AR

PP36-9292(1998@8145:3:1-E

SCOTTISH JOURNAL

OF

POLITICAL ECONOMY

VOLUME 45

AUGUST 1998

Articles
Alec Cairncross

David Fielding

I. Theodossiou and
H. Williams

Jakob B. Madsen

Colin C. Jennings

M. G. Marshall

Peter Howells and
Khaled Hussein

Henry Tavelli,
Giuseppe Tullio and
Franco Spinelli

Short Reviews

A CENTURY OF SCOTTISH ECONOMICS

THE SOCIAL AND ECONOMIC DETERMINANTS OF
VOTER BEHAVIOUR: EVIDENCE FROM THE
1992 GENERAL ELECTION IN SCOTLAND

EMPLOYER-PROVIDED TRAINING AND
TENURE-EARNINGS

NEW KEYNESIAN VERSUS NEW CLASSICAL
THEORIES OF AGGREGATE SUPPLY: EVIDENCE
FROM THE OECD COUNTRIES

AN ECONOMISTIC INTERFRETATION OF THE
NORTHERN IRELAND CONFLICT

ScotTis# ECONOMIC THOUGHT AND THE HIGH
WAGE ECONOMY: HUME, SMITH AND McCULLOCH
ON WAGES AND WORK MOTIVATION

THE ENDOGENEITY OF MONEY: EVIDENCE FROM
THE G7

THE EVOLUTION OF EUROPEAN CENTRAL BANK
INDEPENDENCE: AN UPDATING OF THE
MASCIANDARO AND SPINELLI INDEX

a




THE SCOTTISH ECONOMIC SOCIETY

President: Professor Paul G. Hare
Vice-Presidents: Sir Alex Cairncross Dr T. L. Johnston
Professor D. Flint Sir Fraser Noble
Professor M. Gaskin Professor Andrew S. Skinner
Professor Sir Laurence Hunter Professor T, Wilson
Editors: Professor R. A. Hart, Professor Andrew Hughes Hallett,
Dr James R. Malley, Professor A, Muscatelli
Review Editor: Professor A. Dow
Secretary: . F. G. Hay
Treasurer: J. Houston

Editorial Board

Brian Ashcroft Paul G. Hare Hassan Molana

Michael Bordo Brian J. Loasby Robert Perotti

Patricia Frazer Ronald McDonald Gavin C. Reid
Andrew S. Skinner Ian Wooton

Scottish Journal of Political Economy is published five times a year in February,
May, August, September and November by Blackwell Publishers, 108 Cowley Road, Oxford
0OX4 1JF, UK or 350 Main Street, Malden, MA 02148, USA.

Information for Subscribers The subscription rates for 1998 are £92.00 UK/Europe, £107.00
ROW, $178.00 North America”, The single issue price is £22,00 UK/Europe, £26.00 ROW,
$43.00 North America*. New orders and sample copy requests should be sent 1o the Journals
Marketing Manager at the publisher’s address above (or by email to jnlsamples@blackwell
publishers.co.uk, quoting the name of the journal). Renewals, claims and all other correspon-
dence relating to subscriptions should be addressed to Blackwell Publishers Journals, PO Box
805, 108 Cowley Road, Oxford 0OX4 1JF (email: jnlinfo@blackwellpublishers.co.uk).
Cheques should be made payable to Blackwell Publishers Ltd. All subscriptions are supplied
on a calendar year basis (January to December).

*anadian customerg/residents please add 7% for GST.

The joumal is distributed free of charge to members of the Scottish Economic Society.
Applications for membership of the saciety, normally available only to individuals, should be
sent to the Treasurer, Mr J. Houston, Department of Economics, Glasgow Caledonian
University, 70 Cowcaddens Road, Glasgow G4 0BA. The annual subscription to the Society
for members is £22.00 (U8535.00, North America). Student membership is £14.00 (US$22.00
North America) and family membership is £8.00 (US$13.00 North America). Correspondence
for the Society on other matters should be addressed to the Sccretary, Mr F. G. Hay,
Department of Political Economy, University of Glasgow G12 8QQ.

The journal is available on microfilm (16mm or 35mm} or 105mm microfiche from the Serials
Acquisitions Department, University Microfilms Inc., 300 North Zeeb Road, Ann Arbor,
MI 48106, USA.

