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                    Abstract
This paper calculates indices of central bank autonomy (CBA) for 163 central banks as of end-2003, and comparable indices for a subgroup of 68 central banks as of the end of the 1980s. The results confirm strong improvements in both economic and political CBA over the past couple of decades, although more progress is needed to boost political autonomy of the central banks in emerging market and developing countries. Our analysis confirms that greater CBA has on average helped to maintain low inflation levels. The paper identifies four broad principles of CBA that have been shared by the majority of countries. Significant differences exist in the area of banking supervision where many central banks have retained a key role. Finally, we discuss the sequencing of reforms to separate the conduct of monetary and fiscal policies.
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                    Notes
	The literature often uses terms “autonomy” and “independence” interchangeably. However, there is a difference between the two concepts as autonomy entails operational freedom, while independence indicates the lack of institutional constraints. This paper uses the term “autonomy,” but the indexes we calculate also include information on operational and institutional constraints.


	See Arnone, Laurens, and Segalotto (2006a) for an extensive survey of the literature.


	Lybek (1999) analyzes CBA in the Baltic states, Russia, and other countries of the former Soviet Union; Jácome (2001) and Jácome and Vázquez (2005) analyze CBA in Latin America and the Caribbean; and Arnone, Laurens, and Segalotto (2006b) analyze CBA in OECD countries and a sample of emerging markets and developing countries.


	There may be instances where de jure autonomy exaggerates the degree of de facto autonomy, especially in countries where the rule of law is limited. However, de jure autonomy may also underestimate de facto autonomy, for example in the case of several inflation-targeting central banks where the formal specification of the inflation-targeting framework plays an important role in terms of CBA (see Roger, 2006).


	In technical terms, the narrow index is defined as a subset of 11 variables, with 10 of those in Cukierman matching the same subset of 10 variables contained in the full index, and the 11th one from Cukierman substituting one in GMT. See conversion table in Arnone and others (2007).


	The historical CBA scores of Bosnia, Croatia, Macedonia, Slovenia, and Serbia are those of Yugoslavia.


	The country classification dates to the end of 2003. Emerging markets include upper-middle-income countries; and some lower-middle-income countries classified as such by The Economist, as well as other countries with a sustained financial reform process. Developing countries include lower- and lower-middle-income countries, plus some countries with upper-middle- and high-income but with a degree of financial sector development that did not match, as of end of 2003, their income levels. Any such classification includes an unavoidable degree of subjectivity, especially in times of globalization and fast changes in financial markets.


	For example, in the United Kingdom, the interest rate charged on government overdrafts is the central bank's bank rate plus a premium that is negotiated between the Debt Management Office and the Bank of England.


	This assessment is based on the CBA scores for the Cukierman sample of 50 central banks in the late 1980s and the global sample of 163 central banks at the end of 2003. Since the scores for the Cukierman and global samples are very similar at the end of 2003 (Table 2), the Cukierman sample is likely to be a good proxy for the global CBA scores in the late 1980s.


	For the late 1980s, the average CBA score for advanced economies is approximated using the GMT sample of 18 central banks in the OECD area. Note that the scores based on the GMT sample at the end of 2003 are close to those obtained for the complete sample of 28 advanced economies (Table 2).


	Similarly as in the case of global CBA, we proxy the average CBA scores of emerging markets for the late 1980s using the Cukierman sample.


	The early research on this issue includes Alesina and Summers (1993); Cukierman (1992); Cukierman, Webb, and Neyapti (1992); and Grilli, Masciandaro, and Tabellini (1991). See Berger, de Haan, and Eijffinger (2000); Cukierman (2005); and Jácome and Vázquez (2005) for a recent treatment.


	De facto autonomy of central banks differs from de jure autonomy measured by our index. In any case, it is interesting to verify whether the de jure index has some predictive ability for inflation outcomes, even after controlling for a variety of other inflation determinants.


	In the Central and Eastern European countries, inflation spikes were associated with the initial stage of economic transformation.


	For a detailed analysis, see IMF's April 2006 World Economic Outlook.


	The probit model is estimated for 24 emerging market economies over 1960–2004. The data are five-year averages. For the purposes of this section, the group of emerging markets includes Argentina, Brazil, Chile, China, Colombia, Czech Republic, Dominican Republic, Ecuador, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, the Philippines, Poland, Romania, Russia, South Africa, Thailand, Turkey, and Venezuela.


	See Catão and Terrones (2005) and the IMF's May 2001 World Economic Outlook for an analysis of the relationship between fiscal deficits and inflation. Alesina and Summers (1993) document the broad correlation between measures of CBA and average inflation. Boschen and Weise (2003) find that U.S. inflation is a useful predictor of inflation spurts in the OECD countries. Ghosh and others (1997) provide evidence that the fixed exchange rate regime can help reduce inflation, although in the long term, the currency peg may incur large output and inflation costs if it is not supported by appropriate policies and breaks down (Mishkin, 1999).


	The time series data on central bank autonomy were constructed as follows. First, we identified years in which there was a significant change in the CBA-related legislation in each country. Subsequently, we took the simplifying assumption that CBA before the break-year was the same as autonomy as of the end of the 1980s; and CBA after the break-year equals actual autonomy as of 2003. This assumption introduces measurement error into our CBA variable, but the size of this measurement error is limited by the fact that most changes in CBA occurred over the past couple of decades (Cukierman, 2005) and our regressions use five-year data averages.


	In some countries, fiscal deficits may have fallen after greater CBA constrained the ability of governments to monetize. In our empirical analysis, however, we assume that any changes to the fiscal deficit are exogenous. This assumption reduces the likelihood that we will indeed find a relationship between CBA and inflation.


	See the September 2004 issue of the IMF's World Economic Outlook for a discussion of recent developments in exchange rate regimes in emerging markets.


	See Lybek (2004) and Arnone, Laurens, and Segalotto (2006a).


	China is of particular interest as a country where the objective of monetary policy is to maintain the stability of the currency and thereby promote economic growth (see Laurens and Maino, forthcoming). The United States is another example of a country that does not have clearly ranked macroeconomic objectives at the statutory level. However, it is well understood that price stability is a precondition for achieving this mix of objectives.


	The operational target can be defined as the variable that the central bank aims at controlling and indeed can control to a very large extent on a day-by-day basis through the use of its monetary policy instruments.


	See Arnone and Gambini (2007) for a review of the literature.


	See Arnone and Gambini (2007) for a review of the literature; and Quintyn and Taylor (2002) for an earlier discussion on the location of supervisory functions.


	Čihák (2006) discusses the surge in financial stability reports published by central banks.


	While inadequate monetary policies could lead to inflation and contribute to the unsoundness of the financial system, an unsound financial system could lead to a systemic financial crisis and impinge on monetary policy and, thereafter, on price stability.


	See, in particular, Bernanke (2007, p. 2) indicating that the “Fed's ability to deal with diverse and hard-to-predict threats to financial stability depends critically on the information, expertise and powers that it holds by virtue of being both a bank supervisor and a central bank.”


	See Laurens (2005) for a review of country experiences in this area and Fry (1998) for the relationship between the central bank's instrument autonomy and its ability to promote fiscal discipline.


	See Laurens (2005) for the benefits that participation in a monetary union can bring to help reach the critical stage for the emergence of an active money market.


	Financial programming frameworks can be instrumental in preventing inconsistencies in the macroeconomic policy mix. Committees for the coordination of liquidity management at the central bank and government cash management play a useful role for the day-to-day implementation of monetary and fiscal policies—the microperspective. See Laurens and de la Piedra (1998) for a discussion.
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