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ABSTRACT 

In light of increased political pressure on central banks around the world there have been a 
number of studies done exploring the effect this pressure has on both the independence of central 
banks, and financial markets (Binder 2018). The purpose of this study is to explore the origins and 
drivers of the increase in pressure on central banks. This paper hypothesizes that pressure on 
central banks are tied to macroprudential policies put in place during and after the financial crisis. 
After the financial crisis, central banks were entrusted with the ability to ensure a safer financial 
system by numerous governments around the world (Masciandaro and Romelli 2018). As the 
economy recovered central banks used these powers to increase the amount of macroprudential 
regulations on the banking system, and raised interest rates in hopes of preventing the economy 
from overheating. This increase in borrowing costs and greater institutional powers are in direct 
contrast with the values of nationalist movements also rising around the globe (McPilemy and 
Moschella 2019). As nationalist politicians and populations yearn for lower borrowing costs and 
push anti-establishment rhetoric they find their antagonists in their nations central bank. Using 
Carola Binder’s (2018) definition of political pressure on central banks and utilizing panel data for 
119 countries in the time span between 2010 and 2018, this study finds a significant relationship 
between central banks’ heightened role in macroprudential regulation and pressures on central 
banks. This means that it is not a central bank’s actions that are a driver of the political pressure 
they face, but rather their powers.  
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Introduction 
 

Boneheads. Clueless. Pathetic. These are just a few of the various derogatory names 

President Donald J. Trump has called the Federal Reserve System and its Chair, Jerome Powell. 

While President Trump is more colorful in his criticisms of the central bank of the United States, 

he is not the only politician criticizing a central bank. Around the globe central banks have faced, 

and continue to face, intensifying criticism of their policy decisions (Koc et al 2019). This leads 

us to ask the following: where do these criticisms, referred for the remainder of the paper as 

pressures, come from?  

We live in a digital age where information is shared within seconds, and citizens around 

the world have the ability to see the policy decisions made by their representatives in real-time. 

Is this enough to increase the pressure on central banks? Or is the rise in pressure just in line with 

the growth in worldwide nationalist movements? I would argue neither.  

Monetary policy decisions, just like everything else within the world, have both intended 

and unintended consequences. Contrary to what many believe, the banking sector reaches into 

every segment of our economy and has the ability to create great prosperity but also holds the 

ability to create shocks that reverberate throughout an entire economy (Strahan, 2002).  

Recently, the Bank of Canada published a study done by Antoine Camous and Dmitry 

Matveev (2019) that analyzed the effects of President Donald Trump’s tweets on monetary 

policy. They found that financial markets expected monetary policy adjustments in line with the 

suggestions of President Trump. Last year, Bianchi, Kung, and Kind (2019) estimated the effects 

of President Trump’s tweets on the fed funds futures rate. While President Trump is not the first 

of American Presidents to criticize the Federal Reserve, his behavior towards the central bank 

does seem to be an anomaly among American Presidents. This leads us to question where this 
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desire to influence the central bank of The United States, and central banks globally, comes 

from.  

Since 2008, several central banks have become the supervisors of financial institutions 

and have implemented far-reaching macroprudential regulations (Masciandaro and Romelli 

2018). I hypothesize the increased central bank involvement macroprudential regulatory policy is 

correlated with the rise in pressure on central banks around the globe. It is the goal of this study 

to explore this relationship further as a possible origin or driver of pressure on central banks.  

There are two main parts to this study; first is the development of qualitative reasoning 

behind the connection of macroprudential regulations and pressures on central banks, and 

second, I test the viability of the relationship between macroprudential regulations and pressures 

on central banks, providing preliminary evidence for further research. While the study does not 

find evidence of macroprudential regulations driving pressure, it does find significant evidence 

of a relationship between pressures on central banks and the central bank’s supervisory powers1. 

The relationship becomes stronger with the addition of introduction of macroeconomic controls 

indicating a rather robust relationship between the regulatory powers of monetary authorities and 

political pressure on these.  

