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Abstract 

The ever-growing trends of globalization and open capital markets have changed world 

economics and the cooperation of monetary and political institutions. Since the breakdown of 

the Bretton-Woods system, defending the home currency has no longer been the main target for 

central banks. While flexible exchange rate regimes started dominating the area of economics, 

the role of the central banks changed simultaneously. Central banks nowadays focus on price 

stabilization, which has led to the targeting of low and stable inflation rates. Simultaneously, 

these new policies have increased the need for independence for central banks, in order for them 

to pursue their new policies. This paper analyzes whether central bank independence has an 

effect on inflation. The test is applied on 31 OECD-countries, over the time-span of 1998-2010. 

By the use of both fixed and random effects regression, higher central bank independence 

appears to have negative effect on inflation. 
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1. Introduction 

The purpose of this paper is to examine central bank independence (henceforth CBI) and its 

effects on inflation for OECD-countries. This paper aims to provide useful and relevant 

guidelines for countries who are, to some degree, economically developed but may suffer from 

abnormally high inflation rates and extreme periodic instability. However, one should keep in 

mind that the subject of CBI is a rather complicated one, as it can’t be observed directly and 

measured in a straightforward way. Since CBI can only be observed and interpreted merely by 

written laws in the respective country, other unobservable factors that could possibly affect the 

actual autonomy of the central bank may be omitted. This issue is mentioned frequently 

throughout this paper.  

In this section, the discussion concerning central banks will be introduced, with regards to the 

past and current states of the economy. The discussion further emphasizes the relevance of some 

past events and the implications these have had on the subject of monetary policy.  

To begin with, the current trends of increased globalization and open capital markets have put 

the role and focus of the central banks up for question. Polillo & Guillén (2005) thoroughly 

analyzes the continually growing globalization as countries are increasingly putting more 

weight on international trade, and the consequences are still rather unclear. However, the 

analysis shows that political institutions, and central banks particularly, are subject to the 

transformation which globalization certainly appears to bring. This new economic paradigm 

has put the role and function of central banks up for questioning regarding their policies and 

targets. Additionally, Bernanke & Mishkin (1997) thoroughly discusses the growing trend of 

inflation targeting as a new monetary policy strategy for central banks. Here, they also stress 

the importance of transparency, accountability and increased communication regarding the 

objectives of the central bank. The inflation targeting policies also raised the question of 

whether the central banks were properly equipped to pursue their new policies. Here, Bernanke 

and Mishkin stresses the importance of CBI.  

Firstly, since the breakdown of the Bretton-woods system, the ever-growing transitions from 

fixed to flexible exchange rate regimes have had a significant impact on central banks. Their 

main target was no longer focusing on stabilizing the domestic currency. Instead, the primary 

goal was prize stabilization (Bernanke & Mishkin (1997), Obstfeld & Rogoff (1995)), and ever 

since the inflation targeting policies began to dominate the area of central banking worldwide. 

A prime example for further illustrating the shift of monetary policies and its targets is Sweden 



2 
 

during the autumn of 1992. The Swedish central bank (Riksbank) was still committed to 

keeping the exchange rate fixed, which led to the infamous case of 1992, where the Riksbank 

raised interest rates to 500% in one day for the purpose of defending the Swedish krona. 

However, this was a failed attempt and the Riksbank later implemented a flexible exchange 

rate. In 1999, Sweden passed a new law, giving the Riksbank more independence along with 

their new main task of focusing on price stability and keeping inflation at 2%. 

Secondly, the recent financial crisis in 2008 gave the world economy enough incentive to 

reconsider how monetary policies were being managed, and what their functions in the 

economy should consist of. It seems to be widely accepted by economists that central banks 

should, to some degree, be run independently from political influences (Klomp & De Haan 

(2009), Obstfeld & Rogoff (1995), Cukierman (2008)) during times when the economy is 

functioning normally and there are no apparent crises. However, whether the central bank 

should have the same degree of autonomy during financial instability and crises is not as easily 

agreed upon. Berger & Kißmer (2013) briefly discusses one aspect of this issue. His paper 

examines how central banks should respond to financial shocks, for example during booming 

asset prices, and how their reactions could differ from one another depending on how 

independently the central bank is allowed to act. Berger & Kißmer (2013) makes the argument 

that during financial instability there should be an exception to the independence of central 

banks, and the government should be allowed to cooperate with the central bank within a frame 

of rules, which have been decided upon beforehand.  

Ultimately, the discussion regarding CBI gives room for a range of different questions. In 2010, 

Bernanke held a speech at the Institute for Monetary and Economic Studies International 

Conference in Tokyo, Japan (Bernanke 2010). Here, he makes several notions concerning the 

state of central banking, with special remarks to the aftermath of the financial crisis in 2008. 

Bernanke mentions that while there is obvious need for further regulatory mechanisms in the 

banking system, he adds to this the importance of keeping a central bank independent from 

short-term political pressures. However, to maintain a stable and functioning independent 

central bank, the need for transparency and accountability is vastly increased.  

The majority of the papers mentioned in this section finds it crucial that central banks should 

be allowed to run independently for the purpose of targeting the optimal inflation rate, that is, 

a low and stable inflation. Whether countries with high CBI actually experiences lower inflation 

is the question studied in this paper. The empirical model presented later in this paper will test 

how the dependent variable Inflation is affected by the independent variables CBI, GDP-
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growth, and unemployment. This is done for 31 OECD-countries, over 13 years (1998-2010), 

for which the relevant data and descriptive statistics will be presented before introducing the 

empirical model. The model uses both a fixed and random effects regression.1 

 

2. Literature review 

2.1. Attempts to measure CBI 

Since CBI is something which cannot be directly observed and quantified, the need for previous 

studies is immensely increased. This is the central difficulty of studies like this; finding an 

appropriate way for measuring the level of CBI for different countries. This section will shed 

some light on this issue, and by the help of previous studies provide clarification on the subject 

of CBI. There have been several attempts of constructing a proper CBI-index, these are 

mentioned in the following parts of this section. Additionally, the results of previous papers 

will briefly be mentioned, for the purpose of getting an understanding regarding the effects of 

CBI. 

