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Introduction

“Recently there has been worldwide interest in examining the scope
fot greater monetary policy autonomy for the central bank. At the
ummit in Maastricht in December 1991 a Treaty on Furopean

38
onomic and Monetary Union (EMU) was agteed upon. According to
treaty, in the final stage of EMU - ie by 1997 or later — the
uropean Central Bank is supposed to assume almost unlimited re-
sibility for monetary policy. Broadly speaking, according to Alesina

willi (1991), the accepted Statute! guarantees a central bank as
ependent from national and Eutopean political institutions as the
utsche Bundesbank. Futthermore, in the Pacific Basin Countries the
1e tendency can be discerned. Since the end of 1989 governor Mieno
enpthiened the position of the Bank of Japan with respect to the
nistry of Finance, while New Zealand enacted legislation in February
0. that increased the independence of its Reserve Bank. Finally, in
_Burope, Hungary, the Czech repubfic and Poland have been
ering proposals concerning central bank independence.”
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The theoretical rationale for central bank independence finds its
origin in the ongoing ‘Rules versus Discretion’ debate. Authors like
Barro and Gordon (1983) and Rogoff (1985) argue that governments
and central banks are tempted to impart an inflationary bias to the
cconomy thereby sacrificing long-term welfare to short-ranl political
gains. The associated time-consistency problem can he overcome DY
legislative rules and by setting up politically independent central
banks. Flence on¢ would expect countries with independent central
banks to have a lower custainable rate of inflation.

Unlike the well-developed theoretical literature,” there are only a
few studies that compate actual monetaty regimes between a large
number of countries.* The most comprehensive studies are Fait (1980),
Bade and Parkin (1988), Alesina (1988, 1989), Alesina and Sumimers
(1990) and Grilli, Masciandaro and Tabellini (1991). Focusing on more
recent studies, it is striking that the conclusions of the latter are less
clear-cut than the theoretical literature. For instance, conirary to Alesina
and Summers, Bade and Parkin find no correlation hetween central bank
independence and the variability of inflation. Next, unlike the prediction
of the Barro-Gotdon framework,” both Alesina and Summers and Grilk,
Masdiandaro and Tabellini find no association between central bank

independence and (the variability of) real output growth.

A recent study by the Tnternational Monetary Fund (Swinburne and

Castello-Branco, 1991), questions the reliability of these empitical con-

cusions. This is because nearly all of them are stated in terms of

cotrelations betweet indices of central bank independence and macro-

variables (output, inflation).® Therefore, these results — e.g. the well-known-
tevel of inflation’

found by Alesina (1988, 1989) — are partlcularly sepsitive to the pumerical

inverse relationship between independence and the

. .

values of indices.’ These values are dependent on (i) critetia used in the:
examination. of central bank laws (statutes), (i) the interpretation of the

relevant statute as toO whether @ central bank meets this criterion, €

possesses 2 certain attribute, and (#) the way these attributes are aggre-

gated to a composite index of central bank independence.

J—
3 Tor a survey of the ‘state of the ast’ see Cukierman {1993).
4 Case studies are Bizenga (1987, 1990, 1991) and Efffinger (1991, 1993}
5 This framework is summatized in Persson and Tabellini (1990} and Alesina’ an
Grilli (1991). B
& Hxceptions are Bade and Parkin (1988), pp- 21-23, and Schaling (1991} 2
7 Gince in the 1980s the establishment of the EMS made central banks Mo
dependent on external constraints, for
be affected. We leave this as an item for further teseatch.

this period one would expect this selationshigite
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'Of course.there is no non-atbitrary way of choosing critetia Al
the interpretation of the relevant statute is a delicate matter b cause
one has to make a distinction between purely formal or legal P
and' more s'ubs.tantive issues regarding the conduct of gm ;SSUES,
poh‘cy. .Agam, in making this distinction there is an un O'Etirly
_?rbnrarlness. Tor each economist when building an index ofaflf'l 12' fl
s somewhat !aiased in favour of his/her own country, beca . 1?1
_greater acquaintance with the case brings recognitiony(’)f theusf o
__f:;eedom of behaviour acquired in current practice by the ngt?atei
_e_:n'tr.al bank compared fo the formal rule. Finally, as yoint d ; IOIE
§r1_111, Masciandaro and Tabellini (1991, p. 31), theI:)re isenOut d
thitraty way of aggregating these criteria or attrib’utes toa conr? oelte
ndex Hence, there are unavoidable subjective elements i thpOSlte
__;_;g_ctIlon cc>1f indices of central bank independence n e
Inotderto view these elements in a b : i i
compares the mgjor indices of central bank irrcl);j;;npde;f]ﬁ: Cazverg;fnf?'er
dd? ’I?:bi Hliai;kl(ti 9(91%88)8, A}llesina (1988, 1989) and Grilli, I{)/Iascia;daig
- n , Such a comparison does ist i
erature. We focus on three aspects: (2) Is the indr;?(tbz:zde?nﬁtﬁn }:he
sﬂ?le mter'pretation of the central bank law within the context 65';
netaty policy making?® (5) is the index consistent in using all 1re‘13 .
ia if determining the independence of each central Eank? (e f;‘?aﬂt
qdlces of the various authors different ot not? T
1263?:&{1(; ;zsg;r th;:1 questions mentioned above, the paper is
ized as ol o .1 ¢ analyse the competence of central banks on the
bank laws within the context of monetary policy makin
gldusttlal countries are examined: Australia, Belgium, Canadi‘
Uni_tezn;aany, Ttaly, Japan, the Netheﬂands, the United Kingdom:
e ftaﬁes, Sweden' and Switzetland, We describe the central
_h._._zéztr;‘l i;):nﬁountéles focusing on thtee areas: (7} relationships
z‘_z):_];)roce(imessfan government in the formulation of monetary
Lp ot or appointing the board of the central bank, and
eﬁpm}Is‘l 'ﬂltles (?bjfactlves) of the central bank with respect to
exff;)ﬁ;y.. his description can ‘t?e found in the Appendix. After a
o ation c')f the existing indices in Section 2, in Section 3 we
r’éaéhown .ll"ldex of centrgl bank independence. This index is
ch a critical perspective of other indices. For instance,

us on intern ) icy, ¢
u rnal monetary policy, Z.e. we take no account of the relations of

and central banks i
e anks in the conduct of exchange rate policy. We leave this for
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according to this index we qualify the Bank of Japan as less inde-
pendent than Alesina (1988, 1989), while for the Nederlandsche
Bank the reverse applies. Finally, our conclusions can be found in

Section 4.

2. Indices of Central Bank Independence

2.1 Bade and Paykin’s Courageous Attempt

A seminal papet concerning indices of central bank indepen-
dence is Bade and Parkin (1988) (BP). The paper investigates the
cross-country relationship between monetary policies and the laws
which establish and delimit the powets of central banks. The study is
empirical and Jeals with the expetience of twelve industsial countries
(Australia, Belgium, Canada, France, Germany, Ttaly, Japan, the
Nethetlands the United Kingdom, the United States, Sweden and
Switzerland) during the floating exchange rate years 1972 10 1986.7

They describe the central bank laws of the twelve countries fo-
cusing on three features: (i) The relationship between central banks and
government in the formulation of monetary policy, (i) the procedutes
for appointing the board of the central tank, and (i#d) the financial and
budgetary relations between the central bank and the government.

On the basis of features (i and (i) BP classify the welve central
On the basis of -
feature (i) they identify the degree of financial independence from -
ment. In this papet We focus on features (i) and (i) BP’s.
of financial and budgetary relations is discussed in Fiiffinger.
and Schaling (1992). BP conchude that central banks which are inde :

banks according to their degrees of policy independence.

description

pendent both in policy-making and in the appointment of director
deliver a lower Tate of inflation than other central bank types. '

On the basis of feature (3 the relationship between central banks:
10 gnd feature

and government in the formulation of monetary polcy

9 Bade and Parkin (1988, p- 18) point out that a commitment to 2 fixed exchaﬁgf;

rate leaves monetary policy with the task of determining the stock of foreign resery
bank laws on monetey

Therefore, they think it pointless t0 lock to the effects of centtal

policy in 2 fixed exchange rate ¢ra. Empirical suppolt for this view can be found i

Haan and Sturm (1992), p 308.
10 BP's results concernitg hoth the relationship between the central bank and: h

govesnment 10 monetary policy maling and -the procecures for appointing an Dovis)

central hank directors ate extensively discussed in Eijtfinger and Schaling (1992), pp-
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. (i) the procedures for appoi i

7 ppointing and removing central b i
refctorls', B]:) téonstruct the}r index of policy independence Theacrzlli{ ;h-
of policy independence is determined using three criteLiia- o

; . %s t};]e bank the final policy authority?
; . TIs there no government offici il ) )
posver) on the bank board? ent official (with or without voting

i 3. Are more than half of
e the b i ;
-pé,ndent of the sovcrament? ¢ board appointments made inde-

Sl‘tlce cac CH‘EEH‘OII can pe “Iel (9} (I‘ e g } 11818 | i a O 5(:3)
.I ] . . .
e ] ]. - . ] 1 T] . . ?

i g uished. 15 18 8 urrllllarized 1' n Table 1

- TasLE 1
CENTRAL BANK LAWS; POLICY TYPES
No governinent Some board ]
official on _appointments Potential Central bank .
bank board independens of | bank type? type does ¢ | Policy
5 government * exist wpe
; ‘. (a) no -
~ . (b} ne -
) (c) no ~
- (d no -
; - (e} ves 1
. - B yes 2
(2 yes 3
(h) yes 4

ey T -
erabonalized as proporiton of members #of a) ointed directly or indirect ¥ by the government =
prop P ¥ ¥ i .

hould be noted that the letters have ll()thlllg to do with similar symbuls uged in other tables.

