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FEATURED Q&A

What’s at the Root
of Colombia’s
Growing Deficit?

Colombian President Gustavo Petro has faced a widening fiscal deficit, and the country’s

highest court temporarily halted his decree to raise taxes without congressional approval. //
File Photo: Colombian Government.

Colombia’s Constitutional Court on Jan. 29 temporarily

suspended President Gustavo Petro’s recent emergency eco-

nomic decree to authorize tax hikes without approval from

Congress. Petro in December issued the decree, which was
intended to address Colombia’s widening fiscal deficit, after lawmakers
rejected a tax-reform bill aimed at raising approximately $4.45 billion in
tax revenue. How might the court’s decision to halt the economic emer-
gency decree, pending a review and final decision, affect Colombia's
fiscal health and macroeconomic profile? What factors have contributed
most to Colombia’s public deficit? What role will the affordability of
goods, services and borrowing costs play in Colombia’s presidential
election in May?

Renzo Merino, vice president and senior credit officer in
the Sovereign Risk Group at Moody's Investors Service:
“Throughout the Petro administration, Colombia’s courts
and Congress have acted as effective checks and balances,
a signal of institutional strength, at times constraining or moderating
proposed changes to the country’s economic model to ensure compliance
with the constitutional framework. The court’s suspension of the decree
is consistent with this institutional pattern. Even if implemented, the
decree’s tax measures would not be sufficient to narrow the fiscal gap
or stabilize debt dynamics. The decision underscores persistent delays
in achieving a credible structural fiscal adjustment. This has increased
risk premiums and domestic borrowing costs, limiting fiscal space as a
growing share of revenues is absorbed by debt service. These dynamics,

Continued on page 3

TODAY’'S NEWS

ECONOMIC

U.S. Pressure on
Cuba Harming
Human Rights

The U.S. military and diplomatic
campaign to block fuel supplies
to Cuba is having a severe impact
on Cubans’ human rights, the U.N.
human rights office said Friday.
Page 2

POLITICAL

U.S. Military
Boards Second
Tanker in
Indian Ocean

U.S. military forces boarded a
second sanctioned oil tanker,
linked to Venezuela, in the Indian
Ocean after pursuing it from the
Caribbean, the Pentagon said
Sunday in a social media post.

Page 2
POLITICAL
Guatemalan Gov’t
Lifts State of
Emergency

Guatemalan President Bernardo
Arévalo’s government on Monday
lifted its state of emergency,
which it had declared after gang
members killed 10 police officers
last month.

Page 3

Arévalo // File Photo: Guatemalan
Government.
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U.S. Pressure on
Cuba Harming
Human Rights: U.N.

The U.S. military and diplomatic campaign

of blocking Cuba’s fuel imports “is having an
increasingly severe impact on the human rights
of people in Cuba,” Marta Hurtado, spokesper-
son for the Office of the United Nations High
Commissioner for Human Rights, said in a
statement on Friday. Essential public services
in Cuba like water and public health systems
have been disrupted by the blockade, which
intensified at the beginning of this year in the
aftermath of the Jan. 3 ouster of Venezuelan
President Nicolas Maduro by U.S. military forc-
es, The Wall Street Journal reported. “Policy
goals cannot justify actions that in themselves
violate human rights,” Hurtado said. Is-
land-wide blackouts have occurred nearly every
day in recent weeks and food shortages are
widespread, The Wall Street Journal reported.
Cuba'’s government last week implemented ra-
tioning measures for the island’s dwindling fuel
stocks, creating a mandatory mobile app for
refueling appointments, the Associated Press
reported. Multiple drivers in Cuba told the wire
service this week that the state-run app is only
awarding appointments for refueling that are
scheduled weeks or months in advance. Amid
an unprecedented pressure campaign from
the U.S. government, external foreign support
for Cuba’s beleaguered power sector, which
relies on fuel oil for more than 80 percent of
electricity generation, remains distant. Spain’s
top diplomat said Monday that the Spanish
government would provide Cuba with human-
itarian aid in the form of food and sanitary
products, but that Spain would not send any oil
to the communist-run Caribbean island, El Pais
reported. Spain’s position toward Cuba mirrors
that of Mexico, which paused its oil exports to
Cuba last month and last week sent two ships
full of food aid to Havana. The U.S. government
has also sent limited humanitarian aid to Cuba
in recent weeks, including basic food staples
and solar lamps, The Wall Street Journal

reported. Humanitarian aid delivery in Cuba is
likely to be affected by the island’s severe fuel
shortages, the newspaper reported.