Cukierman, Web, and Neyapti (1992) (Henceforth CWN) finds a negative relationship between 

inflation and CBI. This paper lays some important groundwork regarding the construction of a 

CBI index. The study mentions the flaws of constructing an index merely by studying the laws 

of central banks in their respective countries, as some are incomplete and the actual relation 

between political authorities and their central bank is usually based upon a non-written 

cooperation which derives from either “tradition at best and by power politics at worst” as the 

authors put it. The paper also divides the set of countries into two groups, industrial and 

developing countries. They also try removing some countries with abnormally high inflation 

rates or other periodical deviations, which expectedly resulted in improved results. Their CBI-

index ranges from a scale of 0-1, where 1 implies complete independence for the central bank 

from political authorities. In section 4, the process concerning the construction of the CWN 

CBI-index is explained.  

Another study worth mentioning is Alesina & Summers (1993). They compare CBI with 

different macroeconomic variables such as inflation, GNP growth, average unemployment, and 

real interest rate levels. The CBI-index that they construct is taken from the papers by Bade & 

Parkin (1982) (Unpublished, the authors did however publish a new paper in 1988 with 

                                                           
1 See section 5 for further explanation regarding the choices of the statistical tests. 
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measures of CBI, Bade & Parkin (1988)) and Grilli, Masciandaro, Tabellini et. al (1991). 

Alesina & Summers (1993) sums the indices provided by these papers and then uses the average 

of these to construct a new CBI-index which they use in their own model. As mentioned, their 

model attempts to explain the relation between CBI and macroeconomic variables, using 

relatively simple statistical models. They find some correlations, for example; they compared 

the average CBI-levels and inflation levels, and got a strong negative relationship, meaning 

higher levels of CBI was related with lower inflation levels. Their conclusion however is that 

CBI has no real measurable impact on macroeconomic performance, since there are still a vast 

number of areas to study more comprehensively related to both macroeconomic performance, 

and the implications and effect of monetary policy on the economy. The CBI-index constructed 

by the authors consists of a scale from 1-4, 4 being the highest level of independence.  

Crowe & Meade (2008) constructed an extended index of CBI, using the same process as CWN 

and found that CBI has increased in most countries, confirming the general trend of increased 

independence for central banks. This growing trend of increasingly independent central banks 

naturally raises the concern of accountability, especially during financial instability. Here, the 

importance of transparency becomes apparent. Dincer & Eichengreen (2014) updated their 

original paper from 2007, with new measures of CBI for over 80 countries and CBT for 120 

countries. Dincer & Eichengreen (2014) also uses the CWN method when constructing their 

CBI-index.  

While this paper focuses on the effects of CBI on inflation, it is highly important to keep in 

mind the significance of central bank transparency (CBT), as mentioned in the beginning of 

this paper. The need for CBT is mentioned by several papers studying the same subject 

(Bernanke & Mishkin (1997), Dincer & Eichengreen (2014), Weber (2018), to name a few).  

 

3. Theoretical framework 

3.1. Determinants of inflation 

3.1.1. The 3-equation model (IS-PC-MR) 

The main theoretical framework used in this paper is the IS-PC-MR model, also called the 3-

equation model. Although the model is often represented with 3 graphs, this paper only includes 

the two relevant graphs2, which are illustrated below in figure 1 and 2.  

                                                           
2 The third graph which is left out contains the labor market. 
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Figure 1, Monetary rule and Philips curves (MR-PC) 

 

Figure 2, illustrating the IS-curve and how interest rates are chosen 

 

Here, IS (investments-savings) illustrates the goods market, PC represents the upwards sloping 

Philips curve, and lastly MR (Monetary rule) represents the rule which the central bank follows. 

The IS relation simply shows how the real interest rate is chosen (r) from a temporary increase 

in output, for example increased government spending.  

The PC-MR relation has inflation (π) on the vertical axis and output (y) on the horizontal axis. 

Included in this model is the long-term vertical Philips curve (VPC) which represents the long-

term inflation target for the central bank (where MR and VPC intersects). If the inflation target 

is 2% (𝜋𝑇 = 2%), the MR-curve then crosses the upwards sloping PC-curve for 2% inflation 

(𝑃𝐶1) at VPC. By studying the 3-equation model, one can illustrate how different shocks to the 

economy affects inflation, interest rates, and output levels, as seen from the figures above. 

Additionally, a third relation could also be included, where the labor market is illustrated. There, 

it would be possible to observe how real wages and employment levels are affected, however 

this is not included in this paper since it deals primarily with wage and price setting theories, 

which are not relevant to this paper. (Carlin & Soskice, 2006, p. 82-94) 

An example is perhaps suitable here in order to understand the model more intuitively. Suppose 

the government decides to temporarily increase its expenditures, so that the output in the 
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economy is above the equilibrium level (𝐼𝑆1), see figure 2. Now, continue by observing figure 

1; During the same time-period, say year 𝑡 − 1, inflation is still at 2% (𝑃𝐶1), although no longer 

in the equilibrium level of output (𝑦1). Now, during year 𝑡, inflation expectations has risen since 

people realized inflation is no longer at 2% (lagged inflation), hence a new PC-curve is created, 

for 4% inflation at the equilibrium level (𝑃𝐶2). Output level is back to equilibrium (𝑦𝑒), but the 

inflation rate is above the inflation target of 2%. Here, the slope of the MR-curve decides how 

strictly the central bank will act in order to guide the economy back to 2% (observe how output 

shifts to 𝑦2 when applying contractionary monetary policy, i.e. raising the interest rate). Now, 

one should observe figure 2, since it illustrates the interest rate chosen by the central bank. A 

flatter MR-curve would shift the intersection of MR and 𝑃𝐶2 and thereby causing a higher 

interest rate and larger deviation from the output equilibrium. A more inflation averse central 

bank is represented by a flatter MR-curve, which implies less concern for the consequences of 

low output (high unemployment), and more concern/focus for the inflation rate (trying to reach 

inflation target as quickly as possible).3  

The relevant aspect of the 3-equation model with regards to the topic of this paper, is the MR-

curve. Specifically, it is the slope of the MR-curve, which shows how inflation-averse a central 

bank is in its monetary policies. A flatter MR-curve would indicate a more inflation-averse 

central bank, and a horizontal MR-curve would therefore mean the central bank accepts no 

deviations from their inflation target.  

