EXECUTIVE
SUMMARY

Favorableexternal andinternal conditionshave made possi blethe continued solid expansion of
the Colombian Financid System during thefirst monthsof 2005. Evidenceof thisistheaccel erated
growth of deposits, grossloansand investments held by the banking and non-banking financial
inditutions.
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Financid marginshaveincreased asaresult of deposit recompositiontoward lessexpendvefunding
sources and because of amajor expansion of loanswith higher interest rates (consumer). The
enhanced financia intermediation and the decreasein non-performing loan level sal so speak well
of thefinancid system’ sprofitability. Thishasnotably strengthened the capital gearing of banking
ingtitutions, placing capital adequacy ratiosat historicaly highlevels.
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Thefinancia system’ slow leve of non-performingloansistheeffect of systematicimprovements
inthefinancid Stuation of thesystem’ sprivatedebtors. Asfar astheprivate non-financia corporate
sector isconcerned, there has also been asurge in saleswhich coupled with lower operating
costs, have meant notableincreasesin profitability and capital strength. With respect to externa
liabilities, businessescontinueto rely on domestic funding rather than externa financing sources.
Overdl, thishasimplied alesser financial burden and hencelower vulnerability.

Inthecaseof households, financia conditionshaveimproved, mainly dueto higher employment
ratesand because of therea growth of wageswithinindustry and trade. Thisisthemain reasonfor
thecredit growth granted to households, particularly consumer credit.
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Withregardtothefuture, agents' outlook continuesto bemaintained towardsapogtive perspective.
In effect, entrepreneurs are optimistic about the growth of the economy, theimprovement of
business conditions, theavailability of credit, and the development of new investment projects.
Householdsthemselves believethat their economic situation will improvefurther and that itisa
good timeto acquiredurablegoods. Theseresultsshow that the demand for credit could very well
continue expanding inthe monthsto come.

The private sectors good situation and the better provisioning for non-performing loans by
the bankssuggest that credit risk does not represent asignificant problemtofinancia stability inthe
short run.

Themainrisk tothe aforesaid stability lieson the public debt front, although the recent pension
reform and thelower interest-ratelevel shave hel ped to reduceit. The Government’ sindebtedness
processhasinvolved replacing externd for interna debt and increasing thegreater participation of
investmentsonfinancid ingditutions baance sheets, which hasentailed ahigher exposureof public
debt to market risk.
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Asaresult of theincreased exposure, the balance sheets of institutions are more sensitive to
changesininvestment v ue. Thus, progresson regulaionsgoverning themeasurement and monitoring
of such changes should continue so astoimprove market risk management. Inthisconnection, a

workgroup has been set up by the Banking Superintendency and the Banco dela Republica
to work on thesetopics.
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Tosumup, thefinancia system enjoysconditionsthat favor stability and growth. Both theexternal
and internal macroeconomic aspectshave been positiveand debtorshaveimproved their capital
structure position, which has meant lower credit risk. However, the greater participation of
investmentswithiningtitutiona assetshasincreased their exposureto market risk and sothereisa
need to focus on topics addressing this particular risk.

The Board of Governors of theBanco dela Republica
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