The question that remains is, does this mean that macroprudential regulations are 

detrimental to central banks and the global economy? Certainly not, first because the study does 

not implement a statistical model that tests for causation, but solely correlation, and second what 

we should derive from these findings is that more research is warranted. The lack of data 

available, and its lack of variation provides some limitation in what the model created in this 

study can tell us. Regulations on the banking sector remain a crucial aspect of a healthy 

                                                
1 This is defined by Masciandaro and Romelli’s (2018) CBIS index.  



 
 
3 

economy, but perhaps one possibility that we have derived is that we still have much to learn 

about macroprudential regulation’s intended and unintended consequences, and that a tailoring of 

supervisory rules and regulations may not be unwarranted. Financial systems around the world 

change at a rapid pace, so it might not be an incredulous thought that the regulations that govern 

them adapt as well. Furthermore, perhaps the evidence of an enhanced role of central banks in 

financial regulation driving increased political pressure is just a sign that independent central 

banks are doing functioning as intended. The purpose of an independent central bank was to give 

central banks the ability to make decisions that are perhaps unpopular but necessary.  

This paper is organized as follows; in section two I shall walk through some important 

background information for those not completely familiar with the subject and introduce my 

conceptual model to form both quantitative and qualitative reasoning. Section three follows with 

my empirical model and analysis, section four holds my concluding thoughts and model 

limitations and implications for policy, and sections five and six contain my Bibliography and 

Appendix respectfully.  
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Background and Conceptual Model 
 

The 2007-2009 financial crisis identified the financial sector’s inability to moderate its 

risk-taking behavior, and beget the need for a different approach to regulating such behavior. 

Maciandaro and Volpicella (2015) begin their study by discussing the new position many central 

banks had taken on, or been granted by a legislative body, in expanding and being responsible 

for their home country’s larger macroprudential regulations2. They then questioned why central 

banks were the chosen institution to carry out this new regulatory regime. To many of us the idea 

of a central bank supervising the private banking sector just seems to make sense, but conducting 

monetary policy and supervising and regulating the banking sector are very different tasks.  

Therefore, Maciandaro and Volpicella (2015) set out to find the driving force behind 

central bank involvement in macroprudential policy making. What they found was evidence 

suggesting that if a central bank was designated as the banking supervisor then the central bank 

tended to be given greater power. They also found evidence that central banks with higher levels 

of political independence tended to have a lower level of involvement in bank supervision, and 

central banks that have mandates place a high priority on controlling inflation.  

The relationship between the supervisory powers of a central bank and its ability to 

conduct monetary policy was also examined by Copelovitch and Singer (2008). Copelovitch and 

Singer found evidence that the mandates of central banks3 had more of an impact on inflation 

levels, and in countries where central banks were also a bank regulatory authority the central 

bank was biased in its practice of implementing monetary policy. Copelovitch and Singer (2008) 

                                                
2 In this paper I will be using the definition of macroprudential from Piet Clement (2010) and as utilized by former 
Federal Reserve Governor Daniel Tarullo (2013).  
3 It is important to note that this study specifically looked at industrialized countries.  



 
 
5 

argued that central banks as supervisors would be more concerned about the health of the private 

banking sector and hold a looser stance towards interest rate changes to control inflation4.  

Yet, whether or not the expanded powers of a central bank, moving from just monetary 

policy to also a supervisory role, is beneficial to a society is still questioned. According to 

Masciandaro and Romelli (2018) there are usually two arguments, either expanded central bank 

powers are beneficial due to the idea of economies of scale of bringing all powers under one 

entity, or expanded powers are detrimental because financial sector stability concerns can 

distract from pursuing the most optimal monetary policy (see, Copelovitch and Singer, 2008). 

Due to this discussion in the literature Maciandaro and Romelli (2018) decided to investigate 

central bank supervisory powers further. They found that financial crises are direct drivers of 

increased central bank supervisory powers by constructing a new cross-country dataset 

containing statistics on the governing and supervisory authorities of the entire financial sector 

(i.e. banks, insurance providers, and financial markets).  

Cerutti et al. (2015) noticed something interesting in the literature involving 

macroprudential policies: first, that the policies are actually used across different sets of 

countries is limited, and second, that there are also few examples of analyses on policy 

effectiveness5. They start with listing and defining twelve macroprudential policies of 119 

different countries from 2000 to 2013, and specifically looked at the relationship between 

macroprudential policies and changes in credit and housing markets. First, they found that 

macroprudential policies are more common in emerging markets, especially those with foreign 

                                                
4 The authors here use the terms tighter monetary policy in reference to raising interest rates and loser monetary 
policy in terms of lowering interest rates.  
5 The Cerutti et al (2015) define effectiveness as reducing procyclicality in financial markets and associated 
systematic risks. 
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exchange related policies. Second, these policies were associated with a reduction in credit 

growth.  

