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Niparat Mookda 2010: The Relationship between The Central Bank Independency and
Inflation in Inflation Targeting Countries. Master of Economics, Major Field:
Economics, Department of Economics. Thesis Advisor: Assistant Professor

Arunee Punyasavatsut, Ph.D. 114 pages.

Central bank independency is an important requirement for the success of inflation-
targeting implementation. The objective of this study is to analyze the relationship between
central bank independency index and inflation in 10 developing countries, those recently
adopted inflation targeting regime. The period of study is during 2003 -2007. The measurement
of central bank independency index followed the method of Grilli, Masciandaro, and Tabellini

(1991). The study employed an econometric model estimated by panel data analysis.

The study found that the central banks of all ten developing countries had higher
independency index after inflation-targeting regime were adopted in their countries. However,
the study was not found any significant relationship between central bank independency index

and inflation in those ten developing countries.

From the study, it can be concluded that among developing countries those adopted
inflation targeting regime, their central banks may not implement monetary policy separately
from the government intervention. The governments may have influence on the policy-maker
decisions. As a result, there is no obvious relationship between central bank independence and

inflation.
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Variable Obs Mean Std.Dev. Min Max
sastwile (7) 50 5.63 3.32 -0.58 18.95
anudludaszmamsiiio (PCBI) 50 4.10 1.99 1.00  7.00
ﬂmmﬂu@ﬁﬁzmqmwﬁﬂ (ECBI) 50 6.00 1.74 3.00  8.00
nansasilasuaelulszna (GDP) 50 4.94 1.58 1.15  8.86
Yy (M,) 50 12.81 626 240 23.04
9735115219911 (Unem) 50 9.98 7.04 1.17  31.22
vuamsialszmea (Open) 50 7558  39.18  25.82 159.14
fivn: snmsdaa TaoTUsunsy Stata 10
MIINUINT 22 MInaTeUnNNTNRLE sz (Correlation Metric)
7 PCBI ECBI  GDP M, Unem  Open
P 1.0000
PCBI -0.2298 1.0000
ECBI 0.0444 0.3513 1.0000
GDP -0.0162 -0.2519 -0.0179 1.0000
M 2 0.2916 -0.3143 0.0607 0.1165 1.0000
Unemp -0.0162 -0.4019 -0.2187 -0.0417 0.2713 1.0000
Open -0.3631 0.5176 -0.2087 -0.0412 -0.3928 -0.3604 1.0000

d' o
A M saua lae lasunsy Stata 10



MI9WHINT 23 Wan15Useu1ain1s Pooled Model

regress inflag pcbi ecbi gdp m2 unem open

Source

Model
Residual

_ - — 4 —

Number of obs
F( 6, 43)
Prob > F
R-squared

Adj R-squared
Root MSE

= 50
= 5.54
= .0003
.4362
.3575
.6654

|
N O OO

[95% Conf.

Intervall]

SS df MS
236.312727 6 39.3854544
305.490821 43 7.10443771
541.803548 49 11.0572153

Coef Std. Err t
-.4458955 .2852903 -1.56
-.0151263 .2757201 -0.05
-1.079664 .2553115 -4.23

.1322993 .0677713 1.95
-.1456273 .0627317 -2.32
-.0221368 .0138936 -1.59
14.31771 2.750294 5.21

-1.021238
-.571169
-1.594549
-.0043746
-.2721379
-.050156
8.771216

.1294472
.5409164
-.5647791
.2689732
-.0191168
.0058824
19.86421

3 -,
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MINUING R4 WANITNATOU Poolability Hyphothesis 1a81% Chow Test

xi:regress inflag pcbi ecbi gdp unem open i.year*m2
(naturally coded; Iyears 2003 omitted)

i.years
i.years*m2
Source
Model
Residual

_Iyears
_#

_IyeaXm2
| SS
-+
| 309.759281
| 232.044267
+
|

2003-2007

(coded as above)

MS

14 22.1256629
35 6.6298362

Number of obs
14, 35)
Prob > F

R-squared
Adj R-squared
Root MSE

50
3.34
0.0019
0.5717

= 0.4004
2.5748

unem
open

_Iyears 2004
_Iyears 2005
_Iyears 2006
_Iyears 2007
_IyeaXm~2004
_IyeaXm~2005
_IyeaXm~2006
_IyeaXm~2007
_cons

|

+

| -.4742391
| .0419598
| -1.111423
| .2625518
| -.1450394
| -.0214387
| 2.334294
| =1.774735
| 3.783008
| 1.146828
| -.1324807
| -.0571478
| -.2528078
| -.1905086
| 13.18068

.2796073
.2797973
.2754822
.1187897

.063946
.0136811
2.388067
2.937546
3.510081
2.564433
.1975907
.2075511
.2310703
.1904731
3.059531

ocNoNeoNoNoNoNolNoNeoNoNoNoNolNolNol

[95% Conf.

