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Abstract

Measures of centra banks independence and central banks accountability which are based
on an interpretation of their statutes provide, in themselves, no guidance for the assessment
of legidative proposds. In the effectiveness of monetary policy, the crucid consderaions
relate to how central banks and other policymakers behave. The pattern of incentives is not
determined by the datutes, which may be wholly irrdevant, and therefore one cannot
discover the effectiveness of policy by inspecting the statutes. On the other hand, an
assessment of the democratic acceptability of an arangement requires a normeative
argument. Depending on that argument, statutory characteristics may be the crucia ones, but
for the assessment to be worthwhile, the argument must be explicit.

|. Introduction

Many authors have supposed that it is gppropriate to measure the independence of centra
banks by some interpretation of their statutes. These measures are typicaly used both to test
(and generally spesking, confirm) the hypothess that independence reduces inflation, and as
the foundation of a proposd for Satutory reform in the high inflation countries. More
recently, Robert Elgie (1998), has sought to take the methodology further. In work closely
related to that of Elgie and Thompson (1998), he seeks to identify separately the statutory
characterigtics which are said to give a centra bank ‘economic independence’ and those

which giveit 'political independence,* and he saysin Elgie (1998 p56) that,

This twofold classfication provides the necessary and sufficient criteria by which to
judge central bank independence.
Whilst it is supposed that 'independence’ provides for low inflation, the importance of
‘political independence is that it offers a normatively significant measure of the politica



acceptability of an arrangement.? Consequently, Elgie (1998) is led to daim in his abstract
that,

By congtructing an index of centra banks independence, this article shows that the
recent moves towards centrd bank independence in Britain and France have not
chdlenged the basic foundations of indirect political accountability. However, it dso
shows that the proposed indtitutional architecture of the European Centrd Bank isa
departure from the norms of politica accountability and that, in this case, thereisa
distinct 'democratic deficit’

However, | believe Elgie's argument is deficient in three ways. Fird, it adopts a methodology
of measurement of independence which is ingppropriate. Although he, and Elgie and
Thompson, have sought to remedy problems which have arisen with earlier variants of the
gpproach, they have not succeeded. Secondly, his argument contains no convincing picture
of the nature of accountability, and therefore no reliable measure of it. Thirdly, it becomes
clear from close attention to his argument that his conclusions are not in any case derived
from it. It may, of course, Hill be that Elgie€s mgor concluson — that policymaking in the
euro area should be reformed — is correct, but that conclusion has not been reached by
constructing an index of central banks' independence. Although | do not wish to disoute
his conclusion, the grounding of it isimportant for a number of reasons, including the issue of
what will congtitute an appropriate responseto it.

| begin with a discusson of the limitations of the datute-reading approach to the
measurement of independence in order to argue that Elgie and Thompson's devel opments of
it do not remedy them; then | consder the additional problems that arise when one attempts

to digtinguish politica and economic independence in the manner in which Elgie does, and

! The way of computing independence in the two studies seems to be the same. But only in Elgie (1998)
is much made of the distinction between political and economic independence.

2 He says on p60 'alow level of central bank political independence equates with a high level of indirect
democratic accountability'. It is clear from his policy proposals that this is intended to be normatively
significant. The view that independence reduces inflation is left implicit but it is entirely clear that this
presumption is being made, perhaps more so in Elgie and Thompson (1998) than in Elgie (1998).



then argue that he does not in any case base his concluson on his argument. Findly, | argue
that clarity about the true reasons for Elgies conclusons is essentid to a proper
understanding of the issues and therefore that acceptance of his concluson in no way limits
the seriousness of the critique of his methodology.

I1: The weaknesses of statute-reading

I congtructing measures

Although it has become fairly routine to assert that the benefits of centrd bank independence
have been established by studies that have found better economic performance in countries
with more independent central banks, this conclusion should not be accepted too readily.
The studies in question, beginning with Parkin and Bade (1978),% use measures of central
bank independence which are cdculated on the basis of a sdection of characterigtics of
central bank statutes* Typically, a list of cheracteristics is drawn up, such as whether the
central bank is formally responsible for policy, who gppoints the governor, for how long, etc
and the measure of each central bank’s independence is then determined by counting the

number of such characteristics met.®

An important limitation of this approach was pointed out by Woolley (1994 p62-3) who
observed that the measures do not provide data on the point that should be of centra
interest which is whether the 'independent’ centrd banks ever actualy act contrary to the
wishes of the dected government — whether policy is ever different from what it otherwise
would be because of the gtatus of the central bank. This distinction is important because,

% This paper appears to be the first published study of this kind. Parkin and Bade (1980) presented a
dlightly different measure which was later slightly adapted by Alesina (1988) and applied to a larger
group of countries. His study, which became well known, was largely adopted by Emerson et al (1992).
Alternative measures, which are also widely cited are those of Grilli, Masciandaro and Tabellini (1991),
and minor variations of the one produced by Cukierman, Webb and Neyapti (1991). There are numerous
other, lesswidely cited studies.

