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 Abstract 

The present paper aims to examine the trends of the last decade and a half of central banks independence 

(CBI) in Central and Eastern European countries on the road to the euro adoption and to compare the results 

with those identified in the case of the European Central Bank (ECB). We approached CBI from the perspective 

of monetary policy strategies central banks (CBs) use. The main results show increasing independence during 

the selected time frame for all monetary authorities subject to analysis, regardless of the applied monetary 

policy strategy; superior average levels of CBI in CEE countries oriented to inflation targeting compared to 

those using the exchange rate as nominal anchor; higher degree of independence of ECB in relation to monetary 

authorities that use an inflation targeting strategy; the simultaneous presence of a significant level of 

independence, low inflation and stronger economic development in CEE members where CB is geared towards 

inflation targeting compared to CBs that implement  a strategy of exchange rate targeting. 
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1. Introduction 
 

Alongside transparency and democratic accountability, central banks independence is one of the three 

pillars of the governance framework. The present study tracks the recent evolution of the degree of independence 

of monetary authorities in Central and Eastern European countries acceding to the euro area particularly 

emphasizing the monetary policy strategies they use. The analysis includes the Czech Republic, Poland, 

Romania, Hungary (states with central banks applying an independent monetary policy oriented towards 

inflation targeting), Bulgaria, Latvia, Lithuania (whose monetary authorities implement an exchange rate 

targeting strategy) and the ECB (with its distinctive monetary policy strategy). 

In this regard, the central bank’s independence degree is measured by the Eurozone index build by Pisha 

(2011), a representative indicator mainly applicable in the case of the European Union candidates and of the 

states following a process of convergence to the area euro. 

Independence appears as that feature of the central banks allowing them to design and implement the 

monetary policy without the influence of the political class. If theoretically central bank independence is seen as 

the solution to the problem of monetary policy time inconsistency ((Barro și Gordon, 1983; Rogoff, 1985; 

Walsh, 1995), from an empirical standpoint, the rationale for CBs independence is based on the extensive 

amount of studies that have shown such autonomy leads to multiple benefits without incurring costs, a situation 

called in the literature a free lunch.  

Thus, Arnone et al. (2006) emphasized that on average, countries with a high level of autonomy of 

monetary authorities were able to achieve lower levels of inflation, neutralize the impact of political cycles on 

economic cycles, enhance the stability of the financial system and fiscal discipline, all without real additional 

costs or sacrifices as regards output volatility and limited economic growth. 

As a result of such advantages, the evolution towards the increase of the independence of monetary 

authorities appears to be obvious in Central and Eastern European countries. Cerna (2009) outlined that the 

application of the European model of central banks in the post-communist world was achieved mainly through 

reforms carried out in the region in the early and mid-1990s, whose result was the raising of CBs independence. 

Many empirical analyzes of the relationship between central banks independence and inflation have 

identified a strong negative correlation between the two variables and no correlation between CBs independence 

and long-term economic growth (Maliszewski, 2000, Cukierman et al., 2002; Ilieva and Gregoriou, 2005; 

Maslowska, 2011; Bogoev et al., 2012). 

The upward trend of central banks independence in the Central and Eastern European countries is 

highlighted by Cukierman et al. (2002) emphasizing a larger independence degree (during the 1990s) compared 

to CBs in developed states (in the 1980s). Crowe and Meade (2007) identified an increase in the independence of 
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central banks in the region, with two-thirds of the 15 CBs rated as very independent located in the Central and 

Eastern Europe. 

Arnone et al. (2007) compared the central banks’ independence in 1980 against 2003 levels and stressed 

that monetary authorities of CEE countries in transition have achieved a degree of independence comparable 

(and sometimes higher) with that of developed EU members. Transition countries have taken advantage of 

changes in the political regime and adopted under the CBs organizing and functioning laws the best practices of 

advanced economies. 

The proximity of the European Union, together with the creation of the euro area and a European central 

bank characterized by a high degree of independence strengthened the incentives ensuring the autonomy of CBs. 

Cukierman (2008) summarized the factors that led to enhanced independence of central banks in countries on the 

road to the euro adoption and highlighted, inter alia: the need to increase the credibility of CBs, of an 

institutional framework for the functioning of market economy and subsequently, the fulfillment of the 

conditions for joining the EU and IMF conditionality. 

To emphasize the upward trends in the degree of independence of CBs, over time there have been 

developed a number of appropriate indicators. Central banks independence indexes build by Bade and Parkin 

(1982), Alesina (1988), Grilli et al. (1991), Cukierman (1992), Alesina and Summers (1993), Eijffinger and 

Schaling (1993) and Cukierman and Webb (1995) are considered to be reference indicators, used in the most 

specific empirical analyses, offering the support for the construction of indicators that calibrate central banks 

autonomy. 

