GrantThornton

Ulloa Garzén

Prospectiva

Edtion No. 97, ISSN 01240-46yidl 2010

En este nUmero

1. Overview. - After eight years, Alvaro
Uribe Velez will leave office in Colom-
bia.

2. The challenges. - All considered, the
peso will continue showing a great
strength during the following years.

3. Outlook. - The economy growth will
be near 2.5% in 2010. Unemployment
will not decrease.

4. Succession. - Presidential elec-
tions will monopolize the attention
during the first semester.
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1. Overview
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The behavior of the
Colombian economy at the
closing of year 2009 was
better than the initial fore-
cast because, although it
was not an outstanding
result, a negative rate was
not present. GDP grew by
0.4%.

resulted, in good part, from
a favorable evolution of

growth during the last
guarter where an increase
of 2.5% was recorded,
allowing to offset the neg-
ative performance during
the January- September
2009 period and the last
quarter of 2008.

A domestic economic
evolution better than




SITUACION FISCAL (millones de pesos)

ingresos totales 75.059
tributarios 64.349
Gastos totales 86.126
intereses 15.366
Funcionamiento 59.861
inversion 10.734
déficit fiscal del PiB (11.067)

that of Latin America
(which average GDP
dropped 1.8% during the
period) evidences that
although the country
suffered with less impact
the global crisis during the
second half of 2008, a
recovery as fast as in the
rest of the region is not
expected. Estimates in-
dicate that growth during
2010 will be somewhat
around 2.5%, compared to
an expected growth of
4.1% in Latin America, as
per ECLAC's estimates.

This domestic outlook is
given within a flexible
monetary policy
framework which places
the intervention interest
rates at an unprecedented
level, a fact that has been
concurrent with the reduc -
tion in the inflation rate
which achieved a 2.0%
during 2009 and is even
below that figure during
the first
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97.871 13,6%
15.149 -1,4%
71.010 18,6%
11.536 7,5%
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guarter of 2010. Stability
is essential in economy
management; however, it
must be mentioned that
a good part of low
inflation is associated to
a reduction in the ag -
gregate demand.

ECLAC indicates that
economic growth is led
by Brazil with an es -
timated expansion of
5.5%, followed by Peru
and Uruguay (5% each),
and Bolivia, Chile and
Panama (4.5%), while
Argentina and Surinam
will grow 4.0%. Mexico
will grow 3.5%, the
same as Costa Rica and
Dominican Republic.

There are reasons that
explain the expected
low performance of do -
mestic economy which
occurrence is present
since some months ago:
slow growth of domestic
demand, weak behavior

of the United States,
dramatic fall of trade with
Venezuela, increasing
unemployment and
informal employment and
the impairment of the na -
tional government’s fiscal
accounts.

In addition to the above,
the new president of
Colombia will be elected
next May, after eight years
of Alvaro Uribe Vélez
administration, with out -
standing results in the
recovery of the internal
security and improvement
in the investment climate.

Although options are
reduced to two or three
names, there is general
consensus that the
elections debate allow for
being optimistic about the
country’s evolution in its
different fields, although
the need to make signific -
ant adjustments in the tax,
unemployment, poverty
and international affairs
fields is evident. The new
president will be sworn in
next August 7th. .m



2. The Challenges of Current Condition

The new government to
be defined by the
Colombian people for the
period 2010- 2014 must
face, in the short term,
several problems within
the social and economic
fields.

The growing
unemployment rate,
informal employment and
high poverty and
indigence ratio are the
main ones in the social
area. Consolidation of the
economic growth,
currency revaluation and
the fiscal area impairment
are highlighted as the
short term issues in the
economic scenario.
Exchange rate
management and fiscal
situation deserve specific
comments. International
affairs also represent an-
other important challenge.

A. Exchange Rate and In -
vestment.

Exchange rate represents
one of the variables with a
more difficult projection
because its evolution is in
good part dependant on
the occurrence of external
factors over which the
economic and monetary
authorities have very little
scope of action.

a

In regards to
the govern-
ment, the
main action is
reduced to
external debt
management,
a public
balance
surplus
understood -
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as to lead to

a currency appreciation;
on the other hand, when
debt payments are larger
than disbursements, there
is a pressure towards
devaluation. Given the
Government’s increasing
needs to obtain resources
to finance the fiscal deficit,
the Government has
decided to import a sig -
nificant amount of foreign
currencies (approx. US
$4,500 million) which has
promoted revaluation.

The Central Bank, on its
part, uses the foreign cur -
rencies auction system to
induce a major or minor
offer in the market, so as
to promote an upward or
downward movement in
the price of the foreign
currency. In present
situation, the Bank has
been involved to slow
down revaluation,

but up to a point not to
jeopardize its main object -
ive to reduce inflation to a
maximum, or distort the
interest rate management.

In spite it has contributed
to reduction of inflation, to
cheapen payments of
foreign debt and to
modernize some industrial
activities, the peso revalu -
ation continues to be a
disturbing element in the
economy, particularly for
the exports with national
added value. Because of its
effect on imports, it also
implies a shift of demand
on behalf of foreign assets,
which impacts local
production.

