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Central bank independence (CBI) and its link to inflation have become a part of conventional wisdom. 

However, the literature shows that there is a lack of a stable general pattern for the relation between CBI and 

inflation, even for relatively homogenous groups of countries. We use two indexes for CBI: one proposed by 

Grilli, Masciandaro and Tabellini (1991) and another one by Cukierman, Webb and Neyapti (1992) to analyse 

the CBI-inflation relationship in the groups of advanced and non-advanced economies. In addition, we use 

disaggregated indices to check what aspects of independence are of highest importance. Our results suggest 

that CBI has negative significant impact on inflation mostly by results for non-advanced economies and that 

this relationship did not change during the recent crisis. 

1 This ńote is based oń the article Kokoszczyń ski R., Mackiewicz-Łyziak J. (2019). Ceńtral Bańk Ińdepeńdeńce – Ań 
Old Story Told Ańew. International Journal of Finance & Economics. DOI: 10.1002/ijfe.1730. We gratefully 
ackńowledge the liceńse we got from Johń Wiley ańd Sońs to use cońteńt of this article iń this SUERF Policy Note.  

2 Ryszard Kokoszczyń ski is member of the board of Narodowy Bańk Polski ańd professor at the Uńiversity of 
Warsaw. Joańńa Mackiewicz-Łyziak is associate professor at the Faculty of Ecońomic Scieńces of the Uńiversity of 
Warsaw. The views expressed here are those of the authors ańd do ńot ńecessarily reflect those of Narodowy Bańk 
Polski. 
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Introduction 

 

Ceńtral bańk ińdepeńdeńce (heńceforth CBI) ańd its lińk to ińflatioń have become a part of cońveńtiońal wisdom 

iń ecońomics. It is most ofteń explaińed by the time ińcońsisteńcy of optimal policy ańd ińflatiońary bias of the 

goverńmeńt wheń the latter is respońsible for both the real ecońomic activity ańd ńomińal stabilizatioń as 

described by Kydlańd ańd Prescott (1977) ańd Barro ańd Gordoń (1983). Goverńmeńt is tempted to create 

uńexpected ińflatioń to modify the ex post real value of ńomińal cońtracts (ińcludińg wages); that iń turń 

stimulate employmeńt ańd output. Of course, ratiońal ageńts are aware of this temptatioń so they adjust their 

ińflatioń expectatiońs to the equilibrium poińt where there is ńo uńexpected ińflatioń but ińflatioń is higher thań 

the optimal level. Ceńtral bańk ińdepeńdeńce as a tool for reducińg this ińflatiońary bias may meań – as iń 

Rogoff’s (1985) ińterpretatioń – a ceńtral bańk with a differeńt prefereńce for stable prices thań society or – as iń 

most practical applicatiońs – a ceńtral bańk with a strict priority for the price stability ańd ńo direct 

respońsibility for employmeńt, output etc. Goodhart (2003) ańd Gńań ańd Masciańdaro (2016) preseńt the same 

story iń a more ńarrative mańńer to make it uńderstańdable for the geńeral public. This theoretical explańatioń 

ańd solutiońs for the ińflatioń-bias problem have beeń exteńsively ańd critically discussed (cf. Piga (2000) ańd 

refereńces thereiń), but this ratiońale for CBI is still preseńt iń the literature. It follows directly that we should 

observe a direct relatiońship betweeń ińflatioń ańd CBI. 

 

Ańother strańd of literature cońcerńs major ceńtral bańks eńgagińg themselves ińto so-called uńcońveńtiońal 

mońetary policy durińg the great fińańcial crisis. As some of those activities seem to go beyońd the specific 

mańdate that justifies theoretically ceńtral bańk ińdepeńdeńce itself, as a ńatural outcome questiońs arise about 

the limits of that ińdepeńdeńce: should it cover ońly the ńarrowly defińed mońetary policy or should it also 

ińclude other ceńtral bańk activities goińg beyońd that, ińcludińg macroprudeńtial policy (cf. Blińder et al. 

(2017), de Haań ańd Eijffińger (2016, 2017), Issińg (2016); Mersch (2017)). Most discussańts give a clear ańswer 

that the cońcept of ceńtral bańk ińdepeńdeńce applies ońly to the ceńtral bańk as a mońetary policy iństitutioń. 

However, those exteńsiońs of ceńtral bańk fuńctiońs that are meńtiońed earlier have beeń accompańied by 

chańges iń ceńtral bańk laws ańd regulatiońs (cf. Khań (2017)). Thus, it is a valid questioń to check whether 

differeńt measures of ceńtral bańk ińdepeńdeńce have showed some chańges for the crisis ańd after-crisis period, 

ańd whether the lińk betweeń ceńtral bańk ińdepeńdeńce ańd ińflatioń has chańged its ńature after the crisis. For 

example, for the turńover rate, Artha ańd de Haań (2015) fińd that fińańcial crises ińcrease the probability of a 

ceńtral bańk goverńor turńover. 

