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Table 2.3 Monetary policy regimes

Phase in months Monetary policy framework

January 1975 to March 1977 informal monetary targets

April 1977 to May 1979 monetary targets (with discretion)

June 1979 to March 1981 monetary targets (MTFS) with less discretion
April 1981 to March 1985 monetary targets (MTFS) with more discretion
April 1985 to February 1987 no binding targets

March 1987 to March 1988 DM-shadowing

April 1988 to September 1990 no explicit target

October 1990 to September 1992  fixed exchange rate (ERM)

October 1992 to April 1997 inflation target, Bank advising Chancellor
May 1997—December 2000) inflation target, decisions by MPC
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Nonfinancial Borrowing conditions Deterioration in underwriting standards

Excess leverage
e Fire sale externalities

Credit growth (credit/GDP) e Negative demand externalities

Balance sheet channel

Asset markets Risk free term structure Compressed risk premiums

e Reach for yield because of nominal targets

Higher asset prices e Supported by leverage from an external
finance premium, asymmetric information

e Asset managers that prefer yield income or
are evaluated based on relative performance

Lower risk premiums

Low volatility and low risk premiums
* Procyclical risk management practices
e Mismeasurement of risk
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3) Banking sector Credit channel Pro-cyclical leverage of banks and dealers
* Procyclical risk management practices and
inflated collateral values

Risk-shifting channel reduces the quality of credit
¢ Low bank capital
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4) Shadow banking Securitization Pro-cyclical dealer intermediated leverage
* Procyclical risk management practices and
Liguidity creation inflated

Maturity transformation by | Excessive maturity transformation
nonbank intermediaries s Short-term funding fragilities

Regulatory arbitrage
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Policy formulation

5 Who formulates monetary policy? 0 0.33 0.83
6 Government directives and resolution of conflicts 0 02 0.4
7 1s CB given active role in formulation of Government budget? 0 0 0
CB objectives
8 Price stability? 0 0 0.8
Limitations on lending
9 Limitations on advances 0 0.67 0.67
10 Limitations on securitised lending 0 1 1
11 Who decides control of terms of lending ? 0.33 0.33 0.33
12 How wide is the circle of potential borrowers from CB? 1 1 1
13 Type of limit when such limit exists 1 1 1
14 Maturity of loans 1 1 1
15 Restrictions on interest rates 0.25 0.25 0.25
16 Prohibition on lending in primary market 0 1 1
Indices of legal independence
17 LVAU (unweighted) 0.31 0.57 0.70
18 LVAW (weighted) 0.26 0.51 0.66
Source: CCMS (2000).
Table 7.2 Grilli ef al.”s (1991) index of political independence for the UK
Relations with
Appointments government Constitution Index
() (2 (3) & () 6) (1) (8) (9)
1971-93 * 1
1993-97 * 1
1997— L 12 Y 11/

Key: (1) Governor of central bank not appointed by government;
(2) Governor appointed for more than 3 vears:
(3) none of Board of central bank appointed by government;
(4) Board appointed for more than 5 years;
(5) no mandatory government representative in Board:
(6) no government approval of monetary policy needed;
(7} statutory requirement that central bank pursues monetary stability:
(8) legal provisions protect central bank against government;
(0) overall index = sum of columns (1) to (8).

Source: CCMS (2000).
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Table 7.1 Cukierman’s (1992) index of CBI for the UK
Criterion 1971-92 199397 1997—
Chief executive officer|

1 Term of office 0.5 0.5 0.5

2 Who appoints Governor? 0 0 0

3 Provisions for dismissal 0.83 0.83 0.83

4 Is the Governor allowed to hold another office? 1 1 1
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[Table 7.3 Grilli et al.’s (1991) index of economic independence for the UK

Monetary financing of deficits Monetary instruments Index
(1 (2) (3) 4) (3) (6) (7 (8)
1971-93 * * * 4
199397 * * * * * 5
1997— * & * * # * g 8

not automatic:
at market interest rate:

Kev: (1) direct credit facility:
(2) direct credit facility:
(3) direct credit facility: temporary;
{4) direct credit facility: limited amount;
(5) central bank does not participate in primary market for public debt;
(6) discount rate set by central bank;
(7) banking supervision not (**) or only partly (*) entrusted to central bank;
(8) overall index = sum of columns (1) to (7).

Source: CCMS (2000).
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