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When condition (18A.20) is satisfied for K > 2.6, 4, falls in the range [0, 1]
with a probability that is at least 0.99.

Appendix D: Proof of Part 2 in Proposition 13.3

Differentiating (18.24a) totally with respect to D and using (18.23), we have

df;”" of 11 - ,ff;z [(1 — 8BNS + 28D (Agy + DS)%} (18A.21)
Then substituting (18A.12) into (18A.21) and rearranging, we get

dEm; _ 1—fBp v K 8(Ar — Acg) — KZACB’ (18A.22)
dD (1= B " pD[ir + (1 — ppil/b)

where

K, = p(l — BpA)(1 — BAL/B — (1 — p)aBr, (184.23a)
K, = (1 — Bpi)Apr. (18A.23b)

Since p, A, and § are all bounded between zero and one, all the terms in
(18A.22) (except possibly K} are positive. However, K is also the coeffi-
cient of A — Aqp in equation (18A.13). It was shown in appendix B that
this coefficient is positive too. Hence all terms in (18A.22} including K, and
K, are positive. It follows that dEm;/dD is positive if

K,
At — Acg > —= Acs.
T >3 X, CB
Alternatively, it can be seen from equations (18A.23) that dEm,/dD is
positive provided that § is sufficiently small. ]

1 9 The Measurement of Central Bank Independence

191 Tntroduction Cukierman (1992), Ch. 19

Economists and practitioners in the area of monetary policy generally
believe that the degree of CB independence from other parts of government
affects the rates of expansion of money and credit and through them
important macroeconomic variables such as inflation and the size of the
budget deficit. In particular it is generally felt that a high level of CB
independence coupled with an explicit mandate for the bank to focus on
the price stability objective are important institutional devices for the
assurance of price stability.

This belief has eluded comprehensive verification because of the obvious
difficulties in objectively measuring the degree of independence of various
central banks. Actual, as opposed to formal, CB independence depends on
the degree of independence conferred on the bank by law but also on a
myriad of other less structured factors such as informal arrangements
between the bank and other parts of government, the quality of the bank’s
research department, and the personalities of key individuals in the bank
and other economic policymaking organs like the Treasury. It is obviously
hard to quantify such features in an impartial manner. As a consequence
existing efforts to develop indices of CB independence have focused mostly
on legal independence and only for the developed countries at that.!
Additional indicators of CB independence are therefore called upon. Such
indicators would usefully complement those that are based oniy on the law
for at least two reasomns. First, CB laws are usually incompiete in the sense
that they do not specify explicitly the limits of authority between the CB
and the political authorities under all contingencies. These voids are filled
by informal practices, tradition, and the like. Second, even when the law is
quite explicit, actual practice may deviate from it.

This chapter presents three different sets of indicators for CB indepen-
dence. The first set includes various proxies of legal independence. The
other two indicators are designed to proxy for deviations of actual from
legal independence. One is the actual turnover of CB EOVETROTS OF, In S0me
cases, the ratio of the actual to the legal term of office of the EOVEITOT.
These proxies are motivated by the notion that above some threshold,
turnover and actual CB independence are negatively related, and by the
observation that in many countries there are substantial discrepancies
between the actual and the legal terms of office of the CB governor. For
example, in Argentina the legal term of office is four years. However, the
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actual average term in office of Argentinian. CB governors I;as ‘;};E 1;::
than a year over the 1980s. The last set of indicators (which, u te the
previous two, refers only to the 1980s anc? tf’ a subset of twen 13;; i
countries) is based on the responses of_ spec:afhsts on ‘monc?ta;y c};c:nrs grhat
the respective countries to a questionnaire designed to identify iﬁ ;)e
may induce divergences between the CB. charter and actual pra ur .
The concept of independence that this chapter attempts tc? me;f e
not the independence to do anything that t%l‘e CB ?leatses. Itis rath: he
ability of the bank to stick to the price stab'zhty ob;Ject:fve eYen 1z;:i: o
of other short-term real objectives. This point of view implies ¢ a;li(:z et
limitations on borrowing by government from _the CB make the ba hI:rter
independent. It also implies that, ceteris- pa_nbus, a bank v.vhos: ;ﬂit !
specifies explicitly that the bank’s first priority should .be price s at . lirl t
more independent than 2 bank whose charter ?chfntions.];;lncz s iive i};
along with several other objectives without spec:fymg which objec
i ant. _
m?;;::flliog 1::113113' different proxies to characterize independence is baseed
on the notion that each proxy is a noisy indic-:ator that captures a stqnjl ‘;
what different aspect of CB independence. Using them all to charalc er;flt
independence is therefore desirable, first because they .partly 1::o};np e:::rau
each other and second because this reduces the noisiness of the ovCB
measure. This idea is implemented in several s?te;.)s. In the first ‘stg.fge : rss
are ranked by combining information only within eaf:h set of nfz 1ccia (;n-.
This produces three alternative rankings of CBs by their degree o,- in egver
dence: one by legal independence, the other by CB governors tumt over
rates, and the third by an aggregate of coded responses to the qfl‘l‘es dll o
naire on CB independence. In the second stage the ﬁrs_t twq sets o md >
tors are combined by using their relative impacts on @amon Fo p]:;rio und
an overall ranking. The first and second stages are discussed in this a
hapters respectively.
th?l"i?: f:lclapfer extenlzlz existing measures.of (_JB independencgi a..lonj ::;
eral dimensions. First, the set of countries is v§n.der. Second, ad th%l e
proxies for CB independence are used in addition to thfa legﬂ p‘rj?nxlez.u e
sample considered is composed of up to seventy countries m;:lu g e
developed (or industrial} countries (DC) as well as up 18] org—z:k o
developed or developing countries (LI?C). The wider samp. e s I
possible to rank central banks by their lz{dependenoe over a mox poere-
geneous group of countries and to examine whether there are sys

b
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differences in CB independence between the iwo groups. Finally, the legal
proxies for independence are constructed in a uniform manner for the
entire sample, _ ,

The following two chapters utilize the indices of independence presented
here in order to test some of the implications developed in chapter 18 as
well as fess structured, but wider telated hypotheses. This chapter is orga-
nized as follows: Measnres of legal independence are presented in section
19.2 and used, in section 19.3, to rank central banks by overall Tegal
independence. Data on CR BOvernors’ turnover rates is presented and
discussed in section 19.4. Questionnaire-based indices of independence
are described in section 19.5. The interrelationships between the various
proxies of independence are examined in section 19.6, Additional dimen-
sions of CB independence are discussed in section 19.7.

19.2 Measures of Legal Central Bank Independence and Their Coding

Besides being an essential component of actual independence, legal inde-
pendence is of independent interest for several reasons. First, it suggests
what is the degree of independence that legislators meent o confer on the
CB. Second, practically ail existing attempts at the systematic character-
ization of CB independence rely solely on legal aspects of independence
(Bade and Parkin 1980; Banaian, Laney, and Willet 1983; Skanland 1984;
Parkin 1987; Alesina 1988; Masciandaro and Tabellini 1988; Grilli, Masci-
andaro, and Tabellini 1991). Availability of an index of legal independence -
is therefore needed for the purpose of establishing comparability with
Pprevious studies,

There generally are substantial differences in the focus, scope, and de-
gree of detail of various CB laws. Many of the provisions in CB charters
have no direct bearing on the issue of CB independence. At times the spirit
of the law and its application in practice are more important than the letter
of the law. Ranking of CB charters by their degree of legal independence
s therefore a difficuit task involving an inescapable amount of subjective
judgment,

The indices of legal aspects of CB independence presented below are
comstructed in the following manner: First, they are based on a limited
number of narrow but relatively precise legal characteristics. Second, a
code of independence is assigned to each central bank for cach characteris-
tic. In doing that, only the written information from the charters is used.
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Additional information on how the law is applied is deliberately left out
because it is reflected through separate indices that are discussed in sec-
tions 19.4 and 19.5. These principles make it possible to rank central banks
by their degree of independence on various legal dimensions with a rela-
tively small amount of subjective judgment and to focus on concrete details
of the law rather than on a broader but more impressionistic view of it.
The legal characteristics or “variables” which are coded can be divided
into four groups: (1) variables concerning the appointment, dismissal, and
term of office of the chief executive officer of the bank (usually the gover-
nor); (2) variables concerning the resolution of conflicts between the execu-
tive branch and the CB and the degree of participation of the CB in the
formulation of monetary policy and in the budgetary process; (3) final
objectives of the CB as stated in its charter; and (4) legal restrictions on the
ability of the public sector to borrow from the CB. Such restrictions take
the form of various limitations on the volume, maturity, rates, and width
of direct advances and of securitized lending from the CB to the public
sector. These four groups of legal provisions are classified under the four

following headings:

Chief executive officer. CEO
Policy formulation: PF
Final objectives: OBJ
Limitations on lending: LL

The detailed classification and codings appear in table 19.1. In coding
various central banks by the degree of independence within each group of
characteristics, the following criteria are used: Central banks in which the
legal term of office of the CEQ is longer and in which the executive branch
has little legal authority in the appointment or dismissal of the governor
are classified as more independent on the CEC dimension. By the same
logic, central banks with wider authority to formulate monetary policy and
to resist the executive branch in cases of conflict are classified as more
independent on the PF dimension.

Central banks in which the only or main objective of policy {as specified
in the charter) is price stability are classified as being more independent on
this dimension than central banks with a number of objectives in addition
to price stability. These banks are in turn classified as being more indepen-
dent than banks with a large number of objectives or banks in whose
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Table 19.1

Legal variables and their codings

Numerical
codings

Definition of
variable

Levels of independence and their meanings

Variable

Group
CEQ

0.75
0.50
0.25

too Ltoo =8

Term of office
of CEO in years

28>to0z6

3 too=35

4,100 = 4

S5.to0 <4

1. CEO appointed by CB board

app
2. CEQ appointed b

Who appoints
the CEO?

xecutive and

y council composed of members from e

0.75
0.50
0.25

legislative branches as well as from CB hoard
3. CEO appointed by legistative branch
4. CEO appointed by executive branch

5, CBO appointed throu

(Congress, king)

{council of

gh decision of one or two

ministers)

members of executive

ter or minister of finance)

branch (e.g, prime minis

0.83
0.67
0.50
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Provisions for
dismissal of CEOQ

0.33
0.17

at legislative branch’s discretion

5. Unconditional dismissal possible

ive branch's discretion

6. Dismissal for policy reasons at execut

xecutive branch’s discretion

7. Unconditional dismissal possible at ¢

g any other office in government

y other office in government unless

1. CBO prohibited by law from holdin
2. CEOQ not allowed to hold an

off

Is CEO allowed

to hold another

office?

authorized by executive branch

3. Law does not prohibit CEQ from holding another office
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- 24 ®BE . P .

3 =8 53 Ché{rter price stability is not mentioned as an objective at all. This classifi

g & HS ES cation of the “Objcctives” 1able i i . ) AssHil-

25] ea - caw sf I3 o thad _ 3 variable is designed to capture the legal mandate

Z3|-Sco~3de - Sd5 o ~o €2 5% ; he ank to single-mindedly pursue the objective of price stability. (Omne
£% o2 of the few central banks in which such an unequivocal legal mandate exigts

is the Bundesbank ) It does not therefore
groups of variables) the general leve] of indep.
proxies instead the legal independence of th
price stability above other objectives. In R
measures how strong is the “c
the law,

reflect (as the previous two
endence from government. It
e CB to elevate the target of
ogoff’s (1985) terminology, it
onservative bias” of the CB as embodied in

ge on government’s borrowing from the

g Department at the IMF, (2) Aufricht (1961,
ted by updates of various laws from the IMF le

and amount of loans subject to the relevant legal Hmits.
ariable is that minimum rates are likely to have been devised in order to discoura

y meant to facilitate borrowin

g at the CB. But the requirement of 2 minimum rate.is
market rates,” since minimum rates, when they exist, are usually lower than market rates.

