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ABSTRACT 

Central Bank Independence, Accountability and Transparency: 
Complements or Strategic Substitutes?* 

The paper incorporates three institutional design features into a Kydland-
Prescott, Barro-Gordon monetary policy game. It shows that goal-
independence and goal-transparency (an explicit inflation target) at the central 
bank are substitute ‘commitment technologies’ that reduce inflation and build 
credibility. In addition, goal-transparency is shown to be socially superior as it 
also lowers public’s monitoring cost. Nevertheless, independent central 
bankers are less likely to embrace it if they perceive public scrutiny 
(accountability) as intrusive. Combining these findings implies that both goal-
transparency and accountability will be negatively related to goal-
independence for which we present empirical support using established 
indices. Our analysis further suggests that, to avoid an inferior equilibrium with 
opaque objectives and a ‘democratic deficit’, institutional reforms should follow 
the Bank of England scenario, in which an explicit inflation target is first 
legislated and only then instrument (but not goal) independence granted. 
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1 Introduction 

The high inflation of the 1970s initiated a fruitful era in terms of the institutional design of 

monetary policy. Since that period, we have witnessed a trend towards independent monetary 

policymaking with increasingly transparent and accountable central banks. However, there 

have been significant variations across countries. Most notably, some countries have made 

monetary policy objectives transparent by committing to an explicit inflation target (IT) 

whereas others did not. This paper’s motivation is to understand the reasons for this trend 

and its differences; to draw some conclusions about the desirability of central bank 

independence, accountability and transparency; and, based on the results, to identify the 

most effective institutional setting. 

Our starting point is to examine the relationships between these institutional features, 

noting that the existing literature has produced contradictory views. On one hand it has been 

argued by many that transparency and accountability should go hand in hand with 

independence to be consistent with democracy (for a widely cited example see King (1998)). 

Geraats (2001) presents further ‘political economy’ arguments for a positive relationship 

between transparency and independence – the so called independence-cum-transparency 

paradigm, motivated in part by the empirical findings of Chortareas, Stasavage and Sterne 

(2002) and Fry et al. (2000). Cukierman and Meltzer (1986), meanwhile, had in their seminal 

work postulated a weakly negative relationship based on ‘constructive ambiguity’. 

By contrast, Briault, Haldane and King (1997) observe that ‘… transparency has been 

pursued most actively by central banks with little independence…’ More in line with the 

Cukierman and Meltzer (1986) view, their paper and those of de Haan, Amtenbrink and 

Eijffinger (1999) and Sousa (2002) present evidence that accountability is negatively related 
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to central bank independence. Based on this finding these authors warn against a ‘democratic 

deficit’. 

The present paper attempts to reconcile these two conflicting sets of results, both 

theoretically and empirically. A formal analysis of the available indices shows that while 

instrument independence is often positively related to economic transparency, goal 

independence will be negatively related to goal transparency and accountability.  

This ‘equal but opposite’ distinction between instrument and goal independence – first 

elaborated by Fischer (1995) - is our contribution to cleaning up the conflicts between the 

results in the existing literature. Our model is obtained by incorporating goal-independence, 

goal-transparency and accountability into the standard Kydland and Prescott (1977), Barro 

and Gordon (1983) non-cooperative game theory framework, which we further supplement 

with monitoring and punishment costs to make these concepts operational. 
1 This enables us 

to study the effect of these institutional features not only on inflation and output, but also on 

the policy’s credibility and the public’s monitoring costs; and it also allows us to evaluate 

their welfare consequences. In summary, our analysis first offers an explanation for the 

negative goal-independence/goal-transparency and goal-independence/accountability 

relationships; it then shows that this constitutes a socially undesirable equilibrium; and finally 

it makes recommendations about the sequencing and design of institutional reforms that 

avoid such equilibria. 

                                       

1 There is no paper to our knowledge that explicitly models the links between all three institutional features, as 
opposed to considering them in pairs. As there is wide consensus on the desirability of instrument independence, our 
framework focuses on goal independence. Likewise, since most (but not all, see Demertzis and Hughes Hallett (2006)) of 
the transparency literature has focused on economic transparency, i.e. publishing forecasts and anticipated shocks, we 
examine goal-transparency. 
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1.1 The Policy Game 

Following the time-inconsistency literature, we assume that governments have over-ambitious 

output targets to compensate for market imperfections, tax distortions, or for political 

economy reasons.2 In contrast, the central banker is assumed to be optimally conservative a la 

Rogoff (1985). We consider two versions of the game to account for the fact that goal-

transparency (in the form of an explicit inflation target) is a more recent ‘invention’ than 

goal-independence. The pre-IT version of the model shows that central bank goal-

independence reduces inflation and builds credibility (reduces inflation expectations). This is 

because goal-independence allows the central banker to pursue his own, more conservative 

objectives. To pay tribute to its proponents, Tinbergen (1954) and Rogoff (1985), we call this 

the ‘Rogoff-Tinbergen channel’. In the post-IT version of the game, goal-transparency is 

found to have a similar reducing effect on inflation, but for different reasons. Since 

transparent targets allow accountability in the form of a punishment for deviating, they 

provide incentives to deliver stable prices. This will be called the ‘Walsh-Svensson channel’ as 

it has the form of an optimal linear contract (dismissal rule) for the policymaker in the spirit 

of Walsh (1995b) and Svensson (1997b).3 

                                       

2 For the former stream of literature see Barro and Gordon (1983), Green and Porter (1984), al-Nowaihi and Levine 
(1994), and Rogoff (1985). For the latter see e.g. Faust and Svensson (2001), (2002) and Eijffinger, Hoeberichts and 
Schaling (2000a). The support for (some sort of) time-inconsistency may be found in, for example, Nordhaus (1975), 
Alesina and Roubini (1992), Broadbent and Barro (1997), Gartner (1999) and Ireland (1999). While some of these 
results have been questioned, e.g. Alesina and Rosenthal (1995), Faust and Irons (1999), and alternative explanations 
for the 1970s inflationary period have been offered, e.g. De Long (1998), Taylor (1997), Orphanides (2003), and Nelson 
(2005), the fact that governments (not necessarility central bankers) are tempted to be over-expansionary is not 
controversial. This alone makes zero inflation time-inconsistent in the absence of a credible monetary policy 
commitment. Furthermore, Cukierman (1999), Ruge-Murcia (2003), (2004) and Cukierman and Gerlach (2003) recently 
showed that even if the output target is not above the natural rate inflation bias may still exist if the policymaker’s 
preferences are asymmetric or if they follow an asymmetric rule. 

3 See also Persson and Tabellini (1993). The prime example is the Reserve Bank New Zealand (RBNZ) 1989 Act 
stating that the Governor’s job is at stake if inflation deviates outside the inflation target. Walsh (1995a) evaluates this 
Act and concludes that it approaches an optimal structure in terms of accountability. 
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Our model therefore provides a theory of convergence to price stability. It shows that – 

due to the substitutability of these two commitment technologies – optimally low inflation 

can be achieved by either one of them, or by a combination of the two. Precisely as Briault, 

Haldane and King (1997) hypothesised: ‘The negative correlation … suggests that 

accountability and transparency may have served as (partial) substitutes for independence…’. 