__&)Wieev?é; ?hP ?n‘d tha'E in all cases where the government is
e for thz l;);ﬁm;}agg;r;dof’rnﬁone?taryhpolicy, it also appoints
5 . at is, there is no cen
?if}sloiorﬁe_ 1t‘)oard .appointments independent of tgi bga(?xli
e (b)gdoit is not in charge of monetary policy. Thetrefore,
e ®) notl.exlst. Moteover, a central bank being itself in
i ()y p(c)1 icy and also having a government official on
! i, (2 and (d)) does not exist.!* Therefore, the potential
S. :q (d) do not occur in reality. This means that no actual

d Sﬂ,in this case th

e e presence of a gover s
5 . government official ;
Board would not make much serse. without voting power
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central bank cortesponds to the first four configurations of insti-

tutional features.
So, only the bottom half of Table 1 1s relevant for the construction

of the BP index of policy independence. The overall degree of policy
independence is determined by a combination of attributes 1-3, It should
be noticed that there is no non-arbitrary way of aggregating them.
However, from Table 1 it can be easily seen that BP choose the simplest
one; they stmply summed the attributes possessed by the central bank,
meaning that each attribute is weighted equally, Thus, the four re-
maining (existing) central bapk types are ranked from 1 (least inde-
pendent) to 4 {(most independent) depending on the pumber of asterisks.
For instance, the |east independent central bank (zeto asterisks) is not in
charge of monctaty policy, has a government official on the board, and
does not malce any hoard appointments independent of government.

BP's ranking of the rwelve central banks can e found in the first

column of table 2.
BP now turn to an investigation of the relationship between

central bank types and monetaty policy. Tn their analysis of monetaty

TasLe 2

AVERAGE INFLATION AND TS VARIABILITY GROUPED

. ACCORDING TO CENTRAT BANK POLICY TYPE:
FLEXIBLE EXCHANGE RATE PERIOD 1972-1986

Inflation rate Policy variability

Belgium
Canada
France
Traly
Netherlands
Sweden

United Kingdom

Japan
United States

Germany
Switzetland

Standatd
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policy they focus on two aspects its 1 i
icy tl its inflationaty stance (1
: . : evel) and
Eantflhty (variance) of inflation. The inflationary stance is Illeasu:-hcel
v é z;verage rate of change of consumer prices (CPL) )
0 . \l g . )
i sflrzlsng plclyhcy variability, what is of interest is the variability
well as output and emplo
) yment. However, BP point
gzihthjt If th{iy were to measure variability of policy by,examlijnin
both 26 11£.a ffmd real variability, inevitably conflicting rankinggs
would & sgt rom cross-country differences in slopes of short-run
trac 0ots.d et\geen output and inflation.!? Regarding these trade-offs
_well outside the scope of their study, they examine only th iabili
_of inflation.” y the variabilty
- Furfth}e;rmore,' consider Table 2 which permits a direct exami
r_}aﬁgn (i'.‘ rt ni f;lagllons}'np between policy independence and monetary
bl gf ) : pOha f 2 it apgefﬁ:s that there is no association between
cy types and the m iabili i
1 easure of variability of policy pre-
.hi{lz/il%r:};):ri, consid:eir tﬁle association between categories of central
ence and the inflation perform F i
clear that the first cate i e e T eson
| gory (policy type 1) differs fr h
y in the presence of a govern ici e oo
in ment official on the bank
ofding to BP it is immedi ¢ bank bourd
: jately appatent that th i
ding to B It at there are no discer-
: ation rates between the fir
t two gro Th
and fourth groups (fa i S ¥ nd Switz.
_ pan, United States, German i
; ] y and Switz-
d) are the independent central banks. BP think it striking that

t;z;({aliosﬁ md(elp{a'ndmgc central banks, those of Germany and

zetland, have delivered a lower inflatio

. n rate than the i

¢entral banks of Japan a i g imerme

- & nd the United St A i
. : ' : ates. Also, BP point out
_.banlj:lr(lp;?ifi;tion raice 05 the eight government dominated
O; ypes 1 and 2) is in exc £

iy : ' ess of ten percent; thus

I _. e U.S. and Japanese inflation rates are well Withi’n twc;

t an examination of aggregate de i i
outiy Phillps-curve gregso demang polcy s srchonge rere ol reee 0
i Badegand If;;s(‘gnrﬁegss ;re tlie proximate instruments of monetary policy
lllty of inflation as the ;gﬁroz)ltiglé:rinlzagﬁrinh?i}?t inCOHiiStEHCY o uSing,
ftsorest 1 t ! e of the variabilt i
Sithe grzt‘iiharri ttey;{)&callyl manipulated with a view to achicvin;ya cgaliic::ll.llﬁr.
o o oriate ix:li;c;llsdl}mnetary aggregates, and these aggregates are
0 as sppropriate ediate targets in achieving predictable and less
g atic presentation of this line of reasoning is given in

eparc
infla

011,

Gerards {1990), p. 13.
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mean, those of Syitzerland and Germany
TaBLE 3

standard deviations of that
INFL .
FLATION AND CENTRAL BANK INDEPENDENCE (1973-1986)

are signficantly below the mean.
On the basis of these facts BP conclude that there is an associ-
ation between the degree of central banle policy independence and Tﬁ A Aevna |
¢ : - ountry verage sina index Bade-Parkin |
the average rate of inflation. By and large, the more independent the inflation of central banlk “F central g:j;x
central bank, the lower the inflation rate. ! independence independence
Ital
o - z
2.2 Alesind’s Popularization Austrelin 9.7 1 2
France 9.2 5 1
: . . L Sweden 2
Bade and Parkin’s work has been integrated in the positive : Canada 5 2 2
theoty of economic policy” by Alesina (1988, 1989). Alesina uses the  Belgium 7 2 3
BP index of policy independence to illustrate the relationship be- ' Z'Z 2 2
rween the degree of politico-institutional stability and economic pet- ‘ Japan o ? 3
formance. Alesina extends BE’s sample of industrial countries tO  Netherlands 5.5 ; 3
include New Zealand, Spain, Denmark, Norway and Finland, by : Switzetland 41 4 2
Masciandaro and e 41 4 1

using institutional information provided by

Tabellini (1988) and Fair (1980), respective'ly.
Alesina likewise concludes that there is an inverse relationship

between the degree of independence of central banls and the average
inflation rate {Alesina, 1988,

P 41).1¢ Alesina’s results can be summ-
marized in Table 3.\

As can be easily seen from

economic independence in 1982 [...1. Gi
...]. Given thi ifi
| Italy as 1.5 rather than 2, as in Bade-Parkin” 12 change we clasified
Therefor ina’
Therefore, Alesina’s atgument contains two major elements:

this Table, the numerical values of the 1 Criticism of BP for their disregard of institurional chan
£e8;

‘Alesina index of central bank independence’ are identical to those of
the BD index of policy independence, except for the case of Tealy. -
Alesina has the following argument for classifying Ttaly as 1.5 rathet

¢han 2, as 10 BP:

© 2. the identificati it
o ication of institutiona :
omic independence. I changes with changes fn

he fi e s
__fzgfgl;:ztg ;1ie;lmetrﬁt of A}ssma s criticism has implications for the
i ) g the attribut i is i
«“Bade and Parkin’s lassifications disregard {nstitutional changes to this issue later e which e up hisfnces. e v
e et Cental Basls obtained more 'he second element is based on Tabellini’s (1988} f
¢ second & account
ce. (1 gggorfz&)t ) E)lfatween the Treasury and the Iralian CZthTfﬁ
in 1981. After divorce the CICR' no longer obli
o ger obliged the Ban
dé&_é:’sbesgﬂ;hall excess supply of short-term Treasury bills. Thcii
fy-ﬁnan the Sfcope for accommodating monetary policy b
7 cing o government deficits and increased the ind y
anca d'Tealia. e

in the pesiod considere

-

14 This tentative conclusion s given formal content bY estimating flrst osder

autoregtessions fof inflation (were all the coefficients on lagged inflation wete testricté

to be equal) with inclusion of a dummy variable for the German and Swiss centr bl

type, see Rade and Parkin {1988), pp- 21-23, '
15 Alesina supports the tational partisan theory, & theoty that

{1977} pattisan theory with rational expectations mactoeconomic theoty.
16 This research was also published in the Report by the

«Ope market, 0N money . See Commission of the European Communities (199

pp. 97-98.
17 For ease of compatison We focus on the BP sample, skipping New

Denmark, Norway and Finland.

lesina (1988, p. 42. However iy
lace in the summer of ;‘;e;fl’ Tabellini (1988}, p. 96 states this change to
ction 2. '

Zealand,-.'SiJ'a'
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the BP index of policy

mber of statutory at-

cributes (‘asterisks’) concerning policy making and the appointment of
directors (BP 1-3). I the Alesina index is an extension of the BP
policy index, in the sense that it i ‘richer’ and more informative, it
must follow that:

1. Alesina implicitly uses
ank not required to ab

In the preceding sub-section we saw that

independence is determined by the total nu

a fourth criterium, say Ad:

Is the central b soth excess supply of

short-term Treasury bills?
bank independence is

2. The Alesina indicator of central
mbination of BP attributes (1-3) and Ad,

determined by a €0
Having four BP policy types combined with criterion A4 yields
4%x2=38 potential policy—economic types.
TaBLE 4

ALESINA TYPES AND CENTRAL BANK LAWS

Central bank type
does exist®

Potential ceniral

Criterion A4
bank type

BP policy
met?

type

s Sec Table 3.

From this table it can be seen that, according to
five central banlk types can be discerned among the twe
countries. These existing central bank types cab
bottom half of Table 4.

Again, there is po non-
1-3 and A4, ie. 10 rank these types

atbitrary way to aggr

Alesina, o}ﬁy'
lve industrial
be found in the

egate attributes BP
from least independent tO mo
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flizgleangfﬂ fiforireve%,Pfrom Table 4 it can be easily seen that

ot follow BP in summing the attrib

central bank. For if he had, B "Ttali B B e

. , Banca d’Italia would have b ifi

as typTeh 3 (upgra.de) rather than type 1.5 (downgraZZ) den aalified

: ergfore, if thf-: Ale.sina index is internally consistent, it can be

considered asymmetrical in the sense that attributes ate ' wel

ey not weighted

_ From Table 4, reflectin i

_ ' R Hing our assumption that criterion A
applied to all the twelve industrial countries, it follows t(i'lr;t' e

(1) All central banks, ex
: ) , except Banca d'Itali
accommodate fiscal policy with monetary policyjlla, are forced to

.AleSina(fy)pila\Ilotjwiithlstan‘dglg thg former the Banca d’Ttalia, being
.5, is less indepen ent than the central banl f,F
Sweden, Belgium, Canada, the Netherlands and the Unite{ji (I){in;?ircl)ifl’

Al of them are of the type 2 category.

