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Global environment

Global activity moderation signals amidst
inflation pressures and an aggressive
response by central banks.



The persistence of inflation forces central banks to front-load interest rate
hikes, contributing to both financial volatility and recession fears

RECENT DEVELOPMENTS IN THE WORLD ECONOMY

GROWTH MODERATION
On inflation, monetary tightening, the I ‘ 7
UKR war and covid (mostly in China),

despite labor markets’ relative strength.

DISRUPTION IN GAS MARKETS
Sharp rise in prices in Europe due to
remarkable Russia’s supply cuts.

COMMODITIES (EX-GAS)
Prices are high, but declining on A
weaker growth prospects.

SUPPLY BOTTLENECKS .

—

Still at high levels, but easing, AY - e
mainly in the US.

Inflation continues to
surprise upwards, but
moderation signs suggest
it may soon peak.

(-

Faster and sharper monetary m
tightening than expected as

central banks’ commit to price
stability.
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Growth is losing momentum as reopening effects fade and inflation, monetary
tightening, gas disruptions in Europe and covid in China weigh negatively

PMI INDICATORS
(MORE THAN 50: EXPANSION; LESS THAN 50: CONTRACTION)

SLOWDOWN AND TECHNICAL RECESSION
DESPITE EMPLOYMENT RESILIENCE

DECELERATION, BUT AT A SOFTER THAN
EXPECTED PACE
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Source: BBVA Research based on data from Haver.
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Labor markets exhibit strength despite the ongoing activity deceleration;
wages are growing, but at a slower pace than inflation

LABOR MARKET: VACANCY RATE

WAGE GROWTH INDICATORS
(%, QUARTERLY AVERAGES)

(% YoY, QUARTERLY DATA)
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Source: BBVA Research based on data from Haver. Source: BBVA Research based on Atlanta Fed and ECB data
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Gas prices have skyrocketed on Russia’s supply cuts, but other commodity
prices have eased recently in line with concerns on global moderation

COMMODITY PRICES
(%)
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Source: BBVA Research based on data from Haver.

Natural gas prices in Europe jumped 31% in
the 3T22 on decreasing supply from Russia.

Qil, food and metal prices eased from the
middle of the year on worse prospects for
global demand; supply issues prevented a
sharper correction.

Brent prices declined 23% over the 3T22
despite the announced production cut by the
OPEC and the EU embargo on Russia’s oll
exports.

The recent deal to unlock Ukraine grain
exports has helped to drive down prices.
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Bottlenecks are easing, but remain at very high levels, mainly in Europe

BBVA RESEARCH BOTTLENECK INDEX

CONTAINER FREIGHT RATES: GLOBAL AND BALTIC
(INDEX: AVERAGE SINCE 2003 = 0)
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Inflation remains very high and continues to surprise to the upside, but there
are increasing signs of moderation

INFLATION: CPI CORE INFLATION: CPI
(YIY %) (YIY %)
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Source: BBVA Research based on local statistics. Source: BBVA Research based on local statistics.
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Price adjustments have become more widespread and also more frequent

ITEMS OF THE CPI BASKET WITH ANNUALIZED

MONTHLY INFLATION HIGHER THAN 4%
(SHARE OF TOTAL 2-DIGIT CPI ITEMS)

ITEMS OF THE CPI BASKET WITH THREE

CONSECUTIVE MONTHLY PRICE RISES
(SHARE OF TOTAL 2-DIGIT CPI ITEMS)
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The front-loading of interest rate hikes has generated financial volatility;
sovereign bond yields moved sharply up and the US dollar strengthened

10Y SOVEREIGN YIELDS AND VOLATILITY .

A hawkish Fed has adjusted interest rates, so

(YIELDS: %, VOLATILITY: VIX INDEX) far, in the year to date by 300bp to 3.25% and
90 5 has paved the way for extra tightening ahead.
80 4 « The ECB has abandoned negative rates; refi
70 rates have reached 1.25% and are set to

60 1 ° increase further ahead; a new

50 2 asset-purchase program (TPI) will help to

40 | address fragmentation risks within the region.
30 0 * Most currencies have weakened against the
20 dollar, reinforcing inflationary pressures and
10 . the risk of financial stress.