 

2. Methodology 
 

In order to measure the degree of independence of central banks in CEE countries acceding to the euro 

area, the present paper focuses on the recently build Pisha (2011) index.  This index, called Eurozone, quantifies 

the jure degree of CBs independence, based on the provisions contained in the organizing and functioning laws, 

with ECB independence level as reference point. 

CBs independence is considered from the perspective of its four components referred to in most ECB 

approaches,: functional independence, institutional, personal independence and financial and budgetary 

independence. The values of each component vary between (0, 1). If there is a match between provisions 

identified in the organizing and functioning laws of selected central banks and the Statute of the ESCB and the 

ECB, the values move very close around 1, reflecting a high degree of autonomy. Otherwise, the values of the 

four components will be close to 0, identifying the gap between the independence of the CEE central banks and 

the ECB’s. While the weights of those four components are equal, the weights of the criteria under each factor 

depend on the importance ECB legislation assigns to each of them. 

A detailed calculation methodology of the independence index can be found in Annex no. 1 and the 

results of independence measurement can be identified in the Annex no. 2. For the same obvious reasons of 

space, a detailed presentation of specific elements laws of organization and functioning of central banks 

analyzed justifying component scores and award criteria may be obtained on request from the author. 

 

3. Analysis of central banks independence. A global perspective   
 

A first result (graph no. 1) highlights an increasing degree of central banks in CEE countries on the road 

to euro adoption under the selected timeframe, both for those who follow a strategy of inflation targeting and for 

those who use the exchange rate as a nominal anchor in conducting monetary policy.  

 
Graph no. 1.  Evolution of independence of central banks in CEE countries acceding to the euro area 

depending on the monetary policy strategy applied 

Source: authorial calculations 
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Note: The classification of monetary policy strategies followed by the central banks of selected countries in 2012 

according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 2012”, respectively 

direct inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate targeting: Bulgaria, 

Latvia, Lithuania 

This evolution is driven by the changes in CBs organizing and functioning laws in CEE member states 

subject to analysis not only required by the need of harmonization with the provisions set out in the EU Treaty, 

but also of the willingness to implement a series of non-compulsory provisions included in the ECB Statute to 

enhance the independence degree. A second result that can be identified (graph no. 1) reveals a high degree of 

independence of central banks oriented toward inflation targeting compared to those using a strategy of exchange 

rate targeting. 

Even if the application of inflation targeting is associated to a greater autonomy of monetary authorities, 

its growth appears to be the strongest in the case of countries that use the exchange rate as a nominal anchor 

(table no. 1). 

Table no. 1 Trends in the degree of independence of central banks in CEE countries acceding to the 

Eurozone according to the monetary policy strategy followed 
Monetary policy strategy Average of „Eurozone” independence index  

1999 2012 % Change  

Exchange rate targeting 2,281 2,835 24,32% 

Direct inflation targeting 2,998 3,469 15,71% 

ECB monetary policy strategy  (reference) 1 1 0% 

Source: authorial calculations  

Note: The classification of monetary policy strategies followed by the central banks of selected countries in 2012 

according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 2012”, respectively 

direct inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate targeting: Bulgaria, 

Latvia, Lithuania 

While in the case of inflation targeting the increase of CBs independence over the last 14 years was about 

16%, exchange rate targeting is associated with a growth of about 24%. This result can be attributed to a higher 

starting base for inflation targeting, as countries following a strategy of targeting the exchange rate must 

implement broader changes in national legislation in terms of organizing and functioning laws of central banks 

to comply with their new statute as EU members. 

Beyond these mandatory requirements led by the EU membership, the independence improvement of 

central banks in the region was determined the adoption of various provisions in the ECB Statute- non-

compulsory, to preserve the sovereignty of national CBs. The extent to which such ECB provisions giving the 

bank a central position among all international monetary authorities in terms of autonomy levels have been 

implemented within the national legislations varies from case to case. 

 

4. Analysis of central banks degree of independence on components   
 

Within the considered timeframe, the independence degree of central banks geared towards the exchange 

rate targeting increased mainly as a result of institutional independence development (graph no. 2).  

 
Graph no. 2.  Dynamic of the degree of independence of CEE central banks on the road to the euro 

adoption using a strategy of exchange rate targeting 

Source: authorial calculations 
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Note: average of the Eurozone index of independence for the 3 central banks (Bulgaria, Latvia and Lithuania) 

that currently apply a strategy of exchange rate targeting 

Accession of CEE states subject to analysis to the EU led to the transposition into central banks 

organizing and functioning law of Art.108 of the Treaty on the EU functioning and Article 7 of the ECB Statute 

providing that both the ECB and the national central banks or members of their decisional committees cannot 

require or accept instructions from the EU  institutions, bodies, offices and agencies, governments of the 

Member States or from any other entity. We note for these countries a significant increase in the functional 

independence from the perspective of CBs secondary objectives. 