It is important to note, however, that goal-independence and goal-transparency are not the 

same in all respects, and their desirability varies across players. In particular, we show that 

policymakers will prefer goal-independence while the private sector will usually prefer goal-

transparency. The latter, the Walsh-Svensson channel, is shown to be socially superior for 

three reasons. First, transparent targets reduce the public’s monitoring cost since any 

‘wrongdoing’ is easily detectable. Second, transparent targets may reduce the democratic 

deficit since they enhance accountability. Third, the Walsh-Svensson channel is robust to the 

degree of central bank conservativeness, i.e. it functions even if the banker is not the Rogoff 

conservative type, or not optimally so. This may be important in the real world since the 

central bank’s conservativeness is often not common knowledge and may vary over time (e.g. 

with changes of the Governor, or with the political/business cycle).4 

In terms of goal independence, the model predicts that while central banks with low 

degrees of goal-independence will commit to an explicit inflation target in order to secure low 

inflation and credibility, highly goal-independent central bankers will not. First, they will not 

need to do so as low inflation (and its credibility) is delivered through the Rogoff-Tinbergen 

channel. Second, they may not want to do so if they are averse to the possibility of 

punishment/criticism attached to transparent targets that might be missed. This implies 

                                       

4 See for example Hughes Hallett (1979). 
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that, in accordance with our empirical findings, both goal-transparency and accountability 

will be negatively related to goal-independence. 

1.2 Institutional Reform 

What are the implications for optimal timing of institutional reform? The analysis suggests 

that an explicit (medium/long-term) inflation target should first be committed to and only 

then instrument independence may be granted to the central bank, which is the ‘Bank of 

England scenario’. Unfortunately, the majority of transition economies have taken the 

opposite ‘Fed scenario’ and (their governments) have appointed goal-independent central 

bankers before transparency and accountability of the regime was established. The extended 

version of the model, in which central bank goal-independence is endogenized, offers an 

explanation for this by showing that the government may have an incentive to establish 

independence first.  

The rest of the paper is structured as follows. Section 2 examines the relationship 

between institutional features and presents our empirical findings. Section 3 describes the 

model and section 4 presents the results for all versions of the game. Section 5 discusses 

several related issues and extensions. Section 6 summarizes and concludes.  

2 Institutional Relationships 

In order to re-examine the contradictory empirical findings of the literature, we analyse the 

existing indices of the literature. Despite the obvious limitations and potential subjectivity of 

any such index, some results seem robust as they are repeatedly reported using differently 

constructed indices for different groups of countries and periods.  
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Let us start with the most comprehensive dataset on institutional characteristics of 

monetary policy by Fry et al. (2000) that covers 93 countries divided into three groups - 

industrial, transition, and developing. Our focus will be on the developments in industrial 

countries, but transition and developing countries will later be discussed. It will be shown 

that while the dynamics in these countries have differed in some respects all our main 

conclusions hold.  

The correlation between instrument independence (item A.5:3 in their classification) and 

economic transparency (i.e. policy explanations about its procedures and forecasts, A.7) is 

0.38. This lends support to the independence-cum-transparency hypothesis: see Geraats 

(2001). In contrast, the correlation between goal-independence (A.5:2) and goal-transparency 

(i.e. the explicitness of targets/objectives, A.4:3) is -0.24. This result is also obtained if the 

widely used Eijffinger and Geraats (2002) transparency index (or its goal-transparency 

component) is used.  

As goal-transparency is essential in enhancing accountability (see e.g. Debelle (1997), 

Svensson (1999), Eijffinger, Hoeberichts and Schaling (2000b)) it then comes as no surprise 

that the correlation between goal-independence and accountability procedures (that apply 

when targets are missed or changed, item A.6:i3) is -0.28. This is consistent with the Briault, 

Haldane and King (1997) paradigm, as well as the results of de Haan, Amtenbrink and 

Eijffinger (1999) and Sousa (2002).  

Figures 1 and 2 present one set of results to illustrate this point. It is interesting to notice 

the two distinct groups of countries in both Figures, namely the democratic deficit counties of 

the bottom right corner and the inflation targeting countries of the top left corner. 
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Eijffinger and Geraats (2003) & 
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 Democratic Deficit  

Figure 1 

 Inflation Targeters  

Figure 2 
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The latter figure shows on a small scale (due to the small transparency sample in Eijffinger 

and Geraats (2002)) what the results discussed above confirm on a larger scale: that the 

countries with ‘goal-dependent’ central banks such as New Zealand, Canada, and United 

Kingdom were in the forefront of the movement towards (goal) transparency; whereas the 

‘goal-independent’ central banks such as the Bundesbank, the Federal Reserve, the Swiss 

National Bank, and the ECB have been slower to make such changes.  

3 Model 

Our framework is an extension of the Barro and Gordon (1983) game and all our 

‘institutional’ assumptions are based on the usual specifications and results of that literature. 

There are three players: the public, p, the government, g, and the central bank, b. They are 

rational and have common knowledge of rationality. Following Backus and Driffill (1985) we 

will later distinguish two ‘types’ of government, strong and weak. While we set all players’ 

discount factors to unity to simplify the exposition, it will be explained that the weak type 

can be interpreted as being ‘impatient’. The economy is summarized by a Lucas supply 

relationship 

e
t t tx π π= −  (1) 

where x is the output gap, π is inflation, eπ  is expected current inflation (also interpretable 

as wage inflation), and t denotes time.5 We assume, as is usual in this literature, that the 

                                       

5 The ‘perfect inflation control’ and ‘no shocks’ assumptions allow us to assume out the government’s and central 
bank’s aversion to output volatility like Barro and Gordon (1983) (who do so despite shocks being present in their 
model). A second reason not to include supply shocks is to keep the uncertainty in game behaviour clearly separate 
from uncertainty in the economy’s responses: see section 3.4. Further, these assumptions mean that there is no need for 
an explicit ‘IS’ curve, nor interest rate rule in the model. Libich (2005) includes stochastic disturbances and this 
instability aversion. 
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policymaker in charge has perfect control over inflation. Lower case u  denotes each player’s 

one-period utility function: 

22g
t t t t tu x a Aλ π= − −  (2) 

2b
t t t tu a Aπ= − −  (3) 

2p
t t tu x c M= − −  (4) 

where λ  is a positive parameter expressing the degree of g’s lack of conservatism, or relative 

preference for output growth vs. inflation control; 0A ≥  expresses accountability and 0a ≥  

states its weight; {0,1}M =  denotes the degree of public’s monitoring, and 0c >  refers to the 

monitoring cost.6  

The intuition behind the players’ preferences is standard. The public cares about correctly 

anticipating the inflation rate in order to set wages at the market clearing real wage level (for 

a justification based on Fischer-Gray contracts: see Canzoneri, 1985). The government’s over-

ambitious output gap target may or may not be socially optimal. Unlike the government, the 

central banker is optimally conservative in the spirit of Rogoff (1985), i.e. her output gap 

target is at the zero level (implied by 0λ =  in (3)). 

