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Wkhuh lv d eurdg frqvhqvxv wkdw wkh vxevwdqwldo fkdqjhv lq wkh rshudwlrqdo iudph0

zrun ri fhqwudo edqnv ryhu wkh sdvw ihz ghfdghv kdyh surgxfhg ehwwhu ryhudoo srolf|

rxwfrphv1 Zh h{dplqh wklv ylhz e| orrnlqj dw wkh uhodwlrqvkls ehwzhhq pdfurhfrqrplf

rxwfrphv dqg prqhwdu| srolf| h!flhqf| rq wkh rqh kdqg/ dqg fhqwudo edqn lqghshq0

ghqfh/ dffrxqwdelolw|/ wudqvsduhqf| dqg fuhglelolw| rq wkh rwkhu1 Rxu �uvw wdvn lv wr

ghyhors hpslulfdo frxqwhusduwv wr hdfk ri wkhvh wkhruhwlfdo frqfhswv/ dqg wkhq surfhhg

wr orrn dw wkhlu uhodwlrqvkls1 Xvlqj furvv0vhfwlrqdo gdwd rq d eurdg udqjh ri frxqwulhv

zh �qg wkdw pruh fuhgleoh fhqwudo edqnv gholyhu vxshulru pdfurhfrqrplf shuirupdqfh

dqg pruh h!flhqw srolf|1

MHO Fodvvl�fdwlrq= H85/ H8;

�Wkh Rklr Vwdwh Xqlyhuvlw| dqg QEHU> dqg Wkh Rklr Vwdwh Xqlyhuvlw| uhvshfwlyho|1 Wklv sdshu zdv
suhsduhg iru wkh 59wk Dqqxdo Hfrqrplf Srolf| Frqihuhqfh ri wkh Ihghudo Uhvhuyh Edqn ri Vw1 Orxlv/ Rfwrehu
44045/ 53341 Zh zrxog olnh wr hvshfldoo| wkdqn rxu glvfxvvdqw Dohf Fku|vwdo/ dv zhoo dv Doirqvr Ioruhv0
Odjxqhv/ Glqr Nrv/ Urlvlq R*Vxoolydq/ Gdqlho Wkruqwrq dqg wkh sduwlflsdqwv dw wkh frqihuhqfh iru frpphqwv
dqg glvfxvvlrqv1 Lw lv dovr lpsruwdqw wr dfnqrzohgjh Jdeulho Vwhuqh*v jhqhurxv khos zlwk wkh gdwd1
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Sulqflsohv lv dydlodeoh lq lwv hqwluhw| dw kwws=22zzz1lpi1ruj2h{whuqdo2qs2pdh2piw2frgh2lqgh{1kwp1

6Hpslulfdo vwxglhv e| Dohvlqd +4<;;,/ Julool/ Pdvfldqgdur dqg Wdehoolql +4<<4,/ Fxnlhupdq +4<<5, Fxnlhu0
pdq/ Zhee dqg Qh|dswl +4<<5, dqg Dohvlqd dqg Vxpphuv +4<<6,/ dprqj rwkhuv/ �qg hylghqfh ri d qhjdwlyh
fruuhodwlrq ri fhqwudo edqn lqghshqghqfh zlwk orzhu dqg pruh vwdeoh lq dwlrq/ zlwklq lqgxvwuldol}hg frxqwulhv1
Dovr/ Fkruwduhdv/ Vwdvdydjh dqg Vwhuqh +5334, h{dplqh wkh dvvrfldwlrq ehwzhhq wkh furvv0frxqwu| gl�hu0

