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Abstract

Transparency is often emphasized as a key element for central bank inde-
pendence and the effectiveness of monetary policy. Between 2018 and 2019,
the Central Bank of Colombia undertook a significant overhaul of its monetary
decision-making process, which led to significant changes in how the bank works
to design its monetary policy and communicate its outlook on the economy and
its interest rate decisions to the public. This paper assesses how these changes
may have impacted monetary transparency over time. To this end, we com-
pute the Dincer-Eichengreen-Geraats (DEG) Transparency Index (Dinger et al.,
2019) and the Central Bank Transparency-Inflation Targeting (CBT-IT) Index (Al-
Mashat et al., 2018) and find that the implemented changes led to an increase
in monetary policy transparency, which, to a large degree, closed the gap with
respect to the leading central banks with IT regimes and highest transparency
ratings.
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Abstract

La transparencia es un elemento clave para la independencia de la banca
central y la efectividad de la politica monetaria. Entre 2018 y 2019, el Banco
Central de Colombia emprendié una revisién significativa de su proceso de
toma de decisiones monetarias, lo que condujo a cambios importantes en como
el banco trabaja para disefiar la politica monetaria y la forma en que se comunica
y explica las perspectivas de la economia y las decisiones sobre las tasas de
interés al publico. Este documento evaltia como estos cambios han impactado
la transparencia monetaria a lo largo del tiempo. Para ello, calculamos el Indice
de Transparencia de Dincer-Eichengreen-Geraats (DEG) ( Dinger et al., 2019) y el
Indice de Transparencia para Bancos Centrales con Inflacién Objetivo (CBT-IT)
(Al-Mashat et al., 2018) y encontramos que los cambios implementados llevaron
a un aumento en la transparencia de la politica monetaria, que, en gran medida,
cerrd la brecha con respecto a los bancos centrales lideres con regimenes de
inflacion objetivo y las calificaciones mads altas de transparencia.
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1 Introduction

Since the late 1990s, the emphasis on transparency in monetary policy, particularly
in inflation-targeting (IT) central banks, has markedly increased (Dinger and Eichen-
green, 2007; Fornero et al., 2021; Dassatti and Licandro, 2023; Kostanyan et al., 2022).
In addition, the expansion of central banks” mandates and the evolution of their op-
erational toolkits, especially during the post-2008 Global Financial Crisis and during
the COVID-19 pandemic, have added layers of complexity and challenges to mone-
tary policy implementation, making transparency a crucial element of central bank
communications and forecasting and policy analysis systems.

Transparency, defined as reducing information asymmetry between policy-
makers and economic agents (Geraats, 2002), is crucial for ensuring accountability
and effective decision-making. As outlined in IMF (2023b) and IMF (2023c), trans-
parency not only involves the dissemination of information from the central bank
to its stakeholders but is also integral to the broader governance and accountability
framework of the central bank. In that sense, transparency encompasses dissemi-
nating relevant information and macroeconomic assessments made by the central
bank, allowing the public to better understand the context of monetary policy de-
cisions, improving monetary policy transmission, and strengthening central bank
accountability.

In this context, there have been several approaches to measuring transparency
over the last two decades. This document focuses on two of the most widely cited
in the recent literature. Firstly, the DEG transparency index proposed by Dincer and
Eichengreen (2014), which was later extended in Dinger et al. (2019) and Dincer et al.
(2022) and secondly in the Central Bank Transparency-Inflation Targeting (CBT-IT)
index proposed by Al-Mashat et al. (2018).

The DEG index provides a general framework to assess monetary policy trans-
parency. This index consists of five subindices capturing (1) political, (2) economic,
(3) procedural, (4) policy, and (5) operational transparency. The overall index equals
the sum of scores across all items. The most recent enhancements proposed in Dinger
et al. (2019) capture a more detailed procedural and policy transparency description.
All the questions in this index pertain to publicly available information in English.

On the other hand, the Central Bank Transparency-Inflation Targeting (CBT-IT)
Index proposed by Al-Mashat et al. (2018) establishes a granular analysis for assessing
transparency practices of inflation-targeting (IT) central banks. This approach is
especially pertinent in central banks” current uncertain environments. The CBT-IT
index covers three broad aspects consistent with the theoretical underpinnings of an
inflation targeting framework: (a) Transparency about Objectives, (b) Transparency
about the Forecasting and Policy Analysis System, and (c) Transparency about the



Policy Process. Thus, the CBT-IT Index establishes a benchmark for transparency
assessment, where no central bank is expected to reach the maximum score. In
addition, this approach is a handy tool for identifying factors that affect transparency
gaps in the different categories of the index and differentiating the transparency
levels among IT central banks.

In the context of central bank transparency assessment, its determinants, and
benefits, the contribution of this paper is twofold. First, we document the significant
changes in the central bank’s communication strategy and decision-making process
over the last five years, highlighting the essential improvements in monetary policy
communication in Colombia, including the changes made in the quarterly monetary
policy report, the publication of technical methodologies, relevant macroeconomic
information, and forecasts, and the discussion of the macroeconomic environment.
Second, we compute the DEG and the CBT-IT transparency indices for Colombia’s
central bank to assess how these changes in its communication and its forecasting
and policy analysis framework may have improved transparency measures.

The paper is structured as follows: Section 2 delves into the significance
and relevance of monetary policy transparency, discussing the methodological ap-
proaches to compute transparency indices and some of its limitations; Section 3
discusses the changes made to monetary policy decision-making and communica-
tion in Colombia over the last five years; Section 4 reviews the DEG and the CBT-IT
methodologies; Section 5 computes the indexes for Colombia and how they changed
over time as changes were implemented; Section 6 offers concluding remarks.

2 Literature review

2.1 The importance of central bank transparency and its measure-
ment

As pointed out by Freedman and Laxton (2009), two main factors underpin central
banks” drive toward greater transparency. First, there is a relationship between
transparency and the efficacy of monetary policy. Second, a direct connection exists
between transparency and central bank accountability.

For the first factor, there is evidence indicating that monetary policy is more
effective when central banks successfully influence market expectations, a key compo-
nent in policy transmission (Blinder, 2001)*. Dinger and Eichengreen (2007) suggest

1Some early empirical studies and surveys showed mixed results regarding the impact of central
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that central bank transparency significantly affects inflation and output variability.
However, the effect found in its preliminary study was relatively weak. Van Der Crui-
jsen and Demertzis (2007) find evidence that transparency helps fix private sector
inflation expectations in a group of developed economies. Kia (2017) also supports
the importance of central bank transparency in reducing the risk and volatility of the
money market in the US. Papadamou et al. (2014) conducted a study using a panel of
40 countries and found a positive relationship between stock price stability and the
level of transparency, measured by the Dincer and Eichengreen index (Dinger and
Eichengreen, 2007). Subsequently, in 2015, the same authors (Papadamou et al., 2015)
conducted another study using a panel of 23 emerging economies. They found that
a higher level of transparency makes the transmission channel of monetary policy
more effective. The authors suggest this could be because transparency helps the
public identify whether policy shocks are temporary or permanent.

More recently, Adrian et al. (2018) discuss the essential principles of trans-
parency in IT regimes and argue that transparency helps anchor long-term inflation
expectations by improving the efficacy of the monetary policy transmission mech-
anisms. In countries with transparent central banks, real interest rates of different
maturities adjust more rapidly to achieve the central bank’s inflation objectives. In
addition, endogenous adjustment of the exchange rate and financial asset prices be-
come important shock absorbers that help prevent the economy from falling into high
or low inflation traps. In short, transparency makes the transmission mechanisms
more effective. The success of an IT regime hinges on policy credibility and, specifi-
cally, if long-term inflation expectations are anchored to the target, reflecting a higher
level of credibility. Higher credibility makes it easier for central banks to meet their
inflation targets, as inflation expectations are a significant driver of inflation?.

