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Key messages

a Global growth will decelerate in 2019 and 2020 respect to our 2018 estimate. The
deceleration will be explained by a lower expansion, relative to expected, in the United
States, both by the extinction of the fiscal stimulus and the deterioration of commerce

a In Colombia, investment, driven by construction, will be the key to the acceleration of the
economy in 2019 and 2020. Private consumption will continue its recovery path. On the I
contrary, public consumption and exports will have low growth

a Inflation rate will remain within the target range defined by the Central Bank. Prices will favor of lower oil prices, stability of
the fx and low demand pressure

a Even though inflation rate will remain stable and within target and growth should be moderate, the Central Bank will
increase gradually its policy rate in 2019 and 2020 taking it to its neutral level to reduce structural risks for the Colombian

economy

a The main two structural risks are the fiscal deficit and the external deficit. The tax reform increased revenue in 2019 but
they are not structural. The fall in oil prices and the subsequent commercial imbalance will increase the current account
deficit and will make its financing more difficult
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Lower growth in the US
reduces global activity
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Towards a soft landing in global growth, but with
significant uncertainty

@

World growth
deceleration, but
still robust

Strong adjustment
in global
commerce and the
industrial sector
meanwhile
investment and
consumption
weather a
deterioration of
confidence
indicators

o

Lower inflation after
the fall in oil prices

Less pressure for
central banks and
greater support for
oil importing
economies

Hike in financial
tensions in

developed countries

Strong adjustment in

asset prices and
portfolio investment
outflows, not in
emerging
economies

Central banks more
cautious and
patient

Monetary policy
normalization will
depend on the
evolution of the
economy and is
key to contain
market uncertainty

@

Global risks
intensify

Alongside
protectionism,
risks of a greater
deceleration in
China and the US
and greater
uncertainty in
Europe rise
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Global trade: effect of both increased tariffs and uncertainty on trade
negotiations are now more evident

BBVA - Global exports of goods
(% YoY, 3-period moving average, nominal exports)

a World trade has shown strong volatility due
to uncertainty about trade disputes

The recent poor performance of exports in
China is partly due to the previous front-
loading of exports triggered by the possibility
of new tariff increases, but its downward
trend is worrying

The worse-than-expected evolution of

exports has also been observed in the rest of
Asia and in Germany
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Oil prices have fallen significantly and will represent a lower impulse for
commodity exporting countries

Oil price
(Dollars per barrel) e . .
Oll prices should rise in the short run in in

accordance to the OPEP+ production
reduction schedule, the Iranian sanctions and
lower production from a country in south
America.

In general, we expect a gradual reduction in oll

prices, particularly in 2019 and 2020, due to a
slower global demand

63.2 60.8 60.0 507

In the long run, we expect oil prices to
converge towards a USD 60 a barrel for the
Brent type
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Source: BBVA Research
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Recent turmoil in the financial markets due to arisk of a
sudden adjustment of global growth

BBVA’s Financial Tensions Index
(index)
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Central Banks are sensible to growing risk scenarios, and the monetary
normalization process is slowing

™ 0

——— Balance Sheet Interest Rate

a Reduction of the balance a A pausein the rate hike 30% 3.0%
sheet continues (550bn cycle is closer (two rate 2o%
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2019) o

2016 2017 2018 2019 2020
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General downward revision in growth, with a more evident moderation
In developed economies and emerging Asia
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Still soft landing, but more uncertain due to dependence on
policies

Worse macro outcomes Higher financial stress
Faster slowdown than expected Risks of global growth hard landing
(Protectionism+China) T . . .
ougher financial conditions

Evidence that impact from US fiscal stimulus will
fade earlier than expected

Three key assumptions in our projections:
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01 02

Easing US-China trade Orderly Brexit
tensions with no changes in

the auto sector
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Global risks tilted to the downside: US recession fears, China’s debt
and trade war are the main sources of concerns

—o

- Short-term probability +

_

- Severity (at global level) +

Fuente: BBVA Research

® & Economic recession: increasing (trade concerns, political controversy -shutdown-,

geopolitical issues, credit risk / corporate leverage)