POLITICAL NEWS

U.S. Military Boards
Second Tanker
in Indian Ocean

U.S. military forces boarded a second sanc-
tioned oil tanker in the Indian Ocean after
tracking it from the Caribbean as part of the ad-
ministration of U.S. President Donald Trump’s
campaign against illicit oil linked to Venezuela,
the Pentagon said in a social media post on
Sunday. “The vessel tried to defy President
Trump’s quarantine—hoping to slip away,” the
Defense Department said in a post on social
media site X. “We tracked it from the Caribbean
to the Indian Ocean, closed the distance, and
shut it down,” it added. The Pentagon called
the action a “right-of-visit, maritime interdic-
tion” that targeted the Veronica Ill, adding that
it occurred “without incident.” It also posted
video online of troops boarding the vessel. The
Veronica Ill was flying Panama's flag and was
under U.S. sanctions related to Iran, the Associ-
ated Press reported, citing the U.S. Treasury
Department’s Office of Foreign Assets Control.
Panama’s Maritime Authority said Sunday in a
statement that the tanker was no longer regis-
tered in the Central American country, adding
that its registration had been canceled in 2024.
The ship left Venezuela on Jan. 3, the same
day that U.S. military forces captured the South
American country’s president, Nicolds Maduro,
according to tracking website TankerTrackers.
com. It was loaded with two million barrels of
crude and fuel oil, according to the website.
“Since 2023, she’s been involved with Russian,
Iranian and Venezuelan oil,” TankerTrackers.
com said in a post on X. The website’s founder,
Samir Madani, told the AP last month that

the site used surface-level photographs and
satellite imagery to document at least 16 oil
tankers that left Venezuela in violation of U.S.
restrictions. The U.S. military’s boarding of

NEWS BRIEFS

Rubio in Talks With Cuban
Government: Trump

U.S. officials including Secretary of State Mar-
co Rubio are talks with the Cuban government,
U.S. President Donald Trump said Monday,
Bloomberg News reported. “We're talking to
Cuba right now, and Marco Rubio is talking to
Cuba right now,” Trump told reporters. Trump,
who has intensified pressure against Cuba’s
government including through moves to restrict
its oil supply, said Cuba should “absolutely
make a deal.”

Peru’s Congress (o
Start Debate Today on
Impeaching President

Peru’s Congress is set to begin debate today
on a measure to impeach interim President
José Jeri in connection with influence-peddling
allegations, Agence France-Presse reported.
Dozens of lawmakers supportive of impeach-
ment allege that Jeri, who assumed the pres-
idency last October and is set to leave office
this July, improperly appointed nine people

to government positions, AFP reported. Jeri
denied allegations of wrongdoing in a televised
address on Sunday.

Mexican Automotive
Plants Seeing Shortages
of Grease, Lubricants

Ongoing Mexican government efforts to crack
down on fuel smuggling and tax evasion have
caused shortages of grease and lubricant at
some automotive plants in Mexico, sources
familiar with the matter told Bloomberg News
today. The shortages affect at least four major
car manufacturers with operations in Aguas-
calientes, Chihuahua, Coahuila and Guanajuato
states, the news service reported. Mexico's
energy ministry recently changed its guide-
lines for issuing lubricant import permits in
response to fuel-smuggling probes, Bloomberg
News reported.
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the Veronica lll came a week after U.S. forces
boarded a different sanctioned tanker, the
Aquila 1, also in the Indian Ocean after tracking
it from the Caribbean. That ship was being
held as U.S. officials decided on its ultimate
fate, an unnamed defense official told the AP
last week. The Pentagon did not say in its post
on Sunday whether U.S. forces formally took
control of the Veronica Ill. While the Veronica
Il was the second known oil tanker that U.S.
forces seized in the Indian Ocean, the U.S. mili-
tary has seized at least seven oil tankers in the
Caribbean, The Hill reported. After the capture
of Maduro on Jan. 3, U.S. Secretary of State
Marco Rubio said the United States would not
govern Venezuela, but he added that the Trump
administration would maintain an “oil quaran-
tine” on vessels heading to and departing from
Venezuela, The Hill reported.

Guatemalan
Government Lifts
State of Emergency

Guatemala’s government on Monday lifted its
30-day state of emergency, which it had de-
clared after last month'’s killing of 10 police of-
ficers by gang members, the Associated Press
reported. The state of emergency had allowed
authorities broader powers including the ability
to make arrests without warrants, the wire ser-
vice reported. Such powers will not be allowed
under reduced measures taking effect today,
but the government has not detailed what
those measures are. President Bernardo Aréva-
lo said Sunday that authorities had arrested 83
gang members during the state of emergency
and that reports of homicides and extortion
had fallen during that time as compared to

the same period last year. The president did
not provide details on how many crimes were
reported during the state of emergency, the
AP reported. Guatemala’s state of emergency
is in contrast to that of El Salvador, where
lawmakers approved extraordinary powers for
authorities to fight street gangs in March 2022
and have extended them ever since. “Arévalo
is not adopting [Salvadoran President Nayib]
Bukele's model: There are no mass arrests

FEATURED Q&A / Continued from page 1

combined with policies such as minimum
wage increases, risk adding inflationary
pressures that disproportionately affect
lower-income households. Since 2024,
Colombia’s fiscal position has weakened
due to structural spending rigidities, revenue
underperformance and a sharp increase in

¢G

Economic growth
has become depen-
dent on government
spending and house-
hold consumption.”

