Monetary Policy Report

A regular meeting of the Board of Directors of Banco de la Republica took place in the city of Bogota,
D.C., on July 31, 2015. In attendance were: Mauricio Cardenas Santamaria, Minister of Finance and
Public Credit; José Dario Uribe Escobar, Governor of the Central Bank; and Co-directors Carlos
Gustavo Cano Sanz, Ana Fernanda Maiguashca Olano, Adolfo Meisel Roca, Cesar Vallejo Mejia, and
Juan Pablo Zarate Perdomo.

The following is a summary of the vision of the technical staff at Banco de la Republica on the
macroeconomic situation (section 1) and an overview of the main policy discussions considered by the
Board of Directors (section 2).

Further details on the macroeconomic situation prepared by the technical staff will be presented in the
Inflation Report for the second quarter of 2015 and in the statistical annex.

1. MACROECONOMIC CONTEXT
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http://www.banrep.gov.co/sites/default/files/paginas/dmjd_eng_jul_2015.pdf
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In all, inflation remains above the upper limit of the target range, inflation expectations are around 3.0%,
and domestic expenditure of the economy continues adjusting to the lower dynamics of national income.
In the monetary policy horizon, it is expected that the temporary price shocks be reversed in an
environment of inflation expectations anchored to the target.

2. DISCUSSION AND POLICY OPTIONS

The members of the Board highlighted the gradual adjustment of domestic expenditure of the economy
to the lower dynamics of the national income and a level of inflation above the upper limit of the target
range. In the monetary policy horizon, it is expected that the temporary price shocks be reversed in an
environment of inflation expectations anchored to the target.

Some Board Members consider there are factors that increase the risk that inflation expectations diverge
from the target in the future, which could be an argument for a preventive increase of the benchmark
interest rate. However, considering the magnitude of the shock in the terms of trade, there are also high
risks that economy grows below the forecasts by the technical staff. Therefore, they deem appropriate
not to increase the benchmark interest rate pro-cyclically, unless the probability of compromising the
credibility of the monetary policy increases, or that the adjustment in expenditure is still insufficient to
guide the inflation to its long-term target.

Other Board-members felt that, given that inflation has remained relatively stable at 4.42% and its
expectations continue within the target range, and that domestic demand is expected to suffer a
significant shock, it is prudent to wait and gather more information related to the behavior of prices,
particularly the impact of pass through. An increase in the benchmark interest rate at this moment would
be inappropriate because inflation is still caused by temporary phenomena, and a change in the policy
signals could affect expectations within a context in which these are anchored.

A third group expressed their concern about the persistent rise in the average of the core inflation
indicators over nine consecutive months (which also already exceeded the upper limit of the target
range, 4.0%), and the ensuing likelihood that expectations become unanchored from the target.
Additionally, they opined that, at the present juncture, the risk of higher inflation seems more likely than
that of an excessive slowdown, and stressed that the key to a good monetary policy lies in the
authorities’ ability to anticipate. A lower monetary stimulus of 25 bp should not have an excessive
additional impact on the slowdown of the economy and employment. Rather, it would have the
advantage of strengthening the anchoring of inflation expectations to the target, reducing the devaluation
pressure, and helping to correct the current account deficit. Additionally, it would be a signal of the
commitment of the Central Bank to controlling inflation, and it would increase the credibility of the
monetary authority.

3. POLICY DECISION



The Board of Directors, by majority, considered maintaining the benchmark interest rate at 4.5%.
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