Berrospide and Edge (2019) also found a relationship between macroprudential 

regulations and the constriction of credit through studying the introduction of the Federal 

Reserve’s stress capital buffers. According to Berrospide and Edge having a sufficient stress 

capital buffer is necessary in order to “pass” the Federal Reserve Comprehensive Capital 

Analysis and Review stress test, but they found that this increased buffer also affects firms’ 

commercial and industrial lending habits. Overall, the authors found that large stress capital 

buffers result in lower levels of bank commercial and industrial lending, but larger banks 

experiencing this strain on their lending abilities were able to borrow from smaller banks 

therefore easing the strain of lack of credit availability (Berrospide and Edge 2019).  

Alam et al. (2019) similarly were interested in quantifying the impact of changes in loan 

to value limits, specifically for consumers and not just banks, on household credit lines and home 

prices. One of their lower level goals was to take one of the first steps in assessing the 

macroprudential policies’ effects on private consumption. Using their newly compiled data set 

they found results that generally confirmed earlier literature. They found significant impacts of 

loan-targeted instruments on real credit to households, but they had weaker effects on house 

prices. They also found a slight decrease in real household consumption. 

On aggregate; lower levels of bank lending translate into less available credit to 

consumers. In the lead up to the financial crisis it was relatively easy and inexpensive to acquire 

a mortgage or various other lines of credit for personal consumption. Yet, when the crisis hit, 

banks experiencing liquidity problems ceased lending, and then in recovery the Federal Reserve 
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instituted its new macroprudential policy regime in which banks had to hold more capital and 

implement more stringent lending requirements.  

Expansionary tendencies such as greater access to credit, wage growth and employment 

growth are three items that are considered essential by growing nationalist movements, and as 

stated by McPilemy and Moschella (2019) these items make it much more difficult for central 

banks to explain regulations that can rein in economic growth such as the limited credit access 

mentioned above or increasing interest rates which makes borrowing more expensive. Periods of 

economic expansion after periods of contraction are traditionally accompanied by increased 

banking regulations and inflation growth and it is a concern of many central banks, since the 

time of Paul Volcker, to keep inflation growth slow and steady6.  

Awad (2008) uses Fry’s (1998) definition of pressure on central banks, which states that 

central bank independence can be measured by fiscal characteristics, but then adds a measure 

that states “a central bank is actually independent if it can fulfill its money supply target” (Awad 

2008, 64).  Awad (2008) found that the Central Bank of Egypt was not actually independent as 

described in legislation, and the Central Bank of Egypt failed to achieve its inflation target 

because it fell victim to political pressure.  

One of the tools central banks have to control inflation is the steady increase in interest 

rates, or what the United States’ Federal Reserve calls the federal funds rate. The Federal 

Reserve uses adjustments in the federal funds rates, among other monetary policy tools, as a way 

to harness expansions so that they do not overheat the economy.  Central Banks use interest rates 

as a one would use brakes when riding a bike; racing down a hill at full speed there is the 

possibility of a crash at the bottom of the hill if our speed is not controlled, so in self-

                                                
6 For example, the Federal Reserve has a inflation target of 2% 
(https://www.federalreserve.gov/faqs/economy_14400.htm). 
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preservation we pull on the hand brake, slowing us down just enough to get to the bottom of the 

hill and carry on with our ride. Central bankers do not raise interest rates with the goal of 

stopping economic expansion, but just controlling it so that the economy can continue expanding 

albeit at a sustainable pace. But, the raising of interest rates also makes credit, or borrowing, 

more expensive, and some might see this as a deterrent to increased investment spending. With 

less people applying for mortgages to buy homes, markets tend to fluctuate on the downside, and 

politicians tend not to favor any of these examples highly or actively work to ensure the opposite 

occurs.  

Frederique et al. (2002) explore the possibility that central bankers’ independence, even if 

at best a technicality, are actually influenced and determined based on the business cycle. They 

give the example of the Federal Reserve’s desire to maintain price stability through its inflation 

target, and Frederique et al. challenges, it is easier to maintain price stability when there is full 

employment or at least close to it, and that it is more challenging to conduct monetary policy 

when there is high unemployment or a crisis. There is more pressure on the central bank to fix a 

broken economy and conduct monetary policy to fix short-term ailments even if those actions are 

not ideal for the long term.  