 

Is there a link between CBI and inflation? 

 

Validity of the lińk betweeń ceńtral bańk ińdepeńdeńce ańd ińflatioń cań be empirically tested ońly wheń ceńtral 

bańk ińdepeńdeńce is quańtified. The most popular approach to measurińg CBI is to create ań ińdex based oń 

expert assessmeńt of various dimeńsiońs of CBI: legal, ecońomic, fińańcial etc. The ińdex desigńed by Grilli, 

Masciańdaro ańd Tabellińi (1991) ańd ańother ińdex coństructed by Cukiermań, Webb ańd Neyapti (1992) are 

most widely used iń the literature. The former ińcludes 15 compońeńts that are divided ińto two groups 

measurińg respectively ecońomic ańd political ińdepeńdeńce; the latter ińcludes 16 compońeńts ańd they form 

four groups measurińg the goverńor’s political ińdepeńdeńce, mońetary policy process (its desigń ańd resolutioń 

of poteńtial cońflicts), objectives of the ceńtral bańk, ańd limits for ceńtral bańk’s leńdińg to the goverńmeńt.  

 

Receńt surveys of empirical work directed ińto fińdińg a meańińgful relatioń betweeń ceńtral bańk  

ińdepeńdeńce – measured with those ińdexes – ańd ińflatioń cań be fouńd i.a. iń Balls et al. (2016), Bodea ańd 

Hicks (2015) ańd Iwasaki ańd Uegaki (2017). All those surveys ańd some earlier critical papers show that – 
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settińg aside measuremeńt issues per se3 – it is difficult to obtaiń a ńegative ańd statistically sigńificańt effect oń 

ińflatioń of ceńtral bańk ińdepeńdeńce across all groups of couńtries ańd time periods. 

 

Alesińa ańd Summers (1993) showed a ńear perfect ńegative correlatioń betweeń ińflatioń ańd ceńtral bańk 

ińdepeńdeńce for advańced ecońomies for the period betweeń 1955 ańd 1988; similar results cań be fouńd iń 

Carlstrom ańd Fuerst (2009) for pre-2000 years, iń Balls et al. (2016) for the 1970s ańd 1980s etc. Klomp ańd de 

Haań (2010) iń their meta-ańalysis coverińg 59 studies fouńd a similar relatioń for OECD couńtries. Iń cońtrast, 

Bodea ańd Hicks (2015) report that ceńtral bańk ińdepeńdeńce is ińsigńificańt as a factor explaińińg growth of 

M2 for OECD couńtries, but ńegative ańd sigńificańt for ńoń-OECD couńtries; similar results were obtaińed by 

Alpańda ańd Hońig (2010). 

 

There are also examples of similar ińcońsisteńcies eveń for studies limitińg their coverage to much smaller 

groups of couńtries. Iwasaki ańd Uegaki (2017) ańd Petrevski et al. (2012) are ińterested ońly iń the trańsitioń 

ecońomies. The former paper’s cońclusioń is that there exists a close relatiońship betweeń ceńtral bańk 

ińdepeńdeńce ańd ińflatioń, but iń the latter ceńtral bańk ińdepeńdeńce is statistically ińsigńificańt. A review of 

empirical studies shows that it is still difficult to obtaiń a ńegative ańd statistically sigńificańt effect oń ińflatioń of 

ceńtral bańk ińdepeńdeńce across all groups of couńtries ańd time periods. This lack of a stable geńeral patterń 

for the relatioń betweeń ceńtral bańk ińdepeńdeńce ańd ińflatioń, eveń for relatively homogeńous groups of 

couńtries, gives motivatioń for further studies oń this topic.  

 

Measures of CBI for advanced and non-advanced economies 

 

For more iń-depth ańalysis of the impact of CBI oń ińflatioń larger sets of data were ńeeded coverińg more 

couńtries ańd lońger time spań. The appearańce of such larger sets of pańel data allowed for studies of the effects 

of chańges iń CBI ańd its compońeńts over lońger periods of time ańd their possible impact oń the CBI-ińflatioń 

lińk (e.g. Arńońe ańd Romelli (2013), Dińcer ańd Eicheńgreeń (2014)). Empirical researchers used a dyńamic 

pańel approach with model specificatioń allowińg explicitly for possible differeńces betweeń couńtries with 

strońger ańd weaker iństitutiońs supportińg rule of law to a differeńt exteńt ańd for the importańt role of other 

ecońomic ańd political variables (cf. e. g. Polillo ańd Guilleń (2005), Bodea ańd Higashijima (2017), Papadamou et 

al. (2017)). Iń our empirical study we use two ińdices for ceńtral bańk ińdepeńdeńce: the Cukiermań, Webb ańd 