° ©® 2 2 9 2 2 5§ 5 S 8 8 ¥ B «  Volatility, sovereign yields and risk premia

E Y § 5 8 & = & § 5 8 have increased quickly on prospects of
= @ = © = © = tighter monetary policy, war-related
VIX (lhs) ===US 10Y yield (ths) ===GER 10Y yield (rhs)

uncertainty and the recent financial stress in

the UK.
Source: BBVA Research based on data from Haver.



A further deterioration of macroeconomic prospects: higher inflation, tighter
monetary policy and weaker growth than previously expected

BBVA RESEARCH CENTRAL SCENARIO: MAIN ASSUMPTIONS AND IMPACTS

MONETARY TIGHTENING
Interest rates remain higher for longer as central
banks remain committed to low inflation

DISRUPTIONS IN GAS MARKETS

Russia’s supply cuts keep prices close to current
levels, but saving measures, flows from alternative
sources and inventories prevent large shortages

COMMODITIES (EX-GAS)
Prices decline on decelerating global demand, but
supply restrictions keep prices relatively high

SUPPLY BOTTLENECKS
Bottlenecks continue to ease gradually as the
effects of ongoing shocks wane away

Global growth is forecast to ease sharply from

6.2% in 2021 to 3.2% (-0.2pp) in 2022 and 2.4%

(-0.1pp) in 2023. Mild recessions in the m
Eurozone, due to gas disruptions, and in the

U.S., due to interest rate hikes. Low growth, but

no hard-landing in China.

It remains above targets at least till 2024, but

eases from 2023 as current shocks lose steam,
monetary tightening reigns on expectations and

no significant second-round effects emerge.

Strong dollar, high risk premia, capital outflows "
from EM.
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European gas markets: relatively-high reserves, saving measures and flows
from alternative sources are likely to prevent significant shortages ahead

EU GAS: AVERAGE IMPORTS FROM RUSSIA AND FLOWS
TO MAKE UP FOR SUPPLY CUTS IN THE NEXT 12 MONTHS
(BCM: BILLION CUBIC METERS)
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Reserves to be around {

50
0
2017-21 Flows to make up for supply
Average imports from Russia cuts in the next 12 months
m Extra flows from Russia * Lower EU demand
m Flows from alternative sources m Current reserves

* Assuming imports from Russian remain at the current levels: around 40 BCM (25% of total supply), through
pipelines inTurkiye and Ukraine and LNG shipments, but not through Nord Stream and Belarus pipelines.
Source: BBVA Research based on data by, Bruegel, EUROSTAT, ENTSOG (European Network of Transmission
System Operators for Gas).

Baseline scenario: high gas prices (close to
current levels), without gas shortages as
flows from other sources, inventories and
saving measures are likely to offset supply
cuts over 2023-24, at least if imports from
Russia remain at current levels and winter
temperatures are close to historical
averages.

If Russia further cuts pipeline supply, there
would be enough gas for the 2023 winter, but
extra rationing would be needed in 2024.

If Russia cuts liquified natural gas (LNG)
provisions, the impact would not be very
significant: LNG markets are global and
circular, meaning that the EU would end up
importing LNG from other producers.
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Central banks will keep the focus on inflation despite increasing signs of
growth weakening: interest rates will remain higher for longer

MONETARY POLICY INTEREST RATES’ * The Fed is likely to raise rates to 4.75%, and

(%, END OF PERIOD) to keep them at that contractive level till the

5.0 4.75 end of 2023 in order to engineer a slowdown

45 4.50 of the economy, and of labor markets in

40 particular, for inflation to converge to 2%.

35 s « The ECB is expected to hike refi rates to

3.0 250 - 2.75%, well above neutral levels, pressured

2.5 by high inflation and a more aggressive Fed,

2.0 and despite the bleak growth prospects.

15

0 « Fiscal policy will be more supportive in the EZ
B than in the US, mostly through NGEU funds

05 025 ) . )

0o = 0.0 and the suspension of fiscal rules until 2023.
202120222023 2021 2022 2023 2021 2022 2023 - In China, policies are expected to continue

= Us B Eurozone @ China exhibiting a moderately expansionary tone.