Furthermore, Adrian et al. (2020) and Adrian et al. (2023) highlight the im-
portance of transparency in facilitating accountability and detailing central bank
performance and compliance with mandates. In addition, transparency is a pivotal
element in facilitating "more effective communication between central banks and
their various stakeholders, including lawmakers, news media, academics, and the
public." In that sense, transparency helps central banks adjust their communica-
tion tools, channels, and messages to the needs of the targeted audiences, reducing
uncertainty and contributing to better policy choices (Adrian et al., 2023).

Finally, a comprehensive meta-analysis by Cepeda et al. (2023) reveals that
central bank transparency boosts policy effectiveness by 69% in foreign exchange
interventions, 59% for capital inflows, and 14% in conventional policy. In this regard,
improvements in monetary policy frameworks—especially those enhancing central

bank transparency (Geraats, 2002; Van Der Cruijsen and Demertzis, 2007).
2See Al-Mashat et al. (2018) for a discussion on this point, and Van Der Cruijsen and Demertzis
(2007) for empirical evidence.



bank independence and transparency—and better communication strategies can in-
crease the proportion of forward-looking learners in the economy, thereby boosting
monetary policy effectiveness (Dincer et al., 2022). In addition, there is a close link
between monetary policy transparency, as conducted by inflation-forecast-targeting
central banks, and the anchoring of inflation expectations (Ascari et al., 2017; Bems
et al., 2021; IMF, 2023d).

The second factor relates transparency to accountability, which is closely linked
to central bank independence. As mentioned Dincer et al. (2022), openness about the
basis and justification for their decisions is a way for central bankers to explain how
their actions are consistent with that mandate. Transparency is, in this sense, integral
to their autonomy and independence. Adrian et al. (2018) distinguish between formal
and informal accountability. Both forms enhance the monetary authority’s impact
on expectations and credibility. Formal accountability involves the central bank’s
relationships with government entities or parliament, while informal accountability
encompasses the bank’s duty to explain its intentions and actions to the public.
This includes clarifying its goals, how its actions align with these goals, and the
reasoning behind any shortcomings. In addition, as mentioned by Dinger et al.
(2019), transparency can help sustain support for the central bank’s independence
and is a way of solving time inconsistency problems. In sum, transparency is crucial
for independent central banks to explain how their actions are consistent with their
mandates and, over time, foster accountability. In turn, accountability reinforces
independence, a virtuous cycle.

2.2 The limits of central bank transparency

Despite the apparent consensus on the significant benefits of transparency, some
literature has pointed out some limitations. Morris and Shin (2002) and Angeletos
and Pavan (2007) highlighted the risk of private agents overreacting to public in-
formation, magnifying its potential inaccuracies and underestimating the value of
private information. The overreaction in these models occurs due to the incentives
for agents to coordinate their actions, as it is beneficial not to deviate too much from
the majority in specific environments, such as when investing in new sectors that
require a high volume of aggregate investment to be profitable.

Building on these arguments, Walsh (2007) and Cornand and Heinemann
(2008) proposed the concept of an optimal intermediate level of economic trans-
parency. They suggested that the central bank should disseminate information to a
select group of agents rather than all to ensure that private agents’ expectations are
more accurate on average while minimizing the impact on higher-order expectations.

Cukierman (2009) also discussed the limits of transparency from two perspec-
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tives. First is feasibility, as central banks find it difficult to be transparent about
potential output due to limited knowledge and high uncertainty. Second, there is
convenience and an optimal level of transparency. The author suggested that while
there is consensus on the benefits of total transparency in cases such as the inflation
target or the relative weight of objectives (output vs. inflation), there is no consensus
on issues like the output target, economic shock forecasts, and disagreements within
the Monetary Policy Committee due to the trade-off between transparency and the
possibility of effectively responding to potential issues.

Van der Cruijsen and Eijffinger (2010) provided empirical confirmation using a
panel of around 100 central banks. They found a non-linear relationship between the
degree of transparency and the persistence of inflation, underscoring the existence
of an optimal intermediate level of transparency and warning against high levels
of transparency that could lead to information overload in the markets, increasing
confusion and uncertainty.

In conclusion, the literature suggests that there may be a virtuous cycle among
transparency, accountability, independence, and the effectiveness of monetary policy.
However, this does not mean that more transparency is always desirable. There are
limits to transparency that are worth keeping in mind, such as the adverse effects of
some information on markets and the institutional arrangements in which the central
bank operates. In addition, as described in Section 4, the different methodological
approaches focus on particular aspects of transparency, and there may be variations
on transparency aspects that these measurements may ignore.

3 Changes in the Monetary Policy Report and commu-
nication at the Central Bank

In 2018 and 2019, Banco de la Reptblica significantly reviewed its monetary policy
decision-making process. This process is the sequence of activities performed by
the staff in interaction with the Monetary Policy Committee (MPC) that leads to (i) a
monetary policy interest rate decision by the MPC, (ii) a policy recommendation to
the MPC written by the staff; (iii) the Monetary Policy Report (MPR)?, and (iv) a set
of communication instruments through which the MPC seeks to explain its decisions
to the public and the staff presents its outlook on the economy.

3The MPR is a document of the staff and not of the MPC. This process may be in part due to the
institutional arrangement of Colombia, in which the finance minister is part of and presides over the
MPC. The MPC members may disagree with the staff’s forecast and views



During the process, which lasts about two months each quarter, the staff
answers four questions: (1) what is the initial state of the economy (e.g., inflation
above target, positive output gap, and contractionary stance of monetary policy),
and what are the shocks that have led us to this point?; (2) given the initial state of
the economy, forward-looking assumptions on exogenous variables, and new high-
frequency information, what is the forecast for the economy?; (3) what is an interest
rate path that, given the answers to (1) and (2) would make the economy converge to
the goals in the mandate of the central bank, that is, inflation getting to target (3%)
and output being at its long-run, sustainable level, in a horizon of two to three years?;
(4) what are the risks around the forecast, and how would they affect the adjustment
of the economy and the required monetary policy response?

The process of re-engineering had several goals. First, it improved the quality
and depth of the staff’s economic analysis for the Board, thus helping the MPC
have better input and foundations to support its decisions. Second, it provided
markets and agents in the economy with more timely, relevant information and a
more detailed perspective of the economy. Finally, these changes focused on better
explaining monetary policy decisions to the general public.

All these goals would result in the ultimate objective of increased central
bank credibility and, consequently, a better transmission of monetary policy to the
economy over time.

The following were the main changes implemented as a result of the review
of the decision-making process:

1. Reduction from 12 to 8 meetings per year in which the MPC would consider
changing interest rates. This change gave the staff more time to process new
information better, understand its implications in terms of the four questions it
aimed to answer, and also have time to work on longer-term issues, improving
existing tools and models and developing new ones. Moreover, most central
banks with IT schemes have 8 MP meetings or fewer (See Appendix A.4), so this
change would move Banco de la Republica closer to the practice of its peers.

2. Changes in the way the MPR, macroeconomic information, and forecasts are
presented. Before 2019, the MPR gave detailed information on observed data
and explained the economy’s recent behavior. At the same time, it offered a
forecast for inflation and GDP growth, which was presented graphically but not
numerically. The report needed to be written prospectively. After October 2019,
the report started to be written around the staff’s forecast and much less about
recent events, becoming more forward-looking. In addition, the report began
to present, publicly, numerical forecasts for more key variables (GDP growth,
output gap, headline inflation, core inflation, food inflation, the current account,
among others) and also values for key assumptions on external variables (e.g.,
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oil prices, of the FED’s rate) and for unobservable variables such as potential
GDP growth and the real neutral interest rate, which are central to determine
the monetary policy rate.

