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Tax and Public Expenditure Trends in Colombia: 

Lessons for the New Administration of 2022-2026  

By: Sergio Clavijo 

 

(Summary) 

This document examines the macro-economic performance of Colombia before 
pandemic (2015-2019) and then assess prospects over 2020-2024, with 
particular emphasis on fiscal stabilization. We first provide a long-term view and 
extract some of the fiscal characteristic of Colombia such as: i) directional 
persistence in tax and spending adjustments; and ii)  searching for modular effect 
(building-blocks), given a complex “political-economy” that hair-cuts the proposed 
ambitious reforms.  Then we turn to carry-out some public finance simulations 
regarding the required fiscal balance stemming from additional social expenditure 
and tax revenue efforts.   

By highlighting public expenditure rigidities, associated mainly with 
decentralization and mounting pressure for additional social expenditure,  we also 
discuss prospects of the new Fiscal Rule (under Law 2155 of 2021) focusing on 
anchors related to debt-ratio targets and primary balance requirements.  We 
conclude with some recommendations regarding a “political economy” strategy 
in order to pursue several structural reforms under the new Administration of 
2022-2026, where computing a so-called “Social Betas” could help in setting 
priorities. 

JEL Classification: Taxes (H2), Public Goods (H44), Public Debt (H63), Latin 
America (O54). 

  Lecturer at the faculty of economics, Universidad de los Andes (Bogota – 
Colombia).  The author is indebted to the World Bank Group for financial support 
and for several comments and suggestions received during a LAC-Seminar in 
September 15 of 2021, particularly from Robert Talercio and William Maloney, 
which lead to this document. I am also indebted to Daniel Riera-Crichton, Pedro 
L. Rodriguez, Johannes Herdershee, Paolo Dudine, and Luis A. Sanchez for
useful guidelines during this research, but the responsibility for its content is
exclusive of the author.
Email: sclavijo@uniandes.edu.co.
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Tendencias en Impuestos y Gasto Público en Colombia: 

Lecciones para la Nueva Administración de 2022-2026  

Por: Sergio Clavijo 

 

(Resumen) 

Este documento examina el desempeño macro-económico de Colombia en pre-
pandemia (2015-2019) y procede a evaluar las perspectivas del periodo 2020-
2024, con particular énfasis en la estabilización fiscal. Primero, realizamos un 
análisis de mediano plazo sobre dichas perspectivas fiscales y después 
extraemos las características estructurales de Colombia referidas a: i) 
“persistencia direccional” en materia de tributación y gasto público; y ii)  
búsqueda de “efectos modulares” (building-blocks), dada la complejidad de una 
“economía política” que tiende a recortar significativamente el alcance de las 
leyes presentadas ante el Congreso.  Finalmente, realizamos una serie de 
simulaciones fiscales para establecer el balance primario requerido para 
estabilizar la relación deuda pública/PIB, teniéndose altas presiones de gasto 
social. 

Al establecer las rigideces que enfrenta la estructura de gasto público en 
Colombia, asociadas al proceso de descentralización y obligaciones en 
seguridad social, concluimos con la esperanzadora señal de que la nueva Regla 
Fiscal (Ley 2155 del 2021) podrá focalizarse en dicha relación Deuda/PIB y usar 
como instrumento el balance primario para estabilizar dicha relación. La 
estrategia de “economía política” resultará vital para lograr explotar 
adecuadamente los llamados “Betas Sociales” de las reformas estructurales aun 
pendientes. 

Clasificación JEL: Impuestos (H2), Bienes Públicos (H44), Deuda Pública 
(H63), América Latina (O54). 

  Profesor de Cátedra, facultad de economía de la Universidad de los Andes 
(Bogotá – Colombia).  El autor agradece la financiación obtenida del Banco 
Mundial y los comentarios recibidos durante el Seminario-LAC de Septiembre 15 
del 2021, particularmente los de Robert Talercio y William Maloney.  También 
agradece el autor el intercambio de ideas con Daniel Riera-Crichton, Pedro L. 
Rodríguez, Johannes Herdershee, Paolo Dudine y Luis A. Sánchez, pero la 
responsabilidad última de todo lo aquí dicho es exclusiva del autor.   
Email: sclavijo@uniandes.edu.co.  
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I. Introduction  

 

In mid-April of 2021, the rating agency S&P announced the extension of a 

“negative outlook” on Colombia’s sovereign debt.  The market interpreted then 

that such action implied a “wait-and-see” attitude until de Duque Administration 

progressed in pursuing a tax reform that should target a net gain in collection of 

a minimum 1.5% of GDP, increasing the ratio of Tax Revenue/GDP from 14% (in 

pre-pandemic) towards 15.5% at the level of the central government. 

However, the serious social protests that erupted in Colombia during April-May 

of 2021 derailed such governmental efforts, given the damaged caused by the 

Covid-pandemic since early 2020.  Some features of the social tension included: 

i) a 30% collapsed in house-holds income; ii) an increase in the average rate of 

open unemployment from 11% towards 16% during 2019-2021; iii) strong anti-

establishment movement in preparation for Congressional and Presidential 

elections’ during the first term of 2022, while surveys related to the approval rate 

of Duque´s Administration continued to show a fall from 54% down to 33%. 

In August of 2022, the new Administration of Gustavo Petro (leading the coalition 

around his Party of Colombia-Humana) was inaugurated for the period of 2022-

2026, after obtaining 51% of the votes in the run-off.  Rating and multilateral 

agencies (IMF-World Bank-IADB) have had the complex task of assessing 

prospects of Colombia´s recovery which entails balancing the effects of:  

i) additional expenditure pressures stemming from the pandemic (at least 

1% of GDP which should be devoted to support basic-income to avoid 

further escalation of monetary-poverty jumping from 35% in 2019 towards 

45-50% over 2021-2022);  

ii) potential divesting of public entities in the amount of 1% of GDP (such as 

Ecopetrol and ISA, after a “castling” in 2021); and 

iii) “wind-fall” gains stemming from oil price escalation (US$65 Brent/barrel 

average in 2021 to expected US$80-90 in 2022), although exported 

volumes have fallen about 12% with respect to pre-pandemic) and coal 
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prices (from US$60/ton to US$80, but in this case with volume increases 

close to 10%). 