The goal of this paper is to begin to show the correlation between pressure and 

macroprudential regulations on an annual basis by country from 2010 to 2018. Every action, or 

inaction, taken in a regulatory capacity which has both intended and unintended consequences. It 

is a very easy assumption to make that the pressure on central banks from both national 

populations and politicians derives from the increase in nationalist movements.  Nationalism and 

populism have been increasing with the distrust in multinational institutions and globalization 

(Contractor 2017). With the rise of these two beliefs, a global financial crisis, and an expanded 
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power of central banks comes intensifying distrust of monetary policy and the institutions tasked 

with creating and implementing it (Goodhard and Lastra 2017).  

Yet, this increase in nationalism must derive from real events. Goodhard and Lastra 

(2017) point to the rise in populist leaders from groups who feel economically disenfranchised 

through the rise in wealth inequality. Actions taken during the crisis are associated with the idea 

that there were two distinct classes of people after the crisis, those in the top echelon of 

socioeconomic spectrum and everyone else. Kuhn, Schularick, and Steins (2018) show that 

different asset prices and the types of assets that different socioeconomic groups hold determines 

wealth inequality. For example, wealthier groups tend to be invested in the stock market at 

higher rates than poorer groups do, and when the market boomed after the crisis those invested in 

it saw their wealth increase. Those who were not invested in it and dependent on wealth 

increases through interest rate products, like a normal bank account, did not see their wealth 

increase, leading to an increase in wealth inequality (Kuhn, Schularick, and Steins 2018).  

Central banks are often emmeshed with a slow recovery from a financial crisis along with 

criticism of low levels of both nominal and real interest rates, which result in those solely 

invested in products tied to interest rates not seeing a wealth increase and allows for increased 

debt expenditures because the cost of borrowing is so low (Borio et al 2017).  

Thus, if we are defining the pressure on central banks as the distrust or unhappiness from 

the population, which then filters up through politicians looking for reelection, we can connect 

this feeling of pressure back to actions taken during the crisis. These actions are the increase in 

central bank supervisory powers which resulted in greater macroprudential regulations. These 

then had the intended consequence of making banks safer through increased capital standards 
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and more stringent lending requirements, but also unintended consequences of slower economic 

growth.  

Now, these increased powers are granted by the governments who endow their central 

banks, for example The United States’ Congress and President, and the United Kingdom’s 

Parliament. Due to the independent nature of many central banks, governments do not have the 

ability to dictate monetary policy to their central bankers once powers are granted. Therefore, 

governments who wish to influence their central bank are often left with indirect or direct 

channels of influence. For example, President Tayyip Erdogan of Turkey fired Governor Murat 

Cetinkaya in 2019 (Coskun and Toksabay 2019), and President Donald Trump has, and 

continues to, publicly complain via Twitter about Federal Reserve Chair Jerome Powell (Bianchi 

et all 2019). Governments also have the ability to remove their central bank’s regulatory 

authority, which as previously mentioned tend to grow after the financial crisis. This paper 

hypothesizes that the more involved a central bank is in macroprudential regulation the greater 

pressure they will experience. Furthermore, it is not the act of imposing a regulation on the 

banking sector that drives the amount of pressure a central bank faces, but the central bank’s 

ability to impose such regulations.  
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Empirical Analysis 
 

 
Overview  

 
This section of the paper includes the empirical model created to test for influences on 

political pressures on central banks and key variable descriptions. In order to test for any 

relationship between macroprudential regulations and pressure on central banks, I first had to test 

the relationship between the institution introducing the macroprudential regulations and pressure 

on central banks. Since not every central bank is involved in supervisory or regulatory actions to 

the same degree it is especially important to first look at this relationship. Once establishing such 

relationship, the institutions involved in bank supervision and regulation and political pressure, I 

then attempted to isolate the relationship between the macroprudential regulations themselves 

and political pressure.  