As extensions to the standard setup we assume that (i) the public dislikes monitoring 

( 0≠c ) as in Faust and Svensson (2001), Imperato (2002), Bernanke (2003); and (ii) the 

                                       

6 It has been shown that aversion to the output gap and inflation can be, under reasonable assumptions, derived 
form microfundations (Woodford, 2003). Further, the implied inflation target in (2), (3), and (4) is zero whereas the 
rate of inflation considered optimal today is slightly more than zero due to the CPI bias, the zero bound on nominal 
interest rates, the danger of deflation, and the possible ‘grease effects’. Throughout the paper, by zero inflation we mean 
this optimal low level of inflation. 
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authorities dislike the accountability punishments ( 0≠ta ) that follows from  Walsh (1995b) 

or Svensson (1997a) incentive contracts. 

3.1 Goal-Independence 

We assume that control over monetary policy will ultimately depend on the degree of goal-

independence enjoyed by the central banker.7 

Definition 1: Central bank goal-independence refers to the capacity of the central bank to 

pursue its own objectives (targets).  

It is denoted by I and, following Hughes Hallett and Weymark (2005), it is assumed to be an 

index defined by [0,1]I = . Under 1I =  ( 0I = ) the central banker is fully goal-independent 

(goal-dependent), otherwise the central banker is partly independent: (0,1)I = . In order to 

better express who actually sets monetary policy in practice, we merge the two players into 

one called ‘monetary policymaker’, denoted m, whose preferences are a weighted average of 

the central banker’s and the government’s preferences, with the degree of goal-independence 

being the weighting factor: 

22 (1 )m
t t t t tu I x a Aλ π= − − −  (5) 

3.2 Transparency 

Unlike the literature that examines ‘economic’ transparency (publishing the policymakers’ 

private information about shocks and forecasts), our paper focuses on goal-transparency since 

                                       

7 On the dichotomy of goal vs. instrument independence see Fischer (1995). For details on independence see 
McCallum (1995), Posen (1998), Forder (1998), Jordan (1999), Lippi (1999), and Hayo and Hefeker (2002). 
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it is the crucial aspect from the time-inconsistency perspective.8 In Eijffinger and Geraats 

(2002) goal-transparency (referred to as ‘political’ transparency) has three elements, namely 

‘formal objectives’, ‘quantitative targets’, and ‘institutional arrangements’. Since all three are 

officially grounded in the legal framework of monetary policy (the Central Bank Act, the 

Statutes etc) we postulate the following definition.  

Definition 2: Goal-transparency refers to explicitness with which monetary policy objectives 

(targets) are stated in legislation or the central bank’s statutes. 

This aspect of ‘legality’ makes goal-transparency substantially different from a mere policy 

announcement, as will become evident in the next section. 

3.3 Accountability 

Four issues have to be specified in terms of accountability, namely (i) who is accountable to 

whom, (ii) for which targets or instruments, (iii) how much is accountability disliked, and 

(iv) how can accountability be achieved.  

The first issue is treated in the literature as a principal/agent problem (for a discussion 

see Briault, Haldane and King, 1997). In that setting, the central banker is accountable to the 

government. However the government is subject to periodic re-election. Hence we postulate 

that the monetary policymaker is ultimately accountable to the public (via Parliament, 

Congress or the Press).9 It implies that whoever sets the objective of monetary policy (and 

hence inflation) is or may be accountable for the outcome, i.e. the central bank and the 

                                       

8 For comprehensive discussions of the transparency literature see Geraats (2002), Winkler (2000) and the famous 
exchange between Buiter (1999) and Issing (1999). For the distinction of economic and political/goal transparency see 
also Hughes Hallett and Viegi (2003). 

9 It should be noted that our main findings would obtain even if the central banker was accountable to the 
government.  
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government share accountability with goal-independence being the weight. The ‘what for’ and 

‘how much’ issues are related to the first one. Since the public prefers stable prices and zero 

output gap and there are no shocks the monetary policymaker will be, if at all, accountable 

for delivering zero inflation. 

Definition 3: Accountability refers to policymaker’s punishability for inflating. 

We assume a Svensson (1997a) type linear contract. Specifically, the punishment and hence 

policymaker’s aversion to accountability in (2)-(3) are positively related to (positive) 

deviations of actual inflation from the zero target 

t P t Aa α π α= +   (6) 

where 0Aα ≥  and 0Pα >  for 0tπ ≥ ; but 0Pα =  otherwise.10 The constant term, ,Aα  is 

included to enable us consider policymaker’s aversion to ‘punishability’ as such: the threat of 

punishment itself, independent of what the actual punishment might be. This is in the spirit 

of Milton Friedman (quoted in Fischer, 1990) who argued that: ‘By far and away the two 

most important variables in the central banker’s loss function are avoiding accountability on 

the one hand and achieving public prestige on the other’. In other words, punishability may be 

a constraint on the policymaker, effectively limiting his or her policy choices. This is similar 

to the intuition of Faust and Svensson (2001), (2002).  

In the real world there seem to be two additional reasons for introducing punishment 

costs. Punishability stimulates higher effort level (Svensson, 1999). Further, in the presence of 

shocks, punishability may increase expected punishments (Walsh, 1995b) and/or expected 

                                       

10 For convenience, and without loss of generality in our shock free environment, it is assumed that there is no 
punishment for deflation. 
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criticism (Bernanke et al., 1999) since inflation control is imperfect and inflation may deviate 

from the target regardless of the policymaker’s intentions. However, since these effects are 

likely to be small, we simplify the exposition by setting 0Aα =  in our base case and then 

discuss the impact of small amounts of ‘punishability aversion’ (depicted as 0Aα → ). 

With regard to achievability of accountability, the literature argues that it can be best 

(and perhaps only) secured through goal-transparency: e.g. Debelle (1997), Svensson (1999), 

Eijffinger, Hoeberichts and Schaling (2000b), Eijffinger and Geraats (2002). This is because 

the optimal incentive contract punishment for deviating can only be put in place if 

policymaker’s targets are clearly specified. Therefore, we assume that accountability is an 

increasing function of goal-transparency 

TA Tα=  (7) 

where 0Tα >  and 0T ≥  expresses the degree of goal-transparency. This relationship reduces 

accountability and goal-transparency to a single object. Nevertheless, we prefer to introduce 

them separately in order to stress their distinctiveness.11 At this point it should be evident 

why we think of full goal-transparency in our shock-free environment as an explicit zero 

inflation target. Since transparency enables punishment, and the public would punish 0tπ > , 

the only inflation target level that the policymaker would make transparent, if any, is the 

zero level. With complete information and rational expectations policymaker’s output 

objective is then implied; only zero output gap target (and hence 0λ = ) will deliver zero 

inflation.  