Nevertheless, in May 19th of 2021, S&P opted for degrading Colombia´s 

sovereign debt from “flat investment grade” towards “speculative grade”, ending 

the negative perspective that had initiated back in early 2017, after a 4-year of 

above investment-grade (2012-2017), see graph 1. 

 

 

  

The verdict of S&P had structural roots; in the external front, Colombia had been 

unable to diversify exports and the end of the super-cycle of commodities (2015-

2019) aggravated the twin external-fiscal deficits above 4% of GDP.  In tandem, 

the consolidation of the peace process during 2018-2019 had proven difficult and 

the escalation of narcotrafficking now threats security in a significant manner 

(Clavijo, 2017). 

In early July 2021, Fitch also opted for degrading to “speculative grade” the 

sovereign debt of Colombia.  Having now 2 out 3 main rating agencies in this 

level implies the risk of divesting Colombian TES in about 15% of the off-shore 

tenants (nearly US$4 billion of those not following recommended indexes).  

Although off-shore tenants still remain at 25% of the total (-2 pps), the TES yield 
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curve has been steepening nearly 200 pbs due to the increase in the country-

risk, as it was expected (Clavijo, 2020a), see graphs 2 and 3. 
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In a surprising move, Moody’s (2021) decided in early October of 2021 to 

maintain Colombia’s rating one notch above investment grade and to move to a 

“stable view”.  They gave more weight to resilience with respect to peers than to 

absolute deterioration in metrics regarding total external debt (reaching a 

historical peak of 62% of GPD in 2021) and the consolidated public debt (also at 

the peak of 66% of GDP), see MHCP (2022). 

This document will examine, first, recent macro-economic performance of 

Colombia during 2015-2019 and then will assess prospects over 2020-2024, with 

particular emphasis on fiscal stabilization. In chapter II we provide a long-term 

view and extract some of the fiscal characteristic of Colombia. Chapter III is 

devoted to public finance simulations regarding the required fiscal balance 

stemming from additional social expenditure and tax revenue efforts.  There we 

discuss the structure and trends of public expenditure in Colombia, highlighting  

rigidities associated with a complex decentralization process (ordered by the New 

Constitution of 1991) and mounting necessities in the health, pension, and social 

support areas, aggravated after the Covid-pandemic of 2020-2022.  Chapter IV 

discusses prospects of the new Fiscal Rule of Colombia in light of the changes 

adopted under Law 2155 of September of 2021 and the Ministry of Finance’s 

Decree 1717 (detailing computations under anchors related to debt-ratio targets 

and primary balance requirements) and 1737 (creating a new autonomous fiscal 

Committee, denominated Comité Autónomo Regla Fiscal, CARF).  Finally, we 

provide conclusions in chapter V. 

 

II.   Fiscal lessons from the Colombian experience 

 

Colombia is often identified as a country with a long tradition of orthodox 

management of fiscal and monetary policies. In fact, the last episode of 

hyperinflation goes back to 1899-1902 and during the periods 1970-1990 / 2000-

2020 Colombia made a successful transit from and average annual rate of 

inflation of 20% down to 6%.  The independence of the Central Bank of Colombia 

(Banco de la Republica), granted under the New Constitution of 1991, and the 
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adoption of “inflation targeting” and exchange rate flotation have paid well for 

macroeconomic stability (Valencia, 2021).  And fiscal stability has also been a 

virtue associated with Colombia, since open public debt repudiation last occurred 

during the Great Depression and last forced debt restructuring goes back to 1984-

1986, as a result of the Mexican crisis of 1982.   

However, as mentioned before, the negative terms of trade of the period 2015-

2019 caused debt escalation and a GDP-real contraction of 7% during 2020, 

leaving Colombia under fiscal-stress which, in turn, lead towards the loss of 

“investment grade” in 2021 (as previously mentioned).  Now Colombia requires 

urgent structural fiscal, labor, and pension reforms during 2022-2026 in order to 

stabilized public Gross Public Debt/GDP ratios below 65% and to propel growth, 

as we shall discuss below. 

When asked about the characteristic of fiscal management of Colombia over the 

long-term, it is likely to find relative consensus around the following issues: 

i) Tax and spending adjustments have been relatively successful in directional 

persistence (deepening VAT and Income taxation) and in targeting social 

spending (education, health, but not pensions). As a result of some gains in tax 

progressivity and better social public expenditure, the Gini-coefficient of 

Colombia fell from 0.55 to 0.48 over 2000-2019, although a lot remains to be done 

in both fronts (World Bank, 2021). 

ii) The approach in structural reforms could be characterized as searching for 

modular effects (building-blocks), given the complex “political-economy” that 

usually hear-cuts the proposed ambitious reforms.  Tax reforms have been 

carried out in Colombia at the rate of one every two years over 1995-2022. It is 

worth highlighting the positive effects of the novel approach of “Impuesto Mínimo 

Alternativo” (IMAN), as a way of combating excessive tax-brakes, and the VAT 

increases from 15% to 19% over the last two decades, although average 

coverage is still as low as 50% of the items.  “The Establishment” (Executive-

Congress-Firms) is aware of these political economy limitations and that explains 

this “modular approach”.   
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Important elements of this strategy were recently approved in the tax-reform of 

end-2022 (MHCP, 2022b).  Such reform targeted an increase in tax collection of 

about 1.3% of GDP, although still it came short of the requirements to stabilize 

the ratio of Public Debt/GDP below 64% (as we shall discuss it later in detail).  

