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Government of Colombia – Baa2 stable
Update following outlook change to stable from negative

Summary
Colombia's credit profile balances a history of predictable macroeconomic policies and
a solid track record of servicing debt against relatively high commodity dependence, a
comparatively narrow tax revenue base and a rigid expenditure structure. Despite the
challenges presented by the pandemic and rising social tensions, the government approved
fiscal measures that we project will support debt stabilization over the coming years, keeping
Colombia’s credit metrics in line with those of Baa2-rated peers.

Exhibit 1

Colombia's credit profile is determined by four factors
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Credit strengths

» Policy continuity and broad consensus on macroeconomic policies

» Economic resilience and ongoing cyclical recovery

» Favorable debt structure that mitigates credit risks derived from higher debt burden

Credit challenges

» Fiscal accounts constrained by expenditure rigidity and narrow revenue base

» High exposure to trade shocks because of relatively high commodity dependence

» Political risks associated with social tensions stemming from relatively high degree of
income inequality

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1304791
https://www.moodys.com/credit-ratings/Colombia-Government-of-credit-rating-186200/summary
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Rating outlook
The stable outlook reflects our expectation that fiscal and economic dynamics will support debt stabilization over the coming years. A
key assumption behind the stable outlook is the continuation of prudent macroeconomic policies by the next government, including
implementation of a fiscal consolidation program that is consistent with the policy framework outlined by the new fiscal rule, which we
expect will contribute to the stabilization and potential reduction of fiscal and external imbalances.

This baseline also considers that there is scope for the next administration, which will take office in August 2022, to pursue a fiscal
reform to further ensure the stability of Colombia’s credit metrics and introduce measures that can potentially reduce the debt burden.

Factors that could lead to an upgrade
Given the pandemic-driven deterioration in Colombia’s fiscal strength, a rating upgrade is unlikely. Positive momentum on the rating
would emerge if the next administration were to implement policies that bolster medium-term growth prospects, address structural
fiscal challenges, including expenditure rigidities and a narrow revenue base, and result in a downward debt trajectory.

Factors that could lead to a downgrade
Colombia's rating could be downgraded if we were to conclude that fiscal consolidation efforts were unlikely to lead to the stabilization
of government debt ratios, given that this would lower Colombia’s fiscal strength relative to that of its peers and weaken the sovereign
credit profile. Additional negative pressure would emerge if the country were to become more reliant on external debt inflows to
finance its current account deficit, or if growing external imbalances led to a weakening of the country's external liquidity buffers.

Key indicators

Exhibit 2

Colombia  2015 2016 2017 2018 2019 2020 2021F 2022F

Real GDP (% change) 3.0 2.1 1.4 2.6 3.3 -6.8 8.5 4.0

Inflation (CPI, % change, Dec/Dec) 6.8 5.7 4.1 3.2 3.8 1.6 4.0 3.5

Gen. gov. financial balance/GDP (%) -3.2 -2.4 -2.5 -2.6 -2.6 -7.2 -7.2 -6.4

Gen. gov. primary balance/GDP (%) -0.8 0.2 0.4 0.2 0.4 -4.3 -4.1 -3.3

Gen. gov. debt/GDP (%) 47.0 47.7 48.5 51.3 52.2 66.9 67.8 69.6

Gen. gov. debt/revenues (%) 183.5 188.1 195.6 193.8 189.5 258.3 247.6 245.5

Gen. gov. interest payment/revenues (%) 9.4 10.0 11.9 10.7 10.8 11.2 11.3 10.9

Current account balance/GDP (%) -6.4 -4.5 -3.2 -4.2 -4.6 -3.7 -4.8 -4.2

External debt/CA receipts (%)[1] 192.4 219.9 199.2 192.2 203.0 296.0 266.8 268.1

External vulnerability indicator (EVI) [2] 53.5 59.6 69.2 75.8 70.6 73.2 64.4 55.8

[1] Current Account Receipts

[2] (Short-Term External Debt + Currently Maturing Long-Term External Debt + Total Nonresident Deposits Over One Year)/Official Foreign Exchange Reserves

Source: Moody's Investors Service

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed credit considerations
On 6 October, we changed the outlook on Colombia's rating to stable from negative and affirmed the Baa2 rating. The key drivers were
the approval of fiscal measures that we project will support debt stabilization, keeping Colombia’s credit metrics in line with those of
Baa2-rated peers, as well as strong economic recovery through 2021 and our expectation that growth will remain robust in the coming
years.