                                       

11 Since accountability and goal-transparency go hand in hand in the real world, Svensson (1999) or Mishkin (2004), 
the ‘content’ of these features has not been clearly established in the literature and they are often treated as 
synonymous (e.g Eijffinger, Hoeberichts and Schaling (2000b)). This has undesirable consequences, e.g. indices of these 
institutional features often include criteria that refer to the other variable.  
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3.4 Government Types, Monitoring and Override Clauses 

Let us now focus on the uncertainty in the game itself. We assume that, without it being 

observable by the public and without any explicit cost to the government, the government 

can temporarily (for one period only) override the institutional regime. By institutional 

regime we mean the existence of some institutional features, such as 0I >  or ( ) 0A T > . By 

overriding we mean a temporary interference with, or suppression of, these features rather 

than firing the central banker. Denoting overriding by 1tR = , and not overriding by 0tR = , 

the former therefore leads to 0 ( )t t tI A T= = : the government becomes the sole policymaker in 

that period and sets inflation itself without constraint.  

Following Backus and Driffill 's (1985) work on credibility, we assume that there are two 

types of government as far as overriding is concerned. We denote them by superscript 

{ , }T s w= . The ‘strong’ type, sg , never overrides, ( ) 0s
tR g = , t∀ , whereas the ‘weak’ type, wg , 

may or may not do so (this will be determined endogenously). In order to better explain the 

intuition of the types let us denote the probability of sg  by [0,1]θ =  and assume it fixed 

throughout (i.e. same in any given period). While we assume that the public knows the 

incentives of each type Tg , in the absence of monitoring the public can only observe the type 

with a one-period lag, i.e. 1
T
tg −  at t. Therefore, in every period the public makes an assessment 

of T
tg  before setting inflation expectations. Let e

tθ  denote the probability perceived by the 

public that the government is strong in period t, T s
tg g= , and call it ‘reputation’ (the case of 

1e
tθ =  will be called ‘perfect reputation’). The public updates e

tθ  based on observing past 

realizations of Tg  that are costlessly available. 

Under the assumption that the public updates by Bayes rule, each overriding decision 

can now be shown to lead to a ‘punishment’ by the public: in this case, a reduction in 1
e
tθ +  
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causing higher inflation expectations and lower output in t+1 (and possibly later). Since the 

effect of punishment on the temptation to inflate in a repeated game has been extensively 

studied, e.g. Barro and Gordon (1983), Green and Porter (1984), al-Nowaihi and Levine 

(1994), we do not pursue this avenue here. Leaving the evolution of e
tθ  unmodeled, we 

restrict our attention to Markov perfect equilibria. Nevertheless, reputational considerations 

implicitly underlie the difference between government types. Interpreting sg  and wg  as 

‘patient’ and ‘impatient’ respectively, the fact that the former takes future into account stops 

strong governments from overriding.  

We also suppose that the public is not constrained to e
tθ  but has the option of costly 

monitoring in each time period. 1tM =  will denote the purchase of a 100% informative signal 

of T
tg  before the current action is revealed. But if the public does not monitor, 0tM = , its 

prior information does not change. And in either case the government is assumed to observe 

the value of tM  in period t. Hence: 

Definition 4: Monitoring refers to public’s acquiring real-time information about government’s 

type. 

Monitoring costs in the literature are conventionally defined as a function of two variables: (i) 

the degree of informativeness of the signal and (ii) the degree of difficulty of obtaining that 

signal. In our model the former is a constant and the latter is associated with goal-

transparency. The more transparent/accountable the objectives are the more obvious 

weakness/overriding becomes, and this makes monitoring less costly. Therefore, the 

monitoring cost is postulated to be a decreasing function of goal-transparency: 

1
C

t

c
T

α
=

+
 (8) 
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This formulation is consistent with Faust and Svensson (2001), Imperato (2002), and 

Bernanke (2003). 

3.5 Timing, and Versions of the Game 

The timing of the game can best be summarized if the game is broken up into numbered 

stages. We consider three versions of the game, and timing sequences, which we find to be the 

closest description of the real world. The pre-IT version with exogenous goal-independence 

(denoted G) proceeds as follows (Figure 3 presents the extensive form of this game).  

1. The public updates e
tθ  by observing 1

T
tg − . 

2. There is a realization of g’s type, { , }T s wg g g= , as a random draw given θ . 

3. Unable to observe T
tg in the current period, the public chooses whether or not to 

monitor action 1a  by the central bank, from the set {0,1}M = . 

4. Observing 1a , the government chooses whether to override (suppress) the institutional 

regime, action 2a , from the set {0,1}R = . 

5. Inflation, π , is then set as action 3a  by either the monetary policymaker (in the case 

of 0tR = ) or the government (if 1tR = ).  

6. Unable to observe 3a ,
 
the public selects action 4a to determine expected inflation eπ . 

Under 0tM =  action T
tg  is unobservable as well, whereas under 1tM =  T

tg  can be 

observed. 

7. The pay-offs of period t are realized. 
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However a number of variations on the base case are possible. First we consider a pre-IT 

world in which government delegates monetary policy to the central bank. In this pre-IT 

version with endogenous goal-independence (denoted IG ), the timing is equivalent to G with 

one exception. There is a new first move, 0a , in which the government chooses central 

banker’s goal-independence from [0,1]I = . That step is a one-off decision: it does not get 

repeated at each t, and it can be observed by both the public and the central bank.  

In the post-IT world, TG , the timing is again equivalent to G but 0a  is different. This 

time the monetary policymaker chooses the degree of goal-transparency from the feasible set 

[0, )T = ∞ . This version can be interpreted as a discovery of a new policy strategy in the form 

of an explicit inflation target. 
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4 Results 

4.1 Game G 

Denoting all variables in the pre-IT era by tilde (“~”), three results related to the 

monitoring/overriding choices can now be derived. It will be clear later that Propositions 1-3 

apply to all versions of the game.  

Proposition 1: If government’s reputation is not ‘perfect’ and the public does not monitor, the 

economy always features a non-zero output gap. 

Proof: We need to show that, for all I and T
tg , if 1e

tθ <  and 0tM =  then 0tx∗ ≠ , t∀ . Solving 

backwards, monetary policymaker’s optimal inflation rate can be found by differentiating (5) 

with respect to inflation and setting equal to zero 

( ) (1 )m
t Iπ λ∗ = −  (9) 

Optimal inflation under either type of government, ( )g
tπ

∗ , is the special case of (9) where 

0tI = . Moreover, since overriding with 1tR =  in any period leads to 0tI = , we can write the 

equilibrium inflation rate as follows 

[1 (1 )]t tI Rπ λ∗ = − −               (10) 

As overriding is not observable, the public forms an expectation of it, e
tR . It then sets 

inflation expectations accordingly 

( ) [1 (1 )]e e
t tI Rπ λ∗ = − −  (11) 
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Let us now examine the overriding choice. The strong government was assumed to never 

override the regime due to reputational considerations, ( ) 0s
tR g = , ,t M∀ . In terms of the 

weak type, we use (2) with (10)-(11) (treating e
tR  as exogenous) to obtain  

2 2 (1 ) 0
g

t
t

u I R
R

λ∂
= − =

∂
 (12) 

implying ( ) 1w
tR g∗ = , i.e. weak governments will always try to override the regime. The public 

will utilize this information and set e
tR  equal to 1 e

tθ−  in (11), its expectation of meeting a 

weak government. Combining this with (1) it follows that, under 0tR =  and 1tR =  

respectively, we have the following output gaps in equilibrium 

( ) ( ) (1 ) 0m e e
t t t tx Iπ π λ θ∗ ∗ ∗= − = − − <      (13) 

( ) ( ) 0g e e
t t t tx Iπ π λ θ∗ ∗ ∗= − = >         (14) 

which completes the proof. It is interesting to note that if ‘reputation’ is less than perfect the 

economy will, in all non-overridden periods, feature a contraction even in the presence of a 

fully goal-independent central banker with I=1. This is analogous to a ‘lack of credibility’. 