. . .
19888 nf28(91)) is o‘ivlously ézounterfactual it follows that the Alesina
, synthetic indicator of central i

’ : : al bank inde i
n_t_errll—zilly inconsistent (reductio ad absurdum) pendence
Ot A :\Z;:::r{ hlftt}'le ﬁxlesina index is internally inconsistent, i.e. it is
at in determining the independ e

nk all relevant criteri pendence of e e 4
nk a are used, the numerical values i

not be compared and th ’ e e o
erefore do not i ‘indices’
tal bank independence. qulify as findices” of

be Broad Index of Grilli, Masciandaro and Tabellini

A recent index of centr i
al bank independence is tha il
cef t of G
1a_r;§z,;§) ani T.abhe:lhm (1991) (GMT). They compare 13’16 nj':lglr?
egimes of eighteen induscrial countries (Australi i,
.. alia, Aust
utxtlk,1 S?\?::[ia’ i)ezmz}ak, France, Germany, Gteece Irelanduit;i?r’
erlands, New Zealand, Portugal i e ’
: nd, gal, Spain, Switzerl d
_r_llie;j 0K11191§c10m and t]'ne United States) duting the pzsti?ra;'
1950- 9) by focusing on political and economic indepen-

Jy CSDOIldence Wlth AlC 1 ¥
sina dl(] 0 (:1 1 the we 3([1118 (8] A esina
) n a gh g p ocC f 1
that this assertion fUHOWS ﬁ(llﬂ ur (counl elfactual hy[)()th 1[1 t €
Q ( t ) €515 a th
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ce of the central banls.2? Like BP and Alesina, they find that in

den:
countries with more politically independent central banks inlation is
d, GMT find no

on average lower and less variable. On the other han
indication that the monetary regime atrters for real economic per-

formance.
According to

choose the final goal
of economic activity. The latter capacity 18 primarily determine

the following features:
(i) Relationships between central banks and

the formulation of monetary policy;
(i) procedures for appointin
(#i) formal responsibilities (policy goals) of the central bank
with respect to monetaty policy.

On the basis of features {i-( i) GMT construct ¢heir index of
policy independence. The degree of policy independence 1s deter-
mined using eight criteria:®

1. Ts the governor not appointed by the government?

GMT, political independence is the capacity to
of monetary policy, such as inflation or the level

d by

government in

g the boatd of the central bank;

2. Is the governof appointed for more than five years?

3. Are all board membets not appointed by the government?
(Compate with BP 3: ate somc hoard appointments made inde-
pendent of the governmentr)

4. Ts the board appointed for mote than five years?

5, Is there no mandatory participation of a government rep-
resentative in the board? {(Compare with BP 2: is there no §O¥
ernment official on the bank board?)

6 Ts there no government approval of monetary policy re

quired? (Compare with BP I: is the bank the final policy authority?)-:

7. Are there statutory requirements that the bank pursues.

monetaty stability among its goals?
8. Are there legal provisions that strengthen the bank’s po
ition in case of conflicts with the government?

—

2 According to Grilli, Masciandaro and Tabellini, economic ]
capacity to choose the instruments of monetary policy. Their tre
independence is extensively discussed in Efffinger and Schaling (1992).

2 To facilitate comparison cotresponding BP criteria ate given in italics.

combination of the attribute
way of aggregating
simplest one: they sim

them. Like Ba

independent). GMT’s results can be s
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The ovetall index of policy independence is determined by a
s 1-8. Again, there is no non-arbitrary
2 gle hand Parkin, GMT choose the
! y summed the attributes ossessed b

central bank. Thus, each attribute is weighted equa% The ei i; -
central banks are ranked from 1 é ® o

(least independent) to 6 (most

ammarized in Table 5.2

Country

® *

E

N TABLE 5
POLITICAL INDEPENDENCE OF CENTRAL BANKS
Relationship N
i ¢ Index of
ppointments with Constitution Pol?éczl
(Government Independence
2 3 4 5 6 7 g
3
* -
& %
W 3 +_ £ & %
* L

9
3
1
4
2
6
4
1
6
5
1
5

-~

:l_'r_ior 5ot appointed by government.
thor appointed for > 3 yoars
%I_l_ _t%_(];:Boafd nof appointed by government.
laard appointed for > 3 years.
: ndatory participation of
e ovetnment appioval of monef
Stafirory requirements that centra
gal[:lﬁr?qislons that strengthened
il l..1_1_dex of political independence, constructe:

gavernment represen

L tative in the Board.
tary policy formulation js required.
r%hbs’mk pursues monetary stability among it goals

e central bagk position in conflicts with the government are present

& as the sum of the asterfsks in each row.

0 L4 r

- 11;.1" I;hls 'I.’able ft can be seen that the GMT policy index Is
A Eé (gf\/[ }i}form}atw‘e, than the BP index of political indepen-
: policy index is more informative because more

i for ease of compati
11, patison we focus on the B ippl i
Gl_gece, Treland, New Zealand, Porrugal anc{: Spgig.ﬁmple, skipping Austie
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criteria are taken into account. BP use only three criteria, whilst GMT
consider eight attributes. It can be easily seen that GMT critetia 3 and 6 i R
are identical to BY criteria 2 and 1. One is tempted to make 2 similar GRILLLMASCTANDARQ-TABELLINT VS BADE-PARKIN
inference concerning GMT criterion 3. Howevet, concerning the ap- Country GMT 5P . .
: pointment of divectors GMT require all board members not to be poficy typet | policy typeb | - ebfecte CHtesion | Difference
appointed by the governtnent, whilst BP require only > 11/21% of ) e ‘
. Australia
board membets pot to be appointed by the government. Thetefore, 1 1
CMT’s criterion 3 is more strict than BP’s ctiterion 3. Belgium 1 2 9
Canada 1 -1
2 -1
France 1 -1
2.4 Grilli, Masciandaro and Tabellini versus Bade and Parkin Germany 3 ’ ! ~1
4
-1 _

Tn order to compare GMT’s findings with these of BP, we :_Italy 3 2 » '
restrict attention to attributes 3, 5, and 6 of GMT. Since aggregation Japan 1 3 , H
procedures ate identical, differences in qumerical values of the BP  Nethetlands 3 2

1 - 2 +1
and GMT indices ate dependent on: Guitzertand , +1
() differerences in the interpretation of the central bank laws ) = -1
with tespect to GMT attributes 5 and 6 (or BP attributes 1 and 2); 2 2
(b) the difference between GMT attribute 3 and BP attti- weden 3 ’
- 2

bute 3.
. . . . + (Numb .
We label differences (#) and (b) respectively interpretation effect s (Nomber of asteriks ip colamns 3, 5 and 6 of Tabic 3 + 1.
nd on both these {Number of astetisks in col
Type. columns 5 and 6 of Table 3 + number of asterisks in column 3 of Table 1)+ 1 — BP

and criterion effect. Thus oumerical differences depe

offects. The total effect is decomposed in Table 6.
With respect to the interpretation effect, from Table 6 it can be
seen that GMT and BP differ in their interpretations of the central -

bank laws of Canada, France, Belgium, Japan, and the Netherlands.

Canada, France, and Belgium are downgraded (—1), because contrary
+o BP GMT believe a government representative {0 be present on the.
central bank hoards, The Nederlandsche Bank is upgraded {(+1),

because unlike BP, GMT consider the central bank to be the final "
authority in policy making. The differences are most striking in the
case of Japan. The Bank of Japan is severely downgraded (—2),.:
because GMT believe that the government has an official on the bank

board, while according to BP there is no official. GMT ate also of th

opinion that the govetnment i the final authority in policy making,
contradicting BP. We will return to these differences in Section 4

(Number of astertsks in cols
?'Type_ columns 1 and 2 of Table 1 + number of asterisks In column 3 of Table 3) + 1
¢ + d = total difference between GMT and BP, o

3\,37(1;1;&3355;; to t]fl;e criterfon effect, by using a stricter version of
N char de .t Z rankmg of the Bundesbank, Banca d’Italia
o EHSC e Natl'onalbank vis-a-vis BP. Both the
et Bancatd?ItS(I:.h\x.relzensche Nationalbank are downgraded
st Banca AT Eli) ia 11: upgraded (+1). It should be noticed that
e the BF 3ypth ban S (Ge':rmany and Switzerland) do not meet
e inde,en EY ecome intermediate banks, That is, in terms
- epB) ';i?e" tl'ley get the same status as the Federal
o e 3 .dq 115- fs intuitively not very appealing. Neither is
it fas Danca & talia is the only central bank that meets GMT
5 t},l we COI"IClude that by introducing a very strict
G oncer g the appointment of directors, GMT severely bias
it g e central banks of Germany, Switzerland and It'jly

25 The threshold for meeting BP’s criterion 3 is the composition of the Centrai Ban

Council of the Bundesbank.
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3. Towards a New Index of Policy Independence

31 A New Index of Policy Independence

¢y independence with the
the final goals of monetaty
the following fea-

Following GMT, we identify poli
capacity of the central banks to choose
policy. This capacity is primarily determined by

tures:

() The procedures for appointing the board of the central
bank; ,

(i) the relationship between central banks and government
in the formulation of monetaty policy;

(1i1) formal responsibﬂities (policy goals) of the central bank

with respect to monetary policy.

On the basis of features ( 1)-(iii) we construct our Owi index,
which is called the Eijfﬂnger-Schaling (ES) index of policy indepen-
dence. The degree of policy independence is determined using three
criteria:

1 Is the bank the sole final policy authority (07,
authority not entrusted fo the central bank alone (blg), or is it

entrusted completely to the government (g

2. Is there no
power) on the bank board?
3 Are mote than b
pendent of the govel:nmemt?26

is this

government official

Now we can distinguish
This is summarized in Table 7.