Table 1-A illustrates the different sources of the expected tax increases from 2023 

onwards, where firms are expected to provide additional 0.65% of GDP and 

households about 0.45% of GDP; the remainder of 0.2% of GDP would come 

from indirect taxes. 

 

 

 

iii) In spite of the relative fiscal success, Consolidated Public Debt/GDP ratio has 

reached 62% by end-2022, while the Fiscal Rule was suspended invoking scape 

clauses related to Covid-pandemic.  As we shall discussed later, there is a good 

chance that objectives and operational issues of the Fiscal Rule could be 

                                                                                   Table 1-A

Colombia: Additional Tax Collection Expected from the Reform Approved End-2022

  As a % of GDP (annually)

Original Approved

Firms 0,85 0,65

Exemptions reduction; Surcharge on  Financ. Syst. (5%) 0,20 0,20

Territorial-ICA (deductible at 35% Vs. To charge at 50%) 0,30 0,20

VAT (Reimbursable, but with ceiling) 0,05 0,05

Royalties (no deductible); Mining Surcharge 5% to 10% 0,20 0,20

Duty Zones (20% Export promotion) 0,10 0,10

SMEs "Simple" System (>$650' de -1 a -4 pps) 0,00 -0,10

Households 0,65 0,45

Exemptions reductions; "Cédula unica" 0,10 0,10

Income Tax Rates increases ($11' +2pp a $140' a +9 pp) 0,10 0,10

Dividends (Doubled tax up to 20pps) 0,10 0,05

Wealthtax (+$3,000' up to $10,000'; at 0.5%, 1% and 1.5%) 0,20 0,10

Pensions (+ $10' al 2%; $15' al 9%; $38' al 24%)) 0,05 0,00

Winfall Gains (increased from 10% to 15%) 0,10 0,10

VAT (no holidays) 0,10 0,10

Healthy Taxes 0,10 0,10

TOTAL 1,70 1,30

Source:  Our Computations based on Ministry of Finance (MHCP, 2022b).
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significantly improved after modifications granted by Law 2155 of September of 

2021. 

iv)  “Resilience” building has failed in Colombia if measured by the speed at which 

each country approaches its fiscal depth objectives and improves in the quality 

of public spending (including the fight against corruption). 

What should the post-pandemic strategy be? We would recommend to: a. 

Prepare a map of “tax gaps” between the current situation and the objectives (to 

a horizon of 3-5 years); b. Assess the dual-objectives of fiscal space for pro-poor 

social spending and the stability of the Public Debt/GDP ratio; and c. Create ”tax 

elasticity" in sync with real GDP growth by reducing tax exemptions (deepening 

the IMAN, above mentioned). 

Regarding the “political-economy” strategy, it is of the essence for the Executive 

to provide clear signals of fiscal austerity at the operational level in order to open 

space for social and investment expenditure, as signaled recently by the incoming 

Petro Administration.  It is crucial as well to strengthen the battle against tax 

evasion in order to generate "moral authority" to increase the tax-ratio.  Finally, 

we recommend determining "what is achievable" under the 2022-2026 

Administration and create social awareness (government, employers and 

workers) about pending tasks for the following government. 

 

III.  Tax and Public Expenditure Trends 

 

Fiscal Simulations: results under scenario A; 3% of GDP in social expenditure, 

but without additional tax revenue support 

 

Table 1 illustrates the structure of Colombia´s central government budget and its 

funding.  Tax pressure had diminished from 14% of GDP in 2019 to 13% in 2020 

as a result of corporate tax reductions (Law 2010 of 2019) and the impact 

generated by pandemic-Covid contracting real-GDP in 7%.  Even after economic 

recovery towards potential growth of 3.5% per-annum, tax revenue was expected 

to settle close to 15% of GDP. Non-tax revenues (mainly capital profits from 
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Ecopetrol, ISA and Central Bank) also fell in 1% of GDP in 2020, but those are 

likely to stabilized close to the historical average of 2.1% of GDP through 2022-

2024. 

 

 

 

 

Total expenditure increased by 2% of GDP in 2020 as a result of pandemic 

needs, reaching 23% of GDP during 2020-2021.  Even if the social expenditure 

components were to be reduced during 2022-2024, total expenditure would reach 

23% of GDP.  Part of the increase stems from interest payments escalating from 

3% to 4% of GDP over 2020-2024.   

 

We are here assuming that deterioration in the country-risk premia (after losing 

investment grade, as previously discussed) and the effects of the peso-dollar 

depreciation (at an average of 5% per-year) were to be partially compensated by 

ample global liquidity containing interest increases (Blanchard, 2021).  However, 

effects of the slow-tapering beginning in late 2021 has been felt, specially after 

                                                      Table 1.  Scenario A: NO additional taxes; but YES additional social expenditure

Projections of Central Government's Debt

 ( % of GPD)

2019 2020 2021 2022e 2023pr 2024pr

Income 16,2 15,2 16,3 16,7 17,0 17,0

   Taxes 14,0 13,0 13,8 14,9 14,9 14,9

   Other 2,2 2,2 2,5 1,8 2,1 2,1

       Ecopetrol-ISA 1,0 1,2 1,8 1,7 1,5 1,5

       Central Bank 0,6 0,7 0,0 0,0 0,3 0,3

       Other 0,6 0,3 0,7 0,1 0,3 0,3

Expenditure 21,1 23,1 23,4 23,6 23,0 23,1

    Transfers (SGP+Pens.+Health) 10,7 9,9 10,1 10,5 10,5 10,5

    Operational 2,9 2,9 2,9 2,9 2,9 2,9

    Investment (FKF)+Cap. Transf. 2,6 2,9 2,2 2,5 2,5 2,5

    Interest 2,9 3,0 3,4 3,9 4,1 4,2

    Social (+Pandemic) 2,0 4,5 4,8 3,8 3,0 3,0

Deficit -4,9 -7,9 -7,1 -6,9 -6,0 -6,1

Memo:

Gross Debt 62,0 64,0 64,0 60,0 63,0 64,9

     External 24,8 25,6 25,6 24,0 25,2 26,0

     Internal 37,2 38,4 38,4 36,0 37,8 38,9

Implicit Interest Rate 4,7% 4,7% 5,3% 6,5% 6,5% 6,5%

    External (+depreciation) 1,9%

    Internal (residual) 2,8%

Primary Balance -2,0 -5,0 -3,7 -3,0 -1,9 -1,9
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nearly double digit inflation pressed the FED to increase repo rate from 0.5% up 

to 4% during 2022.   

 

Hence, the effective real interest rate on Colombian public debt is here 

maintained at 6.5% per-annum in pesos (weighing foreign debt at 40% of the 

total, mainly in dollars) during 2022-2024.  This implies that increases in interest 

payments is due mainly to escalation of the debt ratio.  Central government´s 

fiscal deficit has climbed from 4.9% of GDP in 2019 (including the effects of 

ADRES-arrears in that year) towards 7.9% in 2020 and 7.1 % in 2021.  Under 

scenario A, such fiscal deficit would hover around 6% of GDP over 2022-2024. 

 

In summary, under this scenario of allowing for increases in social expenditure 

not properly supported by additional taxation, the Consolidated Public Debt /GDP 

ratio would continue to escalate from the 60% expected in 2022 towards 65% by 

2024. Under these circumstances, it would be impossible for Colombia to recover 

its investment grade and fiscal funding would be costly. It is worth highlighting 

that were not for the cumulative inflationary effect on nominal-GDP (close to 16% 

over 2021-2022), debt ratio escalation would have been close to the 70% mark.  

 

Scenario B: curtailing social expenditure in absence of additional tax revenue 

 

Under this scenario (see table 2), total expenditure could be contained at 20% of 

GDP over 2022-2024, similar to pre-pandemic levels.  This would imply: i) curtail 

social expenditure by 2% of GDP over 2022-2024; ii) maintain territorial transfers 

(the “SGP”) close to 10% of GDP; and iii) maintain in low levels of 2% of GDP 

public investment (including here resources from capital transfers) with respect 

to a historical average of 3% of GDP.   

 



13 
 

 

 

And yet, all these efforts would only reduce the fiscal deficit from 7.9% in 2020 to 

5% of GDP by 2024.  The IMF foresees a fiscal deficit of the general government 

reaching 4.3% of GDP in 2023 and 3.6% in 2024 (IMF, 2022) and the 

consolidated public debt ratio of Colombia stabilizing at 60% of GDP by 2024. 

 

According to this scenario B, the primary balance would be slowly improving from 

-5% of GDP in 2020 towards -0.7 in 2024 and yet insufficient to reach the primary 

balance of +1% of GDP required to avoid debt ratio deterioration. In fact, public 

indebtedness would still be around 64% of GPD by 2024 and it is not difficult to 

imagine the social unrest that these cuts in social expenditure would produce as 

monetary-poverty would be climbing towards 45%-50% of total population (+17 

or +22 pps with respect to 2019).  In our view, Colombia would be much better 

off in pursuing additional tax-revenues in order to avoid this difficult social 

scenario stemming from drastic social expenditure cuts.  This has been the 

strategy adopted by the Petro Administration through the approval of the tax 

reform of end-2022 (MHCP, 2022b), which is characterized in the following 

scenario C. 

                                                      Table 2.  Scenario B: NO additional taxes; NO additional social expenditure

Projections of Central Government's Debt

 ( % of GPD)

2019 2020 2021 2022e 2023pr 2024pr

Income 16,2 15,2 16,3 16,7 16,7 16,7

   Taxes 14,0 13,0 13,8 14,9 14,9 14,9

   Other 2,2 2,2 2,5 1,8 1,8 1,8

       Ecopetrol-ISA 1,0 1,2 1,8 1,7 1,7 1,7

       Central Bank 0,6 0,7 0,0 0,0 0,0 0,0

       Other 0,6 0,3 0,7 0,1 0,1 0,1

Expenditure 21,1 23,1 23,4 23,6 21,5 21,6

    Transfers (SGP+Pens.+Health) 10,7 9,9 10,1 10,5 10,5 10,5

    Operational 2,9 2,9 2,9 2,9 2,9 2,9

    Investment (FKF)+Cap. Transf. 2,6 2,9 2,2 2,5 2,0 2,0

    Interest 2,9 3,0 3,4 3,9 4,1 4,1

    Social (+Pandemic) 2,0 4,5 4,8 3,8 2,0 2,0

Deficit -4,9 -7,9 -7,1 -6,9 -4,8 -4,9

Memo:

Gross Debt 62,0 64,0 64,0 60,0 63,0 63,7

     External 24,8 25,6 25,6 24,0 25,2 25,5

     Internal 37,2 38,4 38,4 36,0 37,8 38,2

Implicit Interest Rate 4,7% 4,7% 5,3% 6,5% 6,5% 6,5%

    External (+depreciation) 1,9%

    Internal (residual) 2,8%

Primary Balance -2,0 -5,0 -3,7 -3,0 -0,7 -0,7
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Scenario C: maintain social expenditure through efforts in increasing tax-revenue  

 

In this last scenario C (yes additional tax revenue to support yes additional social 

expenditure) we simulate the effects of raising tax-collection from 14% to 16.4% 

of GDP during 2019-2024, while maintaining social expenditure at 3% of GDP.  