L. CB prohibited from buying government securities in primary market
2. CB not prohibited from buying government securities in primary market

L. Interest rate on CB loans must be at market rate
2. Interest rate on CB loans to government cannot be lower than a certain

Levels of independence and their meanings

1. Limit specified as an absolute cash amount

2. Limit specified as a percentage of CB capital or other liabilities

3. Limit specified as a percentage of government revenues

4. Limit specifted as a percentage of government expenditures

L. Maturity of CB loans limited to a maximum of 6 months

2. Maturity of CB loans limited to a maximum of one year

3. Maturity of CB loans limited to a maximum of more than one year
4. No legal upper bounds on the maturity of CB loans

floor

3. Interest rate on CB loans cannot exceed a certain ceiling

4. No explicit legal provisions regarding the interest rate on CB loans
5. Law stipulates no interest rate char

CB
{1982). These sources were supplemen

Sources: (1) Computerized legal data files on CB charters from the Central Bankin

é m H E 5 ;ISI?ZE gmdu;lg than 11m1.ts In terms of CB Habilities which in turn seem

E 5 E : F é e ing t an.hn:uts n terms of government’s revenues. The most

gi“g 5 gf:commodatwe hm}ts are: those specified in terms of government’s expen-

5 ) : :é’g £ § 1tures, These c?nszderatlons are embodied in a “type of limit” variable

: : : N y E ’é EE (itype) a}nd also influence the classification of the variables lla (limitation

E E : 5 : g E E‘ g EE g . on lendl_ng—advances) and Ifs (limitations on Iending—securities). Details

: , %E E i % £ Eﬂ*g; S §< ,é :_‘.::-‘ a.ppear In table 19.1 in the group of variables under the heading “limita-

FIEE| &3 £ 25 2| 853% 2 oL on lending.”

g SE |28 g LK SRR = :3 E : Limitations on lending are classified as stricter, the nearer the rates paid
g g § g : by government to market rates and the shorter the maturities of the lfans
E E % = E fr.'om the' CB to‘the public sector. They are also stricter, the parrower the
: ? E'EE' é 5 01r.cle of mstitutions that are allowed to borrow from the CB (the variable
3| £ ECEgS Iwidth in table 19.1) and the smaller the discretion of the executive branch
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in deciding to whom and how much the CB will lend (the variable ldec
in table 19.1). In addition central bank laws that prohibit the C? from
buying government securities on the primary market are con51'd(_=r.ed,
ceteris paribus, stricter than laws that do not contain such 2 prohibition
(the variable lprm in table 19.1). ‘ .

Altogether sixteen different legal variables are coded using 2 uniform
scale ranging between 0 (smallest level of independence) to 1 (highest le’trel
of independence). The number of independence levels generally_r varies
across legal variables depending on the fineness of data on alternative Iega?l
characteristics. Let n; be the number of independence_ levels of lf;gal_ vari-
able j. The range [0,1] is divided into »; — 1 equal intervals yielding #;
numerical codings that correspond to the u; levels of independei'ace of that
legal variable. Thus for n; = 4, for example, the numerical codings are G,
0.33,0.66, and 1. In the data n; varies from a minimum of 2 to a maximum
of 7.

Table 19.1 summarizes the sixteen legal variables and the me.aning of
their codings. The time period considered covers the four deca_des, starting
in 1950 and ending in 1989. It is divided into four subperiods: 1950-59,
196071, 1972-79, and 1980-89. They correspond to the dollar standard
period, the period of convertibility with the dollar, the period of t:he two
oil shocks, and the period of disinflation and the debt crisis. We will refer
to them as subperiods 1 through 4. Legal variables are coded se‘parately for
each subperiod. Since central bank legislation changes relatively slowly
the codes are, in many cases, identical across subperiods. Neverthe.less;
this procedure captures important legislative changes for some coun.tnes.
Whenever the charter of a CB does not contain enough information to
reliably code a particular legal variable, a NA (no account) entry is entered.
The basic codings of the sixteen legal variables described in tabie 19.1 are

summarized in appendix A to this chapter.

19.3 Aggregation of Legal Variables and Ranking of Central Banks by
Legal Independence

Some of the legal variables whose codings appear in table 19..1_ are defined
quite narrowly. The advantage of narrowness in the definition of legal
variables is that it makes it easier to objectively code them. But narrowness
has its drawbacks too. First, the narrower the definition of varial?les, t_he
more likely it is that there is a substantial degree of multicollinearity
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among them. This makes it difficult to pinpoint the partial contribution of
each legal variable to policy outcomes such as inflation or inflation vari-
ance with reasonable precision. Second, not all the laws contain informa-
tion about all the legal variabies. As a consequence when the legal vari-
ables appear at a high level of disaggregation any missing observation on
at least one of them precludes the use of the legal variables that are
available for that country and time period.

To alleviate these problems the sixteen legal variables described in table
19.1 are aggregated into cight legal variables by applying the following
pfocedure: The four variables concerning matters such as the appointment
and term of office of the governor of the CB are aggregated into a single
variable ceo by calculating the unweighted mean of the codings of those
variables. The three variables under “policy formulations” are aggregated
into a new variable pf by computing a weighted mean of the variables in
that group.* The weights are 0.5 for conf and 0.25 for cach of monpol and
adv. Finally, the last four variables in the group of “limitations on lending”
are aggregated into the single variable Im by calculating an unweighted
average of those variables. This aggregation procedure produces one sum-
mary legal variable for each of the first three groups in table 19.1 and five
legal variables for the “limitations on lending” group. When there is an NA
eniry for one or more variables within a subgroup only, the variables with

. meaningful entries are aggregated. In such cases the weights of the missing

variables are allocated proportionally to the remaining variables within
the subgroup.

To assess the overall legal independence of a CB, it is also useful to g0
to a second level of aggregeition whose ultimate product is a single index
of legal independence per country and subperiod. Two alternative indices
of this type are computed. An unweighted index, calculated as a simpie
average of the codings of the eight variables obtained in the first round of
aggregation, and a weighted index. The (subjective) weights assigned to
each of the eight variables in the second case are displayed in table 19.2.
We refer to the resulting overall indices of independence as LVAU and
LV AW, respectively. As in the first round of aggregation the weights of
legal variables with an NA entry are allocated proportionally to the legal
variables with meaningful information. This procedure is applied only
when the sum of the weights of the legal variables for which information i
available is larger than some minimal level (0.6 for LVAU and 0.7 for
LVAW). Otherwise, an NA entry is entered.



380 Central Bank Independence and Policy Ouicomes The Measurement of Central Bank Independence 381
‘ Tai)le. 19.3
%;gh:tlsgﬁse d in the construction of the index LVAW of legal CB independence : ?;Snolzmg of central banks by overall legal independence (as measured by L¥4U) during the
Legal variable Vizght 1 Average Average

cee  (chief execptive a.::ﬂ]oer) 3.1 5 3 Country LVAU® g;f?;]tsi(on" Couniry Lvaue ymfg;]t)iron"
o (poliey formulations) 0.15 Switzerland 0.68 3 India 033 9
;ZJ :lc;::tcat:i‘:z on lending—advances) 0.15 ) West F}emany 0.66 3 III(.iOII.J.CSia 032 10
lIs  (limitations on leading—securitized) 0.10 : Austria 0.58 4 Bnta.u.-l 0.31 7
Idec (limitations on lending—who decides) 0.10 i Egypt 0.53 7 Zamb:a' 0.31 28
Iwidth (limitations on lending—width) 0.05 . Grt?ece 0.51 19 Australia ' 0.31 8
Im  (limitations on lending—miscellaneous) E}E Un.:tcd States 0.51 5 Sm-zth Africa 0.30 15
1.00 ' Chile 0.49 21 China 0.29 8
I3 Tanzania 0.48 3t Romania 0.29 4
Bthiopiz 047 4 Ghana 0.28 44
The variables LVAU and LVAW arc summary measures of the degree ’g:n“:;aa‘k gjz Z “‘;:::::n Sooncs g;: ;
of legal independence of different central ‘tfanks. Table 193 presents aﬁ R Bahomas oS . Swodes 0:27 .
ranking of countries during the last subperiod (1930-89) by the ove;U H Maita 045 3 Singapore 027 3
level of legal independence of their central banks as measured by LVAU. i Kenya 04 " Finland 027 ;
Table 19.4 presents similar rankings only for the subset of developed Argentina 0.44 319 New Zealand 027 2
countries. Both tables also present the (geometric) average yearly rate of i Turkey 0.44 50 Thailand 026 6
inflation in each country during the same period. The Iai}lfmgs in table i Peru 043 194 Brazit 0.26 230
19.3 range from a maximum of 0.68 for Switzerland t_o a minimum of 0.10 i Israel 042 105 Nepal 025 1
for Poland. Among the seven countries with the hlgh‘est‘rank_, four are 1 Costa Rica 0.42 25 Bolivia 025 230
developed; among the seven countries with the lowest rank, six are less i Ne.ﬂ:.el-].ands 042 3 Hungary 024 9
developed countries (LDC). Nevertheless, the median leve'l of legal inde- i Pl_uhppmes 0.42 14 Zimbabwe 0.23 13
pendence for the entire sample of countries, which is 0.33, is very close t:o g :wa;'agua 0-:‘12 258 S:tllth Korea 0.23 8
the median level within the group of developed countries in table 19.4.- This ’ :;x:e uras 3.41 5; gmy ~ g.;z ; ;
level is 0.31. But there is a higher concentration of develo;_;ed couutr¥es at Borbados 0:40 ; Spal_i ¥ 0:21 "
the top 10 percent and 2 higher concentration of fievelopmg countries at i Ielaad 030 . Pakistan o9 ,
the bottom 10 percent of the distribution. The ranking by LVAWpr?duceSf 1 Venezuela 037 21 Belgium 0.19 s
a broadly similar picture. In the overall sample the rank coefficient o ] : Uganda 037 105 Qatar 018 2
correlation between LVAU and LVAW is 0.91. Table 19.4 also shows the ¥ Luxembourg 0.37 5 Moroceo 016 g
index LV AU in the group of developed countries duripg the 1980s. The B Botswana 0.36 11 JTapan 0.16 3
rank coefficient of correlation during that period alone is 0.90. i Iceland 0.36 38 Panama 0.16 3
There are no hyperinflations among developed counjcnes during the Mexicol 0.36 65 Norway 0.14 8
1980s. The highest average rate of inflation in this group is 38 percent for | Malaysia 0.34 4 Yugoslavia 0.13 108
Iceland followed quite distantly by New Zealand with 12' mr@t. But Nigeria 033 19 Poland 0.10 43

some of the countries with the highest average rates of inflation such 3 a. The range of LVAU is from zero {minimal independence) to one fmaximum independence).