Previous forecasts (Jul/22) Updated forecasts (Sep/22)

* In the case of the Eurozone, interest rates on refinancing operations.
Source: BBVA Research based on Bloomberg data.
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Global growth will ease significantly ahead on price pressures, rising interest
rates, gas disruptions in Europe and idiosyncratic problems in China

GDP: ANNUAL GROWTH IN REAL TERMS
(%)
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Previous forecasts (Jul/22) Updated forecasts (Sep/22)

* Forecast change in parentheses.
Source: BBVA Research.

In the US, growth is revised downwards on
(surprising) GDP contractions over 1H22 and
higher Fed rates; a recession coupled with a
labor market easing is likely by mid-2023.

In the EZ, positive incoming data supports an
upward revision of 2022 growth, but a
sharper easing ahead is expected on gas
disruptions and higher rates; a recession is
likely over the next few quarters.

Recessions in the US and the EZ are set to
be mild given the relative strength in balance
sheets of households, firms and banks.

In China, 2022 growth revised down on the
impact of new covid waves and real estate
tensions; a recovery is expected in 2023.



BBVA Research / Colombia Economic Outlook - October 2022 n

Inflation will remain high (more than expected) and well above central bank
targets, but is still forecast to trend downwards from 2023 onwards

INFLATION:CPI
(YY %, PERIOD AVERAGE)
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Previous forecasts (Jul/22)

Source: BBVA Research.

B Eurozone China
Updated forecasts (Sep/22)

Inflation forecasts are revised to the upside,
in line with evidence of more widespread and
more frequent price adjustments and, in the
case of the Eurozone, with prospects of
higher gas prices and a weaker Euro.

Still, recent moderation signs (mainly in the
US), reinforce the view that inflation will ease
ahead as current shocks lose strength and
monetary conditions continue to be tightened.

While inflation’s convergence to the target will
take a relatively long time, expectations are
forecast to remain broadly anchored.

Growth deceleration is expected to reduce
the room for relevant wage increases, making
significant second-round effects unlikely.



Risks: in the current context , a sharper slowdown in global growth and
financial turmoil episodes cannot be ruled out

MAIN SHORT-TERM RISKS TO THE WORLD ECONOMY

PERSISTENT INFLATION

Second-round effects, new shocks or policy mismanagement ]

could further spur inflation, requiring higher interest rates — m
Global growth could decelerate faster

UKRAINE WAR AND GEOPOLITICS and more significantly than expected,
A deterioration of the war and new geopolitical conflicts; A increasing the odds of a global recession
significant gas shortages in Europe are among the main risks

HARD-LANDING IN CHINA
“Zero-covid” policy coupled with real estate tensions and other I .

. . Higher policy rates and risk aversion
local problems could pave the way for weaker growth in China

could trigger financial crises, in . L 54

particular in debt and EM markets
SOCIAL TENSIONS AND POPULISM

Macro weakness, political polarization, among other [Ty
reasons, could trigger social unrest and populist policies
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Local economy activity

The factors that have been driving the
expansion of the economy are slowing down.
During the second half of 2022, the components
of domestic demand started to moderate.
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The GDP remained strong in the first half of 2022, driven by private
consumption and investment in machinery

GDP GDP AND COMPONENTS AS OF Q2 2022
(ANNUAL AND QUARTERLY CHANGE, %) (PERCENTAGE CHANGES AND DIFFERENCES, %)
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Source: BBVA Research based on data by DANE.

Exports have also had an important and swift recovery since the end of 2021. On the contrary, construction investment

continues to be lagging and with low growth rates.
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The recovery of wage employment has boosted household consumption
decisions, but is already showing signs of stabilization

URBAN INFORMAL AND FORMAL EMPLOYMENT(

URBAN LABOR INFORMALITY (URBAN NON-WAGE
(MILLIONS OF PEOPLE) EARNERS EMPLOYMENT AS % OF TOTAL EMPLOYMENT, %)
7 45
6 - — e 4 4
5 43
3 41
- T T T T T T o T T AN NN N NN NN
YHEQPPAQagggagyqgy
S 5 2>2E 5 9920 2 99 c Q55 >S50 40
R A T U T B U T, BV B R
EE>CEOQS>°CQEE>CEO
= |nformal e FOrmaal §<§%ﬂ2$02082£§<§%ﬂ2
(*) Formal refers to wage earners and informal to non wage earners.