To understand the importance and relevance of the MR-curve with regards to this paper, one 

should consider the implications for a country where the political authorities has complete 

control over the central bank. During election years, it would be convenient to pursue an 

expansionary monetary policy even if it was not considered the optimal choice for the economy 

in the long term, thereby sacrificing the long-term well-being of the country in order to obtain 

short-term gains/advantages. The monetary policies, which the central bank must follow, 

determines the slope of the MR-curve (hence, Monetary Rule), which is why the degree to 

which a central bank is independent is highly relevant when examining the monetary policies a 

country pursues. The point being made here is that the possibility for political authorities to 

interfere with monetary policies (MR-curve) arises if CBI is low. The incentives for the political 

                                                           
3 Keep in mind that the explanation of the 3-equation model here is very brief and several details and processes 
have deliberately been left out for the purpose of saving space and not losing focus of the main subject of this 
paper. 
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authorities to interfere with monetary policy, and the consequences of this, is discussed 

thoroughly later in this section (part 3.2. and 3.3.).  

3.1.2. Aggregate demand and supply (AD-AS) 

A simple way to show how domestic price levels (inflation) are determined, is by illustrating 

how aggregate demand (AD) and aggregate supply (AS) in a country affects the inflation rate. 

This relation will be illustrated very briefly as the previous 3-equation model is the main 

theoretical framework this paper uses. The AD-AS model is presented in one figure, figure 1 

below. Notice that domestic price levels (P) are on the vertical axis, and total output (y) is one 

the horizontal axis.  

Figure 1 

 

From this model, it is apparent that an increase in government spending or household 

consumption rate, would shift AD-curve upwards, implying an increase in output. Here, the 

focus is merely on AD, AS would shift depending on how the labor market was defined. 

However, the country would in either case experience a price increase if, for example, 

government spending has increased. (Carlin & Soskice, 2006, p. 28-59) 

3.2. Theory on monetary policy and political business cycles 

While there seems to be a plethora of empirical studies regarding central banking and its 

different effects on the economy, the range of actual theoretical support is rather small. 

Nordhaus (1975) lays some of the most important and influential work on political business 

cycles. In his paper, he provides a range of models mainly describing the exploitation of the 

trade-off between inflation and unemployment, among other things. The central focus however 

is how the political bias affects the choices the different political parties are faced with. The 

paper then tries to come up with different “remedies” to these issues. One of these remedies 

addresses the subject of central banking, and whether the decision-making authority regarding 

economic policies should be delegated mainly to the central bank, which in this case is 

considered as an unbiased authority.  
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Alesina (1988) further contributes to the rather thin variety of theoretical papers on this subject. 

He examines more thoroughly the effect of CBI on inflation and government budget deficits, 

however this is only examined for three countries (Germany, United States, and the United 

Kingdom) for certain selected periods, with regards to the governing political party at the time. 

These time-spans were carefully selected in order to resemble a somewhat similar governing 

regime for the chosen countries. The table below is directly extracted from the original paper 

by Alesina (1988), and it shows how higher CBI is related to lower inflation rates and variance. 

Here, they use Bade & Parkin (1982) (unpublished) index for CBI.  

Table 1, Mean inflation, inflation difference, and CBI for three countries.  

 

Although the sample merely consists of three countries, it is perhaps the most significant 

example regarding the subject of CBI and economic stability. One important aspect to be 

observed here is the depth of analysis required to obtain a significant result. For example, by 

solely observing inflation levels without any consideration for periodical instability, political 

reign, and fluctuations in the economy, the results might be misleading.  

Ever since Nordhaus (1975) and Alesina (1988), there has been few papers which have 

contributed to the subject of central banking and how monetary policy should and/or could be 

managed. Instead, there has been a surge of empirical studies comparing various 

macroeconomic variables with CBI levels, which are still based upon indices originally 

constructed by CWN or Bade & Parkin (1988). The various inadequacies of such analyses are 

 

Country 

Political orientation/political party 

Time-period 

Mean inflation 

Difference 

(a)-(b) 

Bade-Parkin’s 

Index of 

Independence 

 

Germany 

Social Democrats 

(1975-1982) 

4.3 

Christian Democrats 

(1983-1985) 

2.5 

 

1.8 

 

4 

 

 

United Kingdom 

Labourists 

(1975-1979) 

16.3 

Conservatives 

(1980-1985) 

9.0 

 

7.3 

 

2 

 

United States 

Carter  

(1977-1980) 

8.0 

Reagan  

(1981-1985) 

5.4 

 

2.6 

 

3 
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often mentioned, however no real change of CBI-measurement methods have been developed. 

Crowe & Meade (2008) and Dincer & Eichengreen (2014) for example contributed indices for 

CBI for a considerably large amount of countries, however these are also constructed by the 

use of CWN CBI-index.  

3.3. Benefits of inflation 

While the previous section gives some explanation regarding the exploitation of trade-off 

between inflation and unemployment during certain political business cycles, this section will 

provide some theoretical support as to why political authorities might exploit the short-term 

advantages of raising inflation.  

The paper by Barro & Gordon (1983) analyzes the benefits of inflation surprises4 (deviations 

from expected inflation by the households). This section will provide some insight on these 

benefits;  

First, by raising inflation and increasing economic activity in the country, output will increase 

and unemployment decrease. However, this state is not the equilibrium since inflation is higher 

than the inflation target. This further implies that the unemployment rate is lower than natural 

rate5. These effects can also be observed in the 3-equatiton model explained previously in this 

paper. 

Second, asides from temporarily lower unemployment and higher output, inflation surprises 

have a positive effect on government revenues. Inflation surprise is expressed as inflation at 

time 𝑡 minus expected inflation at time 𝑡 (expectations are based on inflation for the previous 

year); 

𝜋𝑡 − 𝜋𝑡
𝑒 > 0 

Now, consider people holding government bonds (B) at time t-1. To express the bonds real 

value, the nominal value of the bond is divided with the domestic price level (P) at time t-1; 

𝐵𝑡−1
𝑃𝑡−1

 

By creating surprise inflation (P increases), the bonds will depreciate in value in the next time-

period. This means that the issuer of the bond (the government in this case) can reduce its debt 

                                                           
4 Barro & Gordon uses the term inflation surprise, which perhaps is more commonly known as unexpected 
inflation, or inflation shocks.  
5 NAIRU (non-accelerating inflation rate of unemployment) 
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by creating surprise inflation. Consider a deviation of 1% (𝜋𝑡 − 𝜋𝑡
𝑒 = 1%), this implies that 

prices have risen 1% more than expected (𝑃𝑡 − 𝑃𝑡−1 = 1%), lowering the real value of the bond 

by 1%. A 1% decrease of government debt is thereby created by inflation rising more than the 

expected rate.  