Table 3 shows that these gains in tax-collection would require modernization of 

Dian yielding significant results (issue that we will tackle in next chapter). 

 

Under this scenario, the fiscal deficit would be reduced rather late and less than 

in case B, reaching a minimum of 5.9% by 2024.  This is explained by total 

additional expenditure of 3% of GDP with respect to pre-pandemic, although 

leveling-off at 24% of GDP by 2024.  Primary balance would improve to -1.6% of 

GDP by then, but debt ratio still would climb up to 65% of GDP by 2024 (+3 pps 

of GDP above pre-pandemic levels). 

 

 

 

                                                      Table 3.  Scenario C: YES additional taxes and YES additional social expenditure

Projections of Central Government's Debt

 ( % of GPD)

2019 2020 2021 2022e 2023pr 2024pr

Income 16,2 15,2 16,3 16,7 17,7 18,2

   Taxes 14,0 13,0 13,8 14,9 15,9 16,4

   Other 2,2 2,2 2,5 1,8 1,8 1,8

       Ecopetrol-ISA 1,0 1,2 1,8 1,7 1,7 1,7

       Central Bank 0,6 0,7 0,0 0,0 0,0 0,0

       Other 0,6 0,3 0,7 0,1 0,1 0,1

Expenditure 21,1 23,1 23,4 23,6 23,8 24,1

    Transfers (SGP+Pens.+Health) 10,7 9,9 10,1 10,5 10,9 11,0

    Operational 2,9 2,9 2,9 2,9 2,9 2,9

    Investment (FKF)+Cap. Transf. 2,6 2,9 2,2 2,5 2,9 2,9

    Interest 2,9 3,0 3,4 3,9 4,1 4,2

    Social (+Pandemic) 2,0 4,5 4,8 3,8 3,0 3,0

Deficit -4,9 -7,9 -7,1 -6,9 -6,1 -5,9

Memo:

Gross Debt 62,0 64,0 64,0 60,0 63,0 65,0

     External 24,8 25,6 25,6 24,0 25,2 26,0

     Internal 37,2 38,4 38,4 36,0 37,8 39,0

Implicit Interest Rate 4,7% 4,7% 5,3% 6,5% 6,5% 6,5%

    External (+depreciation) 1,9%

    Internal (residual) 2,8%

Primary Balance -2,0 -5,0 -3,7 -3,0 -2,0 -1,6
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Nevertheless, under scenario C it is likely that rating agencies and multilaterals 

would conclude that Colombia would be in a much better position when 

considering several aspects: i) social expenditure would contain poverty and 

unemployment pressures; ii) additional public investment would provide support 

for higher potential growth; and iii) FTA could be more useful to Colombia and 

improve external accounts.  All those items would help in consolidating the peace 

dividends (see Clavijo, et al. 2017), but a lot will depend on the concrete strategy 

being develop through the Laws of “Paz Total”. 

 

Note that under this scenario C, relatively optimistic, the debt ratio would stabilize 

at 65% over 2023-2024.  The good news is the better quality of social results and 

avoiding acute increases in debt ratios.   Debt stabilization would occur not at the 

60% envisioned by IMF (2022) under Article IV, but closer to 65% of GDP.  

Primary balance would reach -1.6% of GDP by 2024, increasing from -5% of GDP 

in 2020.  In previous scenarios under Duque, there was the idea of using about 

1% of GDP from privatizations of 10% of Ecopetrol or selling the majority of public 

equity in ISA, but this is very unlikely to happen under the new Petro 

Administration. Furthermore, remains to be seen if the Ministry of Finance would 

comply with the recommendation of reducing gasoline subsidies in the equivalent 

of 2% of GDP over 2023-2024, as suggested by the Fiscal Rule Committee 

(CARF, 2022). If not, then the ratio of Public Debt/GDP would be reaching about 

67% by end-2024, even after the approval of the tax reform yielding +1.5% of 

GDP after 2023 (CARF, 2022b). 

 

In summary, under scenario A (No additional taxation, but maintaining additional 

social expenditure), the debt ratio would rapidly escalate towards 65% of GDP by 

2024.  In absence of signals of debt containment, Colombia could even 

experience problems of fiscal funding for such high deficits.  Under scenario C 

(tax revenue supporting additional social expenditure), debt could also clime up 

to 65% of GDP, but in this case it would provide signals of social and fiscal 

stabilization, in tandem with better growth and productivity prospects.  Finally, 

under scenario B (cuts in social expenditure due to absence of additional tax-
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collections) debt ratios would still climb to 64% of GDP and give signals of fiscal 

deanchoring and social unrest by 2024 (see graph 4). 

 

 

 

 

 

 

Structure of Public Expenditure 

 

Table 4 depicts the expenditure structure of the Central Government of Colombia 

in pre-pandemics, amounting to 19.1% of GDP in 2020, net of debt service items 

(original budget presented in 2019).  If including interest payments, total 

expenditure raises to 22% of GDP.  Operational expenditures (3% of GDP), total 

transfers ordered by Laws (11.3% of GDP), and interest payments (2.8% of GDP) 

amounted to 80% of budget obligations, representing high expenditure inflexibility 

(as previously discussed). 
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Within the area of transfers, two items are key: i) territorial (SGP) amounting to 

3.9% of GDP; and ii) public pension obligations representing 3.9% of GDP (if 

adding yearly contributions to Colpensiones, this item would reach almost 5% of 

GDP, better illustrating the PAYGO fiscal burden per-year).  

Given such budgetary rigidity, public fixed capital formation has been a variable 

suffering structural compression as being reduce from 2.2% of GDP during 2010-

2014 to only 1.4% of GDP in 2020.  Let us now turn to discussed policy issues 

regarding this fiscal stance of Colombia. 