SoSource: BBVA Research based on data by DANE.

In addition, the quality of employment improved markedly since the end of 2021, with a partial return in recent data.
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Labor formalization led to a significant increase in wages in the economy, as
seen in social security contributions

WAGES, FORMAL EMPLOYMENT AND SALARY MASS SOME DETERMINING FACTORS OF CONSUMPTION
(SOCIAL SECURITY CONTRIBUTIONS, REAL ANNUAL CHANGE, %) (BILLIONS OF REAL PESOS(), MONTHLY AVERAGE)
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(*): Data as of July for exports and August for remittances (**): At 2022 prices.
Source: BBVA Research based on data from PILA, DANE and Banco de la Republica.

There were other factors that boosted consumption: regional distribution of resources from high coffee sales (high

international price) and growing remittances, as well as high credit growth and a lower household saving rate.
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Consumption drivers will slow down in the remainder of 2022 and in 2023.
Moderation is already noticeable in household expenditure

BBVA BIG DATA CONSUMPTION TRACKER BBVA BIG DATA CONSUMPTION TRACKER: DETAIL
(REAL ANNUAL CHANGE, %) (REAL ANNUAL CHANGE, %)
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Source: BBVA Research based on BBVA transactional data.

Higher levels of interest rates and rising inflation will lead to a gradual correction in consumption that will help boost

household saving rates.
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High business confidence boosted spending decisions on machinery and
equipment. However, recent data are already showing setbacks

BUSINESS CONFIDENCE INSTALLED CAPACITY UTILIZATION IN INDUSTRY
(BALANCE OF RESPONSES, %) (AVERAGE OF RESPONSES, %)
ak 78 78 78
76 76
75 @
74
69

1021 2Q21  3Q21  4Q21 102 202 3Q 1021 2Q21 3021 4Q21 1Q22 2Q22 3Q22 | Avg.

15-22(%)
m Industry » Retail and wholesale

(*): Average for third quarters
Source: BBVA Research with Fedesarrollo data.

Despite high installed capacity utilization, which usually leads to upward investment cycles, the industry is already showing

lower levels of activity and could reduce machinery spending decisions.




In fact, the industry has been driven not only by domestic demand, but also by
external demand. However, that momentum seems to be slowing...

EXPORTS IN DOLLARS ) INDUSTRIAL OUTPUT
(INDEX, DEC-20 = 100) (INDEX, DEC-20 = 100; MOBILE ANNUAL CHANGE, %)
- 18
15
12

Jan-22 e 114
Feb-22 s 112
Mar-22 m— 117
Apr-22 e 116
May-22 e 116
Jun-22 e 116
Jul-22 — 116

Jan-21 rmmm 101
Feb-21 1wmm 102
Mar-21 m~am 103

Apr-21 mmmmm 103
May-21 1 81

Jul-21 w109
Aug-21 mmmmm 109
Sep-21 =mmm 109
Oct-21 mmmmm 110
Nov-21 s 111
Dec-21 mmmmmm 113

Jun-21 mmmm 103

, _ 6

- = » "~ 130 7 3
113 7121 0
50| 96 0,

77 6
I I )

1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 (**

. B ] ] = Output (Dec-20=100) - Qutput (yly, right)
B Traditional = Non-traditional Services (right) .
Sales (yly, right)
(*): Exports of goods are from DANE monthly report. Services exports are from the quarterly balance of payments. (**): Data as of July.

Source: BBVA Research based on data from DANE and Banco de la Republica.

...in recent results, although at high output levels, industry sales are already starting to grow less, and this is leading to an

accumulation of inventories in the sector, which may lead to lower investment.
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Investment in residential construction has been less dynamic recently: lower
execution of construction works due to high costs and...

NEW HOME SALES

NEW HOME PURCHASE CANCELLATIONS
(THOUSANDS OF UNITS PER MONTH AND % OF TOTAL) (PER MONTH, 12-MONTH MOVING AVERAGE)
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Source: BBVA Research with data from Camacol's Coordenada Urbana.

...lower home sales since the second quarter of 2022. This is coupled with a slight increase in home purchase cancellations.




