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Latam Daily: Colombia Inflation Misses, Fiscal Rule
Suspension

« Colombia: Inflation undershoots in May, reaching its lowest rate since October
2021; On the fiscal rule suspension and the release of the short-term fiscal
framework

COLOMBIA: INFLATION UNDERSHOOTS IN MAY, REACHING ITS LOWEST RATE SINCE
OCTOBER 2021

Colombia’s monthly CPl inflation rate was 0.32% m/m in May, according to data published
by DANE on Monday. The result was below analysts’ expectations in the BanRep survey of
0.38% m/m, as was Scotiabank Colpatria’s forecast. During the month, 9 of the 12 groups
had a positive monthly variation, with lodging and utilities, and food contributing the most
to the result, accounting for around 80% of total monthly inflation.

May inflation reflected seasonal changes due to the timing of Easter in April, with tourism-
related services showing negative variations. Indexation effects have been diluted, though
they are still present in some services such as restaurants and rental prices, while services
such as transportation may have already incorporated these effects into their prices.
Regarding food, the monthly variation was higher than the average for May; however, this
may be related to calendar changes (Easter) and the winter season.

In annual terms, inflation fell from 5.16% in April to 5.05% in May (chart 1), resuming its
downtrend and showing a decrease of 0.15ppts compared to the end of 2024 (5.20% y/y).
Inflation excluding food fell from 5.29% to 5.13%, while inflation excluding food and
regulated items fell from 4.90% to 4.77%, reaching its lowest level since March 2022.
Goods inflation maintained its uptrend, rising from 1.1% to 1.45%, but remaining below the
target range (2%-4%), while services inflation (excluding regulated services) fell from
6.37% to 6.06%.

May inflation reflected that most of the indexation effects were transmitted in the first
four months of the year, which can be seen as a positive development for the upcoming
BanRep meeting. Inflation has driven the Central Bank’s decisions, and we hope that with
the May surprise, the board of directors will continue the easing cycle at its June 27
meeting. Our scenario is a 25 bps cut to 9.00%, a level that remains contractionary
enough to support inflation falling to the 3% target. However, the fiscal scenario remains a
headwind and is consolidating as the main risk to imported inflation, in a scenario with
higher risk premiums on local assets.
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Other highlights:

« Twolarge groups accounted for 80% of inflation. Lodging and utilities were the largest contributors to inflation, with a monthly
increase of 0.48% and a contribution of 0.15 ppts (chart 2). Rental rates were the largest contributors, along with an increase in water
supply (+1.29% m/m). Energy rates had a negative variation of -0.93%, while gas rates broke two months of negative variations,
reaching 0.65% m/m.

« The second largest contributor was food prices, with a variation of 0.60% m/m and a contribution of 0.11 ppts (chart 3). Monthly
inflation was higher than the historical May average of 0.33%; however, this could be a temporary effect of the winter season, which
affects crops and the goods transportation. The foods that contributed most were tomatoes (+12.28% m/m), onions (+5.66% m/m),
and coffee (+5.46% m/m), while some foods that partially offset this performance were potatoes (-3.68% m/m), chicken (-0.97% m/m),
and fresh fruit (-0.81% m/m).

«  Three groups recorded negative growth. Leisure registered a monthly growth of -0.52%, subtracting 0.02ppts from the total monthly
growth. Tour packages (-2.16% m/m) and other recreational services recorded negative growth. The information and communications,
and transportation groups also recorded negative growth of -0.15% m/m and -0.08% m/m, respectively, with the negative growth in air
transportation (-2.09% m/m) standing out.

—Daniela Silva

ON THE FISCAL RULE SUSPENSION AND THE RELEASE OF THE SHORT-TERM FISCAL FRAMEWORK

The fiscal rule in Colombia has a mechanism to justify non-compliance in unforeseen circumstances, and these are the famous escape
clauses. For instance, during the pandemic, it was clear that Colombia was going to exceed the deficit established by the fiscal rule, so it
used the escape clause by announcing that (for obvious reasons) it would have to spend more due to COVID. This suspended the fiscal rule
for two years while the pandemic passed.

Currently, what’s being discussed and the different reports in media are saying that at the CONFIS (fiscal policy council, the country’s
highest fiscal policy authority) meeting on Monday, June 9™, the first item on the agenda was to discuss the possible activation of the
escape clause for now to up to three years. If that happens, the government must justify whether there are extraordinary events that
compromise the country’s macroeconomic stability and justify suspending the fiscal rule mechanism. So, the only indication we have of the
activation of an escape clause since the fiscal rule began in Colombia (2011) is the pandemic.

The only thing the Autonomous Fiscal Rule Committee (CARF) can do is issue a non-binding opinion on whether the activation of this clause
is justified. The media published that the CARF refrained from giving a favourable opinion, and the law indicates that the CARF has one
week after the clause activation to publish an official announcement. For now, according to Reuters, the official CONFIS press release
scheduled for Tuesday, June 10™", 11 AM (Bogota time) has been canceled and rescheduled for Friday, June 13%, after the 2025 MTFF
publication.

For the 2025 Medium (Short) Term Fiscal Framework (MTFF), we estimate a total fiscal deficit of between 6.0% and 7.4% of GDP in 2025,
but with a higher probability that the release will show an estimate closer to or even exceed 7.4%, which concludes the government would
have neither the capacity nor the will to cut spending. Also, we are expecting increases in additional borrowing needs of between COP 20
trillion and 48 tn (see here) under those scenarios.

—Valentina Guio & Daniela Silva
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