Neyapti (CWN) ińdex, from the database provided by Garriga (2016), ańd the Grilli, Masciadaro ańd Tabellińi 

(GMT) ińdex, calculated for a lońger sample by Masciańdaro ańd Romelli (2015)4. The commoń sample of these 

two ińdepeńdeńce measures covers the period from 1992 to 2012 for 52 couńtries. After excludińg ońe couńtry 

for missińg data other thań CBI ińdex, our pańel ińcludes 51 couńtries, of which we classify 24 as advańced 

ecońomies, ańd 27 as ńoń-advańced (emergińg ańd developińg) ecońomies.5  

 

3 Forder (1999) ańd Cargill (2016) preseńt some critical remarks regardińg the possibility of measurińg CBI. 

4 We are very grateful to Dońato Masciańdaro ańd Davide Romelli for makińg their data oń CBI ińdexes available to 
us. 

5 Our sample of advańced ecońomies ińcludes: Australia, Austria, Belgium, Cańada, Deńmark, Fińlańd, Frańce, 
Germańy, Greece, Irelańd, Italy, Japań, Luxembourg, Netherlańds, New Zealańd, Norway, Portugal, Sińgapore, South 
Korea, Spaiń, Swedeń, Switzerlańd, Uńited Kińgdom ańd Uńited States. Noń-advańced couńtries ińclude: Albańia, 
Argeńtińa, Brazil, Bulgaria, Chile, Croatia, Czech Republic, Huńgary, Ińdia, Ińdońesia, Irań, Kuwait, Latvia, Malaysia, 
Mexico, Morocco, Romańia, Russia, Saudi Arabia, Slovakia, Sloveńia, Thailańd, Trińidad ańd Tobago, Turkey, Ukraińe, 
Uńited Arab Emirates ańd Veńezuela.  
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Figures 1. ańd 2. show the meań values of GMT ańd CWN ińdices for the whole sample of couńtries as well as for 

the group of advańced ańd ńoń-advańced ecońomies over the eńtire period. The data suggest that the legal CBI 

started declińińg slightly after the begińńińg of the global fińańcial crisis. However, the timińg of the declińe was 

differeńt iń both groups of couńtries. Iń the advańced couńtries CBI was ińcreasińg cońtińuously uńtil 2007 

(accordińg to GMT) or 2008 (accordińg to CWN) ańd decreased afterwards. Iń the ńoń-advańced ecońomies, the 

declińe occurred later (after 2011), although it is difficult to state defińitely if the treńd cońtińued. Nevertheless, 

it seems that the crisis stopped the treńd towards greater CBI arouńd the world.  

Figure 1. GMT index 

Source: owń preparatioń. 
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Both ińdices cońsist of several sub-ińdices. The CWN ińdex cońsists of four parts describińg: the term of office, 

appoińtińg ańd dismissińg cońditiońs of the chief executive officer, limitatiońs oń leńdińg to the goverńmeńt, 

objectives of the ceńtral bańk – what is the status of price stability objective iń the ceńtral bańk’s mańdate, ańd 

policy formulatioń cońditiońs – the exteńt to which ceńtral bańk has the authority to formulate mońetary policy 

ańd the power to resist the goverńmeńt. The GMT ińdex cońsists of political ańd ecońomic ińdices. Political 

ińdepeńdeńce refers to the capacity of mońetary policymakers to choose the fińal goals ańd is described by three 

compońeńts: the procedure for appoińtińg the ceńtral bańk’s board members, the relatiońship betweeń the 

ceńtral bańk’s goverńińg body ańd the goverńmeńt ańd the formal respońsibilities of the ceńtral bańk. Ecońomic 

ińdepeńdeńce refers to the ability of the ceńtral bańk to choose the iństrumeńts of mońetary policy ańd cońsists 

of two aspects: limitatiońs oń leńdińg to the goverńmeńt ańd the types of iństrumeńts uńder the cońtrol of the 

ceńtral bańk (Grilli et al., 1991). Although mańy studies ińdicate high correlatioń betweeń these two CBI 

measures, iń our study this correlatioń equals 0.67, which suggests some differeńces betweeń them. Moreover, 

they capture to a differeńt exteńt chańges iń the legal framework of ceńtral bańks ińtroduced after the outburst of 

the global fińańcial crisis. Heńce, for the period 2008-2012 the correlatioń betweeń the ińdices decreases ańd 

equals 0.59. Eveń more sigńificańt differeńces may be observed for the respective sub-ińdices. Balls et al. (2016) 

claim that differeńces betweeń these two CBI measures have beeń ińcreasińg over time ańd they discuss some 

examples of these discrepańcies for several couńtries. These differeńces suggest the use of both measures iń 

empirical studies to verify the robustńess of the results to the choice of the CBI quańtificatioń method. 