Our “baa1” assessment of economic strength, above the initial “baa2” score, reflects the economy's moderate size and generally
favorable growth dynamics – factors that are partly offset by moderate income levels compared with those of its peers. The country's
$271 billion economy in 2020 is larger than the “Baa” median of $248 billion, but its GDP per capita of $14,323 (2020, PPP basis)
is lower than the $23,817 “Baa” median. The gap between the initial economic strength score of “baa2” and final score of “baa1” is
driven by the fact that GDP growth volatility was higher than usual amid the pandemic. Colombia’s economic fundamentals have not
significantly changed and in terms of volatility, it does not stand out as an outlier, especially compared with Baa2-rated peers.

In 2019, growth bounced back to 3.3%, after averaging 2% in the preceding three years following the drop in oil prices in 2015. Real
GDP contracted by 6.8% in 2020 because of the pandemic. In 2021, we forecast a significant rebound in economic activity that will
return the economy's size to 2019 levels, with output expanding by over 8% this year. This would make Colombia one of seven – out of
19 in total – Baa-rated sovereigns to accomplish this in 2021.

Our “baa2” score for institutions and governance strength balances the moderate quality of the country's institutions against a
track record of effective inflation targeting and compliance with the fiscal rule. The government demonstrates an effective capacity
to implement policies, but Colombia still lags its peers in terms of controlling corruption. Colombia's fiscal and monetary policy
frameworks enable it to weather severe shocks because of its focus on macroeconomic stability. Colombia also has a long track record
of servicing its debt, a factor that has differentiated it from its Latin American peers in the last several decades.

Our “b1” fiscal strength assessment reflects government debt and interest burdens that are weaker than the “Baa” median. The one-
notch gap between the initial score of “b2” and the final score of “b1” reflects that the debt trend adjustment mainly indicates the
deterioration seen in 2020 as a consequence of the pandemic, which is already reflected in the subfactor scores.

The government’s debt burden will reach 68% of GDP in 2021, up from 52% in 2019. However, the increase in Colombia’s debt ratio is
in line with that of other Baa-rated sovereigns (average increase of 15 percentage points). The interest burden will increase moderately
to 11.3% of government revenues in 2021 from 10.8% in 2019, a smaller increase compared to most other Baa-rated peers. At these
levels, Colombia’s debt and interest metrics will be in line with the median for Baa2-rated peers. Given our expectation that debt
metrics will stabilize over the coming years, we anticipate Colombia’s fiscal strength will remain in line with that of other similarly rated
peers.

We assess Colombia’s overall susceptibility to event risk as “baa,” which stems from our political risk assessment of “baa.”
Government liquidity risk, banking sector risk and external vulnerability risk are all set at “a.” Rising social tensions because of
comparatively high levels of income inequality, higher unemployment rates following the pandemic and other social demands could
contribute to political risks. External risks remain limited as the country's external financial buffers are supported by both $57 billion
(about 20% of GDP) in foreign exchange reserves and access to the International Monetary Fund's Flexible Credit Line (FCL), which
provides an additional $12 billion in liquidity support.1 The current account deficit will rise to 4.8% of GDP in 2021 from 3.7% of GDP
in 2020 as a recovery in economic activity leads to higher imports of consumption and capital goods, but we expect foreign direct
investment to continue to provide strong coverage.
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ESG considerations
Colombia's ESG Credit Impact Score is moderately negative CIS-3

Exhibit 3

ESG Credit Impact Score

Source: Moody's Investors Service

Colombia’s ESG Credit Impact Score is moderately negative (CIS-3) reflecting its moderate exposure to environmental and social risks,
mitigated by a strong track record of effective of macroeconomic policymaking that supports its governance.