In this regard, CEE members have implemented the provisions of Article 105 (1) of the Treaty on the 

Functioning of the EU and Article 2 of the ECB Statute stating that the ESCB shall support the general economic 

policies in the Union without prejudicing the objective of price stability. While in terms of personal 

independence within the selected timeframe the study has not identified any significant changes, budgetary and 

financial autonomy enjoyed some progress in the inclusion of explicit provisions relating to the prohibition of 

indirect government funding, budget managing and loss covering. 

Changes in the independence level of monetary authorities targeting inflation point out an increase 

mainly in the degree of financial and budgetary autonomy (graph no. 3). 

 
Graph no. 3. Evolution of central banks independence in CEE countries on the road to the euro 

adoption using a strategy of inflation targeting 

Source: authorial calculations 

Note: average of the Eurozone index of independence for the 4 central banks (the Czech Republic, Poland, 

Romania and Hungary) that currently apply a strategy of exchange rate targeting 

 

This is because of the implementation into the national legislation of certain provisions in the Statute of 

the ECB related to the prohibition of direct and indirect lending to the government and central banks' potential 

losses. Increased independence in these countries appears to be driven at the same time by the positive 

development of the functional (primary objective and secondary objectives) and institutional independence. 

However, in this case, as in most of the states in the region oriented towards the exchange rate targeting, 

personal independence has not experienced significant changes within the selected period. 

 

5. Analysis of selected central banks current independence degree   
 

With regard to functional independence (de jure), the autonomy of central banks in the region that use a 

strategy of inflation targeting appears to be similar to the ECB’s and superior to that of monetary authorities 

following an exchange rate targeting strategy (graph no. 4). 

In the case of the ECB, in accordance with Article 127 (1) and Article 282 (2) of the European Union 

Treaty and Article 2 of the Statute, the primary objective of the ESCB shall be the maintaining of price stability. 

This objective has been implemented into the organizing and functioning laws of national central banks, 

irrespective of their monetary policy strategy. In the context of monetary authorities oriented towards the 

exchange rate targeting, it will be achieved, however, by ensuring the stability of the national currency, which 

indirectly contributes to the realization of the main objective, with a limited independence of the monetary 

policy. 

Hence, the difference between the degrees of the functional autonomy of central banks using different 

monetary policy strategies in terms of the first criterion considered relate to the main goal. The inclusion of the 
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second quantification criterion of functional independence, regarding the secondary objectives emphasize a 

similar situation, as central banks targeting inflation present a high degree of independence. This outcome occurs 

due to the omission from the functioning law of the Central Bank of Latvia of provisions related to the support of 

general economic policy of the government without endangering the fundamental objective. 

 

 

 

 
Graph no.4. Functional independence of selected central banks according to the monetary policy strategy 

used in 2012 

Source: authorial calculations 

Note: The classification of monetary policy strategies followed by the central banks of selected countries in 

2012, according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 2012”, 

respectively inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate targeting: 

Bulgaria, Latvia, Lithuania 

The focus on the institutional independence (graph no. 5) highlights a similar situation to functional 

independence, respectively a close autonomy degree or a similar degree to monetary authorities directly targeting 

inflation to the ECB’s and above that identified for central banks using the exchange rate as a nominal anchor. 

The difference emerges as a result of the first factor related to the formulation and implementation of the 

monetary policy. Thus, while in the case of inflation targeting monetary authorities independently formulate and 

apply the monetary policy, under an exchange rate targeting strategy, monetary policy decisions making is 

subject to extensive constraints. Regarding the second criterion for the quantification of institutional 

independence, in both cases, we identify the presence within the CBs organizing and functioning laws of the 

provisions related to the lack of instructions or other possible external influences. 

 
Graph no. 5. Institutional independence of selected central banks according to the monetary policy 

strategy used in 2012 

Source: authorial calculations 

Note: The classification of monetary policy strategies followed by the central banks of selected countries in 

2012, according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 2012”, 
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respectively direct inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate targeting: 

Bulgaria, Latvia, Lithuania 

The comparative analysis of central banks personal independence according to their monetary policy 

strategy with the ECB as reference (graph no. 6) reveals similar levels of personal autonomy of monetary 

authorities regardless of the monetary policy strategy adopted and differences compared to the ECB indicators. 

 

 
Graph no. 6. Personal independence of selected central banks according to the monetary policy strategy 

applied in 2012 

Source: authorial calculations  

Note: The classification of monetary policy strategies followed by the central banks of selected countries in 

2012, according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 

2012”,respectively direct inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate 

targeting: Bulgaria, Latvia, Lithuania 

Regarding the duration of the President’s mandate, the ECB Statute indicates that in the case of national 

central banks of the ESCB it cannot be shorter than five years (article 14 (2)); for the ECB, in accordance with 

Article 11 (2) of the Statute, the length of the Governor’s mandate is of 8 years. The analysis of the CBs 

organizing and functioning laws underlined in most cases a term of governors’ mandate of 6 years (except for 

Lithuania and Romania, where it is 5 years). 