Moreover, this will still be the case even if 1θ = , i.e. the government is never weak, implying 

that the private sector’s estimate, e
tθ , was incorrect. 

Proposition 2: If the public does monitor the policymaker, the institutional regime is never 

overridden and a zero output gap results. 

Proof: We need to show that if 1tM =  then 0tR∗ =  and 0tx∗ = , , T
tI g∀ . Under 1tM =  the 

public knows the true T
tg , i.e. has full information about opponents’ preferences and can thus 
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perfectly anticipate overriding, e
t tR R= . Using this constraint with (2) and all the above 

yields 

22 [1 (1 )]
g

t
t

u I I R
R

λ∂
= − − −

∂
 (15) 

Since 1I ≤  and {0,1}tR = , (15) implies that ( ) 0w
tR g∗ = , Tg∀ . The public therefore sets 

0e
tR =  leading to 0tx∗ =  from (1) which completes the proof. We can conclude that 

monitoring discourages even the weak government from overriding the regime as it eliminates 

the possibility of an inflation surprise and hence output gain. 

Proposition 3: The public will always monitor if all three of the following conditions hold (i) 

the government’s reputation is not perfect, (ii) there exists an institutional regime (that could 

be overridden) and (iii) the monitoring costs are sufficiently small. 

Proof: We need to show that for all 0I > , T
tg  and c c<  (where c  is the positive threshold 

value derived below) it is true that if 1e
tθ <  then 1tM ∗ = . To derive c , we need to equate 

public’s utilities under 1tM =  and 0tM = . Substituting all relevant information into (4) and 

rearranging yields  

2 2 (1 )e e
C t tc Iα θ λ θ= = −  (16) 

Equation (16) makes clear that, if 1e
tθ <  (condition i) and 0I >  (condition ii), then there 

exists 0c > . Thus, for a sufficiently small monitoring cost (condition iii), the public’s ‘output 

gap vs. monitoring cost trade-off’ is resolved in favour of minimizing the gap by costly (but 
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not too costly) monitoring. It is interesting to note that if 1e
tθ < , the public monitors even 

under 1I θ= = .12  

As it is reasonable to suppose that conditions (ii) and (iii) of Proposition 3 generally hold 

in the real world, we will impose them throughout the rest of the paper: 1e
tθ < , t∀  and 

c c< .13 This allows us to focus on the relationships between the institutional features since, 

from Propositions 1-3, we know that the public will then always monitor ( 1tM ∗ = , t∀ ) and 

the regime will never be overridden ( 0tR∗ = , t∀ ). 

Proposition 4: Non-overridden central bank goal-independence reduces inflation. 

Proof: This proposition follows from inspection of (10); and is in line with empirical findings 

of Grilli, Masciandaro and Tabellini (1991), Cukierman, Webb and Neyapti (1992), Alesina 

and Summers (1993), Eijffinger and Schaling (1993), Briault, Haldane and King (1997), and 

Eijffinger, Schaling and Hoeberichts (1998).  

4.2 Game GI 

Proposition 5: If the government can choose to delegate monetary policy in a pre-IT world, it 

will grant full goal-independence to the central banker. 

                                       

12 It is further implied that under perfect reputation, 1e
tθ = , the public never monitors, 0tM ∗ = , which is 

intuitive. This is also the case even if 1θ <  however. And the same is still true if the monitoring cost is too high: 
c c≥ . 

13 In terms of a small monitoring cost assumption, one reason is that obtaining information has become much more 
affordable in the era of internet and far reaching media. Alternatively, unlike the inflation and output gap costs that 
are borne by every member of the society the monitoring cost may be shared. Once the signal is ‘purchased’ by one 
individual it may be passed onto others with little additional cost. Our assumption of imperfect reputation can best be 
supported by the length of time that was needed for central banks to re-establish their credibility in the 1980s and 
1990s, after the inflationary excesses of the 1970s.  
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Proof: It is evident that propositions 1-3 apply here as well since their proofs are independent 

of how I is determined. Using 1tM ∗ = , 0tR∗ = , and substituting all other information into (2) 

and differentiating with respect to goal-independence yields  

2 (1 ) 0
gu I

I
λ∂

= − =
∂

 (17) 

which implies 1I ∗ = , i.e. government’s utility is maximized in the pre-IT era by appointing a 

fully goal-independent central banker that will pursue its own conservative objectives in the 

spirit of Rogoff (1985) and Tinbergen (1954).14 However, there is a growing literature on 

‘inflation culture’ that shows that the degree of central bank independence is driven by 

public’s attitudes towards inflation and/or inequality: see Posen (1995), Hayo (1998), and de 

Jong (2002). This implies that central bank independence may not be the government’s 

choice in the real world, but is a regime that it has come to accept. 

4.3 Game GT 

Proposition 6: (i) Goal-transparency (weakly) reduces inflation. (ii) Zero inflation will result 

in the post-IT era for all I. (iii) Goal-transparency will be negatively related to goal-

independence. (iv) Accountability will be negatively related to goal-independence. 

Proof: Using the fact that Propositions 1-3 hold in GT (the appropriate threshold monitoring 

cost, Tc , will be derived below), and denoting all post-IT variables by hat (‘^’), we substitute 

all information in (5), differentiate with respect to π  and set equal to zero. This yields the 

policymaker’s implicit target rate of inflation 

                                       

14 The appointment of Chairman Volcker is perhaps the closest example. 
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ˆ (1 )
2

P T
t

TI α απ λ∗ = − −  (18) 

for all assumed values of I and T. This completes the proof of the first claim since ˆt tπ π∗ ∗≤ . 