3.4. Expected results 

With regards to the 3-equation model explained earlier in this section, some estimations can be 

made. The three independent variables in the empirical model presented later are GDP-growth, 

Unemployment and CBI, with CBI being the main focus of this paper. Here, the aim is to 

explain the relationship of those three variables and the 3-equation model. 

3.4.1. GDP-growth and unemployment 

GDP-growth is illustrated by observing the direction along the horizontal axis (output, denoted 

as y), in all three graphs, although only two are illustrated in this paper6. An increase in output 

estimates an increase in inflation in the short-run firstly. The medium-run inflation level is 

dependent on the inflation target (which is decided by the monetary policies/rule). 

An increase in employment rates (decrease in unemployment) would indicate an increase in 

output/GDP (denoted as y)7. Since the model in this paper uses unemployment instead of 

employment, an increase in unemployment would simply imply (following the 3-equation 

model) a decrease in output. These relations are pretty straightforward, however some 

clarification might be needed when relating the variables to the 3-equation model. 

3.4.2. CBI 

CBI is indirectly represented by the MR-curve in the 3-equation model. This indirect 

relationship of the MR-curve and CBI is explained as follows; although the MR curve merely 

illustrates the policy which the central bank must follow to reach the inflation target, CBI is an 

essential part in how these policies came to be. Monetary policy and CBI is explained 

extensively in (Nordhaus (1975) and Alesina (1988), which have already been covered in 

section 3.2. It is still unclear what the effects of CBI are, since the main difficulty is measuring 

CBI, and how to apply it on different countries. As Cukierman, Web, and Neyapti (1992) also 

mentioned, the laws of the central bank are not always perfectly clear in defining their 

restrictions. Therefore, it is difficult to interpret how each country cooperates with its central 

                                                           
6 The reason for leaving out the third graph (Labor market) is explained in section 3.1.1. 
7 The magnitude of this effect is decided based on the strength of labor unions (for wage-setting purposes) and 
the competitiveness of the firms (for price-setting purposes). This however, will not be explained further in this 
paper, since the relevant aspect here is simply the positive effect on output, however big it may be.    
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bank in setting the monetary policies and rules. Nevertheless, the MR-curve represents the rule 

which the central bank follows.  

Although it is clearly difficult to estimate the effect of CBI, the previous studies mentioned 

(Nordhaus (1975) and Alesina (1988)) stress the importance of independently run central banks 

for inflation targeting countries. Nordhaus (1975) specifically stresses the importance of 

appointing an inflation-averse CEO for the central bank, for the purpose of insulating the central 

bank from political pressures and inflation biases. On that ground, the results from countries 

with high levels of CBI are expected to have lower levels of inflation, and vice versa. 

4. Data 

4.1. Panel data 

All the data which has been used in this paper, excluding CBI, have been collected directly 

from the OECD and The World bank database. The data-set contains 31 of the 35 countries 

within the OECD, covering the time-frame of 1998-2010. Since this includes both cross-

sectional and time-series analysis, the data has the characteristics of panel data. Table A in 

Appendix shows the CBI levels for all countries included.8 To begin with, some descriptive 

statistics and outliners are presented in table 2 and 3 below. 

 

 

 

Table 2, Descriptive statistics 

 

Table 3, Outliners in the data-set 

Variable Estonia Ireland Latvia Turkey 

Inflation -14.23% (2009) 

21.11% (2007) 

-9.42% (2009) 

16.99% (2000) 

-22.68% (2009) 

32.10% (2007) 

0.44% (2009) 

81.11% (1998) 

                                                           
8 Inflation, GDP-growth, and unemployment are not included. As mentioned formerly, the data on these 
variables are collected from the databases of OECD and The World Bank, and can be accessed by anyone.  

Variable Mean 

value 

Standard 

deviation 

Minimum 

value 

Maximum 

value 

Observations 

Inflation 6.643022 7.96554 -22.68732 81.11096 403 

CBI 0.6027612 0.2398048 0.11 0.83 402 

GDP-growth 2.721657 3.387557 -14.7244 11.88939 403 

Unemployment 7.355235 3.527212 1.8 19.89 403 
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GDP-growth -14.72 (2009) 

10.56% (2000) 

-4.62% (2009) 

10.61% (1999) 

-14.40% (2009) 

11.88% (2006) 

-5.96 (2001) 

9.64% (2004) 

Unemployment 16.71% (2010) 13.85% (2010) 19.48% (2010) 12.55% (2009) 

 

Inflation appears to deviate significantly from the mean value for some countries. These 

outliners are primarily Turkey, Estonia and Latvia. The negative values (deflation) are all 

mainly from 2009 (-22.68% for Latvia, -14.23% for Estonia), in the aftermath of the financial 

crisis9. Additionally, Turkey has suffered from considerably high inflation rates for several 

years10 (1998-2004), ranging from 81.11% to 23.29% in 2004.  

 

GDP-growth is the nominal gross domestic product. Growth is defined as GDP-growth from 

the previous year (in percentage). The outliners here are again Estonia and Latvia, with the most 

extreme values in both increasing and decreasing growth rates. One possible explanation for 

this could be that the countries are more exposed to trade with other countries and are therefore 

dependent on the demand from the outer world. Trade (the sum of imports and exports) as 

percentage of total GDP in 2008 was 137.523% for Estonia and 92% for Latvia the same year11.  

 

Unemployment rate consists of the number of unemployed people as a percentage of the total 

labor force. The labor force includes all working and work-seeking (unemployed) people. 