3. Change in the structure of the MPR. The different sections changed to reflect
the new forward-looking nature of the report so that Chapter 1 would contain
a forward-looking overview of the likely evolution of the economy for the next
two years, while Chapter 2 would develop in detail the forecast for inflation,
economic activity and the different components of aggregate demand, and a
discussion of the risks around the projected central scenario. The information
about observed data, which made up the bulk of the previous report, was
relegated to Chapter 3.

4. Information about the interest rate path implicit in the forecast. The staff
introduced a section in the MPR in which there is a qualitative comparison
between the interest rate path implicit in the staff’s forecast and the interest
rate path expected by the median analyst survey by the central bank in its
Monthly Expectations Survey. This addition had the purpose of being able to
tell a complete macroeconomic story and some indication of the implications
for monetary policy without explicitly putting the interest rate path of the staff’s
forecast, which could be wrongly interpreted by the public as forward guidance
or that could be in disagreement with the MPC members’ assessment of the
economy and the appropriate monetary policy response.

5. Change in the communication scheme. The MPC decided to change the bank’s
communication of monetary policy decisions. The goal was to release infor-
mation more timely to markets, better explain its decisions and views, and the
staff’s outlook on the economy. Specifically, if the MPC meeting occurs on busi-
ness day ¢, the communication instruments and their times were defined to be
the following?*:

* Press conference of the central bank’s Governor and the Finance Minister
on day ¢
* Publication of the staft’'s MPR t + 2
¢ Publication of Board’s minutes t + 3
¢ Public presentation of MPR by the chief economist ¢t + 4
Before the changes, the staff’s MPR would not have a pre-defined release date,
and delays that ranged from 15 to 45 days were published. This delay meant

that the report would be outdated as new information came out and, as some
evidence in (Melo et al., 2022) suggests, made it of little informational value.

4The timing of some these communication instruments was initially slightly different, but they
changed as the bank fine-tuned its process



Also, the MPR could be written after the MPC meeting to contain differences
concerning the analysis that the staff presented to the MPC. Regarding the
minutes, the release delay was shorted from 8 business days to 3. Finally, the
public presentation of the MPR was a new instrument to explain better the
staff’s assessment and outlook on the economy.

6. Change in the activities and meetings schedule leading to the MPR. Finally,
the shortened times for writing and releasing the MPR, plus the need to better
explain the forecast and its changes to the public, required a redesign of the
schedule of meetings in which the staff prepares the forecast and receives
feedback from the MPC. The success of the process required strict adherence to
a tight schedule, which would be determined around the release of crucial data
(mainly GDP and inflation) and constrained by the dates of the MPC’s decision
meetings. Figure 1 presents a timeline of the quarterly process, and Figure 2
contains a list of all meetings and their purpose.

In sum, reviewing the decision-making process for monetary policy decisions
resulted in a change in the timing and instruments of communication used by the
Board and the staff. The MPR and minutes are released to the public more timely,
and an MPR that is more forward-looking contains critical information on numerical
forecasts, assumptions, and key variables. In addition, in the MPR, the public reads
the same document that the MPC received from the staff>. Even though increasing
transparency was not the main objective of the review, all these changes should be
reflected in increased transparency measures.

Furthermore, during the last few years, the staff has built new models Guarin
etal., 2020, tools for describing and measuring the balance of risks (Méndez-Vizcaino
et al., 2021), and has published the corresponding papers, which, besides improving
the quality of the analysis in the MPR, make public the details of some of the tools
used by the staff in writing the report, and may also result in improved transparency
measures.

In section 5, we compute the transparency indexes of section 4 to measure
how all the changes that we have described that the central bank undertook may
have impacted transparency, which, as shown by (Cepeda et al., 2023) is positively
related with better transmission of monetary policy.

*Only some parts of the report are not made public: the staff’s recommendation, the exact interest
rate path, and some risk scenarios

10



sanuIA

e[ 9p OdURg :92INO0G “I0}edTPUI SULIOIUOW ITWOUODH =TI sx

adqad

UOISSNOSIC]
OLIEUADG [eUa))

suonejuasard
agad

UOEPUIWLIOIY ISR
‘Jog ‘oLreuadg

[enua)y

uoneIuAsaI sSuneaw [— suonIpuo) suondumssy
MdN JJeIS [edTuya ], g [eniug TeusaIXy
_ uonedrjqnd ,mﬁmE 7 A
T f -
e 0qe] ” o | LSl |
; N Y v v i v 2
— THooM _ _ PoPOM | €M _ Pom _ oM _

€ YJuoN T YjuoiN

suonejuasard
agad

agad

UOHEPUIIIOdFY

uoneIUAsAL ] pIg

SIARRUINY

‘dog
‘OLIEURIG

uoneuLsaI] pug

UOISSNDSI(]

OLIRUROS [eUa)
OLIBUDDG

UORRJULSAL] 3ST

[enua) [enu
= S
s8uneaw Jog pue SjuPIWOD) oureuDg suonIpuo) uondumssy
JJeIG (eI ], SoAReUIY ygad [enue) Tenng [ewrayg
JENE , *WEZ ﬂ e , d
uonedrqnd 10qe] : wINH _ * 1dl * 1D * oqe * ' as
sonsnels Z T
- Y ¥ W M - Y :
_ 790M £99M _ T _ TRIM $30oM _ £199M _
T uoN 0 YuoNL

ssa201d Sur)SLd3I0J DTUWIOU0DI0IIEIA

§59001,] SURSEII0] PUE SISA[EUY JIIOUOIIODEI

‘eor[quday

KaaIng apei], AIUO =GN “xopur uononpoid rergsnpuy =[J[ 230N T 2In3L]

11



Time before the nearest BRBD

Meetings (#) meeting/time before the the Details
publishable MPR
The relevant topics between the TS and BRBD are addressed
Major Topics BRBD t-6 weeks / t-10 weeks during the forecast round, and a medium-term research agenda
is defined.
TS defines relevant topics and delegation of tasks to address:
Major Topics Technical Staff t-4 weeks / t-8 weeks them during the forecast round, as well as defines the research|
agenda.
Neutral real interest rate methodological updates t-4 weeks / t-8 weeks Presentation of methodological advances of the neutral interest
rate observatory.
. . . Presentation of methodological advances of the output gap and
Output gap and potential GDP methodological updates t-4 weeks / t-8 weeks potential GDP observatory.
1st BRBD presentation: Data Update t-4 weeks /t-8 weeks :FS presents the most recent information and economic
indicators.
©ocal financial conditions t 4 weeks /.8 weeks TS shqws the monitoring and presentation of the Colombian
financial market update.
. TS presents the external context and assumptions of the external
External Assumptions 3 weeks /t7 weeks variables relevant to the forecast for a horizon of 8 quarters.
Short-run CPI forecasts 13 weeks /7 weeks Presentanqn am?i discussion of short-term forecasts (3 quarters
ahead) for inflation.
GDP Nowecast -3 weeks / -7 weeks Presen‘ta‘hon and discussion of short-term economic activity
forecasts (12 quarters ahead).
Neutral real interest rate results -3 weeks / t7 weeks Presentauon and definition of the locel.an.d external neutral
interest rates relevant for general equilibrium models.
Output gap results (Nowcast) 3 weeks / t7 weeks Presentation and discussion of the short-term output gap

estimation.

Discussion of the current state of the economy, relative prices,
Central Scenario t-2 weeks / t— 6 weeks construction of the central scenario, discussion of judgments,
and definition of the macroeconomic forecast for 8 quarters.

2nd BRBD presentation: Central scenario t-1 weeks/t-5 weeks Presentation of external assumptions, short-term forecasts, and
the central scenario of the forecast for 8 quarters.

