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Key Takeaways

*  The economy is reaching pre-pandemic levels of activity sooner than
expected as the government lifts restrictions and its vaccination plan
advances. The central bank expects the output gap to close by
mid-2022.

* Inflation should close 2021 around 5% y/y and indexation effects
would extend the current temporary shock. In 2022, inflation is
expected to end the year at ~3.7% y/y.

* The central bank has started its hiking cycle. The hawkish side of the
BanRep Board has said that the hiking cycle should be faster at the
beginning to avoid a more contractionary stance in the future. We
expect BanRep to reach the nominal neutral rate of 5% by December
2022.

* Despite positive macroeconomic news and a better fiscal outlook,
local asset prices remain volatile. Election campaigns could put
further pressure on local markets in 2022.
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In @3-2021, Colombia probably reached pre-pandemic production levels.

BanRep expects the output gap to be closed by mid-2022.

BanRep’s Output Gap Estimation
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Despite supply shocks being temporary, indexation should extend CPI inflation. Reversion in

headline inflation should start in the H2-2022, while core inflation should remain within the
target range.

Inflation Expectations Inflation by Source
10 Dec-2020 vs Oct-2021
yly %
0,
9 50
+33 bps
8 45 +38 bps
40 | +29 bps
+61 bps
7 35 f
+ 135 bps
6 3.0 |
Headline Inflation 25 F
5 ' 77, ‘ 20 |
I
i 15
4 r v\ Core Inflation o
’—\ '
/\1 07
3
\\/’/ A Inflation Ex 05 1
food and
2 regulated 0.0 o - 0 = " n o
i I ] k3] o] k3] o
prices S F 2 % g 2 Q
1r 8 g o c 5] 5
g [a} = 2 23 ﬁ g e}
H S 2 o >3 c < <
z o 1%} € 7] < = o
] 0 T T T T T T T T | 2 3 S c? IS o =
i3 13 14 15 16 17 18 19 20 21 22 g : o = 3 3 =
g0 < [2] b —_
i Sources: Scotiabank Economics, DANE. Sources: Scotiabank Economics, DANE. K
ﬂ
:
I
s



Economic recovery and the asymmetric impact of international prices for exports and

imports are together widening the current account deficit. Financing is still sufficient, but
FDI recovery is crucial.

Export and Import Dynamics Expected Current Account Deficit
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Monetary Policy Rate Expectations
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Divergences in monetary policy cycles and the electoral calendar could

keep the COP under pressure.

USDCOP vs Macro Fundamental Model
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The main phase of the presidential election starts early in 2022. The

Congressional elections are the first milestone.

Four months before the 2018 elections, polls did not
show President Duque as the favourite.

Voting Intention in 2018 Elections
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Congress in 2022-26 would be more divided as big names
(e.g., Uribe, Mockus) are not present to add more seats for
the big parties.
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Currently, there are 42 potential presidential candidates. The undecided

popuvulation leads the polls.

Voting Intentions—Presidential Elections 2022
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Elections don't have a certain effect on the exchange rate.

FX Dynamics Around Election Days
USDCOP Index = 100 on the Election Day
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After the shock due to fiscal uncertainty, the long end of the curve has been relatively affected by

the local and external environment. Monetary policy is driving movements in the short end and the
belly of the curve.
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In YTD terms, offshore investors remain the main buyers of COLTES.

Positioning on the long end of the linkers curve is gaining momentum.
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Macroeconomic Forecasts

Forecasts 2019 2020 2021 2022 2023 2024 2025
National Accounts
Real GDP (y/y, %) 33 6.8 9.1 45 3.70 3.60 3.60
Domestic demand (y/y, %) 3.2 -6.6 8.9 * 4.4 3.80 3.70 3.70
Consumption (y/y, %) 4.2 -3.9 12.2 33 3.50 3.40 3.40
Private (y/y, %) 3.9 -5.6 13.8 3.4 3.30 3.30 3.30
Government (y/y, %) 5.3 3.5 6.6 3.0 3.00 3.00 3.00
Gross fixed capital formation (y/y, %) 3.5 -20.6 13.1 15.5
Net exports (% of GDP) -7.8 -7.0 -10.3 -11.4
Exports (y/y, %) 3.2 -18.1 6.8 8.1
Imports (y/y, %) 7.6 -17.0 26.0 11.6
Labour Market + +
Unemployment (%, average) 10.5 16.1 13.5 10.8 10.7 10.0 9.5
Balance of Payments
Trade balance (USD, bn) -12.9 -12.4 -19.7
Merchandise exports (USD, bn) 53.0 39.1 44.6
Merchandise imports (USD, bn) 65.8 51.6 64.2
Current account (USD, bn) -14.3 -9.1 -15.8
Current account (% of GDP) -4.4 -3.35 -5.2 -3.8 -3.60 -3.50 -3.50
Terms of trade (y/y, %) 6.86 -7.14
Prices, Rates & Exchange rate
CPI (y/y, %, eop) 3.80 1.61 4.9 3.7 3.4 3.0 3.0
CPI (y/y, %, average) 3.52 2.53 3.4 4.2 3.5 3.0 3.0
Ex Food CPI (y/y, %, eop) 3.45 1.03 * 3.2 f 3.7 3.1 3.0 3.0
COP (S, eop) 3297 3422.00  3760.0 3655.0 3712.0 3350.0 3350.0
COP (S, average) 3281 3694 3705 3722 3699
BanRep MPR (%, eop) 4.25 1.75 3.00 5.00 5.00 5.00 5.00
) Fiscal Indicators*
E Gross debt central government (% of GDP) 50.3 64.7 66.8 68.6
is Central government deficit(%GDP) -2.5 -7.8 -8.6 -7
3 Fiscal rule (% of GDP) 2.5 7.8 8.6 2.5 1.8 1.2
8 Primary balance (% of GDP) 0.4 -4.9 5.3 0.7 1.3 1.8
NFPS balance (% of GDP) 0.5 2
e Gross debt central government (% of GDP) 50.3 64.8 65.4 65 65 64
:' * Source: Financing Plan 2021
@
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contenido en el texto, son proporcionados meramente con fines informativos y no deben ser utilizados ni entendidos como una oferta, consejo, asesoria o recomendacién de inversion ni para comprar, vender o
emitir valores y/o cualquier otro instrumento financiero, ni para realizar cualquier otro tipo de transaccién financiera. El contenido de la presente comunicacién o mensaje no constituye una recomendacion
profesional para realizar inversiones en los términos del articulo 2.40.1.1.2 del Decreto 2555 de 2010 o las normas que lo modifiquen, sustituyan o complementen.

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to
change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of this report
or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this report be
construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commaodity Futures Trading Commission Regulation 23.434 and Appendix A thereto. This material is not
intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other transaction.
Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or disposing of positions, referred to in this report.
Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering or act as
principals or agents, deal in, own or act as market makers or advisors, brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, directors and employees of Scotiabank and its affiliates may serve as
directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any issuer and security discussed in this report, and consult with any
advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates
in the countries where they operate, including; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institucién de Banca Mltiple, Grupo Financiero Scotiabank
Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. — all members of the Scotiabank group and authorized users of the Scotiabank
mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorized by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK Prudential Regulation Authority. Details about the extent of
The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat Derivados, S.A. de C.V., are each authorized and regulated by the Mexican financial
authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.



