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Unsettling fiscal scenario

P A 4-3 split in BanRep’s latest policy meeting is in line with our view that larger cuts are coming up. We
expect a YE24 rate of 8.75%, and 6.0% for YE25. After the divided 50-bp cut in September, we believe the
Board will be inclined to accelerate to 75 bps in October, while CPI and inflation expectations will remain key.

P Discussions related to the fiscal accounts are becoming even noisier. Persistently lower-than-expected tax
revenues and the administration’s inability to reach an agreement in Congress on the 2025 Budget reflect
rising fiscal risks. We expect an elevated nominal fiscal deficit of 5.6% of GDP this year, but revised our call
upward by 40 bps, to 5.5% of GDP for 2025, in light of an ambitious tax revenue target.

Déja vu.. .fiscal uncertainty persists

Tax revenues fell significantly again in August. Tax
revenues contracted by 30.8% yoy in nominal terms in
August, taking the year-to-date tax collection to -9.3%
yoy (+30.3% ytd increase in 2023; +33.8% ytd in
2022), well below the -1.7% yoy official full-year
forecast. Downbeat revenue dynamics are likely to
continue weighing on the fiscal accounts. By the end
of June, the nominal fiscal deficit in the year reached
3.3% of GDP, the highest in the month over the last 10
years.

Fiscal deficit above historical average
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With weak revenues, economic commissions in
Congress failed to reach an agreement on the
national budget for next year. According to the
Ministry of Finance, the original proposal of COP 523
trillion (USD 122 billion, 29% of GDP) is likely to be
enacted by decree. At this stage, however, there is
limited political capital in Congress to follow through on
the Financing Bill that aims to raise the COP 12 trillion
(0.7% of GDP) needed to cover the funding shortfall. As
a result, the budget'’s allocated spending will
automatically be revised down to reflect the funding gap.

A divided board moves toward larger cuts

Activity surged in July, exceeding expectations.
The coincident activity indicator (ISE) rose 2.5% from
June to July (sa, -1.6% in June revised up from -1.9%
initially). As a result, activity rose by 3.7% yoy, above
the negative print of -1% yoy in June. In seasonally
and calendar-adjusted terms, activity was up 3.9% yoy
(-0.7% in June). Meanwhile, the labor market
remained resilient in August, with employment
increasing by 0.7% mom/sa from July (+0.8% in the
previous month).

Please refer to the last page of this report for important disclosures, analyst and additional information. Itai 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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Partial recovery of activity indicators
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The food price impact of the transport strike faded.
The initial effects of the four-day transporters’ strike
that concluded on September 6 have faded. We
estimate headline inflation to rise by 0.28% mom in
September (0.54% one year ago), corresponding to
5.85% yoy (falling 27 bps from August’s print).

In a divided decision, BanRep continued with the
50-bp rate-cut pace, to 10.25% in September. In
contrast to previous meetings, three members favored
an acceleration of the cycle to 75 bps (two members
previously), while four members voted to maintain the
50-bp pace. Governor Villar likely made the deciding
vote to prevent a larger cut. Nevertheless, with
inflation dropping and global financial conditions
easing, pressure to accelerate the cycle will continue
to rise. As is usual, Governor Villar signaled that
upcoming decisions will be data dependent.

Balancing the risks

Revising growth upward. We now expect GDP
growth of 1.8% this year (1.6% previously expected;
0.6% in 2023). Nevertheless, in an environment of still-
high interest rates and inflation and elevated political
uncertainty, a more noteworthy activity rebound is
unlikely. More-demanding base effects result in a 10-
bp downward revision for 2025 to 2.4%.

The current account deficit (CAD) remains low.
Amid high transfers and a narrow trade deficit, we
continue to expect a CAD of 2.5% this year (stable
from 2023), only gradually widening to 3.0% of GDP
next year. Nevertheless, due to heightened domestic
political uncertainty, we revised our COP/USD year-
end estimate up to COP 4,200/USD (COP 4,100 in the
previous scenario) and to COP 4,300/USD for next
year (COP 4,200 previously expected).

The disinflationary process will be partially
countered by stronger FX pass-through pressures.
We maintain our YE24 CPI at 5.6%. but revised our
2025 estimate up by 10 bps to 3.6%. We retain an
upward bias to our scenario, as uncertainty persists
about weather-related effects on food prices and
pressure on gasoline and diesel prices, as well as the
magnitude of the year-end minimum wage adjustment.

Amid ambitious tax-collection targets, a wider
2025 fiscal deficit is expected. We kept our nominal
fiscal deficit estimate at 5.6% for this year.
Nevertheless, the likelihood that tax revenues
underwhelm for longer, as has been the case
elsewhere in the region, leads us to revise our 2025
nominal deficit forecast to 5.5% of GDP (up 0.4 pp).
The persistence of large fiscal deficits, further delaying
the fiscal consolidation process, raises the risk of
credit-rating downgrades.

We expect the market to converge to a 75-bp rate
cut in October, barring large unfavorable data
surprises. We continue to expect a year-end rate of
8.75% (two 75-bp cuts), but we cannot rule out the
board opting to stick to the 50-bp pace, particularly if
there is a further spike in fiscal noise and unfavorable
inflation developments ahead of the October meeting.
We maintain our YE25 call at 6.0%. The replacement
of two board members by President Petro early next
year will consolidate the rate-cut path ahead.
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Colombia | Forecasts and Data

2019 2020 2021 2022 2023 2024F 2025F

Current Previous Current Previous

Economic Activity

Real GDP growth - % 3.2 -7.2 10.8 7.3 0.6 1.8 1.6 24 25

Nominal GDP - USD bn 323 270 322 345 364 421 425 424 434

Population (millions) 50.4 50.9 51.4 51.8 52.2 52.7 52.7 53.2 53.2

Per Capita GDP - USD 6,411 5,312 6,272 6,659 6,976 7,987 8,072 7,970 8,150

Unemployment Rate - year avg 10.9 16.7 13.8 11.2 10.2 10.6 10.6 10.5 10.5
Inflation

CPI - % 3.8 1.6 5.6 13.1 9.3 5.6 5.6 3.6 3.5
Interest Rate

Monetary Policy Rate - eop - % 4.25 1.75 3.00 12.00 13.00 8.75 8.75 6.00 6.00
Balance of Payments

COP / USD - eop 3,287 3,428 4,070 4,850 3,855 4,200 4,100 4,300 4,200

Trade Balance - USD bn -10.8  -10.1 -153 145 -9.7 -6.5 -6.5 -7.0 -7.0

Current Account - % GDP -4.6 -3.4 -5.6 -6.2 -2.7 -2.5 -2.5 -3.0 -3.0

Foreign Direct Investment - % GDP 4.3 2.8 3.0 5.0 4.8 3.2 3.2 3.5 3.5

International Reserves - USD bn 52.7 58.5 58.0 56.7 59.1 60.6 60.6 61.0 61.0
Public Finances

Primary Central Govt Balance - % GDP 0.4 -5.0 -3.6 -1.0 -0.3 -0.9 -0.9 -0.9 -0.5

Nominal Central Govt Balance - % GDP -2.5 -7.8 -71 -5.3 -4.3 -5.6 -5.6 -5.5 -5.1

Central Govt Gross Public Debt - % GDP  50.3 65.0 63.0 60.8 56.7 60.5 60.0 63.1 62.2

Source: IMF, Bloomberg, Dane, Banrep, Haver and Itad
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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 Itat 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. Itai 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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