The probable stronger trade with Venezuela could cushion, at least partially,
the expected negative effect of lower global growth on exports

EXPORTS TO VENEZUELA
(MILLIONS OF DOLLARS AND RATIO 2022 / 2008 IN %)
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(f): BBVA Research forecasts.
Source: BBVA Research based on data by DANE.

Some sectors have not yet been reactivated or have done very little in foreign trade with Venezuela: livestock, vegetables,

leather, textiles, clothing and vehicles.
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Growth projections

The expansionary cycle in Colombia will peak
in 2022 and will moderate in 2023 and 2024.
Private consumption will slow its dynamics, but
from very high levels, and as a result, private
investment will also decelerate
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Job creation will decline in the following years, driven by informal
employment. Formal employment is expected to fall in 2023

URBAN JOB CREATION BY FORMALITY®") URBAN PARTICIPATION AND UNEMPLOYMENT
(ANNUAL CHANGE FOR THE LAST QUARTER OF THE YEAR, %)

RATES (%, AS OF DECEMBER OF EACH YEAR)

66.6
65.4 66.0

0.4 1.4 1.3 62.6
" . N
2021 2022 (f) 2023 (f) 2024 (f)
2022 (f) 2023 (f) 2024 (f)
m Workers mFormal Informal

W Participation rate ¢ Unemployment rate
(f): BBVA Research forecasts.(*) Formal refers to wage earners and informal to non wage earners.
Source: BBVA Research based on data by DANE.

The labor participation rate will gradually recover. With this and lower job creation, we expect an elevated unemployment rate

in 2023 and 2024.
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Private consumption will slow due to lower labor dynamics and higher interest
and inflation rates, but will stabilize at high levels

PRIVATE CONSUMPTION PRIVATE CONSUMPTION BY EXPENDITURE TYPE
(BILLIONS OF REAL PESOS AND ANNUAL % CHANGE) (LEVEL RELATIVE TO 2019 AND ANNUAL % CHANGE)
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(f): BBVA Research forecasts.
Source: BBVA Research based on data by DANE.

In addition, the factors that drove consumption in 2022 (credit, coffee and remittances, among others) are expected to be less

dynamic going forward. Durable goods consumption will be the factor to experience the greatest decline.
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Construction investment will rebound due to civil works in 2023 and
non-residential buildings in 2024. Machinery investment will decelerate

FIXED INVESTMENT AND COMPONENTS

FIXED INVESTMENT AND ITS COMPOSITION
(ANNUAL % CHANGE)

(% OF TOTAL INVESTMENT AND % OF GDP)
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m2019 m2020 w2021 mW2022(f) m2023(f) m2024 (f) —— Machinery () —— Construction

Investment (% of GDP, right)

(*): Includes intellectual property and biological resources. (f) Forecasts from BBVA Research.
Source: BBVA Research based on data by DANE.

Investment in machinery, although falling in 2023 and growing only slightly in 2024, will remain at high levels as a percentage

of GDP. Civil works will be boosted by the high level of construction in the last year by regional and local governments.



Nevertheless, GDP will follow a path of decline from high levels. The
subsequent recovery will be gradual

GDP DOMESTIC DEMAND AND FOREIGN TRADE
(ANNUAL % CHANGE) (ANNUAL CHANGE, %)
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(f): BBVA Research forecasts.
Source: BBVA Research based on data by DANE.

Lower growth in domestic demand will determine a correction in imports. Exports will also experience slower growth due to

the environment in developed countries, but will receive support from Latam neighbors.




Since 2020, growth has been based more on consumption than on
investment. Within investment, construction experienced the largest decline...

GDP: COMPONENTS BY DEMAND

(% GDP)
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== Public consumption Investment in machinery Investment in construction === Exports == Private consumption (right)

(f): BBVA Research forecasts.
Source: BBVA Research based on data by DANE.

...In contrast, investment in machinery has performed well. Meanwhile, exports experienced a rapid recovery since the end of

2021 and will remain at high levels thanks to regional trade.




In 2023, the moderation in consumption will lead to low growth in retail and

manufacturing...

SECTORS GROWING AT A
LOWER RATE THAN GDP IN 2023

OIL, COAL AND RETAIL, HOTELS
OTHER MINING AND
RESTAURANTS

MANUFACTURING
INDUSTRY

Fuente: BBVA Research con datos del DANE.