Back Issues Single issues from the current and previous 3 volumes are available from
Blackwell Publishers journals, Earlier issues may be obtained from Dawsons Back Issues,
Cannon House, Folkestone, Kent CT19 SEE.

US Mailing Periodicals postage paid at Rahway, New Jersey. Postmaster: send address
cotrections to Scottish Journal of Political Econonty, clo Mercury Air Freight International
Lid. Inc., 2323 E-F Randolph Avenue, Avenel, NJ 07001, USA. {(US mailing agent)

Abstracting and Indexing This journal is indexed or abstracted in Journal of Economic
Literature and Work Related Abstracts.

© 1998 Scottish Economic Society. All rights reserved. Apart frosm fair dealing for the purposes of research or private srudy,
or eritcism or review, as permitied under the Copyright, Designs and Patents Act 1988, this publication may not be
reproduced, stored or transmitted in any form or by any means without the prior permission in writing of the publisher, or in
the case of reprographic reproduction in accordance with the terms of licences issued by the Copyright Licensing Agency or
the Copyright Clearance Center.

Blackwell Publishers

Scotish Joummal of Political Economy, Vol. 45, No. 3, August 1998

@ Scottish Economic Seciety 1998, Published by Blackwell Publishers Led, 108 Cowley Road
350 Main Steeet, Malden, MA 02148, USA ’ wiey Rond, Oxford QXA L, (i and

THE EVOLUTION OF EUROPEAN CENTRAL
BANK INDEPENDENCE: AN UPDATING OF
THE MASCIANDARO AND SPINELLI INDEX

Henry Tavelli, Giuseppe Tullio and Franco Spinelli®

ABSTRACT

In an earlier paper in this journal, Masciandaro and Spinelli computed an index
of central bank independence for a number of countries on the basis of the
institutional arrangements in place in 1990. Since then the situation has
changed and therefore that work needs an updating. This shows that the
Bundesbank remains the most independent central bank, but several other
central banks have increased their independence: see the cases of Spain, Iialy,
France, the Netherlands and Great Britain. The Bank of Spain has registered

the biggest improvement and the Bank of Portugal remains the least
independent.

¥n an earlier paper in this journal, Masciandaro and Spinelli (1994) computed an
index of central bank independence (CBI), emphasising the difference between
the_‘functional’ and the ‘political’ independence of central banks—defined as
their power to deploy the instruments and to set the targets of monetary policy.
The two authors reported values of the index for a large number of European
and extra-European countries on the basis of the institutional arrangements in
place in 1990.

That work requires some updating because, as also documented in Cottarelli
and Giannini (1997), the situation has changed from 1990 in conformity with
the Maastricht Treaty which foresees that the European Central Bank and the
European members’ national central banks must be independent.

So, for instance, the Bank of Italy now enjoys full responsibility in setting
the official discount rate and can no longer grant direct credit to the Treasury, '
and similar developments have occurred in other European countries such as
France, Spain and Portugal.® As for the United Kingdom, the new Labour
government changed the institutional setting immediately after the parlianient—

I'See the two important laws, No, 82 of Februa

, No. ty, 7 1992 and No. 483 of November 26
1993, In the case of the Bank of Italy much remains to be done on the political i
front; see Banca d'Italia (1995). " © political independence

28ee laws No. 980 of 1993 for France, No. 13 of 1994 f i
for Darmuan, y or Spain and No. 231 and 8 of 1996

* Universita degli Studi di Brescia
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342 HENRY TAVELLI, GIUSEPPE TULLIO AND FRANCO SPINELLI

TABLE 1

Central Bank political Independence of potential EMU members in 1 990 and in May 1997
Countries 1 2 3 4 5 6 1 8 197 190 R97 R9
Belgium * * 2 1 Xu X
Greece * * o2 2 X1 X
Pormgal * * 2 1 X1 X1
Austria ook 3 3 via A1
UK * * R 3 1 VIl X
Jreland * * 3 3 VI VI
Sweden *® * 3 3 VIO VI
France * * * K 4 2 vII IX
Tealy xR K O 5 4 v \'
Spain * ¥ kX 5 2 v X
ECB * L R - 6 I I
Germany * #oF kK F 6 6 1 18
Netherlands * R 6 6 n i
Notes:

1. Governor not appointed by government

2. Governor appointed for >5 years

3. All the Board not appointed by government

4. Board appointed for >5 years

5. No participation of government representative in the Board

6. No government approval of monetary policy formulation is required

7. Statutory requirements that Central Bank pursues the goal of monetary stability

8. Legal provision that strengthen the Central Bank position in the case of conflicts with the government
R: ranking

I: value of M-S index

TABLE 2

Central Bank Independence of potential EM ) members in 1990 and in May 1997

Countries 1 2 3 4 5 6 71 197 190 R97 RS0
Finland HE 2 2 X1 XI
Portugal ® * 2 2 Xm - XI
Sweden B Wk 3 3 X IX
Ireland * R R * 4 4 X1 VI
Austria ® oK L 6 6 VI 118
Greece* # o kK BoOK 6 6 Vi X1
UK L ¥R 6 5 VI \Y
Ttaly* L R 6 1 VI X
Netherlands* R ® ¥ 6 4 Vi vl
ECB goow xR RO 7 7 il 1
Germany I 7 7 L1l I
Spain* I ® k% 7 3 I X
Belgium* £k kX BOOR EE 8 6 1 111
France® xR R om o REEK g 5 I \'%
Notes:

1. Direct credit facility: not automatic

2. Direct credit facility: market interest rate

3, Direct credit facility: temporany

4, Direct credit facility: limited amount

5. Central Bank does not participate in primary market for public debt

6. Discount rate set by Central Bank .

7. Banking supervision not entrusted to the Central Bank (**two points) or not entrusted to the Central
Bank alone (* one point)

* [ these countries the Central Bank is not allowed to grant direct credit facility to Treasury
R: ranking

I: value of M-S index
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TABLE 3

Total independence and ranking in 1990 and in May 1997
Countries TI90  TIS7 TR S0 TR 97
ECB 13 13 I 1
Germany 13 13 I 1
France 7 12 VI III
Netherlands 10 12 11 oI
Spain 5 12 X1 I
haly 5 11 XI VI
Belgivm 7 10 VI v
Austria 9 9 v vl
Finland 9 9 v VII
UK 6 9 IX VIII
Greece 4 8 XaI X1
Ireland 7 7 Vi X1
Sweden 6 6 X X1t
Portugal 3 4 X1v X1V
Source:
EMI reports 1996
Notes:

TR: total ranking
TI: total of M-8 index

Political Independence

i
7 *FI
6
5
4 I
3
2 s
1 J
1 2 3 4 5 6 7 8 Funcional "

Independence

FI: Finland, D: Gen_'nany. N: Netherlands, ECB: European Central Bank, S: Spain, B: Belgium,
G: Greece, UK: United Kingdom, AU: Austria, P: Portugal, $Z: Sweden, [: Ttaly, IR: Ireland, F: France

Figure 1. CBI graphic evolution (from 1990 to May 1997)
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344 HENRY TAVELLI, GIUSEPPE TULLIO AND FRANCO SPINELLI

ary elections of May 1997 so as to make the Bank of England more independent
in managing the monetary policy instrument, with an inflation target set by the
government.’

By updating the Masciandaro and Spinelli indices of the functional,
political and total independence, this note provides some compact evidence
of how the situation of the European central banks has changed from 1990 to
mid-1997.

The results are presented in Tables 1-3 and in Figure 1; in each case, for ease
of comparison, we also give the situation as it was in 1990 as computed by
Masciandaro and Spinelli (1994).

The Bundesbank remains the most independent central bank, but several
potential European Monetary Union members have sharply increased the degree
of independence of their central banks: see the cases of Spain, Italy, France, the
Netherlands and Great Britain.

The Bank of Spain has registered the biggest improvement in that its overall
index jumped from 5 to 12 mainly thanks to the sharp increase in political
independence. The Bank of France now has a high degree of functional
independence, but is still lacking full political independence because of the way
its govemor is appointed and because of the presence of a government
representative in its Board.® The Bank of England does not enjoy full political
independence because inflation targeis are still set by the government and
because it is still allowed to grant direct credit to the Treasury, however, its
overall index has gone up from 6 to 9.

In spite of recent reforms, the Bank of Portugal remains the least independent
together with the Swedish Riksbank and the Bank of Ireland.
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For a critical evaluation of the new institutional setting regarding the Bank of England, see
the article by Samuel Brittan in the Financial Times of 25 September 1997.
aNote that this is not in conformity with Articles 111 and 109 of the Maastricht Treaty.
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