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1. Editorial

The emerging economies’ recovery cycle has consolidated, accompanying the developed economies’ strong
performance in the past few quarters. This dynamic has been underpinned by an improvement in commodity prices
resulting from growth in China driven by domestic policies, improved consumer confidence, and increased consumer
spending in the US and Europe. This improved outlook for activity, within a context of still-contained inflation, has
opened the door to the normalisation of monetary policy in the US, which raised its base rates three times in 2017,
with similar adjustments expected for 2018 together with the Federal Reserve’s balance sheet reduction programme
which started last October. The reaction of the capital markets has been favourable, incorporating this panorama of
orderly and gradual adjustments into its asset valuation, which has led to a flattening of the yield curve for US
Treasuries and limited gains on the equities front following the strong boost at the end of 2016.

For the region, strong demand from developed economies and China has translated into a significant improvement in
the terms of trade, enabling it to cope with the adjustments to monetary policy without too many upsets in their
currency or asset prices, while as the same time providing a new boost to regional activity. In the case of Colombia,
this boost allows additional narrowing of the current account deficit to levels consistent with the current cycle, with
crude at over US$60 a barrel. At the same time, we anticipate improved performance from the mining and energy
sector in 2018, with increased investment and output even though in the medium term, risks persist as to reserves.
Meanwhile sectors such as civil engineering, exports and trade will post more positive performances, allowing
manufacturing to also see positive growth figures in 2018 and 2019. This being so, we expect the economy to grow by
2% in 2018, more than the 1.5% forecast for 2017. Activity will gradually continue to regain dynamism, as it has done
since the second half of 2017. We consequently anticipate a better performance in the second half of 2018 than in the
first, with growth consolidating at around 3% for 2019, closer to the Colombian economy’s potential growth.

Inflation should remain under control, moving closer to the target in 2018, ending the year at around 3.1% and slightly
lower in 2019 (2.8%). This dynamic in prices as a whole with less vulnerability in the current account should allow the
central bank to cut its base rate in the first half of 2018 to 4% and hold it at that level for a couple of years. On the
currency front, we do not see any obvious tensions in the short term to replicate the events of 2014-2016, although in
the first half of the year, as a result of the normalisation of US monetary policy and the Colombian electoral cycle,
there could be upward pressure on the exchange rate, although not beyond 3,100 pesos to the dollar. In the second
half of the year the currency could appreciate thanks to better oil prices, improved production and the impact this will
have on the current account. This being so, we expect an exchange rate of around 3,000 pesos to the dollar, ending
the year slightly below this figure.
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DISCLAIMER

This document, prepared by BBVA Research Department, is informative in nature and contains data, opinions or estimates
connected with the date of its publication. These derive from the department’s own research or are based on sources believed to
be reliable, and have not been independently verified by BBVA. BBVA therefore makes no guarantee, express or implied, as to the
document's accuracy, completeness or correctness.

The estimates contained in this document have been formulated according to generally accepted methods and should be taken as
such, i.e. as estimates or projections. The historical evolution of economic variables (positive or negative) is no guarantee that they
will evolve in the same way in the future.

The contents of this document are subject to change without prior notice for reasons of, for example, economic context or market
fluctuations. BBVA does not give any undertaking to update any of the content or communicate such changes.

BBVA assumes no responsibility for any loss, direct or indirect, that may result from the use of this document or its contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, divest or acquire any interest in assets
or financial instruments, nor can it form the basis of any contract, commitment or decision of any kind.

In particular as regards investment in financial assets that may be related to the economic variables referred to in this document,
readers should note that in no case should investment decisions be made based on the contents of this document and that any
persons or entities which may potentially offer them investment products are legally obliged to provide all the information they need
to take these decisions.

The contents of this document are protected by intellectual property law. It is expressly prohibited to reproduce, process, distribute,
publicly disseminate, make available, take extracts, reuse, forward or use the document in any way and by any means or process,
except where it is legally permitted or expressly authorised by BBVA.

Colombia Economic Outlook / 1% quarter 2018 21



BBVA ‘ Research

This report has been produced by the Colombia Unit

Head Economist, Colombia
Juana Téllez
juana.tellez@bbva.com

Fabian Garcia
fabianmauricio.garcia@bbva.com

Diego Suarez
diegofelipe.suarez@bbva.com

BBVA Research

Group Chief Economist
Jorge Sicilia Serrano

Macroeconomic Analysis
Rafael Doménech
r.domenech@bbva.com

Global Economic Situations
Miguel Jiménez
mjimenezg@bbva.com
Global Financial Markets
Sonsoles Castillo
s.castillo@bbva.com

Long term Global Modelling and
Analysis

J. Julian Cubero
juan.cubero@bbva.com

Innovation and Processes
Oscar de las Pefias
oscar.delaspenas@bbva.com

Maria Llanes
maria.llanes@bbva.com

Mauricio Hernandez
mauricio.hernandez@bbva.com

Alejandro Reyes
alejandro.reyes.gonzalez@bbva.com

Financial Systems And Regulation
Santiago Fernandez de Lis
sfernandezdelis@bbva.com

International Coordination

Olga Cerqueira

olga.gouveia@bbva.com

Digital Regulation
Alvaro Martin
alvaro.martin@bbva.com

Regulation

Maria Abascal
maria.abascal@bbva.com
Financial Systems

Ana Rubio
arubiog@bbva.com
Financial Inclusion
David Tuesta
david.tuesta@bbva.com

Spain and Portugal
Miguel Cardoso
miguel.cardoso@bbva.com
United States
Nathaniel Karp
Nathaniel.Karp@bbva.com
Mexico
Carlos Serrano
carlos.serranoh@bbva.com
Middle East. Asia and
Geopolitical
Alvaro Ortiz
Alvaro.ortiz@bbva.com
Turkey
Alvaro Ortiz
alvaro.ortiz@bbva.com
Asia
Le Xia
le.xia@bbva.com

South America
Juan Manuel Ruiz
juan.ruiz@bbva.com

Argentina
Gloria Sorensen
gsorensen@bbva.com

Chile
Jorge Selaive
jselaive@bbva.com

Colombia
Juana Téllez
juana.tellez@bbva.com

Peru

Hugo Perea
hperea@bbva.com
Venezuela

Julio Pineda
juliocesar.pineda@bbva.com

ENQUIRIES TO: BBVA Research Colombia Carrera 9 No 72-21 piso 10. Bogotd, (Colombia). Tel.: 3471600 ext 11448 - bbvaresearch@bbva.com

www.bbvaresearch.com

Colombia Economic Outlook / 1% quarter 2018

22



