVITY STRONG AT YEAR-END

I. December’s imports rose 49.9% y/y; trade deficit remains high

Import data for December’s released by DANE on Monday, February 14, came in at

USD 6.21 bn (CIF terms), expanding 49.9% y/y (chart 1), down from November’s level of
USD 6.55 bn. The monthly trade deficit stood at USD 1.27 bn, also moderating somewhat
from November's figure (chart 2). The 2021 trade deficit stood at USD 15.42 bn, the widest
since 2015.

December’s imports slightly decreased from November mainly on lower durable goods,

fuel, and transport equipment purchases. Raw materials for the agricultural sector and

non-durable goods imports remained strong. Manufacturing imports grew by 44.5% y/y

accounting for the strongest positive contribution to annual imports growth, while
agriculture-related imports increased by 51.2% y/y and mining-related imports grew by
137.3%yly.

By use, three major segments showed strong increases (chart 3):
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Consumption goods imports increased +30.6% y/y, at USD 1.39 bn; for the year as a
whole, imports of consumption goods totaled 13.496 bn USD (+25.9% y/y). Durable
goods imports, meanwhile, grew by 42.3% y/y over the year, contributing 64% to the
overall increase. By year end, however, durable goods purchases slowed, especially
vehicle purchases, reflecting negative effects of international logistic bottlenecks. In
contrast, non-durable goods purchases remained strong, especially foodstuffs.

Raw material imports grew by 77.3% y/y to USD 3.07 bn (USD 30.23 bn, +56.4% y/y,
for the year as a whole). Industrial sector input purchases (+69.5% y/y) and fuel
imports (+226.2% y/y) moderated from previous months. Agricultural purchases
remained strong (+46.6% y/y).

Capital-goods imports were up 30.1% y/y to USD 1.75 bn in December and

USD 17.36 bn (+29.3% y/y) for the year as a whole. Investment goods led the gains in
2021 (+21.3% y/y), followed by transport equipment (+38% y/y). However, by the end
of 2021, transport equipment purchases moderated, which should be followed closely
to monitor the evolution of investment dynamics.
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Imports in 2021 reflect a positive demand effect due to the economic recovery and the effect of higher international prices. Imports also
reflects government deficits. Regardless of their source, high imports have widened the trade deficit. Looking ahead, a high current account
deficit will likely persist for a while, raising possible financing concerns. In 2022, however, especially after elections, we expect FDI to finance
the highest share of this deficit.

Il. Economic indicators show a robust close of 2021, while employment remained below pre-pandemic level
DANE also released its monthly economic activity survey for December 2021 on Monday, Chart4
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Manufacturing Production Chart 5

Manufacturing production increased by 13.1% y/y (above the market consensus +9.2%) and Colombia: Retail Sales
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international input prices and logistical issues impair manufacturing chains, especially
during H1-2022. Meanwhile, employment recovery is a critical factor determining the
sustainability of the recovery.

Retail Sales

Retail sales expanded in December by 15.9% y/y, above Bloomberg'’s survey (+12% y/y); compared to pre-pandemic levels (December
2019), retail sales are now 13% higher (chart 5). For the whole of 2021, retail sales expanded +8.9% as compared to the pre-pandemic
(2019) level.

In December, retail sales (excluding other vehicles) expanded by +1.0% m/m, led by the effect of the VAT holiday, which boosted
consumption of non-durable goods and electronic devices. However, Colombian households are moderating their consumption of some
items, especially foodstuffs, due to the impact of inflation on prices. Moreover, in December a contraction in sales volumes of vehicles for
households use (-2.5% y/y) and food (-1.3% y/y), was due to logistical bottlenecks that are reducing supply.
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DANE calculated the impact of the VAT holidays and showed that the positive effect on consumption was stronger in December than in
November, and October, especially for non-durable and semidurable items.

For all 2021, retail sales expanded 17.8% in annual terms and 8.9% compared to pre-pandemic levels. In 2021 sales of items affected by
the reduction in mobility restrictions and in-person activities rebounded the most, with the strongest contributions from vehicle sales
(+41.8% y/y), clothing (+49.2% y/y), and electronic devices (+41.3% y/y).

In 2022, we expect a slowdown in household consumption to more healthy expansion rates, though a challenge would come if the
impact of the inflation deteriorates further than expected the consumption capacity.

Services & Hotels

While the film making and TV show sector posted the strongest recovery among services sectors in 2021, employment was still below
the pre-pandemic level by -37% y/y. Employment also remains under pre-pandemic levels in restaurants (-6.4%), private education
(-9.1% y/y) and edition activities (-17.9%).

The hotels sector doubled its income in 2021 compared to 2020, though income was 25% below and employment 37% below pre-
pandemic levels. In December 2021, hotel occupancy reached 54.4%, above from December 2019 levels of 49.8%. However, business trips
still lag the recovery, and domestic tourism is leading to better performance in the sector.

With activity levels now recovered, pre-pandemic production levels are no longer the relevant benchmark. Instead, sustainability of
growth is the key metric, with employment recovery the key for sustainability. And ahead of today’s GDP data, we expect a positive result
for 2021 showing a double-digit expansion. However, economic growth is likely to moderate in H1-2022 due to the uncertainty surrounding
the elections and also because of the challenging environment with respect to inflation and employment. Accordingly, we estimate that if
Colombia’s economic activity repeats the average performance of the previous three months (September—November), economic growth
will come in at least 3.6%, confirming our expectation of a 4.5% expansion for 2022.

—Sergio Olarte & Jackeline Pirajan
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