 

Empirical Model  
 
I begin with the hypothesis that macroprudential regulations are a driver of political pressure on 

central banks. I first investigated the existence of a relationship between central banks involved 

in supervision and regulations practices and political pressure on central banks. The formula to 

test against the null hypothesis is as follows:  

𝑌",$ = 𝛽' + 𝛽),$𝑋",$ + 𝛽+,$,𝑍+,$ + 𝜇 + 𝜎 + 𝜀",$

1

+23

 

 

Such that 𝑌",$, our dependent variable, represents pressure on central banks. This variable comes 

from Binder 2018’s dataset which supplements the technique to measure pressure on central 

banks of Maier et al. (2002), Maier and Bozoen (2004), Gersl (2006), and Ehrmann and 
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Fratzcher (2011) by utilizing country level reports from The Economist’s Intelligence Unit and 

Business Monitor International. Binder states that newspapers may not be as reliable in reporting 

pressure due to the readership factor. Especially, in our digital age newspapers may choose not to 

report on certain items due to their readership’s preferences. Therefore, the technique 

implemented by Maier et al. (2002), Maier and Bozoen (2004), Gersl (2006), and Ehrmann and 

Fratzcher (2011) may leave out pressures, especially in smaller nations or economies. Binder 

does state that the country level reports may not be the most ideal either due to the omission of 

pressure that is hidden or deemed too small to make a difference, which could cause some bias. 

Yet, the country level reports do give equal amounts of attention to each economy and reports 

with a consistent frequency on monetary policy. This frequency does give us the ability to 

compare countries across time, which is more difficult to do with the newspaper technique from 

previous research. 

In this investigation the independent variable, 𝑋",$, represents an index created by 

Masciandaro and Romelli (2017), classifying how involved a central bank is in supervision on a 

scale from 1 to 7, 7 being the most involved. Their dataset expands upon previous literature 

attempting to understand the change over time in financial supervisory agencies. Their dataset 

contains variables on the supervisory authorities for the entire financial sector in a sample of 105 

countries from the dates 1996-2013. Then, moving into our investigation of macroprudential 

regulations my key independent variable, 𝑋",$, represents macroprudential regulation utilizing the 

dataset put together by Cerutti, Classens, and Laeven (2015)7. Cerutti et al. (2018) noted that 

while macroprudential regulations like limits on loan to value ratios, capital requirements, and 

leverage ratios8 were being implemented more frequently across both developed and developing 

                                                
7 Cerutti, Classens, and Laeven updated their dataset and paper in 2018.  
8 Please see Cerutti, Classens, and Laeven (2015) for full dataset and variable list.  
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countries a comprehensive list was absent. Cerutti et al. compiled a list of twelve 

macroprudential regulations across 119 countries9 from 2000 to 2013.  

A vector of my control variables is captured in ∑ 𝑍+,$1
+23 , and country and year fixed 

effects are captured in 𝜇 and 𝜎 respectively. The implementation of country and year fixed 

effects allows for the control of any exogenous effects that may otherwise exert influence over 

the study. For instance, the inclusion of year-fixed effects mitigates concerns that global 

economic conditions are driving pressure on central banks. Relying on similar approaches 

analyzing pressure on central banks (e.g., Binder, 2018; Aklin and Kern, 2020), my control 

variables consist of various macroeconomic variables such as inflation, unemployment, interest 

rate, and government type. My control variables come from the World Bank’s Global Financial 

Development database and the Quality of Government data (2020). Lastly my error term is 

represented by 𝜀",$. The summary statistics for all variables are listed in Table 2 in the Appendix.  

 

Results  
 

The results of my analysis are reported in Table 1 below. In my first investigation of the 

relationship between pressure on central banks and CBIS, I found that the more involved a 

central bank is in supervision the more likely the central bank is to experience pressure, which is 

significant at conventional levels. The strength of the relationship between pressure and CBIS 

seems to be just as strong for non-independent central banks, as for independent central banks.  

The significance of the relationship continues to hold at conventional levels with the addition of 

our condition for independent central banks, provided by Garriga 2016,10 and controls for 

                                                
9 There were additions in their 2018 update. 
10 To capture the independence of central banks, I rely on information provided in Garriga (2016). Following 
common approaches in the literature, I chose the cut-off point for an independent central bank when the CBI Index 
was greater than 0.4 (e.g., Aklin and Kern, 2020).  
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macroeconomic factors, government type, and year and country. This might be due to the fact 

that selected countries in the sample operate an independent central bank (see, Table 3 in 

Appendix).  