The first four types arc ¢he BP potential types (@)-(d). In Se
3 it was shown that these types do not exist.
we repeat the argument. A central bank
monetaty policy and also having 2 government o

—_—

2 Following BP this
appointed directly ot indi

critetion is opemtionalized as. proportion of me
t = 11/72L

rectly by the governmen

(with or without voting

AIf of the boatd appointments made inde-

3x2x2=12 potential policy types.:
ctio_ﬂ_
Tor sake of convenience:

being itself charge of
fficial on its board

nibets: #0
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TasLE 7
EIJFFINGER-SCHALING POLICY TYPES
Bank is No government Some board
finel po}icy g Onen lappointments Potential | Ceniral bank j
authority banlc board independent of bCentral type does Policy
1 : 2 government ank type exist type
~(g) - N
g . ° (a) no -
*J'(b) * (C) ale) -
- - d
“bg) B ) (( ; no -
N e
G > . 0 no _
) -'-(b /g) _ . (g) na -
. no -
-(g) -
@) i (h) ves !
*{b!’g) a* : ((?) yes 2
S () - yes 3
.**(b) " : ) yes 4
iy yes 5

n;zl(ga ﬁlrzdth(ac?)i does,: notf occur in reality. Besides, there is no
n spite of its not being in char
_ ge of monetat
% ri:_l};,ntm?rkhes sfome Hoard appointments independent of the ovSf
e . Therefore, types (2) and (b)) do not exist. ®
“}S(ﬁ? ?E examination of central bank laws in the Appendix, it
ws that this argument includes the ‘twin-authority’ ’
: -authority’ central b
Fb?é;;nt?éata?ks \x‘rhlclzh hax;le some but incomplete policy Zﬁi{}i
. 5, a ‘twin-authority’ central bank th h
ent official on its board {t Finally, there is
. ' ype ¢) does not exist. Finall there i
“ : , ther
Y ;.ﬁdﬁ?nw bank that makes some board appointhnts inf:‘léf
vl Eiethi?:vcérnmerft. gogsequently potential types (f) and (¢
t ¢ . So, only the bottom art of Table 7 is ¢
e p able 7 is relevant for
y independence, The Il i
- : i . overall degree of poli
2&?;;(;6 1ts d%t;rmmed by a combination of attributes Egol-(;y
___Thisyb o and F}MT, we do -not weigh each atti‘ibuté
Tk ecomes clgar if we take a look at ES 1, If policy making
: entrusted to the central bank a ¢
Y . ountr ets tw
.I.f it is not exclusively entrusted to the centralyit ggets onz
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asterisk. Finally, if the government is the sole authority in policy making
it gets zero asterisks. Therefore, regarding our figst criterion the
maxtmum amount of asterisks is highet (two) than that with respect to
criteria BS 2 and 3 (one). This means that criterion 1 hasa weight of 2/4,

rwo times the weight of the other critetia (1/4). Hence, our index is

asymmetrical in the sense that attributes are not weighted equally.

We have the following argument in favour of asyminetrica
weighting. Like GMT, the ES index of policy independence is based
on:

(i) The relationship between central banks and government
in the formulation of monetary policy;

(i) the procedures for appoinfing the board of the central
bank;

(i) formal responsibilities (policy goals) of the central bank
with respect to monetaly policy.

Howevet, GMT separately assess fearares (9 and (i), For ex-
ample, the following conclusions can be drawn consideting the Re-
serve Bank of Australia, From Table 5 it follows that according to
GMT the Reserve Bank Act of 1959 coptains provisions that the
central bank pursues monetaty stability (GMT 7) among its goals. On
the other hand, according to Table 5, the government is the final
policy authority (GMT 3). Therefore, GMT assess the contents of the
final goals of monetary policy (GMT 7 irrespective of the capacity to
choose these goals (GMT 6). by their separate assessment GMT allow

for a one for one crade-off between the capacity to pursue a monetaty

and the contents of cuch a goal. That is, restricting

policy goal
GMT 6and 7,2 subservient central bank with provisions

attention to
for monetary stability
bank without these provisions. Of course, th
consequence of symmettical weighting.

Like GMT, the ES index of policy independence is based on.;
we want to avoid the mentioned trade-off:

final authotity in policy
(iii), the policy goals
the extent to which 2 central bank i
also depends on the
stability
to ES 1

fearares (1)-(#1). Howevet,
phenomenon. Thetefore, feature (), the
making, is assessed in conjunction with feature
of monetary policy. That is,
regarded to be the sole policy authority (ES 1),
presence of statutory requirements concerning monetary

Hence, we ¢hink a double weight (2/4 vs 1/4) with respect

can be justified.

is as independent as an autonomous central
s trade-off is a natural

1 (least independent)
number of asterisks. Our findings are summarized in Table 8. Tn order

1 < L8] on w [[l‘el[ea ud B S resuits
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3.2 Comparison with the Literature
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The five remaining (existing) central bank types are ranked from
to 5 (most independent) according to the

Country

 Australia

Tarre 8
EI[FFINGER-SCHALING V5 BADE-PARKIN
ES BP BP
. . Interpre- ,

Ft"’hcg’ pohcg asymmetrical taﬂf:n Criterion | Difference
ype type policy type® |  effect’ effect” ES-BPf
1 1 1 0 0 0

3

2 2 +1 0 +1
1 2 2 _q 0 )
2 2 3 0 o 0
’ ! > 0 +1 +1
2 2 2 0 0 0
’ ’ 4 —1 +1
4

2 z +2 0 +2
5

* ? 0 +1 +1
2 2 2 o 0
’ ’ 4 -1 +1
2 2 2 0 0

& Table 2.

;Ttrical Policy Types; BP types if BP 1
BP.

Nutnber of asterisks in columns 1, 2 and 3 of Table 7) + 1

has two times the weight of BP 2 and 3, (b = *%)

s, diffrences fn el e o e cxeon
fat ‘ . In order to isolate the criteri
é:i;?if;t}:g;t]g?? Asymmetrical Policy ’ljypes’ (BPA). The laftt?eillr
o edte o;(;c;:c')mes are ente'red into our (asymmetrical)
on procedur . o 1nstar}11ce,l consider Japan. According to BP
e Ewocy aut lfi‘lty. Tn terms of our aggregation
'ce_iof e asten:s s, rther than one. Therefore as a
e higher relative weight attached to this criterion
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68
the Bank of Japan becomes BP (asymmetrical) type 4. Now the total
difference between I'S and BP can be decomposed according to the EIJFFIN Tasez 9
following formula: JFFINGER-SCHALING VS GRILLI-MASCIANDARO-TABELLINI
() gS _ BP — (ES - BPA) + (BPA — BP) o i me | ol | EsR | BPOMT | RO
where the first texm on the right hand side is the interpretation effect Australia ;
and the second term is the criterion effect. From Table 8 it follows Relgium 3 1 0 0 0
that the interpretation effects (see column (d)) concern Belgium, Canad ! +1 +1 +2
Canada, Japan, The Netherlands and the United States. A ! 1 -1 1 0
The National Bank of Belgium is upgraded (+1), because we Frepce 2 1 0 " :
regard it a rwin-authority (b/g rather than a government dominated Germany 5 3 " !
institution (g, This is because the bank gained more independence by Traly 5 s i +2
the reform of the money market and monetary instruments in January Japas ; 0 -1 -1
1991 (see Section 1). The Bank of Canada is downgraded (-1  Netherlands , ! o +2 +2
hecause, contrary to BP, we find a government official on the boatd, Y itzerd ? +2 -1 +1
namely the Deputy Minister of Finance (without voting power). Sviszerland 3 3 +1 +1 2
The Bank of Japan is downgraded (~1) because unlike BP we UK 2 2 0 o
considet it to be @ twin-authority (b/2) rather than a bank dominated : 3 3 0 0
is upgraded (42), because we Sweden 5 - . ¢ 0

¢ See Table 6.
b gce column (B Table 8.
“i_bci- czlumn (e} Table 6 {signs must be reversed).

(b) institution. The Nederlandsche Bank
consider it independent in policy making () tather than dependent
(¢) as a consequence of the only formal right of the Minister of
Finance to give divections to the Bank. Finally, the Federal Reserve
System is downgraded because unlike BP (b}, we consider it a
rwin-authority institution (b/g).

h GMT’s.

Tn Table 9 our findings are confronted wit
Also, the total difference between ES and GMT may be

decomposed, taking the following formula:

(2) ES — GMT = (ES - BP) + (BP - GMT)

where the first term on the right hand gide is decomposed in Table ¢
and the second term is decomposed in Table 6. :

nk inde
] eﬁCalpveﬁdcncef l;ly meaéls of the tools of quantitative indices
_ ues of these indices are de ) cri .
] v pendent on (2) criteri di
examination of central bank 1 etation
e e aws (statutes), (74 the i i
1e cxaminat , (7i) the interpretation
_ ant statute as to wheth
_ ‘ er a central bank m is
e el ' ‘ eets this
o , i.e. possesses a certain atttibute, and (i) the way these
es ar ite i
utes asgnaggFegat?d to a composite index of central bank inde-
3ida};1€ ch:' 1n'pr1nc1ple featutes (7)-(iii) are atbitraty there are
: ubjective elements in the construction of indices of this

éotl}?:lm to vl‘e\:ir‘ these elements in a broader perspective we
e If;t;lzilr? (1;;3; g;f Ezgtfjt)rah‘tl)ank independence as presented
88 , Alesina (1988, 1989) and Grilli
njz]}:{oo?nd Tabelhm'{1991) (GMT). Also we cz)nsttuc(ir r:)lllll;:
Cem of central bfmk independence. This index is then used to
. gerspectlve o_f the mentioned indices and to re-assess
ank in ependence in twelve industrial countries.

4. Conclusions

entral bank independence finds its

Discretion Debate’. A recent king
centra

The theoretical rationale for ¢

origin in the ongoing ‘Rules versus
of analysis employed in this longstanding debate is to assess
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T . od as
Out findings regarding the existing 1nd1(.:es can lie iurrllﬁlil;(ziill -
i ade some serious MISTaxes atd

follows. Alesina (1988, 1989) m | m| s in updaire
i the Alesina revision O P

de and Parkin (1988). Hence, osition

E? the Banca d'ltalia implies counterfactual statements ’;Encfein;t;g ; ﬁge

onetary accommodation of government deflc‘:lts. Fele g r,nore

IXlesina revision is ad hoc and his index inconsistent. %r{) er1 1 W;

GMT and BP differ in their interpretatiotés cif &11::[ cte;ntrla d:;ll’l E[‘ }?ese
i apan, and the INetherlands.

of Canada, France, Belgium, Japan, © Mot ek on e

differences refer to both the presence of gove e o wing a
bank board, and the final authotity in policy making. , by osing 2
very strict criterion with respect to the appointment O

GMT change the ranking of the Bundesbank, Banca d'Tralia and the
Schweizerische Nationalbank vis-a-21s that 1[:)}7 BP. tence in twelve

Finally, in re-assessing central bank' indeper ch n e
industrial countries we qualify Banca d’'Ttalia as les_s“m epeg than
1GMT while for the Nationale Bank van Belgig, thle dm]lnc(lguBank
Ftanc,e, the Bundesbank, the Bank of Japan, the Nederlandsc

and the Schweizerische Nationalbank the reverse applies.
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APPENDIX
CENTRAL BANK LAWS IN TWELVE INDUSTRIAL COUNTRIES

This appendix contains the source material behind Section 3.1 (including
Tables 7 and 8). It provides information on the final authority in monetary
policy-making, on the presence of government officials on the bank board, on
the number of board members not appointed by the government, and on the
presence of statutory requirements concerning monefary stability.