3 b. Inflation is measured as the Yyearly geometric average during the 1980s and is rounded to

: nearest full percentage.
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Fable 19.4
Ranking of central banks by average legal independence (as measured by LVAU) during

the 1980s in developed countries

Average
yearly
Country LVAU® inflation®
Switzerland 0.68 3
West Germany 0.66 3
Austria 0.58 4
United States 0.51 5
Denmark 047 7
Canada 0.46 6
Netherlands 042 3
Ireland 0.39 9
Luxembourg 0.37 5
Iceland 0.36 38
Britain 0.31 7
Australia 0.31 8
France 0.28 7
Sweden 0.27 8
Fintand 0.27 7
New Zealand 0.27 12
Italy 022 11
Spain 021 10
Belgium 0.19 5
Japan 0.16 3
Norway 0.14 8

a. The range of LV AU is from zero {minimal independence) to one (maxireum independence).
b. Inflation is measured as the yearly geometric average during the 1980s and is rounded to

the nearest full percenitage,

as Argentina, Peru, and Nicaragua have rankings of legal independence
above the median. On the other hand, countries such as Pana_m_a, Japan,
and Belgium, with very low rates of inflation, are ranked in the lowest
quartile of legal CB independence. These preliminary, somewhat impres-
sionistic observations suggest that legal CB independence may be neither
necessary nor sufficient for low inflation. This, however, is not inconsistent
with the view that, other things the same, a higher degree of legal indepen-
dence is conducive to lower inflation. These issues are investigated more

precisely in chapter 20.
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194 The Turnover Rate of Centr.
al
Actaal I dependence Bank_ Governors as 5 Proxy for

monetary policy and institutions in var;

_ arious ce indi
are discussed in the next section. el banks Hhese indices
for”i:ilrale 1-13;5 presents the average turnover rate of Centra] Bank governors

Over fifiy countrieg during the forty ing i
years ending in 1989, Thege
are presented separately for developing and developed counttries W;itfj
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gaBblgeofrg;snom’ turnover rates 1950-89 (average number of changes per annum)
i Developing conntrics
Developed countries . — T—
urno
Country - rate Country rate
Iceland 0.03 Malaysia gi:
Netherlands 0.05 Honduras 0.15
Denmark 0.05 Zimbabwe 0.1 :
Luxembourg 0.08 Ba.ﬂ:‘sadfas 0.13
Norway 0.08 Philippines 0.13
Ttaly 0.08 Tanzania 0. ”
Britain 0.10 Israel 0.19
Canada 0.10 Nigeria 0.17
West Germany 0.10 g::ey; 0:13
i 0.13
?izllﬁdsmtes 0.13 South Africa gig
Belgium 0.13 Hungary 0.19
Switzerland 0.13 Lebanon 0:19
Sweden 0.15 Ba.ha.mas o
Ireland 0.15 Mexmo. o
France 0.15 Romania 0.20
0.15 Colombia .
.l;;:nzea]and 0.20 Thailand g.;g
Spain 0.20 Zaire . 0.23
Yugoslavia .
Panama 0.24
Ghana 0.28
Malta 0.28
Venezuela 0.30
Egypt 031
India 0.33
Peru 0.33
Uganda 0.34
Zambia 0.38
Singapore 0.37
Ethiopia 0.20
Chile 045
Botswana 0.41
China 0.34
Turkey 0.40
South Korea 0743
Uruguay 048
Costa Rica Q.58
Argenting 0.93
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of five years) for Spain and Japan. More than half of the LDCs have
turnover rates exceeding this maximum,

It may be argued that low turnover does not necessarily imply a high
level of CB independence on the grounds that a relatively subservient
governor will tend to stay in office longer than a governor who stands up
to the executive branch, This may be true for countries with exceptionally

low turnover rates such as Iceland, Denmark, and Britain 5 On the other

shorter than that of the executive branch. This makes the governor more
susceptible to influence by the executive branch and discourages him or
her from trying to implement longer-term policies the lower the expected
tenure. Since in most countries the electoral cycle is at least four vears, it is
likely that the threshold turnover is somewhere between 0.2 and 0.25
(average tenure of four to five years). In addition, for very short terms of
office such as three years or less (turnover rates of 0.33 or larger), it is
generally more difficult to implement long-term policies for any electora}
cycle. In any case the threshold turnover will be determined (in chapter 20)
by using a goodness-of.fit criterion.

Since all DCs have turnover rates below 0.2, it is not very likely that
these rates are effective proxies for independence in that group of countries.
On the other hand, since a majority of LDCs in the sa.inple is characterized
by turnover rates above 0.2, it is likely that governors’ turnover ig g

" meaningful proxy for independence among the LDCs,

An inferesting side issue is whether actual turnover is affected by the
legal term of office of the governor as stipulated in the law. To answer this
question, actual turnover rates in the four subperiods were regressed on
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it o vt it

indicating that actual turnover is affected by many other factors besides j Tabie 19.6
the legal term of office. ' Questionnaire variables and their codings
Definition of variable : Variable Nuglerica]
195 Characterization of Central Bank Independence by Answers to _ T - — name codings
. . ‘ 3 - Tenure overlap with political authorities
a (Juestionnzire : . gto
: Little overlap
. . L. . . ’ Some overlap 1
Responses to a questionnaire containing questions on various aspects of ‘ Substantial overlap 3'5
CB independence were secul:ed from ?Iuahﬁed .mdmduals in various cen- i 2. Limitations on lending in practice 1
tral banks. The questionnaire contains questions on the following five g This scale measures the tigh ; 4
. . . 3 e tightn imitati -
groups of issues: (1) legal aspects of CB independence, (2} actual practice how they have been adhefed tgs isnopr]:gltit:eu;nivﬁuffeﬂl ?,f, iﬁf
when it differs from the stipulation of the law, (3) monetary policy instru- ?%ngdggg to t‘i;eo quistionnaire. The scale has four points:
ments and the agencies controlling them, (4) intermediate targets and " Hmitations e s where I stands for the most binding
¥nd1cators, and (5} final objectives _of mc?netary pohc.y and their relative 3, Resolution of conflict
importance. Responses to the questionnaire were obtained for twenty-four In some cases ch " qre
countries. Since policymakers’ thinking is usuaily dominated by the pres- i Everything ex;;f’;;‘:t ;I?:vzggs:;‘é:;’:h:’ ﬁi_as‘t’Of 31; CB 1
ent and the recent past, these responses are taken to refer to the last i Clear evidence of resolution in favor of govemme::tl mﬁlmtmm 8’5
fsubpen.oc.i (1980-89). An obvious drawback ?f t%le questlonnaare met'hod _:j_: 4. Who determines the budget of CB? gbeb
is that it is, to some extent, based on the subjective judgment of qualified & Mostly CB
but dJﬁjﬂﬁzt individuals -at vari_ous cet_ltral b.anks. On the other hand, it is : Mixture of CB and executive or legislative branches (1)5
an efficient method for discovering serious divergences between actual and & Mostly executive or legislative branches 0
legal independence. 3. Who determines the salaries of high CB officials and the asp
Answers to the questionnaire were used in order to code the nine ques- allocation of CB profits?
tionnaire variables described in table 19.6. Only a subset of the answers Mostly CE or law )
was used for the codings. This was done to minimize the impact of varia- 4 Mixtuze of CB and exeeutive ot legislative branches 05
. . . . 4 Mostly executive or legislative branches
tions in the quality of responses across questions and also because some ] Wh e deie 0
answers are more easily translated into precise codings than others. Ap- i pmf?'é:ﬁo&gifﬁ;“ﬁb;’:;ﬁﬂi ;’gﬂ t:l; allocation of
. . . ’ 4 , t0¢ ans
pendix B to this chapter reports the questions whose answers were used :;degl according to the identity of the institation d::el;':lsxining
for the coding of variables in table 19.6. The codings appear in appendix E anes
C. Variable 1 is designed to capture the extent to which the terms of office s 6. Are there quantitative monetary stock targets? gst
of the governor and of the board of directors are likely to be independent Such targets exist and are well adhered to i
from government. If their legal terms are longer than that of government, §:$ ::;ge:: e:qs: 311: there is mixed adherence 0.66
. . . . s o €X15
the bank is considered, ceteris paribus, to be more independent and the 4 There arseuo Smd{anmgaerfspoorly adhered to 033
more so the larger the difference between the terms of office of the bank’s 4 7. Are there formal or informal 0
N . i - or informa] int .
officials and the term of office of general government. Banks for which the ¢ N interest rate targets? girt
. . . . - - s <
reverse is true, or for which there is evidence that some high CB officials . o Yes 1
are terminated when there is a change in government, are classified in the g 0
lowest category of independence. Variable 2 is seif-explanatory. The actual £ 1
coding is done by applying criteria similar to those used to classify the legal £
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ble 19.6 (continued) .
= ( Variable Nuzfuencaj

ame codings
Definition of variable i} A
8. What is the actual priority assigned to price stability? apps
. . . i
First priority assigned to price stability r o6

i iori i hange rate
First pricrity assigned to a fixed exc o
Price or exchange rate stability are among _the objectives of 033
monetary policy, but neither has first pnor_lt_y o
No mention of price or exchange rate stability as objectives at

¢
any priority level
2. Does CB function as & development bank that grants credits gsc
at subsidy rates? 1
T 0.66
To some extent o
Yes - . g -
CR is heavily involved in granting subsidized credits to the o

private and public sectors

limitations on lending in the previous section. The lowest lev‘eI f’f 11.1depeni;
dence is assigned mostly to cases in which there are 1o 11m1;?,t12ni ;
lending and/or there is evidence that government can adjust the limits very
ily i ctice.
| easlillfelrll-el:;:ining variables are self-explanatory, e.xcept per1-1aps foi1i tl:e
sixth and seventh variables which focus cn the existence of mterfniak ae :l
targets and on how they operate. The existence of st?ck-targe_ts is aken
to indicate that the CB is freer to focus mos_tly on price stability an
more so the better its performance in attaining the targets. The existence
of interest rate targets indicates that the CB has less freedom to focu‘s on
price stability. The codings of those variables_reﬂect these presum;)tlc;{n:c;
Variable 9 on the existence of subsidized credits fro‘m the CE]:'ltl'al an 1h
important in some LDCs with limited private supphes_ of savings. In su;
countries the ability of the central bank to puTsue price stability T;lynke
severely restricted by the fact that it has to_functfon asa developmen . athe.
The detailed codings of individual questionnaire variables appear in
ix to this chapter. o

ap’Il)“;I;dquestionnairepvariables reflect the judgment of spec:al:;ts on iﬁ:ﬁ;
tary policy. This judgment is based on le.gal as well as ot other ple pent
information. As a consequence these variables may at tlr.fles over ip e

some of the legal variables. But they also reflect information about ac
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Practice and independence that is Dot captured by the legal variables. For
example, the legal limitations on lending may be tight byt easy to adjust,
or to evade, in practice. Questionnaire variable 2 is likely to detect such
discrepancies.

As in the case of the legal variables, two rounds of aggregation are
applied to the questionnaire variables. In the first round the fourth and the
fifth variables are aggregated, with equal weights, into 2 single financia
independence variable dgfi. Also the sixth and seventh variables are re-
placed by a single unweighted average git for intermediate targets. This
first round of aggregation reduces the number of variables from nine to
seven. In the second round of aggregation these seven variables are aggre-
gated into two alternative overzall indices of independence as reflected by
the responses to the questionnaire: VAU is an unweighted average of the
codings of the seven variables resulting from the first round of aggregation.
OVAW is obtained by calculating a weighted average of the same vari-
ables. The weights reflect a subjective evaluation of the relative importance

QVAU and QVAW reflect both the law and the ways it is applied in
practice. Being based on subjective evaluations, they probably contain
more noise than the aggregate indices LVAU and LVAW of legal CB
independence. However, they are also likely to contain additional perti-
nent information about actya] independence, Hence, as far as overal]
actual independence is concerned, the signal-to-noise ratio in VAU and
CVAW is not necessarily larger than this ratio for LVAU and LVAW In

Table 19,7

Weights used in the construction of the questionnaire-based index QVAW of CB
independence :

" Questionnaire variable : ' Weight
qte {tenure overlap) 0.10
gl (limitations on lending) 0.20
qre (r%olption of conflict) | 0.10
qfi (financial independence) 0.10
git (intermediate targets) . 0.1s
apps (priority to price stability) - 0.15
gsc (subsidized credits) 0.20

100
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g:gtiii‘if central banks by aggregate indices of independence derived from questionnaires
Ranked by QVAU Ranked by QVAW
Avei'age Averla.ge
ear
'yx.;iizlt]iron : ymﬂagon

Country ov4u 1980-89*  Country QVAW  1980-89"
West Germany 1.00 3 West Germany 1.00 3
Costa Rica 0.79 25 Costa Rica .81 25
Ttaly 0.76 i1 Finland : 0.78 .
Finland 0I5 7 Australia 0.76 3
Australia 0.73 8 Italy 0.73 11
Deanmark 0.70 7 Denmark 073 7
Bahamas 0.69 6 Bahamas 0.71 6
Luxembourg 0.67 5 Luxembourg 0.66 5
France 0.65 7 France 0.65 7
Zaire 0.64 58 Britain 0.64 7
South Africa 0.61 i5 South Africa 0.64 15
Lebanon 0.60 Zaire 0.61 58
Britain 0.60 7 Lebanon 0.59
Uganda 0.57 105 - Ireland 0.57 9
Belgium 053 5 Barbados 054 7
Barbados 0.51 7 Uganda 0.53 - 105
Ireland 0.51 9 Uruguay 049 56
Uruguay 049 56 Belgium 047 5
Turkey 0.48 50 Turkey 0.44 50
Tanzania 0.49 31 Tanzania 0.38 3
Nepal .30 i1 Peru 022 194
Peru 0.23 194 Yugoslavia 0.17 108
Yugoslavia 0.18 108 Ethiopia ; 0.13 4
Ethiopia 0.12 4

a Inflation is measured as a geometric yearly average and is rounded to the nearest full
percentage.

o S ek e P
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any case there is no need to choose either the legal or the questionnaire
variables. To the extent that each group proxies for somewhat different
dimensions of independence, both types of variables (when available) can
be used to measure independence.

