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|) Colombia: Growth Momentum (1)

= Second-quarter result signals smooth adjustment to the collapse of oil prices, but caution is still required.

Figure 1: GDP Growth Figure 2: GDP by Sector

= The Colombian economy grew 3% yoy in 2Q 2015,
a similar pace as in the first quarter. This result,
albeit pale compared to last year’s pace of growth,
is arguably positive as it signals that the economy
is adjusting smoothly to the slump in oil prices and
a weaker external demand. Still, caution is required
as the adjustments are far from over. For instance,
import volume dropped abruptly by 1.8% yoy in 2Q,
after growing by more than 8% in the first quarter.
This sudden shift possibly suggests that the peso’s
depreciation (fueled by the fall in world oil prices) is
starting to hurt firms and households by raising
import costs. And judging by how imports of
durable goods (-16.7%) and capital goods (-19.6%)
plunged yoy in 2Q, that is probably the case. True,
the decline in imports was a needed adjustment as
it helped enhance the country’s widening current-
account deficit and boosted net exports. But on the
flip side of the equation, it led to a feebler domestic
demand as well: the rate of growth in household
consumption and gross fixed capital formation
(GFCF) continued to slow in 2Q.
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Figure 3: Consumption Figure 4: Investment, Exports and Imports

% real change yoy 2014 1Q/2Q 2015 % real change yoy 2014 1Q/2Q 2015
Household: 4.4% 4.0% / 3.3% (yoy) Investment: 10.9%  5.9% / 1.9% (yoy)
Government: 6.2% 2.2%/1.8% Exports: -1.7% 1.6% /-2.0%

12 1 30 - Imports: 9.2% 8.6% / -1.8%

2] 20

10

0

\
Drop in exports
-10 i reflected weaker | ~.
external demand.

-2 - -20 -
05 06 07 08 09 10 11 12 13 14 15 05 06 07 08 09 10 11 12 13 14 15
GFCF*

*Gross Fixed Capital Formation
Source: DANE; BTMU

Household ===-=- Government Exports ===-=- Imports

Source: DANE; BTMU

(¢) MUFG



|) Colombia: Growth Momentum (2)

= Economic growth in Colombia is set to slow in 2015, but will likely stay as one of the fastest in Latin America.

Figure 6: Crude Oil Exports and GDP Growth

Figure 5: GDP Growth (Private forecasts)

= Ever since international oil prices plummeted in late
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Also, from a wider view, Colombia’s situation looks Figure 7: Gross National Disposable Income Figure 8: Ranking of GDP Growth
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1) Colombia: Growth Momentum (3)

= Consumer spending will probably continue to decelerate in 2016, but it will remain growth-supportive.

Figure 9: Private Consumption (Forecasts) Figure 10: Private Consumption by Components
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) Colombia: Growth Momentum (4)

» Investment growth will probably remain positive in 2015 and 2016, but it will also slow steadily.

Figure 13: Gross Fixed Investment (Forecasts) Figure 14: GFCF by Components
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II) Colombia: External Sector

= Colombia’s current-account deficit will remain large and as a source of risk to economic growth in 2

Figure 17: Current Account Balance Figure 18: Trade Balance, Exports and Imports

= Colombia’s external sector has no doubt borne the
immediate brunt of the slump in world oil prices:
current account deficit (CAD) swiftly widened from
3.3% of GDP in 2013 to an estimated 6.9% in 1H
2015, a record-high level according to IMF data.
And though it improved a tad in 2Q 2015, mostly
led by lower imports of capital goods, chances are
the deficit will remain large (possibly above 6% this
year and about 5% in 2016) and as a source of risk
to economic growth in the short-to-medium term.
There are compelling reasons for this dim view. For
example, Colombia’s relatively narrow CAD during
2010-13 (averaged 3% of GDP) was basically held
up by large trade surpluses, which, in turn, was
propped up by higher oil exports. But now, with olil
prices expected to hover around $50 a barrel for a
while, the chances for a major turnaround in the
trade sector are very slim. Still, we expect the
country’s CAD to narrow down the road, as a
weaker currency and softer domestic demand will
continue to drag imports down and narrow the
deficits in the service and income balance.
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Figure 19: Exports
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Figure 20: Exchange rates
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lII) Colombia: Prices and Monetary Policy

» Poor weather conditions and sharp currency depreciation will keep inflation above the target range for a while.

Figure 21: CPI Inflation and Policy Rate Figure 22: CPI Inflation by Sub-indexes
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*This report is intended only for information purposes and shall
not be construed as solicitation to take any action. In taking any
action, readers are requested to do so on the basis of their own
judgement.

*This report is based on information believed to be reliable, but we
do not guarantee its accuracy. The contents of this report may be
revised without notice.

*This report is a literary work protected by the copyright act. No
part of this report may be reproduced in any form without
express statement of its source.
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