SECTORS GROWING AT A
SIMILAR RATE AS GDP IN 2023

y )

AGRICULTURE COMMUNICATIONS

PROFESSIONAL SERVICES

SECTORS GROWING AT A HIGHER
RATE THAN GDP IN 2023

CONSTRUCTION REAL ESTATE GOVERNMENT,
HEALTH AND
EDUCATION
UTILITIES FINANCIAL ENTERTAINMENT
SERVICES

... meanwhile sectors related to Government expenditure will show higher growth rates due to the push by Government

expenditure.
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Inflation and interest
rates

Inflation has been higher, and more persistent
and widespread than expected; however, it will
moderate from 2023 onwards. The Central Bank
is close to ending its rate hike cycle, and will
start a gradual rate reduction at the end of 2023.
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Headline inflation reaches over 22-year highs as a result of upward pressures
on goods, administered prices and high inflation in food prices
INFLATION OF THE MAIN BASKETS!"

MAIN FOOD INFLATION SUB-BASKETS")
(ANNUAL CHANGE, %) (ANNUAL CHANGE, %)
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Source: BBVA Research based on data by DANE.

This is due to several factors, including global bottlenecks, energy tariff hikes, residual carryover from high international food

prices, weather and high demand.
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The price shock has been generalized, reaching 93% of the total basket with
annual inflation rates above the target.

ITEMS ABOVE THE INFLATION TARGET PER BASKET

ITEMS ABOVE MONTHLY INFLATION BY BASKET
(% OF TOTAL)

(% OF TOTAL)
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Source: BBVA Research based on data by DANE.

Ninety-three percent of food items show monthly increases above the total inflation for the month, with this sub-basket and
the goods sub-basket putting upward pressure on the monthly inflation average. On the other hand, services continue to

represent a low percentage of their basket, with inflation above the monthly average.



High inflation levels have affected the Colombian population differently, both
by region and by income level

INFLATION BY MAIN CAPITAL CITIES INFLATION BY INCOME LEVEL
(ANNUAL CHANGE, %) (ANNUAL CHANGE, %)
: f 16
‘ 14
» ‘ 12
: 10
< A f_,,.—-:'l 6
e 4 =
R LT LD,
0 il i i il (i
o Poor Vulnerable Middle High Total
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Source: BBVA Research based on data by DANE.

The Caribbean region exhibits the highest levels of inflation, largely associated with the increase in utility rates. Bogota has

the lowest inflation. The most vulnerable population faces the highest inflation due to the high weight of food on their basket.
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Fertilizer costs have recently been declining, although this correction has not
yet trickled down to food prices

PRICE OF UREA AND WHEAT PPI OF THE AGRICULTURAL SECTOR FOR DOMESTIC
(ANNUAL CHANGE, %) SUPPLY (ANNUAL CHANGE, %)
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Source: BBVA Research based on data by DANE and Haver.

Food prices react with a delay compared to international prices of agricultural inputs (urea, wheat). Therefore, we expect this

inflation to face less pressure as of the last quarter of the year.



Thus, food inflation will close this year around 23.7% and will slow down
significantly in 2023

INFLATION OF FOOD PRICES
(ANNUAL CHANGE, %)
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(f): BBVA Research forecasts.

Source: BBVA Research based on data by DANE.

Food inflation will ease gradually in 2023 at a slower pace than in previous periods. This is because cost shocks and

climate-related effects will dampen the decline in inflation.



Inflation expectations continue to rise and do not seem to have reached their
peak; however, two years out, they appear to be less distant from the target

INFLATION EXPECTATIONS EXPECTATION SURVEYS AS OF SEPTEMBER("
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(*): Deadline to submit data: BanRep 12 sep; EOF 14 sep; LatinFocus 5 sep.
Source: BBVA Research based on data by DANE.

Expert surveys, available in September, point to a still wide dispersion of inflation forecasts, however, a significant moderation

is expected for 2023.
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Inflation will close at 11.8% in 2022, 7.1% in 2023 and 4.5% in 2024. Many
uncertainty factors persist in the short and medium term

INFLATION: TOTAL AND NON-FOOD

FACTORS INCLUDED IN THE FORECAST
(ANNUAL CHANGE, %)
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(f) BBVA Research forecasts.

the rate of price reductions.
Source: BBVA based on data by DANE.