Discussion with the BRBD about the forecast scenario:

Central scenario discussion BRED 1 weeks /45 weeks discussion of judgments, risks, and definition of alternative
scenarios.
BRBD comments 1 weeks/ £5 weeks Review of tl?e comments from the BRBD on the ‘central scenario
and discussion of the risks for defining alternative scenarios.
Alternative scenarios t-1 weeks/ t-5 weeks Construction of alternative scenarios that account for possible
deviations and risks from the central scenario.
Balance of payments t-1 weeks/ t-5 weeks Discussion of the balance of payments projection.
2nd BRBD presentation: risks and BoP t-4 days/ t-4 weeks Pres:eqtahon of qltemanve scenarios that account for pOSSIbl,e
deviations and risks from the central scenario and presentation
of the balance of payments forecast.
. Reading of the recommendation on the monetary policy interest
Recommendation t-2 days/ t- 4 weeks rate by the TS to the BDBR.
External Assumptions t-3 weeks Update of the external context and assumptions of the relevant
external variables for the forecast over an 8-quarter horizon.
Short-run CPI forecasts t-3 weeks Update and discussion of short-term forecasts (3 quarters ahead)
for inflation.
GDP Nowecast 3 weeks Update and discussion of short-term economic activity forecasts
(12 quarters ahead).
Output gap results (Nowcast) -3 weeks Update and discussion of the short-term output gap estimation.
Central Scenario 2 weeks Update on the current state of thg economy, relatlye prices,
construction of the central scenario, discussion of]udgments,
and definition of the macroeconomic forecast for 8 quarters.
Risk balance t-1 weeks Construction of predictive densities that capture the balance of
risks on the forecasts of the central scenario.
Balance of payments t-1 weeks Update and discussion of the balance of payments projection.
4th BRBD tation: tral i date, risk . I . -
presentation: Central scenario update, ris| t-1 weeks Presentation of the central scenario, its possible variations and

balance and BoP projection risks, and discussion of the balance of payments forecast.

Discussion with the BRBD on the forecast scenario: discussion of|

Central scenario discussion BRBD t-1 weeks judgments and risk balance.
Review of the BRBD comments on the central scenario, the risk
BRBD comments t-1 weeks balance, and discussion of the monetary policy
recommendation.
. Reading of the recommendation on the monetary policy interest
Recommendation t-2 days rate by the TS to the BRBD.

Figure 2: Note: TS reefers to the technical staff, and BRBD stands for Banco de la Reptblica Board.
Source: Banco de la Republica.
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4 How to measure central bank transparency?

There have been several approaches to measuring transparency over the last twenty
years. However, in this section, we focus on two of the most widely cited in the recent
literature from which this section borrows. Firstly, the methodology proposed by
Dincer and Fichengreen (2014), which was later extended in Dinger et al. (2019) and
Dincer et al. (2022), and secondly in the CBT-IT index proposed by Al-Mashat et al.
(2018). In this section, we briefly discuss these methodologies that will be later used
to evaluate the central bank communication changes discussed in Section 3.

4.1 The DEG Index

The Dincer-Eichengreen-Geraats (DEG) Index (Dincer and Fichengreen, 2014; Dinger
et al., 2019; Dincer et al., 2022) consists of five subindices capturing (1) political, (2)
economic, (3) procedural, (4) policy, and (5) operational transparency, with each
subindex consisting of three items that receive a score of 0, 1/2, or 1. The DEG index
equals the sum of scores across all items, ranging from 0 to a maximum score of 15.

In the DEG Index, political transparency refers to openness about monetary
policy objectives involving a formal statement of objectives, an explicit prioritization
in case of multiple goals, quantifying the primary objective(s), and explicit institu-
tional arrangements. Economic transparency focuses on the economic transparency
focuses on the economic information employed for monetary policy. This subindex
includes economic data, the model of the economy the central bank employs to con-
struct forecasts or evaluate the impact of its decisions, and the internal forecasts
(model-based or judgmental) that the central bank relies on (Dinger et al., 2019).

Procedural transparency concerns the way monetary policy decisions are
made. It involves an explicit monetary policy rule or strategy that describes the
monetary policy framework, an account of monetary policy deliberations, and how
the monetary policy decision was reached. Policy transparency means prompt dis-
closure of monetary policy decisions. It includes an explanation of the decision and
an explicit policy inclination or indication of likely future policy actions. Finally,
operational transparency concerns implementing the central bank’s monetary policy
actions. Itinvolves a discussion of control errors in achieving its main monetary oper-
ating target(s) and (unanticipated) macroeconomic disturbances that affect monetary
policy transmission—furthermore, the evaluation of the macroeconomic outcomes
of monetary policy in light of its objectives.

Although this index has proved highly useful, it does not allow differentiat-
ing between various types of inflation-targeting central banks and the state of their

13



forecasting and policy analysis systems. For example, as shown in Figure 3, when
comparing exchange rate regimes and monetary policy frameworks (IMF, 2023a), it
is clear that the DEG transparency index clearly distinguishes the different trans-
parency levels across different monetary regimes. °. However, it does not necessarily
differentiate between various types of inflation-targeting central banks and the state
of their forecasting and policy analysis systems.
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Figure 3: The graphs show the scores of the DEG Index for several countries (y-axis) vs. their
exchange regime and monetary policy frameworks. Authors’ computations based on Al-Mashat et al.
(2018). Source: Data from Dincer et al. (2022); IMF (2023a).

4.2 The CBT-IT Index

The CBT-IT Index, conceived by Al-Mashat et al. (2018) in 2018, is explicitly tailored
for inflation-targeting (IT) central banks, providing a better distinction of the ma-
turity of forecasting and policy analysis systems across inflation-targetting central
banks. This index stands out as it encompasses financial stability issues within its
analytical framework. Adhering to inflation-targeting transparency principles, the
CBT-IT Index establishes a benchmark for transparency assessment, where no central
bank is expected to reach the maximum score. Consequently, this makes it a handy
tool for identifying gaps and differentiating the transparency levels among IT central
banks. Some interesting applications of the CBT-IT index are Al-Mashat et al. (2018)
for the Czech Republic, Fornero et al. (2021) for Chile, Dassatti and Licandro (2023)
for Uruguay, and Kostanyan et al. (2022) for a group of IT central banks.

The CBT-IT index assesses transparency in inflation-targeting (IT) central
banks, including FPAS and non-FPAS banks. These banks generally place a high

¢To further distinguish between more "developed" or higher-ranked inflation-targeting central
banks, we separate them into the category of "inflation forecast targeting." These countries include
Sweden, New Zealand, Hungary, Czech Republic, Israel, Norway, and Chile.
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emphasis on transparency and accountability as key to achieving their policy goals.
In the particular case of FPAS central banks, these institutions present a macroeco-
nomic forecast structured in the form of a baseline forecast developed through an
analytical process that provides a precise reference for transparent communications
(see Kostanyan et al. (2022)).

Under this framework, the CBT-IT index comprises 20 key variables organized
into three main categories. These categories address IT central banks’ specific needs
and challenges, ensuring a thorough and relevant evaluation of their transparency
practices. Each sub-category (different questions) corresponds to one point. The
maximum (perfect) score a central bank can receive is 20, corresponding to the sum
of the sub-components. The index is composed of three blocks as follows:

A. Transparency about Monetary Policy Objectives (4 Points). In this section,
the CBT-IT methodology tries to specify if the central bank clearly states its policy
objective and if this information is easily accessible to the public. Particularly, it aims
to clarify the following elements regarding monetary policy objectives:

1. The central bank’s primary objective should be controlling inflation. A perfect
score requires a specific inflation target. If not, the bank should clearly define
its inflation range and explain how this range guides policy decisions.

2. For banks with dual mandates, inflation must be the primary goal. Other goals
like output and unemployment should align with inflation control.

3. Financial stability should not overshadow price stability. Banks focused on
financial stability need adequate tools without compromising their inflation
goals. Banks without this mandate should explain how they consider financial
stability in their decisions.

