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Narrowing scope for monetary policy cuts

P> Amid robust domestic demand, we revised our GDP growth forecast upward to 2.9% for 2025 and 2.6% for
2026 (from a previous estimate of 2.5% for both years).

P We maintained our year-end inflation forecast at 5.1%, but revised our 2026 projection up to 4.0% (from 3.6%),
incorporating risks from a significant minimum wage increase next year.

P Facing elevated inflation and upside risks, in the context of pressure on the fiscal accounts, we revised our
year-end policy rate forecast upward to 9.25% (from 8.75%) and to 8.25% by end-2026 (from 7.75% in the
previous scenario).

Resilient activity accompanied by labor market primary deficit forecast was revised up by 60bps to 2%
tightness of GDP. CARF estimates that the additional resources

needed to meet 2026 fiscal targets have increased to
2.0% of GDP, up from 1.7% in the MTFF. These
discrepancies highlight the stress on the fiscal
accounts and reduce the likelihood of Colombia
reinstating the fiscal rule by 2028. The deadline for
congressional approval is October 20.

Private consumption is driving recovery of
economic activity. Private consumption remains one
of the main drivers of economic activity, while the
agricultural, commercial, and entertainment sectors
are leading the path to recovery. In parallel, the labor
market remains tight with the unemployment rate (SA)

at 8.4%, well below BanRep’s 10.2% NAIRU estimate. Budget depends on financing bill approval

In this context, business confidence was mixed in

June, with questions related to the outlook improving, 600 Billions 557 % 30
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Another large monthly deficit. The monthly fiscal 200 1010

balance in May reached 0.3% of GDP (stable from the

previous year), leading to a cumulative fiscal deficit of 100 5

3.1% of GDP, 0.8pp above the same in period in 2024. 0 0

Tax revenues continued to increase in June, rising
nominally by 13% YoY, leading to a cumulative
increase in the year of 9.7% YoY, still below the year’s
official forecast of 14.8%.
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Fiscal Council flags concerns over the 2026
budget. The government presented the 2026 budget
to Congress, reaching 28.9% of GDP. Part of the Source: Minister of Finance; ltat
funding is reliant on the eventual approval of a new tax

reform (1.4% of GDP). Spending is projected to rise by

9% in nominal terms with respect to the final 2025

budget. The Fiscal Council (CARF) raised concerns

over the budget’s consistency with the Medium-Term

Fiscal Framework (MTFF), noting that the 2026
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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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Inflation rebounded in July

Monthly inflation surprised consensus to the
upside. Consumer prices rose by 0.28% MoM in July,
driven by food prices and housing and utilities. On an
annual basis, headline inflation increased by 8bps
from June to 4.90% in July, while core inflation fell
slightly by 3bps to 5.34%. Services inflation remained
broadly stable at 6.5% (9.51% peak in September
2023). At the margin, we estimate that inflation
accumulated in the quarter reached 5.5% (SA,
annualized; +5.7% in 2Q25). Core inflation remains
elevated at 5.3%, from 5.4% in 2Q25 (SA, annualized).

Inflation concerns keep BanRep cautious

As in June, a majority of the BanRep Board
favored holding the policy rate at 9.25% for a
second consecutive meeting. The Board remained
divided along June lines with four members voting for
a pause, one member opting for a 25bp cut and two
members favoring a 50bp cut. Governor Villar
highlighted that although headline inflation fell from
5.1% to 4.8% between May and June, it was driven by
volatile prices, and inflation expectations remained
above the target. Additionally, core inflation was steady
at 4.8%, interrupting its downward trend.

Inflation, economic activity, and neutral rate
revised upward by BanRep’s technical staff. In its
quarterly Monetary Policy Report, the central bank
raised its year-end inflation forecast by 30 basis points
to 4.7% (Itau: 5.1%; 5.2% in 2024), while the
projection for 2026 was also revised upward by 20
basis points to 3.2%. Regarding monetary policy, the
central bank staff’s baseline scenario suggests a
policy rate trajectory that, on average for 2025 and
2026, remains above market expectations (8.6% in Q4
2025 and 7.0% in Q4 2026). Additionally, the neutral
rate estimate for 2025 remained unchanged at 2.7%,
while the 2026 projection was revised upward to 3.1%
(from 3.0% in the previous IPoM).