That agrees with the theoretical results in Eijffinger, Hoeberichts and Schaling (2000b) who 

show transparency to lower the average rate of inflation, and with Demertzis and Hughes 

Hallett (2006) who show average inflation to be unaffected by transparency in the absence of 

accountability ( )0T =α . The corresponding empirical results are presented in Chortareas, 

Stasavage and Sterne (2002). Likewise, accountability reduces inflation in Schaling and Nolan 

(1998), and so does punishment in the optimal incentive contracts literature of Walsh (1995b) 

and Svensson (1997b).  For the second part, differentiating (5) with respect to transparency 

yields 

ˆ 0tπ
∗ =                                                    (19) 

The equilibrium play of the policymaker is to find values at which (18) and (19) are both 

satisfied. This yields the following equilibrium transparency and accountability outcomes: 

2 (1 )

P T

IT λ
α α

∗ −
≥  and 

2 (1 )

P

IA λ
α

∗ −
≥  (20) 

Under indifference to punishability, 0Aα = , the relations in (20) hold with inequality, which 

means that the policymaker may choose goal-transparency and accountability levels that are 

higher than required for delivering zero inflation. However, it is straightforward to see that 

under (even an infinitesimally small) ‘punishability aversion’ it is not the case, and that the 
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goal-transparency/goal-independence and accountability/goal-independence correlations will 

be negative which completes our proof.15  

Proposition 6 is consistent with the presented empirical findings (e.g. Figures 1 and 2) and 

suggests that (some of) the reasons behind 0Aα >  discussed above may play a role in the real 

world. Therefore, for the rest of the paper we assume that (20) holds with equality and all 

other results are unchanged (i.e. 0Aα → ).16 The next proposition summarizes the welfare 

results of the paper and provides the basis for our key policy recommendation. 

Proposition 7: (i) Goal-transparency always increases social welfare. (ii) Pre-IT goal-

independence reduces social welfare. 

Proof: Noting that ˆ 0tπ
∗ =  and ˆ 0tx∗ =  we need to substitute (8) into (4) and differentiate with 

respect to transparency and goal-independence (using (20) as a constraint in the latter case) 

2

ˆ
0

(1 )

p
Cu

T T
α∂

= >
∂ +

 (21) 

2

ˆ 2 0
[ 2 (1 )]

p
C P T

P T

u
I I

λα α α
α α λ

∂
= − <

∂ + −
 (22) 

which, by inspection, proves the proposition. Pre-IT goal-independence becomes socially 

undesirable in the post-IT era since a goal-independent central banker will not transparently 

commit to low inflation which leads to higher monitoring cost for the public. This finding 

joins several recent papers – e.g. Eggertsson and Le Borgne (2003), Hughes Hallett and 

                                       

15 The Nash equilibrium of GT under 0Aα →  is ˆ (1 ) / P TT Iλ α α∗ → − , 1tM ∗ = , 0tR∗ = , 
ˆ ˆ( ) 0e

t tπ π∗ ∗= → . For strictly positive (but relatively small) ‘punishability aversion’ values 0A Aα α> >  where 
2 2(1 )A Iα λ= −  the equilibrium levels will differ from (18)-(19) but the negative relationship will be present. In 

contrast, under large ‘punishability aversion’, A Aα α> , the policymaker will remain secretive, ˆ 0T ∗ = . 
16 It is evident that the appropriate 

Tc  is now higher due to the inflation reducing effect of transparency, namely 
2 2 (1 )[1 (1 ) / ]e e

C t t P Tc I Iα θ λ θ λ α α= = − + − . 
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Weymark (2004) – that cast doubt on the wide-spread belief about the unreserved desirability 

of central bank (goal) independence. The implications for optimal timing of institutional 

reform therefore are: ‘set goal-transparency and accountability first’. We revisit this point in 

section 6. It is important to note, however, that this result obtains only under the following 

assumptions: (i) the government is not conservative, and may (temporarily) override the 

institutional regime; (ii) goal-transparency enhances accountability; and (iii) the policymaker 

is averse to accountability.17 

5 Related Discussions 

5.1 Transparency vs. Inflation Puzzle 

Let us now address the mixed empirical evidence regarding the effect of transparency on 

inflation. Demertzis and Hughes Hallett (2006) find no correlation, whereas Chortareas, 

Stasavage and Sterne (2002) find a significant negative relationship between transparency and 

average inflation. Our model shows that there may be no contradiction between these two 

results. The latter was shown in Proposition 6, and the former is readily seen from ˆ 0tπ
∗ =  

and 
(1 )ˆ

P T

IT λ
α α

∗ −
= . The analysis therefore implies that if inflation data (for all countries in the 

sample) come solely from the ‘post-IT’ period, inflation is found to be uncorrelated to 

transparency. This is the case in Demertzis and Hughes Hallett (2006) who study the nine 

largest industrial countries in mid to late 1990s. If, on the other hand, pre-IT inflation data 

are included transparency may be found to reduce inflation. This can be the case of either 

                                       

17 Equation (21) offers an additional useful result, namely that there are decreasing returns to transparency. Some 
goal- transparency is better than none; but a lot may not be much better. Similar nonlinear effects appear in Demertzis 
and Hughes Hallett (2006) also. 
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time series or cross section analysis in which at least some countries in the sample still have 

not yet ‘discovered’ goal-transparency or have not had the capacity to pursue it.18 The latter 

seems to be the case in Chortareas, Stasavage and Sterne (2002) who use a sample of 87 

countries for the year 1998.19  

5.2 Instrument Independence and Economic Transparency 

What lessons does the analysis offer for instrument independence and economic transparency? 

In terms of the former, the survey by Blinder (2000) shows that central bank independence is, 

even in the era of inflation targeting, perceived by the markets and academics as very 

important. One explanation is offered by Hughes Hallett and Viegi (2003) who show that 

instrument independence permits greater internal coordination within the economy. 

Alternatively, Eggertsson and Le Borgne (2003) posit that instrument independence is welfare 

improving because it provides incentives for the central banker (with a longer term in office) 

to invest more effort into the policymaking process which translates into better forecasts and 

fewer mistakes. 

In future work we intend to explicitly examine the effects of instrument independence by 

incorporating demand or supply shocks in the model. The hypothesis is – based on the 

intuition of the present paper and consistent with the conventional wisdom - that in an 

uncertain world with asymmetric information in which inflation targets are specified over the 

                                       

18 There are some prerequisites that need to be fulfilled for a country to successfully use an explicit inflation target, 
e.g. absence of fiscal dominance, absence of other nominal anchors like the exchange rate peg, sound infrastructure, i.e. 
developed capital markets and forecasting tools. For more see Masson, Savastano and Sharma (1997), Blejer et al. 
(2000) 

19 How do we know that there are such ‘pre-IT’ countries in Chortareas, Stasavage and Sterne (2002)? In their 
sample there exists negative correlation between inflation and independence only among transition and developing 
countries; among industrial countries these are uncorrelated. This is consistent with the predictions of our model, 
namely that while inflation and independence are negatively related in the pre-IT era, they are uncorrelated in the post-
IT era (from Proposition 6 we have ˆ 0tπ

∗ =  for all I levels). 
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medium-long-run, instrument independence may be seen as a short-run guarantee of ‘good 

(apolitical) behaviour’ and hence further increase policy’s credibility. The fact that the official 

granting of instrument independence to the Bank of England in 1997 was followed by an 

increase in credibility, e.g. Scholtes (2002), seems to support this view.  