B. Transparency of FPAS (9 Points). This section focuses on the Forecasting
Analysis and Policy Systems (FPAS) in an inflation-targeting central bank. It focuses
on whether the central bank has a clear FPAS with transparent policy decisions and
processes. In addition, it evaluates if data and models are openly available and
replicable. Explicitly, it aims to evaluate the following elements:

1. All data influencing decisions, including financial indicators, should be pub-
lic. The main quarterly projection model must be accessible, with detailed
documentation for public replication.

2. Policy rate forecasts should include confidence bands, indicating that forecasts
employ current information and are subject to change.
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3. Alternative scenarios should be as clearly presented as the baseline, detailing
the FPAS’s approach to forecasting risks and potential policy directions.

4. When forecasts are updated, the reasons for these changes should be commu-
nicated.

C. Transparency of Policy Process (7 Points). This section assesses if the
policy and detailed decision-making process is communicated clearly, timely, and
comprehensively. It centers on the following elements:

1. After announcing policy decisions, the central bank should hold a press con-
ference to explain the decision and the economic factors influencing it. This
information should be made accessible to various audiences. Minutes and
related materials should be published, and the press conference should be
available live and recorded.

2. Regular meetings with market analysts should be held to discuss the forecast,
its rationale, and associated risks.

3. Publishing detailed minutes and voting results from Board meetings is crucial
for transparency, showing the deliberations that led to decisions.

4. The policy framework should be reviewed periodically, ideally by external and
independent bodies.

Figure 4 summarizes the main differences between the DEG index and the CBT-
IT indices. While the DEG index provides a comprehensive overview of transparency
across various dimensions, the CBT-IT index offers a nuanced analysis tailored to
inflation-targeting central banks, focusing on FPAS. These indices present a holistic
approach to understanding transparency in modern central banking. As we evaluate
the communication changes within Colombia’s central bank in Section 3, the insights
gleaned from these indices will serve as a foundational lens through which we will
evaluate the recent enhancements in transparency. The forthcoming analysis will
not only illuminate the significant strides made by Colombia in this domain but also
position its achievements within the global panorama of central bank transparency.
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(2013)

Dincer-Eichengreen-Geraats (2022)

CBT-IT Index Al-Mashat et al. (2018).

It is applied to several monetary policy and
exchange rate regimes.

Applied to several monetary policy and
exchange rate regimes.

Designed specially for IT central banks

It does not cover financial stability issues.

Focuses on monetary policy. It does not
cover financial stability issues.

Covers financial stability issues

It does not go into depth about how they
use forecasts to communicate monetary

Tighter criteria for procedural transparency.
More demanding criteria with respect to

Includes the role of the forecast, forecasters
and policy-makers in policy-making

for- ward guidance about the likely timing,
direction, size, or pace of future monetary
policy actions. Does not go into depth
about how they use forecasts to
communicate monetary policy

policy.

Inflation-forecast-targeting central banks
are close to a maximum score of 15.

It is not very useful for identifying
transparency gaps.

Inflation-forecast-targeting central banks
are close to a maximum score of 15.

It is not very useful for identifying
transparency gaps.

Uses IFT transparency principles to design
the new index

No central bank would be close to the
maximum score

Useful for identifying transparency gaps

Figure 4: Based on Dincer and Eichengreen (2014); Dincer et al. (2022); Al-Mashat et al. (2018);
Kostanyan et al. (2022).

5 Computing transparency Indices for Colombia

The previous methodologies provide helpful approaches to assess the changes in
central bank communication strategy over the last five years. Notably, they provide
clear metrics to assess in which areas there have been specific improvements and how
these changes translate into a more transparent monetary policy-making in Colombia.
The results of both methodologies are presented in the following subsections.”

5.1 The DEG Index for Colombia

The trajectory of Colombia’s score on the DEG transparency index over the past few
decades illustrates the Central Bank’s improvements in the transparency of its oper-
ational framework. As shown in Figure 5, the DEG index showed low transparency
at the close of the 1990s. Nonetheless, the index reflects gradual yet significant im-
provements in transparency practices. By the early 2000s, this score had doubled to
approximately 6, evidencing early efforts to improve openness in monetary policy

"The detailed questionnaires for the two methodologies are shown in AppendixesA.1 and A.2.
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operations. The momentum of these reforms continued, with the score reaching eight
around the 2010s. It is essential to consider that the DEG index only considers infor-
mation published in English, and the translation of the reports and communiques
only started during these years.

However, the most notable surge in transparency occurred in 2019, when the
score leaped to 11. Thisjump canbe attributed to substantive changes in the monetary
policy report alongside the publication of central scenario forecasts, comprehensive
risk assessments, and the core models used by the central bank. These enhancements
signify a pivotal shift in the bank’s approach to transparency, aligning more closely
with global best practices and providing stakeholders with deeper insights into the
bank’s decision-making processes and economic outlook.

12
1

10

Figure 5: The graphs show the scores of the DEG Index for several countries during 2019 and
Colombia for both 2019 and an updated version for 2022. Source: Data from Dincer et al. (2022) and
authors’ computations for the Colombia index in 2022.

The analysis of the DEG index’s components reveals that this remarkable
improvement in Colombia’s transparency score is predominantly due to increased
economic transparency, as presented in Figure 6. This dimension encompasses the
clarity and availability of economic data, models, and forecasts that underpin mon-
etary policy decisions. The Central Bank of Colombia has substantially reduced
information asymmetry between policymakers and economic agents by openly pub-
lishing its central scenario forecasts and the models guiding its policy analysis.
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Figure 6: The graphs show the scores of the DEG Index for several countries during 2019 and
Colombia for both 2019 and an updated version for 2022. Source: Data from Dincer et al. (2022) and
authors’ computations for the Colombia index in 2022.
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Figure 7: The graphs show the scores of the DEG Index for several countries during 2019 and
Colombia for both 2019 and an updated version for 2022. Source: Data from Dincer et al. (2022) and
authors’ computations for the Colombia index in 2022.

As illustrated in Figure 7, the transparency scores computed by Dinger et al.
(2019) for 2009 set a benchmark against which the remarkable progress made by
Colombia in 2019 and 2022 can be measured. With the score increasing from 8 to 11,
Colombia has ascended in its ranking position, reflecting a significant enhancement
in its transparency practices. This improvement is further contextualized in Figure
8, which compares the average scores of the DEG index across several countries.
Initially positioned below the mean, Colombia has moved slightly above the average.
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Figure 8: The graphs show the scores of the DEG Index for several countries (y-axis) vs. their
exchange regime and monetary policy frameworks for 2019 given data availability. Colombia DEG
idex score correspond to 2019 and 2022. Authors’ computations based on Al-Mashat et al. (2018).
Source: Data from Dincer et al. (2022); IMF (2023a).

5.2 CBT-IT results for Colombia

Regarding the CBT-IT, we compute this index for the last five years, from 2017 to
20228. As shown in Figure 9, there has been a significant improvement in the CBT-IT
index since 2019. Notably, the changes introduced in 2019 in the Monetary Policy
Report improved transparency, particularly as the primary economic data relevant
to the conduct of monetary policy publicly and forecasts were made available in a
downloadable format from the central bank’s website. In addition, the central bank
started to present its regular forecast updates with the Q&A session to journalists,
analysts, and market participants. In 2020, the methodology and structure of the core
quarterly projection model® was publicly available, further improving the score. In
2021, there was an additional and essential increase in the score since the underlying
methodology for constructing the forecast densities (predictive densities) was made
available. These forecast densities started to be published quarterly to communicate
the forecast uncertainty regarding inflation, GDP, and the output gap.

8In appendix A.3 we present an example of the computation of this index for Colombia.
°This corresponds to the 4GM model, one of the models used for policy-making at Banco de la
Reptblica.
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Figure 9: CBT-IT Index for Colombia. Source: Authors’ computations.

