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| ntroduction

Banco de la Republica’ s main goal isto preserve the purchasing power of the currency in coordination with the
general economic policy that isintended to stabilize output and employment at long-term sustainable levels.

Properly meeting the goal assigned to the Bank by the 1991 Constitution critically depends on preserving
financial stability. Thisis understood to be a general condition in which the financial system evaluates and
manages the financial risksin away that facilitates the suitable performance of the economy and efficient
allocation of resources while, at the sametime, it is able to absorb, dissipate, and mitigate the appearance of risks
that may arise as aresult of adverse events.

This Financial Stability Report meets the goal of giving Banco de la Republica’s diagnosis of the financial
system’s and its debtors’ recent performance as well as of the main risks and vulnerabilities that could affect the
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stability of the Colombian economy. The Report isintended to inform the public and the participants in the
financial markets about the trends and risks affecting the system and it also intends to promote public debate on
this subject. The results presented here also serve as a basis for the monetary authority to assess the effects and
risks of monetary policy at the current situation and to adopt measures under its purview to promote financial
stability.

The analysis presented in this edition of the Report leads to the conclusion that there has been a strong credit
trend in Colombiain the last few months that is consistent with the strength of economic activity. Credit
continues to grow (in al its categories and especially in consumer loans) while past-due and risky loans continue
to decline for the aggregate portfolio. In general terms, the favorable performance of credit establishments (Cls)
in acontext of tighter financial conditions and greater volatility in financial markets continuesto reflect the
soundness and stability of the Colombian financial system. In spite of exhibiting arecent decline, Cls are
keeping liquidity and capital adequacy indicators well above the regulatory minimums. Its aggregate
profitability, in turn, returned to the levels seen before the pandemic shock and showed a positive performancein
financial intermediation activities. With respect to non-bank financial institutions, the recent volatility of the
financial markets has led to reductions in their level of assets due to the devaluationsin their investment
portfolios. This has been reflected mainly in reduced profitability for Trust Companies (TC) and Pension Fund
Managers (PFM).

In line with the positive performance of economic activity in 2021 and so far in 2022, the rapid surgein
household loans in Colombia, especially consumer loans together with the high levels of household debt to
disposable income ratio is still considered a source of vulnerability for the stability of the Colombian financial
system just asit was in the previous edition of this Report (see section 2.2.2). In addition, given the large current
account deficit and the foreign financing needs, the exposure of the Colombian economy and financial
institutions to changes in financial conditions persistsin aglobal environment of high uncertainty. In any case,
the results presented in this Report indicate that the financial system has shown to be resilient to the
materialization of adverse scenarios (see Chapter 3).

In compliance with its constitutional objectives and in coordination with the financial system’s security network,
Banco de la Republicawill continue to closely monitor the financial stability outlook at this juncture and will
make the necessary decisions to ensure the proper functioning of the economy, facilitate the sufficient flow of
credit and liquidity resources, and promote the smooth functioning of the payment system.

Leonardo Villar Gomez
Governor
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