A1 Sweden

_ Established in 1668, the Sveriges Riksbank is the oldest central bank in the
world. Although this central bank is legally independent of the government, it is
not in practice. The legal base for the policy making by the Riksbank is the
: Sveriges Riksbank Act (‘Lag for Sveriges Riksbank”) of 1934.* The Act provides
‘1o specific objectives for the central bank, like in other countries.

. In practice, monetary policy is a part of the economic policy by the
povernment and fits into this “.. to quite the same degree as where this
obligation has been given a legal basis”.?

.. According to Article 1 of the Act, the Riksbank is directly subordinated to
the Riksdag (patliament) and formally independent, Furthermore, Article 32
states the following: “The Directors may not receive instructions with regard to
the: administration of the Riksbank from anyone except the Riksdag and its

anking Committee in cases in which that Committee is competent to glve
strictions on behalf of the Riksdag...”.?

- Tn addition to this Act, the Riksdag approved special regulations, such as
redit Policy Insttuments Act of 1974, in which “... a government authoriz-
15 required before the Riksbank may exetcise its powers”.* Thus, the policy
aking by the Riksbank is influenced considerably by the government through
e ‘special regulations, in particular by the Ministry of Finance and Econ-

he Board of Directors (‘Bankofullmiktige’) of the Rilshank has cight
ts, of which seven are appointed by the Riksdag for a petiod of three
These Directots appoint a Governor, who plays only a representative

e Aufricht (1967), pp. 663-671. The last revision of this Act was made in

om: Skanland (1984), p. 16,

fricht (1967), pp. 668-669.
weriges Riksbank (1990a).

Fair (1979), p. 40.

‘Sveriges Riksbank (1990b), p. 3.
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for a period of five years and elect among themselves a Chairman on
the government. The Boatrd talkes decisions by a majority
However, until 1976 and in 1982

mostly a former

role,
recommendation of
with a decisive vote of the Chairman.
Sacial-Democratic governments used to appoint the Chairman,

(Deputy) Minister of Finance of Fconomics.

A.2 United Kingdom

The Bank of England, established in 1694, was nationalized by the Bank of
on on the appointment

England Act of 1946.7 This Act provides only informati
of the Court of Directors and the right to give instructions to the Bank of
England. According to Article 4 (1) “The Treasury may from time to time give
such directions to the Bank as, after consultation with the Governor of the

Banlk, they think necessaty in the public interest”.
tressed that this right to give

At the introduction of the Act it was s
directions was not meant tO lead to “.. any day-to-day interference by the
Goverament or the Treasuty with the ordinary wosk of the Bank”.® The right
was to be used merely in “exceptional and whusual cases”, which has never

occutred until now.

It was the Banking Act of 1
responsibilities of the central bank.
(prudential} supervision of the banking syste
governed by statute include its note-issuing POWers,
Exchange Equalisation Account on behalf of the Treasury, and its duties as
banker to the Government and as Government’s agent in managing the

National Debt””? Nevertheless, monetary policy is regarded as 2 component of
d therefore conducted by the government with the central

ecopotnic policy am
bank as its major adviser. As stated in 3 memorandum by the Bank: “Economic

policy is the responsibility of the Government and
the end product 0

Policy decisions are, however,
cussion of studies, forecasts, advice and proposals ava
wide range of sources, in which processes the Bank of Fn
which can be distinguished from that of Government departments".m o

979 (revised tn 1987) that formulated the
The first task of the Bank of England is the
o, “Other activities of the Bank
‘s management of the

ilable to Ministers from 4

—_——

7 See: Aufricht (1967), pp. 183-192.
8 From: Bizenga (1991), P 4, Fizenga (1991 distinguishes three differences be
cween the right to give instructions in the United Kingdom and that prevailing in th
Netherlands. L

9 Gee: Cairncross {1988), p. 68

10 Memorandum by the Bank
graph 14).

(')f England (1980), pp. 177-180 (in particular pgi‘

is deterrined by Ministers.
¢ the assimilation and dis-

gland has 2 tole to play :
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The B i
oo o the (;;i{efrfolfntg}iang is maréaged by the Court of Directors, which is made
_ the Deputy Governor and sizteen Dire 1

' ctors.!t All memb

are appointed by the Crown on the ¢ i he
recommendation of the Prime Mini
term of office for the Gove e e
tnor and the Deputy Governor is fix i
and for the Directors at f e e
ous years, Four of these Di i
o ecton e Directors are full-time
. the other twelve bein i i
: g part-time External Direct h
reptesent various sectors of society: i e, the
; y: the business sector, the bankin
¢ ' system, the

Zil;ﬁ;ce cilnqustry and the trade unions. The last may be aslfedY to n,'xake
rec dayin Cs{mons. Thfe Go;ernor is chairman of the Court of Directors, heads

-to-day operations by the Bank and pl i ,

: ) plays the most important role i
formulating advice or proposals to the government.? i ole in

A3 France

o De;t;lﬁzh;dllgdllIJ_SO3},]'t}}11e“]3a1}11q3e de France was nationalized under the Law
. , which ... had been decided and i
. 5, Wi passed in the perspective
_::gf a tu,rr'eatmi3 subordglation of the Banque de France to the State " 15) After
2 as;;:s;s;(:lns ezlween 11? Governor and the Minister of Finance regarding central
b ependence,'* as a compromise the Sta
tutes of the B d
(‘Les Statuts de la Ban O e,
: que de France’) of January 3, 197 i
"hese Statutes define in 1 licy e
_ ¢ in rather general texms the oli
; : : icy goals of the central bank
nd its relationship with th ¢ o th
nd e government.'”” According to A icl
tatutes: “The Bangue de Fr i insti B o A oot
: rance is the institution which, in th
s e o ‘ ich, in the framework of
ancial policy of the nation, recci
mi ‘ , teccives from the State the
gerr:;t:ltn&msmn'of watching over the cutrency and credit”. Thus, the gov
" a el . : ? )
o ril itmmmes thfe economic and financial policy to which the monetary
( ); as been sgbordm:dted. Further, Article 4 states that “... it contributes to
.phzfzg:tf% ar}zll gc)la;nmiates in the implementation of the monetary policy
: en decided by the Government and with i
o : and with the assistance, within the
; rge_wsrli gf 111:: colmptﬂ;ence, of the Conseil National du Crédit » Although
céntral bank is legally always subje irectt e
8 cen ct to directions from the i
 ceptral 10 government, its
e O;ngfizrrienltés ];ce‘he rzogetary policy in practice in consultation with ,the
: .16 Founded in 1945 as an institutio i
; _ 1 to broaden the politi
et o : ' e political
o bas‘e for monetary policy, the Conseil National du Crédit with its 5
ers, chaited by the Minister of Fi i - o
AN his et o inance, advises the Governor {(who is his
, but is not directly involved in the monetary policy making

c_‘cording to Article 2 (1) of the Bank of England
%;:r.]_sll?;ud(}f'ﬂ}), p. 41 and Eizenga (1991), pi. 6-7.ACt of 1946
_(__1%7;3, ppon;é;%;;g {1983), p. 371, The Law of December 2, 1943 is given by:
‘Bouvier {1988), pp. 96-97.
Bat‘lque de France (1986), pp. 149-157.
- Fizenga (1990), pp. 2, 12; Eijffinger (1991), pp. 3-4.
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The Banque de France is headed by the Governol, who is supported by
two Deputy Governofs. Both the Governot and the Depuiy Governots are
appointed by the President of the Republic after consultation with the Cabinet
for an indefinite period, which makes their position rather vulnerable. In
practice, the term of office is limited to 5-7 years.t” In France the Governor has
a strong personal responsibility in conducting the management, which may be
viewed as a factor that increases his flexibility in negotiations.™ The Governot is
also chairman of the Conseil Général consisting of twelve other members,

among them the Deputy Govetnors. One member is clected by the staff of the

Banque and the remaining pine are appointed by the Cabinet on the nomination

of the Minister of Finance, reptesenting the ecopomic and financial sectors of
society. The Minister also appoinis two government auditors with the power to

ons by the Conseil Général,”? The Conseil Général supetvises all

object to decist
activities of the Bandue and must approve afterwards its administration, an

agreements and treaties with other suthorities.

A4 The Netherlands

The Nederlandsche Bank was established in 1814 and only nationalized in
1948. The statutory task of the Dutch central bank regatding monetary poticy is
embedded in the Bank Act (‘Bankwet) of 194820 Article 9 (1) of this Act states

that “The Bank shall have as its duty to segulate the value of the Dutch currency
in such a way as will be most conductive to the nation’s prospetity and welfare,
lue as stable as possible”. Fusther, Article 9

and in doing so seek to keep the va
(3) of the Act reads: «T¢ shall supervise the credit system in pursuance of the Act

on the Supervision of the Credit System”. The (atter Act gives the Bank the

power 10 implernent tules to be followed by credit institutions in their Jending.

Thereby, the policy goal
and external value of the currency, i.e. price leve
a sole and independent objective.’!

The Bank Act also provides for a procedure,
hetween the government ail
cording 1o Article 26 (1) of this Act:

may consider it necessary
Fipancial policy of the Government and the policy

17 From: Skanland (1984), p. 13.
18 On the contrary, a collective responsibility of the management tea
representative is bound by the consensus within the team. See: Fizenga (1990), p- 3.