* In adition to the methodological limitations of the approach, numerous doubts have been raised
about the accuracy of the datain the various studies, for example, by Kloten (1978), Jenkins (1996), Prast
(1996), Forder (1998), de Haan (1998), and Mangano (1998).

®> Some studies are arithmetically more sophisticated, attributing fractional points depending on the
degree to which a criterion is met, but the basic pattern of analysisis as described in all the well-known
studies, and in particular they all rely on statutory data.



athough economigs have tended to ignore it, it is wedl known to higtorians and politica
scientigts that the true power of an indtitution is determined by much more than the surface
gppearance of the law and one needs to know the actua practice in policymaking rather
than the formd rules. Certain examples of this distinction resonate through generations of
andyss. For example, it is hard to see that there is any doubt that the Congtitution of the
United States makes the Supreme Court ‘independent’, but volumes have been written about
how much practicd ability it has to defy the wishes of eected politicians.

Elgie and Thompson (1998 p26), note the concern precisdy, saying that the determinants of
independence are

not purdy formd; they are not smply to be found in legd dtatutes and standing
orders. Instead, they reflect the practice of core executive/central bank relations. In
this sense, they reflect the behavioura relationship between the central bank and the
core executive rather than just the atutory relationship (Woolley 1994: 62- 3)

The difficulty, however, comes in Elgie and Thompson's proposed remedy to this problem.
Their approach is to include data on the actua (informa’) procedures adopted in
determining which centra banks have which characteridics featuring in the index of
independence. Therefore, for example, if the centra bank's right to appoint its own governor
is one of the criteria of independence, the earlier studies would treat this condition as
satisfied when and only when the law said that the central bank had this right. In the Elgie
and Thompson methodology, it would be satisfied in those countries when the central bank
in practice was able to choose its own governor, and not satisfied where it could not,

whatever the law says® In addressing the question of how the centra bank governor is

® Previously, none of the major studies consider such issues. Alesina (1989) and Emerson et a (1992)
say they do, but as | have shown in Forder (1998), when their sources are scrutinised, no such data
comesto light. Even Elgie and Thompson give no account of when or how such adjustments have been
made, so it is impossible to tell how much effect they have on the overall independence scores, or
indeed, whether the adjustments made are in themselves reasonable.



gppointed, that gpproach clearly has great merit, but when gpplied to the question being
addressed, it is serioudy limited.”

However, the incluson of non-statutory data about the criteria in the independence index
does not turn the resultant index into a measure of the extent to which monetary policy is set
independently. The is apparent from attention to the nature of the limitations of the earlier
statute-reading approach. The objective of those studies was to test the hypothess that
when policy is dectoraly motivated, the results are poor.? Such a test however requires a
measure of the extent to which policy is so motivated in different countries. Parkin and Bade
(1978 p2) noted the limitation in connection with their own work, saying,

How robust these conclusions will be. . . to syseméticaly controlling for other
informa rules and procedures as well as the broader condtitutiona and intellectud

environment in which monetary policy is made, only further work can reved.

It is an investigation of the broader condtitutional and intellectud environment (and perhaps
other things) that is required to augment (or replace) the statute-reading methodology. The
extension of the satute-reading methodology into the realm of the backroom agreements on
metters other than policy isitsdf no advance.

The most clearcut reason that the statute-reading methodology, even as augmented by Elgie,
does not give a proper picture of relative independence is that statutes can be changed and
this must give the government some degree of control over policy. How much control it

" A minor point is that there is a peculiarity about the attempt to incorporate data on actual behaviour of
the European Central Bank in a study conducted before European Monetary Union was launched. In
some cases this seems to have significant effects. For example, it is brave of Elgie (1998 p64) to place
much weight on the greater economic independence of the Bundesbank than the European Central Bank
when it scores higher on only one criterion, and that because it has in practice sometimes advised the
German government on budgetary policy (and sometimes been ignored). The European Central Bank
could hardly have had much chance to give such advice, and in any case is operating in the rather
unusual framework created by the Growth and Stability Pact which seeks to regulate national
governments fiscal policies.