1.041872
-.526059
1.670682
.0213959
.2748567
.0492128
-2.51374
=7.73827
3.342836
4.059249
.5336112
.4784988
.7219055
.5771896

6.9695

Intervall]

.0933939
.6099785
-.5521649
.5037076
-.015222
.0063354
7.182328
4.1888
10.90885
6.352905
.2686498
.3642033
.2162899
.1961724
19.39186

test

_b[ Iyears 2004]= b[ Iyears 2005]= b[ Iyears 2006]= b[ Iyears 2007>],notest

(1) _Iyears 2004 - Iyears 2005 =
(2) Iyears 2004 - TIyears 2006 =
( 3) _Iyears 2004 - TIyears 2007 =

0
0
0

111

test Db[ IyeaXm2 2004]= b[ IyeaXm2 2005]= b[ IyeaXm2 2006]= b[ IyeaXm2> 2007]

,accum
(1) Iyears 2004 - Iyears 2005 =
(2) _Iyears 2004 - Iyears 2006 =
(3) _Iyears 2004 - Iyears 2007 =
(4) IyeaXm2 2004 - TIyeaXm2 2005
(5) IyeaXm2 2004 - TIyeaXm2 2006
(6) _IyeaXm2 2004 - TIyeaXm2 2007 =
F( 6, 35) = 1.51
Prob > F = 0.2046

2 .
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MU a5 wamsiszuanslaeld Fixed Effect Model

R-sg: within = 0.2384 Obs per group: min = 5
between = 0.0858 avg = 5.0
overall = 0.0896 max = 5

F(4,36) = 2.82

corr(u i, Xb) = -0.7833 Prob > F = 0.0393

inflag | Coef. Std. Err. t P>t [95% Conf. Intervall]
_____________ +________________________________________________________________
pcbi | (dropped)
ecbi | (dropped)

gdp | -1.166898 .3670157 -3.18 0.003 -1.91124 -.4225559

m2 | .0975673 .0842668 1.16 0.255 -.0733337 .2684682

unem | -.5275092 .2475546 =2 o LS 0.040 -1.029573 -.0254451

open | -.0124768 .0563827 -0.22 0.826 -.1268262 .1018725

cons | 16.35813 5.914106 Y /4] 0.009 4.363762 28.35249

_____________ +________________________________________________________________
sigma u | 3.766222
sigma e | 2.6173211

rho | .67433157 (fraction of variance due to u 1)
F test that all u i=0: F(9, 36) = 0.95 Prob > F = 0.4918

d‘ o
A s lae Tasunsy Stata 10

MI19UINA 26 HamsUszuansTaeld Random Effect Model

Random-effects GLS regression Number of obs = 50
Group variable: ctr Number of groups = 10
R-sg: within = 0.1876 Obs per group: min = 5
between = 0.8020 avg = 5.0
overall = 0.4348 max = 5

Random effects u i ~ Gaussian Wald chi2 (6) = 23.47
corr(u i, X) = 0 (assumed) Prob > chi?2 = 0.0007
inflag | Coef. Sicelgy hicia 4 P>|z| [95% Conf. Interval]
_____________ +________________________________________________________________
pcbi | -.4587228 .3628838 -1.26 0.206 -1.169962 .2525163

ecbi | -.027494 .3564095 -0.08 0.939 -.7260439 .6710558

gdp | -1.055951 .2741432 -3.85 0.000 -1.593262 -.5186402

m2 | .1287933 .0698691 1.84 0.065 -.0081477 .2657343

unem | -.1631614 .0797152 -2.05 0.041 -.3194004 -.0069224

open | -.0228228 .017487 -1.31 0.192 -.0570967 .0114511

cons | 14.5992 3.344009 4.37 0.000 8.045061 21.15334
_____________ +________________________________________________________________

sigma u | 1.063866
sigma e | 2.6173211
rho | .14179219 (fraction of variance due to u i)

111: 91nmMsmuIn Iae T1sunsy Stata 10
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MINWNHINT 27 WaN1SNATOL Hausman Test

hausman fixed random

-—-——- Coefficients ----

| (b) (B) (b—-B) sqrt (diag(V_b-V_B))

| fixed random Difference S.E.
_____________ +________________________________________________________________

gdp | -1.166898 -1.055951 -.1109471 .2440205

m2 | .0975673 .1287933 -.0312261 .0471083

unem | -.5275092 -.1631614 -.3643478 .2343689

open | -.0124768 -.0228228 .0103459 .0536023

b = consistent under Ho and Ha; obtained from xtreg

B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test: Ho: difference in coefficients not systematic
chi2 (4) = (b-B)'[(V_b-V B)"(-1)] (b-B)
= 2.79
Prob>chi2 = 0.5932

d‘ o
A s lae Tasunsy Stata 10
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