19 Qee: Fair (1979), p. 39 and Eizenga {1990), Pp- 4.5, _
30 This Act Is given im: Westen Binnenlands Geldwezen (1979), pp- 5.27. Seé

Fizenga (1983), p. 10
21 See: Eijffinger (1986), pp- 8.9 and Eizenga (1987), p. 12,

of the Nederlandsche Bank is to stabilize the internal
| and exchange tate, but not as

if a conflict should arise -

d the Bank with respect to monetaty policy. Ac
“Ty cases, that Out minister Lof Financel

for the purpose of coordinating monetary and
of the Bank, he may give,

m implies hat the

.-f_:ls_;o:
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after C(?nsultation with the Bank Council, the necessary direction h
go:ﬁm}llng an%‘dhto attain that objective”. Although the Minister ostE(;a;cZ
cgally as the right to give directions to the central banl, the applicati i
right is always considered by both authotities as an ulti ’ .PP < (?f o
rem.edium’) because of the very complicated procedllill‘:n;it:ollifiﬁi i‘;ltfllffmlez
Article .26 reflects the democtatic principle that the Minister of Finn -
resp'onmble for central bank policy to the parliament. Ultimately, it i ailce hls
Earhamex'lt to assess whether the policy pursued by the Bank mus;,t be Sd o ::31
conductlve'to the nation’s prosperity and welfare”. The Minister of Finari3 CHLG
never exercised the right to give directions until now. He and the G coning
Boal:d of the Bank are compelled o reach agreement with each other Oz{enlllmg
the independence of the Bank is sufficiently guaranteed by Article ;IS} 2;t -

- The Nederlandsche Bank is managed by the Governing Board (‘Dlire tie’)
E};iir;%tgirgﬁx('}sﬁd of the Presid?t, the Secretary and presently three Execitiie
. Directors. ey are nominated by a joint meetin, i X
.. Supervisory Board (‘Raad van Commi:;sarissen’} angd(;fpt]_:}::ir(l}tz;imtrllnge P()Iorald o
_._the [?roplosal of the Cabinet for a fixed petiod of seven years Inypracticowriln e
; .nom%nz.ttlons were always accepted by the Crown” The éupervisor e’]?f es:l
“consisting of' twelye membess, appointed by the Minister of Finance 313 eroial r
the Govef:mng Board. Finally, the Bank Council (‘Bankraad’) of, sesen‘:: o
members is chaired by the Royal Commissioner (‘Koninklijk Commissaris’) "-32
may ceel information from the Bank and offer independent advi o th
Minister of Finance. wlice o the

.5, Belgium

l_zll‘i‘l’stz'ib]jshed in 1850, the Nationa! Bank of Belgium (‘Nationale Bank van

Z_gg ) is owivned fha}llf by the state and half by the public.26 The legal base for

e functioning of the Belgian central bank are the Organi

! ‘ ganic Law (‘Organiek
):;121 t-hf Statutes of 1939, which provide no specific objectives gfor Et:hz

k.’ Asticle 29 of the Organic Law states the following: “The Minister of

2. This procedure is extensively di
: y discussed by: A.M.

2".iro.mi: Eizenga (1987), pp. 13-14. d de Joog (1960
mﬁvéugiieftirsz%l: (%Sank. {’mt provides the possibility to appoint at most five

A . averning Board has a collective responsibility for the Banl’s
R
5-_.56}?._ ailso Ei}?enga (1987), p. 14.
he latter half is h i iti
i alf is held by various authorities and, thus, under indirect control of
i Organic Law and Statutes an i
St?ngsblad’ R andu2 ;:s. f;gfewsed on Jamary 2 and 23, 1991, See:
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Finance shall have the right to supervise all the operations of the Rank, He may

object to the execution of any measure which would be contrary to the Law, the

Statutes or the interests of the State. This supervision shall be entrusted to a

Government Commissioner”. According to Article 30 of this Law: “The Gov-

ernment Commissioner is appointed by the Crown, He shall supervise all the
operations of the Bank. He may suspend and report to the Minister of Finance
every decision that would be contraty to the Laws, the Statutes of the interests
of the State”.?® Therefore, the National Banl of Belgium canpot be considered
as formally independent of the government.* The Bank is forbidden to pursue
targets conflicting with the general objectives of the govesninent. Nevertheless,
the relationship between the central bank and government has changed, in
favour of more independence, by the reform of the money market and monetary

hich started on Januaty 22, 1991, The teform was intended

policy instrurnents W
to improve the access 10 the market for Treasury bills, to introduce a regime of
policy instruments. As

primary dealers and to innovate and extend the monetary
a consequence of this reform, the responsibility of the central bank for monetaty

policy was more dlearly defined and its touch with financial markets on behalf of

policy making improved.*
The Board of Directors (‘Bestuurscomité’) of the National Rank of Belgium
is made up of the Governor and three to six Directots, one of which acts as
Deputy Governof. The Governot and Directors are appointed by the Crown for
a fixed petiod of fve and six years respectively. The Board of Directors is
chaired by the Governor and collectively responsible for the management of the
Bank and the formulation of monetary policy. It may change the discount rate
and the tate for advances in a case of emergency, but must tepost to tae Council
“of Regency (Regententaad’)- The Council of Regency determines, howevet, the
policy goals of the Bank and deals with general questions concerning the Bank,
the curtency, credits and the economic development.’! The Council of Regency
consists of the Board of Directors and ten Regents elected by the General
Meeting of Shareholdess for a period of three years, represent
Finance (3} financial institutions (23, trade unions (2)
industry, commerce and agriculture (3). The Governot is ¢

decisive vote.

28 This Commissioner i mostly the highest Ministry of Finance official.

» However, Fair (1972} is of the opinion that ©.
largely independent” (p. 37).

30 See: Belgische Vereniging var Banken {1991), p. 23.

51 Accopding to Articles 63 and 64 of the Statutes of 1939.

ing the Minister of
and otganisations of
hairman and has'a '

.. in. practice the National Bank is
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A6 Germany

'Il’he legal predecessots of the Deutsche Bundesbank wete the Reichsbanl
fastabhshed in 1876, and the Bank Deutscher Linder, founded together with th{,
introduction of the Deutsche Mark by the currency reformgof 1948 The
Deutsche Bundesbank was established by the Deutsche Bundesbanllc Ai
(‘Ges'etz iber die Deutsche Bundesbank’) of 1957.%2 Its main polic oals :
provided for in Article 3 of this Act: “The Deutsche Bundesbanl shZ]lgre uthz
the amount of money in circulation and of credit supplied to the econom gusin
the monetary powers conferred on it by this Act, with the aim of safegijalrding
the currency, and shall arrange for the handling by banks of domestic ang
external payments”. Article 3 cleatly reflects the special responsibility of th
ce{ltral tank for maintaining the internal and external value of the curanc "
price level and exchange rate.”’ The relationship between the Bundesbanlz’ lnii
the‘federal government is embedded in Article 12 of the Act reading: “Witha uf
pre]u'dice to the performance of its functions, the Deutsche Bundesbinlc sha]lob
requn.‘e'd to support the general economic policy of the Federal Governient IZ
exercising the powers conferred on it by this Act it shall be independent- of
{'nstructlons trom the Federal Government”. Thus, Article 12 guarantees th
.:;ndepe'ndence of the central bank regarding monetary policy making, It shoulfl
Pe noticed that the Act does not cover any procedures in case of 2 mai'or conflict
between the Bundesbank and the federal government, Nevertheless Article 13
of the A'ct provides for certain procedures for the coordination of m;)netar and
cconomic policy and for consultation between central bank and governmgnt
_dgpendent.bodies, According to Article 13 (2, 3) members of government m:S
fi;}d meetings of the Central Bank Council, without voting right, and thy
caiident of the Bank those of the government on invitation.* = ;
The Central Bank Council {Zentralbanlkrat’) of the Deutsche Bundesbank
rp‘g_de up of the Directorats {‘Direktorium’) and the Presidents of th
_gg@eszenFralbanken (main offices). The Council determines monetar olice
n_de.::_(.:haxrmanship of the President ot Deputy President of the Bun)cjlel;baniz
! meets every two weeks® The Ditectorate, consisting of the President
puty President and at the maximum eight (now four} other members,
plen::l.énts the decisions taken by the Central Bank Council. The at most teI;
.::_be:'rs of the Directorate are appointed by the President of the Federal
pubhc on the nomination of the Federal Government, while the eleven

-See: De}ltsche Bundeshank (1987), pp. 105-130

f an interpretation: Eizenga (1987) . ifial

ran i , pp. 2-12 and Efjffinger (1991 3
- ?m«cnce, these members only attend Central Bank Co%ncil mee)t’irf)ps injth
TH“'SSUES. See: Skanland (1984), p. 18. *

? The Central Bank Council has a collective responsibility.
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Presidents of the Landeszentralbanken ate appointed by him on the pomination
of the Bundesrat hased on a proposal by the Government of the Tand con-
cerned, all after consultation of the Central Bank Council. Both the members of
the Directorate and the Presidents of the { andeszentralbanken have a maximum
term of office of eight years which is usually cealized.’® During this term they
cannot be removed from office on political grounds, The appointment of the
members of the Central Bank Council ceflects also a large degree of indepen-

dence of the Bundesbank.

AT Japan

Hstablished in 1882, the Bank of Japan was reorganized by the Bank of
Japan Law of 19423 According to Atticle 1 of this Law: “The Bank of Japan
has for its object the regulation of the currency, the control and facilitation of
credit and finance, and the maingenance and fostering of the credit system,
pursuant to the national policy, in order that the general cconomic activities of
the nation might adequately be enhanced”. The latter patt of Article 1 may be
talen to mean ... to foster the stable development of the Japanese economy” >
Thus, the main objectives of the Bank are to stabilize the value of the currency
and to maintain orderly credit conditions, Regarding the relationship between
the central bank and government, Article 43 states that: “The competent
Minister [of Financel may, if deemed particularly necessary for the attainment
of the object of the Bank of Japan, order the Bank to undettake any necessary
business, or order alterations in the By-Laws as well as othet necessary actions™.
Although the Minister, formally, has the right to give instructions, in practice
this tight has never heen used as a result of the regular, informal contacts
between Bank management and government.”” With respect to its main goal,
price stability, the actual influence of the Bank is much greater than what is
legally defined. Fos example, the Bank of Japan has been fairly successful in
advocating the liberalization of Japanese &nancial markets and in arguing for a

more matket-otiented implementation of monetary policy,

financial liberalizasion, Howevet, the Bank of Japan detives its influence mainly’

I

% T'he mipimun term of office Is two yeats. See: Eizeoga {1978}, p. 4

37 This Law was amended in 1949 to found the Policy Board, the hig.hest policy;;

maliog body of the Bank. See: Aufricht {1961), pp. 423-448.
3% Ap interpretation is given by: Sumlkd (1987), pp. 305-312.

3 Syl (1987) means: “In reality, the management of monetaty o
uader the tesponsibility of the Bank of Japan from an independent point of view
314).