 

CBI ranges from a scale of 0 to 1, where 1 is the highest degree of independence. Further 

discussion regarding the CBI scores and some notable observations worth mentioning will be 

discussed in the next section (4.2.).  

 

4.2. CBI 

The data-set for CBI for OECD-countries in this paper are extracted directly from Dincer & 

Eichengreen (2014), where the authors have updated their data-set from their original paper 

(Dincer & Eichengreen 2007). For CBI, they have adopted the method originally presented by 

CWN. This method constructs a scale of 0-1, 1 being the highest level of independence. CWN 

                                                           
9 Here, one should consider whether the extreme values during global financial instability is originates from, or 
could at least partly be explained by lower CBI. However, both Latvia and Estonia had scored relatively high in 
their CBI-index during 2009 (0.83 and 0.79 respectively). 
10 Again, it is interesting to look at the corresponding CBI score the country had during those years. Turkey had 
scored relatively low in CBI during those years, going from 0.42, to 0.6 as their highest score.   
11 Source The World Bank 
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constructs the CBI-index by coding the legal aspects of central banks into four groups, 

consisting of 16 different variables in total. Shortly put, these four groups contain issues 

regarding the chief executive officer, how policies are formulated, the objectives of the central 

bank, and the regulations regarding how the central bank are allowed to lend money to the 

public sector. CWN puts different weights on these groups, adding to a total of 1. For further 

clarification regarding the construction of their CBI-index, see table B in Appendix.  

CWN also mentions that by coding the legal independence merely through written laws, are not 

enough to represent the actual level of independence experienced by the central bank, since 

most laws are considered incomplete. They discuss the challenge of recognizing how the central 

bank is actual being run, addressing the issue of CEO personalities and country-specific 

traditions which could have a significant impact on the actual independence of the central bank. 

CWN tries to resolve this issue by examining the turnover rates for central banks and creating 

questionnaires which random specialists working in various central banks could answer. 

However, these indicators did not contribute significantly in further explaining the actual/true 

CBI levels. 

4.2.1. CBI and the Eurosystem 

Since a set of countries in Europe have adopted the Euro as their domestic currency, the main 

governing monetary authority is the European Central Bank. The central banks of the countries 

which have adopted the euro, are included in the Eurosystem12. This implies that monetary 

policy cannot be implemented solely by a member of the Eurosystem. Therefore, in Dincer & 

Eichengreen (2014), the authors created a group named “Euro Area” which consists of the 

Eurosystem. The score given to “Euro Area” is thereby applied separately to the members of 

the Eurosystem when constructing the data-set used in this paper. 

 

5. Method 

This section begins by introducing relevant statistical tests and assumptions regarding the 

empirical model presented afterwards.  

                                                           
12 The countries included are: Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, 
Netherlands, Portugal, and Spain. 
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5.1. Hausman test 

Before testing the empirical model, the Hausman test was applied, for the purpose of 

determining whether to use a fixed effects or random effects model. The null hypothesis of the 

test is the random effects model, and the alternative hypothesis is the fixed effects model. The 

test gave a P-value of 0.0004, which strongly implies that the null hypothesis should be rejected. 

Therefore, the fixed effects model will be used13.  

5.2. Requisites for the OLS-estimator 

The OLS estimator observes the data and minimizes the sum of the squared deviations from the 

observed (independent) variables and the estimated regression line. By doing so, the effects of 

the variable coefficients are captured. Before applying the model however, it needs to be tested 

for correlation and heteroskedasticity. (Stock & Watson, p. 375, 2015) 

Heteroskedasticity means that the variation in the error-terms are not reliable, which could be 

illustrated by plotting the residuals of the errors and observing, for example, a cone-like shape 

in the distribution. To counteract this issue, the presented results will have applied robust 

standard errors, which can be computed in Stata. See table 5 for the full table of results. 

Regarding the correlation of the explanatory variables used in the model, a correlation matrix 

will also be provided. 

5.3. Empirical model 

5.3.1. Time and entity fixed effects 

The empirical model used in this paper, and the details are expressed below; 

𝜋𝑖𝑡 = 𝛽1𝐶𝐵𝐼𝑖𝑡 + 𝛽2𝐺𝐷𝑃𝑔𝑟𝑖𝑡 + 𝛽3𝑢𝑛𝑒𝑚𝑝𝑖𝑡 + 𝛼𝑖 + 𝜆𝑡 + 𝑢𝑖𝑡  

 

 

 

 

 

 

                                                           
13 However, the random effects model will still be used since variation within the variable CBI is very low, this is 
explained further in section 5.3.2. 
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Table 4, variables included in the empirical model 

Variable Abbreviation Explanation 

Inflation 𝜋 Inflation rate  

Central bank independence 𝐶𝐵𝐼 Central bank independence  

GDP-growth 𝐺𝐷𝑃𝑔𝑟 Annual nominal GDP-growth in % 

Unemployment 𝑢𝑛𝑒𝑚𝑝 Unemployment rate in % of total labor force 

Entity fixed effect 𝛼 The entity (country) fixed effect 

Time fixed effect 𝜆 The time fixed effect 

Error term 𝑢 Error term 

Entity (country) 𝑖 Observed entity, where 𝑖 = 1, 2…𝑛 and 𝑛 = 32 

Time-period 𝑡 The time at which the entity is being observed, where 𝑡 =

1998, 1999, 2000…𝑇 and 𝑇 = 2010 

 

The variable α captures the entity fixed effects which are constant over time. Graphically, this 

implies that each entity would have its own intercept. Fixed effects are used when there is reason 

to believe that the model has omitted variables and could therefore be biased. However, it is 

rather difficult to capture all variables, hence, fixed effects are being applied. Specifically, this 

model has the characteristics of entity fixed effects, meaning that each entity has an error term 

which only exists in the observed entity, and is constant over time but not the same for each 

individual entity. Entity here is each individual country. Therefore, there is no time-parameter 

attached to the entity fixed effect (𝛼𝑖), since it is constant over time, but unique to the observed 

entity. (Stock & Watson, p. 403-406, 2015) 

Further, the model also applies a time-fixed effects variable (𝜆𝑡), in order to control for certain 

effects from time-periods where, for example, financial instability affected most countries. 

Here, the financial crisis of 2008 is of special focus, where inflation rates decreased globally 

(see figure C in Appendix).  