Exhibit 4

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
Colombia’s exposure to environmental risks is moderately negative (E-3 issuer profile score) given the country’s exposure to physical
climate risk in the form of flooding and extreme precipitation that can affect the agricultural sector. Additionally, given the high share
of hydrocarbon exports, Colombia is exposed to carbon transition risks over the longer term.

Social
Exposure to social risks is moderately negative (S-3 issuer profile score), reflecting several factors. Despite progress in poverty reduction
achieved over the past two decades, persistently high levels of rural-urban income inequality could be a potential source of social
unrest. Colombia faces moderate challenges in the provision and quality of education, housing, health and safety and access to basic
services. Additional risks related to the implementation of the peace agreement with the FARC and the large influx of Venezuelan
migrants into Colombia adds pressure to the government's fiscal balance because of higher social spending, although in both instances
there could be positive medium-term effects on the economy by supporting increased investment and productivity.

Governance
The influence of governance on Colombia’s credit profile is neutral-to-low (G-2 issuer profile). Our assessment of Colombia's moderate
institutional framework includes issues related to rule of law and control of corruption. The government maintains a strong track record
of effective fiscal and monetary policymaking.

All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our report on how the scores depict varied and largely credit-negative impact of ESG factors and our cross-sector
methodology General Principles for Assessing Environmental, Social and Governance Risks Methodology.
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Recent developments
Approval of Social Investment Law demonstrates track record of prudent policymaking and preserves fiscal strength at
current levels
On 14 September, President Ivan Duque signed the Social Investment Law, which provides the basis of a credible fiscal adjustment
process over the coming years and helps finance social programs to reduce income inequality through 2022. Although the reform does
not fully address some of the structural challenges that we had identified previously, such as the narrow tax base, it was built through
consensus and attained a positive outcome in a difficult sociopolitical context and at a time when few governments are pursuing this
type of policy.

In June 2020, the government announced that it would seek to enact a fiscal reform to rein in the fiscal deterioration caused by the
pandemic. The authorities formed an independent expert commission to develop recommendations to reform the tax system, which
presented its report in March 2021. Subsequently, the government presented in April a reform proposal that would have tackled
important structural limitations that cap government revenue (including broadening the individual income tax base and removing
exemptions on the VAT). However, due to prevailing social discontent because of the pandemic as unemployment and poverty levels
worsened, large-scale protests erupted and forced the authorities to withdraw the reform proposal.

After the resignation of former Finance Minister Carrasquilla, the new minister, Jose Manuel Restrepo, began the process of formulating
a new reform proposal that sought to build sociopolitical consensus and ensured both social and fiscal sustainability. Through these
efforts the government presented the new reform proposal in July, which was then approved by wide margins in both legislative
chambers last month.

On the revenue side, the reform now seeks to raise about 1% of GDP by charging a higher income tax rate on corporations (in part
reversing the measures taken in the 2018-19 tax reforms) and reducing some other tax benefits for firms. Other measures that
continue Colombia’s multiyear efforts to reduce tax evasion would contribute to the increase in revenue, while the central government
also adopted some austerity measures to reduce current spending on a permanent basis (see Exhibit 5). The government has also
worked on the targeting of social transfers to reduce inefficiencies. Over time, the authorities expect that this will ensure social
spending growth is more aligned with what is actually needed, reducing leakages. Overall, the permanent measures would contribute
to about 1.3% of GDP in fiscal adjustments starting in 2023, in line with the previous reform proposal but without making structural
changes to the tax system.