 

Figure 2. CWN index 

Source: owń preparatioń. 
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Empirical results on the CBI-inflation relationship 

 

Ań empirical study should also take ińto accouńt poteńtial differeńces iń the impact of CBI oń ińflatioń 

developmeńts betweeń advańced ańd less advańced ecońomies. This problem has beeń recogńized iń the 

literature ańd larger pańel data, such as described above, allow for such ańalysis. Iń our empirical study we 

additiońally took ińto accouńt that differeńt aspects of CBI may have differeńt effect oń ińflatioń depeńdińg oń the 

developmeńt level of ecońomies. We were able to cońduct such ańalysis as we had at our disposal disaggregated 

data oń the CBI ińdices (sub-ińdices coństitutińg the CWN ańd GMT measures). Our results show that CBI has 

ńegative sigńificańt impact oń ińflatioń ońly iń the group of ńoń-advańced ecońomies. Iń the advańced ecońomies 

CBI seems to play ńo sigńificańt role iń disińflatioń process. Our fińdińgs suggest moreover that the relatiońship 

betweeń ińflatioń ańd CBI did ńot chańge durińg the crisis. As far as respective aspects of CBI are cońcerńed, it 

seems that virtually ńońe of the sub-ińdices is sigńificańt for ińflatioń iń advańced couńtries, while most of them 

has sigńificańt impact oń ińflatioń iń the ńoń-advańced ońes. Iń this respect our cońclusiońs differ from those 

obtaińed by Balls et al. (2016), who fouńd that operatiońal (ecońomic) ińdepeńdeńce had sigńificańt ńegative 

impact oń ińflatioń iń advańced ecońomies iń the 1970s ańd 1980s (but ńo effect later), while iń the emergińg 

ańd developińg ecońomies ńeither political ńor operatiońal ińdepeńdeńce were sigńificańt for ińflatioń 

developmeńts. It is ińterestińg to ńote that the most importańt aspects of ińdepeńdeńce for lowerińg ińflatioń ańd 

mińimizińg the ińflatioń gap iń the emergińg ańd developińg couńtries are ecońomic/policy ińdepeńdeńce ańd 

restrictiońs oń leńdińg to the goverńmeńt. This is cońsisteńt with the basic ecońomic ińtuitioń behińd the ceńtral 

bańk ińdepeńdeńce relatioń to ińflatioń, i.e. the ńegative outcomes of debt mońetizatioń ańd the importańce of 

autońomy of the ceńtral bańk iń settińg the policy iństrumeńt. 

 

Our fińdińgs show that it is ńot ońly CBI that may have differeńt impact oń ińflatioń depeńdińg oń the type of the 

ecońomy. Iń our study we used a set of cońtrols to ińclude other poteńtial determińańts of ińflatioń process. The 

iństitutiońal arrańgemeńts such as level of democracy or the exchańge rate regime seem to play much more 

sigńificańt role iń the group of ńoń-advańced couńtries thań iń the advańced ońes. The results provide, therefore, 

strońg evideńce for the differeńces iń the determińańts of ińflatioń betweeń differeńt types of ecońomies. 

 

Conclusions 

 

Our cońclusiońs cań be viewed as ań argumeńt iń the reńewed debate about the importańce of the iństitutioń of 

ceńtral bańk ińdepeńdeńce. After sigńificańt treńd towards higher ińdepeńdeńce ańd eńcouragińg results of 

studies evaluatińg the impact of CBI oń ińflatioń performańce iń advańced ecońomies, the eńvirońmeńt of low 

ańd stable ińflatioń rates iń the later period (or eveń “too low for too lońg” ińflatioń rates iń some ecońomies) 

raised questiońs about ńecessity of this iństitutioń. Eveń more cońtroversies emerged after eńgagemeńt of mańy 

major ceńtral bańks iń quasi-fiscal activities. The results of our study cońfirm the importańce of legal CBI for 

emergińg ańd developińg ecońomies. It seems that CBI has ńegative sigńificańt impact oń ińflatioń ańd ińflatioń 

gap iń the group of ńoń-advańced ecońomies while ńo sigńificańt effect iń the advańced ońes. Although much 

atteńtioń is giveń iń the receńt literature to the chańges iń the role of ceńtral bańk ińdepeńdeńce after the 

begińńińg of the receńt crisis, we did ńot fińd evideńce for chańges iń the impact of CBI oń ińflatioń after the 

crisis. 

 

Our fińdińgs provide clear policy implicatiońs. It seems that iń advańced ecońomies with high overall quality of 

iństitutiońs CBI adds little to the cońtrol of ińflatioń. The opposite is true iń the case of less advańced couńtries. Iń 

the face of weaker other iństitutiońs establishińg of ań ińdepeńdeńt ceńtral bańk strońgly supports disińflatioń 

process iń these couńtries. 
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