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Colombia—Ministry of Finance Releases Financing Plan
for 2024

e  Ministry of Finance bets to support the economic recovery, and it means acting within
the limit of fiscal rule compliance

On February 1%, the Ministry of Finance (MoF) released the Financing Plan for 2024 and
preliminary financial results for 2023. It was a bittersweet balance. Despite the
Government announcing over-compliance in fiscal metrics in 2023, posting a fiscal deficit
of 4.2% of GDP, with a primary deficit reduction from 1% of GDP in 2022 to 0.3% in 2023,
the MoF projects a higher fiscal deficit of 5.3% of GDP, which also implies push back in the
primary balance progress with a 0.9% deficit for 2024.

Minister Bonilla explained that in 2024, the fiscal revenue will be lower by 1.7% of GDP.
Although they will make a reduction in expenditures, the government plan involves
maintaining a higher level of spending as a percentage of GDP compared to 2023,
aiming to support the economic activity recovery. One part of this spending also
involves debt interest payments, which in 2024 will reflect the payment of the Flexible
Credit Line with the IMF. The cost of this strategy ends up with the Government
abandoning the possibility of having a primary surplus, which also means the increase of
the total debt from 52.8% of GDP in 2023 to 57% of GDP in 2024, still below the debt
recorded in 2022 but showing that the Government will use a fiscal buffer that could
reduce maneuverability in 2025 and 2026.

The good news is that the Government is committed to the fiscal rule; they reduced
expenditures given the expected shortfall in revenues, which could suggest that a
potential response for a future shock will take the compliance of the fiscal rule as a hard
constraint. That said, macroeconomic assumptions for 2024 are apparently conservative.
However, we still see some uncertainty around income projected from lawsuits. Another
key point to keep an eye on is the fund for stabilization of gasoline prices (FEPC). Increases
in gasoline prices already ended, but diesel price increases are under negotiations, and the
spending derived from the deficit of FEPC could also impact in either direction depending
on the advance in the negotiation with truckers associations.

Given the previous context, the Government is also trying to act at the limit of the fiscal
rule as a commitment to improve the budget implementation in 2024. That said, we don’t
expect the Government to deliver a lower fiscal deficit if there is additional fiscal revenues.

Coltes issuances will be higher COP 37 tn vs COP 34 tn. However, the supply impact
would not be a big issue in the context of an ongoing easing cycle in the monetary policy.
However, in the medium term, high debt burden and ongoing debt swaps could lead to a
structurally more steep yield curve. Some preliminary information from the market
makers meeting suggests that the issuance scheme will remain the same during February
with on-the-run references in the nominals space COLTES 2023, COLTES 2042, and
COLTES 2050, and in linkers COLTES UVR 2029, COLTES UVR 2037 and COLTES UVR
2049, however, the MoF is considering making some tweaks.

In the context of international markets, the MoF showed the willingness to issue around
USD 2.5 bn in external debt; the timing for this operation will depend on the market’s
environment. However, the Government is also trying to diminish the reliance on external
debt to contain potential impacts from FX volatility in their accounts.

Further details about the Financing Plan of 2024:

e  Macroeconomic assumptions: The 2023 economic performance was weaker than
expected, which produced a lower tax collection and is generating a lower base for an
increase of tax revenues in 2024.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
mailto:sergio.olarte@scotiabankcolpatria.com
mailto:jackeline.pirajan@scotiabankcolpatria.com
mailto:daniela1.silva@scotiabankcolpatria.com

Scotiabank. LATAM INSIGHTS

February 2,2024

That said, 2024 macroeconomic forecasts are conservative (table 1), and FX projection is apparently high; however, it could not
represent a game changer for 2024 projections. We must keep an eye on the evolution of tax collection from DIAN, especially in April,
when businesses have a significant season of tax payments, and between August and September, when individuals pay taxes.

During the press conference, Minister Bonilla said inflation is expected to go down from the current 9.28% to 6% in December 2024,
which, in his opinion, supports a reduction in the monetary policy rate to around 8% at the end of the year, above our forecast of 7%.

Table 1: Colombia— Macroeconomic Forecast for 2024 (% of GDP)

2023 2024f

Variable 2022 MTEF 2023 Financing| BudgetLaw| Financing

Plan 2024 2023| Plan2024
1. Real GDP (%) 7.3 1.8 1.2 15 15
2. Nominal GDP (%) 22.6 9.8 8.2 5.6 6.2
3. Inflation eop (%) 131 9.2 9.3 57 6
4. Exchange rate avg. (USDCOP) 4256 4640 4328 4603 4317
5. Brent avrg.(USD per barrel) 99.1 78.6 82.4 74.5 78
6. Qil Production (KBPD) 754 769 775 788 749
7. Imports, USD (%) 26.2 -15.1 -18.1 0.5 0.2
8. Current account balance (%GDP) -6.2 -4.0 -2.5 -35 -2.5
Sources: Scotiabank Economics, Financing Plan 2024.

Preliminary Fiscal Results in 2023:

Colombia complied with the fiscal rule in 2023. Despite the challenging context in the economic activity and having fallen short in GDP
projections, the negative effect of having a lower tax collection was compensated by lower spending. Most of this lower spending was
due to a reduction of 0.5% of GDP in interest payments due to the COP appreciation and liability management operations made by the
treasury. In addition, Minister Bonilla confirmed that there was an implementation of the budget of COP 17 tn (~1.1% of GDP) in the
National Government Accounts, while for the Central Government, the under execution was of COP 8 bn (0.5% of GDP).

