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Keep in mind

The series Working Papers on Economics is published by the Office for Economic Studies at the Banco
de la República (Central Bank of Colombia). It contributes to the dissemination and promotion of the
work by researchers from the institution. This series is indexed 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
República or its Board of Directors.
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This paper propose indicator variables for the implementation of monetary policy in an inflation targeting
regime. Using constant interest rate projections, the notion of a target-compatible interest rate is
presented. This variable allows to extract some characteristics that the expected future path of the
interest rate have to fulfill in order to be compatible with the target. The specific formulation of the target-
compatible interest rate is presented under alternative assumptions over the forecasting horizon
(unconditional or conditional forecasts) and the objective of the monetary authority (inflation target or a
loss function). The empirical counterpart of the various formulations is shown using a DSGE model for
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Colombia; a small open economy with an inflation targeting regime.

The views expressed in this document are those of the authors and not necessarily those of the Banco
de la República or its Board of Directors. We gratefully acknowledge the comments of Andrés González,
Diego Rodríguez, Sergio Ocampo and Julian Pérez-Amaya. All remaining errors are our own. Y
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