hqfhv lq pdfurhfrqrplf rxwfrphv dqg wkh ghjuhh ri wudqvsduhqf| h{klelwhg e| prqhwdu| srolf|/ phdvxuhg
e| wkh ghwdlo zlwk zklfk fhqwudo edqnv sxeolvk hfrqrplf iruhfdvwv1 Wkhlu uhvxowv vxjjhvw wkdw d kljk ghjuhh
ri wudqvsduhqf| lq hfrqrplf iruhfdvwv lv dvvrfldwhg zlwk d orzhu lq dwlrq iru doo frxqwulhv +zlwk wkh h{fhswlrq
ri wkh rqhv wkdw wdujhw wkh h{fkdqjh udwh/ iru zklfk wkh sxeolfdwlrq ri iruhfdvwv kdv qr vljql�fdqw lpsdfw rq
lq dwlrq,1
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Figure 1: Efficiency frontier and performance point
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Figure 2: Derivation of the Optimal Variances
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Figure 3.a: Macroeconomic Performance Loss 
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Figure 3.b: Macroeconomic Performance Loss 
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Table 1: Performance, Efficiency and Monetary Policy Framework 

(Correlation coefficients) 
 

 
Average 
Inflation 
(95-99) 

Macro 
Perfor. 
(90-97) 

Policy 
Ineff. 

(90-97) 
    

Independence 
 

-0.129 
(0.17) 

-0.276 
(0.29) 

-0.346 
(0.20) 

    

Accountability 
 

-0.093 
(0.48) 

0.077 
(0.75) 

0.134 
(0.52) 

    

Transparency 
 

-0.349 
(0.04) 

-0.075 
(0.61) 

-0.106 
(0.50) 

    

Credibility 
 

-0.571 
(0.00) 

-0.896 
(0.00) 

-0.844 
(0.00) 

    

 

Note: Better macro performance and more efficient policy are identified with values closer to zero, while  
higher independence, accountability, transparency and credibility are identified with higher values. The  
heteroskedasticy-corrected p-values are in parenthesis. 
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49Lw lv lpsruwdqw wr qrwh wkdw wkh uhvxowv duh qrw grplqdwhg e| wkh idfw wkdw iru vrph frxqwulhv fuhglelolw|
lv }hur1 Wklv lv sduwlfxoduo| wuxh ri wkh shuirupdqfh dqg h!flhqf| uhjuhvvlrqv/ zkhuh qhduo| doo frxqwulhv
kdyh qrq0}hur ydoxhv ri wkh yduldeoh LF1

4:Wkh uhvxow lv hyhq vkdushu zkhq zh xvh wkh gdwd rq dyhudjh lq dwlrq iru wkh shulrg 4<<3=L04<<7=LY wr
frqvwuxfw wkh lqgh{ ri fuhglelolw|1 Xqghu wkhvh flufxpvwdqfhv/ erwk wkh U5 dqg wkh frh!flhqwv dvvrfldwhg
zlwk fuhglelolw| ulvh/ jlylqj ixuwkhu vxssruw wr wkh dujxphqw wkdw frxqwulhv zlwk kljk sdvw lq dwlrq h{klelw
d srru shuirupdqfh uhjdugohvv ri wkhlu iudphzrun1

4;Wkh idfw wkdw rxu shuirupdqfh dqg h!flhqf| phdvxuhv duh edvhg rq wkh zhljkwhg dyhudjh ri lq dwlrq
dqg rxwsxw yduldelow|/ dqg wkdw fuhglelolw| lv edvhg rq wkh dyhudjh ohyho ri lq dwlrq/ eulqjv xs wkh srvvlelolw|
wkdw zh duh uhfryhulqj wkh zhoo0nqrzq frqwhpsrudqhrxv uhodwlrqvkls ehwzhhq wkh ohyho dqg yduldelolw| ri
lq dwlrq1 Wklv zrxog eh wuxh li zhljkw � lq wkh orvv htxdwlrq +4, zhuh forvh wr rqh1 Zh qrwh erwk wkdw rxu
phdvxuh ri lq dwlrq lv iru wkh suhylrxv �yh |hduv/ dqg vr zh �qg wkdw kljk lq dwlrq phdqv srru shuirupdqfh
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dqg h!flhqf|1