Exhibit 5

Fiscal reform proposal amounts to 1.3% of GDP in adjustment starting in 2023
 COP billion % of 2021 GDP

Permanent sources 1.3

Maintaining ICA discount at 50% 3.9 0.3

Increase in corporate income tax 6.7 0.6

Spending savings (austerity in current spending) 1.9 0.2

Anti-tax evasion enforcement 2.7 0.2

Transitory sources 0.2

Special income tax on financial institutions 0.39 0.04

Tax normilization 0.76 0.07

Removal of red tape for tax payments 1.6 0.1

Source: Ministry of Finance

A major component of the reform that was carried over from the April reform proposal is a change to the fiscal rule framework. Under
the new framework, the authorities maintained an element of a structural balance target but also introduced a debt limit and a long-
term debt anchor to ensure that over time fiscal policy is more conducive to lowering the debt burden. In addition, between 2022 and
2025 the rule will have specific primary balance targets written into the law to ensure that debt ratios stabilize in the coming years and
begin a downward trend. The reform also strengthened the role of the fiscal council, including its independence, staffing and oversight
capacity, modeling it after the examples of Chile (A1 negative) and Peru (Baa1 stable).
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In our view, this reform package puts forward a credible fiscal adjustment program that will be supportive of the stabilization of debt
metrics in the coming years. Our baseline scenario considers that debt/GDP will peak by 2022-23. This baseline also considers that
there is scope for the next administration, which will take office in August 2022, to pursue a fiscal reform to further ensure the stability
of Colombia’s credit metrics and introduce measures that can potentially reduce the debt burden. In particular, the next administration
may consider creating additional fiscal space by raising revenue more in order to extend some of the pandemic-related social programs.
This is crucial given the high degree of income inequality in Colombia and the pandemic’s toll on poverty levels, which can be sources
of social risks.

We consider that with debt ratios stabilizing at current levels, Colombia's fiscal strength will remain aligned with that of rating peers
such as Uruguay (Baa2 stable), Panama (Baa2 stable) and Indonesia (Baa2 stable).

Dynamic recovery will return Colombia's economy to 2019 levels by Q3 2021
Despite the challenges posed by large scale social protests and renewed waves of the pandemic during the first half of 2021, Colombia’s
economic performance will exceed our expectations. Second quarter GDP numbers were resilient to the economic shock caused
by social protests and high frequency economic indicators for the third quarter show an acceleration in the pace of recovery. We
now forecast a significant rebound in economic activity that will return the economy's size to 2019 levels by Q3 2021, with output
expanding by over 8% this year. This is above our previous expectation at the beginning of the year that the Colombian economy
would only reach that level of output again in 2022, with growth closer to 5% this year. This growth outperformance will make
Colombia one of seven – out of 19 in total – Baa-rated sovereigns to accomplish this in 2021.

The government’s decision to maintain some of the support measures through 2022 will continue to bolster the economy. Despite the
higher base in 2021, we expect the economy to expand by 4% in 2022, and to subsequently return to its longer-term trend growth
rate of 3.5%-3.7%. We expect that medium-term growth will remain primarily driven by domestic demand, with investment prospects
playing a key role. Growth of 3.5%-3.7% will be another element that will support the fiscal consolidation process and the stability of
debt metrics.
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Rating methodology and scorecard factors: Colombia – Baa2 stable
Factor / Sub-Factor Metric Initial Final

Factor 1: Economic strength baa2 baa1 50%

Growth dynamics Average real GDP growth (%) 2016-2025F 2.6 baa2 25%

Volatility in real GDP growth (%) 2011-2020 3.7 b3 10%

Scale of the economy Nominal GDP ($ billion) 2020 271.4 a2 30%

National income GDP per capita (PPP, Intl$) 2020 14,324 baa3 35%

Adjustment to factor 1 # notches 1 max ±9

Factor 2: Institutions and governance strength baa2 baa2 50%

Quality of institutions Quality of legislative and executive institutions baa 20%

Strength of civil society and the judiciary ba 20%

Policy effectiveness Fiscal policy effectiveness baa 30%

Monetary and macroeconomic policy effectiveness a 30%

Specified adjustment Government default history and track record of arrears 0 max -3

