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Abhatract

The issue of implamenting an independent conteal bank has evolved 0 recent years. Many
yguments beligve that by bscommng mans independent, the central bank can (ransform into
tsrrgnger inshiution that mare efficlent and more capable AT its functions. Although the impartanc
\of cenlral bank independence has long been recognized in the acadenmic terafure, in His paricular
casp independenca canmat confnbule & signiticant impact (o macmecanamics parformance. Many
swaral hazars wore caused by lack of fransparency. therefore, increasing widespread fransparency|
lof capira! hank  hecome more impodance fecfor in prackiong central bank independence.
Transparency has become a8 new lfealurs of monelary profess in term of the docision making
racess. A central bank that is lransparent does & good job of commuicating Is infentions lo thy
ublic and tharshy raducing the public’s uncedainty abouf whal o is trying fo achieve. Thus, by
providing information fo the publicthe ceniral bank can control &nd forecast whot the public
\sxpecation (5. In ather side, the public can alse offer valuable feedback fo the monerary performance.
Inn this paper, we will give panel data in ardar ta show how mosh tha role of frensparency I ordar (o
sypport central bank pemomance. | compare this dala with macreeconanmic variaties and analyze By
lusing the cross-section method. Therefore, fhis paporr aim fo show us how impoiant the redafionshis
lhetween centrai bank and public in achieving goad macroecenomic perfonmance
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CHAPTER 1

INTRODUCTION

1.1 Background

Among the many factors causing or contributing to some banking erisis,
there are some problem areas that seem 1o be accepled as the major problems
facing the national economies in the region. Such as the weak of banking svstems,
unsustainable corporate debts in foreign currencies and another lactor that can
disturh lNnancial mechanism, Straightly 10 the center of issues related 1o these
problems is the absence ol a robust Deancial infrastmcture, mcluding the lack or
independence in central banking. This condition aceurs due (o high intervention
rom execulive board lead o central bank can™t fulfill its function and duty in
arder W response monelary criss,

A independent central bank is definitely an imporant issue for the well
functioning of banking svstems, and not just an article of faith that central hanks
should be independent in their role as monctary authorities. Independence of
central banking has been considered s parl of the requirement for improved
corporate povernance and transparcney in the conduct ol business of national
econamies that have increasingly integrated into a borderless economy. Beside
that. Central bank independent is a hase theory that using to overcome higher of
intlation rate and also to separate monetary system from political interest.

In both economic research and policy making, the issuc of central bank
independence has been widely investigated and discussed during the last decade,

Muore recent studies test the robustness of the statistical relationship between the




distribution of inflation, growth and CBE autonomy. These studies have uscd
different messures of avtonomy, different time and cross-country samples, and
additional determinants, Some explanations that are described by each researcher
alse supporl the results of their studies. To a large extent, the interest of that study
is mativaled by the success of the Deutsche Bundesbank {eentral bank of German)
in keeping the rate of inflation stable al a low level Tor several decades, Based on
that study, sugzests thal countries having an independent ceniral bank can achivve
low inflation rates because politicians cannaot so easily influence monetary policy,
This is good because politicians face a time inconsistency problem when they try
to implement their preferred policies and this leads to inferior outcomes. The
time-inconsistency problem can be mitigated by delepating monetary policy to an
independent central bank that is more conservative than the government in the
senze that it cares more about inflation.

A pgreat deal of emphasis has been placed on the necessity of an
independent central bank. The reason given for this necessity is that there is a
fundamental difference between povernments and central banks governments
pursue both political and cconomic objectives while central hanks penerally
pursue only economic objectives. For example, a povernment 15 responsible for
the national defense while a central bank is nol. If a central bank is not
independent of a politically metivated government and povernment inlervention is
allowed. the central bank cannot optimize economic social welfare. This
heterogencity in objectives between the government and the central bank makes

an independent cenlral bank necessary, Hence, the essential reason for the




CHAPTER ¥1
CONCLUSION AND RECOMMENDATION
6.1 Conclusion

One ol most significant trends in infernational politics and economics
during the last decades is the dramatic increase m CBL The vnderbying idea
behind this pelicy development is that CBl-reforms are believed 1o solve the lime
incensistency problem of monetary policy (Kydland and Prescot, 1977, Barro and
Gordon, 1983), and thereby contribute to Jower inflation rates. A number of
previous cmpirical sidies (Alesina, 1988, GMT. 1981, Cukierman., 1992,
Aldesing and Summers, 1993 have supported this hypothesis such as CBI have
negative relationship with inflation rate and no significant impact 0 economic
growth. Morcover, investigations about CBI develop 1o the factor that support
implementation of CBI such as transparency, accountability and credibility. So.
we can said that implementation of CBL have become main constderable for
policy maker in order lo improve its economic performance,

In this stwly, we analvze the impact of implementation of CBL on twa
macrocconamic variables, there are inflation rate and economic growth, We
utilize OLS method in order 1o exam the relationship between variable of CBI
index, dummy wvarzble and ansparency index to on indlation variable and
seonomic prowth variable. Thus, by investigaling the relationship among all
variables above, we can get deseripion of eftectiveness of CBI regime.

From that statistical resull we can see that expectation of implementation
OB cannaot he always achioved even thought degree of central bank independence

improves  over time. The existences of gap between theory snd  real
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