
Appendix

A. Euro area open economy model
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B. Data transformations

The data for the foreign variables is constructed as follows: The foreign
nominal interest rate is measured by the rate of 3 month euribor, backdated
before 1999. For the financial crises during 2007Q3—2008Q4 when the
interbank lending was distracted and euribor rates distorted, we use eurepo.
Aggregate foreign output is measured by an export share-weighted basket of
imports of the following countries: USA, Japan, UK, Sweden, Germany and
Italy (Germany and Italy are included to cover the euro area). Foreign price
level in euros is a combination of euro area GDP deflator and an extra-euro
area export share-weighted basket of foreign GDP deflators (USA, Japan, UK,
Sweden) converted to euros using the respective nominal exchange rate. The
data for the real exchange rate is constructed using the foreign price level in
euros divided by price of domestic private sector output.
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, the corresponding real marginal cost is ξf
t = stp
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p
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t

and (1 − φf )

denotes the probability that a retailer of foreign goods resets its price in any given

period. We assume that retailers of domestic and foreign goods face the same degree

of price rigidity, so that φf = φ

Finally, CPI inflation may be expressed as

π̂t = (π̂h
t )ν(π̂f

t )1−ν (33)

2.2.4 Monetary policy rule

To close the model we assume, following Ireland (2003), that the central bank conducts

monetary policy by adjusting a linear combination of the short-term nominal interest

rate, Rn
t , and the money growth rate, µt = Mt/Mt−1, in response to deviations of

output, yt, and inflation, πt, from their steady-state values. Thus reaction function of

the monetary authority is
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where εRt
is the monetary policy shock.

3 Bayesian Estimation

In order to test for of a financial accelerator mechanism in Colombia, we estimate and

compare two versions of the model. The first model is estimated assuming that there
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