5.3.2. Random effects model 

In addition to the fixed effects test, this paper will also include a random effects test. Although 

the Hausman test implied that fixed effects model could be used, when observing the data on 

CBI for all countries it appears that the level of CBI has a notably low variation within the 

countries (see table A in Appendix). For this purpose, a second test will be presented, using the 
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same data as presented later, but instead applying a random effects regression. The empirical 

model is then expressed as: 

𝜋𝑖𝑡 = 𝛽1𝐶𝐵𝐼𝑖𝑡 + 𝛽2𝐺𝐷𝑃𝑔𝑟𝑖𝑡 + 𝛽3𝑢𝑛𝑒𝑚𝑝𝑖𝑡 + 𝜆𝑡 + 𝑢𝑖𝑡 

Definitions for each variable are found earlier in this section, in table 4, although the entity 

fixed effects have been removed here. 

5.4. Deficiencies  

5.4.1. Additional explanatory variables 

As discussed in section 3.2., on the subject of CBI and politics, it is clear that some additional 

variables could have been included in the model. For example, a variable where the history of 

the cooperation between the central bank and political authorities is captured, where points 

would be given with regards to how much the cooperation deviates from what is written in law. 

Additionally, another variable capturing the incompleteness of central bank laws could be 

added, since this is a major issue, as is discussed by Cukierman, Web, and Neyapti (1992).  

Also, a variable where the political orientation is presented would be extremely significant, as 

it could possibly explain government spending, which would affect inflation (see figure 1 and 

2). It could, for example, tell whether a certain “score” is related to increased government 

spending. How this score would be distributed however is the main issue of creating a variable 

like this, as political orientation is not easily agreed upon universally.    

6. Results 

Here, the results will first be presented and explained, followed by a correlation matrix. Later 

some deficiencies with the variables and the possible solutions will also be presented. 
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Table 5, Results 

Estimated coefficients from Fixed (FE) and Random (RE) effects regression 

Dependent variable: Inflation 

Group selection: 32 out of 35 OECD countries 

Independent variable FE RE 

Estimated coefficient Estimated coefficient 

𝐺𝐷𝑃𝑔𝑟 0.6336964 

(0.3931031) 

0 .7171453* 

(0 .3720484) 

𝑢𝑛𝑒𝑚𝑝 -0.861725* 

(0 .4546295) 

-0.6564612* 

(0 .3394535) 

𝐶𝐵𝐼 -7.443969 

(12.21376) 

-2.576525 

(4.956989) 

𝑅2 0.1475 0.2035 

N (observations) = 402 

Note: Robust standard error within parenthesis 

Statistically significant at 1%=***, 5%=**, 10%=* 

 

Table 6, Correlation matrix 

 

The results presented in table 5 seems to be in line with expected results, presented in the 3-

equation model which was discussed in the section concerning the theoretical framework 

(section 3.1. and 3.4.). The correlation matrix shows that only inflation and GDP-growth have 

a relatively high correlation. 

6.1. GDP-growth 

GDP-growth appears to positively affect inflation, which is both intuitively expected but also 

by observing the 3-equation model which tells us that increased output increases inflation since 

the Philips curve (PC) is upwards sloping. Depending on the inflation target and inflation 

 CBI GDP-growth Unemployment Inflation 

CBI 1.0000    

GDP-growth -0.0479 1.0000   

Unemployment 0.1864 -0.1156 1.0000  

Inflation -0.0549 0.5216 -0.0711 1.0000 
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aversion of the central bank, an adjustment process will take place and guide the economy to 

medium run equilibrium.  

6.2. Unemployment 

Unemployment lowers inflation, which again is expected, intuitively and from the 3-equation 

model. As mentioned earlier in this paper though, the labor market is not presented here. 

However, by imagining an increase in aggregate demand and/or increased output (for example 

by increased governmental spending) the need for increased labor is apparent, as the economy 

needs to produce and supply more than before. 

6.3. CBI 

CBI has a negative effect on inflation, which is also somewhat expected. To begin with, the 

papers by Nordhaus (1975) and Alesina (1988) tells us that higher CBI would insulate the 

country from inflation biases caused by political business cycles (Nordhaus 1975) and the 

different agendas being pursued with regards to the reigning political party (Alesina 1988)14. 

Additionally, the paper by Barro & Gordon (1983) explains the benefits of creating inflation 

shocks (the term surprise inflation is used in their paper), and how higher inflation benefits the 

government revenues. Considering then, an inflation averse central bank, this would counteract 

the incentives that the government might have to increase inflation. Hence, higher CBI would 

protect the country even more against the possible inflation shocks and biases (higher inflation 

than what is optimal15). An increase in CBI should thereby, with regards to the papers 

mentioned here, also lower inflation. Note that CBI ranges from 0 to 1, it would therefore be 

more intuitive to imagine an increase by 0.1 in CBI. 

6.3.1. CBI and the empirical model 

When interpreting the effects of CBI on inflation, the negative relation is to some degree 

reasonable, considering the previous studies on the subject (Nordhaus (1975), Alesina (1988), 

Alesina & Summers (1993)). However, an additional observation tells us that increasing CBI 

                                                           
14 Some clarification to this statement: Alesina, as explained earlier, tries to illustrate how political parties differ 
in their political agendas when in power. He tries to observe whether left-wing parties tends to increase 
governmental spending more than right-wing parties. The point being made here is that higher CBI should 
lower the variance in inflation when different political parties are in power, no matter where they lie on the 
political spectrum.  
15 Optimal with regards to the recent inflation targeting policies which have come to dominate globally. This is 
explained in the first section of this paper. 
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would eventually lead to deflation, which the central banks should always try to prevent for the 

purpose of avoiding getting stuck in a deflation trap. (Carlin & Soskice, 2006, p. 137, 158-160) 

This however, is merely an econometrical issue, as a better setup for the way CBI is used in the 

model could resolve this. The issue lies in the linear property that CBI has in the model. Here, 

an attempt to resolve this issue will be made, which however will not be included in the original 

empirical model presented earlier.  