40 Qe Cargill (1989), p- 38,

which the Ministry of -
Finance has resisted for a long time.* The influence of the Ministry is, above all,
based on financial regulation {regulatoty leverage) and decreases gracually by.

licy is carried out
- . P
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from gu1di‘ng the financial markets (market leverage), which increases b th
strengthening of market forces. Thereby, the independence of the ly .
has continued to grow. ! central benk
‘Tk.le highest policy making body of the Bank of Japan is the Policy Board
consisting of' the Governor, two representatives from the Ministry ofyFinan )
and Econ.ormc Planning Agency (without voting right) and four other memb 5
representing banking (2), commetce and industry (1), and agticulture (1) ';11:’
Gov'ernor and the other members of the Policy Board are appointed b' the
Cabinet for a petiod of five and four years respectively. Since 1969y he
Gove'rnor has been chosen alternatively from Bank officials and former Mi ’it .
of Fm:fmce officials.? The Governor conducts the operations of the IIJSSH?
ach)rding to the directions of the Policy Board and heads the Executive Bo:;:i(
| which ‘furthf.:r includes two Deputy Governors (formesly one), at least thr ’
Executive Directors and two Executive Auditots (now six and fox’n‘ res ectiveie)e
and @ number of Counsellors.” The Deputy Governors ate appointid b ti(l,
Cfa:bllnet for five years, while the other metmbers of the Executive Board by the
_M;ms'tei' of Finance on recommendation of the Governor for two to four g ‘e
Pespue the faf:t that the Policy Board is, from a legal point of view theyfriii
imposrtant policy making body, the major responsibility for formula’tin :
tary policy resides with the Executive Board.* B e

.8 Italy

~ The Banca d’Ttalia, established in 1893, is o i i

ngpcial institutions, by the State.”’ The legal bjstefofiz:lﬁi;’:i};ﬁigh beEC
Statutes (‘Statuto della Banca d’ltalia) of 1936, which provide ncig : i ﬁﬁe
.ctlves for the cer?trai bank,* The relationship between the Banca f’ ileiliz
. ._téle fggtemment‘ls enllbedf{e_d 1n Article 20 of the Statutes stating that the
Bodtd o irectots {‘Comitato’) is just responsible for the general management
c?__centfal bank and not for monetary policy making. Furthermore gArti 1

ds: “He [the Governor] shall make proposals to the Ministel’: of tilz

ASUL i i i
suty concerning change in the discount rates and in the intercst rate on

C ”» ’
ces”, Obviously, the Governor prepares monetary policy and the Minjster

- For an analysfs of this : Eijth
i process: Eijffinger and Van Rixtel (1992
ep'eﬁs"cel:? ‘alS”O: The Economist, “Central Banks: America v. fapan - ')fhp‘ 1-24. ds of
ence”, January 25, 1992, p. 22. © e ©
4.%?}'.[1]:;)'.[‘]-]{16 Bank of Japar (1991), pp. 35-36.

¢ Policy Board formally adopts the decisions of the Executive Board. See:

From: Fair (1979), p. 39
- Aufricht (1967), pp. 421-440.
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prove it formally.*’ The Statutes of 1936 were amended

Banca d'Ttalia with supetrvision on the financial system
and by the foundation of the Tnterministerial Committee for Credit and Savings
{‘Comitato Interministeriale per il Credito e il Rispartmio’ of CICR).*® Ac-
cording to Asticle 1 of the Decree of 1947, the CICR, « whose duty it shall be
at the highest level, the safeguarding of savings, the carrying on of
and exchange matters”, will give directives 10 the central banls

CICR is made up of the most important ministets and the
In genetal, this com-

of the Treasury has to ap
in 1947 by providing the

to supervise,
credie activities,

for its operations. The
Governor, and chaired by the Minister of the Treasury.
mittee determines the goals of monetary policy with the Banca d'Tralia in an
advisoty role. The central bank has always been integrated with economic policy
malding, which explains why it scarcely had any conflict with the Treasury. Until
che mid-seventies the central bank was, clearly, subordinated to the government.

Howevet, from 1973 on the Banca d'ltalia paid more attention to gaining
independence with respect to monetary policy.” :

The Governor, having a personal responsibility for the implementation of
monetaty policy, 1s appointed by the Board of Directors of the Banca d'Ttalia,
for an indefinite term of office. The Board of Directors consists of thirteen
Ditectors, elected by the General Meering of Sharcholders at the thirteen
regional offices of the central bank for a fized period of three yeats, the
Governot with a casting vote and a representative of the Ministry of the
Treasuty as an obsetver without voting right. Although the appointment of
Governor and Directors seems to be independent of the government, Article 19
of the Statutes of 1936 states that: “ Appointments and dismissals must be
approved by dectee ©

¢ the President of the Republic on the proposal of the
President of the Council of Ministers in agreeten

t with the Minister of the
Treasuty, the Council of Ministets having been heard”.

A9 S witzerland

Established in 1905, the Swiss National B
bank’) has enjoyed a high degree of independence from the government,

reflecting the deep-rooted distrust of the Swiss public in centralize
to poiicy making*® The main policy go
for in Atrticle 2 (1) of the Tederal Law on the
(‘Bundesgesetz iber dic Schweizerische Nationalbank’) of 1933

# ety recently, the Ttalian parliament approved 2 il to give th
authority regarding discount policy. :
45 The Decree on the Tnterministetial Committee for Credit and Savings of 1947;1
Aufricht (1967), pp. 433-435. s
49 Gae: Nardozzi {1988), p- 179.
50 Prom: Rich (1989), p. 1

ank (‘Schweizerische National—: '

4 approaches:
ol of the Swiss central bank are provided.
Schweizerische Nationalbank
“The principal

e central bank fuﬂ
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;:ﬁ; ;)f f‘ca};;a]jffﬁonal Bank shall be to regulate the country’s monetary circu
) ate payments transactions, and impl i .
: . : R plement a credit and m
pgi;cyr.ifi:rvl'ng the general intetests of the country. It shall advise the ;‘2:1221
authorities in monetaty matters”.”! The central bank i
‘ . ank interprets this Articl
mandate to achieve and to maintai i e is shared
n a stable price level, which view i
by the federal government e ihe smion
and largely accepted by the public.”? i
ship between the Schweizerische N i T e ecamen
ationalbank and the federal
: veen ati overnm
;‘ ?;niemat) is one oi} legal and administrative separation. The Nafional B:;i:
moneta{;es nlc?t contain any provision giving the government influence on
monet C}; E:u;:y ;nikmi. Inbcase of important policy decisions, both authorities
each other, but mutual consent is not requi 53 i
: quired.”” The indepen-
(czloerr;ce tof thefcentral bank is also guaranteed by Article 63, Iimitin;p:}i:
| baSifiaerilcel 0 c;che federal parliament to approving an increase in the Bank’s
basics 51 tac an télat of the federal government to appointing representatives to
.. m k fcnlllnc , the mel.nbers of the Directorate, their deputies and the
ana,%irs ];) the branch offices, and to other formal approvals
S g hanlf Cc?mmlttee ("Bankausschuss’) is the principal policy making bod
of c; v;elzensc[’le Nationalbank and has the right to participate in thz
_(Can?fn‘; 2 i Bank’s offlc'Lal {ending rates’* Representing the various parts
fanier ;u to (t: he.countryf, t;!us Bank Committee is made up of the Chairman and
t y Chairman of t e Bank Council (‘Bankrat’) and ei
R i rat’) and eight other members
whic y the Bank Council for a fixed period J
Bank Council, consistin, i D e on
__ s g of forty members, is respon ible f s
nd control of the Bank’s mana , e e e et 10
gement, but plays a limited role wi h
onetary policy. Its Chatrman, De i s orben
: , Deputy Chaitman and twenty-ths
mbers are appointed b e reen
y the federal government and ih ining fi
bets are elected by the Gene i e e et
m ral Meeting of Sharehold i
e e T, ool ‘ areholders also for a period
fot . . only one-fifth of the Bank C i ive-el
o e, ' ommittee and five-eighth of
c B irectly appointed by the federal i
hest managing and executive authority 1 i B s o
I ty is the Directorate (‘Direktorium’
Bank, which is com e (Dircktorham) <
ank, posed of three members elected b
. : y the federal gov-
_161.1::11 }nl)n recommendation of the Bank Council, for a fixed tetm ofg fo
) ePgov%mment also appoints among these three membets a President
Vice-President, although there is a collective responsibility.

Thi o A
is Law should be read in conjunction with Article 39 of the Federal Consti-

mended in 1951, See: Aufrich
nended . See: 1967), pp. 705-724
72:For an interpretation: Sk o o :

¢ Skanland (1 i
ile_:z_g ?13?: LAYy patnzzf 984), p. 7 and Rich {1989), p. 7.

C(':s(i:rs.iglhgt Eoeii]cslé &289)? however, this right “ . is not as significant as it may
it (o 6 se rates no longer constitute important policy instruments
‘he federal government hold

e : s no shates. See: Fair (1979), p. 41,
he Directorate may be added deputies and departme)ntpmaiagers
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A 10 Australia

The Reserve Bank of Australia, established in 1911, was made just a
sull-bodied central bank by the Reserve Bank Act of 19597 constituting the
functions, responsibilities and competence of the Australian central bank. The
functions of its Board are set out in Article 10 (2) of this Act: “Iy is the duty of
the Board, within the limits of its powets, to ensure ¢hat the monetary and
banking policy of the Bank is directed to the greatest advantage of the people of
Australia and that the powets of the Bank under this Act, the Banking Act 1959
and the regulations under that Act are exercised in cuch a manner as, in the
opinion of the Boatd, will best contribute to: the stability of the currency of
Australia, the maintenance of full employment in Australia and the economic
prospetity and welfare of the people in Australia”.

Thus, the threefold policy goal of the Reserve Bank also includes the
fostetring of economic activisy and employment. Regarding monetary policy
making the central bank is bound to inform the federal government 01 2 regular
basis: “The Governor and the Secretary to the Department of the Treasury shall
establish a close Haison with each other and shall keep each other fuily informed
on all matters which jointly concetn the Bank and the Department of the
Treasury” (Article 13). In practice, the relationship between the Reserve Bank
and the federal government is characterized by both fosmal and informal
contacts. Nevertheless, the Bark is completely subordinated to the Secretaty of
the Treasury, being the final competent authority with respect to monetary
policy. In case of differences of opinion between the central bank and the
Treasury, Artdele 11 (2) states that “... the Treasuver and the Board shall
endeavour to reach agreement”.”®

Yurthermore, according to Article 50 (1) of the Banking Act of 1939 the
Reserve Bank’s setting of rates on discounts and advances needs to be approved

by the Treasury.” So, the central bank is more or less an agent of the gov-

ernment.