 
Table 1: CBIS Index on Pressure for All Central Banks 
 Model 1 Model 2 Model 3 Model 3 
CBIS Index 0.0798* 0.0798* 0.112*** 0.113*** 
 (0.0390) (0.0394) (0.0278) (0.0296) 
     
GDP growth 
(annual %)   0.0168 0.0184 

   (0.0153) (0.0162) 
     
Inflation, 
consumer prices 
(annual %) 

  -0.00811 -0.00851 

   (0.00548) (0.00533) 
     
Real interest 
rate (%)   -0.0111 -0.0116 

   (0.00668) (0.00692) 
     
Revised 
Combined 
Polity Score 

  0.0758 0.0791 

   (0.0384) (0.0397) 
     
Constant -0.0755 -0.0784 -0.562* -0.592* 
 (0.104) (0.107) (0.224) (0.241) 
Country FE No Yes No Yes 
Year FE No Yes No Yes 
Time Trend No No Yes No 
N 310 310 241 241 
adj. R2 0.013 0.006 0.039 0.034 
Standard errors in parentheses 
*p < 0.05,  **p < 0.01, ***p < 0.001 
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I can reasonably say that supervisory powers of a central bank seem to be driving the 

pressure the bank experiences, holding other considerations constant. This then led me to 

question what the relationship looked like for non-independent central banks. If CBIS is a driver 

of pressure on independent central banks, then the opposite must be true for non-independent 

central banks. Non-independent central banks are run by their respective governments and 

therefore there is no need for a government to exert pressure on a central bank. In this 

investigation the CBIS Index is omitted from our results due to collinearity, which makes sense 

due to our argument above that non-independent central banks and their governments operate as 

the same entity. It is extremely important through that we not read too far into the results from 

this test though due to my sample size. The sample size is comparably small introducing 

statistical bias into the analysis11. 

Since I have found evidence that an independent central bank involved in supervision and 

regulation is a driver of the pressure, I then wonder if there is a difference between having the 

power to act and actually taking said action. Or rather, is there a difference between solely 

having regulatory power and putting regulations in place? Now, I can ask, what about the 

regulations themselves? In my investigation into the relationship between pressure on central 

banks and macroprudential regulations it does not appear that the regulations are a driver of 

pressure. The relationship between macroprudential regulations and pressure on central banks is 

not significant at conventional levels, even with the addition of the same macroeconomic 

controls listed above12. Further investigation for only independent central banks, following the 

pattern above for CBIS, I still find no evidence of a relationship between macroprudential 

                                                
11 For results please see Table 4 in Appendix.  
12 For results please see table 5 in Appendix.  
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regulations and pressure on independent central banks.13 But then I asked, what about 

independent central banks that only had some involvement in implementing macroprudential 

regulation14? Again, I find no significant evidence of a relationship between central banks that 

only had some involvement in implementing macroprudential regulation for both the sample 

with all central bank and the sample with only independent central banks15. Put differently; it 

does not appear that central banks experience political pressure due to their actions, but due to 

their powers.  

Synthesizing these insights, one can see a relationship between powers of central banks in 

their supervisory capacity and pressure on them, and rather than political pressure coming from 

perhaps the banking sector unhappy with these regulations or consumers feeling the effects of 

changes in credit supplies it comes more from a central bank’s ability to act. This does fall in line 

with some of the observations Lastra and Goodhart (2017) and Contractor (2017) make about 

nationalist values and tendencies. Nationalistic values come with a distrust of intellectual 

institutions such as central banks and as central bank’s abilities to act broadens an increase in 

pressure attempts to achieve favorable outcomes, for those exerting the pressure, would be 

logical.   

 

 

 

 

 

                                                
13 For results please see table 6 in Appendix. 
14 This is measured by the CBIS index when it is greater than 1.  
15 Please see tables 7 and 8 respectively. 
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Conclusion 
 

The political spectrum around the globe has changed dramatically over the past ten years, at 

the very least. Populations unhappy with government reactions to the financial crisis have 

ushered in a new era of nationalism taking aim at institutions around the globe (Lastra and 

Goodhart, 2017), and new political leaders favoring such policies. After the financial crisis 

central banks around the world were given greater power over monetary policy and private 

financial sectors. Analyzing a novel dataset covering 119 countries between 2010 and 2018, my 

empirical findings reveal that these increased powers are associated with rising pressure on 

central banks.  