Protectionism: high. Negative spillovers on growth (investment, impact on certain sectors /
states) and cost pressures

Fed’s exit: falling. Lower risk of overshooting (rates above neutral levels)

. Growing debt overhang amidst further
stimulus and flagging growth (also visible in household expenditure). Monitoring: RMB,
corporate defaults, local government debt

. Big differences remain despite a potential trade deal in March19.
Lack of advances in structural issues (intellectual property, FDI, WTO reform)

. Lack of advances in integration process on the eve of
European Parliament elections

Brexit: risk of a cliff-edge Brexit in March19

Italy: political and policy uncertainty remains. Banking concerns rising
contained but it could be not discarded (autos)
low. Pending on changes in the Board
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Investment will be the responsible of
economic acceleration in Colombia
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Fall in consumer confidence has not transmitted to economic results.
This happens when deterioration comes from the country component

Household valuation and retail sales

Consumer confidence and components
(Answer balance and annual variation, %)

(Answer balance)
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Source: BBVA Research, Fedesarrollo and DANE data
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Higher internal demand is boosting the industrial sector, which could
have investment capacities in 2019

Industrial Production Index and annual variation
(Index 2014=100 y annual variation, %)

The recovery in internal consumption has raised
gradually the capacity utilization

a Textiles, leather, cement, metals, furniture,

machinery services have the highest capacity
utilization

The tax discount on fixed asset investments
approved in the most recent financing law
also helps to consolidate investment

The industry is leading the demand of energy.

Its average growth in the second semester of
e D O 2018 (3.9%) was the highest since 2014 for a
EEhEQ>EEhEQ>CE}“EQ—> . )
5285828528582 8528582 six month period

Industrial Production Index (lhs)
== Anual variation, % (rhs)

Source: BBVA Research and DANE data
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Investment will also be supported by stronger construction in social
housing. Other buildings will accelerate in 2020

Housing sales and building permits*
(annual variation, %)

Social housing sales accelerated significantly in
2018, this in turn should accelerate construction
activity in 2019 in this type of housing

a High and middle value housing sales continue
in negative territory. Their recovery, in hand
with a better behavior in non housing
construction, will start at the end of 2019 and,
mostly, in 2020

2016 2017 2018 2016 2017 2018 2016 2017 2018

Social Housing  No Social Housing Building Permission
Sales Sales

Source: BBVA Research, La Galeria Inmobiliaria and DANE data. *Information available until october
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Private consumption and construction investment will determine the
acceleration of economic activity in 2019 and 2020...

Consumption and investment
(Annual variation, %)

53
4,0
3,5
2,2
1,8
I 0,6

Private Construction Public
Consumption Investment Consumption
Accelerating Decelerating

W2017 ®2018f 2019f ®2020f

Source: BBVA Research forecast and observed DANE data

...public consumption will decelerate while
investment other than construction should stabilize
at a similar rate as in 2018

Durable goods and expenditure in services will
lead the acceleration in private consumption

There is not much space for public

consumption to repeat its high growth rates of
2017 and 2018 given the fiscal austerity
needed and its impact on the public wage
mass

Mining and exporting sectors, driven by
external conditions, could limit their
investment in 2019 and 2020
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GDP will gradually accelerate, on the back of private consumption and
Investment, with a low contribution from the external and public sectors

Total GDP and demand contribution
(annual variation, %)

2015-2017 2018-2020 2021-2023
Internal demand adjustment that lead to a fall in imports. Internal demand accelerates, increasing imports. Exports grow above GDP but
Exports alse fell or grew little. Exports show low growth. imports are more dynamic.

