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COLOMBIA — Public Finance: Revenue blues

P Colombia’s fiscal accounts have been under additional scrutiny this year, mainly due to significant revenue
underperformance, affecting the Treasury’s cash balances. In this report we discuss the ambitious fiscal
consolidation path proposed by the administration and the government’s financing needs.

. A story of revenue underperformance...

Tax revenues have slumped this year... As has been the case in other economies in the region, the deceleration in
economic activity in Colombia led to a 4.4% YoY contraction of fiscal revenues through May. This year’s revenue
decline is greater than the one posted for the same period in 2020, and contrasts with last year’s increase of 27.4%.
Importantly, the decline so far this year, is greater than the MoF’s projected annual 1.7% nominal contraction.

... as spending has been slightly below with historical averages. Despite calls from the president claiming low
budget execution, even triggering changes at the cabinet level, fiscal spending has been slightly below historical
averages. Spending excluding debt service reached 36.6% of the annual budget (1.6 pp below the historical average
for the same period in 2000-2023).

Tax collection fell sharply this year Budget execution as of June
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The fiscal deficit year-to-date through April, the latest data available, is the new peak over the last ten years.
As of April, the nominal fiscal deficit closed at 2.4% of GDP, above from the 1.7% observed in 2021, being the new
peak over the last ten years.

Please refer to the last page of this report for important disclosures, analyst and additional information. Itau Unibanco or its subsidiaries may do or seek to
do business with companies covered in this research report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should not consider this report as the single factor in making their investment decision.
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“No hay plata.” The combination of weak revenues and unchanged spending led to a deterioration of liquid resources
at the Treasury, which fell to COP 7.9 trillion in the week ending July 05, well below the average of the last 5 years for
the month of July (COP 31.6 trillion).

Reality bites. In this context, the MoF significantly reduced their 2024 revenue forecast by 1.9% of GDP, and
announced spending cuts of 1.6% of GDP, leading to an increase in the fiscal deficit forecast of only 0.3% of GDP to
5.6% of GDP (4.3% in 2023), while the 2024 primary deficit rose to 0.9% of GDP (0.3% of GDP in 2023), still
consistent with the fiscal rule. The nominal fiscal deficit is seen gradually narrowing to 5.1% of GDP in 2025 (primary: -
0.5% of GDP), amid higher tax revenues at 16.3% of GDP (15.4% expected in 2024).

Il. Government financing

Higher financing needs for 2024. In their revised forecasts, the MoF estimates 2024 gross financing at 8.5% of
GDP, up from the 7.8% of GDP from the previous estimate, with interest payments rising to 4.7% of GDP (3.9% in
2023; 66.2% of the total financing) and amortizations at 1.5% of GDP. The government is expected to seek market-
based financing for 5.2% of GDP in 2024, above the 4.5% of GDP projected in February.

An upward trend in financing needs More financing is expected via capital markets
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Financing mix to rely less on external sources. The government now targets USD 5.7 billion in external financing,
up USD 0.2 billion from the previous estimate, of which 56% will be sourced from loans with international financial
institutions. The remaining needs are projected to be sourced from debt issuance in international capital markets.
Thus, the targeted financing mix is 73% in local currency, and 27% in foreign currency.

We estimate that the MoF issued a total of COP 24.8 trillion in the year through June, of the COP 40 trillion
annual plan (USD 9.8 billion).

Cumulative Debt Issuance in the year
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lll. Testing the limits of the fiscal rule

The fiscal rule is a financial planning instrument of the national government that aims to establish specific targets for
the fiscal balance based on the level of public debt, ensuring the credibility and sustainability of public finances.

Colombia has only suspended the fiscal rule once since its implementation in 2011. During 2020 and 2021, in
the context of the pandemic, the government requested the transitory suspension of the fiscal rule, allowed by Law
1473 under exceptional circumstances. The decision provided more flexibility to the government yet maintained the
medium-term fiscal commitments, with the fiscal rule coming back into effect in 2022. Given the impact of the
pandemic, the fiscal rule considered a transition between 2022-2025, allowing for a gradual convergence to balance
over the medium-term. This transition established that the Structural Net Primary Balance as a percentage of GDP
should be at least -4.7% in 2022, -1.4% in 2023, -0.2% in 2024 and -0.5% by 2025.

Adjustments to the fiscal rule on the table. A higher fiscal deficit implies abandoning the transitional regime of the
rule and moving to a parametric regime, which would require congressional approval in 2524. Such a change would
provide additional fiscal space of 0.3% of GDP in 2025. A primary surplus of 0.2% of GDP is seen materializing in
2027, and then averaging 0.6% between 2028 and 2035.
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IV. Our take:

The official forecasts reflect Colombia’s challenging fiscal outlook, as anticipated by the persistent revenue
disappointments this year and in the context of low liquid buffers. Even though the MoF under executed the 2023
budget by COP 7 trillion (USD 1.8 billion), this year’s spending cuts seem particularly ambitious, as a slow recovery
suggests revenues may take longer to pick up. The Ministry of Finance has indicated that the fiscal strategy complies
with the fiscal rule, although the proposal to adjust the fiscal rule seems to weaken the administration’s commitment
with the consolidation path.
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itati Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to
be reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itat Unibanco does not
make any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a
complete statement or summary of the markets or developments referred to herein. Itai Unibanco has no obligation whatsoever to update, modify or amend this
report and inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itatl Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itad Unibanco and/or any other company within its
economic group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itai’s CSCC: 0800 728 0728. Or contact us through our portal https://www.itau.com.br/atenda-
itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011 (on weekdays from 9 AM to 6 PM) or
our PO Box 67.600, S&do Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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