This paper does face some limitations, one of which is data. This topic is rather new and the 

data available is limited. The data used in this study lacks variation, which limits what I can infer 

from our results. It is also important to note that this study’s model tested simply for correlation, 

and only included a limited number of control variables. It is very possible that other models 

could be a better fit and that there were variables omitted that are biasing the results.  

That being said, what can we take from these results and theorize about their influence on the 

future of independent central banking? Well, perhaps greater political pressure on central banks 

means that regulatory powers and efforts went a little too far after the financial crisis, and a 

tailoring and simplifying of regulatory rules are in order. Tailoring regulatory rules is not 

unheard of and could signal to the financial sector that as it changes regulators are willing to 

change with it (Board of Governors of the Federal Reserve System, 2019).  

Or the increase in pressure could signify central banks are too independent, and need to work 

more closely with governments to find equilibrium between monetary and fiscal policy. 
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Monetary authorities only have so many tools at their disposal in times of crisis, and fiscal 

authorities operate in consumer spaces the former cannot, at least not currently.  

Rather, I would argue the increase in pressure on central banks could signify that central 

banks are functioning just as they were intended, independently. Central banks have the job of 

making often unpopular but necessary decisions, which could make them easy targets for 

politicians seeking reelection and market participants seeking higher returns. Therefore, perhaps 

in this age of greater connectivity and communication an increase in political pressures on 

independent central banks is just to be expected, and a signal to independent central banks that 

they are on the correct path to maintaining independent thought.  
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Appendix: Additional Tables 
 
Table 2: Descriptive Statistics 
Variable      Obs Mean Std. Dev. Min Max 
Pressure 981 .1997 .6887 0 4 

CBIS Index 398 2.7989 2.5035 1 6 

MPI 1184 2.5506 1.8182 0 10 

Independence 510 .606656 .606656 .13159 .979 

GDP 1,485 3.4533 5.85843 -62.07592 123.
1396 

Inflation 1,222 5.3159 14.8045 -8.1151 380.
7769 

Interest Rate 958 6.2701 8.9079 -70.4391 78.7
7964 

Polity 1,314 4.056 6.166 -10 10 
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Table 3: CBIS Index on Pressure for Independent Central Banks 
 Model 1 Model 2 Model 3 Model 4 Model 5 
CBIS Index 0.0856* 0.0831* 0.0831* 0.117*** 0.115*** 
 (0.0384) (0.0392) (0.0390) (0.0287) (0.0308) 
      
GDP growth 
(annual %)    0.0164 0.0190 

    (0.0164) (0.0175) 
      
Inflation, 
consumer 
prices 
(annual %) 

   -0.00758 -0.00783 

    (0.00566) (0.00547) 
      
Real interest 
rate (%)    -0.00981 -0.0111 

    (0.00707) (0.00740) 
      
Revised 
Combined 
Polity Score 

   0.0507 0.0539 

    (0.0452) (0.0448) 
      
Constant -0.0654 -0.0702 -0.0611 -0.411 -0.425 
 (0.104) (0.106) (0.107) (0.228) (0.235) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 277 277 277 214 214 
adj. R2 0.016 0.013 0.007 0.044 0.044 
Standard errors in parentheses 
*p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 4: CBIS Index on Pressure for Non-Independent Central Banks 
 Model 1 Model 2 Model 3 Model 4 Model 5 
CBIS Index 0 0 0 0 0 
 (.) (.) (.) (.) (.) 
      
GDP growth 
(annual %)    0.0318 0.0303 

    (0.0344) (0.0493) 
      
Inflation, 
consumer 
prices 
(annual %) 

   0.113 0.105 

    (0.0787) (0.0606) 
      
Real interest 
rate (%)    0.0863 0.100 

    (0.0841) (0.0756) 
      
Revised 
Combined 
Polity Score 

   0.0539 -0.00528 

    (0.115) (0.135) 
      