By simply using the inverse function of CBI, the shape of the CBI-curve could perhaps be more 

applicable to this paper. CBI is then defined as 
1

𝐶𝐵𝐼
 (or 𝐶𝐵𝐼−1) obtaining the geometrical 

property of a hyperbola. The estimated coefficient for this newly formulated CBI variable was 

marginally positive (0.0285368) and the original CBI variable coefficient was lowered but still 

negative (-2.623093). Although these results might seem interesting, the research for this new 

CBI variable is still too vague and incomplete, as it has not been studied enough to be included 

in the original empirical model16. 

7. Conclusions  

This paper started off by exemplifying how globalization has affected the institutions for 

countries around the world, which is thoroughly discussed in Polillo & Guillén (2005).  Then, 

the focus was narrowed down to the monetary authorities and how they had been affected by 

previous events, such as the breakdown of the Bretton-Woods system. These introductory 

examples had the purpose of explaining how the role of central banks has changed, going from 

fixed exchange rate regimes, where their main target was to defend the domestic currency, and 

to the present state where price stabilization/inflation targeting dominates the area of central 

banking and its policies.  

With regards to the inflation targeting policies, the question of independently run central banks 

grew larger. As mentioned in the introduction, shortly after the Swedish central bank 

(Riksbank) abandoned the fixed exchange regime in 1992, a new law was implemented in 1999. 

This law clarified the new goals for the central bank, which was mainly price stabilization. 

Notably though, with this new policy, the law also clearly stated that independence for the 

Riksbank should be increased, in order for them to pursue their new targets.  

                                                           
16 The reason for this is simply that the time-frame this paper must follow is not enough to further study this 
subject.   
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From this, two important aspects emerge; inflation (targeting) and central bank independence 

(CBI). The model presented in this paper attempts to explain how different levels of CBI are 

related to inflation rates. Additionally, GDP-growth and unemployment levels are included in 

order to further explain inflation. From the theoretical framework presented in this paper, the 

effect of GDP-growth and unemployment are clear, and these were also observed in the results. 

CBI was thought to have a stabilizing effect on inflation and provide low inflation rates. The 

expected results from CBI was therefore a small but negative effect on inflation, considering 

the mean inflation of the data-set used was 6.6%, which is higher than most countries strive for. 

The observed results confirmed the expectation, as the coefficient for CBI was negative. 

These results are in line with the estimations of Nordhaus (1975) and Alesina (1988), where 

they argue that higher CBI should result in lower inflation levels, since higher CBI is affiliated 

with less political influence. Additional studies have also observed that higher CBI often 

correlates with lower inflation, such as Alesina (1993), Crow & Meade (2008), Weber (2018), 

to name a few. The empirical depth applied in those studies varies considerably, however they 

often find the same negative relationship between CBI and inflation.  

7.1. Future studies 

7.1.1. Measuring CBI 

The central difficulty of this paper, and papers similar to this, is the measurement of CBI. 

Consider this paper, where the observed data (CBI) is completely dependent on the research of 

others. Although the method by CWN appears to be the most frequently used, still the 

uncertainty lies in how the data regarding the central banks are collected and interpreted by the 

authors.  

For example, the extensive data on CBI from Dincer & Eichengreen (2014) used in this paper 

is, to some degree, merely the authors interpretation of the information available on the central 

bank which is represented.17 Further, the different weights put on different aspects of the central 

bank (see Table B) also creates uncertainty, as countries differ in their traditions and cultures, 

which could be a contributing factor in explaining how the central bank actually works with 

other authorities in the country. Some things simply cannot be observed and quantified.  

                                                           
17 This is partly true, as some of the rules in the template can be answered either by “Yes” or “No” 
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7.1.2. Political reign  

Alesina (1988) attempt to apply a deeper analysis regarding political business cycles and 

inflation, while considering the role of independence for the central bank. Table 1 in section 

3.2. is the example provided in Alesinas original paper. The complexity in studies like Alesinas 

(1988) lies in the varying definitions of the political ideologies. Alesina tries to distinguish left 

from right-wing political ruling parties, to observe whether increasing inflation is related to 

where a party lies on the political spectrum. Then, he adds the level of CBI for the observed 

countries and tries to see whether higher CBI is related with lower inflation variance. The 

hypothesis is that higher CBI would insulate the central bank from political influences, such as 

raising inflation, even though it would not be the optimal choice. Nordhaus (1975) also 

discusses the importance of CBI with regards to the political business cycles, where pressure 

from political forces might occur, in order to gain short-term advantages.  

This being said, while studying CBI, one should consider the political condition which the 

country experiences. Additionally, asides from periodical political influences, special 

consideration should be taken with regards to the tradition and culture of the country, as these 

might have unobservable affects concerning the cooperation of monetary and political 

authorities. This concern is also mentioned by Cukierman, Web, and Neyapti, (1992), and has 

been mentioned repeatedly in this paper. 

7.1.3. Contribution 

The choice to merely study OECD-countries originated from the idea that if this paper has the 

aim of studying a subject like CBI, which is not easily observable and agreed upon by all parties 

involved, the focus should lie on already functioning economies. As the mere definition of 

OECD is Organization for Economic Co-operation and Development, implying that the 

included countries are to some degree economically developed, the choice to narrow down the 

study on OECD-countries seemed like the logical choice. This being said, the way the 

institutions of the countries involved acts differs significantly18, while still having a functioning 

economy.  

The contribution of this paper to the analyzed countries is to provide guidelines in how different 

fluctuations and instabilities for a specific country might be solved. Taking Turkey as the prime 

example, one might argue that their high levels of inflation rates were due to low central bank 

                                                           
18 By simply observing the different Inflation rates, and fluctuations in other macroeconomic variables, it is 
clear that the countries vary from one another.  
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independence, as they scored 0.4 in CBI during the years where inflation was the highest (see 

table 3 for outliners in the data-set, including Turkey among others). Consequently, one could 

also argue that the fluctuations in the macroeconomic variables (inflation, unemployment, etc.) 

is due to crises in the country itself (wars, natural disasters, etc.). However, even if those were 

the core reasons for instability, higher CBI could possibly lower the magnitude of those 

fluctuations. Here, the relevant observation is the volatility which the country suffers, as 

Nordhaus (1975) stresses, the CEO of a central bank should be inflation averse. If the central 

bank pursues lower inflation, and/or accepts little/no deviation from the inflation target, the risk 

for high inflation volatility is also to some degree eliminated. The degree to which this risk is 

eliminated then naturally depends on how independent the central bank is.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



23 
 

References 

 

Alesina, Alberto. "Macroeconomics and politics." NBER macroeconomics annual 3 (1988): 13-

52. 