In terms of economic transparency, some of our paper’s insights about goal-transparency 

may apply as well. In particular, it also seems to reduce public’s monitoring cost and 

stimulate higher effort of the policymaker; and it further strengthens democratic 

accountability (in the sense of enabling mistakes other than inflation failures to be punished). 

The latter point seems to be supported by the fact that the correlation between policy 

explanations and accountability procedures in Fry et al. (2000) is 0.38 among industrial 

countries. However, various counter arguments in the spirit of Cukierman and Meltzer (1986) 

have been proposed - for a recent discussion see Faust and Henderson (2004). 

5.3 Transition and Developing Countries 

Fry et al. (2000) show that these countries have, on average, less central bank independence 

as well as transparency and accountability than industrial countries.20 This heterogeneity 

warrants caution in reporting correlations for the whole sample and suggests that special care 

is needed in understanding the specific developments of these countries. Despite this, the data 

from transition and developing countries support all the main conclusions of our analysis. 

First, transparency and accountability still reduce inflation. Second, the negative correlation 

between goal-independence and accountability procedures obtains in both groups. Third, the 

                                       

20 Out of the maximum rating of 10, average independence scores are 8.6, 8.0, and 6.5 and average transparency 
scores are 6.9, 5.7, and 5.1 for industrial, transition, and developing countries respectively. 



 30

correlation between instrument and goal independence among the 22 transition countries is 

0.34−  casting doubt on the common perception they these necessarily go in parallel. 

The finding that differs from industrial countries is the relationship between goal-

transparency and accountability. While in industrial countries these are highly positively 

correlated, in transition countries the correlation is negative. This may imply that despite 

goal-transparency being necessary in enhancing accountability (as argued in e.g. Debelle 

(1997), Svensson (1999), Eijffinger, Hoeberichts and Schaling (2000b)) it may not be 

sufficient, i.e. it may not automatically increase the punishability of the policymaker. This 

may be due to the poorer control over their targets that non-industrial countries exercise, but 

more work is required to shed light on this issue and establish whether economic transparency 

can assist in enhancing accountability in such cases.  

6 Summary and Conclusions 

The paper attempts to make inferences about the socially optimal institutional design of 

monetary policy. While we have observed a general trend towards independent, transparent, 

and accountable monetary policymaking, there have been striking differences across countries. 

Our staring point is therefore examination of the relationships between these institutional 

features. Common sense predicts that accountability and goal-transparency should be 

positively related since the latter enables to enhance the former. Further, goal-independence 

should be accompanied by accountability to be democratic and hence for the same reason, 

goal-transparency should be positively related to goal-independence to enable make the 

accountability democratic. Using established indices we compare these normative predictions 

to the real world outcomes in industrial countries and find that the latter two do not hold. 
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In order to understand the causes of these findings we extend the standard Barro and 

Gordon (1983) framework to explicitly account for goal-independence, goal-transparency, and 

accountability at the central bank, and for their impact on inflation, credibility, and public’s 

monitoring cost. Owing to its comprehensiveness, this framework is capable of replicating a 

number of results of the literature. The analysis shows that both goal-independence and goal-

transparency (interpretable as an explicit inflation target) are substitute commitment 

technologies. Both reduce inflation but each works through a different channel. Goal-

independence allows the central banker to pursue its own, more conservative stance - in the 

spirit of Rogoff (1985) and Tinbergen (1954). On the other hand, goal-transparency enhances 

policymaker’s accountability for price stability (via a threat of punishment as in Walsh 

(1995b)). That then eliminates the incentive to inflate.  

Importantly, goal-transparency is also shown to be socially superior, and for three reasons. 

First, it reduces monitoring costs - as argued in Faust and Svensson (2001) and  Imperato 

(2002). Second, it eliminates the democratic deficit. Third, its incentive structure delivers an 

optimal inflation and credibility outcome regardless of central banker’s conservativeness; that 

is, even under non-Rogoff central bankers. However, the fact that it may be disliked by the 

policymaker because of the implied threat of punishment has an important implication about 

the timing of reform. As in the case of Bank of England, goal-transparency should first be 

established (with some accountability mechanism attached); and only then instrument (not 

goal) independence be granted.  

Unfortunately, the majority of transition economies have followed the Fed scenario and 

appointed goal-independent central bankers first, which may have led to opaque objectives 
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and a democratic deficit.21 Our model offers an explanation for this by showing that the 

government may have an incentive to grant full goal-independence to the central banker. Our 

paper can therefore explain a number of observed phenomena: the high inflation of the 1970s 

as a result of the time inconsistency problem on the part of the government; the convergence 

to low inflation of the 80s and 90s driven by a general trend towards central bank 

independence and inflation targeting; and a common pattern of deviations from this trend, as 

shown in Figures 1 and 2, due to the substitutability of the two commitment devices. 

Furthermore, the analysis also sheds light on the transparency vs. inflation puzzle; it explains 

the inconclusive empirical findings on the impact of increasing transparency on inflation.  

Clearly there are limitations to our framework. The model takes the long-run perspective 

(focusing on ‘average’ inflation bias) and disregards short-run stabilization issues. Under 

uncertainty and shocks, monetary policy’s objectives will also include minimizing the 

variability of inflation and the output gap and it is a widely discussed issue whether and how 

far these goals should also be transparent: see Faust and Henderson (2004) for a balanced 

discussion, and Svensson (2002) for arguments in favour of publishing the policymakers’ loss 

functions.22 Further, there may be other elements of the transparency-independence dynamics 

to account for in the model, for example evolutionary pressure of international monetary 

policy competition. 

                                       

21 ‘The inflation targeting debate’ (Bernanke and Woodford, 2005) has been very lively even in relation to the 
Federal Reserve and the advocates of an explicit target seem to be gaining an edge: Bernanke (2003), Cecchetti (2003), 
McCallum (2003), and Mishkin (2004). Goodfriend (2003) tellingly describes the opaque ‘don’t ask, don’t tell’ status 
quo as: ‘Congress doesn’t ask the Fed whether it places a priority on low inflation, and the Fed does not say whether it 
has such priority’. 

22 Demertzis and Hughes Hallett (2006) in fact argue that output and inflation volatility will be the dominant (and 
possibly only) outcomes of an imperfectly transparent monetary regime; and that increasing transparency will 
commonly, but not always, lower that kind of macroeconomic volatility. Similarly, Libich (2005) addresses the claim 
that explicit targets may reduce the flexibility of output stabilization. Modelling their ‘anchoring’ effect it shows that 
the opposite may in fact be true and the volatility of both inflation and output can be reduced in equilibrium. 
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Appendix 

Central Bank Independence Index (Sousa, 2002) 

 Criteria Points 
1. Appointment of the central bank board members  

a)  All the appointments to the central bank board are made independently of 
the government. 

1.00 

b)  More than half of the appointments to the central board are made 
independently of the government. 0.66 

c)  Less than half of the appointments to the central board are made 
independently of the government. 0.33 

d) Government has influence in all the appointments to the central bank board. 0.00 
2. Mandate duration of more than half of the central bank board members.   

a)  Equal or more than eight years 1.00 
b)  Between six and eight years.  0.75 
c)  Five years. 0.50 
d)  Four years.  0.25 
e)  Less than four years. 0.00 

3. Government (or other fiscal branches representatives) participation at 
central bank meetings, where monetary decisions are taken.  