At closing of 2009 the ex -
change rate decreased by
8.9% and at year to date
2010 this trend has
worsen. As of April 15,



the 12-month accumulated
appreciation reached 19%.
Year to date it increased
to 5.18%. Official rate was
1,938.24 by mid April.

Because of the dollar
weakness, the
appreciation trend of
currencies is global. How -
ever, the Colombian Peso
records, together with the
Brazilian currency, one of
the highest revaluation
levels in Latin America
resulting from such factors
as a higher government’s
indebtedness in the
international markets and
the entry of dollars to the
free market.

The forecasts from the
different public and
private agencies working
on the subject, place for -
eign currency at the end
of the year in a range
between 1,800 and 2,050
pesos, with an estimate
concentration around a
simple average of 1,925
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pesos, which from every
point of view is very ra -
tional and probable.

Ademas de la tendencia
universal, hay factores in-
ternos que estimulan la
apreciacion del peso, mas
alla de la politica de
endeudamiento del
gobierno.

In addition to the global
trend, there are internal
factors that promote peso
appreciation beyond the
Government’s indebted -
ness policy.
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all points of view, the
international reserves total
a little more than 25,000
million dollars and the
entry of short- term spec -
ulation capital continues
to be significant in the
region, with no measures
enforced to reduce it.

Factors that could promote
depreciation of the peso
are: a higher fall of trade
with Venezuela, reduction
in remittance income (near
20%) and a deficit in
current account which is
near 3% of GDP.

In the medium term,
structural factors forecast
that the peso strength will
be maintained. The main
one has to do with direct
foreign investment

inflows to the country,
particularly to the mining
and natural resources sec
tors.




For example, last year net
foreign investment totaled

US$5,407 million, 36% less

than that recorded in 2008.
From this total, 68% was
concentrated in mining
and hydrocarbons, which
might indicate that there is
no general balance and
even more, that there is a
dangerous trend to
concentrate resources in
the extracting sectors and
with low added value.
Consequently, the
currency appreciation has
a negative impact on
important domestic pro -
ductive sectors.

B. Fiscal Condition.

Although there is no con -
solidated data, all the
analysis show that since
several years now, a huge
fiscal issue is being
developed. The shortage
can exceed the equivalent
to 5.0% of the GDP.

For a good number of
experts, including foreign
agencies, it is virtually im -
possible to clear the

.
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country’s fiscal condition
in the short run without
adopting a tax reform to
allow for a recovery of

the central government’s
revenues and at the same
time, perform a structural
adjustment in the public
expense.

One of the aspects rais-
ing more controversy
which must be addressed
aimed at facing the fiscal
problem, to do with the
tax incentives granted by
the government to attract
investment, which are

deemed excessive,
because their fiscal cost
per year is estimated in
approximately two points
of the GDP.

This is one of the biggest
challenges that must be
addressed by the new
government starting next
August.m

3. Results and Economic Outlook

A. Productive Activity
Growth of 0.4% in 2009
contrasts with 2.5% and
8.0% recorded in the two
former years. However, it
is remarkable if the

if the recession

suffered worldwide

since mid 2008 is con-
sidered.

Following are the results
shown by large economic

activities: 1.0 % in agricul -
ture; 11.3 in exploitation
of mines and quatrries; -
6.3 in the manufacturing
industry; 1.2 in electricity;
12.8 in construction;






4. Presidential Succession

Next May 30th. the first
presidential round will
take place to define the
two names that will go for
a second round in the
event the neither of them
reaches more than 50% of
the votes. The
second pres-
idential round
will be held
two weeks
later.

The political
framework over
which the future
will operate was given
last March 14th with
congressmen election
which allowed for the
election of nearly 300
congressmen
countrywide, conclusive
for the State operation.

Antanas Mockus

The presidential campaign
is carried out in a record
time-span. In any case no
names, including the left
democratic, represent a
significant risk to the
country’s democratic sta-
bility.

At six weeks to the pres -
idential election, two
candidates appear

as leaders of the polls:
Juan Manuel Santos and
Antanas Mockus, with
very different political
and academic back-
ground.

Santos is the
closest candid-
ate to carry on
with Alvaro
Uribe’s agenda.
Of central
right, Santos
has been
involved, as
minister,

, In various governments
and during Uribe’s
administration he was the
National Defense Minister
and in good part respons -
ible for the weakening of
the guerrilla

organizations.

His government program
is based on the
continuance of Alvaro
Uribe’s agenda under the
slogan of “Democratic
Prosperity”. His political
strength includes an
important support from
the traditional parties
parliamentary class sup-
porting the government
that comes to an end.

Former mayor Antanas
Mockus was elected pres-
idential candidate for the
Green Party also
integrated by former
mayors Enrique Pefialosa
and Luis Eduardo Garzon.
Former mayor of

Medellin Sergio Fajardo
joined the party as his
Vice-President formula.

The third place in the

polls is for former Am -
bassador and Former
Minister Noemi Sanin. She
ran for the presidency in
two former opportunities.
Her program includes an
employment generation
and enterprise creation
strategy.

The Liberal Party, a ma-
jority group some time
ago, presents the name of
the also former Minister
Rafael Pardo, and
German Vargas Lleras
runs as the candidate of
the Cambio Radical Party.

The Democratic Left will
have Gustavo Petro as its
candidate, senator and
distinguished activist of
the revolutionary left .m
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