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Colombia Monetary Policy Preview: BanRep expected to
keep rates unchanged amid a more complex risk balance

On Wednesday, September 30", the central bank will hold a new
monetary policy meeting to set the interest rate. After delivering a
surprising 75 bps hike in April, economists and market participants
broadly anticipated an additional 50bp increase in July. Instead, the
Board opted to keep the policy rate unchanged at 12.0%, marking
another deviation from consensus expectations. According to the
minutes, the decision was largely influenced by concerns regarding
the strength of the Colombian peso and its implications for export
competitiveness and financial stability. The Board simultaneously
announced a new international reserve accumulation program of up
to USD 4 billion through FX put options. Under the program, options
can only be exercised when the daily exchange rate reference (TRM) is
below its 20-day moving average. The central bank sought to
accumulate USD 400 million per month in both August and
September. While the August target was fully achieved, appreciation
pressures eased during September, causing the exercise condition to
remain non-binding for much of the month. As of the latest available
data, reserve accumulation through the program totals USD 296.3
million in September. July's meeting was also the last attended by
former Finance Minister German Avila.

The July vote split was 4 to 3 in favor of keeping rates unchanged,
breaking the pattern observed in previous meetings. Nevertheless,
the minutes suggest that at least one board member who voted for
unchanged rates remained open to supporting further hikes should
inflationary pressures intensify.

Several developments since July’s meeting could alter the Board's
assessment of risks ahead of this month's decision. First, this will be
the first interest rate decision under the participation of the new
Finance Minister, Miguel Gomez. Historically, finance ministers have
tended to occupy the more dovish side of the Board. Consequently,
investors will closely monitor the minister's first policy signals
regarding his assessment of economic conditions, inflation risks, and
the appropriate degree of monetary restraint. Second, Colombia has
faced a series of adverse supply shocks in recent months. The August
10 earthquake, widespread wildfires across several regions, and the
initial effects of El Niflo on the energy and agricultural sectors have
increased uncertainty regarding both inflation dynamics and economic
activity in the coming quarters. Third, second quarter GDP and balance
of payments data highlighted the resilience of domestic demand
during the first half of the year. Both annual GDP growth and the
current account deficit reached 3.5% of GDP in the second quarter.
Strong public expenditure associated with the presidential elections,
higher government payroll spending, and temporary consumption
effects linked to the FIFA World Cup contributed to this performance.
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While these data portray an economy that remained robust through
mid-year, some signs of moderation have begun to emerge. August's
Economic Monitoring Indicator (ISE) expanded by only 1.1% vy/y,
suggesting a gradual fading of the temporary factors that boosted
growth earlier in the year.

Inflation developments have also strengthened the case for
maintaining a restrictive monetary policy stance. Annual inflation
accelerated from 6.03% in July to 6.24% in August, exceeding market
expectations. The upside surprise was driven primarily by food and
regulated prices, while services’ inflation remained highly persistent,
particularly in housing related components. Inflation expectations
have also moved higher since the July meeting. Consensus forecasts
now place year end inflation at 6.77%, while one- and two-year ahead
expectations stand at 5.43% and 4.13%, respectively, remaining above
the central bank's 2% to 4% target range.

The external backdrop has become less supportive as well. US
Treasury yields have risen sharply, with the 10 year Treasury yield
surpassing 5%. Oil prices have returned above USD 100 per barrel,
and the Federal Reserve resumed its tightening cycle with a 25bp
increase, bringing the federal funds rate to 3.75%-4.00%.
Meanwhile, Colombia's sovereign risk premium continues to reflect
investor confidence in the fiscal adjustment plans of the new
administration, although volatility increased following the publication
of the 2027 National Budget, which projects a fiscal deficit equivalent
to 9.4% of GDP. Despite the initial market reaction, investors have
largely interpreted the budget as a realistic recognition of fiscal
constraints rather than a signal of materially looser fiscal policy.

While recent supply shocks and the inflation outlook would
ordinarily support additional monetary tightening, we believe the
economic and social consequences of the August earthquake, as well
as thesstill strong exchange rate could lead the Board to adopt a more
cautious approach. Consequently, we expect Banrep to leave the
policy rate unchanged at 12.0% at its September meeting. This view is
consistent with the latest survey of economic analysts conducted by
the central bank, which points to rate stability this month, although
respondents continue to anticipate an additional 25bp hike before year
end.