CPI rebound is likely
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Strong domestic demand supports upward
growth revisions

Amid robust domestic demand, we revised our 2025
GDP growth forecast up to 2.9% and 2.6% for 2026
(from a previous estimate of 2.5% for both years).
This adjustment reflects a faster-than-anticipated
recovery in the commerce sector, supported by strong
private consumption. Additionally, the agricultural sector
has maintained solid momentum, bolstered by favorable
coffee prices.

Higher remittances and favorable COP dynamics
continue to support a low current account deficit
(CAD). Although the trade deficit is widening, stronger
GDP growth and a resilient exchange rate are expected
to partially offset this pressure. We now forecast a CAD
of 2.7% of GDP for this year (up from 2.6% in the
previous scenario, 1.8% in 2024). Meanwhile, we
continue to expect the exchange rate to end both this
year and next at COP 4,100/USD, consistent with a
weakening global dollar trend.

Inflation is expected to remain elevated in the
second half of the year. A low statistical base
compared to H2 2024, along with persistent risks from
higher gas prices, will likely limit further disinflation. We
maintain our year-end inflation forecast at 5.1%, but
revised our 2026 estimate upward to 4.0% (from 3.6%),
incorporating risks from another significant increase in
the minimum wage next year, amid strong domestic
consumption and a resilient labor market.
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Tighter monetary policy. Following BanRep’s July
decision to hold rates steady, reflecting concerns over
stubborn inflation expectations and strong domestic
demand, we see limited room for further cuts this year.
We expect inflation to remain elevated or even rise in
H2, leading us to revise our year-end rate forecast
upward to 9.25% (from 8.75%) and to 8.25% by end-
2026 (from 7.75%).
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Colombia | Forecasts and Data

2020 2021 2022 2023 2024 2025F 2026F

Current Previous Current Previous
Economic Activity

Real GDP growth - % -7.2 10.8 7.3 0.7 1.7 29 25 2.6 25

Nominal GDP - USD bn 270 322 345 364 420 423 421 462 458

Population (millions) 50.9 51.4 51.8 52.2 52.7 53.2 53.2 53.5 53.5

Per Capita GDP - USD 5312 6,272 6,657 6,972 7,968 7,956 7,909 8,639 8,554

Unemployment Rate - year avg 16.7 13.8 11.2 10.2 10.2 9.0 9.6 9.2 9.8
Inflation

CPI - % 1.6 5.6 13.1 9.3 5.2 5.1 5.1 4.0 3.6
Interest Rate

Monetary Policy Rate - eop - % 1.75 3.00 12.00 13.00 9.50 9.25 8.75 8.25 7.75
Balance of Payments

COP /USD - eop 3,433 3,981 4,810 3,822 4,409 4,100 4,100 4,100 4,100

Trade Balance - USD bn -10.1 -15.3  -14.5 -9.7 -10.8 -12.4 -12.0 -11.0 -11.0

Current Account - % GDP -34 -5.6 -6.1 -2.4 -1.8 -2.7 -2.6 -3.1 -3.1

Foreign Direct Investment - % GDP 2.8 3.0 5.0 4.6 3.4 3.5 3.6 3.7 3.7

International Reserves - USD bn 58.5 58.0 56.7 59.1 61.9 62.5 62.5 63.0 64.0
Public Finances

Primary Central Govt Balance - % GDP -5.0 -3.6 -1.0 -0.3 -2.4 -2.7 -2.7 -2.5 -2.5

Nominal Central Govt Balance - % GDP -7.8 -7.1 -5.3 -4.2 -6.7 -7.5 -7.5 -6.8 -6.8

Central Govt Gross Public Debt - % GDP  65.0 63.0 60.8 56.7 63.3 65.0 65.0 66.5 66.5

Source: IMF, Bloomberg, Dane, Banrep, Haver and Itau
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. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“Itau Unibanco”). This report is not a product of the Equity
Research Department of Itad 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, Itati 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 Itai 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
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