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INTRODUCTION 



Introduction 

• Central Bank credibility 

• Commitment to follow well articulated and transparent rules and policy goals 

• “…that your pronounce are believed – even though you are bound by no rule 

and may have incentive to renege…it is built up by a history of matching 

deeds to word.” – Blinder (1999) 

• Quantified as Inflation performance 

• Sensitive to choices of parameters 

• Cross-checking with narrative evidence suggested 

• Characteristics 

• ‘flow’’ i.e. changes across time 

• Evolves in a non-linear manner 

• Is credibility vulnerable to financial crises? Is credibility affected 

by the growth of private credits or particular monetary policy 
regime? Does credibility behave asymmetrically over time?  
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Credibility and Reputation Through the Age 

• ‘History of central bank credibility is tied up with history of 

policy regimes’. 

1880-1914: 
Gold standard 

1914-1918: WWI 

1920s: hyperinflation in Germany 
1929-1939: The Great Depression 
CB lost their independence 

Governor of Bank of 

Canada, James Corne, 

started to communicate 
with public 

1951: Fed-Treasury Accord 

1960s: OPEC Oil Price 

Shock and the Great 
Inflation 

1979: Volker’s era 

2007: the recent 
financial crisis 
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Quantifying Credibility 



Quantifying Credibility 

 Goldit = dummy variable that if country i employed the Gold standard regime 

 Mit = growth rate of a broad monetary aggregate 

 Loansit= ratio of bank credit to GDP 

 Debtit = ratio of sovereign debt to GDP 

 OILit = dummy variable for the oil price shock in 1970s 

 CRISISit = dummy variable to capture various financial crises 

 CBIit = index of central bank independence 

 ERRit = dummy variable that identifies country i was on the exchange rate targeting regime 

 

 where Zit = vector of institutional determinants 
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THE ESTIMATION AND EMPIRICAL 
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The case of US Federal Reserves 

 



 



CONCLUSION 
 

• Credibility changes over time are frequent and can 
be sizeable. 

• Central Bank credibility depends on several factors 
such as level of autonomy, different financial 
crises, institutional factors and types of monetary 
policy regime in place. 