Over the medium term, we believe the current 12.0% policy rate
provides an appropriate balance between upside inflation risks and
downside risks to economic activity. Under our baseline scenario, the
policy rate would remain unchanged until July 2027, when inflation
expectations should display a clearer convergence toward the 2% to
4% target range. As a result, we expect the policy rate to end 2026 at
12.0% and gradually decline to 11.0% by the end of 2027.
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Key points to consider ahead of Septembers’ meeting:

The technical staff of the Banco de la Republica revised its
inflation forecasts upward relative to the April Monetary
Policy Report, raising the end-2026 projection to 6.9% from
6.4% and the end-2027 projection to 4.3% from 3.7%. The
revision was driven mainly by higher projected food inflation,
which increased to 9.0% from 7.1% for 2026, and regulated-
price inflation, which rose to 7.1% from 6.1%, reflecting supply
shocks, the incorporation of a strong El Nifo scenario, and
higher projected utility tariffs. Core inflation was revised
slightly lower for 2026, to 6.2% from 6.3%, but higher for
2027, to 4.2% from 3.8%. On activity, GDP growth forecasts
were revised to 2.5% for 2026, from 2.4%, and to 1.9% for
2027, from 2.1%, while the estimated output gap for 2026
increased to 0.4% from 0.3%.

Economic activity remained resilient in Q2, with GDP
expanding 3.5% y/y, above expectations, supported mainly
by temporary demand factors including election-related
public spending, public wage increases and FIFA World Cup
effects. From the production side, public administration was
the largest contributor, growing 10.0% y/y and adding 1.7pp to
GDP growth, while leisure expanded 9.5%, financial services
8.7%, mining 4.2% and commerce 2.2%. Construction
returned to positive territory for the first time since 2024,
increasing 2.2%, although agriculture contracted by 2.1%. On
the demand side, final domestic demand accelerated to 4.9%
y/y, driven by a 12.2% increase in government consumption,
2.8% growth in household spending and a 7.0% expansion in
fixed investment, while imports rose 7.5% and exports
declined 1.0%, reflecting strong domestic demand and a
stronger peso. Consistent with this, the current account
deficit widened sharply to USD 4.7bn in Q2, equivalent to
3.5% of GDP, from 1.0% of GDP in Q1, largely driven by a
wider goods trade deficit and a return to a services deficit.
Goods imports increased 14.2% vy/y, led by consumer goods
(+30.0% vy/y), while exports rose 13.6% vy/y, supported by
stronger gold and oil shipments. The strength of domestic
demand was also reflected in the external accounts, as the peso
appreciated 14% vy/y during the quarter, boosting import
demand, while net FDI inflows reached USD 3.2bn and
continued to finance the current account deficit despite a
deterioration in financing quality relative to earlier in the year.