Table 19.8 presents a ranking of the countries for which questionnaire
responses are available, using alternatively QV.AU and QVAW. The indices
are calculated only for countries in which there are responses for questions
whose sum of weights exceeds a certain minimal percentage {70 percent for
QV AW and 60 percent for QVAU). It is apparent that under both rankings
Germany is at the top and Ethiopia at the bottom and that for the
countries for which enough responses are available, the two rankings are
very similar. As a matter of fact the rank coefficient of correlation between
OVAU and QVAW i5 0.99.

The median of QVAU occurs at 0.6 for Britain and Lebanon. The
median of QVAU within the group of LDCs is 0.49 (for Uruguay). Thus
the median level of CB independence (as measured by QVAU) in the group
of LDCs appears to be significantly lower than this median within the
group of DCs. This contrasts with the finding for legal independence. It
will be recalled from tables 19.3 and 19.4 that the medians of LV AU in the
overall sample and in the group of DCs are very close to each other.

196 Imterrelationships between Alternative Indices of
Central Bank Independence

To this point three groups of measures of CB independence have been
introduced. Legal independence, CB governors’ turnover rates, and inde-
pendence as coded from responses to a questionnaire on CB independence.®
The first source reflects only the letter of the law. The second, by contrast,
is based on actual developments. The third source combines both legal and
actual information on CB independence but is more judgmental than the
first two.

it is of some interest to examine the comovements between these groups
of variables for at least two reasons. First, since they are all devised to bring
out various dimensions of CB independence, a high degree of correlation
among them would imply that any one group may suffice as an overall
index of CB independence. If, on the other hand, the cormrelation is not
high, there is room for usefully combining them in order to obtain better
measures of overall CB independence. The second reason is related to the
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Table 199 _ .
C:)':rZIations between legal and questionnaire-based measures of CB-independence

i All Developed  Less developed
g;r“l::l;tlon countries countries conntries
Rank coefficients of correlation
LVAU and QVAU - 001 001 gg(ﬁ)

LVAW and QVAW 0.04 0.33 i
Simple coefficients of correfation

glland I 0.19

gll and alt the legal “limitations on 0.46

lending” variables from table 19.2

discussion in chapter 20 in which inflation is related t_o C?B inde;?endence.
If the various groups of indices are highly co]linear,.lt will be difficult to
identify the separate contribution of each to inflation. If they are not,
however, there is hope for identifying the separate effect of each on
on.

mﬂ“a/t; focus first on the correlation between legal indep‘enden.ce and overall
independence as reflected in responses to the questmnnal_re. The rank
coefficients of correlation between the summary measures of independence
in the two groups are summarized in table 19.9. Thg table shows that t.he
correlation between these two measures of independe-nce. for the entire
group of (up to) twenty-six countries is modest. But this hides somewyat
different types of correlations for developed and less _develc;ped countries.
The correlation between legal provisions and questionnaire-based mea-
sures of independence is somewhat higher for the subset of DC than .for
the LDCs in the sample.” It appears therefore that although far frorfl being
identical, legal and actual independence are more ciosely related in DCs
than in LDCs.

The other relationship explored is between governors’ turnow:er and
legal independence. This is done by regressing average turnover in each
country and subperiod alternatively on LV AU and LVAHE’ anq on sub-
periods’ dummies to control for period-specific effects. Again this is done
for all countries (over fifty of them) as well as for DCs and L_DCS sepa-
rately. In all regressions the coefficient of the _aggregate legal variable is 1(;&
significant at usual significance levels indicating that the tur.nover variable
and the legal variables are likely to be proxying for rather different dimen-
sions of CB independence.

_vg_,._.-_._.,,;,_-.'.ufxw-w..g_..'..q_.;: TR LAt
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The questionnaire variable gl incorporates information about legal
limitations on lending as well as on how they are implemented in practice.
The last two entres in table 19.9 show the coefficients of correlation
between gli and between the variables that measure the tightness of Iggal
limitations on lending. The variable I is ap aggregate of the last five Jegal
variables in table 19.2 with weights that are proportional to their weights
in the table. Even when the legal limitations variables are entered in
disaggregated form, they contribute ouly 46 percent to the explanation of
the variaiion in gll. This indicates that the answers to questions concerning
limitations on lending generally include information beyond the informa-
tion contained in legal limitations on lending alone,

Questionnaire variable qpps measures the relative importance given to
price stability in practice as evaluated by respondents to the questionnaire.
Legal variable obj méasures the same concept as specified in the Iaw. The
correlation between these two variables is therefore a measure of the exteni
to which the actual and the legally specified emphasis on price stability are
related to each other. A regression of gpps on obj yields a significant (at the
0.04 level) and positive coefficient & But the squared coefficient of correla-
tion between the two variables is only 0.14. These results suggest that
although the actual emphasis on price stability (as evaluated by respon-
dents to the questionnaire) depends on the emphasis given to this objective
by the law, there are substantial divergences between these two measures.

It follows that gpps contains information beyond that contained in the

definition of objectives as specified in the CB charter.

19.7  Additional Dimensions of Central Bank Independence®

Although the indices of CB independence presented in this chapter are
probably the most comprehensive that exist on a unified basis, they do not
quantify all the aspects of independence, This section discusses informally
some additional dimensions. A potentially important component of inde-
pendence is the quality of the bank’s research department and itg standing
in comparison to other economic research institutions within the public
sector. A governor who is backed by an absolutely and relatively strong
research department carries more weight vis-d-vis the Treasury and other
branches of government. The reason is probably that the governor is
perceived as a relatively impartial provider of reliable information about



394 Central Bank Independence and Policy OQutcomes

the economy. A possible indicator of the quality of a bank’s research
department is the quality of the annual report it produces.

Other things the same, independence is probably higher in countries
with broad and well-developed financial markets. The reason is that the
prudential supervision of financial institutions and related intricacies are
almost always under the authority of the CB. The larger the financial
sector, the wider is the span of authority of the CB and the areas in which
it is the main or even sole representative of the public sector. This raises its
power and prestige vis-a-vis the treasury and other political authorities.
For example, the Bank of England probably carries more weight than
what might appear from its moderate degree of legal independence (see
table 19.4) because it is the main representative of government in the wide
British financial sector. _ ‘

In some countries such as Israel one of the official duties of the governor
of the bank is to function as the economic advisor to government. This
function allows the governor to periodically address parliament or the
cabinet on matters like fiscal and labor market policies. Although unable
to vote on these policies, the governor’s official capacity as advisor may
give him or her some influence in areas outside the realm of monetary
policy.

In countries with fixed exchange rates that are allowed to fluctuate
within a prespecified band, the width of the band affects the span of
authority of the CB. The reason is that the decision about the center rate
is usually made by political authorities, while the daily interventions are
often left to the discretion of the bank.*® A widening of the band therefore
raises the span of authority of the CB.

Provisions concerning the appointment procedures of the CB board
members also affect the degree of independence from governmment. In
general the smaller the involvement of the executive or the legislative
branch in such appointments, and the longer the term in office of board
members, the higher is the level of independence. In the United States,
for example, the president appoints all seven members of the Board of
Governors. Each governor is appointed for fourteen years, and the terms
in office are staggered. Havrilesky and Gildea (1990, 1991) and Havrilesky
and Schweitzer (1990) argue that the president can influence monetary
policy by appointing loyal Governors to the Board. However, the stag-
gering of board member terms (one governor terminates his or her term
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SVery two years) substantiaily reduces the president’s ability to pack the
board (Keech and Morris 1991). In addition not all appointees are contin,
ually loyal to the president’s wishes, i
Im?ependence also depends on the ability of the CB to maintain a
sufficiently large volume of open market operations when needed. In gen-
eral the larger the relative size of government obligations that a;re non
Enarketable, the more restricted is the ability of the CB to conduct mean-
mgful open market operations. For example, the ability of the Bank of
Israel to conduct open market operations is seriously restricted despite the
fact that it holds a large amount of government securities. The reison is
that these securities are not tradable and the Israeli Treasury has consis-
.tentiy refused to make them tradable, The effective degree of independence
1s also likely to be smaller, the larger the relative size of government as a
borrower on. capital markets. In extreme cases such as Belgium in which
government 1s the main borrower on the capital market actual CB inde-
pendence is likely to be lower than legal independence. 11
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Appendix A: Codings of Basic Legal Variables
Term of office, too ‘Who appoints CEO, app
- - - 1950-  1960- 1972- 1980-
il all wl ak kol
Argentina NA NA 025 025 NA m 025 025
Australia NA 0.75 0.75 0.75 NA 0.00 0.00 0.00
Austria 0.50 0.50 0.50 0.59 Q.00 0.00 0.00 0.00
Belgium 0.50 0.50 0.50 0.50 0.00 0.00 . 0.00 0.00
Bahamas NA NA 0.50 0.50 NA NA 0.00 0.00
Bolivia 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.0
Brazil Na 0.00 0.00 0.00 NA 0.50 0.50 0.50
Barbados NA NA 0.50 0.50 NA NA 0.00 0.00
Botswana NA NA 0.50 0.50 NA NA 0.00 0.00
Canada 0.75 0.75 0.75 0.75 0.75 0.75 075 0.75
Switzerland Q.75 0.75 0.75 Q.75 0.25 0.25 0.25 0.25
Chile 0.00 0.00 0.50 0.50 1.00 1.00 0.00 0.00
China 0.50 0.50 0.50 0.50 NA NA NA NA
Colombia NA 0.00 0.00 0.00 NA 0.75 0.75 0.75
Costa Rica NA NA NA NA NA 1.00 1.60 1.00
West Germany 1.00 1.00 1.00 100 075 0.75 0.75 0.75
Denmark 0.00 0.00 0.00 0.00 &.00 0.00 0.00 0.00
Egypt 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Spain 0.00 0.00 0.00 0.25 0.25 0.25 0.25 0.00
Ethiopia NA 0.50 0.00 0.00 NA 0.25 025 025
Finland 1.00 1.00 1.00 1.00 0.00 0.00 0.00 0.00 .
France 000 0.00 0.00 0.00 0.25 0.25 025 0.25
Britain .50 0.50 0.50 0.50 0.00 0.00 0.00 0.00
Ghana 0.50 0.50 0.50 0.50 0.00 0.00 0.00 0.00
Greece 0.25 025 0.25 0.25 0.75 0.75 0.75 Q.75
Honduras 0.75 0.75 0.75 0.75 0.00 0.00 0.00 0.00
Hungary 0.50 0.50 0.50 0.50 0.25 0.25 025 0.25
Indonesia 0.50 0.50 0.50 0.50 0.25 0.25 025 0.25
India 0.50 0.50 0.50 .50 0.25 0.25 025 0.25
Treland 0.75 0.75 0.75 0.75 0.50 0.50 0.50 0.50
Tceland 100 1.0 1.00 1.00 NA 0.75 0.75 0.75
Israel 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Italy 0.00 0.00 0.00 .00 0.75 0.75 075 0.75
Japan 0.50 0.50 0.50 0.50 0.25 025 025 025
Kenya NA 0.25 0.25 0.25 NA 0.00 0.00 0.00

