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A Balancing Act

P Activity started 2Q25 on a strong footing, leading us to maintain our 2025 GDP growth forecast at 2.5%. In the
context of weak investment dynamics, we envisage below-potential GDP growth for 2026 at 2.5%.

P While inflation surprised to the downside slightly for the second consecutive month in June, we retain our
yearend inflation call at 5.1%, and that for 2026 at 3.6%.

P Our forecast considers BanRep taking the policy rate by yearend to 8.75% (up from 8.5% in the previous
scenario), while we continue to anticipate a year-end 2026 rate of 7.75%.

April activity surprised to the upside

Economic activity started 2Q25 on a strong
footing. The monthly GDP proxy rose by 1.6% MoM
SAin April, recovering from the monthly contraction in
March. On an annual basis, activity rose by 1.1% YoY,
driven by agriculture and mining, with a monthly
variation of 2.0% MoM. Secondary and tertiary sectors
posted monthly expansions of 1.4% MoM and 0.5%
MoM, respectively. The labor market remains tight,
with the unemployment rate (SA) at 9.0%, well below
BanRep’s NAIRU estimate of 10.2%. Meanwhile,
business confidence showed mixed results in May, but
still with a favorable trend.

Fiscal accounts still under pressure despite
revenue recovery

Another large fiscal deficit in April. The monthly
fiscal balance in April reached a deficit of 0.7% of
GDP, below last year’s 1.1%. The cumulative fiscal
deficit for the year rose to 2.8% of GDP, 0.8pp
above the same period in 2024. Tax revenues
continued to increase in May, rising by 2.6% YoY
in real terms, leading to a cumulative increase in
the year of 4.3%, still below the MoF’s annual 9.9%
forecast. In this context, following the revision of
the MoF’s 2025 fiscal deficit forecast to 7.1% of
GDP, S&P and Moody’s reacted by downgrading
the sovereign’s credit rating. Moody’s lowered the
long-term foreign currency rating from Baa2 to Baa3,
the lowest within investment grade, and adjusted the
outlook from negative to stable. S&P revised the long-
term foreign currency rating down further within
speculative to 'BB' from 'BB+', and kept a negative
outlook. Fitch rates Colombia at BB+ with a negative

outlook (set in March), and has yet to release an
update since the revised official forecasts.

The deficit remains at historically high levels

2
YTD; % of GDP
1

AR

RSN

2023
-5 | 2024

2025
6 Average (10Y)
7 Min (10Y)
-8
9

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: Minister of Finance; Itau

A welcome development: inflation falls below
5% in June

Monthly inflation surprised consensus to the
downside for the second consecutive month in
June. Consumer prices rose by 0.10% MoM in June,
driven by service (hotels and restaurants and
transport) prices. On an annual basis, headline
inflation fell by 23bps from May to 4.82% in June, the
lowest since October 2021, while core inflation
dropped by 6bps to 5.37%. However, services inflation
fell by only 8bps to a still high 6.51% YoY (9.51% peak
in September 2024). At the margin, we estimate that
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inflation accumulated in the quarter reached 5.6% (SA,
annualized; +5.2% in 1Q25). Core inflation remains
elevated at 5.4%, from 5.2% in 1Q25 (SA, annualized).

Slow disinflation underway
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BanRep maintained the policy rate in June,
prioritizing caution

In a divided decision, BanRep expectedly kept the
policy rate at 9.25% in June. The split decision saw
four members voting to hold, one member favoring a
25bp cut, and two members supporting a larger 50bp
reduction (including the Finance Minister). The policy
statement mentions that the revised official fiscal path
poses challenges to the sustainability of the fiscal
accounts and reduces room for monetary policy
easing. The decision also took place in the context of
the technical staff revising their 2025 GDP growth
forecast up by 10bps to 2.7%. Members that voted to
reduce the policy rate cited the decline in inflation to
date, the convenience of supporting investment
dynamics, economic activity, and hence, the fiscal
accounts. As has been the case in recent decisions,
the forward guidance was neutral, depending on
incoming data. It is notable that, while falling slowly,
inflation remains way above the target, and the
arguments presented for easing do not seem
consistent with inflation targeting as it has been
implemented by most other central banks.

Balancing fiscal and monetary policy

We keep our GDP growth forecast for this year and
next at 2.5%. Commerce and services continue to
drive growth, as the labor market continues to
outperform. In contrast, however, investment dynamics
remain weak.

Elevated remittances continue to sustain a narrow
CAD. Despite a rising trade deficit, remittances are
performing well. We still see the CAD at 2.6% of GDP
this year (1.8% in 2024). We now expect the exchange
rate to end of the year at COP 4,100/USD (previously
expected at COP 4,300/USD) and for year-end 2026
at COP 4,100 (compared to COP 4,200 in the previous
scenario), primarily reflecting a weaker global dollar,
and despite elevated domestic fiscal risks.

Inflation still projected to gradually decline. We
maintained our inflation forecasts at 5.1% and 3.6% for
yearend 2025 and 2026, respectively. Risks tilt
towards an even more gradual disinflation path next
year, as a result of another potential above-inflation
minimum wage adjustment by the yearend and
indexation pressures, stemming from services. These
risks, however, appear partly contained by favorable
COP dynamics.

Even greater fiscal deficits. Even though revenues
are recovering, they are likely to undershoot the official
forecast, leading us to revise our 2025 nominal fiscal
deficit forecast up by 0.5pp to 7.5% of GDP and by a
larger 1.3pp to 6.8% next year.

Fiscal woes reduce BanRep’s room to maneuver.
We now expect a year-end rate of 8.75% (previously
8.5%), with only two cuts in the remaining four
meetings of the year. While risks tilt to a higher
terminal rate, partly due to an eventually greater
neutral real rate (currently estimated by BanRep at
3.0%), we maintained our cycle endpoint in 2026 at
7.75%. All things considered, we find the case for
further easing rather fragile, but committee dynamics
lead us to expect some more easing ahead.
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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 2.5 2.5 2.5 25

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

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 7,909 7,909 8,554 8,554

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

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

Monetary Policy Rate - eop - % 1.75 3.00 12.00 13.00 9.50 8.75 8.50 7.75 7.75
Balance of Payments

COP / USD - eop 3,433 3,981 4,810 3,822 4,409 4,100 4,300 4,100 4,200

Trade Balance - USD bn -101 153 -145 9.7 -10.8 -12.0 -11.0 -11.0 -10.0

Current Account - % GDP -3.4 -5.6 -6.1 -2.4 -1.8 -2.6 -2.6 -3.1 -3.1

Foreign Direct Investment - % GDP 2.8 3.0 5.0 4.6 34 3.6 3.6 3.7 3.7

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

Primary Central Govt Balance - % GDP -5.0 -3.6 -1.0 -0.3 -24 -2.7 -2.2 -2.5 -1.2

Nominal Central Govt Balance - % GDP -7.8 -7.1 -5.3 -4.2 -6.7 -7.5 -7.0 -6.8 -5.5

Central Govt Gross Public Debt - % GDP  65.0 63.0 60.8 56.7 63.3 65.0 65.2 66.5 65.8

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. (“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.
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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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