August inflation surprised to the upside, with headline CPI
rising 0.39% m/m, above market expectations of 0.27%,
driven mainly by food and housing prices, which together
accounted for roughly 40% of the monthly increase. As a
result, annual inflation resumed its upward trend, increasing
from 6.03% in July to 6.24% in August, while core measures
also accelerated, with inflation excluding food reaching 6.27%
y/y and inflation excluding both food and regulated items
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rising to 6.19% vy/y. Food prices were the main source of the
upside surprise, reflecting higher prices for perishable items,
particularly fruits, while regulated inflation continued to
increase on the back of higher electricity and water tariffs amid
expectations of a stronger and longer-lasting El Nifio event.
Services inflation also remained elevated, supported by
indexation mechanisms and labor cost pass-through in housing
and restaurant-related services. Looking ahead, inflation is
expected to continue rising in the coming months, with
DAVIbank Economics forecasting year-end inflation at 6.9% in
2026 before moderating to 5.1% in 2027.
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Forecast 2019 2020 | 2021 2022 2023 2024 2025pr 2026pr 2027 pr
National Accounts
Real GDP growth (yearly %) 3.2 -7.2 1.1 7.6 0.9 1.5 2.6 2.5 2.3
Domestic demand (y/y. %) 4.0 -7.5 13.8 105 -2.3 1.6 3.9 3.9 2.8
Consumption (y/y. %) 4.3 -43 14.1 95 0.7 1.4 4.4 4.1 2.3
Private (y/y. %) 4.0 -5.0 153 n1 0.6 1.6 3.5 3.2 2.5
Government (y/y. %) 55 -0.9 103 2.2 11 0.0 8.3 9.5 1.4
Gross capital formation (y/y.
%) 3.2 -7.2 1.1 7.6 0.9 1.5 2.6 3.2 5.9
Exports (y/y. %) 33 -22.3 157 136 31 0.3 1.8 0.1 1.7
Imports (y/y. %) 7.7 -19.8 285 25,0 -98 13 8.8 3.0 3.7
Laboral Market
Unemployment (%. Average) 10.9 16.7  13.8 .2 102 10.2 8.9 9 9.4
< Balance of Payments
% Trade Balance (USD$. B) -14.15 -13.10 -20.00 -16.10 -7.81 -9.77 -14.89 -16.61 -19.91
é Exports (USD$. B) 51.3 38.2 509 735 68.7 69.1 71.5 79.22 82.1
. Imports (USD$. B) 65.5 5.3 709 89.6 76.5 78.9 86.3 97.05 103.10
Current account (USD$ Balance. B) -14.81 -9.27 -17.95 -20.88 -8.32 -7.10 -11.02 -13.4 -16.18
Current account (% of GDP) -4.6 -3.4 -56 -6.0 -2.3 -1.7 -2.4 -2.3 2.7
Prices. Rates & Exchange Rates
CPI (y/y. %. End of period) 3.80 1.61 562 1312 9.28 5.20 5.10 6.91 5.06
CPI (y/y. %. Average) 3.52 253 349 1045 177 6.63 5.14 6.05 5.31
CPI without food (y/y. %. End
period) 3.45 1.03 344 9.99 10.33 5.60 5.1 6.21 4.43
COP ($. End of period) 3297 3422 4077 4850 3902 4405 3780 3290 3487
COP ($. Average) 3281 3694 3766 4254 4322 4153 4052 3422 3397
BanRep’s rate (%. End of period) 4.25 1.75  3.00 12 13.0 9.50 9.25 12 n
Tax Codes*
Net Debt of CNG (% of GDP) 48.4  60.7 601 576 534 593 58.5 59.7 66.2
Primary Balance of CNG (% of GDP) 0.4 -5.0 -3.6 -1.0 -03 -24 -3.5 -33 -4.5
Deficit of CNG (% of GDP) -2.5 -7.8 -7.1 -53 -43 -6.8 -6.4 -7.2 -9.4

*Source: 2027 National Budget.

Source: DAVIbank Economics Colombia.
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Disclaimer

This document has been prepared by Banco DAVIbank S.A., a banking institution, for distribution among
its clients and those of its subsidiaries in Colombia: Fiduciaria and Brokerage Firm, entities subject to
inspection, surveillance, and control by the Financial Superintendence of Colombia.

This document is for informational purposes only. It should not be interpreted as professional advice or
as a research report for making investment decisions, in accordance with the provisions of Articles
2.40.1.1.2 and 2.40.1.1.3 of Decree 2555 of 2010 and its complementary regulations.

The information contained is provided for informational purposes only and does not constitute
personalized investment advice, nor an invitation, offer, solicitation, suggestion, or obligation on the
part of Banco DAVIbank S.A. or its subsidiaries in Colombia, their managers, representatives, associates,
directors, partners, employees, advisors, or contractors. Accordingly, the information in this document
is published for general use and does not take into account specific investment objectives, financial
situations, or the needs of any particular investor. The use of the information provided is the sole
responsibility of the recipient. The reader should understand that the purpose of this document is not
to predict the future or guarantee a financial result, nor to ensure the fulfillment of the scenarios
presented. This document does not predict future outcomes or guarantee financial results; all scenarios
are strictly referential.

Interested parties should seek authorized professional advice regarding the suitability of making
investment decisions and should understand that statements regarding future outlooks may not
materialize.

The opinions contained in this document have been compiled or obtained from public sources
considered reliable, but no express orimplied warranty is made regarding their accuracy or completeness.

Neither Banco DAVIbank S.A., nor its subsidiaries accept any responsibility for any direct, indirect, or
consequential loss arising from any use of the information contained in this document.

The information in this document is based on certain assumptions and analyses of the information
available at the time it was prepared, which may or may not be correct. Therefore, there is no certainty
that the projections contained in this document will be met; thus, nothing in this document is or
should be considered a promise or guarantee regarding the future performance of such projections.

The opinions, estimates, and projections contained in this document are subject to change without
prior notice.

This document does not constitute, nor should it be understood as: (i) an offer to sell or an invitation
to buy securities; (ii) a proposal to carry out commercial transactions; (iii) personalized investment
advice.