® In many treatments, this view seems to be axiomatic, but there is no difficulty in constructing
arguments to the effect that electoral motivations are an encouragement to good policy since that



gives it will of course depend an the politicd feasbility of changing the statutes® Equaly,
actuad legidation may not be required since if a government is perceived to be ready to
legidate to alow itsdf to direct the central bank, that may induce co-operative policy.’® This
is not to say, it should be noted, that in a democracy centra bank independence is
impossible. Thereisacertain evident sense in which that clam istrivid, and another in which
it isfdse. But the point here is that the independence of acentra bank should nat, in the light
of the posshility of legidation in the event of a disoute, be conddered as aising
graightforwardly from the statutes. Rather, one needs a picture of the circumstances in

which the possihility of such legidation might become afactor in policymaking.

Still more difficult to assess, but potentidly just as important is the issue of whether the
informa understandings about how policy is made might have the effect of preventing the
centra bank from ignoring the wishes of the dected government. There is not much difficulty
inimagining that a central bank might understand that there are expectations on its behaviour
which prevent it from exercisng its legd independence, perhaps as a result of a
consciousness of its own lack of legitimacy.™ It should be noted that the dternative
possbility — that policy might be more ‘independent’ than the statutes would suggest — isjust
as red. 1t might be, for example, that a dispute between the eected government and the
central bank, perhaps because of the esteem in which the central bank was held, is likely to
damage the government. Then, the centrd bank might, in practice, be able to set the policy it
thought best with little or no attention to the government's wishes. It is possible that this
might happen even if the centra bank lacked statutory independence.

thought has been central to the idea of protective democracy since Locke, and has been applied
specifically to monetary policy by Friedman (1982).

® Parkin and Bade (1978) come close to identifying this problem in their discussion of the independence
of the Bank of Canada. Legislation in 1967 gave the government the right to direct the policy of the
central bank, and they say that before that the central bank ‘appears' to have been independent, perhaps
hinting that they doubt that it really was.

10 Grier (1991), arguing in the spirit of Weingast and Moran (1983) puts a strong version of this claim,
but the general thought that political circumstances determine the security of statutory independence
and this affects the likelihood of the central bank defying the government is probably not too
controversial.

" An improbable outcome for a central bank recently and deliberately made independent perhaps, but
the statute-reading measures are based on data from before the current fashion for independence. It is
not too implausible that there may be cases where central banks which were ‘independent’ in virtue of



These condderations relate only to the power of the centrd bank, and a further issue
concerns the central bank’s inclinations. Here, | think it is possble that the designers of
statute-reading measures have tended to assume that given the power, central banks will
dways set what they bdlieve to be the best policy.™ But, as | have tried to suggest in Forder
(1996), this assumption is unsafe. There are many circumstances in which unelected centra
bankers may have eectora objectives. Some may smply have political idedls, an ideologica
preference for one government rether than another. Or it might be that a potentia
government adopts a platform which threatens the future independence of the central bank.
Then if we suppose that it has any bureaucratic incentive to maintain its own independence -
again a supposition which is fairly normd in political stience — it has an incentive to seek to
affect the dection.™

Even if one takes the view that centrd bankers have no direct politica or bureaucratic
incentives, and care only about inflation, an incentive to seek to affect dections will ill arise
when policies outside their direct control affect prices. For example, if different possible
governments have different attitudes to fisca policy, exchange rate management, minimum
wages, or a hogt of other matters, a centra bank which seeks only to achieve low inflation
will have a perfectly clear incentive to seek to affect eectord outcomes. Indeed, in such a
case this incentive arises directly from the assumption that the central bank cares only about
the control of inflation. Once again, therefore it is clear that one cannot expect to learn from

central bank statutes whether policy is set with dectora objectives™

old statutes ceased to think of themselves as having any role but that of advising the government and
implementing its decisions.

