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Main messages

1.

World growth continues apace, accompanied by a certain
clarification regarding US policy. Overall. global risk remains a
concern.

The Colombian economy will grow slightly faster than it ,
did in 2016. Growth is expected to increase from 2% in 2016 -
t0 2.1% in 2017 and 2.7% in 2018. | |

2016 saw a healthy and significant adjustmentto the  SEEEELALEAAAERE k\\\
current account. The current account deficit as a percentage e ‘l‘a‘h‘\‘j‘;‘&%h‘n‘mt\hl hbh

of 2016 GDP stood at 4.4%, around 2% less than in 2015. We hll‘lllIIIIIIIIII\I\.\\\\\\L
expect it will close around 3.3% on average in the next two A
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Inflation shakes off supply-side shocks and ratifies its ‘
sharp fall. After two years of exchange rate pressure and
twelve months of the worst of “El Niio” phenomena on record, =
inflation consolidated its downward trend to stand at 4.7% at =

the close of the first quarter of 2017.

The Banco de la Republica has embarked on adownward pee o E =" =
rate cycle. With the drop in inflation and the external balance, - . =Z 2% =
QRS s |

the Bank will be able to reduce interest rates to 5.5% in 2017
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GLOBAL

Stronger growth,
but still with significant risks
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Positive global momentum

Main trends continue ...

Recovery of industrial production
and trade still underway

Low volatility in financial markets

Headline inflation continues to rise
in advanced economies, but core
inflation remains stable
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.. and central scenarios become more likely

A strong stimulus to US economy
looks less likely...

...but so does scenarios with
strong protectionism

Central banks in developed
countries lean towards policy
normalization
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Global growth continues to increase at the beginning of 2017

Global GDP growth 4 Confidence indicators remain
Forecasts based on BBVA-GAIN model (%, qoq)

5 very high, although hard data
’ still do not capture all the

improvement in sentiment
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China and developed
economies show signs of strong
growth. However, other

emerging economies show
mixed signals
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Financial stress remains low

BBVA Financial Stress Index
(normalized)
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Volatility has decreased
despite uncertainty about
economic policies

Monetary and fiscal stimulus
mask some underlying
weakness

Europe has been the
exception, with some increase
In sovereign spreads, linked to
elections in France and the
political outlook for the region
as a whole
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Central banks on the way to policy normalization

Official interest rates in the US (Fed) and Eurozone (ECB)
(PP)
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Fed continues to increase interest rates, though is The ECB is to start discussing its exit strategy, but

still cautious about the economic outlook. very cautiously.
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Global growth revised up

B |ncreased LATIN AMERICA

BN Unchanged
N Revised down

Source: BBVA Research. Latin America includes: Argentina, Brazil, Chile, Colombia, Mexico, Paraguay, Peru, Uruguay and Venezuela 8
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China: renewed recovery with old engines

China: GDP growth 4
, due to
¢ iIncoming data and a fiscal impulse.
73 Gradual deceleration underway
6,9
! 6,7
4
6.3 ¢
6 5,8
* Rebalancing of growth towards
services and consumption has stalled
5
» Policy missteps could lead to a
disorderly deleveraging
4
3
2014 2015 2016 2017 2018

m Forecast April 2017 Forecast February 2017
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US: diminished prospects of a pro-growth fiscal impulse

US: GDP growth @ given
pick up in investment. However,
3,0 private consumption is expected
26 to slow down
2,4
o 24 2,3
@
2,0 despite a softer
16 tone in the last months
1,5
1,0
0,5
0,0
2014 2015 2016 2017 2018

m Forecast April 2017 Forecast February 2017
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We maintain our view of gradual convergence of commodity
prices to their long-run equilibrium levels

BRENT OIL SOYBEANS COPPER
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Oil prices will continue to get support from OPEC production No significant changes in our view for long-term commodity
agreement, as well as increase in demand. Copper prices will prices. Forecasts mostly unchanged for oil and soybeans

benefit from stronger demand and also supply disruptions. relative to February.
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Global risks most relevant for Latin America are related to US
policies and rebalancing in China

| ld

Lingering uncertainty about economic Policy stimulus in China to support investment
policies to be implemented in US, especially could delay and slow down reforms to reduce
trade policies structural imbalances