 

a)  No government representation at central bank meetings. 1.00 
b) Government is represented at central bank meetings, but without right to 

vote.  
0.50 
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c)  Government is represented at central bank meetings, with right to vote. 0.00 
4. Ultimate responsibility and authority on monetary policy decisions.  

a)  Central bank has the ultimate (final) responsibility on monetary policy 
decisions.  

1.00 

b)  Central bank has not the ultimate responsibility on monetary policy 
decisions. 

0.00 

5. Price stability  
a)  It is the sole objective. 1.00 
b)  It is one of two objectives, but it is given preference to price stability. 0.66 
c)  It is one among various others objectives.  0.33 
d)  Law does not establish anything about policy objectives. 0.00 

6. Banking supervision  
a)  Not considered in the objectives or functions of the central bank. 1.00 
b)  It is one of the central bank functions or objectives, where we find also price 

stability as a policy objective.  0.50 

c)  It dominates other central bank functions or objectives. 0.00 
7. Monetary policy instruments   

a)  Central bank enjoys autonomy is monetary policy instruments selection. 1.00 
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b)  Central bank is not autonomous in the selection of monetary policy 
instruments. 

0.00 

8. Government financing  
a) Central Bank cannot directly finance the government. 1.00 
b) Law allows that central bank provide credit facilities to government 

and other financing help. 0.00 

9. Ownership of the central bank’s (equity) capital   
a) Government does not own any central bank’s capital.  1.00 
b) Government owns less than half of the central bank’s capital. 0.66 
c) Government owns more than half of the central bank’s capital. 0.33 
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d) Government owns all the central bank’s capital.  0.00 
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Central Bank Accountability Index (Sousa, 2002) 

Criteria and methodology adopted from De Haan et al. (1998). We only use the ‘final 

responsibility’ component as the overall accountability index includes some ‘transparency’ 

features.  
 

1) Is the central bank subject of monitoring by Parliament? 1.00 

2) Has the government (or Parliament) the right to give instruction? 1.00 

3) Is there some kind of review in the procedure to apply the override 
mechanism? 1.00 

4) Has central bank possibility for an appeal in case of an instruction?  
1.00 

5) Can the central bank law be changed by a simple majority in Parliament?  
1.00 

 FI
N
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6) Is past performance a ground for dismissal of a central bank governor?  
1.00 

Transparency Index (Eijffinger and Geraats, 2003) 

1. Political   
a)  Formal Objectives 1.00 
b)  Quantitative Targets 1.00 
c)  Institutional Arrangements   1.00 

2. Economic   
a)  Economic Data  1.00 
b)  Policy Models 1.00 
c)  Central Bank Forecasts 1.00 

3. Procedural  
a)  Explicit Strategy 1.00 
b)  Minutes 1.00 
c)  Voting Records 1.00 

4. Policy   
a)  Prompt Announcement 1.00 
b)  Policy Explanation 1.00 
c)  Policy Inclination 1.00 

5. Operational   
a)   Control Errors 1.00 
b)  Transmission Disturbances 1.00 

 c)  Evaluation Policy Outcome 1.00 

Goal-Independence Index (Brialt, Haldane, and King, 1996) 

1) Whether the statutes of the central bank make it independent of the government 2.00 

2) Whether more than half the appointments to the central bank board are made 
independently of the government 2.00 

3) Whether there are government officials on the board 2.00 

 

4) Whether the central bank does in practice set its own goals (for example, 
monetary or inflation targets). 

 
2.00 



 40

Evaluation Table 

Index Independence 
Sousa (2002)* 

Accountability
Sousa (2002)*

Transparency 
Eijffinger and Geraats (2003) 

For year 1998 

Goal-
Independence
Brialt, Haldane,
and King (1996)
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1 Argentina 1.25 2.83 1.00 5.08 2        
2 Australia 0.50 2.16 0.00 2.66 5 3 1 1 1.5 1.5 8 2 
3 Austria 1.66 3.16 1.00 5.82 1        
4 Belgium 1.75 1.50 0.00 3.25 4        
5 Canada 0.50 1.83 0.00 2.33 4 3 2.5 1 2 2 10.5 2 
6 Chile 2.00 1.83 1.00 4.83 3        
7 Czech Republic 1.58 3.16 1.00 5.74 2        
8 Denmark 2.16 2.83 0.00 4.99 2        
9 EMU - ECB 2.50 3.66 1.00 7.16 1        

10 England 1.00 2.66 0.00 3.66 4 3 1.5 3 1.5 2 11 1 
11 Finland 2.50 3.66 1.00 7.16 2        
12 France 1.50 3.16 1.00 5.66 2        
13 Germany 1.50 3.16 1.00 5.66 2 1^ 1^ 1^ 2^ 1^ 6^ 6 
14 Greece 1.91 3.16 1.00 6.07 1        
15 Hungary 1.91 3.66 1.00 6.57 2        
16 Iceland 1.75 3.33 0.00 5.08 4        
17 Ireland 1.00 3.16 1.00 5.16 2        
18 Italy 2.16 3.16 1.00 6.32 1        
19 Japan 0.75 3.66 0.00 4.41 3 1.5 1 2 1.5 2 8 4 
20 Korea 0.75 2.16 0.00 2.91 4        
21 Luxemburg 1.25 3.16 1.00 5.41 2        
22 Mexico 1.83 2.33 0.00 4.16 2        
23 Netherlands 2.41 3.16 0.00 5.57 2        
24 New Zealand 1.83 2.16 1.00 4.99 4 3 2.5 3 1 1 10.5 3 
25 Norway 1.58 1.83 0.00 3.41 5        
26 Poland 1.25 2.16 0.00 3.41 3        
27 Portugal 1.50 3.16 1.00 5.66 1        
28 Slovakia 1.00 3.50 1.00 5.50 1        
29 Spain 0.75 3.16 1.00 4.91 2        
30 Sweden 2.75 3.16 1.00 6.91 1 2 1.5 2 1.5 2 9 2 
31 Switzerland 2.08 3.33 1.00 6.41 2 1 1 1 2 1 6 6 
32 Turkey 1.66 2.83 0.00 4.49 3        
33 USA 2.00 1.83 0.00 3.83 2 1 2.5 2 1.5 1.5 8.5 4 

 

*Assessment is based on situation in January 2002. # Excludes aspect 9 due to missing observations. 
^Eijffinger and Geraats (2003) do not provide a value for the Bundesbank for the year 1998. The literature 
agrees that Bundesbank’s practices were very similar to Swiss National Bank’s (see e.g. Bernanke et al., 
1999) and we indeed find all the two countries’ criteria scores to coincide. This is further supported by the 
fact that in Sousa (2002) and Fry et al. (2000) these two scores coincide (the latter in terms of goal-
transparency). 




