/’gf’% Banco de la Reptiblica | Colombia

5

omos el banco central de Colombia

&

Effects of foreign participation in the colombian
local public debt market on domestic financial
conditions

Download Other Working Papers Keep in mind

The series Working Papers on Economicsiis published by the Office for Economic Studies at the Banco de la
Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the work by
researchers from the institution. This seriesisindexed at Research Papers in Economics (RePEC).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully responsible
for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein are those of
the authors and do not necessarily reflect the views of Banco de la Republica or its Board of Directors.

AUTHOR OR EDITOR Jose Vicente Romero Hernando Vargas Pamela Cardozo Andrés Murcia

The series Borradores de Economia (Working Papers on Economics) contributes to the dissemination and
promotion of the work by researchers from the institution. On multiple occasions, these works have been the
result of collaborative work with individuals from other national or international institutions. This seriesis
indexed at Research Papers in Economics (RePEc)

Publication Date: Monday, 11 of May 2020
The opinions contained in this document are the sole responsibility of the author and do not commit
Banco de la Republicaor its Board of Directors.

Abstract

Since 2014 the Colombian local public bond market experienced a substantial increase in the participation of
foreign investors due to a reduction of the tax rates on foreign portfolio investment returns and the increase in
the weight of Colombiain the JP Morgan GBI-GD. Some evidence is presented suggesting that the resulting
inflows reduced bond and loan interest rates and raised loan supply. Thereis aso evidence of an increased
sensitivity of local public bond yieldsto CDS and EMBI, although the influence of external financial conditions
on domestic lending rates has remained subdued. Finally, no evidence is found of a shift in the transmission of
domestic monetary policy shocks to public bond and lending interest rates after the increase in foreign
participation in the local bond market.
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