In terms of governors’ reinvestment opportunities, the ECB Statute provides no specific rule for the 

ESCB national central banks, which enjoy complete sovereignty, while the mandate of the ECB Executive Board 

cannot be renewed (Article 11 (2)). In selected countries, our study has identified a high heterogeneity of the 

criterion quantifying personal independence. Thus, the governor reinvestment is not allowed in Latvia, is 

allowed only for one additional term in Lithuania, the Czech Republic and Poland, unspecified in the statute in 

Bulgaria and Hungary and not limited by the statutory provisions in Romania. 

The third criterion to quantify personal independence refers to persons/ institutions proposed by the 

governor. In the ECB case, the Statute notes in Article no. 11 (2) that members of the Executive Committee shall 

be appointed by the European Council, on the recommendation of the Council, after consulting the European 

Parliament and the Governing Council, not specifying the rules for ESCB national central banks. This criterion 

also reveals that the position of CEE states currently on the road to the euro adoption is very different; in Latvia, 

the governor is proposed by the Parliament, in Romania by the specialized committees of the Parliament, in 

Lithuania, the Czech Republic and Poland by the president, while in Bulgaria and Hungary by the government. 

Regarding the appointment of governors of ESCB national central banks, there are no specific regulations 

in the Treaty on the European Union, namely in the ECB Statute, as states sovereignty is paramount. This is a 

homogeneous situation, and in all cases governors are appointed by the state legislative bodies. 

The board structure of the ESCB is also not covered by the ECB statute and contains provisions 

specifically tailored to the ECB. Thus, in accordance with Article 283 (2) of the Treaty on the European Union 

and Article 11 (1) of the Statute of the ECB, the Executive Board consists of the President, Vice President and 

four other members. Such a board structure is observable in Bulgaria, the Czech Republic and Hungary, while in 

Latvia, Lithuania, Poland and Romania boards outnumber the above structure.  

Regarding the term of the board of directors’ mandate, it follows the same principle of the sovereignty of 

ESCB central banks. The results are similar to those corresponding to the criterion related to the governor's term, 

except for Lithuania where the mandate length of board members is longer than eight years. And in terms of 

opportunities for board members reinvestment the analysis led to similar results to those returned by the 

symmetric criteria of governors’ reinvestment. 

163



Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue  3/2013 

 
„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 1844 – 7007 

 

 

The element that considers the persons/institutions recommending board members was approached from 

the same perspective that takes ECB as reference amid national monetary authorities’ sovereignty. While in 

Latvia, Lithuania, Poland and Hungary board members are nominated by the government, in Romania the 

proposals come from the specialized committees of the parliament, in the Czech Republic from the governor and 

the president and in Bulgaria from the government. The high degree of heterogeneity also persists in the 

appointment of board members; in Latvia and Romania they are nominated by the parliament, in Bulgaria and 

Poland by the parliament and the president, and in other cases by the president, who decides to appoint CBs 

board members. 

Another factor taken into account in determining the degree of institutional independence of the 

monetary authorities refers to the situations that trigger the dismissal procedure of the governor and board 

members. Here, in accordance with article 14 (2) of the ECB State a Governor can be relieved from office only if 

he no longer fulfills the conditions required for the performance of his duties or he is guilty of serious 

misconduct. Such a provision was adopted  in the organizing and functioning laws of all central banks subject to 

analysis and as such, we have not identified significant differences. 

Finally, another factor of personal autonomy approach relates to incompatibility clauses for central banks 

officials. In this case, due to the sovereignty of the national central banks neither the Treaty on the European 

Union, nor the ECB Statute mention any incompatibility clauses for the heads of national central banks. The 

ECB Statute exclusively refers to the case of the ECB and Article 11 (2) states that its members perform their 

duties full time. No member shall engage in any occupation, whether gainful or not, unless it has been 

exceptionally granted a derogation by the Board of Governors. As regards regulations identified in the laws 

supporting central banks activity of selected CEE states on the road to the euro adoption, they cover, in all cases, 

specifications referring to the fact that board members and executive management operate under a full norm and 

are not allow to engage in other paid contractual jobs, except for circumstances accepted by the bank board of 

directors. 

In conclusion, both states using a strategy of inflation targeting and the exchange rate as nominal anchor 

reveal in terms of personal independence, significant differences compared with the situation at the ECB 

(countries with an autonomy level at about 74% against the ECB reference). Therefore, there are many specific 

aspects of the ECB legislation that central banks of CEE members subject to analysis can include into their own 

organizing and functioning laws in order to increase their personal autonomy to a level comparable to the ECB’s. 