— Renzo Merino

interest costs. Legacy fiscal pressures, in-
cluding past fuel subsidies, have further con-
strained deficit reduction. However, the Petro
administration’s repeated overestimation of
revenue alongside higher current spending
has materially deteriorated public finances.
Economic growth has become dependent

on government spending and household
consumption, which is not sustainable in

the long term. Meanwhile, investment has
been weighed down by negative sentiment

and suspensions of trials” in Guatemala as
there are in El Salvador, Stephen McFarland, a
former U.S. ambassador to Guatemala, told the
Advisor in 4 Q&A pliblished Feb. 2.

Colombia’s Petro
Open to Rebels’
Proposal on Probe

Colombian President Gustavo Petro said
Sunday that he would agree to a proposal by
the National Liberation Army, or ELN, for an
independent commission to probe the rebel
group'’s alleged links to drug trafficking, the
Associated Press reported. The ELN’s leader,
Antonio Garcia, made the proposal in a video
released on Jan. 20. In it, Garcia said that the

amid heightened policy uncertainty. Ahead
of the elections, addressing the affordability
challenges caused by still-high inflation will
become a key issue for political candidates,
while government borrowing and policies
that support increased investment will
remain central to economic performance,
market confidence and Colombia’s macro-
economic and credit outlook.”

Jennapher Lunde Seefeldt,
associate professor of govern-
ment and international affairs
at Augustana University: “The
decree’s suspension signals continued
political and economic struggles in Colom-
bia. Debt accrued due to increased public
spending, reduced revenue from natural
resource sectors and security concerns that
demanded more funding. Macro-level growth
has been mediocre, and the tax system has
long needed reform. After the state’s fiscal
rule suspension in 2025, major global credit
rating agencies declared junk standing for
Colombia. These factors, coupled with in-
flation and high costs of living, have placed
economic concerns as a main priority for
citizens and political parties in the lead-up

Continued on page 4

ELN imposes a tax on cocaine traders but does
not itself operate cocaine laboratories or drug
trafficking routes, the wire service reported.
“The ELN has no relation to drug trafficking,”
Garcia said in the video, saying that the govern-
ment could verify the claim. In a post Sunday
on social media site X, Petro said he would
agree to the proposal and added that the agen-
cy that investigates the ELN's claim should be
“scientific and independent of governments,’
the AP reported. He added that the conclusion
should be delivered to the United Nations.

He also urged the ELN to support efforts to
replace coca with other crops in Colombia's
Catatumbo region. Petro has long accused the
ELN of profiting from drug trafficking, calling
the ELN leadership “drug traffickers dressed up
as guerrilla fighters.” [Editor’s note: See related

the Jan. 22 issue of the Advisor.]
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to the spring elections. A final decision that
upholds the decrees means more taxes for
citizens but a chance at closing the budget
deficit. If found unconstitutional, people
will pay more during a cost-of-living crisis.
It's a lose-lose situation, given that average
citizens cannot afford increases in taxes,
but they also do not want to cut public
services. Neither ruling solves Colombia’s
long-term economic problems, and the
upcoming presidential election is not likely
to help. Currently, Congress is comprised of
left- and right-leaning people and parties,
and is not terribly friendly with the Petro
administration. New coalitions or party
dispersion could offer a chance at fiscal
policy adjustment. A new president offers a
clean sweep through the cabinet, which as
of late has been unstable and controversial.
Tax reforms have historically been political
suicide, so the upcoming administration and
Congress will likely pursue other reforms.
The government needs to increase revenue,
but viable options are limited, and Colombi-
ans will suffer as a result.”

Richard Francis, senior director
of sovereign ratings at Fitch
Ratings: “Fitch Ratings down-
graded Colombia’s sovereign
rating in December on the back of large
fiscal deficits and a growing debt-to-GDP
ratio that is already above the ‘BB’ median's
54 percent. More importantly, we do not
believe that the next administration will be

able to achieve the three to four percentage
point adjustment needed for debt stabili-
zation over the next three years—no matter
who wins the presidency. We previously
forecast a central government deficit above
7 percent of GDP this year, which is higher
than the government’s 6.2 percent of GDP

¢G

Prior administrations
have faced a social
backlash against
proposed tax hikes
while the spending
profile is rigid.”

— Richard Francis

target. The Constitutional Court ruling that
temporarily suspended President Gustavo
Petro's recent emergency economic decree
to authorize tax hikes without approval from
Congress would be in line with our current
forecast. As noted, the next president will
face a challenging fiscal situation that would
likely take a combination of both spending
and revenue measures to stabilize the debt.
Prior administrations have faced a social
backlash against proposed tax hikes while
the spending profile is rigid with over 90
percent considered inflexible.”

The Advisor welcomes comments on its
Q&A section. Readers can write editor Gene
Kuleta.
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