end i b

AN T SR E SIS
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Termn of office, too Who appoints CEO, app
1950- 1960~ 1972- 1980- 1950- 1960- 1972- 19%0-
59 71 79 9 59 7 79 29
South Korea 025 025 025 025 025 025 025 025
Lebanon 075 075 075 075 025 025 025 625
Luxembourg NA~ NA  NA 075 NA NA NA 025
Morocco NA  NA NA NA NA 025 025 025
Mexico NA~ NA  NA NA 000 100 100 1G0
Malta NA 050 065 05 NA 050 050 05
Malaysia NA 050 05 050 NA 000 000 000
Nigeria NA 05 05 05 WA 000 000 900
Nicaragua NA 0.00 0.00 0.00 NA 0.00 000 0.00
Netherlands 075 075 075 075 000 000 000 000
Notway 075 075 075 075 000 000 000 090
Nepal 05 050 050 050 025 025 025 025
New Zealand 056 050 050 050 000 060 000 000
Pakistan 050 050 050 050 025 025 025 025
Panama NA~~ NA  NA NA 025 025 025 035
Peru NA 000 000 000 NA 100 100 10
Philippines 075 075 075 075 000 000 000 000
Poland 050 050 050 050 025 025 025 025
Qatar NA  NA 030 050 NA NA 025 025
Romania 050 050 NA NA 025 025 025 025
Singapore NA -~ NA 025 025 NA NA 000 000
Sweden 000 000 000 000 100 100 100  1.00
Thailand 025 025 025 025 050 050 050 050
Turkey 050 035 050 05 075 075 075 075
Tanzania NA 025 025 025 NA 000 000 000
Uganda NA 050 0350 05 NA 05 050 050
Uruguay 025 025 025 025 000 000 025 025
United States 025 025 025 025 05 050 050 050
Venezuela 050 050 0350 65 000 000 000 000
WesternSamoa NA  NA  NA 025 NA NA  NA 025
Yugoslavia NA 025 025 025 NA 025 025 025
South Africa 050 050 050 05 000 000 000 000
Zaire NA~ NA 050 0350 NA NA 000 000
Zambia NA 050 05 050 NA 025 025 025
Zimbabwe 075 075 075 075 000 000 000 000

Note: Codes range from 0 (minimal independence) to a maximum of 1.
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Provision for dismissal, diss Another office held, off
1950— 1960— 1972— 1980— 1950- 1960- 1972— 1980-
59 7 79 89 59 71 79 89
Argentina NA NA 033 083 NA .NA 100 100
Australia NA 083 083 083 NA 100 100 100
Austria 083 083 083 083 100 100 100 100
Belgium 000 000 000 00C 050 0350 050 030
Bahamas NA NA 083 083 NA NA 050 050
Bolivia 083 083 083 083 100 100 100 100
Brazil NA 000 000 000 NA 000 000 000
Barbados NA NA 083 083 NA NA 000 000
Botswana NA NA 083 083 NA NA 050 050
Canada 083 033 083 083 100 100 LO0 100
Switzerland NA NA NA NA 100 100 100 100
Chile 100 100 083 083 050 0350 050 050
China NA NA NA NA 000 000 080 000
Colombia NA 083 083 083 NA 000 000 0.00‘
Costa Rica NA 067 067 067 NA 100 100 100
West Germany 100 100 100 100 000 000 000 000
Denmark 033 033 033 033 000 000 000 000
Egypt 100 100 100 100 100 100 000 o.gg
Spain 000 000 000 080 050 000 000 (1)‘00
Ethiopia NA 000 000 000 NA 000 000 !
Finland NA NA NA NA 000 000 000 000
France 100 100 160 100 050 050 050 050
PBritain 083 033 083 083 100 100 100 100
Ghana 083 08 083 083 0350 050 050 0.5
Greece 067 067 067 067 050 050 050 050
Honduras 083 083 083 08 100, 100 100 100
Hungary 100 100 100 100 GO0 000 000 000
Indonesia 000 000 000 000 050 050 050 050
India 0.33 0.83 0.33 0.83 050 050 0350 050
Trefand 0823 083 08 083 100 100 100 100
iceland NA 083 083 08 NA 050 050 030
Istael 050 050 050 050 030 050 030 0.(5; :
Italy 067 067 067 067 100 100 100 (1).50
Japan 083 083 083 083 050 050 050 0.50
Kenya NA 083 083 083 NA 050 050 ]