The fourth element that configures the total degree of autonomy of a central bank is the financial and 

budgetary independence (graph no. 7). 

 
Graph no. 7. Financial and budgetary independence of selected central banks according to the monetary 

policy strategy used in the 2012 

Source: authorial calculations  

Note: The classification of monetary policy strategies followed by the central banks of selected countries in 

2012, according to IMF - "Annual Report on Exchange Agreements and Exchange Restrictions 2012”, 

respectively direct inflation targeting: the Czech Republic, Poland, Romania, Hungary; exchange rate targeting: 

Bulgaria, Latvia, Lithuania 

A first element that helps calibrate the financial independence refers to the prohibition of direct lending 

to the government. Prohibition of funding budgetary deficits are, according to the Treaty on the European Union 

a mandatory precondition for the EU and euro area accession assessed in convergence reports. Therefore, Article 

123 of the Treaty on the European Union and Article 21 (1) of the ECB Statute forbids the ECB and national 

central banks to grant overdrafts or any other type of credit facility to institutions, bodies, offices and agencies, 
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central governments, regional, local or other public authorities, other bodies or public companies in the EU 

member states; the ECB and the central banks are also forbidden to purchase debt instruments directly from the 

above mentioned. Given the mandatory nature of such provisions, it can be found in the functioning laws of the 

national central banks in all EU countries. 

The second criterion considered for the evaluation of financial independence is related to the 

prohibition/limitation of government's indirect lending. The Treaty on the European Union and the ECB Statute 

does not include specific regulations forbidding indirect lending to national central banks. Therefore, in the 

functioning law of the Bulgarian monetary authority the prohibition to lend indirectly appears under an explicit 

form, while in the other selected CEE states acceding to the Eurozone there are no mentions about direct credits 

offered to the government.  

The measurement of budgetary independence is based on the analysis of five elements. The first one is 

related to the budget and capital ownership of the central bank. The treaty on the European Union and the ECB 

Statute do not contain explicit provisions on CBs budgetary independence, but the ECB specifies that a fully 

independent national central bank should be able to autonomously use all adequate economic means to fulfill its 

mandate and for its ESCB-related tasks. Selected central banks are fully owned by the state. 

A second criterion of budgetary independence refers to the budget management of central banks. For all 

central banks in the considered CEE, the boards are responsible for the budget management. 

A third element included in the determination of budgetary independence addresses the issue of the CBs 

profit distribution. Central banks in Bulgaria and Lithuania use a percentage between 25%-34% of profits to 

grow reserves, while all other central banks allocate only a profit share ranging between 11%-14% to the reserve 

base. The next criterion reflects the profit share paid to the state budget. Thus, central banks of Bulgaria, the 

Czech Republic, Poland and Hungary transfer to the state budget a percentage between 10$-14% of the profit, 

the central bank of Latvia 45-54%, the monetary authorities in Lithuania 65-74% and the National Bank of 

Romania 75-84%. 

Finally, one last element to calibrate budgetary independence refers to the coverage of central banks 

potential losses. In most cases, the legal provisions of the organizing and functioning laws of the monetary 

authorities cover losses by using general reserves, special reserves, revaluation, etc. Only the central bank of 

Hungary covers its potential losses from the general and special reserves, but where this is not enough difference 

comes from the state budget. 

In conclusion, similar to the case of personal independence and in terms of financial and budgetary 

independence, there are significant differences between the CEE states currently on the road for the euro 

adoption and the ECB (considered as reference). Amid 2012 budgetary and financial independence of countries 

subject to analysis stood at a level of about 78% against the ECB, so that we note there is a substantial space of 

legislative harmonization to be covered to achieve a level of financial autonomy and budget comparable to that 

of the ECB’s. 

 

6. The analysis of the relation between central banks independence and macroeconomic 

performances   
 

Intuitive relationship can be identified (higher initial inflation leading to a further increase in the degree 

of independence or, in other words, an increase in the autonomy of central banks to support the reduction of 

inflation) does not occur in the case of the selected CEE states (table no. 2). Moreover, the result of the 

correlation between the level of GDP per capita and improved CBs independence appears to be statistically 

insignificant. Therefore, a potential intuitive idea arguing that central banks of CEE economically advanced 

countries could be characterized by a higher level of independence is not confirmed. 

Table no. 2. The correlation between the initial macroeconomic variables and subsequent changes in the 

independence of selected central banks analyzed 

 Inflation (1999) Log (GDP/per capita, 1999) 

Correlation 

coefficient  

Probability Correlation 

coefficient  

Probability 

Total Independence (change during 1999-

2012) 
0,555 [0,076] -0,365 [0,269] 

Source: authorial calculations  

Note: Pearson correlation coefficients and associated p-value in square brackets 

The study of the relationship between inflation and central bank independence, in order to determine the 

impact of enhanced central banks autonomy in CEE countries subject to analysis on the subsequent evolution of 

inflation leads to results statistically not significant (table no. 3). Therefore, another possible intuitive idea that 
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countries with monetary authorities enjoying higher initial level of independence would tend to register lower 

levels of inflation later is not confirmed in the case of the investigated time horizon. 