L ]
1.8
L]

06-10 11-14 2015 2016 2017 2018f 2019f 2020f 21-23f

H Internal demand contribution * m External demand contribution Total GDP

Source: BBVA Research forecast and observed DANE data. *Includes statistical discrepancy
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Core inflation should continue descending in 2019. Headline inflation
could have a short run hike by foodstuffs and fx pass-through

Headline, food and core inflation
(Annual variation, %) _
a Nonetheless, there might be some downward
bias in the first months of 2019: The “El Nifio”

A

phenomenon seems to be shorter and weaker
\\ with less impact on crops, at the same time,

the new CPI basket will have foodstuffs
\/‘-\__\/\,\/\_\ weighs reduced; additionally the fx pass-

through could be smaller than estimated

Headline inflation could reach a peak of 3,7%
in march, but would decelerate towards a
3,2% for the year end
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BanRep will gradually raise its policy rate in 2019 in 50 basic
points (bp) (25bp in July and 25bp in December)

Policy rate
(%)

Current acccﬁt deficit and
its financing

FED normalization
¢ FX depreciation
Weak demand
Controlled inflation

The gradual recovery of the economy in a

context of controlled inflation allows the
SRR R R R R . .
I O L e I Central Bank to hike rates gradually towards its
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natural rate

Source: BBVA Research and Banco de la Republica data
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External investment will be selective in a
more uncertain global context
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For 2019 and 2020 the external deficit should stand around 4,0%
explained by low exporting activity and growth in imports

Current account deficit and its financing

(% of GDP and annual variation ,%)

3.5

2017 2018f 2019f 2020f

mmmm Current Account Deficit (%GDP)
FDI (%GDP)
Imports growth (lhs)

s E xports growth (rhs)

Source: BBVA Research forecast and observed Banco de la Republica data

Imports will continue to be boosted by internal
demand, particularly investment

a The good behavior in labor markets for
developed economies and Chile will help
remittances to remain at a good level

Dividend payments abroad will reduce their
pressure on the current account deficit

In 2019, FDI will not be enough to finance, by
itself, the current account deficit and there will
be need of other sources of financing such as
debt or portfolio investments
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The absence of electoral uncertainty and the tax measures should favor
capital flows to Colombia this year

Portfolio capital flows
(Annual accumulated, thousand million dollars)

a Global context in 2019, characterized by an
elevated volatility, could restrain capital flows

towards risky assets. Nonetheless, we
/“ believe capital inflows to Colombia for this
e year should be similar to those of 2018

Fiscal conditions and the rating of our

sovereign debt could generate some volatility
during the year in capital inflows
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Sorce: BBVA Research with IIF data and Exchange balance of Banco de la Republica
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In turn, we expect the exchange rate to remained stressed
in levels above 3100 pesos...

Exchange rate
(Pesos per dollar, annual average in dotted line)

a ...given that we expect oil prices to maintain

low for the next years and global context
should continue with a high volatility

The steep fall of oil prices in the fourth quarter
- of 2018 and the hike in global risk aversion
accounted for a significant depreciation in the
\'/

exchange rate

In the long run, we expect a moderation in the
exchange rate thanks to a gradual recovery in
oil prices and the end of the monetary policy
normalization cycle in the FED
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Source: BBVA Research with Banco de la Republica data
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In the fiscal front, the financing law (tax reform) did not contribute
with a structural hike in revenue in the mid term

Central Government Budget*
(Billon of pesos)

The fiscal rule in 2020 is more demanding.
Additional resources or an adjustment in

Approved budget for 2019 » 207 . .
w ’ expenditure are necessary to continue
Expenditure allowed with financing law —  » 75 } 14 Complying with the fiscal rule
186
179 193
164
156 161
144 ‘ ‘ |

2013 2014 2015 2016 2017 2018 2019f

Source: BBVA Research and Ministerio de Hacienda data. *Does not include debt service.
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Some structural reforms that
Colombia needs
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There is also need to advance in some important structural reforms

01

Reform the tax code to incentivize
productivity and formalization

Empower the judicial system to make it
more agile and credible

05

Promote regulation that promotes the
strengthening in the financial system

02

Agricultural reform to incentivize a
productive use of the land and define
appropriate property rights

04

Improve the social security system
financing and coverage

06

Promote digital transformation with an
improvement of the low and high value
payment systems
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a Global growth will decelerate in 2019 and 2020 respect to our 2018 estimate. The
deceleration will be explained by a lower expansion, relative to expected, in the United
States, both by the extinction of the fiscal stimulus and the deterioration of commerce
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a Inflation rate will remain within the target range defined by the Central Bank. Prices will favor of lower oil prices, stability of
the fx and low demand pressure

a Even though inflation rate will remain stable and within target and growth should be moderate, the Central Bank will
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Main macroeconomic variables

