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Table 2. Legal Central Bank Independence and Average Annual Inflation, 1980-89

Industrial economy Developing economy
Legal Legal Legal
central Average central Average central Average
bank in- annual bank in- anntal bank in- annual
depen- rate of in- depen- rate of in- depen- rate of in-
dencen Sflation® dencen flation® dencer flation®
Economy {index) {percent) Economy (index) (percent) Economy (index) (percent)
Germany, Fed. Rep. of 0.69 3 Greece 0.55 18 Botswana 0.33 10
Switzerland 0.64 3 Egypt 0.49 16 Zambia 0.33 25
Austria 0.61 4 Costa Rica 0.47 - 23 Ghana .31 37
Denmark 0.50 7 Chile 0.46 19 Romania 0.30 4
United States 0.48 5 Turkey 0.46 41 Bolivia 0.30 119
Canada 0.45 6 Nicaragua 0.45 128 Western Samoa 0.30 12
Ireland 0.44 9 Malea 0.44 3 China 0.29 8
Netherlands 0.42 3 Tanzania 0.44 27 Singapore 0.29 3
Australia 0.36 8 Kenya 0.44 10 Korea, Republic of 0.27 8
Iceland 0.34 32 Philippines .43 13 Indonesia 0.27 9
Luxembourg 0.33 5 Zaire 0.43 45 Colombia 0.27 21
Sweden 0.29 8 Peru .43 108 Thailand 0.27 6
Finland 0.28 7 Honduras (.43 7 South Africa 0.25 14
United Kingdom 0.27 7 Venezuela 0.43 19 Hungary 0.24 9
Italy 0.25 1 Bahamas, The 0.41 6 Uruguay 0.24 45
New Zealand 0.24 12 Portugal 0.41 16 Panama 0.22 3
France 0.24 7 Argentina 0.40 143 Pakistan 0.21 7
Spain 0.23 10 Ethiopia 0.40 4 Brazil 0.21 119
Japan 0.18 3 Lebanon 0.40 — Taiwan 0.21 5
Norway 0.17 8 Israel 0.39 72 Zimbabwe 0.20 12
Belgium 0.17 3 Barbados 0.38 7 Qarar 0.20 4
Uganda 0.38 72 Nepal 0.18 10
Nigeria 0.37 18 Yugoslavia 0.17 73
Malaysia 0.36 4 Morocco 0.14 7
Mexico 0.34 50 Poland 0.10 36
India 0.34 9

— Not available.
a. The potential range of the index for legal central bank independence is from zero (minimal independence) w one {maximum independence).

b. Inflation is compured in logs.
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Table 1. Variables for Legal Central Bank Independence

Variable Numerical
number Description of variable Weight coding
1 Chief executive officer (cEQ) 0.20
a. Term of office
Over § years 1.00
6 to 8B years 0.75
5 years 0,50
4 years 0.25
Under 4 years or at the discretion of appointer 0,00
b. Who appoints cEo?
Board of central bank 1.0
A council of the central bank board, executive
branch, and legislative branch 0.75
Legislature 0.50
Executive collectively (e.g. council of ministers) 0.25
Oine or two members of the executive branch (.00
¢. Dismissal
No provision for dismissal 1.00
Only for reasons not related 1o policy .83
At the discretion of central bank board 0.67
At legislature’s discretion 0.50
Unconditional dismissal possible by legislature 0.33
At executive’s discretion 0.17
Unconditional dismissal possible by executive 0.00
d. May ceo hold other offices in government?
Mo 1.00
Only with permission of the executive branch 0.50
No rule against Ce0 holding another office 0.00
2 Policy fermulation 0.15
d. Who formulates monetary policy?
Bank alone 1.00
Bank participates, but has little influence 0.67
Bank only advises government 0.33
Bank has no say 0.00

b. Who has final word in resolution of conflice?a
The bank, on issues clearly defined in the law as
its objectives 1.00
Government, on policy issues not clearly defined
as the bank's goals or in case of conflict

within the bank 0,80
A council of the central bank, execurive branch,

and legislarive branch 0,60
The legislature, on policy issues 0.40
The execurive branch on policy issues, subject to

due process and possible protest by the bank 0.20
The execurtive branch has unconditional priority 0,00

¢. Role in the government's budgetary process
Central bank active 1.00
Central bank has no influence (.00
3 Objectives 0.15

Price stability is the major or only abjective in
the charter, and the central bank has the final
word in case of conflice with ather government

objectives 1.00
Price stability is the only objective 0.80
Price stability is one goal, with other compatible

objectives, such as a stable banking system 060
Price stability is one goal, with potentially conflict-

ing objectives, such as full employment 0.40
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Table 1. {continued)