Table no. 3.  The correlation between the initial independence degree and subsequent changes in inflation 

in the case of central banks embark on the road to join the euro area 

 Inflation average (2000-2012) 

Correlation 

coefficient  

Probability 

Total  independence  (1999) -0,530 [0,093] 

Source: authorial calculations  

Note: Pearson correlation coefficients and associated p-value in square brackets 

On the other hand, central banks using the exchange rate as a nominal anchor seem to display lower 

inflation and limited independence. CBs that apply an inflation targeting strategy reveal diminished inflation 

levels and higher independence (within this group, Romania’s case is special as the country has high levels of 

inflation particularly in the first period under analysis). The ECB, with its distinctive monetary policy strategy 

appears to be characterized by the lowest level of inflation and the greatest degree of autonomy (graph no. 8). 

 

 
Graph no. 8. The relationship between central banks independence and inflation in selected Central 

and Eastern European Countries during 1999 – 2012 

Source: authorial calculations 

The focus on the relationship between the independence level of monetary authorities and business 

development in selected CEE states, expressed as GDP per capita, shows that countries with central banks using 

a strategy of targeting the exchange rate seem to display lower levels of monetary authority independence and 

lower GDP per capita. By comparison, CBs that apply an inflation targeting strategy generally reveal higher 

levels of independence and economic development. In the euro area we note the highest independence degree 

associated with the ECB's monetary policy strategy, accompanied by the strongest pace of economic 

development (graph no. 9). 
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Graph no. 9. The relationship between central banks independence and GDP per capita between 

1999 and 2012 

Source: authorial calculations 

Based on the analysis of the relationship between the central bank’s independence and the two 

macroeconomic variables, we note the most important findings. First, the upward trend of monetary authorities’ 

independence does not appear to be correlated with the baseline levels of inflation and economic growth. We 

also found the absence of a significant link between central banks independence and subsequent inflation 

development, so the independence increase does not seem to have been a driver of the comprehensive 

disinflation process that characterized selected states within the considered timeframe. In addition, independence 

growth occurred due to the necessity to fulfill the conditions for the European Union accession rather than as a 

result of the benefits inflation decrease. 

Second, a low level of inflation appears to be characteristic to both central banks applying an inflation 

targeting strategy and to monetary authorities that use the exchange rate as monetary anchor amid different 

levels of independence. However, in countries where CBs practice an exchange rate targeting strategy we 

identified monetary authorities with a lower level of independence and a reduced economic development 

compared to CEE countries that use an inflation targeting strategy.  

Third, the euro area appears to be simultaneously characterized by the highest independence levels and 

economic development and by to the lowest inflation compared to Eurozone acceding countries. 

 

 

 

7.Conclusion   
 

Analysis of recent trends in the three components of the governance framework of the central banks in 

Central and Eastern European countries on the road to euro adoption with emphasis on the types of strategies 

monetary policy uses has provided four important conclusions: first, increased independence of all selected 

monetary authorities regardless of the monetary policy strategy; second, the existence of higher levels of 

independence in case of monetary authorities targeting inflation compared to CBs using the exchange rate as 

nominal anchor and a stronger pace of business development for the later; third, enhanced independence of the 

ECB when compared to monetary authorities directly targeting inflation, underline the presence of a substantial 

harmonization space to reach higher levels of institutional convergence; fourth, increasing independence, low 

inflation and a stronger economic development altogether in countries where CB is geared towards  inflation 

targeting compared to countries where monetary authorities uses the exchange rate as nominal anchor. 

Given the severe impact of the recent financial on central banks independence (e.g. massive purchases of 

public and private financial assets may cause dependence on governments to restore capital, the need for 

democratic control over fiscal operations promoting the idea of legislative control), we propose as future 

research direction the investigation of these implications. Although such problems are particular to developed 

countries, it is now obvious that this may become a critical issue for emerging countries too. 
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Annex no.1. Methodology for Central Banks Independence Index-Eurozone Index 

 

Methodology for Functional CBI – Eurozone Index 

Functional Independence criterion & respective alternatives Proposed 

valuation 

Proposed 

weights 
I. The primary objective of the central bank:  

80% 

1. to maintain price stability 1 

2. to maintain domestic currency stability 0,66 

3. to maintain financial stability 0,33 

4. no specifications in law on the primary objective 0 

II. The secondary objectives of central bank:  

20% 

1. to support the general economic policies without prejudice of price 

stability objective 

1 

2. exchange rate stability 0,50 

3. no secondary objectives for a central bank 0 

 