2 The fact that the issue of the central bank's motives is so rarely discussed is one pointer. Another is
that a large amount of theoretical work in economics makes it a defining characteristic of independence
that policy is set with a view exclusively to the control of inflation, for example Schaling (1995 p185-6)
says, 'we define independence as the degree of conservativeness [of policy]'. As a matter of logic this
divorces those studies from the statute-reading methodology, but that is evidently none too clearly
perceived as | pointed out in Forder (1997) and (2000).

B The idea that central banks might have bureaucratic objectives was raised by Chant and Acheson
(1973) athough they did not consider specifically the issue of a central bank seeking to maintain its
independence.

¥ And again, the opposite case where policy is not set with electoral objectives although in the hands
of the government remains a possibility.



Once the nature of these difficulties with the statute reading gpproach is gppreciated, it
becomes clear tha Elgie and Thompson's development of the methodology does not
incorporate the appropriate non-statutory data. Woolley's concern was not a doubt about
whether, when it is said that a central bank gppoints its own governor, thisisin practice the
case. It was about whether, when the statutes say a centrd bank sets policy, the result is
different from what the government wants. The sengtivity to higtorica and politica redlity
that Elgie and Thompson have introduced is sengtivity only to the redity of things like who

gppoints the governor. But these things are not the matters of primary concern in any case.

il sdlecting measures

Even if one takes the dternative view tha in principle, Satutory measures might be useful,
there is another serious obgtacle to effective arguments based on them. That is that one
would have to know how to determine which measures are good measures of
independence, and which are poor. In practice, as | have argued in Forder (1999), the
literature has tended to assume that if a measure is related to inflation, then it is a good
measure, and measures which do not have this characteristic have been discarded as poor

measures. That gpproach is obvioudy one that cannot lead to the desired scientific ingght.

On thisissue of how to identify a good measure, Elgie (1998 p56) correctly notesthat in the
economics literature there are several competing measures, and implies that the best one is
the one that uses the largest number of characteristics. He says that the approach of
Cukierman et a (1992) is by far the most sophigticated' to dete, in virtue of the fact thet it
uses the largest number of indicators. Elgies own measure, however, is described as
providing a ‘comprehensive list' (pS5) of indicators, and as being a two-fold refinement of
Cukierman et d's because it (p57),

‘congders a larger number (37) of indicators that the Cukierman et d study (16)
and, in particular, it consgders a much greater number of indicators of politica
independence, so making the methodology more suited to the purposes of this

study.’



Thus, Elgi€'s opinion would seem to be that the larger the number of indicators, the better
the measure. However increasing the number of characterigtics contributing to the measure
of independence might be thought to be damaging, rather than hdpful if the additiond criteria
are irrdevant to the practica ability of the central bank to resst government pressure, but in
the measure have the effect of reducing the weight given to more reevant criteria Since
neither Elgie nor Elgie and Thompson offer an account of why they believe their criteria are
important, thisissue is difficult to resolve, but at first Sght, some of the criteria contributing to
their measure do seem to be of doubtful rdevance. For example, they include issues like
whether the senior staff of the centrd bank are required to have professond qudifications.
But thereis no explanation of why such a requirement makes them less palitica accountable.

[11: The nature of accountahility

Elgie takes a further step, however, and demands more from his measure than previous
authors have, namely that it should determine the degree of accountability of a central bank.
Of "political independence, he says (pS5) that it 'may be defined as the centra bank's ability
to make policy decisons without interference from the government, and economic
independence is defined, as the centrd bank's ability 'to use the full range of monetary policy
instruments without restrictions from the government.™

Having congtructed these indices, he then says (p60)

> There appears to be some confusion over these definitions. In the case of economic independence,
Elgie cites Alesina and Summers (1993 p153). They give adlightly different definition, but say of it that it
‘essentially measures how easy it is for the government to finance its deficits by direct access to credit
from the central bank' whereas Elgie has a much wider scopein mind. In any case, Alesina and Summers
are reporting the distinction between 'political’ and ‘economic' independence used by Grilli, Masciandaro
and Tabellini (1991 p366). They define political independence as 'the capacity [of the central bank] to
choose the final goal of monetary policy' and economic independence as its ‘capacity to choose the
instruments with which to pursue these goals.. (italicsin original) Thisleads them to include the issue of
whether the central bank has the objective of price stability in their ‘political’ measure, whereas Elgie has
it in his 'economic' one. The Cukierman study, on which Elgie builds, does not make this distinction at
al, and indeed, neither Alesina and Summers nor Grilli, Masciandaro and Tabellini seem to make any use
of it — when it comes to their analysis, they simply add up the two measures and call the result
‘independence’. Parkin (1978) and (1987), both cited by Elgie and Thompson makes a distinction between
‘policy’ and financia' independence, but thisisonly aprelude to disregarding financial independence. A
closer precedent for Elgie's distinction might be found in Debelle and Fischer (1995), who distinguish
‘goal’ and 'instrument’ independence, the former being the power to set objectives, the latter control of
policy toolsin their pursuit. But those authors did not attempt to quantify either, and are not referenced
by Elgie.