One of the notable strengths of the CBT-IT index is its capacity for pinpointing
specific transparency gaps, as elaborated in section 3.1 of this paper. The index’s
structure allows for a detailed analysis of transparency in individual sections, en-
abling a comprehensive understanding of areas where central banks can improve.

According to the 2022 evaluation using the CBT-IT methodology (Figure 10),
Section A, which evaluates the transparency regarding monetary policy objectives, it
achieved a score of 75%
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Figure 10: CBT-IT Score and Transparency GAP (%) for Colombia. Source: Authors’ computations.
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Figure 11: CBT-IT Score Evolution (%) for Colombia. Source: Authors’ computations.

The evolution of the Central Bank Transparency-Inflation Targeting (CBT-IT)
score for Colombia has shown a notable trajectory of improvement, reflecting the
country’s commitment to enhancing its monetary policy transparency. According
to Kostanyan et al. (2022), in 2021, Chile, the Czech Republic, Sweden, and New
Zealand countries were leading in central bank transparency. We show these results
along with the evolution of the CBT-IT index for Colombia in Figure 12. Colombia’s
progress is particularly striking in the context of these global transparency leaders.
From a score of 6.1 in 2018, Colombia’s CBT-IT score surged to 8.9 in 2019 and 10.15
in 2021, illustrating a significant upward trend and a convergence towards the trans-
parency levels of the highest-ranking central banks. This remarkable advancement
underscores Colombia’s strides in aligning its transparency practices with the lead-
ing central banks. A critical area of improvement contributing to this convergence is
related to the improvements in Section B, as we discussed previously.
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Figure 12: CBT-IT Score Comparison versus central banks with high transparency indices for 2021
given data availability. Source: Authors” computations and Kostanyan et al. (2022).

6 Concluding Remarks

The literature has highlighted and supported the critical role of central bank trans-
parency in effective policy-making and maintaining economic stability, especially
during times of crisis. This paper studies the evolution of transparency measures
of monetary policy in Colombia by computing the DEG and CBT-IT transparency
indices following the implementation of changes in the monetary policy decision-
making process and communication scheme of the central bank. We found a sizeable
increase in transparency, mainly due to the changes in communication regarding the
macroeconomic assessment, forecasting, and policy analysis. In addition, Central
Bank transparency in Colombia has significantly converged to that of leading central
banks, according to both transparency indexes.

Despite the measured increased transparency, three aspects are worth dis-
cussing. First, maintaining the degree of transparency already achieved requires
a continuous effort to maintain, refine, and improve all aspects of the forecasting
and communication process. For instance, publishing regular updates of the models
used in the forecast is necessary to maintain the ratings. Second, improving com-
munication with the broader public is necessary to reap the benefits of transparency.
This challenge cannot be underscored enough, as being open does not guarantee
being understood and believed, which matters regarding credibility and managing
expectations. Finally, transparency is not a goal, and its benefits may be limited.
As mentioned in section 2, there may be a virtuous cycle among transparency, ac-
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countability, independence, and effectiveness of monetary policy. However, this does
not mean that more transparency is always necessarily desirable. There are limits to
transparency that are worth keeping in mind. These include the perils/inconvenience
of forward guidance in many circumstances, the adverse effects of some information
on markets (e.g., specific scenarios that may be part of internal discussions on the bal-
ance of risks), and the institutional arrangements in which the central bank operates.
Nonetheless, using these methodologies may help policymakers assess transparency
levels across central banks’ peers and evaluate which aspects it may improve and
which elements may require maintenance.
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A  Appendix

A.1 DEG Index questions

CENTRAL BANK TRANSPARENCY QUESTIONS
1. Political Transparency

(a) Is there a formal statement of the objective(s) of monetary policy, with an
explicit prioritization in case of multiple objectives?

No formal objective(s) = 0. Multiple objectives without prioritization = 1/2. One
primary objective, or multiple objectives with explicit priority = 1.

(b) Is there a quantification of the primary objective(s)?
No =0. Yes =1.

(c) Are there explicit contacts or other similar institutional arrangements be-
tween the monetary authorities and the government?

No central bank contracts or other institutional arrangements = 0. Central bank
without explicit instrument independence or contract = 1/2. Central bank with explicit
instrument independence or central bank contract although possibly subject to an explicit
override procedure = 1.

2. Economic Transparency

(a) Is the basic economic data relevant for the conduct of monetary policy
publicly available? (The focus is on the following five variables: money supply,
inflation, GDP, unemployment rate and capacity utilization.)

Quarterly time series for at most two out of the five variables = 0. Quarterly time
series for three or four out of the five variables = 1/2. Quarterly time series for all five variables
=1

(b) Does the central bank disclose the macroeconomic model(s) it uses for
policy analysis?

No =0. Yes =1.
(c) Does the central bank regularly publish its own macroeconomic forecasts?

No numerical central bank forecasts for inflation and output = 0. Numerical central
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bank forecasts for inflation and/or output published at less than quarterly frequency = 1/2.
Quarterly numerical central bank forecasts for inflation and output for the medium term (one
to two years ahead), specifying the assumptions about the policy instrument (conditional or
unconditional forecasts) = 1.

3. Procedural Transparency

(a) Does the central bank provide an explicit policy rule or strategy that de-
scribes its monetary policy framework?

No=0. Yes=1.

(b) Does the central bank give a comprehensive account of policy deliberations
(or explanations in case of a single central banker) within a reasonable amount of
time?

No or only after a substantial lag (more than eight weeks) = 0. Yes, comprehensive
minutes (although not necessarily verbatim or attributed) or explanations (in case of a single
central banker), including a discussion of backward- and forward-looking arquments = 1.

(c) Does the central bank disclose how each decision on the level of its main
operating instrument or target was reached?

No or only after a substantial lag (more than eight weeks) = 0. Yes, comprehensive
minutes (although not necessarily verbatim or attributed) or explanations (in case of a single
central banker), including a discussion of backward- and forward-looking arquments = 1.

4. Policy Transparency

(a) Are decisions about adjustments to the main operating instrument or target
announced promptly?

No or only after the day of implementation = 0. Yes, on the day of implementation = 1.

(b) Does the central bank provide an explanation when it announces policy
decisions?

No = 0. Yes, when policy decisions change, or only superficially = 1/2. Yes, always
and including forwarding-looking assessments = 1.

(c) Does the central bank disclose an explicit policy inclination after every pol-
icy meeting or an explicit indication of likely future policy actions (at least quarterly)?

No =0. Yes =1.
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5. Operational Transparency

(a) Does the central bank regularly evaluate to what extent its main policy
operating targets (if any) have been achieved?

No or not very often (at less than annual frequency) = 0. Yes but without providing
explanations for significant deviations = 1/2. Yes, accounting for significant deviations from
target (if any); or, (nearly) perfect control over main operating instrument/target = 1.

(b) Does the central bank regularly provide information on (unanticipated)
macroeconomic disturbances that affect the policy transmission process?

No or not very often = 0. Yes but only through short-term forecasts or analysis of
current macroeconomic developments (at least quarterly) = 1/2. Yes, including a discussion
of past forecast errors (at least annually) = 1.

(c) Does the central bank regularly provide an evaluation of the policy outcome
in light of its macroeconomic objectives?

No or not very often (at less than annual frequency) = 0. Yes but superficially = 1/2.
Yes, with an explicit account of the contribution of monetary policy in meeting the objectives
=1

A.2 CBT-IT Index questions

IT CENTRAL BANK TRANSPARENCY QUESTIONS
Category A: Transparency about Objectives:

Al. Is there a formal statement of the objectives of monetary policy empha-
sizing the dual mandate (or multiple objectives), and that inflation is the primary
objective? Is it easily accessible on the central bank’s website?

Single inflation objective or multiple policy objectives without prioritization =0. Infla-
tion as the primary objective such that any other objective (output, etc.) cannot be inconsistent
with the primary objective of anchoring inflation and inflation expectations =1.