Methodology for Institutional CBI –Eurozone Index 

Institutional Independence criterion & respective alternatives Proposed 

valuation 

Proposed 

weights 

I. CB monetary policy, formulation and execution  

50% 

1. central bank formulate and execute independently its monetary policy 1 

2. central bank formulate and execute its monetary policy, but in case of 

inconsistence, parliament has to decide for it 

0,66 

3. CB determine and execute exchange rate policy 0,33 

4. CB do not formulate by itself monetary policy, but it is responsible for it 0 

II. Level of CB dependence, or other possible influences  

50% 
1. freedom from instructions or other possible influences 1 

2. dependence on instructions or other possible influences 0,50 

3. CB does not formulate different policy 0 

 

Methodology for Personal CBI - Eurozone index 

Personal Independence criteria & respective alternatives Proposed Proposed 
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valuation weights 

I. NCB Governor term of office:  

10% 

6 alternatives proposed: 

a) term of Governor within the limits of EU, from 5-8 years (points are 

calculated proportionally): 

 5 years 

 6 years 

 7 years 

 8 years 

b) term of Governor more than 8 years 

c) term of Governor less than 4 years 

 

 

 

0,63 

0,75 

0,88 

1 

0,50 

0 

II. CB governor reappointment possibilities:  

5% 

1. NCB Governor reappointment is not allowed 1 

2. Only one reappointment is possible for NCB Governor 0,66 

3. No comments on this issue 0,33 

4. Reappointments with no limit are specified in low for NCB Governor 0 

III. Who proposes the governor’s appointment:  

5% 

1. NCB Governor appointment is proposed by CB board 1 

2. NCB Governor appointment is proposed by Parliament 0,75 

3. NCB Governor appointment is proposed by Parliamentary Committees 0,50 

4. NCB Governor appointment is proposed by State President 0,25 

5. NCB Governor appointment is proposed by Cabinet 0 

IV. Who nominates the NCB Governor:  

5% 
1. NCB Governor is appointed by NCB Board 1 

2. NCB Governor is appointed by Parliament 0,50 

3. NCB Governor is appointed by Cabinet 0 

V. CB composition of governing Board:  

5% 

1. NCB governing Board composition: (1 governor; 1 vice governor; 4-5 

Board members) 

1 

2. NCB board composition exceeds the first alternative limits 0,50 

3. NCB board has no members, or are also members of government 0 

VI. NCB Board length of term of office:  

10% 

6 alternatives proposed: 

a) terms of NCB Board within the limits of EU, from 5-8 years, (points are 

calculated proportionally): 

 5 years 

 6 years 

 7 years 

 8 years 

b) terms of NCB Board, are more than 8 years 

c) terms of NCB Board are less than 4 years 

 

 

 

0,63 

0,75 

0,88 

1 

0,50 

0 

VII. Reappointment possibilities for NCB members Board :  

5% 

1. The NCB board members reappointment is not allowed 1 

2. Only one reappointment is possible for NCB board members 0,66 

3. No reference to this issue 0,33 

4. Reappointments with no limit NCB Board members 0 

VIII. Who proposes the member NCB Board appointments:  

5% 

1. Vice governors are proposed by NCB Governor 1 

2. NCB board members are proposed by Parliamentary Committee 0,75 

3. NCB board members are proposed by NCB Governor and State President 0,50 

4. NCB board is proposed by Parliament, the Cabinet and the Supervisory 

Council 

0,25 

5. All board members are proposed by Cabinet 0 

IX. Who nominate the NCB board members:  

5% 
1. CB Board members appointed by NCB Council 1 

2. NCB Board members appointed by Parliament 0,75 

3. NCB Board members appointed by Parliament and State President 0,50 
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4. NCB Board members appointed by President 0,25 

5. NCB Board members appointed by Cabinet 0 

X. Governor and NCB Board members’ dismissal options:  

25% 

1. NCB Board member no longer fulfills the conditions for performance of 

his duties, or has been guilty of serious misconduct 

1 

2. NCB Board members are dismissed for: serious misconduct, lack of 

professional integrity, inability, to perform his/her functions for more than 6 

months, criminal act, bankruptcy 

0,66 

3. Dismissing rules for CB high decision body are as follows: serious 

misconduct, inability to perform, illness, bankruptcy, false statements, 

unjustified absence from 2 SC meetings 

0,33 

4. CB legislation has no criterion for board dismissal 0 

XI. Incompatibility clauses for top NCB official 1 

20% 

1. NCB top official has to perform their duties on a full time basis and must 

not engage in any other occupation, whether gainful or not, unless exemption is 

exceptionally granted by the NCB Governing Board 

0,66 

2. NCB top official are incompatible with: appointment or election to 

presidency, parliament, constitutional court, government; inter alia party 

membership or/ political affiliation; ownership or management position in 

commercial banks. 