3 « § 4 ~

Elections in France and Italy in (the unlikely) Risks stemming from monetary policy
case that Eurosceptic platforms prevalil normalization, especially in the US
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Colombia

Sowing the future
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2017 growth will be slightly higher than that seen in 2016

GDP growth Colombia

® We expect improved investment
(% variation YoY) performance in 2017, due to
! () public works and private
industry, agriculture and mining
. 3.1 investment programmes.
"0 4 Available leading indicators
2

show a weak start to the year.
However, we expect to see

recovery in the second half of
this year
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Investment in 2017 will cease to shrink, while consumer
spending maintains its pace

ﬁiotif;i;{i‘o‘ﬁefotvr?e”t and consumer spending 4 Lower inflation and interest rates
and greater relative confidence
will see higher consumer
spending from the second half of
2017 and especially in 2018.

3,8
2,4 27 26
1 20
4 The investment rate will rise
again between 2017 and 2018,
as a result of adjusting at a

faster rate than aggregate GDP.
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BGDP @Private Consumption @ Investment

Source: DANE and BBVA Research 15
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The economic slowdown is affecting the labour market with a
lag

Unemployment rate in 13 cities

12

®

11 10.8
10.5

9.8 Though

10

9.8
9.3 not at the levels of previous
9 deceleration cycles as 2009 of
13%

8

7

6

especially in 2017.
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Agriculture and construction will lead growth in 2017

GDP growth by sector
(% variation YoY)

2 will benefit from Sector 2016 2017(f) 2018(f)
better weather in 2017 Agriculture 0.5 3.5 2.7
Construction 4.1 3.4 4.4
4 Mid-level housing, 4G and Financial and Corporate Services 5.0 3.2 4.1

improved local governments _ _
budget execution will Government and Social Services 2.2 1.9 2.6
continue to bolster the Utilities 0.1 1.7 2.6
sector. Industry 3.0 1.6 2.3
_ Oil and Mining 6.5 1.6 -2.2

% will have a regular _

year due to weak demand Retail, Restaurants and Hotel Industry 1.8 1.5 3.2
Transportation -0.1 14 2.9
Total 2.0 2.1 2.7

®

will continue its weak

Source: DANE and BBVA Research
growth
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Economic risk in Colombia has fallen

_ _ Fiscal and current account deficit
4 The 2% adjustment in 2016 of the (% of GDP)

current account will favour long term I
-2.4 I
-3.0
-4.0
4.4
-5.1
-6.4

growth. The considerable current
2014 2015 2016 2017(f) 2018(f)

o

1
=

account deficit caused pressure to
maintain monetary policy rates high,
limited the government's room for
manoeuvre and created a sensation
of vulnerability in the private sector.

1
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4 Tax reform will improve the
sustainability of public finances.
Between 2014 and 2016, the
government made an important 7
adjustment in expenditure.

B Current Account Deficit B Central Government Deficit

Source: Banco de la Republica, DANE, the Ministry of Finance and BBVA
Research
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In this context, inflation has slowed down significantly. We
expect that at the end of 2017 the annual rate will be 4.1%

Headline, core and food inflation
(% variation YoY)
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Foodstuff prices will continue to fall in 2017 due to greater We expect to see inflation end 2017 and 2018 at a annual rate

agricultural supply. Exchange rate stability will help to keep of 4.1% and 3.4%, respectively.

the price of imported goods down.
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The Banco de la Republica has the path clear to reduce rates

End-of-period monetary policy rate %

8 7.50

, We

estimate that in 2017 the policy

6 575 5 50 rate will reach 5.5%, then take a

: 5.00 brief break before starting 2018
450 with rate reductions to 5%.

4

3 4 In the decision balance of the

Bank’s Board, once inflation
expectations approach the
target of 3,0%,

2014 2015 2016 2017(p) 2018(p)
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Given the Colombian economy's lower level of external
vulnerability, the exchange rate will stay relatively stable

Exchange rate

(Pesos per dollar) 4 With the correction of the current account
deficit, external vulnerability will decrease,

3400 f) as will the economy's external financing

00 needs. This suggests less pressure on the
exchange rate.