Alesina, Alberto, and Lawrence H. Summers. "Central bank independence and macroeconomic 

performance: some comparative evidence." Journal of Money, Credit and Banking 25.2 (1993): 

151-162. 

Bade, Robin, and Michael Parkin. Central bank laws and monetary policy. London, ON: 

Department of Economics, University of Western Ontario, 1988. 

Barro, Robert J., and David B. Gordon. "Rules, discretion and reputation in a model of monetary 

policy." Journal of monetary economics 12.1 (1983): 101-121. 

Berger, Wolfram, and Friedrich Kißmer. "Central bank independence and financial stability: A 

tale of perfect harmony?" European Journal of Political Economy 31 (2013): 109-118. 

Bernanke, Ben S., and Frederic S. Mishkin. "Inflation targeting: a new framework for monetary 

policy?" Journal of Economic perspectives 11.2 (1997): 97-116. 

Bernanke, Ben S. "Central bank independence, transparency, and accountability." Speech at the 

Institute for Monetary and Economic Studies International Conference, Bank of Japan, Tokyo, 

Japan, May. Vol. 25. 2010. 

Carlin, Wendy & Soskice, David W. (2006). Macroeconomics: imperfections, institutions, and 

policies. Oxford: Oxford University Press 

Crowe, Christopher, and Ellen E. Meade. "Central bank independence and transparency: 

Evolution and effectiveness." European Journal of Political Economy 24.4 (2008): 763-777. 

Cukierman, Alex. "Central bank independence and monetary policymaking institutions—Past, 

present and future." European Journal of Political Economy 24.4 (2008): 722-736. 

Cukierman, Alex, Steven B. Web, and Bilin Neyapti. "Measuring the independence of central 

banks and its effect on policy outcomes." The world bank economic review 6.3 (1992): 353-

398. 



24 
 

Dincer, N. Nergiz, and Barry Eichengreen. Central bank transparency: where, why, and with 

what effects? No. w13003. National Bureau of Economic Research, 2007. 

Dincer, N. N., and B. Eichengreen. “Central Bank Transparency and Independence: Updates 

and New Measures,” International Journal of Central Banking, 10.1 (2014), 189–253. 

Grilli, Vittorio, Donato Masciandaro, and Guido Tabellini. "Political and monetary institutions 

and public financial policies in the industrial countries." Economic policy 6.13 (1991): 341-392. 

Klomp, Jeroen, and Jakob de Haan. "Central bank independence and financial 

instability." Journal of Financial Stability 5.4 (2009): 321-338. 

Nordhaus, William D. "The political business cycle." The review of economic studies 42.2 

(1975): 169-190. 

Obstfeld, Maurice, and Kenneth Rogoff. "The mirage of fixed exchange rates." Journal of 

Economic perspectives 9.4 (1995): 73-96. 

Polillo, Simone, and Mauro F. Guillén. "Globalization pressures and the state: The worldwide 

spread of central bank independence." American Journal of Sociology 110.6 (2005): 1764-

1802. 

Riksbank (1992) 1992 - Interest rate 500% – the krona floats. https://www.riksbank.se/en-

gb/about-the-riksbank/history/1900-1999/interest-rate-500--the-krona-floats/ 

Riksbank (1999) 1999 - New law gives the Riksbank more independence. 

https://www.riksbank.se/en-gb/about-the-riksbank/history/1900-1999/new-law-gives-the-

riksbank-more-independence/ 

Stock, James, H., Watson, Mark, W. (2015). Introduction to econometrics. 3rd edition, Harlow: 

Pearson Education Limited 

Weber, Christoph S. "Central bank transparency and inflation (volatility)–new 

evidence." International Economics and Economic Policy 15.1 (2018): 21-67. 

 

 

 

 

https://www.riksbank.se/en-gb/about-the-riksbank/history/1900-1999/interest-rate-500--the-krona-floats/
https://www.riksbank.se/en-gb/about-the-riksbank/history/1900-1999/interest-rate-500--the-krona-floats/
https://www.riksbank.se/en-gb/about-the-riksbank/history/1900-1999/new-law-gives-the-riksbank-more-independence/
https://www.riksbank.se/en-gb/about-the-riksbank/history/1900-1999/new-law-gives-the-riksbank-more-independence/


25 
 

Appendix 

 

Table A, CBI scores for all 31 countries included 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Country 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Australia 0.21 0.21 0.21 0.21 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.17

Austria 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Belgium 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Canada 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.43

Chile 0.66 0.66 0.66 0.66 0.66 0.66 0.66 0.66 0.66 0.69 0.69 0.69 0.69

Czech Republic 0.64 0.64 0.7 0.7 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.64

Estonia 0.63 0.63 0.63 0.63 0.63 0.75 0.75 0.75 0.79 0.79 0.79 0.79 0.79

Finland 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

France 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Germany 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Greece 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Hungary 0.47 0.52 0.52 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77

Iceland 0.17 0.17 0.17 0.68 0.68 0.68 0.68 0.68 0.68 0.68 0.68 0.69 0.69

Ireland 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Israel 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.29 0.52

Italy 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Japan 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35

Latvia - 0.8 0.8 0.82 0.83 0.83 0.83 0.83 0.83 0.83 0.83 0.83 0.83

Luxembourg 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Mexico 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63

Netherlands 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

New Zealand 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26 0.26

Norway 0.11 0.11 0.11 0.11 0.11 0.47 0.47 0.47 0.47 0.47 0.47 0.47 0.47

Poland 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.37

Portugal 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

South Korea 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32 0.32

Spain 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81 0.81

Sweden 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77 0.77

Turkey 0.42 0.42 0.42 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

United Kingdom 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.23 0.23

USA 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.18
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Table B, Template from Cukierman, Webb, and Neyapti (1992) for constructing CBI-

indices 

 

 

Figure C, global inflation (Source: The World Bank) 

 

 

 

 

 

 

 

 