Banco de la Republica is nearing the end of its bullish cycle; however, it will
have room for some additional increase
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(f): BBVA Research forecasts.
Source: BBVA Research based on data from DANE and Banco de la Republica.

Today, the real rate is in positive territory by most metrics (except for total contemporaneous inflation). We expect

it to move into contractionary territory (with expected inflation) in this half year and peak in August 2023, just before
the start of the bear cycle.
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Macro imbalances and
the exchange rate

The economy needs to increase its savings
levels to reduce its macroeconomic
imbalances. Although smaller than in the past,
will continue to be a major challenge in the
coming years.



The dynamism of activity in 2022 continues to put upward pressure on the
external deficit. Going forward, the slowdown will enable its gradual correction

CURRENT ACCOUNT DEFICIT AND FDI

(% OF GDP)
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(f): BBVA Research forecasts.

Source: BBVA Research based on data by Banco de la Republica.
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2024 (f

In the first half of 2022, FDI grew in 8 of the
10 sectors compared to 2021. By the end of
the year, the oil, mining and quarrying, and
transportation and storage sectors are
expected to receive the most FDI. FDI will
finance on average 86% of the external deficit
between 2022 and 2024.

From now on, the balance of goods deficit will
be the main explanation for the current
account deficit. Income from factors will
decrease its share in the deficit due to lower
profits in sectors with high exposure to foreign
companies.

Despite the expected reduction in the current account deficit in 2023 and 2024, its level remains high, especially compared to

regional peers. Its future reduction to more sustainable levels will remain one of the country's main challenges.
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The pandemic left high debt and fiscal deficit, but the positive economic
performance in 2021-22 helped to improve the public balance

CENTRAL NATIONAL GOVERNMENT GROSS
BALANCE AND DEBT (% OF GDP)
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(f) BBVA Research forecasts.
Source: BBVA Research based on data from the Ministry of Finance.

70

65

60

55

50

45

40

35

30

O The strong economic growth path and high

inflation have allowed for improved revenue
collection and a reduction in GDP-debt ratio.

For 2023 and 2024, with a slower economic
dynamic, it will be more difficult to atain a
significant adjustment in the fiscal balance.
However, we consider the lower dynamic could
also make the fiscal rule somewhat less strict
than that included in the Mid Term Fiscal Plan
of 2022.

The final text of the tax bill has recently been
published, with a 1.5% of GDP expected
revenue. A significant part of the revenue will
come from the corporate sector with a
reduction in exemptions and a corporate tax
surcharge for several sectors, and from high
income households.
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In 2023 and 2024, expenditure as a percentage of GDP will remain at
historically high levels, even when interest expenditure is excluded

CENTRAL NATIONAL GOVERNMENT TOTAL AND o  The 2022 Mid Term Fiscal Plan shows
PRIMARY EXPENDITURE (% OF GDP) expenditure as a percentage of GDP
25 remaining high by historical standards, with

primary expenditure in 2023 higher by 3.2
percentage points of GDP than in 2019 and by
0.6 than in 2022.

23
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I o In addition, there is a significant unrealized

deficit resulting from the fuel subsidy, which
increases the effort required.

O An expenditure review is essential.
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(f) Forecasts of the Ministry of Finance in the Medium-Term Fiscal Framework.
Source: BBVA Research based on data from the Ministry of Finance.
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The exchange rate will face various upward pressures: lower global liquidity,
domestic deficits and lower GDP growth

EXCHANGE RATE

O The more aggressive actions and statements
(PESOS PER DOLLAR) from the main central banks increase the
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Source: BBVA Research based on data by BanRep.

adds to other idiosyncratic factors in Colombia

On average, the exchange rate is expected to devalue by 7.0% in 2023 and 1.8% in 2024.
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Challenges and
opportunities

Colombia faces considerable challenges in the
next years, deepened by a complex
international context and significant internal
changes: it is important to address not only what
is urgent, but what is important as well
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Opportunities and challenges in the Colombian economy

OPORTUNIDADES

Advances in social Energy transition attracts Redistribution of global More balanced export
inclusion enable a more new capitals. production chains. basket by product and
sustainable growth in destination.

the medium term.

