/’gf’% Banco de la Reptiblica | Colombia

5

omos el banco central de Colombia

&

Working papers economics - Colombian Monetary
Policy Interest Rate: Its Expectations and the Pass-
Through to Interest Rates of CDs and Credit

Download 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.

AUTHORS AND/OR EDITORS Cardenas-Cérdenas, Julian Alonso Cristiano-Botia, Deicy J. Gonzal ez-Molano,
Eliana Rocio Huertas-Campos, Carlos Alfonso

Expectations about the monetary policy rate (MPR) play akey role in the transmission to deposit and credit
interest rates. This processis neither immediate nor uniform across financia products.
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This document analyzes the transmission of changes in the monetary policy rate (MPR) to the interest rates of
deposits (CDs) and credits, incorporating agents expectations regarding the future dynamics of the MPR. Using
econometric models, the study seeks to answer key questions in the analysis of the pass-through:

(i) How long does it take for changes in the MPR to be transmitted to CDs and credit interest rates?

(if) What factors affect this pass-through?

(iii) Arethere asymmetries in this pass-through?

Contribution

This study explicitly incorporates expectations about the monetary policy rate (MPR), measured through both
surveys of economic analyst expectations and market instruments (such as overnight indexed swaps — OIS), to
analyze their influence on the pass-through from the MPR to CDs and credits interest rates in Colombia. Unlike
previous studies that considered only the observed MPR, this research highlights the role of expectationsin the
transmission process. It also emphasizes the importance of expectations asasignal of the Central Bank’s
credibility.

Findings

The credibility of the Central Bank of Colombia (Banco de la Republica) plays akey rolein how its decisions
regarding the monetary policy rate (MPR) affect market rates. When market agents trust the Bank’ s decisions,
they are better able to anticipate future movements, which facilitates a faster response in CDs and credits rates.
This study analyzes how such expectations influence the transmission of the MPR to market interest ratesin
Colombia. By including expectations in the models, the transmission is observed to be faster than in previous
studies.

The results show that transmission is neither immediate nor uniform across financial products: CD rates react
faster than credit rates. Additionally, unexpected changes in the MPR affect deposit rates first, followed by [oan



rates. The transmission is also asymmetric, in the short term, transmission tends to be faster during phases of
MPR decline. Conversely, over longer horizons, transmission is more pronounced during periods of MPR
increase.
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