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But I want to understand… 
 

 What factors drive the Colombian peso 
 What factors drive the prices and yields of 

Colombian bonds 
 What factors drive the prices of Colombian 

stocks 
 

 
 



Why do I want to know this? 
 

 
 

If I understand what drives these markets, I am in a 
better position to make investment decisions 

 
 

WHO WANTS TO BE COLOMBIA’S 
2RD RICHEST PERSON???? 

 
 
 



Lets first look at Latin America in 
General 

Between 2009 and 2013, 
which country delivered the 

best bond returns in Latin 
America in US dollars?? 



Look Carefully 



How is it possible….. 
 

 

 

 

That Venezuela, under the leadership of one of the 
most anti capitalist, anti market leaders of the 21st 

century delivered the best bond returns??? 
 

 
 



The answer……. 
 

 

 

Investing is fundamentally a relative game. Investors 
did not buy Venezuelan bonds between 2009 and 

2013 because they LOVED Venezuela. 
 

They bought Venezuela because they could not find a 

better return somewhere else.  

 
 
 



Everyone is looking for returns, and 
the first place they look is in the 

developed world 



Yields are low and even negative in 
the Developed World  

 



But they are also low in  emerging 
markets……in US dollars  

 



But how about local currency?? 
 

 



And how about some equity 
exposure? 



So how do I get this exposure? 
 

 
 
 

 

 

SELL BUY 
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Peso gains (until 22 May 2013) 



  
 

 
 

But what happened 
next?? 

 
 
 



  
 

 
 
 

 
 



  

Bernanke Taper Speech 
 

 
 



The first thing Bernanke did after the 
2008 crisis was……  

 



Free money shapes the world 
 

 



How do investors exploit the situation 
of “free” money? 

 

 

DERIVATIVES 
 
 



They use the carry trade 
 

 

 

• Instead of using your own money, you “borrow” 
money 
• The cost is almost zero 

• And then you buy the asset 
 
 



But you don’t actually borrow the 
money 

 

 

• You enter into a forward (or futures contract) 
• Which contains an embedded loan 
• And the loan interest rate is LIBOR 

 
• This means that private investors can borrow at 

the same rate as big international banks 
• Libor is currently .23% 
• So if you borrow $10,000 for 12 months, it will; 

cost $23 in interest.  
 
 



So how does it work?? 
 

• You enter into a forward (or futures contract) 
• Which contains an embedded loan 
• And the loan interest rate is LIBOR 

 
• This means that private investors can borrow at 

the same rate as big international banks 
• Libor is currently .23% 
• So if you borrow $10,000 for 12 months, it will; 

cost $23 in interest.  
 
 



  
 

• So, for the same cost as 23 songs on iTunes, you 
can borrow $10,000 for 12 months 
 
 

THAT IS CRAZY!! 
 

But wait…..it gets better! 
 

 
 



Most assets pay more than .23% in 
dividends and coupons 

 

 
 



AT&T is even better 
 

 
 



This explains……. 
 

 
 



So how does it work?? 
 

• A forward (or future) is a SYTHETIC contract that 
involves borrowing money for a specific time 
period (at Libor) and buying the asset 

• The contract future values the borrowing cost and 
present values the income flow (dividends for 
shares and coupons for bonds) 

• The Fed cutting rates has pushed forward prices 
below spot prices 

• So the market pays you for entering into the 
contract 

 
 



Example 1: S&P 500 
 

 
 



Example 2: 10 year US Treasuries 
 

 
 



Example 3: Crude Oil 
 

 
 



  
 

 

 

 

What does this mean for 
Colombia?? 

 
 
 



   • Borrow in US dollars at 0.23% 
• Convert into Colombian pesos (taking the FX risk) 
• Buy Colombian bonds (that pay 10% coupon) 
 
 



Colombian Bonds generally ignore 
Banrep  

 

What happens if .23% 
becomes 1.23%. 
Not so attractive! 



  
 

So what are the most 
important questions 
you should be asking 

now? 
 

 
 



What question is most relevant to 
Colombia TODAY? 

 

 

 

1. What is going to happen to Argentina? 
2. What is going to happen to Colombian inflation? 
3. When will the US Federal Reserve raise interest 

rates? 
 
 



Interest Rates are everything in 
financial markets 

 

 

 

1. The value of every financial is the present value of 
future cash flows 

2. When rates go down, valuations go up 
3. When rates go up, valuations go down 
4. Colombian peso assets will become less attractive 

and US dollar assets will become more attractive 
 

 
 



When is this expected to happen? 
 

 

 
 
 



But markets discount events 6/12/18 
months in the future 

 

  
 
 

US Treasury market was 
discounting Lehman Brothers 18 
months before it happened!! 



  
 

Bottom line: need to 
paying attention  

NOW 
 

 
 