The Resetve Bank Board, responsible for implementing monetary policy;

consists of the Governor, the Deputy Governot, the Secretaty to the Treasufy as

an ex officio member and seven other membets. The government official on the'
Board has a voting sight. The Governor and Deputy Governor are appointed by*

the Governot-Genesal (the executive branch of the federal government) for a
term of office, not exceeding seven years. The seven other members comprise at

57 The Reserve Bank Act of 1959 is given by: Aufricht {1961), pp- 53-71.
38 For the procedute o settle such conflicts: Article 11 (23 - 11 (7) of the Resery,
Bank Act of 1959.
5 However, Masciandaro and Tabellini (1988) mean that recently: . the centr
bank has not formally promulgated regufations, but has informed the banks of its go
concerning the rates of intercst, following discussions ...” {p. 149)

als
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Elgifet?o glelr.nbers who are officers of the Bank or Public Service, holding
office qung the pleasure of the Governor-General”,* and at least five
. ; .
e Ge;ri :reneitecc;l fromlt}ie acad{emic, agricultural and general business sector by
or-General for a fixed period of fi
. ye years. The Gov i
chairman of the Board and has a casting vote. ’ smer®

A11 United States

Eétablished‘—in 1913, the Federal Reserve System is a federal go
quthority cor‘nprlsing the twelve Federal Reserve Banks, whose shareg azzmmené
by commercial ba{nks being its members, and formerly (until 1935) the F(:zne 1
Reserve Board as its main policy making body. The legal base for its functi i
was f’rtnbealdelc]i in the Federal Reserve Act of 1913.%' The Preamble of ?c}fsn.t_lﬂxnc%
constituted the powers of the Federal Reserve 5 : ‘ovi
-_estabhshment. of Federal Reserve Banks, to furnish 3a?lslteerlf;.sti::f cc:)urri*le(;ildet; oi’fthz
n-;:iar;s off };:edli?cou'nth;lg <I:Jomm§1‘cia1 paper, to establish a more effeczc’ive :u:;r
ision of ban ing in the United States, and for other purposes”. B the Bankd :
Act of 1933 the Federal Reserve Board was gra .P omas oo the
E§d6t31 Resetve Banks and the Federal Opgn Iﬁiszogoﬁﬁif:}gggﬁé? e
crgated to make policy recommendation to the Board for conducti nen
ng}rket ogera‘gogs.ﬁthurther, the Banking Act of 1935 replaced thenl‘%eggzi
Reserve Board by the Board of Govetnors and strengthened its position b
removing the Secretary of the Treasury and the Tt : e Boatd,
'I_fhrpugh the ‘Ac.cord' of 1951 the Fedetyal Reserve ;ﬁgﬁoiﬁtizn? o
nsequence of its agreement with the Treasury that its open market ) ?S ;
Qt__z_ld no longer support the market for government debt.®? The goals EE tl}iy
ntral bank regarding monetary policy were just cleatly formulatei in sectioe
A of tgedl977 amendment to the Act by stating that: “The Board of Governo;:
n::ainel :;aereserve S}iystem and the Federal Open Market Committee shall
el g un,growt of the monetary and credit aggregates commensurate
' :_el ecofnomy s long run potential to increase production, so as to promote
as of maximum employment, stable prices, and moderate long-term
est rates”. {30, the Federal Reserve should aim both at price stability and
omic activity and employment.®* v

_Acc'ording to Article 14 (3) of the Reserve Bank Act of 1959,

ee also: Board A :
s oard of Governors (1984). An interpretation can be found in: Cargill

:F(')t'.".the cr-eation of the FOMC: A
. Akhtar and Howe (1991) 364
Et:t_tlglmg _the Second World War the stabilization of this m;rl[zet haa become th
- tuncifon of thi: System. See: Eizenga (1983), p. 4 "
‘d'recent evaluation of the ‘twin objectives”' The Ec 4
. ‘ 0 £, “C :
.apan — The rewards of independence”, January 25?01731;2, P;nztr;tlzg i
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Furthermore, the Humphrey-Hawkins Act of 1978 was meant to improve
rween the federal gov-

the coordination of economic and monetary policy be
ernment, Congress (parliament) and Federal Reserve by reporting requitements
for the central bank to Senate and House of Representatives at semi-anoual
hearings on the Board’s and FOMC's objectives and plans with sespect to the
growth of monetaty and credit aggregates.® In practice, both the Federal
Reserve and the government have a shared responsibility for monetaty policy
making, Although the central bank maintained the same degree of formal
autonomy, it lost some of its independence after the mid-1960s.%

The Board of Governors of the Federal Reserve System, acting as its
highest policy making body, is composed of seven members which are selected
in order to maintain a geographical halance and a balance between bankers and

non-bankers, These seven Governors are appointed by the President of the

United States for a fixed period of foutteen yeass, with approval by the Senaie.

After a fall term of office the Governars may not be reappolnted. The President
appoints two members of the Board of Governors as Chairman and Vice-
Chairman for a fixed period of four years.*’ Political influence on the ap-
pointment of the Board is minimalized by the long term of office, exceeding
mote than three administrations, and the impossibility of dismissal on political
grounds. Furthermore, the formulation of global monetary targets is carried out
by the FOMC.® The FOMC is rmade up of the Board of Governors and five of
the twelve Presidents of the Federal Reserve Bapks. The President of the
Federal Reserve Bank of New York, conducting open market opesations and
exchange market intesventions on behalf of the System, is an €x officio membert
of the FOMC. The other four members are elected for a petiod of one year on 2
rotating basis. The Presidents of the twelve Federal Reserve Banks are ap-
pointed by the Board of Ditectors of each Bank,

Governors.”

A.12 Canada

The Bank of Canada, only established

inally based on the Bank o
Canadian central bank were given in the Prea

—_

& According to Eizenga (198%)
dence of the FED with regard to its policies” (p. 6). He calls it “indepen
government” (PP 7-9).

6 See also: Hetzel (1990, . 170.

67 From: Krooss and Samuelson (1969), pp. 2913-2914.

%8 See: Hizenga (1983), p. 2. o
& For legislative proposals to restructure 1. Akhtar and Howe (1991), p. 338

70 Gee; Aufticht {1961), pp- 89-105.

with consent of the Board of

in 1933, had its functioning orig-: :
¢ Canada Act of 1934.7° The policy goals of the:
mble of this Act, reading

« this Act does not derogate from the indepen
dent within th
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o . . ,
o :ijas it is dei:lalljle to establish a central bank in Canada to regulate credit
rency in the best interests of the e icli
conomic life of the nati
and protect the external valu i o to cone)
& of the national monetary uni iti
and © nal v vy unit and to mitigate b
Cmplil;in:i ﬂucftuatlons 11;) the general level of production, trade pricges an();
ent, so far as may be possible within :
the scope of monetar i
generally to promote the economic i i e o
: and financial welr: £ ini
Benci o B . welfare of the Dominion”
, ct did not confine the thr ‘
] threefold task of th
Ondd : : e central bank
t “i ) jl?}i n};onitarf é)ohcc;lz making.”* However, in 1967 the relationship be
ank of Canada and the federal -
e . government was changed b
IZigl?liCtlnfOtL of the Bank of Canada Act of 1967.7% This was causedgby a I{l;'lcj)i
. o L
conf ;: oft ; Governor with the Ministet of Finance on the implementation]of
. :
forcedag Eo icy. %ﬁe Governor, waniing to conduct a restrictive policy, was
eed 10 esign. The Act of 1967 gave the Minister of Finance the rig’ht to
: fn Onetai, ; Dllrilstruj;tu')ris_1:104 t(he Bank and, therefore, the ultimate authority for
cy. Article L) of the revised Act
tates that: “The Mini
moneary . s : e Minister and
_ generalvzinor s}}aﬂ C(I)lnsglt regularly on monetary policy and on its relation to
onomic policy”. Furthermore, Articl i
enet: e 14 (2) continues: “ i
, ' st} , ues: “If, notwith-
-;;:1 i?img the fcons‘ul.tanons provided for in Subsection (1) there should’ emerge a
I_nonefnrce 01' opinion between the Minister and the Bank concernin gthe
-Goverioi 1;)0 écy to ’;)? followed, the Minister may, after consultation witi the
G n Council (executive branch of : i
50 in government), give to the G
Govern e : , e Governor a
wrilen ig?;t:;i?hcom}flg-mg mo’r}ejzry policy, in specified terms, and the Bank
such directive”. Although the Mini i
of . ster of Finance h
Tnow, nev: i jve i i el
._af__f.ec,t " }elt }lSed his sight to give instructions, this possibility has s;ve]iel
Teh the:- ﬁzdependence of the central bank after 1967 ’
e . * ’
e C1g e.st‘pohcy making body of the Bank of Canada is its Board of
ok u,t %Z-Sls-tmg og t%le Governot, Deputy Governor, twelve Directoss and
. th t }E’e (3; OV:;I;,’L? 0 an};an}c)e as an ex officio member without voting power.”
_ or and the Deputy Governor i .
g are appointed by the Directors
_ of the Governor in Counci i ’
the il, for a fixed petiod
Lhe SPDIOYE O ¢ : , period of seven years
. ce appoints the twelve Directors,™ wi .
: : with the con f
i ‘ : , sent of the
oo rf CEuncﬂ, for a %enod of three years. The (Deputy) Governor and
C ay be reappointed. The Governor i i
C . is the chief executive offi
o me utive officer and
mp&ént te ?anlk. Moreover, the Bank has an Executive Committee, which fs
2 i i J
stent to dea with any matter within the competence of the Board. The

;ngc!iélﬁsignAé';i:éee ]134 (lc)1 off ;::1)1.6 Act of 1934, the Governor had power to veto
o4 : i i

o govemmei 3 irectors or Executive Committee, which could be
: -{"I'he t]lﬂ;an.khof Canada (1970). .

otice that the government official i

”;{Str?hit onlthe crment hascva:) t;zgtgz\icl'_ard of Governots of the Reserve
hey will be selected from ‘diversifi fong’ i i

il be selected (1979),\:;r.51§17,e‘d occupations’ and in practice, from different
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osed of the Governor, Deputy Governot, two

Fxecutive Committee is comp
ter of Finance and mainly responsible for the

Directors and the Deputy Minis
implementation of monetary policy.
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