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Colombia Central Bank Preview: July 2022 
  

Monetary policy decision and statement press release: 1900BST/1400ET - Friday, July 29, 2022. 
 

MNI Point of View: Maintaining 150BP Hiking Pace 
 
The majority of surveyed analysts expect BanRep to hike the overnight lending rate by 150bps from 7.50% 
to 9.00% on Friday. Annual headline inflation is approaching 10% and the latest central bank surveys point 
to a continued deterioration of medium-term expectations. Inflation dynamics, combined with a resilient 
growth profile and substantial weakening of the local currency indicate the significant likelihood that 
BanRep maintain its aggressive pace of tightening.  
 
 
Currency Weakness May Exert Additional Pressures 
 
Shortly before the June meeting the Colombian peso was showing signs of a potential breakdown. USDCOP 
breached the upper bound of the medium-term range at around 4,100. Amid the broad dampening of risk sentiment 
over global growth fears and the associated advance of the Dollar in early July, USDCOP saw a sharp appreciation 
to record levels above 4,600. Despite a pullback off the highs, largely on the back of the Chilean central bank’s 
currency intervention program announcement, USDCOP resides more than 7% above levels seen at the June 
meeting. 
 
Some analysts continue to note the risks for COP remain heavily tilted to the downside, amid relentless inflationary 
pressures and a wide current account deficit. Goldman Sachs highlight that “the feedback loop between high 
inflation levels and sharp FX selloff pressures could lead to a de-anchoring of inflation expectations.” 
 
While some analysts have not ruled out more central banks within the region intervening to stabilise local 
currencies, it is worth noting that Governor Leonardo Villar said Colombia’s central bank has not discussed 
extraordinary measures to curb the drop in the peso, speaking in an interview with Semana Magazine on July 12. 
Villar added that “trying to fight against the devaluation of the Colombian peso would probably be futile and very 
costly”. 
 
 
Figure 1: USDCOP Extends Through Medium-Term Resistance Above 4100 
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Minutes Confirm Need for Further Aggressive Action 
 
The BanRep board used the June policy meeting minutes to affirm the justification for the bolder unanimous action.  
“The Board stressed that inflation expectations from various surveys have risen significantly, thus increasing the risk 
of de-anchoring them.” With this said, it is important to note that inflation expectations have continued their upward 
trajectory. In the latest BanRep survey of economists, year-end CPI is now predicted at 9.22% versus 8.62% from 
the prior survey. Additionally, medium-term expectations showed a similar deterioration, with the 2023 year-end 
median estimate rising from 5.2% from 4.66%. 
 
Additionally, the minutes “also cautioned against the inflationary effects that could arise from the recent peso 
depreciation”. Given the aforementioned developments for the Peso, the central bank has little to gain from sending 
a relative dovish message with a below consensus hike at this juncture. Furthermore, given the sustained positive 
growth momentum, highlighted by May economic activity registering at 16.5% Y/y versus 12.0% in April, the most 
probable outcome will be a 150 basis point hike from 7.50% to 9.00% at the July meeting. 
 
Figure 2: Annual Headline CPI Approaches Double Digits 
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Analyst Views  

 
As of writing, 23/25 analysts are expecting BanRep to hike rates by 150bp from 7.50% to 9.00%. Just two surveyed 
estimates are forecasting smaller hikes. 

 
 
Goldman Sachs: June Minutes Validate Forecast For A Decisive 150bp Hike 
 

• The modal call from Goldman Sachs is for the MPC to hike its policy rate by another 150bp to 9.00%. The 
decision may result from a split vote, with one or more directors eventually supporting a more moderate rate 
hike.  

• In Goldman Sachs’ assessment, the recent macro-financial dynamics and a backdrop with a positive output 
gap and large current account deficit, demand maintaining the pace of hikes. A 150bp policy rate hike would 
be broadly in line with what is currently priced in the curve. Hence, a milder hike could be perceived as a 
dovish hesitant move, further unsettling the soft COP dynamics. 

• In their view, two statements in the June minutes validate this forecast for a decisive 150bp hike: (i) the 
abandonment of the “gradual but firm” process to future monetary policy adjustments reiterated in previous 
statements, and (ii) the acknowledgment that the excess productive capacity that remained after the 
pandemic had been exhausted. 

• GS highlight that the MPC warned that the June hawkish hike did not set a precedent for subsequent 
increments to be of the same magnitude (the MPC judged that future policy rate moves would be data-
driven). However, in Goldman’s assessment, recent macro and financial developments warrant another 
decisive policy rate decision, and recent hawkish public statements by BanRep Governor Villar provide 
additional support for this view. 

• Adjusting by one-year-ahead inflation expectations, the ex-ante real policy rate is tracking at just 1.61%, 
while the central bank's estimate for the neutral rate in 2022 is 1.80% (1.90% for 2023). Therefore, despite 
the high inflation environment, monetary policy still remains expansionary, although to a lesser extent than 
before (the ex-ante real rate stood at 0.66% ahead of the June meeting).  

• Goldman Sachs believe a restrictive monetary stance (i.e. above-neutral policy rate) is warranted due to 
above-target inflation, drifting inflation expectations, volatile and weakening COP, resilient growth dynamics 
against a positive output gap, and a large external deficit (driven by buoyant domestic demand) whose 
funding could become more challenging as global financial conditions tighten and central bank’s in core 
economies turn more hawkish. 