< @

RETOS

High macro imbalances,
low savings and low
productivity, which limit
potential growth.

Replace resources from Responsiveness to the Construction of better
mining and oil activity in global slowdown and public infrastructure and
the medium term. higher financing costs. wider provision of public
goods.
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Main macroeconomic variables

2022 (f) 2023 (f) 2024 (f)

GDP (% yly) 2.6 3,2 -7.0 10.7 7.6 0.7 2.0
Private consumption (% yly) 3.2 4.1 -5.0 14.8 10.7 -1.0 1.7
Public consumption (% yly) 7.4 5.3 -0.6 10.3 5.0 59 4.6
Fixed investment (% y/y) 1.0 2.2 -23.3 11.2 9.2 -3.8 1.9

Inflation (% yly. eop) 3.2 3.8 1.6 5.6 11.8 71 4.5

Inflation (% yly. avg) 3.2 3.5 25 3.5 9.9 9.1 5.8

Exchange rate (eop) 3,212.5 3,277.0 3,469.0 3,968.0 4,395.0 4,520.0 4,550.0

Depreciation (%. eop) 7.4 2.0 5.9 14.4 10.8 2.8 0.7

Exchange rate (avg) 2,956.4 3,272.6 3,693.3 3,744.3 4,151.8 4,440.4 4,520.4

Depreciation (%. avg) 0.2 10.7 12.9 1.4 10.9 7.0 1.8

Policy interest rate (%, eop) 4.25 4.25 1.75 3.00 11.00 9.50 6.00

Current Account (% GDP) -4.2 -4.6 -3.4 -5.7 -5.6 -4.6 -4.5

Urban Unemployment rate (%, eop)"” 11.1 11.0 15.9 11.4 10.8 12.4 12.9

(f): Forecasts by BBVA Research. (*) The unemployment rate series is the new spliced series that DANE made public on September 30, 2022.
Source: BBVA Research with DANE and Banco de la Republica data.



Main macroeconomic variables

GDP Inflation Exchange rate Interest policy rate

(% yly) (% yly. eop) (vs. USD. eop) (%, eop)

Q120 0.8 3.8 3,888 3.75
Q2 20 -16.6 2.2 3,691 2.50
Q3 20 -8.8 2.0 3,750 1.75
Q4 20 -3.6 1.6 3,469 1.75
Q121 0.9 1.5 3,617 1.75
Q2 21 18.3 3.6 3,693 1.75
Q3 21 13.7 4.5 3,820 2.00
Q4 21 10.8 5.6 3,968 3.00
Q122 8.6 8.5 3,806 5.00
Q2 22 12.6 9.7 3,923 7.50
Q3 22 6.4 11.4 4,437 10.00
Q4 22 85 11.8 4,395 11.00
Q123 24 10.4 4,360 11.00
Q2 23 1.0 9.8 4,410 11.00
Q3 23 0.1 8.0 4,490 10.50
Q4 23 -0.3 71 4,520 9.50
Q124 0.5 6.4 4,470 8.50
Q224 1.2 6.5 4,530 7.50
Q324 2.7 4.7 4,535 6.50
Q4 24 35 4.5 4,550 6.00

Fuente: BBVA Research con datos de DANE y Banco de la Republica.
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Disclaimer

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 arise 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 offers no express or implicit guarantee
regarding its 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. Past trends for
economic variables, whether positive or negative, are no guarantee of future trends.

This document and its contents are subject to change without prior notice, depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating
this content or for giving notice of such changes.

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

Neither this document nor its contents constitute an offer, invitation or request to acquire, disinvest or obtain any interest in assets or financial instruments, nor can they form the basis for
any kind of contract, undertaking or decision.

The content of this communication or message does not constitute a professional recommendation to make investments under the terms of Article 2.40.1.1.2 of Decree 2555 of 2010 or the
regulations that modify, replace or supplement it.

With particular regard to investment in financial assets that could be related to the economic variables referred to in this document, readers should note that under no circumstances 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 make such decisions.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or
use of any nature by any means or process is prohibited, except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.


http://www.bbvaresearch.com/
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