 

Policy Issues Regarding Public Expenditure Structure and Trends 

Downward inflexibility is one of the characteristics of public expenditure in 

Colombia.  For example, total expenditure of the Central Government elevated 

from 10%-12% of GDP during 1965-1990 towards 18% of GDP by year 2000.  

This first jump in the level of public expenditure was related to the adoption of the 

New Constitution of Colombia, back in 1991, and several Laws which 

implemented then “fiscal decentralization” and the provision of key social goods 

as public education and health services, see Clavijo (1998). 

During 2000-2019, there occurred a second jump in public expenditure level from 

18% towards 22% of GDP, on this occasion associated mainly with the pension 
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cost (PAYGO).  Although new generations were expected to rely mainly on 

Private Pension Funds (AFPs), under higher age of retirement and years of 

contributions, the aging population took advantage of the previous low levels of 

age requirements (55 women and 60 men) and of time-contributions (as low as 

10 years).  Hence, budgetary pension obligations escalated from 2% of GDP 

towards 3.5% of GDP.   

Also, the lack of public infrastructure and the risks associated to private provision 

through concessions were confronted by the offering of public guarantees, which 

were instrumented through a budget of future obligations that now have began to 

press upwards public expenditure.  Currently, those obligations are maturing and 

generating additional expenditures of about 0.4% of GDP per year and they have 

topped the 12% of GDP (in NPV) allowed by Laws (Clavijo, 2020b). 

As a result of the Covid-pandemic of 2020-2022, total expenditure of the central 

government has continued to increase up to 24.5% of GDP, where about +2% of 

GDP are associated with social expenditure (as previously discussed). In fact, as 

unemployment escalated from 11% to 14%, monetary-poverty also increased 

from 35% to 42% and could soon reach 50% (affecting currently 21 million 

people, including most of 2 million immigrants from Venezuela and Haiti), see 

World Bank, 2021. 

By Latin American standards, Colombia public structure is not particularly large 

and there are areas of deep concern due to State absence.  For instance, 

regarding roads and ports, Colombia ranks 100/140 countries and this shows at 

the level of poor export diversification due to high transportation costs.  A similar 

conclusion can be reached when assessing basic citizen security provision, as 

narcotrafficking escalated as the peace agreement of 2016 somehow turned a 

blind-eye on it.  Total public servants (including territorials) only represent about 

12% of the total, showing State presence below average with respect to high-

middle  income countries. 

Hence, a first paradox of the public structure of Colombia is that, in spite of the 

public expenditure expansion (doubling and representing +15 pps of GDP over 

half century), the size and efficacy of the State is precarious regarding health 

provision, pension coverage, infrastructure availability and basic security 
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(currently with a murder rate close to 25 people/100,000, compared to the 2 rate 

of Chile or Spain). 

Population in Colombia has expanded from 20 to 50 million during 1965-2020 (a 

2.5 times expansion in half-century), claiming for better public goods and 

services.  However, their provision lacks proper public funding as tax pressure of 

the Central Government has only increased from 9% to 14% of GDP (+5 pps of 

GDP Vs. +15 pps of GDP in expenditure).  This explains why capital transfers 

from public enterprises had to increase significantly to contain the fiscal deficit 

close to 7% of GDP in recent years. 

The juncture 2022-2026 looks appropriated to take advantage of the 

“demographic bonus” as population growth has been declining in Colombia from 

1.5% per year over 1985-2018 (census dates) towards 0.5%-1% over 2018-2030 

(official Dane forecast).   Alleviating the demand for public services should then 

open significant space to improve quality in public goods provision, not 

withstanding the challenges regarding fiscal stabilization (as previously 

discussed).  For instance, World Bank (2021) has recently reported that about 

65% of social public expenditure in Colombia is subject to significant 

improvements to gain in focalization and operational grounds. 

 

How to improve anti-cyclical behavior of public expenditure in Colombia? 

As a result of the downward inflexibility of public expenditure and the State-

fragility of Colombia, there is no “fiscal-cushion” to maneuver under external 

shocks (stemming from reversals in the terms of trade or the appearance of 

pandemics).  Nearly 80% of the budgetary allocations are ordered by 

Constitutional mandates and their respective hierarchical-Laws; so a downward 

shift in tax collections has been confronted with public debt escalations.  

At the regional level this facet of “no degrees of fiscal freedom” take the form of 

abandoning all together public investment and reducing the quality of services 

provided locally (water, roads, health-care and education).  Although Colombia is 

a highly decentralized country in terms of population (Bogota representing only 

18% of the total), yet cities and regional-Departments depend heavily on 
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Constitutional transfers from Central Government.  These regional transfers 

amount to 35% of the tax-revenues of the Central Government, averaging close 

to 4% of GDP per year (known as the “Sistema General de Participaciones”, 

SGP).   Total Tax-revenues in Colombia amount to 17.5% of GDP, but only 3% 

of GDP (17% of the total) come from a territorial tax-effort, leading to the well-

known problems of “flight-paper effect” and/or territorial fiscal-laziness. 

Consolidated public expenditure of Colombia amounted to 31% of GDP in 2019 

(before Covid-pandemic), IMF (2021).  But territorial expenditure was only 5% of 

GDP (supported mainly by those 3% of GDP of territorial taxation and 1.5% of 

income associated to mining-energy royalties). 

In practice, the component of territorial expenditure which has some flexibility is 

related to royalties, since the central government transfers go to health and 

education, representing a high portion of their budgets, up to 90% in small cities. 

However, out of those 1.5% of GDP of annual budgets associate with royalties 

there exist also a problem of high ear-marking, leaving scant amounts for 

investment in secondary and tertiary roads (badly neglected by Central 

Government).   