0,33 

3. NCB top official are incompatible with appointment/election/ 

membership in: high institutions, local government, trade union, bank 

management; also are incompatible members which are: net debtor of a bank 

status or in waiting time for criminal sentence 

0 

4. No rules on NCB top officials incompatibility clauses  

 

Methodology for Financial and Budgetary CBI–Eurozone Index 

Financial & budgetary independence criteria & respective alternatives Proposed 

valuation 

Proposed 

weights 

I. Prohibitions/limitations of direct credit to Government  

40% 

1. Overdrafts or any other type of credit facility with the ECB, or with the 

NCBs in favour of Community institutions or bodies, central government, 

regional, local or other public authorities, other bodies governed by public law, 

or public undertakings of Member States shall be prohibited, as shall the 

purchase directly from them by the ECB, or NCBs of debt instruments 

1 

2. Direct credit is prohibited, except under certain conditions 0,50 

3. There are no provisions on direct credit to Government 0 

II. Government indirect credit limitations  

10% 
1. Indirect credit to Government is prohibited 1 

2. There are no provisions on indirect credit to Government 0,50 

3. Purchases of government securities in secondary market are permitted 0 

III. Ownership of budget & capital  

10% 
1. Full capital is in NCB ownership 1 

2. NCB capital held exclusively by state 0,50 

3. NCB capital is shareholders private property 0 

IV. NCB budget management  

10% 

1. NCB budget management is determined by Board or Supervisory 

Council of the bank 

1 

2. NCB budget is approved by Parliament 0,50 

3. NCB annual budget is approved by Governing Council 0 

V. NCB’s profit allocation  

10% 

1. The higher NCB profit allocated to general reserves, - the higher NCB’s 

budgetary independence is: 

 

o 11-14% 

o 15-20% 

o 21-24% 

 

 

 

0,10 

0,20 

0,20 
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o 25-30% 

o 31-34% 

o 35-40% 

o and so on 

0,30 

0,30 

0,40 

----- 

VI. NCB’s residual profit allocations  

10% 

1. The higher NCB residual profits is paid to state budget, - the lower 

NCB’s budgetary independence is: 

 

o 11-14% 

o 15-20% 

o 21-24% 

o 25-30% 

o 31-34% 

o 35-40% 

o and so on 

 

 

 

0,90 

0,80 

0,80 

0,70 

0,70 

0,60  

----- 

VII.  Potential NCB loss coverage  

10% 

1. NCB losses covered by general reserves, special reserves, or by 

revaluation account 

1 

2. NCB losses covered by general reserves, special reserves, and the rest 

from state budget 

0,66 

3. NCB losses covered by general reserves, and the rest from state budget 0,33 

4. NCB losses covered only from the state budget 0 

Source: Pisha, A. (2011) Eurozone indices: a new model for measuring central bank independence, pp.37-44, 

http://www.bankofgreece.gr/BogEkdoseis/SCP201105.pdf 

 

 

 

 

 

 

 

 

Annex no. 2. Results for the calculation of CBI – Eurozone Index   

 

Results for the calculation of Functional CBI – Eurozone Index 
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Bulgaria 0.53 0.53 0.53 0.53 0.53 0.53 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 

The Czech 

Republic 

0.8 0.8 1 1 1 1 1 1 1 1 1 1 1 1 

Latvia 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 0.53 

Lithuania 0.53 0.53 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 

Poland 1 1 1 1 1 1 1 1 1 1 1 1 1 1 

Romania 0.53 0.53 0.3 0.53 0.53 1 1 1 1 1 1 1 1 1 

Hungary 1 1 1 1 1 1 1 1 1 1 1 1 1 1 

 
 

Results for the calculation of Institutional CBI – Eurozone Index 
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Latvia 0.17 0.17 0.17 0.17 0.17 0.17 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 

Lithuania 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 0.67 
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Poland 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 

Romania 0.50 0.50 0.50 0.50 0.50 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 

Hungary 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 

 
Results for the calculation of Personal CBI – Eurozone Index 
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Poland 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 0.82 

Romania 0.75 0.75 0.75 0.75 0.75 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 0.73 
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Results for the calculation of Financial and Budgetary CBI – Eurozone Index 
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Poland 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 

Romania 0.31 0.31 0.31 0.31 0.31 0.69 0.69 0.69 0.69 0.69 0.69 0.69 0.69 0.68 

Hungary 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70 

 

Results for the calculation of Total CBI – Eurozone Index 
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Poland 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 3.52 

Romania 2.09 2.09 2.09 2.09 2.09 3.42 3.42 3.42 3.42 3.42 3.42 3.42 3.42 3.42 

Hungary 3.39 3.39 3.47 3.47 3.47 3.47 3.47 3.47 3.47 3.47 3.47 3.47 3.47 3.47 
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