... dl other things being equa a low level of centrd bank palitica independence
equates with a high leve of indirect democratic accountability . . . The indicators of
political independence consgt of items which are traditiondly associated with the
requirements for such accountability’

Elgie has therefore equated by definition three things: the expression ‘politica independence;
his lig of 'necessary and sufficient’ indicators of it and the requirements of democratic
accountability. There are two peculiarities of this. The first is that an assessment of
accountability requires some normative argument as to what the requirements are. But
beyond the claim that the indicators are traditionaly associated with those requirements,
there is none. Elgie is therefore arguing as if he feds that he has circumvented the need for
such adiscusson of accountability by an act of definition.

The second peculiarity isthat severd of the indicators in question do not seem to have much
relevance to political accountability. It is not clear what Elgie has in mind as the 'traditiona’
conception of accountability, but one would not have expected to find amongst the
indicators such things as who appoints the senior gaff of the centrd bank; whether they are
required to have professond qudifications, or are permitted to hold other posts; and who
owns the capital of the centra bank — dl of which areincluded by Elgie.

Some argument — normeative or otherwise — might be offered that in an advanced democracy
one would expect to find things one way or the other, or that there is a technical reason to
prefer central banks with or without these characteristics. But the assertion that is being
made is not that these things are for one reason or another desirable, or to be expected, but
rather that they are condtitutive of accountability. It is difficult to see that once daff have
been appointed, the degree of their accountability depends on who it was who appointed
them, rather than on the conditions relaing to ther conduct and retention of their
appointment. Nor do we make ingtitutions more accountable — on anorma understanding of
that word — by requiring thet their saff have qudifications. Smilarly for centrd bankers to
hold other posts may well be undesirable, it may well create conflict of interest, and perhaps
should be prohibited, but it is not clear that this impinges specificaly on their accountability.

10



It might amply be sad that they must account for their actions in the light of their other
interests. The ownership of the capita of the centrd bank is a peculiar case. One might
normally expect that if the cgpital of an inditution is Sate owned, then state control of it will
be farly complete, but in the present case, those characteristics of control are mainly
measured by some other indicator, such as whether the bank formaly controls
policymaking. It is difficult to see that state ownership of the capitd of the centrd bank, in
and of itsdlf, as digtinct from the control that normally brings, enhances accountability.

On the other hand, Elgie dso includes criteria which appear to match norma conceptions of
accountability more closaly, such as whether the dected government has a veto on centra
bank policy decisons, and perhaps most importantly, whether the senior gtaff can be
dismissed by the government. Indeed, one might argue that the eected government'sright to
dismiss the senior staff, perhgps combined with an obligation on them to report on ther
activities, would done be sufficient to satisfy most conceptions of accountability. Certainly
this would be the case thinking along the lines of Burke (1774) and (1780) — a reasonable
garting point for the 'traditiona’ conception of accountability.

Clearly there is a pardlel between the limitations of the view that statutory independence
determines inflation and those of view that datutory political independence determines
accountability. The first lacks a powerful reason to suppose that the actua causa process
determining policy is captured by the statutes. The second lacks not causd, but normative
sgnificance. In each case, however, one is invited to believe that a materia problem about
socid organisation is solved by consulting Satutes.

IV: Independence and low inflation

A second difficulty raised by Elgi€s andyssisthat the characteridtic that he supposes makes
a centrdl bank undesirably unaccountable is substantialy the same as the characteristic that
previous authors have believed is desirable for its anti-inflationary consequences. Indeed dll
of the mgor earlier datute-reading studies trest something close to Elgi€'s idea of politica
unaccountability as being centra to the notion of independence. For example, dl of the

11



criteria used by Parkin and Bade to assess what they cal 'independence are treated by
Elgie as determining 'political independence’ and hence accountability.® Comparing Elgie's
measure with other leading measures of independence reveds a amilar, if less dramdtic

picture. For example, Grilli, Masciandaro and Tabellini (1991 p377) say

'Any ingtitutional feature that enhances the central bank capability to pursue this god
[of low inflation] will, on our definition, increase central bank independence.