One possible solution would be to switch to a system of “matching-grants” where 

central government would provide 70% of those projects while territorial entities 

would provide the remaining 30% (out of those royalties).  This way there would 

be  some “fiscal flexibility” to support fiscal counter-cyclical policies and with the 

long-term benefit of increasing potential growth and productivity nation-wide.   

In fact, a lot of the expected export diversification should come from agro-

industrial projects, which can only succeed by reducing transportation costs 

(about 53% of GDP-production currently occurs in the center of Colombia, about 

500-1,000 kms away from the nearest coastal-port and lacking adequate cargo-

transportation).  In this regard, Colombia somehow resembles in practice more 

of a “land-lock” economy than the country with the best corner in Latin America 

(almost 1,000 kms of coasts each on Atlantic and Pacific), see chart 1.   

Towards the Atlantic cost, one needs to cross the Andes leaving the plateau of 

Bogota at 2.300 mts of altitude and reach the Magdalena river corridor, which 
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might take 4-5  hours and then run another 6 hours to reach Santa Marta.  So 

export difficulties from the central part of the country have to do not only with 

distances but with the topographic challenges of the three “Cordilleras” of the 

Andes which, in fact, should all be crossed when reaching the Pacific coast, see 

Davis (2020). 
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All these shows in Colombia’s basket of exports leaning still 70% in commodities 

and only 30% related to agro, industry or a mix of both.  Although FTAs with 

United States and the Euro-Zone have completed more than five years (covering 

70% of trade-potential), Colombia has not succeeded in avoiding high 

concentration of exports in commodities.  In good part this is due to the so-called 

“Colombian-costs” related to transportation, energy provision, and non-wage 

labor costs.   

Colombia should replicate the good experiences of Chile and Peru in export 

diversification.  The provision of infrastructure (including water-access) has been 

key and decentralization (specially in Peru) made a positive difference in reaching 

agro-industrial exports, now representing 4%-6% of GDP, while Colombia 

remains stagnated at 2% of GDP in agro-industrial exports (Clavijo, et al. 2019).    

There is at hand the case of Chile innovating recently in cherry exports and 

reaching now up to US$1.5 billion a year, while Colombia, due to the lack of 

appropriate infrastructure and high formal labor costs, continues to export only 

US$80 million in avocatos-hass and US$30 million in uchuvas. In short, better 

fiscal organization at the territorial level would provide great benefits in improving 

counter-cyclical effects of territorial expenditure, while providing new labor 

opportunities and diversifying badly needed export proceeds. 

 

IV.   Fiscal Rule prospects 

 

Government and Multilaterals have been of the opinion that the fiscal rule used 

by Colombia during 2014-2019 was useful in anchoring fiscal stabilization.  We 

have had a different view due to: i) never fulfilling the forecasts of reducing the 

public debt ratios;  ii) significant alterations in criteria related to computations 

related to gaps in oil and growth that govern the magnitude of the counter-cyclical 

impulse; iii) several uses of “scape-clauses” mentioning shocks from immigrant 

flows or “expenditure arrears” (used before the occurrence of pandemic); and iv) 

the absence of real anchor related to primary balances required to stabilize debt 

ratios. 
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As previously discussed, the “unpleasant simple arithmetic” shows that such 

fiscal rule never delivered fiscal stabilization: the ratio of Central Government 

Debt/GDP continuously escalated from 35% towards 52% during 2012-2019 (+16 

pps of GDP, at the rate of 2 pps per-year, even before the pandemic). 

 

There is a need to correct several accounting weaknesses regarding the “old-

rule” (suspended early in 2020) such as: i) not capturing the effect of debt-swaps 

extending “average-maturity”;  ii) allowing for payment of arrears either through 

below the line accounting or being inputted to previous years deficits in as much 

as 2% of GDP; and iii) not envisioning the effect of “vigencias futuras” (future 

budgetary obligations related civil-works) to the equivalent of 12% of GDP in NPV 

(with similar effects of the well-known pension-skeletons obligations).  What is 

needed is a comprehensive fiscal perspective to apply a “360-degree fiscal 

periscopic view” of past, present, and future obligations (Clavijo, 2020b; Blanco 

et al, 2020).  Once there has occurred significant deviations from objectives of 

debt stabilization, historical evidence shows that fiscal rules usually require 

important adjustments in order to regain relevance (Davoodi, et al. 2022). We 

sense that such targets should not be obscured by using net-mechanisms 

attached either to intergovernmental TES-holdings or effects of pension 

obligations, as had been mentioned in drafts of such Law. 

 

In 2021, the central government fiscal deficit reached 7% of GDP (see graph 5) 

and the primary balance of Colombia was -3.7% of GPD (see graph 6), which 

implies a deviation of 5.2 points of GDP with respect to the 1.5% of GDP surplus 

required to stabilize debt at 70%.   

Under the new Law 2155 of 2021, the Fiscal Rule would target the stabilization 

of the central government debt and the Decree 1717 of 2021 focus the 

instruments on the primary balance, while the Decree 1737 of 2021 provides 

more institutional autonomy to the Comité Autónomo Regla Fiscal (CARF).  Yet, 

we consider more appropriate to focus on the stabilization of the consolidated 

public debt (NFPS), given the key role played by public enterprises like Ecopetrol-

ISA, as previously discussed. 
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Political Economy and Structural Reforms (2022-2026) 

 

The well-known principles of the “Washington Consensus” (1989-2001) came as 

a result of years of discussion and practices among multilaterals, academics and 

policy makers.  Such Decalogue still is a set of useful guidelines in promoting 

competitive markets as the best manner to organize the provision of goods and 

services under democracy.   