4<zhuh dvvrfldwhg zlwk wkh furvv0frxqwu| gl�huhqfhv lq wkh vdful�fh udwlr +zklfk zh dssur{lpdwh xvlqj wkh
hvwlpdwhg h!flhqf| iurqwlhu iru 56 frxqwulhv,/ exw idlohg wr �qg dq| vljql�fdqw uhodwlrqvkls1
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Table 2: Performance, Efficiency and Monetary Policy Framework 
(Regression results) 

 

 Average Inflation 
(95-99) 

Macro Perfor. 
(90-97) 

Policy Ineff. 
(90-97) 

       

Intercept 
 

0.289 
(0.00) 

0.222 
(0.01) 

1.206 
(0.00) 

0.970 
(0.00) 

0.994 
(0.00) 

0.828 
(0.00) 

       

Independence 
 

0.003 
(0.97) 

0.026 
(0.74) 

-0.235 
(0.57) 

0.994 
(0.28) 

-0.392 
(0.27) 

0.036 
(0.82) 

       

Accountability 
 

-0.062 
(0.28) 

-0.030 
(0.60) 

-0.067 
(0.51) 

0.001 
(0.99) 

-0.011 
(0.92) 

-0.923 
(0.21) 

       

Transparency 
 

-0.108 
(0.23) 

-0.217 
(0.05) 

-0.167 
(0.31) 

0.126 
(0.71) 

-0.129 
(0.38) 

0.075 
(0.78) 

       

Credibility 
 

-0.172 
(0.00) 

 -0.852 
(0.00) 

 -0.596 
(0.00) 

 

       

R2 

No. of obs. 
0.364 

60 
0.121 

60 
0.822 

21 
0.069 

21 
0.753 

21 
0.117 

21 
 

Note: Better macro performance and more efficient policy are identified with values closer to zero, while higher 
independence, accountability, transparency and credibility are identified with higher values. The heteroskedasticy-
corrected p-values are in parenthesis. 
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Table A.1: Macroeconomic Performance and 

Monetary Policy Inefficiency  
 

Country 
Macro 
Perfor. 
(90-97) 

Policy  
Ineff. 

(90-97) 

Netherlands 0.0138 0.0012 
Belgium 0.0217 0.0153 
Denmark 0.0235 0.0222 
New Zeal. 0.0237 0.0039 
Ireland 0.0260 0.0101 
France 0.0274 0.0072 
USA 0.0335 0.0231 
Canada 0.0417 0.0216 
Australia 0.0556 0.0196 
Switzerland 0.0610 0.0496 
Germany 0.0668 0.0381 
Japan 0.0740 0.0457 
Spain 0.1080 0.0501 
Austria 0.1126 0.0446 
Korea 0.1364 0.0357 
Italy 0.1595 0.0573 
UK 0.1770 0.1253 
Finland 0.2187 0.0298 
Sweden 0.2612 0.0813 
Portugal 0.3207 0.1316 
Chile 0.7503 0.3612 
Mexico 1.0269 0.8009 
Israel 1.0731 0.8481 
Average 0.2093 0.1227 

 

Note: Better macro performance and more efficient policy are identified with values  
closer to zero 
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Table A.2: Average Inflation and Policy Framework Variables 

 

Country 
Average 
Inflation 

(%) (95-99) 

Index of 
Indepen. 

Index of 
Account. 

Index of 
Transp. 

Index of 
Credib. 