Table A1l. Macroeconomic forecast

2015 2016 2017 2018 2019 2020
GDP (% yiy) 3.0 2.0 18 26 3.0 33
Private consumption(% y/y) 31 14 1.8 3.0 3.3 3.5
Public consumption (% yly) 4.9 18 4.0 5.0 3.4 2.2
Fixed investment (% y/y) 2.8 2.7 33 1.8 3.9 4.8
Inflation (% yly, eoy) 6.8 5.7 4.1 3.2 3.2 3.2
Inflation (% yly, average) 5.0 7.5 4.3 33 3.3 2.9
Exchange rate (eoy) 3,149 3,001 2,984 3,212 3,150 3,020
Devaluation (%, eoy) 31.6 -4.7 -0.3 7.3 -1.9 -4.1
Exchange rate (average) 2,742 3,055 2,951 2,956 3,137 3,088
Devaluation (%, eoy) 37.0 114 -3.4 0.2 6.1 -1.6
Policy Rate (%, eoy) 5.75 7.50 4.75 4.25 4.75 5.00
DTF rate (%, eoy) 5.2 6.9 5.3 4.5 4.7 5.2
Fiscal Balance (% GDP) -3.0 -4.0 -3.6 -3.1 -2.4 2.2
Current Account (% GDP) -6.5 -4.4 -3.3 -3.5 -4.1 -3.8

Urban Unemployment Rate (%, eoy) 9.8 9.8 9.8 9.9 9.7 9.5
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Main macroeconomic variables

Table A2. Quarterly macroeconomic forecast

GDP Inflation Exchange rate Policy Rate
(% yly) (% yly, eoy) (vs. USD, eoy) (%, eoy)
Q116 29 8.0 3,022 6.50
Q216 2.6 8.6 2,916 7.50
Q316 1.0 7.3 2,880 7.75
Q4 16 15 5.7 3,001 7.50
Q117 1.9 4.7 2,880 7.00
Q217 1.7 4.0 3,038 6.25
Q317 1.7 4.0 2,937 5.25
Q417 1.8 41 2,984 4.75
Q118 2.2 31 2,780 4.50
Q218 2.8 3.2 2,931 4.25
Q318 2.7 3.2 2,972 4.25
Q418 2.9 3.2 3,250 4.25
Q119 2.7 3.7 3,115 4.25
Q219 2.7 3.3 3,135 4.25
Q319 2.6 3.2 3,143 4.50
Q419 3.9 3.2 3,150 4.75
Q120 4.0 2.7 3,139 4.75
Q220 3.2 2.7 3,090 4.75
Q320 3.1 3.1 3,051 5.00

Q4 20 3.0 3.2 3,020 5.00
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Legal Notice

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions or estimates as at 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, either express or
implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and are to be taken as such, i.e. as forecasts or projections. Historical trends in
economic variables (positive or negative) are 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, depending on (for example) the economic context or market fluctuations. BBVA assumes no commitment to update
any of the content or communicate such changes.

BBVA assumes no liability 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, disinvest or obtain any interest in assets or financial instruments, nor can they form the basis of
any contract, undertaking or decision of any kind.

In particular, as regards investment in financial assets that could 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 who may potentially offer them investment products are legally obliged to provide all the
information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution, public dissemination, availability, taking of excerpts, reuse, forwarding or
use of the document in any way and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised by BBVA.

BBVA Colombia is a credit institution, overseen by the Superintendence of Finance.

BBVA Colombia promotes such documents for purely academic ends. It assumes no responsibility for the decisions that are taken on the basis of the information set forth herein, nor may it
be deemed to be a tax, legal or financial consultant. Neither shall it be liable for the quality or content thereof.

BBVA Colombia is holder of the copyright of all textual and graphic content of this document, which is protected by copyright law and other relevant Colombian and international legislation.
The use, circulation or copy thereof without the express prior authorisation of BBVA Colombia is prohibited.