 

We can summarize those guidelines as follow: i) at the fiscal level, tax increases 

should support the focalization of subsidies for those in need in areas such as 

health and education, as well as in the general provision of infrastructure, where 

privatizations could help in assuring debt sustainability; ii) at the level of external 

markets, it was recommended to maintain a competitive exchange rate (most 

likely through a floating system), and promoting free-trade by reducing tariffs and 

dismounting barriers to trade, all of which should help in attracting FDI in an 

environment of respect for property-rights and technology promotion; and iii) at 

the level of financial markets, the recommendation pointed towards maintaining 

positive real interest rates (avoiding the problems of “financial repression”) and 

adequate prudential regulations and supervision (see Williamson, 1989). 
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Implementing such principles proved difficult, especially in Latin America, as they 

require careful State coordination.  Nevertheless, it is hard to imagine that growth 

acceleration, social well-being, and debt sustainability could be reached under 

democracy without fulfilling those basic principles. 

 

Colombia, along with Chile and Peru, were good examples of “progressive 

policies” pointing in the direction of the “Washington consensus” during 2000-

2018 (before pandemic).  The “socio-economic North” was clear and somehow 

respected by most governments, showing significant improvements in poverty 

reduction, opening to trade and to financial markets, and even at the level of 

income-equality (although at a slower pace than required, see Clavijo, 2020a). 

 

Post-pandemic socio-economic progress in Latin America will required to transit 

through difficult political settings, where the lesson extracted by Blinder (2018) 

about complex relations between technocrats and Congress are useful to have 

in mind: 

1. Economist advising political parties should make extra-efforts to come with 

“one-voice” in order to avoid political confusion and to derail fixing opportunities. 

History shows that, by proposing “optimal policies” for the medium-term, 

technocrats tend to ignore the “frontier” of political possibilities” of the short-term.  

2. Once main objectives have been agreed upon, economist should “fine-

tune” the horizon of their proposal and make sure that it is compatible with the 

short-term impact that most Congress people tend to have in mind.    

3. In Colombia, the political strategy regarding structural adjustments could 

be characterized as “directional persistence”, meaning step-by-step progress.  

During 1968-2021, there are several examples showing that that has been the 

case in VAT-extensions, tax-income coverage, social subsidies focalization, and 

GINI reductions.  Lack of adequate nation-wide explanations about “the next-

step” have led to setbacks, as recently occurred with the well-thought-of fiscal 

package of the Duque Administration in April-2021, causing its withdrawal and 

the dismissal of the Minister of Finance. 

4. Anti-establishment feelings and the negative effects of pandemic-Covid 

will be demanding the best explanatory-logic and the more inclusive political 
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strategy of the new Administration of 2022-2026 in order to continue with this 

Colombian “persistent objectives” under a well-rooted democratic society, but 

phasing low operational capabilities due to parties-atomization. 

 

In the particular case of Colombia, it will be useful to re-assess the priorities 

regarding structural reforms over 2022-2026.  A practical way to think about them 

is to imagine a ratio called Beta = Social Return / Political Risk for each structural 

reform which is desired to be carried-out.  Although subjective, the exercise of 

computing such Betas should be useful in detailing pros/cons in different time 

horizons and to dimension the “political economy” strategy to pass such reforms 

in Congress.   Chart 3 depicts the result of such exercise for the period 2018-

2022 and chart 4 shows how those priorities change with respect to the previous 

period 2016-2018.   
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Covid-pandemic produced significant delays over Duque’s Congressional 

Agenda during 2018-2022.   Then it is likely that a new exercise of such Betas 

would show the convenience of initiating such structural reforms with a tax reform, 

with the objectives of the new fiscal rule in mind (as previously discussed).   World 

Bank (2021) and several Reports of Governmental “Misiones” (tax  in 2021 and 

labor in 2022) highlight how they are strongly related (see also Fedesarrollo, 

2021). 

 

Hence, the success of a labor reform reducing non-wage costs depends crucially 

on increasing tax collection.  Several attempts to reform the justice sector also 

failed, but passing them is crucial for all the economy and the consolidation of the 

peace process.  Finally, the pension reform appears in fourth place due to the 

fact that its socio-economic returns would only appear in a 5-10 year horizon, but 

in the short-run if faces high risks of being derailed in Congress, as has happened 

in the last two decades. 
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V. Conclusions 

 

This document has examined the macro-economic performance of Colombia 

before pandemic (2015-2019) and then assessed prospects over 2020-2024, 

with particular emphasis on fiscal stabilization.  

A long-term view allowed us to extract some of the fiscal characteristic of 

Colombia such as: i) directional persistence in tax and spending adjustments; 

and ii)  searching for modular effect (building-blocks), given a complex “political-

economy” that hear-cuts the proposed ambitious reforms.   

We then turned to carry-out some public finance simulations regarding the 

required fiscal balance stemming from additional social expenditure and tax 

revenue efforts.  There we found that, under scenario A (No additional taxation, 

but maintaining additional social expenditure), the debt ratio would rapidly 

escalate towards 64% of GDP by 2024.  In absence of signals of debt 

containment, Colombia could even experience problems of fiscal funding for such 

high deficits.  Under scenario C (tax revenue supporting additional social 

expenditure), public debt would still raise up to 65% of GDP, but providing signals 

of social and fiscal stabilization, in tandem with better growth and productivity 

prospects (MCHP, 2022b).  Finally, under scenario B (cuts in social expenditure 

due to absence of additional tax-collections) debt ratios would still climb to 64% 

of GDP, but giving signals of  fiscal deanchoring and social unrest by 2024. 

By highlighting public expenditure rigidities, associated mainly with 

decentralization and mounting pressure for social expenditure,  we also 

discussed prospects of the new Fiscal Rule (under Law 2155 of 2021) focusing 

on anchors related to debt-ratio targets and primary balance requirements.  We 

concluded with some recommendations regarding a “political economy” strategy 

in order to pursue several structural reforms under the new Administration of 

2022-2026, where computing a so-called “Social Betas” of such reforms could 

help in setting priorities. 
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