cienlad
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Provision for dismissal, diss Another office held, off
1950-  1960— 1972-  1980— 1950- 1960-  1972—  1980-
59 71 79 89 59 71 79 bis®
South Korea 0.33 0.83 0.83 083 000 0.00 0.50 0.50
Lebanon 0.83 0.83 0383 0.83 106 100 1.00 1.00
Luxembourg NA NA NA 0.83 NA NA NA 0.00
Morocco NA 0.00 0.00 0.80 NA 0.00 0.00 .00
Mezico 0.33 0.83 0.83 0.83 1.00 1.00 1.00 1.00
Malia NA 0.83 0.83 0.83 NA 100 1.0 1.00
Malaysia NA 083 083 08 NA 000 000 000
Nigeria NA 0.83 0.83 0.83 NA 0.50 0.50 .50
Nicaragua NA 0.83 0.83 0.83 NA 1.00 100 1.00
Netherlands 017 017 Q.17 0.17 1.00 1.00 1.00 1.60
Norway 033 0.33 9.33 0.33 1.00 100 1.00 100
Nepal 0.00 0.00 000 0.00 0.00 0.00 0.00 0.00
New Zealand 0.83 0.33 0.83 0.83 0.00 100 1.00 1.00
Pakistan 0.83 083 0.83 0.83 0.50 0.50 0.50 0.50
Papama 033 0.83 0.83 0.83 1.00 1.60 1.00 1.00
Peru NA 0.83 0.83 0.83 NA 100 100 1.00
Philippines (.83 0.83 0.33 0.83 0.50 0.50 0.50 0.50
Poland 0.00 0.00 0.00 000 0.50 0.50 0.00 0.00
Qatar NA NA 0.83 0.83 NA NA 0.50 0.50
Romania 100 1.00 NA NA 1.0¢ 1.00 Q.00 0.00
Singapore NA NA 08 08 NA NA 000 009
Sweden NA NA N4 NA 0.50 0.50 0.50 0.50
Thailand 0.00 0.00 .00 0.00 000 0.00 0.00 0.00
Turkey 1.00 1.00 0.33 0.83 100 1.00 0.00 0.00
Tanzania NA 08 083 08 NA 050 05 050
Uganda NA (.83 0.83 0.83 NA 0.50 0.50 (.50
Uruguay NA NA 0.83 0383 0.50 0.50 0.00 0.00
United States 0.00 0.00 0:00 0.00 1.00 1.00 1.00 1.00
Veneznela NA NA 0.33 0.83 0.00 .00 .50 0.50
Western Samoa NA NA NA 0.83 NA NA NA 0.00
Yugoslavia NA 0.83 0.33 0.83 NaA 0.00 9.00 0.00
South Africa 0.33 0.83 0.83 0.83 0.50 0.50 .50 .50
Zaire NA NA 1.00 1.00 NA NA 0.00 1.00
Zambia NA 0.83 083 0.83 NA 1.00 1.60 0.50
Zimbabwe 0.00 0.00 0.00 0.00 1.69 Q.50 0.50 050
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nM@?al;itfry poliey formuladion, Conflict resclution, conf”
— — —  1960— 1972— 1980-
Rl al a
Argentina "NA NA 033 0.33 NA NA 0.c0 ggg
Australia NA G.33 0.33 0.33 NA 0.20 0.20 .60
Austr.i;'i 0.67 0.67 1.00 1.c0 0.60 0.60 0.60 0:20
Belgium 0.00 0.00 0.00 0.00 0.00 0.00 0.20 0 "
Bahamas NA NA 0.33 033 NA NA NA N.
Bolivia 0.67 0.67 0.67 0.67 0.20 020 0.20 0.20
Brazil NA 0.33 0.33 0.33 NA NA NA N;g
Barbados Na NA 0.33 0.33 NA NA 0.20 g.oo
Botswana NA NA NA NA NA NA 0.00 .20
Canada 0.33 0.33 0.33 0.33 0.20 0.20 0.20 0.00
Switzerland NA NA NA NA 1.00 1.00 1.00 1.20
Chile 0.67 0.67 0.67 0.67 0.00 000 0.20 3.80
China NA NA NA Na& 0.80 0.80 0.80 .20
Colombia NA 0.00 0.00 0.00 NA 0.20 0.20 0.
Costa Rica NA NA NA NA NA NA NA N:O
West Germany 0.67 0.67 0.67 0.67 1.00 1.00 1.00 1.
Denmark NA NA NA NA 1.00 1.00 1.00 (1)$
Egypt 0.33 0.33 0.33 0.33 0.00 0.00 O.gg 0.00
Spain 0.33 0.33 0.33 0.33 0.00 0.00 0.00 1.00
Ethiopia NA NA NA NA NA NA 1 0,00
Finland NA NA NA NA 0.00 0.00 0.00 .60
France 0.33 0.33 0.67 0.67 0.60 0.60 0.60 0.{10
Britain 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Ghana 0.33 033 0.33 0.33 0.00 0.00 0.00 0.
Greece 0.33 0.33 0.33 0.33 0.60 0.60 0.60 0.60
Honduras 0.33 0.33 0.33 0.33 1.00 1.00 1.00 (1)$
Hungary (.33 0.33 0.33 0.33 0.00 .00 0.00 0:20
Indonesia 0.67 0.67 0.67 0.67 0.00 0.00 020
India NA NA NA NA 0.00 0.00 000 0.(;0
Treland NA NA NA NA NA NA Na Nzo
Iceland NA 0.33 0.33 0.33 NA 020 0.20 0.
Israel 0.67 0.67 0.67 0.67 0.20 0.20 0.20 O.Z"i)
Italy NA NA NA NA NA NA NA 0NO0
Japan 0.67 0.67 0.67 0.67 0.00 0.00 203 0.20
Kenya NA NA NA NA NA 020 .2 .
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Monetary policy formulation,
monpol Conflict resolution, conf
1950- 1960- 1972~ 1980- 1950- 19g0- 1972- 1980
59 71 79 39 59 71 79 89
South Korea 033 033 033 033 NA Na NA  NaA
Lebanon 067 067 067 067 Na N4 NA NA
Luxembourg NA NA NA 0.33 NA NA NA NA
Morocco NA NA NA NA pNa NA NA ©NA
Mexico 000 067 067 067 o2 020 020 o2
Malta NA 000 000 o060 a 020 020 020
Malaysia NA 000 000 000 NA 020 020 020
Nigeria NA 033 033 033 wNA o2 020 020
Nicaragua NA L0 100 100 NA  NA 0 Na Na
Netherlands 033 033 033 033 g 020 020 020
Norway 000 000 033 033 020 g 020 020
Nepal NA  NA  NA NA 000 o0p 000 000
New Zealand 000 000 000 000 Qoo 000 000 0g0
Pakistan 000 000 000 000 g0 000 000 000
Panama 033 033 033 933  oqo 000 000 o0
Peru NA 067 067 o067 NA 020 020 020
Philippises 067 067 067 067 020 g20 020 020
Poiand 033 033 067 o067 000 000 000 000
Qatar NA- NA 033 033 NA  wa 000 000
Romania 067 067 100 100 g0 060 08 080
Singapore NA NA NA A NA NA NA Na
Sweden NA~ NA NA NA NA nNA NA NaA
Thailand 000 000 000 000 020 g2 020 020
Turkey 067 067 033 033 020 020 080 os0
Tanzznia NA~ 067 067 067 NA 20 020 020
Uganda NA 000 000 o000 wa 020 020 020
Urnguay 067 067 067 067 000 000 020 o020
United States NA  NA NA NA  ox 020 020 020
Venezuela 000 000 033 033 wNa NA 160 100
Western Samoa  NA  NA  NA 000 NA NA NA g2
Yngoslavia NA 000 0606 000 waA 020 020 o020
South Africa NA~ NA NA NA A NA NA Na
Zaire NA  NA 067 o067 wma NA 020 Qg0
Zambia NA 000 000 033 wNa 020 020 20
Zimbabwe 000 000 000 000 000 000 o000 oo
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Active role in budget, adv CRB’s objectives, obj
1950-  1960- 1972— 1980- 1950— 1960- 1972— 1980-
59 71 79 89 59 71 79 29
Argentina NA NA 0.00 G.00 NA NA 040 g:g
Australia ‘NA 0.00 0.00 0.00 NA 0.40 0.40 !
Austria 0.00 0.00 0.00 0.00 0.60 0.60 0.60 0.60
Belgium 0.00 0.00 0.00 0.00 0.00 000  0.00 222
Bahamas NA NA 0.00 0.00 NA NA 0.60 .
Bolivia 0.00 0.00 0.00 0.00 0.60 0.60 0.60 0.60
Brazil NA 0.00 000 0.00 NA 0.00 0.00 0.00
Barbados NA NA 000 0.00 NA NA 0.80 0.80
Botswana NA NA 0.00 0.00 NA NA 0.20 0.20
Canada 0.00 0.00 Q.00 .00 0.20 0.20 0.20 0.20
Switzerland 0.00 .00 0.00 0.00 0.00 0.00 0.00 0.00
Chile 0.00 0.00 0.00 060 020 0.20 0.80 0.80
China 0.00 0.00 0.00 0.00 020 020 020 0.20
Colombia NA 000 0.00 0.00 NA 0.00 0.00 0.03
Costa Rica NA 0.00 0.00 0.00 NA 0.60 0.60 0.6
West Germany 0.00 0.00 0.00 0.00 100 1.00 1.00 1.00
Denmark 0.00 0.00 0.00 0.00 060 060 0.60 0.60
Egypt 000 0.00 0.00 0.00 0.60 0.60 0.60 g:g
Spain 0.00 (.00 000 0.60 0.00 0.00 0.00 0.00
Ethiopia NA 0.00 1.00 1.00 NA 0.60 0.00 0.80
Finland 0.00 000 0.00 0.00 0.30 Q.SO 0.30 X
France 0.00 0.00 0.00 0.00 0.20 020 0.00 0.00
Britain 0.00 0.00 G.00 0.00 0.20 0.20 0.20 0.20
Ghana 000 000 000 000 060 060 060 060
Greece 0.00 Q.00 0.00 0.00 0.80 0.80 0.30 0.80
Honduras 0.00 0.00 0.00 0.00 0.00 0.00 0.00 g%
Hungary 0.00 000 000 0.00 0.40 0.40 0.40 0.40
Indonesia 0.00 0.00 0.00 0.00 0.00 0.40 0.40 .
India 0.00 0.00 0.00 .00 0.40 0.40 0.40 0.43
Treland 0.00 0.00 000. 000 0.30 0.80 0.80 0.8
Iceland NA 0.00 0.00 0.00 NA 040 040 0.40
Israel 0.00 0.00 0.00 0.00 0.40 040 040 040
' ltaly 000 000 000 000 020 020 020 0.32
Japazn 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.40
Kenya NA 0.00 0.00 0.00 NA 0.40 040 .
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Active role in budget, ady CB’s objectives, obj
1950- 1960~ 1972~ 1980- 1950- 1ogo- 1972-  1980-
59 71 79 89 59 7 7 89
South Korea 000 000 000 000 060 0g0 060 0.0
Lebanon 000 000 000 000 000 000 000 o000
Luxembourg NA NA NA 000 NA NA NA 060
Morotco NA 000 000 000 NA 020 020 0.20
Mexico 000 000 000 000 000 000 000 Q00
Malta NA 000 000 000 NaA 040 040 040
Malaysia NA 006 000 000 NA 060 o060 0.60
Nigeria NA 000 000 000 NA 060 060 060
Nicaragua NA 000 000 000 NA 000 o000 0.00
Netherlands 000 000 000 000 030 o080 0.80 020
Norway 000 000 000 000 000 000 000 000
Nepal 000 000 000 000 020 g2 920 020
New Zealand 000 000 000 000 000 040 040 049
Pakistan 000 000 000 000 Q40 040 040 040
Panama 000 000 000 000 040 guap 040 040
Peru NA 000 000 000 NA 040 o040 0.40
Philippines 000 000 000 000 100 100 100 1.00
Poland 000 000 000 000 000 600 000 009
Qatar NA NA~ 000 000 NA NA  o4p 0.40
Romania 000 000 000 000 060 060 020 020
Singapore NA Na 0.00 0.00 NA NA 060 060
Sweden 000 000 000 000 020 020 620 020
Thailand 000 000 000 000 060 o060 060 060
Turkey 000 000 000 000 040 a0 060 Q.60
Tanzania NA 000 000 000 NA 040 040 040
Uganda NA 000 000 000 NA 040 040 040
Uruguay 000 060 000 000 020 020 040 040
Uaited States 060 000 000 000 040 040 040 040
Venezuela 000 000 000 000 02 020 040 040
Western Samoa  NA NA NA 000 NA NA NA o4
Yugoslavia Na 000 000 000 NA 040 040 0.40
South Africa 000 000 000 000 020 o020 020 020
Zaire NA NA 000 000 NA NA 060 040
Zambia NA 000 000 000 NA o8 0.80 049
Zimbabwe 000 000 000 000 000 oo 000 000
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Limit on advances, lla Limit on securitized lending, lis
1950-  1960— 1972— 1980— 1950— 1960- 1972— 1980
59 71 79 29 59 71 79 39
Argentina NA NA 033 0.33 NA NA 0.33 0(3};
Australia ‘NA 0.33 0.33 0.33 NA .00 0.00 [1X
Austria 1.00 1.00 1.00 1.00 0.67 0.67 0.67 0.6;
Belgium 0.00 0.00 0.00 0.0 0.00 0.00 0.00 0.0
Bahamas NA NA 0.33 0.33 NA NA 0.33 0.33
Bolivia 0.33 0.33 0.33 0.33 0.00 0.00 0.00 0.00
Brazif NA 0.67 0.67 0.67 NA 0.00 0.0 .0.00
Barbados NA NA 0.33 0.33 NA NA 0.33 0.33
Botswana NA NA 0.33 0.33 NA NA 067 0.67
Canada (.33 0.33 0.33 0.33 0.33 0.33 0.33 0.33
Switzerland 0.67 0.67 0.67 1.00 0.33 0.33 0.33 NA
Chile 0.00 0.00 0.33 0.33 0.00 0.00 0.33 0.33
China NA NA NA NA 0.33 0.33 033 0.33
Colombia NA 0.67 0.67 0.67 NA .00 0.00 0.00
Costa Rica NA 0.67 0.67 0.67 NA 0.33 0.33 0.33
West Germany 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67
Denmark 1.00 1.069 1.00 1.00 0.33 (.33 0.33 0.33
Egypt 0.67 0.67 0.67 0.67 0.67 0.67 0.67 ggg
Spain 0.33 0.33 0.33 0.33 0.00 0.00 0.00 0.33
Ethiopia NA NA 0.33 0.33 NA NA 0.33 .00
Finland 0.00 0.00 0.00 0.00 0.00 0.00 .00 0.
France Q.33 0.33 0.00 0.00 0.00 0.00 Q.00 0.00
Britain 0.00 0.67 0.00 0.00 0.00 0.67 0.00 0.00
Ghana 0.67 0.00 0.00 Q.00 0.67 0.33 0.33 0.33
Greece 0.67 0.33 0.67 0.67 0.67 0.67 0.67 0.67
Honduras NA NA NA NA 0.33 0.33 0.33 0.33
Hungary 0.00 0.00 0.00 0.00 6.00 0.00 0.00 0.00
Indonesia 0.33 0.33 0.00 0.00 0.33 0.33 000 000
India 0.00 033 0.33 0.33 0.00 0.00 0.00 .0.00
Ireland NA NA NA NA 0.00 0.00 0.00 0.00
Iceland NA 0.00 0.00 0.00 NA 0.00 0.00 0.060
Israel 0.33 0.33 0.33 0.33 0.00 0.00 0.00 0.00
Italy 0.33 0.33 0.33 0.33 0.00 0.00 0.00 gﬁ
Japan 0.00 Q.00 0.00 0.00 0.00 0.00 0.00 0.67
Kenya NA 0.67 0.67 0.67 NA 0.67 0.57 X
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Limit on advances, llz Limit on securitized iending, fis
1950-  1960- 1972- 1930- 1950- 1960 1972~ 1580-
59 71 79 89 59 71 79 89
South Korea (.33 0.33 .33 0.00 0.00 0.00 0.00 0.00
Lebanon (.67 0.67 0.67 0.67 0.00 0.00 0.00 Q.00
Luxembourg NAa NA NA 0.00 NA NA NA 0.00
Morocco NA 0.33 033 0.33 NA 0.00 6.00 Q.00
Mexico 0.00 0.00 0.00 0.00 0.0 000 000 0.00
Malta NA 0.67 0.67 0.67 NA 000 0.00 0.00
Malaysia NA 0.33 0.33 0.33 NA NA NA NA
Nigeria NA 033 0.33 0.33 NA 0.33 0.33 0.33
Nicaragua NA 1.00 1.00 1.60 NA 0.33 0.33 0.33
Netherlands 0.67 0.67 .67 0.57 0.00 0.00 .00 0.00
Norway NA 0.00 0.00 0.00 NA 0.00 0.00 000
Nepal 0.00 0.00 0.00 .00 000 0.00 0.00 0.00
New Zealand NA 0.00 0.00 0.00 NA 0.00 000 000
Pakistan 0.00 0.00 0.00 0.00 000 0.00 .00 0.00
Panama G.00 0.60 0.00 0.00 0.00 0.00 0.00 000
Peru NA 0.00 0.00 0.00 NA 0.67 0.67 0.67
Philippines 0.33 0.33 0.33 0.33 0.00 0.60 0.00 000
Poland 0.00 0.00 000 0.00 0.00 .00 0.00 0.00
Qatar NA NA 0.00 0.00 NA NA 0.00 0.00
Romania 0.67 0.67 NA NA 0.33 0.33 NA NA
Singapore NA NA NA NA NA NA NA NA
Sweden 0.33 .33 0.33 0.33 0.00 0.00 0.00 0.00
Thailand 0.33 0.33 0,33 0.33 0.00 0.00 0.00 0.00
TFurkey 0.33 0.33 0.33 0.33 0.00 0.00 0.67 0.67
Tanzania NA 0.67 0.67 0.67 NA 033 0.33 0.33
Ugandz NA .33 033 0.33 NA NA NA NA
Uruguay NA NA 0.00 0.00 NA NA G.00 0.00
United States 100 1.00 1.00 1.00 033 0.33 0.33 0.33
Venezuela NA NA 0.67 0.67 NA NA 0.00 0.00
Western Samoa NA NA NA 0.33 NA NA NA 0.33
Yugoslavia NA 0.00 0.00 0.00 NA NA NA NA
South Africa 0.00 0.00 000 0.00 .00 0.00 0.00 0.00
Zaire NA NA NA 0.33 NA NA 0.00 .33
Zambia NA 0.33 0.33 0.33 NA 0.33 033 0.33
Zimbabwe .33 033 033 0.33 0.33 0.33 033 0.33
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Width of circle of borrowers,
Who decides on lending terms, ldec  width
1950- 1960— 1972— 1980— 1950- 1960— 1972- 1980-
59 71 79 89 59 71 79 29
Argentina NA NA 0.33 0.33 NA NA 1.00 1.00
Australia NA 0.33 0.33 033 NA 0.00 0.00 0.00
Austria 0.33 0.33 0.33 0.33 1.00 1.00 0.33 0.33
Belgium 0.33 0.33 0.33 0.33 0.33 0.33 0.33 0.33
Bahamas NA NA 0.33 0.33 Na NA 1.00 1.00
Bolivia 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Brazil NA 0.00 0.00 0.00 NA 1.00 1.00 1.00
Barbados NA NA 0.33 0.33 NA NA 0.67 0.67
Botswana NA NA 0.33 0.33 NA NA 0.67 0.67
Capada 0.67 067 0.67 0.67 0.67 0.67 0.67 0.67
Switzerland 0.67 0.67 0.67 1.00 1.00 1.00 1.00 100
Chile 0.67 0.67 0.67 0.67 0.00 0.00 1.00 1.00
China 0.00 0.00 0.00 0.00 NA NA NA NA
Colombia NA 0.33 0.33 0.33 NA 0.00 0.00 0.00
Costa Rica NA 0.33 0.33 0.33 NA 0.33 0.33 0.33
West Germany 0.67 0.67 0.67 Q.67 0.33 033 033 033
Denmark 0.67 0.67 067 0.67 0.00 0.00 0.00 Q.00
Egypt 0.33 0.33 0.33 0.33 1.00 1.00 1.00 1.00
Spain 0.33 0.00 0.00 0.00 0.00 0.33 0.33 0.33
Ethiopia NA NA 0.67 067 NA NA 1.00 1.00
Finland 0.67 0.67 0.67 0.67 NA NA NA NA
France 0.33 0.33 0.33 0.33 0.00 1.00 1'.00 1.00
Britain 0.00 0.00 0.00 0.00 1.00 1.00 1.00 1.00
Ghana 0.33 0.33 0.33 0.33 1.00 0.00 0.00 0.00
Greece 0.33 0.33 033 0.33 0.33 0.33 0.00 0.00
Honduras 0.67 0.67 0.67 0.67 0.33 0.33 0.33 0.33
Hungary 0.00 0.00 0.00 0.00 0.33 033 0.33 0.33
Indonesia 0.00 0.33 0.33 0.33 1.00 1.60 L.00 1.00
India 0.33 0.67 0.67 0.67 0.33 0.33 0.33 0.33
Ireland 0.33 0.33 0.33 0.33 0.33 .33 0.33 0.33
Iceland NA 0.33 0.33 0.33 NA 1.0¢ 100 1.00
Israel 067 0.67 0.67 0.67 1.00 1.00 1.00 1.00
Ttaly 0.33 0.33 0.33 0.33 NA NA NA NA
Japan 0.33 0.33 0.33 0.33 NA NA NA NA
Kenya NA 0.33 0.33 0.33 NA 0.33 0.33 0.33
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Width of circle of borrowers,