 
 
JPMorgan: BanRep To Take The Nominal Policy Rate To 9.5% 

 

• After assessing the path ahead for growth and inflation expectations, as well as the market’s comfort (and 
relatedly credit premium) with the new government’s agenda as well as the global backdrop, JPMorgan 
have changed their call for this week’s policy meeting and the path ahead.  

• JPM now see BanRep forced to deliver another 150bp hike to reach 9% by July, but they don’t think that will 
be quite enough. They add an additional hike of 50bp in September, leaving the policy rate at 9.5%. 

• On the inflation side, BanRep’s analyst survey out last week showed an ongoing rapid deterioration in 
analyst expectations, with the median reading on end-2023 inflation jumping 56bp to 5.2%. 

• JPM have revised their own inflation forecast even higher, on a combination of short-term resurgence of 
fresh-food prices related to a persistent La Niña weather effect, and more importantly incorporating 
passthrough from the recent pressure on Colombia’s peso. 
JPM raise their July CPI forecast to 0.60%m/m from 0.43% before, while their ex-food/energy forecast for 
the month goes to 0.39%m/m from 0.27% before. In oya terms, July would now print at 9.97% and 6.35% 
respectively. 

• On the growth side, JPM revise up 2Q GDP to 6.5% q/q saar and 11.9%oya (from 3% and 10.9%, 
respectively), on the back of incoming hard data. Their full-2022 growth forecast would reach 7.2%y/y, up 
from 6.5%, and compared to BanRep’s latest revision for 2022 growth at 6.3%y/y. JPM also note no sign of 
significant moderation in goods imports or the trade imbalance. In short, there is no respite yet from 
domestic demand. 
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• JPM now think a real ex-ante rate of at least 4% will be required to show a clearly restrictive stance and to 
avoid unfavorable comparisons versus peers as the cost of capital globally becomes more expensive and 
could turn more selective. Assuming longer-term inflation expectations finally stabilize around 4.5-5.5% 
(depending on the measure), this would require BanRep to take the nominal policy rate to 9.5%. 

• JPM now have BanRep maintaining this rate until March 2023, at which point slower growth and JPM’s 
forecast for headline inflation to begin to descend should allow a gradual easing process. They now see the 
end-2023 policy rate at 7.75%, down from the flat 8.5% that prevailed throughout in their old forecast. To be 
sure, if market pressure reasserts itself, either due to international volatility or a more adverse turn in the 
direction of policy, then BanRep could be forced to reach a higher rate and stay there for longer. 

 
 
Scotiabank: Expect A 9% Terminal Rate In 2022 And A Rate Of 7% At End-2023 
 

• Inflation expectations deviated further from BanRep’s target range. July’s monthly inflation rate is, on 
average, expected to be 0.59% m/m and 9.99% y/y. Scotiabank Economics has an expectation close to 
consensus with 0.60% m/m and 10% y/y.  

• For July, we expect upside pressures from food inflation, the reversal effect of the VAT holiday, and the 
increase in gasoline prices. It is worth noting that, while annual inflation will increase from the previous 
9.67% to 10%, by the end of 2022, consensus expects inflation to close at 9.38% well above the previous 
expectation of 8.87%. Inflation is also expected to stand at 5.25% at end-2023, above the central bank’s 
target range. 

• Ahead of July’s monetary policy meeting, 18 out of 25 analysts expect a 150 bps hike in the policy rate, 
while two expect a 125 bps increase and five expect a 125 bps move. Meanwhile, the monetary policy rate 
is expected to close 2022 at 9% by 12 analysts, with 12 analysts expecting a higher terminal rate, with the 
highest expectation at 11%.  

• Consensus expects the monetary policy to go back to around 7%– 7.50% in 2023. Scotiabank Economics 
expect a 9% terminal rate in 2022 and a rate of 7% at end-2023. 

 
 
SocGen: Expect 150BP Hike, Additional Hikes Likely 
 

• The peso is under pressure which could impact the inflation trajectory. With commodity prices having 
reversed course somewhat, the final support to the currency is gone too. The COP has been one of the 
weakest performers in the EM world and certainly the worst performer among the commodity exporters this 
year. A wide current account deficit caused by outsized domestic demand growth and structural factors, 
considerable policy uncertainty associated with the incoming (inauguration on 7 August) leftist government 
of President-elect Petro and the low real policy rate from a historical perspective, amid tightening global 
financial conditions, all are exerting significant pressure on the peso. 

• Domestic inflation could rise even further although the high base effect and now moderating commodity 
prices could come to the rescue soon. The problem is that the economy is overheating after nearly two 
years of strong growth thanks to fiscal support.  

• With pressure on the currency mounting, one would expect further upside risks to inflation in 3Q22 before it 
cools meaningfully in 4Q22 onwards. Year-ahead inflation expectations have increased by another four 
ticks to 5.9% in July, their highest level since 2003.  

• After initially showing reluctance and falling behind the tightening curve (being the slowest to tighten rates 
this this year in the financially integrated Latam region), BanRep finally raised the pace of tightening to 
150bp in June (taking the policy rate to 7.50%).  

• The new pace is likely to be maintained in July (SGe policy rate: 9.0%) as the real policy rate is still 
negative and inflation is rising. The pace of tightening at the September meeting will depend on the near-
term inflation numbers, the year-ahead inflation outlook and the evolving pressure on the peso.  

• SocGen now expect the policy rate to peak at 10.00% vs their earlier forecast of 9.0% (consensus remains 
at 9.0% in 1Q23 but is likely to rise further). They still think rate cuts will begin in 2Q23 once inflation has 
moderated sufficiently. 

 
 