Many such features are those which Elgie regards as decreasing politica accountability.
Similarly, Cukierman, Webb and Neyapti (1992) include some of Elgi€'s criteria of "politica
independence in their measure of independence; Alesina and Summers (1993) say, anongst
other things that the benefit of independence arises from the central bank being ‘free from
political pressuré — a freedom which they suppose to be enhanced by such things as
gppointments of the senior staff being made by the central bank rather than the dected
government. Parkin and Bade (1988 p32), go as far as to say that the 'critica eement'
generding low inflation in West Germany and Switzerland is that,

'the central bank is independent in the double sense that its policy independence is
explicitly provided for in the statute and aso, the key distinguishing characteridtic,
that the gppointments of the board members in these two banks are not entirely
controlled by the governments

Thus, ther dam is that the 'key' dement in generating low inflation is one of those things
that, according to Elgie, counts against democratic accountability.’

Consequently, it would be erroneous to draw any inference from Elgie's study that the
benefits of independence which have been clamed by the earlier literature are available by

'8 The criteria are whether the government has final authority over policy; whether it appoints all the
Board members; and whether there are government officials on the central bank Board.

71t should be clear that it is not my objective to advocate the approach of any of these authors. The
point is merely to substantiate the point that Elgie's idea of political independence is largely subsumed
in the major studies' idea of 'independence'.

12



making centra banks 'economicaly’ independent, whilst any danger of unaccountability can
be avoided by denying them "paliticd’ independence. What the literature has claimed is that
the benefit and cost arise substantialy from the same source.’® The literature, properly
understood, does not admit the possibility of distinguishing the thing which makes policy
independent from that which makes it unaccountable since in terms of the characteridtics
which have been used to make the case for independence, independence substantidly arises

from unaccountability.

V. Elgie's conclusons and his grounds for them

Much as | doubt the value of Elgi€s index of indegpendence, this is obvioudy not equivaent
to differing with his conclusons. For example, he says (p54),

'in anational context the recent moves towards central bank independencein Britain
and France have not chalenged the basic foundations of indirect politica
accountability’

If this clam were based Smply on the fact that in Britain, for example, the government has
required the Bank of England to am for a particular rate of inflation and specificaly reserved
the right to change that target a will, it would be hard to argue that the breach of democratic
principles, if any, was on the scae of that of the Maastricht Treety, where every effort
appears to have been made to insulate the centra bank from any palitica influence. Article
107 of that Treaty reads,

Neither the ECB nor a naiond central bank, nor any member of their decison
making bodies shall seek or take ingtructions from Community ingitutions or bodies,
from any government of a Member State or from any other body. The Community

8 The leading studies of independence were conducted before it became fairly common practice to
adopt arrangements like those in the UK where the government retains the right to set a particular target
for inflation but the central bank remains otherwise fairly independent in meeting it. Consequently,
although the point is suppressed in many discussions, it cannot be the case that those studies give
empirical support to the view that such arrangements are economically beneficial.

13



ingtitutions and bodies and the governments of the Member States undertake to
respect this principle and not to seek to influence the members of the decison
making bodies of the ECB or of the nationa centra banks.

And as Elgie (1998, abstract) says,

'the proposed indtitutiona architecture of the European Centra Bank is a departure
from the norms of political accountability and that, in this case, there is a digtinct

'democratic deficit”

What is open to question, however, is whether there is any sense in which this concluson

has been drawn from Elgiesindex. Certainly he presentsthe cdlaim asif it is, saying (p63-4)

in politica independence 'the ECB scores 0.72, whereas the two other banks [of
Britain and France] score 0.46 and 0.53 respectively. . . in other words, the ECB is
much less paliticaly accountable than ether of the other two banks . . . The ECB's
score for political independence (.72) is greater than the Bundesbank's score (0.63)
wheress its score for economic independence (0.64) is less than the score for its
German counterpart (0.71).

But on the other hand, he aso seeks to subgtantiate his mgor conclusions by other means.