3200 2016 average: 3054 (11.4%)

2017 average: 2972 (-2.7%)
3100 2018 average: 2995 (0.8%)

©

Within a positive context for oil prices and

external stability, the peso should appreciate
2000 ff/"\ in 2017 compared to 2016, stabilizing slightly
2900 below 3,000 pesos to the dollar.

2016 eop: 3010 (-4.7%)
2017 eop: 3015 (0.5%)

. - 0,
2800 2018 eop: 2958 (-1.9%)

®

It should not be forgotten that the US
Federal Reserve will make two adjustments
2500 to interest rates before year end, according
to our forecasts. This will put upward

pressure on the exchange rate in the second
half of the year.
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Source: Banco de la Republica and BBVA Research 21
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The main risk to economic growth comes from internal affairs

| 2

Additional delays to the public and private Imbalances in the Chinese economy may cause
investment decisions which may have an a hard landing to its growth with important

3 4

Risk associated with the normalisation of Uncertainties that are still associated with
monetary policy, especially in the US, which measures passed in the USA, especially in a
may affect capital flows, and as a result, the commercial context, affecting export
exchange rate and the space that BanRep has performance

to reduce rates
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Main messages

1.

World growth continues apace, accompanied by a certain
clarification regarding US policy. Overall. global risk remains a
concern.

The Colombian economy will grow slightly faster than it ,
did in 2016. Growth is expected to increase from 2% in 2016 -
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Inflation shakes off supply-side shocks and ratifies its ‘
sharp fall. After two years of exchange rate pressure and
twelve months of the worst of “El Niio” phenomena on record, =
inflation consolidated its downward trend to stand at 4.7% at =

the close of the first quarter of 2017.
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Summary of Baseline Scenario

2013 2014 2015 2016 2017(f) 2018(f)
GDP (Yo, %) 4.9 4.4 3.1 2.0 2.1 2.7
Private consumption (YoY, %) 3.4 4.3 3.2 21 2.0 2.6
Public consumption (YoY, %) 9.2 4.7 4.0 1.8 1.8 2.1
Fixed investment (YoY, %) 6.8 9.8 1.8 -3.6 2.4 3.8
Inflation (% YoY, eop) 1.9 3.7 6.8 5.7 4.1 3.4
Inflation (% YoY, average) 2.0 2.9 5.0 7.5 4.3 3.3
Exchange rate (eop) 1.927 2.392 3.149 3.001 3.015 2.958
Devaluation (%, eop) 9.0 24.1 31.6 -4.7 0.1 -l1.4
Exchange rate (average) 1.869 2.001 2.742 3.054 2.972 2.994
Devaluation (%, average) 3.9 7.1 37.0 114 -2.7 0.8
BanRep interest rate (%, eop) 3.25 4.50 5.75 5.75 5.50 5.00
Deposit interest rate (%, eop) 4.1 4.3 5.2 6.9 5.7 5.3
Fiscal Balance (% GDP) -2.3 -2.4 -3.0 -4.0 -3.6 -2.9
Current Account Balance (% GDP) -3.2 5.2 -6.5 -4.4 -3.6 -3.2

Unemployment rate (%, eop) 9.7 9.3 9.8 9.8 10.5 10.8
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Legal Notice

This document, prepared by the Department of BBVA Research, is informative in nature and contains data, opinions or estimates relating to the date of the same, they are
from its own research or 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 that this document contains have been carried out according to generally accepted methodologies and should be taken as such, i.e. as estimates or
projections. The historical evolution of economic variables (positive or negative) does not guarantee their equivalent evolution in the future.

The content of this document is subject to change without notice for example, depending on the economic context or market fluctuations. BBVA does not make any
commitment 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 content, constitutes an offer, invitation or solicitation to acquire, divest or obtain any interest in assets or financial instruments, nor can it form
the basis of any contract, commitment or decision of any kind.

Particularly as regards investment in financial assets that may be related to the economic variables that this document develops, readers should be aware that in no case
should they take this document as the basis for their investment decisions; and that persons or entities that can potentially offer them investment products are legally
obliged to provide all the information they need to take these decisions.

The content of this document is protected by intellectual property legislation. Reproduction, processing, distribution, public communication, availability, extraction, reuse,
forwarding or use of any nature by any means or procedure, except in cases where it is legally permitted or expressly authorised by BBVA is expressly prohibited.

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.



