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Colombia: COP Thoughts 

 Some stylized facts about the COP 

I wanted to share with you some stylized facts about the recent behaviour of the 

exchange rate in Colombia, that although nothing really new, I think it's worth 

highlighting. 

Between 2010 and 2017 correlation between COP and oil prices was ~88%, 

which means that trade COP was similar to trade oil. (Chart 1) 

However, as of 2018, or even a bit earlier, this high correlation was lost and oil 

prices were no longer significant to anticipate COP behaviour (the correlation fell 

to less than 20%). (Chart 2) 

The natural questions would be: i) what happened? And ii) if oil prices are no 

longer key, is there other asset that can explain COP behaviour?. The answer to 

the two questions, I think, is quite complicated, however from the macro 

perspective, there are some stylized facts that may be relevant: First, oil prices in 

2018 hovered around government's projections (or even a bit higher), which 

brought calmness to market participants and made oil prices to stop being the 

reference, or measurement of government vulnerability. In other words, oil prices 

during 2018 ceased to be relevant for fiscal sustainability. This helps to explain 

the decoupling between COP and oil prices. 

Second, external noise due to geopolitics and populism, and uncertainty around 

FED normalization, led to the large portfolio managers pondering much more the 

global geopolitics when it comes to taking risk decisions. Thus, for example, the 

first half of last year, Colombia benefited from a new pro-market government, 

moving away from what could be happening in the neighborhood (Brazil, Mexico, 

Argentina…). However, in the second half of the year COP depreciated on the 

back of more complicated than expected government start, and calmer 

international environment (especially in the region). 

Thus, it seems that since last year the political risk factors, both domestic and 

external, have been much more relevant than the fundamental conditions or the 

dependence of commodities. In this way, the variable that can help explain the 

COP in the short term would be a country risk measure such as CDS 5Y (although 

not very liquid). 

Chart 3 shows that for at least the last 13 months, the behaviour of the CDS 5Y 

has been highly correlated with the COP movements. We could think that this 

relationship will continue in the near future. 

If the above is true, how could the COP projections be this year? I believe that 

despite all the external volatility of last year, Colombia risk was not significantly 

affected (see Chart 4). 
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In addition, with the Financing Law noise behind us (without saying that it was good, 

but it will increase the tax collection), better economic activity conditions, the possible 

sale of Ecopetrol and also the possibility that this company gives greater dividends to 

the government this year, fiscal risks are easing (at least in the short term). 

Additionally, Wednesday's impressive demand (of more than 6 times bid-to-cover) for 

Colombia's external bonds, shows that foreign appetite for Colombian debt continues. 

Therefore, although we should continue to expect significant volatility, the COP seemed 

at levels close to the short-term equilibrium and we do not think it will have much trend 

this year, only volatility, ending the year around 3120. 
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Chart 4 
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