Who decides on lending terms, /dec width
1950-  1960- 1972~ 1980- 1950- 1960- 1972~ 1980—
59 71 79 89 59 7 79 89
South Korea 0.33 0.33 0.33 0.33 0.00 0.00 0.00 0.00
Lebanon 033 033 0.33 0.33 0.33 033 033 033
Luxembourg NA NA NA 0.33 NA NA NA 1.00
Morocco NA 0.00 0.00 0.00 NA 0.33 0.33 0.33
Mexico 0.33 0.33 0.33 0.33 1.00 1.00 1.00 1.00
Malta NA 0.33 0.33 033 NA 1.00 1.00 1.00
Malaysia NA 0.67 0.67 0.67 NA 000 0.00 0.00
Nigetia N4 0.33 0.33 0.33 NA 0.00 0.00 0.00
Nicaragua NA 0.67 0.67 0.67 NA 0.00 0.00 0.00
Netherlands 0.00 0.00 0.00 0.00 1.00 1.00 1.00 1.00
Norway 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Nepal 0.33 0.33 0.33 0.33 1.00 1.00 1.00 1.00
New Zealand 0.00 0.00 0.00 0.00 033 1.00 1.00 1.00
Pakistan 0.00 0.00 0.00 0.00 0.33 0.33 0.33 0.33
Panama 0.00 0.00 0.00 0.00 0.33 033 000 (.00
Pern NA 0.67 0.67 0.67 NA 0.33 033 0.33
Philippines Q.33 0.33 0.33 033 0.67 0.67 0.67 067
Poland 0.33 0.33 0.33 0.33 0.00 0.60 0.00 0.00
Qatar NA NA 0.00 0.00 NA NA 033 033
Romania 0.67 .67 0.67 0.67 000 .00 0.00 0.00
Singapore NA NA 0.33 0.33 NA NA 0.00 0.00
Sweden 067 067 067 067 000 000 000 000
Thailand 0.33 .33 0.33 0.33 0.33 0.33 0.33 0.33
Turkey 033 0.33 0.33 0.33 0.00 0.00 0.33 0.33.
Tanzania NA 0.33 0.33 033 NA 1.60 1.00 1.00
Uganda NA 0.33 0.33 0.33 NA 0.33 0.33 0.33
Uruguay 0.33 033 0.67 0.67 0.33 0.33 0.00 0.00
United States 0.33 0.33 0.33 0.33 1.00 1.00 160 1.00
Venezuela 0.67 0.67 0.67 0.67 1.00 1.00 0.00 0.00
Western Samoa NA NA NA 0.33 NA NA NA .00
Yugoslavia NA 0.00 0.00 0.00 NA 0.00 0.00 0.00
South Africa 0.33 0.33 0.33 0.33 1.00 1.00 1.69 1.00
Zaire NA NA 0.33 0.33 NA NA 0.33 0.33
Zambia NA 0.00 0.00 (.00 NA 0.33 0.33 0.33
Zimbabwe 0.00 0.00 0.00 0.00 0.67 0.67 0.67 0.67
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Type of limit, Itype Maturity of loans, mat Type of limit, type Matusity of loans, mat

; 1950 jerm o 1950 Joo e ————————
1950-  1960- 1972- 1980- 1950- 1960- 1972— 1980- 1950- 1960~ 197>" 19s0" 795e0 1960- 1972 19g0-
59 71 79 89 59 71 79 89 . 59 71 79 89 59 71 79 85
NA  NA 033 033 Na NA 10 10 - South Korea NA~ NA NA  Na o 067 067 (67