A2. Is the inflation target defined clearly?

No medium-term numerical target over a horizon of 2-3 years or more (hereafter
medium term) =0. Inflation target defined as a “tolerance” or “control range” target. Inflation
target defined as a medium-term target, however, the meaning of the range or the band is not
clear =0.5. Inflation target defined as a well-defined point target. If a band is used, it is clearly
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communicated=1.

A3. Might financial stability objectives override the primacy of the inflation
(price stability) objective? If the central bank does not have a financial stability
responsibility, it should be explicit that it uses the policy interest rate tool to affect
financial conditions to the extent that it affects the output gap and hence achieving
the inflation target.

The borderlines between the monetary policy and financial stability tools are unclear.
This creates confusion about the primary objective of price stability=0. The central bank has
both monetary policy and macroprudential tools and it is clear how the central bank adjusts
its tools to achieve its monetary policy and financial stability objectives=1.

A4. Does the central bank use a loss function evaluation to show how well it
has been doing in managing the short-run output-inflation tradeoft?

No =0. Yes=1.
Category B: Transparency about the FPAS

B1. Are the basic economic data relevant for the conduct of monetary policy
publicly available in a downloadable format from the central bank’s website (could
also include links to other statistical agencies)? For example, data reported in the
monetary policy reports should be made available on the website.

No database is publicly available=0. A minimal set of series is publicly available,
output gap or other ways of measuring capacity utilization, inflation, inflation expectations,
wages, unemployment, and GDP=0.5. All series used in producing the MPR are published
in a downloadable format, such as an Excel spreadsheet. These series include at least the seven
series above (capacity utilization (preferably the output gap), inflation, inflation expectations,
wages, unemployment, and GDP)=1.

B2. Is the core quarterly projection model (model used for policy-making)
publicly available and documentation updated within the last 5 years?

No=0. Yes, in a “working paper” format only, i.e., irreproducible=0.25. Yes, in
a working paper and with code= 0.5. Yes, in a working paper, with code, and web-based
front-end to modify forecast assumptions=1.

B3. How transparent is the central bank about the reaction functions (or
loss functions) that are used to compute the interest rate paths (or paths for other
instruments when the policy rate is constrained by the ELB) in their regular projection
exercises? Do the monetary policy reports include a reference to the core model
documentation that has the reaction function or the loss function?
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The central bank does not publish either the reaction function or the loss function=0.
The central bank publishes the reaction function and/or loss function (with the coefficients)
in an easily accessible place on the central bank’s website=1.

B4. For what variables does the central bank publish a consistent endogenous-
instrument (e.g., policy rate) quarterly macroeconomic projection over a horizon of
at least two years?

None= 0.0. Inflation=0.2. Inflation and GDP growth= 0.4. Inflation, GDP growth,
and the endogenous interest rate path= 0.6. Inflation, GDP growth, the endogenous interest
rate path, and the output gap= 0.8. Inflation, GDP growth, the endogenous interest rate path,
the output gap, and the exchange rate=1.0.

B5. Does the central bank regularly publish forecast densities (fan charts) to
communicate forecast uncertainty?

No fan chart= 0.0. Fan chart for inflation= 0.2. Fan charts for inflation and GDP
growth= 0.4 Fan charts for inflation, GDP growth, and the endogenous interest rate path=
0.6. Fan charts for inflation, GDP growth, the endogenous interest rate path, and the output
gap=0.8.Fan charts for inflation, GDP growth, the endogenous interest rate path, the output
gap, and the exchange rate=1.

B6. Is the underlying methodology constructing the forecast densities (fan
charts) clear and easily accessible? For example, do the regularly published forecast
densities (fan charts) reflect (i) monetary policy reaction to shocks (model-based
stochastic simulations); (ii) historic experience (past forecast errors); (iii) judgment
(e.g., magnitude of structural shocks versus measurement errors); and (iv) other
constraints (e.g., effective lower bound)?

No fan chart, or the fan chart methodology is not explained=0.0. Fan charts published
in all monetary policy reports and the methodology is clearly explained and/or links to a
technical paper is provided=1.0.

B7. Does the central bank regularly publish an assessment of forecast revisions
(decomposition of forecast changes vis-a-vis the previous forecast)?

No=0.0.For inflation only with a discussion of the underlying causes=0.2. For inflation
and GDP growth with a discussion of the underlying causes= 0.4. For inflation, GDP growth,
and the endogenous interest rate path with a discussion of the underlying causes=0.6. For
inflation, GDP growth, the endogenous interest rate path, and the output gap with a discussion
the underlying causes=0.8. For inflation, GDP growth, the endogenous interest rate path, the
output gap, and the exchange rate with a discussion the underlying causes=1.0.

B8. Does the central bank publish alternative scenarios in their monetary
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policy reports to illustrate key risk(s) in the baseline forecast? No alternative scenario.
0.0 The major risk(s) is communicated in an alternative scenario(s). 1.0

B9. Do the monetary policy reports include historical data and forecasts for
financial variables? Financial variables include long-term government bond yields,
consumer lending rates, mortgage rates, equity prices, property prices, credit aggre-
gates, corporate risky spreads (e.g., BAA-AAA bond yields), and credit standards
(e.g., loan officer surveys). All data should be available in downloadable format.

No data or forecast of financial variables are available. 0.0. Historical data on less
than 5 of the above variables are available, and forecasts for less than 5 of the above variables
are available. 0.1-0.9. Historical data on 5 or more of the above variables are available, and
forecasts for 5 or more of the above variables are available. 1.0

Category C: Transparency about Policy Process

C1. Does the central bank publish a press statement immediately following
the policy decisions?

The central bank does not publish a press statement immediately after the policy 0.0
decisions. The central bank publishes press statements in the native language only. 0.5 The
central bank publishes press statements in English. 1.0

C2. Is the policy decision explained at a press conference immediately after it
is announced? Are the presentations available in English? No.0.0. Yes, after all policy
meetings, at pre-announced dates and times. The press conference with the Q& A session
is webcasted and the recording is then made available on the website. The presentations are
available in downloadable form only in the native language. 0.5. Yes, after all policy meetings,
at pre-announced dates and times. The press conference with the Q&A session is webcasted
and the recording is then made available on the website. The presentations are available in
downloadable form in English.

C3. Does the central bank present its regular forecast updates with the Q&A
session to journalists, analysts, and market participants? Are the presentations avail-
able in English?

No. 0.0 Yes. The presentation and Q&A are available only in the native language.
0.5. Yes. The presentation and Q&A are available in English. 1.0.

C4. Is there a public account of the policy deliberations (“minutes”) published
in less than one month after the meeting?

No. 0.0. Yes, but condensed, non-attributed, and without voting results. 0.50. Yes,
detailed and with voting results on the main policy instrument. Contributions by individual
MPC members and votes are not attributed. 0.75. Yes, detailed and with voting results
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on the main policy instrument. Contributions by individual MPC members and votes are
attributed. 1.00.

C5. Is the role of staff and policymakers in the baseline forecast process
communicated clearly?

No. 0.0. Yes. 1.0.

Cé. Is the forecasting performance of the central bank reviewed at least once
a year in the monetary policy reports or in a separate document?

No. 0.0. Yes. 1.0.

C7. When was the last time the central bank or the government held or invited
an external evaluation of the policy framework and the FPAS, and made the results
publicly available?

No evaluation in last 5 years. 0.0. Either policy framework or FPAS evaluation in the
last 5 years. 0.5. Both policy framework and FPAS evaluation in the last 5 years. 1.0.