For example, he appedls to other authors, such as Hirst and Thompson (1996 pl162) who

have no index of independence but assert that the European Central Bank will

"The effect of the 'independence’ of a European central bank would be to alow
virtudly unaccountable officids to dictate economic policy

And in making the case himsdf, Elgie uses arguments about particular aspects of behaviour.
For example, in arguing that the European Centrd Bank is less accountsble that the
Bundesbank, he says, (p66) 'Clashes between Bundesbank and governmernt are common,
with each trying to influence the other'. He goes on to say that ‘recent evidence suggest that

in the last four years the same sort of policy-making process has been at work in France.

14



These clams, important as they may well be, are evidently not being deduced from the index
of politica independence.

Perhgps most sgnificant in thisregard is Elgi€'s (1998 p67) fina proposa, which isto cregte
a body that would 'oversee the ECB's work and, perhaps have the power to veto, delay, or
at least discuss its decisions. Such a body would certainly go along way to establishing the
democratic acceptability of monetary policy in the Eurozone, but in the context of Elgie's
index, it would be amost meaningless. 'Delay’ and 'discuss do not fegture a al,* 'veto'
does, and if there were a body that had this power over the European Centra Bank, its
‘political independence’ would fal by 0.05 — from 0.72 to 0.67. If that is a difference worth
worrying about, then the fact that it would remain 0.04 more paliticaly independent than the
Bundesbank and much more o that the Bank of England or the Bank of France, is dso
presumably troubling, and demongtrates that the proposal does not go nearly far enough.

| think it isfairly clear that Elgie's (entirely reasonable) presumption is that the existence of a
democraticaly accountable body with veto powers over the European Centrd Bank's
decisons would make a vast difference to its independence, and indeed its democratic
legitimacy. The point isthet in taking the view he does, he is presumably not depending on
the output of hisindex, but rather on a normative judgment and a sensible assessment of the
practicdities. And in that case, the value of the index can be neither heurigtic nor didactic,
but &t most decorétive.

VI. Why nit-pick about poor arguments for agood conclusion?

One might question the value of complaining about a methodology when the author reaches
the right conclusions, but | think this would be a mistake. Firt, the requirements of good
scholarship hardly need emphasising. The economics profession has been diverted for some

yearsby — | believe — the increasaingly sophistic search for the magical satutory ingredients

9 Unless, as may be the case, the idea of ‘collective decision making' means that the elected government
and the central bank discuss policy before the central bank decides— but the term is not explained either
in Elgie or in Elgie and Thompson.
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that will deliver certain policy outcomes. To imagine now that normative decisons as to how
we should be governed can be dispensed by a parale process and that such rich traditions
of palitica thought which have previoudy sought to andyse these issues should adso be
dismissed isalarge, remarkable, and mistaken step.

Furthermore, there is a danger, once one adopts the Statute reading approach, of construing
detalls of legidation as having a great dgnificance which is far from the minds either of
legidators or participants. What is required is a proper normetive argument asto why and in
wha ways accountability is important together with an account of how, in practica terms,
the important aspects of it can be achieved. For example, a number of authors have argued
to the effect that the requirements of accountability are fully satisfied if a central bank is
required to am at some specific rate of inflation, report on its actions and perhaps answer
questions on them. That would seem to be rather a low standard, since it contains no
pendties for incompetence, deception or laziness, but no amount of index congtruction can

resolve the issue.

In the context of Elgi€'s measure, the danger of the statute-reading gpproach is manifested
by some of the things which would condtitute increases in accountability. Changing the rules
S0 that the Governor was not required to have any professond qualifications would reduce
the politica independence of the centrd bank just as much as making its decisons subject to
aveto. If one extends the same rule to other senior staff, and perhaps prohibits them from
smultaneoudy holding other jobs outside the centrd bank, the total effect would be much
greater — indeed the 'politica independence of the European Centrd Bank would fdl to
0.525. Thus it would be less paliticaly indegpendent than the Bank of France, but Article
107 of the Maadtricht Treaty could remain unchanged.

To discover that most of the European Union has degraded its democracy does not require,
and indeed, is not aided by Elgie's methodology. His measure is not, contrary to his claim,

% Roll et al (1993), Goodhart (1994) King (1999) and Huhne (1999), for example, al assert some such
standard of accountability.
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aufficient to make the normative judgements he wants from it, and it is certanly not
necessary. And nor isit in any way helpful in deciding what should be done. Indeed, it can
only displace proper argument and corrode proper judgment.
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