i
Argentina :
Australia NA NA NA NA NA 067 067 067 i Lebanon 033 033 033 (33 100 100 100 19
— 00 100 033 033 100 100 100 100 ; Luxembourg NA NA Na N4 NA NA NA 1.60
Belgium NA  NA NA O NA 100 100 100 100 Mor_occo NA 033 033 033 NA 067 067 g
poim NA  NA 03 03 NA NA 100 100 : Mexico NA~ NA  NA  pa 067 067 061 (g
Bolivia 000 000 000 000 100 100 100  1.00 H Malta - NA 033 033 33 . NA 160 100 1g9
" NA NA NA NA NA 000 000 000 ; M_aja;_rsza NA 033 033 g3 NA 067 067 qg7
Barbados NA~ NA NA NA NA NA 033 033 : Nfgena NA 033 033 o3 pNa 067 067 gg7
parbados NA  NA 033 03 NA NA om0 ! Nicaragua NA 033 033 ¢33 NA 067 067 qg7
Canada 033 033 033 033 067 067 067 067 . Netherlands L0 100 100 190 000 000 000 qg
S NA  NA  NA  NA 100 100 100 1o Norway NA  NA NA  wa 067 067 067 g4
Chile NA~~ NA NA NA 000 000 000 000 ‘ i Nepal NA NA Na  wa 067 067 067 g7
China NA  NA NA NA 000 000 000 000 5 Nevs.r Zealand 033  NA  nNa o NA 100 o0 ogg 0.00
Colombia NA 067 067 067 NA 067 06 o : Pakistan NA~ NA NA wa 067 067 067 g7
Costa Rica NA 000 000 000 NA 067 067 067 i Panama NA NA NA NA 000 000 000 gq
West Germany 100 100 100 100 100 100 100 1.00 : Pﬂlj{ _ NA 033 033 ¢33 NA 100 100 1gp
Denmark NA~ NA NA NA 100 100 100 100 Philippines 033 033 03 o3 033 033 033 ¢33
Egypt 033 033 067 067 000 000 067 067 1 Polaad NA~ NA NA  Na 067 067 000 g
o 000 000 000 000 000 000 000 o0 : Qatar - NA NA NA N4 NA~ NA 000 g
b NA NA 033 03 NA 000 06 o6 R'omama 067 067 NA @ Na 067 067 000 ggo
oo NA NA NA  NA 000 000 00 o Singapore NA~ NA Na M4 Na~ NA 100 190
France 100 100 NA NA 000 100 NA NA r Swe.den 160 100 100 19 067 067 067 g
rancs NA 100 100 100 000 100 100 1o 4 Thailand 000 000 000 gg 087 067 067 g7
Ghana 033 033 033 033 067 100 100 100 Turkey_ 067 067 000 000 100 160 067 67
a2 100 100 100 10 067 06 100 100 L Tanzaniy NA 03 033 33 NA 067 o067 g7
e 033 03 03 03 067 067 067  og1 b Uganda NA 033 033 g3 NA 100 100 199
s 10 100 100 100 067 087 o0 o Uruguay NA~ NA NA a 000 000 000 g
s o3 031 033 033 0.00 0,00 0.3 0.33 United States NA NA N4 NA 1.00 1.00 1.00 1.00
o 100 100 100 100 03 033  0m; g1 E ! Venezuela NA— NA 033 g3 g 067 000 000
Ireland NA  NA NA NA 067 067 067 067 ] Western Samoa NA  wa NA 033 No ma NA 100
N NA NA NA NA NA 033 033 0.33 Yugoslavia NA NA NA NA NA 0.00 0.00 .00
o 000 000 000 000 087 067 o5 o ’ Sot.lth Africa NA~ NA  Na N2 100 160 100 1q0
Ttaly 000 000 000 000 000 000 000 000 o Zaire ' NA  NA 033 33 NA  NA 067 g7
Japan NA~ NA NA NA 000 000 000 000 g Zambia NA 033 033 (33 NA 833 033 g33
Kenya NA 100 100 100 NA 067 067 067 g W
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Limit om interest rate, fint Lending in primary market, iprim
1950- 1960- 1972- 1980~ 1950- 1960- 1972- 1980
59 71 79 89 59 71 e 29
Argentina NA NA .50 0.50 NA NA 0.00 0.00
Australia NA 1.00 1.00 1.00 NA 0.00 0.00 0.00
Austria 1.00 1.00 1.00 100 0.00 0.00 0.00 0.00
Belgium 0.50 0.50 0.50 0.50 000 0.00 0.00 .00
Bahamas NA NA 0.25 0.25 NA NA 0.00 0.00
Bolivia 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Brazil NA 0.25 0.25 0.25 NA 0.00 0.00 0.00
Barbados NA NA 0.25 0.25 NA NA 0.00 0.00
Botswana NA NA 0.25 025 NA NA 0.00 0.00
Canada 0.75 0.75 0.75 0.75 0.00 0.00 0.00 0.00
Switzerland 0.25 0.25 0.25 0.25 0.00 000 0.00 0.00
Chile 0.25 0.25 025 0.25 0.00 G.00 0.00 0.00
China G.25 0.25 0.235 0.25 1.60 1.00 LO0 1.0Q
Colombia NA 0.25 0.25 025 0.00 0.00 0.00 0.00
Costa Rica NA 0.25 0.25 025 NA 0.00 0.00 0.00
West Germany 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Denmark 025 0.25 025 0.25 0.00 0.00 0.00 0.00
Egypt 025 0.25 025 025 0.00 0.00 0.00 0.00
Spain 0.00 0.00 0.00 0.00 0.00 0.60 0.00 0.00
Ethiopia NA 025 0.50 0.50 NA 0.00 0.00 0.00
Finland 025 0.25 025 025 0.00 0.00 0.00 0.00
France 0.00 0.00 NA NA 0.00 0.00 0.00 0.00
Britain 0.25 075 0.75 0.75 0.00 0.00 0.00 0.00
Ghana 0.75 0.50 0.50 0.50 0.00 0.00 0.00 0.00
Greece 0.75 0.75 Q.75 0.75 0.00 0.00 0.00 0.00
Henduras 025 0.25 025 025 0.00 0.00 0.00 0.00
Hungary 1.00 1.00 1.00 100 0.00 0.00 0.00 0.00
Indonesia 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
India 025 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Ireland 0.75 0.75 0.75 0.75 0.00 0.00 0.00 0.00
Iceland NA 025 0.25 0.25 NA 000 0.00 0.00
Israel 025 0.25 025 025 0.00 0.00 0.00 0.00
Italy 025 025 0.25 0.25 0.00 0.00 0.00 0.00
Japan 0.25 0.25 0.235 025 0.00 0.00 0.00 0.00
Kenya NA 0.75 0.75 0.75 NA 0.00 0.00 0.00
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Limit on interest rate, lint Lending in primary market, Iprim
1950- 1960~ 1972- 1980-  1950— 1960- 1972 1980-
59 7 79 89 59 71 79 89
South Korea 0.25 025 025 0.25 0.00 0.00 0.00 0.00
Lebanon 1.00 100 - 1.00 1.00 0.04 000 6.00 0.00
Luxembourg NA NA NA 0.25 NA NA NA 0.00
Morocco NA 0.25 025 0.25 NA 0.60 0.00 0.00
Mexico 0.25 0.25 6.25 0.25 0.00 .00 0.00 0.00
Malta NA 0.25 0.25 0.25 NA 0.00 0.00 0.00
Malaysia NA 0.25 0.25 0.25 NA 0.00 .00 0.00
Nigeria NA 0.75 0.75 0.75 NA 0.00 0.00 000
Nicaragua NA 0.50 -0.50 0.50 NA 0.00 0.00 000
Netherlands 0.00 0.00 0.00 0.00 000 000 0.00 0.00
Norway 0.25 0.25 0.50 0.50 0.00 0.00 0.00 0.00
Nepal 0.25 0.25 0.25 025 0.00 0.00 .00 0.00
New Zealand 0.75 0.50 0.50 0.50 0.00 0.00 060 000
Pakistan 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Panama 025 0.25 0.25 025 0.00 0.00 0.60 0.00
Peru NA 0.25 025 0.25 NA 0.00 0.00 0.00
Philippines 025 0.25 025 0.25 4.00 0.00 0.00 0.60
Poland 025 - 025 025 0.25 0.00 0.00 0.00 0.00
Qatar NA NA 0.25 0.25 NA NA 0.00 0.00
Romania 0.00 0.00 0.25 0.25 0.00 0.00 0.00 0.00
Singapore NA NA 0.25 0.25 NA NA 0.00 0.00
Sweden 025 0.25 0.25 025 0.00 0.00 0.00 0.00
Thailand 0.25 025 0.25 025 0.00 0.00 0.00 0.00
Turkey 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Tanzania NA 0.75 0.75 0.75 NA 0.60 0.00 0.00
Uganda NA 075 0.75 075 NA 0.00 0.00 0.60
Uruguay 025 025 025 025 0.00 0.00 0.00 0.00
United States 0.25 025 025 025 0.00 0.00 0.00 0.00
Venezuela 0.25 025 0.50 0.50 0.00 0.00 0.00 0.00
Western Samoa NA NA NA 025 NA NA NA 0.00
Yugoslavia NA 025 0.25 025 NA 0.00 0.60 000
South Africa 0.25 0.25 0.25 0.25 0.00 0.00 0.00 0.00
Zaire NA NA 075 075 NA NA 0.00 0.00
Zambia NA 0.75 0.75 0.75 NA 0.00 0.00 0.00
Zimbabwe 0.25 025 0.25 0.25 000 0.00 0.00 0.00
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Appendix B: Relevant Parts of the Questionnaire on
Ceairal Bank Independence

This part of the appendix presents the introduction to the questionnaire
and only the questjons that have been used for the coding of questionnaire
variables. As in the full questionnaire these questions are classified by
areas. The symbol appearing to the right of 2 question indicates what is
the questionnaire variable (in table 19.6) for which the answer to that
question provides the material for coding that questionnaire variable.
Questions are numbered as in the full questionnaire.

The purpose of this questionnaire is to provide guidance in identifying
various parameters of central bank independence and the main objectives
of monetary policy. The questionnaire refers to the following areas: (I)
formal independence as expressed in the central bank’s charter and/or
other laws and ordinances, (IT) the actual practice whenever it differs from
the stipulation of the law, (III) identification of monetary policy instru-
ments and of the governmental agency that controis them, (TV) identifica-
tion of intermediate targets and indicators of monetary policy, (V} identifi-
cation of final objectives, and (VI) background questions on the financial
structure.

In case a particular question is not relevant to your country please
explain why. In case there are issues concerning central bank independence
and monetary policy that have not been addressed in the questionnaire
please flush them out. '

L Legal aspects of central bank independence.

2. Are the terms of office of the high officials of the CB independen_t from
the term of office of the central government?—gqto

3. Is the Treasury or the central government allowed to borrow directly
from the CB?—qli

4. 1Is there a legal limit on the nominal amount of government bor-
rowings from CB?—gll

6. Are there provisions in the law for the resolution of policy conflicts
between the CB and the executive branch?—grec

7. Who determines the budget of the CB?—gbch

8. Who determines the salaries of high officials of the bank and the
allocation of its profits?—gsp

i A s ot L
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L. Actual practice whern it differs Jrom the stipulation of the lqw.

3: Is the resolution of policy conflicts between the CB and the execy-

ve branch usually done informally or by appealing to the law? Please
elaborate.——qrc

of the instruments by the frequency of their uge would be helpful,
IV. Intermedigte targets and indicators,

1. Are there quantitative monetary stock largets?—gss

6. Are there formal or informal interest rate targets?—girs

V. Fingl objectives of monetary Policy. —qpps

fixed parity with other currencies, :

;f yc_»u feel that this framework is too simplistic to characterize the fina]
objectives of policy in your country please elaborate, References on basic
Sources concerning the finaj objectives in your country would be helpful.
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Appendix C: Codings of Basic Questionnaire Variables
gto gll grc gbch  gsp gst qirt qpps  gsc

Australia 1.00 Q.67 0.00 1.00 0.50 0.33 1.00 1.00 1.00
Belgium 1.00 000 0.00 1.60 1.00 0.00 100 0.67 NA
Bahamas 0.50 0.67 0.50 100 1.00 0.00 1.00 0.67 1.00
Barbados 0.50 0.67 000 100 0.50 0.00 0.00 1.00 0.67
Chile NA NA NA NA NA NA NA 1.00 NA
Costa Rica 0.50 0.67 .50 1.60 1.00 0.67 1.00 1.00 1.00
West Germany 100 100 100 100 1.00 1.00 1.00 1.00 1.00
Denmark 100 100 050 050 106 000 000 067 1.00
Ethiopia Q.00 0.00 0.00 0.00 .00 0.00 1.00 0.33 Q.00
Finland 1.00 1.00 1.00 0.50 0.00 0.00 NA 1.60 100
France 050 033 050 050 100 067 1.00 100 067
Britain 050 033 000 050 NA 0.67 1.00 1.00 1.00
Ireland 0.50 0.33 0.00 0.50 0.00 0.00 I.QO 1.00 1.00
Itaiy 1.00 0.00 0.50 1.00 100 0.67 1.00 1.00 1.00
Lebanon 0.50 033 0.50 100 1.00 .00 1.00 0.33 100
Luxembourg 050 033 NA 100 100 000 1.00 067 1.00
Nepal 0.00 0.00 0.50 100 1.00 0.00 NA NA NA
New Zealand NA 0.00 NA NA NA 0.00 NA NA 1.00
Peru 0.00. 000 0.00 1.00 0.50 0.33 0.00 033 0.33
Turkey 050 000 000 1.00 1.00 0.00 1.00 1.00 0.33
Tanzania 050 033 050 100 000 033 100 000 033
Uganda 0.50 0.33 0.50 1.00 1.00 0.33 NA 1.00 0.33
Uruguay 0.50 0.33 0.50 1.00 0.50 0.00 NA 033 1.00

Yugoslavia NA Qo0 000 050 000 0.33 100 NA 0.00
South Africa 050 033 0350 100 Q00 067 106 NA 1.00
Zaire 050 033 050 100 100 047 1.00 1.00 0.33

Note: Definitions of variables appear in table 19.6. Codes range from ¢ (minimal indepen-
dence) to a maximum of 1. .
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Inflation and Central Bank Independence

20.7 Imtroducton

This chapter presents various tests of the hypothesis that countries with
more independent central banks have more stable currencies or lower rates
of inflation. The tests are based on regressions of the rate of depreciation
in the value of money d as the rate of inflation = on the various indices of
CB independence presented in chapter 19. Since the legal and questionnaire
variables are all coded in a way that assigns a higher numerical code to a
variable the higher the level of independence, the hypothesis implies that
the effect of each of these variables on inflation should be negative. But the
effect of central banks governors’ turnover, at least above some threshold,
is predicted to be positive.

The hypothesis that inflation should be negatively related to the level of

CB independence has been developed in chapter 18. It is a consequence of
either (or both) of the two following underlying elements: a stronger degree
of time preference on the part of political authorities in comparison to that
of the CB, and/or relatively higher concern of the CB for price stability
against the background of private information about its independence. In
addition there also are cross-country variations in the extent to which the
CB is given an explicit mandate to pursue price stability at the expense of
other objectives. The variable obj is meant to capture the extent to which
such 2 mandate is made explicit in the legal structure underlying the
activity of the CB. For a given level of independence from the political
authorities as measured by the other variables, a more focused legal man-
date to pursue price stability is expected to result in a lower rate of
inflation. But this is not because the CB is independent to do what it
pleases. Rather, it is because the CB is directed by law to focus on price
stability more than on other objectives, and vice versa. Thus the variable
obj is a measure of the relative importance assigned by the CB to price
stability. In terms of the model in section 18.3 the higher the obj, the lower
1s the relative focus of actual policy on objectives other than price stability
and the lower therefore is the rate of inflation under discretion even for a
given level of independence.*

The importance assigned to price stability in practice may obviously
deviate from its specification in the law. Questionnaire variable gpps,
which measures the actual as opposed to legal priority, assigned to price
stability is designed to detect such cases. This variable becomes more
important, the larger the divergence between the priority assigned to price