Constant 0.152 0.0606 0 -1.892** -1.560 
 (.) (0.0620) (0.0851) (0.459) (0.697) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 33 33 33 27 27 
adj. R2 0.000 0.015 0.046 0.192 0.291 
Standard errors in parentheses 
*p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 5: Macroprudential Regulation on Pressure All Central Banks 
 Model 1 Model 2 Model 3 Model 4 Model 5 
MPI -0.00112 -0.00919 -0.00802 -0.00586 -0.00150 
 (0.0279) (0.0289) (0.0296) (0.0288) (0.0288) 
      
GDP growth 
(annual %)    0.0113 0.0122 

    (0.00902) (0.00946) 
      
Inflation, 
consumer 
prices 
(annual %) 

   0.00809 0.00774 

    (0.00546) (0.00612) 
      
Real interest 
rate (%)    0.00345 0.00276 

    (0.00409) (0.00408) 
      
Revised 
Combined 
Polity Score 

   0.0555** 0.0554** 

    (0.0174) (0.0172) 
      
Constant 0.185* 0.191* 0.172* -0.150 -0.190 
 (0.0810) (0.0771) (0.0820) (0.127) (0.118) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 776 776 776 516 516 
adj. R2 -0.001 -0.002 -0.008 0.024 0.024 
Standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
23 

Table 6: Macroprudential Regulations on Independent Central Banks 
 Model 1 Model 2 Model 3 Model 4 Model 5 
MPI 0.00585 -0.00329 -0.00246 0.00201 0.00599 
 (0.0279) (0.0287) (0.0295) (0.0285) (0.0285) 
      
GDP growth 
(annual %)    0.0113 0.0124 

    (0.00980) (0.0101) 
      
Inflation, 
consumer 
prices 
(annual %) 

   0.00607 0.00625 

    (0.00519) (0.00593) 
      
Real interest 
rate (%)    0.00269 0.00182 

    (0.00425) (0.00429) 
      
Revised 
Combined 
Polity Score 

   0.0595* 0.0592* 

    (0.0258) (0.0247) 
      
Constant 0.163* 0.169* 0.178* -0.161 -0.172 
 (0.0809) (0.0767) (0.0865) (0.152) (0.137) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 734 734 734 480 480 
adj. R2 -0.001 -0.002 -0.008 0.019 0.021 
Standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 7: Macroprudential Regulations on Pressure for Some control over Regulations 
 Model 1 Model 2 Model 3 Model 4 Model 5 
MPI -0.0226 -0.0147 -0.0155 -0.00577 -0.00298 
 (0.0167) (0.0222) (0.0226) (0.0318) (0.0325) 
      
GDP growth 
(annual %)    0.0146 0.0154 

    (0.00933) (0.00970) 
      
Inflation, 
consumer 
prices 
(annual %) 

   0.00474 0.00422 

    (0.00484) (0.00540) 
      
Real interest 
rate (%)    0.00287 0.00231 

    (0.00418) (0.00427) 
      
Revised 
Combined 
Polity Score 

   0.0372* 0.0368* 

    (0.0158) (0.0147) 
      
Constant 0.247*** 0.244*** 0.231*** -0.0601 -0.0899 
 (0.0484) (0.0473) (0.0563) (0.122) (0.120) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 677 677 677 452 452 
adj. R2 0.001 0.000 -0.005 0.010 0.005 
Standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 8: Macroprudential Regulations on Pressure for Some Involvement and Independent 
 Model 1 Model 2 Model 3 Model 4 Model 5 
MPI -0.0151 -0.00681 -0.00799 0.00509 0.00795 
 (0.0122) (0.0206) (0.0208) (0.0313) (0.0318) 
      
GDP growth 
(annual %)    0.0144 0.0153 

    (0.0101) (0.0104) 
      
Inflation, 
consumer 
prices 
(annual %) 

   0.00193 0.00231 

    (0.00418) (0.00486) 
      
Real interest 
rate (%)    0.00185 0.00110 

    (0.00432) (0.00446) 
      
Revised 
Combined 
Polity Score 

   0.0303 0.0300 

    (0.0281) (0.0274) 
      
Constant 0.221*** 0.218*** 0.248*** -0.0360 -0.0291 
 (0.0352) (0.0340) (0.0564) (0.150) (0.144) 
Country FE No Yes No Yes Yes 
Year FE No Yes No Yes No 
Time Trend No No Yes No Yes 
N 644 644 644 422 422 
adj. R2 -0.000 -0.001 -0.007 0.005 0.002 
Standard errors in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 
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