Other adjustment to factor 2 # notches 0 max ±3

F1 x F2: Economic resiliency  baa2 baa1

Factor 3: Fiscal strength b2 b1

Debt burden General government debt/GDP (%) 2020 66.9 ba1 25%

General government debt/revenue (%) 2020 258.3 ba1 25%

Debt affordability General government interest payments/revenue (%) 2020 11.2 baa2 25%

General government interest payments/GDP (%) 2020 2.9 baa2 25%

Specified adjustments Total of specified adjustment (# notches) -5 -4 max ±6

Debt trend 2016-2021F 20.1 -2 -1

Foreign currency debt/general government debt 2020 34.2 -3 -3

Other non-financial public sector debt/GDP 2020 10.4 0 0

Public sector assets/general government debt 2020 2.1 0 0

Other adjustment to factor 3 # notches 0 max ±3

F1 x F2 x F3: Government financial strength baa3 baa1

Factor 4: Susceptibility to event risk baa baa Min

Political risk

Domestic political risk and geopolitical risk baa

Government liquidity risk a a

Ease of access to funding a

Specified adjustment High refinancing risk 0 max -2

Banking sector risk a a

Risk of banking sector credit event (BSCE) Latest available ba1 ba1-ba2

Total domestic bank assets/GDP 2020 72.8 <80

Adjustment to F4 BSR # notches 0 max ±2

External vulnerability risk a a

External vulnerability risk a

Adjustment to F4 EVR # notches 0 max ±2

Overall adjustment to F4 # notches 0 max -2

 F1 x F2 x F3 x F4: Scorecard-indicated outcome Ba1 - Ba3 Baa1 - Baa3

Note: While information used to determine the grid mapping is mainly historical, our ratings incorporate expectations around future metrics and risk developments that may differ from the ones implied by the 

scorecard-indicated outcome. Thus, the rating process is deliberative and not mechanical, meaning that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account 

that may result in an assigned rating outside the scorecard-indicated outcome. For more information please see our Sovereign Ratings Methodology.

Footnotes: (1) Initial factor score: scorecard indicators combine with the automatic adjustments to produce an initial factor score for every rating factor, as detailed in Moody’s Sovereign Ratings Methodology.  (2) 

Final factor score: where additional analytical considerations exist, initial factor scores are augmented to produce a final factor score. Guidance on additional factors typically considered can be found in Moody’s 

Sovereign Ratings Methodology; details on country-specific considerations are provided in Moody’s research. (3) Scorecard-indicated outcome: Factor 1: Economic Strength, and Factor 2: Institutions and 

Governance Strength, combine with equal weight into a construct we designate as Economic Resiliency (ER). An aggregation function then combines ER and Factor 3: Fiscal Strength, following a non-linear 

pattern where Fiscal Strength has higher weight for countries with moderate ER and lower weight for countries with high or low ER. As a final step, Factor 4, a country’s Susceptibility to Event Risk, is a constraint 

which can only lower the government financial strength as given by combining the first three factors. (4) There are 20 ranking categories for quantitative sub-factors: aaa, aa1, aa2, aa3, a1, a2, a3, baa1, baa2, 

baa3, ba1, ba2, ba3, b1, b2, b3, caa1, caa2, caa3, ca and 8 ranking categories for qualitative sub-factors: aaa, aa, a, baa, ba, b, caa, ca (5) Indicator value: if not explicitly stated otherwise, the indicator value 

corresponds to the latest data available.

Factor score
Weights

IndicatorIndicator Year

baa
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Moody’s related publications

» Issuer Comment: Government of Colombia: Fiscal consolidation beyond 2021 remains key determinant of credit trajectory, 10
March 2021

» Issuer In-Depth: Government of Colombia – Baa2 stable: Annual credit analysis, 30 June 2021

» Rating Methodology: Sovereign Ratings Methodology, 25 November 2019

Endnotes
1 The FCL is a precautionary flexible credit line that was expanded in 2020 to a total of $17.2 billion from $11 billion before. The government drew down $5.4

billion from the line in December 2020 to support its fiscal response to the pandemic.
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