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The Monetary Policy Report presents the Bank's technical staff's analysis of the economy and the inflationary
situation and its medium and long-term outlook. Based on it, it makes a recommendation to the Board of
Directors on the monetary policy stance. This report is published on the second business day following the Board
of Directors meetingsin January, April, July, and October.
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During the second quarter of 2026, inflation continued to rise, moving further from the 3% target, driven by
higher labor costs, elevated household and public-sector spending, and higher food prices. At the same time, the
Colombian economy recorded stronger growth, boosted primarily by consumption and investment in machinery
and equipment. Inflation expectations remain high, and spending levels continue to exceed those the economy
can sustain without generating additional inflationary pressures. During the remainder of 2026, prices are
expected to rise before gradually moderating in 2027. In this environment, Banco de la Republica remains
committed to taking the necessary measures to ensure the gradual convergence of inflation toward the 3% target.
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Inflation continued to rise during the second quarter, moving further away from the 3% target, driven by
higher labor costs, robust consumption, and supply disruptionsthat primarily affected food prices.

L ooking ahead, these factor s are expected to continue exerting upward pressureon pricesduring the
remainder of 2026 and to gradually moderatein 2027.
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¢ In June, prices rose to 6.1% year-on-year, up from 5.6% observed in March. A similar pattern was
observed in the less volatile components of the consumer basket (excluding food and regulated items). As
aresult, inflation continued to move further away from the 3% target.

e Thefaster pace of inflation was driven by significant increases in wages and other labor costs, continued
strong spending levelsin the economy, and factors affecting agricultural supply, including the lagged
effects of rainfall on crops, work stoppages, and higher production costs.

¢ Some factors helped moderate these pressures, including the recent appreciation of the peso against the
U.S. dollar and smaller increases in food-away-from-home prices.



e Thetechnical staff’s projections indicate that inflation is expected to continue rising through the remainder
of 2026. This reflects the effects of higher labor costs, expected increases in food prices, the potential
impacts of an El Nifio event, risesin some public utility tariffs, and continued robust household spending.
Beginning in 2027, price increases are projected to gradually ease and converge towards the 3% target
over the following two years, partly as aresult of Banco de la Republica’ s monetary policy actions.

e These projections are subject to a high degree of uncertainty. The main factors that could affect the future
path of inflation include weather conditions, international conflicts, developments and the outlook for
fiscal policy, and changes in the prices of certain regulated items, such as gasoline and energy.

Economic growth in Colombia accelerated in thefirst quarter of 2026, mainly due to higher household
and public-sector spending, and investment in machinery and equipment. Although economic activity is
expected to continueto grow over the coming quarters, this expansion is projected to easerelative to the
recent pace. Thisreflects, in part, a sowdown in the factor s that have been boosting economic activity in
recent months, amid persistent uncertainties both domestically and abroad.
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e During thefirst quarter of 2026, the Colombian economy grew by 2.2% annually, reflecting strong
performance in both private and public consumption, as well asin certain investment components,
predominantly machinery and equipment.

¢ Household spending remained strong, principally noted in the purchase of durable goods such as vehicles,
motorcycles, computers, and household appliances.

¢ Investment increased, driven by higher purchases of machinery and equipment, although construction
activity remained weak.

¢ The labor market remained favorable as employment continued to increase and the unemployment rate
remained at historically low levels.

e Economic activity is expected to continue growing in 2026 and 2027, albeit at a more moderate pace,
supported by favorable terms of trade, the gradual recovery of investment—particularly in
infrastructure—and the contribution of international tourism.

¢ The Colombian economy continues to face significant uncertainty related to the international environment,
domestic fiscal conditions, and potential weather events that could affect production.

The Board of Directors of Banco de la Republica remains committed to ensuring the gradual conver gence
of inflation to the 3% target. Thisobjectiveis particularly important at atime when pricesarerising
rapidly, and household and gover nment spending continuesto exceed levels consistent with the economy’s
productive capacity.
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e Inflation hasincreased and remains significantly above the target.

e Economic activity and the labor market continue to show strong dynamism. This supports the growth of
domestic spending and may contribute to inflation remaining elevated.

e Thereis considerable uncertainty surrounding the factors that will affect prices and economic activity
going forward. In particular, the main risks relate to weather events, including the intensity and duration of
potential El Nifio event effects, international conditions, and domestic fiscal policy.

¢ Taking these considerations into account, the Board of Directors decided at its June meeting to increase
the monetary policy interest rate by 75 basis points and, in July, maintained a restrictive monetary policy
stance, leaving the rate unchanged at 12.0%.

e Future monetary policy decisions will depend on new information regarding prices, economic activity, and
the evolution of the risk factors described above.

¢ Through these decisions, the Bank seeks to ensure the gradual convergence of inflation to the 3% target
within a reasonable timeframe.
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