A.3 Abbreviated CBT-IT Index questions dashboard

Question Answers
Colombia 2021-2022
Details Scors
Is the fi I stat t of the objecti f t li
s there a forma  statement of tae objectives of monetary Porey |y, purpose of monetary policy in Colombia is to keep inflation low and stable and to
emphasizing the dual mandate (or multiple objectives), and that . . . .
Al [t . - I p achieve the highest sustainable level of output and employment. The mandate of price 1
inflation is the primary objective? Is it easily accessible on the R -
, . stability is in the Constitution.
central bank’s website?
Yes. The inflation target has been set at 3% by the Bank’s Board of Directors (BDBR) (with
A2 |Is the inflation target defined clearly? a perlmissible. de}ziation of +1 peltce.ntage point). This targelzt Tefefs to consumer pricg 1
inflation, which is measured statistically as the annual variation in the Consumer Price
Index (CPI).
Might financial stability objectives override the primacy of the Among the instruments assigned by lawmakers, the Bank may adopt macro-prudential
inflation (price stability) objective? If the central bank does not measures to be implemented in exceptional circumstances and temporarily when market
A3 have a financial stability responsibility, it should be explicit that it [failures and financial risks are evident, such as overvaluation in the price of assets. This is 1
uses the policy interest rate tool to affect financial conditions to  |done to preserve the proper functioning of the payment system, as well as to support
the extent that it affects the output gap and hence achieving the |financial stability.
inflation target.
Does th tral bank use a loss functi luation to show h
oes_ ¢ contra ba.n }lse a OSS. unction evaluation to s _ow _ow No. The models that are used in the forecasting and policy analysis process follow
A4 [wellit has been doing in managing the short-run output-inflation 0
tradeoff? standard Taylor rules.
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(A e bazte ?Conomg ol r.eleva{n (o fie eornilud off Yes. The data and forecasts are available in the CB's webpage. Is in PDF and Excel. The
Tl e e o RV DT information in pdf can be found in Annex 1 and 2 at
from the central bank’s website (could also include links to other N . .
Bl [statistical agencies)? For example, data reported in the include i:g;ﬁ;:;::‘zal;a;:efzf:g;u /en/monetary-policy-report-jannuary-2022. The excel 1
. o Bl ]
]t]}-:‘kfntono‘:‘ o Sta:‘ist’cral agimis)‘lg': e:jpleﬁ?t;lrepzrt‘:d ™™ Ihttps:/ /repositorio banrep.gov.co/bitstream /handle /20.500.12134/ 10269/ principales-
w:bsi?e ctary policy reports should be made avatiable on the variables-del-pronostico-macroeconomico-enero-2022.xlsx?sequence=2&is Allowed=y
There are two models: The Patcon and the 4GM. The 4GM model document and
P . explanation was published in 2020. The structural model Patacon technical document was
(it ase ey ree M il e et published in 2011. No replication codes are available. 4GM Model
B2  |making) publicly available and documentation updated within . . 3 . 0.25
the Iast 5 years? https:/ /www.banrep.gov.co/en/node /52225 4GM Explanation for general public
€ last 5 years: https:/ /www.banrep.gov.co/es/recuadro-2-el-modelo-4gm PATACON model
https:/ /www.banrep.gov.co/es/node/149
How transparent is the central bank about the reaction functions
(or loss functions) that are used to compute the interest rate
i (c?r i i other-mstr?ments When'the-pollcy ra_te 5 The policy trade offs are described in "words" in different settings. The reference is made
B3 constrained by the ELB) in their regular projection exercises? Do as "orojections of the staff" 0
the monetary policy reports include a reference to the core Proj
model documentation that has the reaction function or the loss
function?
Femlh var.lables EREDin Centr.al Lt A ek Chapter II discusses the interest rate path in words. Other forecasts are published in
B4 |endogenous instrument (e.g., policy rate) quarterly X R . . . 0.6
) - . Chapter Il and in Annex II (also avaliable in Excel in Spanish)
macroeconomic projection over a horizon of at least two years?
BS Does the central bank regularly publish forecast densities (fan Yes. This risk assessment is made using predective densities and a description of the risks 06
charts) to communicate forecast uncertainty? in the macroeconomic scneario in chapter II. ;
Is the underlying methodology constructing the forecast
B6 |densities (fan charts) clear and easily accessible? Methodology is available. https:/ /repositorio.banrep.gov.co /handle /20.500.12134 /10223 1
Doelsv ezt banlf 4regularly EeblEhan assevssmef\t Sfitoroey Just the comparison of forecasts in chapter I (summary). This is done for headline
B7  [revisions (decomposition of forecast changes vis-a-vis the inflation. core inflation, GDP arowth and output a 0
previous forecast)? Y . 8 putgap
Does the central bank publish alternative scenarios in their
B8  |monetary policy reports to illustrate key risk(s) in the baseline  |No. Just a description of the risks 0
forecast?
Do the monetary policy reports include historical data and
forecasts for financial variables? Financial variables include long-
term government b?nd y¥e1ds, consumer 1.end.|ng ra}tes, The monetary policy report includes information about consumer lending rates and
B9 mortgage rates, equity prices, property prices, credit aggregates, morteage rates. 0.2
corporate risky spreads (e.g., BAA-AAA bond yields), and credit 838 :
standards (e.g., loan officer surveys). All data should be available
in downloadable format.
c1 Does the central bank publish a press statement immediately Yes. The press statement is inmidiataly published. Press releases can be found at 1
following the policy decisions? https:/ /www.banrep.gov.co/en/press-releases-board
Is the policy decision explained at a press conference immediatel Yes. The presentations are not available in English.
Cc2 ‘P . <y P P . . . N y https:/ /www.banrep.gov.co/sites/default/files / publicaciones / archivos / presentacion- 0.5
after it is announced? Are the presentations available in English? |. . .
informe-politica-monetaria-enero-2022.pdf
Does th tral bank t it: lar f t update ith
I S (el RS PSS L0 L B KLt (pie ) T Yes, the Technical Deputy Governor presents the Monetary Policy Report two days after
C3  |the Q&A session to journalists, analysts, and market participants? . Lo . . . 0.5
. p . ) its release. The presentation is not avaliable in English
Are the presentations available in English?
c4 Is there a public account of the policy deliberations (“minutes”) |Yes. Minutes include overall voting. https://www.banrep.gov.co/en/minutes-banco- 05
ublished in less than one month after the meeting? republicas-board-directors-meeting-january-28-2022 )
2 8 P &) Y
Is the role of staff and policymakers in the baseline forecast Yes. The MPR is a report published for the staff for the discussion at the Board. This is 1
Is the forecasting performance of the central bank reviewed at  |NO 0
When was the last time the central bank or the government held |NO 0
Sum A+B+C 10.15

Source: Authors’ calculations.
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A4 Number of monetary policy meetings in selected IT central
banks

Warsh (2014) emphasizes that the central bank’s board might not benefit from revis-
iting its analyses and policies more frequently than the release schedule of crucial
economic indicators, such as GDP or the Balance of Payments. Consequently, align-
ing the frequency of board meetings with the publication schedule of these required
statistics ensures that each meeting is informed by the latest economic insights, en-
hancing the effectiveness of policy reviews and adjustments.

In this context, numerous central banks commonly adopt the decision to hold
eight annual meetings, as it strikes a balance between responsive decision-making
and the availability of new economic data as shown in Figure A 4. Frequent meetings,
such as those monthly, may need more time to analyze medium to long-term trends
comprehensively, potentially undermining the robustness of the policy decisions and
their communication. Monetary policy inherently involves significant uncertainties,
requiring a degree of persistence in data analysis to ensure that decisions are based
on confirmed trends rather than short-term fluctuations.

Central Bank Meetings
Switzerland 4

Sweden

New Zealand
European Central Bank
United States
England
Canada

Chile

Mexico

Brazil

Norway

Czech Republic
Russia

Japan
Australia

Peru

Turkey
Argentina

00 00 00O 00 00O 00 00 00 00 00 00 N U

[ S =
NN NP

Source: Authors’ calculations.
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