Argentina 0.77 0.79 1.00 0.53 0.00 
Australia 1.97 0.73 0.83 0.78 0.68 
Austria 1.38 0.68 0.67 0.27 0.99 
Bahamas 1.32 0.39 1.00 0.50 0.83 
Bahrain 1.08 0.54 0.75 0.18 1.00 
Barbados 2.46 0.24 0.92 0.73 0.89 
Belgium 1.45 0.77 0.33 0.68 0.98 
Belize 1.66 0.43 0.42 0.48 0.97 
Canada 1.61 0.91 1.00 0.79 0.87 
Chile 6.04 0.93 0.17 0.83 0.00 
China, P.R. 5.20 0.68 1.00 0.63 0.28 
Croatia 4.53 0.79 0.83 0.42 0.00 
Cyprus 2.62 0.77 0.58 0.48 0.93 
Denmark 2.15 0.88 0.75 n.a. 0.87 
East. Carib. 2.17 0.49 0.92 0.48 0.98 
Ecuador 33.14 0.93 0.75 0.59 0.00 
Egypt 7.09 0.53 0.83 0.47 0.06 
Fiji 3.26 0.73 0.17 0.64 0.78 
Finland 1.07 0.91 0.92 0.74 0.84 
France 1.24 0.90 0.83 0.53 0.91 
Germany 1.31 0.96 0.17 0.70 1.00 
Ghana 32.44 0.60 0.58 0.36 0.00 
Greece 6.02 0.86 0.33 0.36 0.16 
Hungary 18.85 0.86 0.83 0.49 0.51 
Iceland 2.13 0.59 0.92 0.65 0.00 
India 8.89 0.83 0.67 0.75 0.68 
Indonesia 21.03 0.66 0.83 0.83 0.73 
Ireland 1.95 0.87 0.83 0.78 0.90 
Israel 8.22 0.66 1.00 0.68 0.00 
Italy 2.97 0.88 0.58 0.81 0.77 
Jamaica 14.19 0.39 0.42 0.65 0.33 
Japan 0.41 0.93 n.a. 0.89 1.00 
Jordan 3.39 0.74 0.75 0.60 0.72 
Kenya 6.06 0.66 0.67 0.52 0.56 
Korea 4.42 0.73 0.83 0.88 0.88 
Kuwait 2.01 0.63 0.67 0.38 1.00 
Malaysia 3.92 0.75 0.67 0.71 1.00 
Malta 2.82 0.83 0.83 0.67 1.00 
Mauritius 6.63 0.70 0.33 0.20 0.77 
Mexico 24.67 0.82 0.92 0.69 0.00 
Namibia 8.33 0.50 0.33 0.56 0.36 
Netherlands 2.06 0.91 0.83 0.79 1.00 
New Zeal. 1.68 0.89 1.00 0.92 0.48 
Nigeria 26.08 0.42 0.92 0.37 0.00 

%B



 
Table A.2: Average Inflation and Policy Framework Variables 

(continued) 

 

Country 
Average 
Inflation 

(%) (95-99) 

Index of 
Indepen. 

Index of 
Account. 

Index of 
Transp. 

Index of 
Credib. 

Norway 2.18 0.57 0.50 0.89 0.75 
Peru 8.41 0.89 0.92 0.38 0.00 
Poland 16.47 0.86 0.58 0.69 0.00 
Portugal 2.90 0.85 0.83 0.78 0.41 
S. Africa 7.34 0.85 0.75 0.70 0.24 
S. Leone 27.53 0.62 0.83 0.47 0.00 
Singapore 0.97 0.90 0.25 n.a. 1.00 
Spain 2.87 0.80 0.83 0.59 0.73 
Sri Lanka 9.49 0.54 0.58 0.48 0.64 
Sweden 0.77 0.97 0.83 0.95 0.80 
Switzerland 0.80 0.90 0.17 0.86 1.00 
Tanzania 17.12 0.60 0.92 0.51 0.00 
Thailand 5.11 0.82 0.50 0.67 0.93 
Tonga 2.86 0.52 0.00 0.30 0.46 
Turkey 81.60 0.70 0.42 0.24 0.00 
UK 2.79 0.77 1.00 0.94 0.82 
Uruguay 21.54 0.70 0.83 0.04 0.00 
USA 2.36 0.92 0.83 0.95 0.91 
Zambia 35.17 0.66 0.17 0.57 0.00 
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