Variable Mumerical
number Description of variable Weight coding
Mo objectives stated in the bank charter 0,20
Stated objectives do not include price stability 0.00
4 Limitations on lending to the government
a. Advances (limitation on nonsecuritized lending) 0.15
No advances permitted 1.00
Advances permitted, but with strict limits (e.g.,
up te 15 percent of government revenue) 0.67
Advances permitted, and the limits are loose
{e.g., over 15 percent of government revenue) 0.33
No legal limits on lending 0.00
b. Securitized lending 0.10
Mot permitted 1.00
Permitted, but with strict limits {e.g., upto 15
percent of government revenue) 0.67
Permitred, and the limits are loose [e.g., over 15
percent of government revenue) 0.33
Mo legal limits on lending 0.00
¢. Terms of lending {maturity, interest, amount) 0.10
Controlled by the bank 1.00
Specified by the bank charter 0.67
Agreed between the central bank and executive 0.33
Decided by the executive branch alone 0.0
d. Potential borrowers from the bank 0.05
Only the central government 1.00
All levels of government [state as well as central) 0.67
Those mentioned above and public enterprises 0.33
Public and private sector 0.00
e. Limits on central bank lending defined in 0.025
Currency amounts 1.00
Shares of central bank demand liabilities or capirtal 0.67
Shares of government revenue 0.33
Shares of government expenditures 0.00
f. Marurity of loans 0.025
Within 6 months 1.00
Within 1 year 0.67
More than 1 year 0.33
Mo mention of maturity in the law 0.00
£. Interest rates on loans must be (.025
Above minimum rates 1.00
At marker rates 0.75
Below maximum rates 0.50
Interest rate is not mentioned 0.25
Mo interest on government borrowing from the
central bank 0.00
h. Central bank prohibited from buying or selling
government securities in the primary market? 0.025
Yes 1.00
No 0.00

Mote: The ranking under each criteria indicates the degree of independence of central banks—the
higher the code, the more independent the central bank.
a. Oiften the law does not contain a separate provision on the resolution of conflicr, In those cases, the
variable was coded on the basis of the impression from reading the law in its entirety, If the law gives the
impression that the government formulates policy guidelines thar the bank simply follows, then the

ranking is low.

Sowrce: Various cenrral bank laws, Aufricht (1961, 1967); Bank for International Settlements {1963);
Effros (1982); and the imes compurerized files on central bank laws,
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https://fr.wikipedia.org/wiki/Triangle d%27incompatibilit%C3%A9
http://www.bct.gov.tn/bct/siteprod/documents/Etude BCT 20150113.pdf
http://www.bis.org/publ/qtrpdf/r_qt1603f.htm

http://www.bct.gov.tn/bct/siteprod/documents/Etude_ BCT 20150113.pdf

https://www.bct.gov.tn/bct/siteprod/documents/Etude BCT 20150113.pdf
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/797831468739529187/measuring-the-independence-of-central-banks-and-its-effect-on-policy-outcomes

https://documents.worldbank.org/en/publication/documents-reports/documentdetail/797831468739529187/measuring-the-independence-of-central-banks-and-its-effect-on-policy-outcomes

https://documents.worldbank.org/en/publication/documents-reports/documentdetail/797831468739529187/measuring-the-independence-of-central-banks-and-its-effect-on-policy-outcomes

https://www.imf.org/external/pubs/ft/wp/2008/wp08119.pdf

https://www.imf.org/external/pubs/ft/wp/2008/wp08119.pdf

http://etienne.chouard.free.fr/Europe/messages_recus/La_crise_mondiale_d_aujourd_hui_Maurice_Allais_1998.pdf
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https://fr.wikipedia.org/wiki/Triangle_d%27incompatibilit%C3%A9

https://fr.wikipedia.org/wiki/Triangle_d%27incompatibilit%C3%A9

http://www.bct.gov.tn/bct/siteprod/documents/Etude_BCT_20150113.pdf

http://www.bct.gov.tn/bct/siteprod/documents/Etude_BCT_20150113.pdf

http://www.bis.org/publ/qtrpdf/r_qt1603f.htm

http://www.bis.org/publ/qtrpdf/r_qt1603f.htm

http://www.bct.gov.tn/bct/siteprod/documents/Etude_BCT_20150113.pdf

http://www.bct.gov.tn/bct/siteprod/documents/Etude_BCT_20150113.pdf

https://nawaat.org/2014/05/29/tunisie-les-b-a-ba-de-la-caisse-generale-de-compensation
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https://www.bct.gov.tn/bct/siteprod/documents/Etude_BCT_20150113.pdf
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