In 2024, the Government wants to improve budget implementation. It probably means pursuing an active spending policy in which this
positive surprise of a lower deficit in 2023 won't be repeated in 2024. The fiscal deficit stood at 4.2% of GDP, below the previous
projection of 4.3% of GDP, which was compatible with a primary deficit of 0.3% of GDP, above the previous projection of a neutral
balance of 0% of GDP, but lower than the deficit recorded during 2022 of 1% of GDP. That said, the debt-to-GDP ratio for the central
Government stood at 52.8% of GDP, below the 55% long-term anchor established in the Fiscal Rule. All of the above suggest an over-
compliance with fiscal targets.

Fiscal Plan for 2024.

The deficit will increase amid a weaker economic and oil price cycle.

The MoF expects a still challenging macroeconomic - - .
Table 2: Colombia— Fiscal scenario (% of GDP)

environment in 2024. Fiscal income and expenditures
were revised to the downside this year. Tax collection will 2023 2024 —
inancia
. ) Projected i
reflect the impact of lower economic growth and lower MTEF2023|  Observed| Profectedinl o 2024
income from lawsuits; meanwhile, expenditure reduction is (Projection) 2023 the Budget (Current
. . Law 2023
a response to lower-than-expected tax collection amid the aw projection)
court’s decision about the deductibility of royalties from 1. Fiscal Income 19.3 18.7 20.8 191
income taxes of oil and mining companies. The previous 2. Fiscal Expenditures 23.6 23.0 251 244
adJ:ustrT]ent demonstrates that the governm?nt is willing to i gﬁ:g:; spending 132 1‘;3 232 133
adjust its plans to comply with the fiscal rule if 5
circumstances change (table 2). 6. Primary balance 0.0 -0.3 0.2 -0.9
7. Total balance -4.3 -4.2 -4.4 -5.3
An additional ingredient in this publication was that
Sources: Scotiabank Economics, Financing Plan 2024.

given an expected weak economic activity and a weak
cycle in oil prices, the fiscal rule allows the space for a
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higher fiscal deficit. Having said that, the fiscal deficit will increase from 4.2% of GDP in 2023 to 5.3% of GDP (chart 1), which involves
having a 0.9% primary deficit. Our take on that is that the Government will act within the limit of the fiscal rule, and in that sense, if
fiscal revenue doesn’t evolve as expected, fine-tuning is critical. The main concerns in terms of revenues are around tax collection amid
weaker economic growth in 2023. Companies could give a sense of that in April, while individuals could still contribute positively
between August and September since tax payments in 2024 will start to reflect the effect of the fiscal reform of 2022. In terms of net
debt, net debt will jump again during 2024 to 56.9% of GDP (chart 2).

Financing Plan 2024:

According to the Head of Colombia’s Treasury and Public Credit, José Roberto Acosta, higher local debt issuance will mostly support
the increase in financing needs. COLTES auctions will increase from COP 34 tn in 2023 to COP 37 tn in 2024 (table 3), which includes
green references. Total COLTES auctions will represent 22.05% of GDP in 2024, which is 0.59% higher versus 2023, which suggests that
it is a decent amount. However, the supply effect at the long end of the curve, assuming that the MoF will continue doing liability
management operations (debt swaps), leads us to think that the curve should remain steep even after the end of the easing cycle in the
monetary policy.

Table 3: Colombia— Uses and Sources 2024

MTFF-2023 (June Current Projection L Current Projection
MTFF-2023 (J 2023 ti
2023 projection)|  (Financing Plan 2024) (June projection) (Financing Plan 2024)
1. Sources (COP tn) 132.3 131.1|Uses (COP tn) 132.3 1M1.4
2. Disbursements 73.4 75.8|Fiscal Deficit 76.7 89.3
3 Foreign Sources (USD 5.96bn) 27.4| (USD 5.5bn) 22.4] Local interests 56.5 57.0
4. External interests (US$ 4.12 bn) 20.3| (US$ 4.16 bn) 18.0
5.
6 Local Sources 46.0 53.4| Amortizations 45.7 30.3
7 COLTES Auctions 37.0| External (US$ 5.37bn) 26.5| (US$ 4.38 bn) 19.0
8 Green bonds 1.5| Local 19.3 1.4
9. Banrep dividends 3.0 Payment of obligations with debt service 1.4 2.8
10. Accrual Adjustments 245 25.9|Payment of obligations with TES 0.8
1. Initial availability 27.3 21.5|Final availability 8.5 7.8
Sources: Scotiabank Economics, Financing Plan 2024.

Regarding external markets, issuances will be relatively moderate, with a total of USD 5.5 bn and around USD 2.5 bn in external debt
issuances. The Government said it will continue studying the possibility of having thematic bonds (green and social). However, further
details still need to be provided.

During February, auctions will remain as announced at the beginning of the year; however, the MoF is considering changing medium-
term references in the nominals’ curve.

A final interesting point is that Final cash availability is expected to close 2024 in COP 7.8 tn, which is compatible with an expectation of
having a very active government pursuing budget implementation.
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