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INTRODUCTION

· Accountability and transparency are normally considered the reverse side of central bank independence.

· The widely perceived trend towards greater transparency can be related to decisive moves towards more central bank independence.

· There is a widespread consensus that transparency facilitates accountability, which constitutes the quid pro quo of central bank independence in a democratic society.

1. RELEVANCE OF THE TOPIC FOR THE ECB

· The ECB is considered to be, formally and probably also in practice, the most independent Central Bank in the world. 

· From the onset, the ECB has set as one of its main objectives, to be as accountable and transparent as possible. 

A high degree of common understanding between the central bank and the public at large reduces uncertainty and bolsters credibility, facilitating the conduct of monetary policy.

· The ECB is frequently criticised for not being transparent enough. 

The critics would not only like the ECB to be more transparent but also 

clearer, simpler, more certain, more precise and predictable.

The problem is that monetary policy in a new monetary union is obviously surrounded by a high degree of uncertainty
· The ECB has not remained passive to these critics. 

A member of Board of the ECB, Issing, has even talked about the possibility of a “communication gap”, in the sense that much larger attention that the media pay on the exchange rate as compared to the ECB’s main objective, price stability.

Reasons why the critics focus on transparency 

· Basically, the rest is going rather well:

The daunting task of introducing a single monetary policy and a new currency were carried out successfully 

The main objective of the ECB, price stability, is being maintained notwithstanding the high oil prices and the weakness of the euro. 

Growth in the euro area is accelerating, which also constitutes an objective, even if completely subordinated to the first, of the ECB.

· It may be argued that the larger the independence of a central bank, the more accountable and transparent this should be.

2. INDEPENDENCE

During the last decades there has been a growing recognition, perhaps stemming from the turbulent experiences of the 1970s that in the long term monetary policy can only systematically control the price level and not real economic variables.

Partly as a consequence of the widespread consensus regarding the limits of monetary policy, there has been a tendency to delegate the responsibility for conducting monetary policy to independent central banks (time inconsistency reasons, etc).

This broad consensus – both with regard to the role of monetary policy and the appropriate institutional arrangements for its conduct – have been encapsulated in the design of the ECB.

1. Price stability is the overriding objective of the ECB

2. Functional independence and economic are ensured, not only from national Governments but also from Community governments or any other body

Finally, the legislation of the national central banks (NCBs) has also been made compatible with the Treaty.

3. ACCOUNTABILITY

Definitions:

· For Gros (2000) central bank accountability in the context of an independent central bank, aims at verifying that the rules and principles laid down for the central bank are respected. This is related to ex-ante control since if the latter is defined with low precision, accountability can only be of poor quality

· Merving King offers a broad definition of accountability, namely the need to justify and accept responsibility for the decisions taken 

· A narrower definition of accountability is the central bank’s fulfilment of its mandate as established in the law

The ECB’s case:

The Treaty and the ECB statute offer clear rules:

1. The definition of the ECB objectives

2.  The reporting requirements to the European Parliament, the European Council of Ministers and the Commission 

Annual Report and Parliamentary Hearings, 

Quarterly Report and weekly consolidated financial statements

Additionally, the ECB has voluntarily increased its accountability towards the European Parliament and the European citizens through different means:

1. Specific definition of price stability: benchmark against which to assess its performance

2. Presentation of a monetary policy strategy 

3. More frequent visits to European Parliament

4. High number of speeches in all countries of the euro area

4. TRANSPARENCY

Definitions:

· There is no single definition of transparency in the conduct of monetary policy. It can refer to the amount or the degree of precision of the information that the central bank releases to the public.

Winkler (2000) calls this particular interpretation of the word transparency openness
· Another possible definition is the attempt to communicate clearly the reasoning behind policy decisions to the wider public (and not necessarily the final result)

· Winkler (2000) offers a more comprehensive definition of transparency, namely the degree of genuine understanding of the monetary policy process and decisions by the public, which he relates to clarity and common understanding

In fact, clarity may not be enough. The receiver has also a role to play in the genuine understanding of monetary policy decisions.
Because there is no single meaning of transparency the critics made to the ECB are also very different:

· Some (specially academics) call for the release of more information

· Others (especially from the financial markets) complain about the confusion from the variation of emphasis in policy makers’ statements.

This two critics lead to a trade-off: there more information is provided the larger the risk of confusion

Economic literature:
· Goodfriend (1986) rejects arguments in favour of CB secrecy on the ground that the release of more, and more precise information, would reduce asymmetric information and uncertainty in the markets.

· Cukierman and Meltzer (1986) show that some degree of ambiguity could be welfare improving since it allows the monetary authorities to make better use of surprise inflation in stabilisation policy. The case for transparency depends on the existence of an inflation bias.

· Jensen (2000), developing on the previous model, finds that while transparency is good for credibility (reducing inflation expectations), it constrains flexibility in the pursuit of output stabilisation.

Notwithstanding the differences in the literature, there are a couple of ideas of broad consensus:

1. Complete transparency is impossible in practice (at least when monetary policy is conducted under uncertainty)

2. Effort to achieve maximum transparency should balance the public’s “right to know” and its “need to understand”.

The ECB’s case:

Bearing in mind the two points above, the ECB has made continuous efforts to increase transparency. Other that the requirements enshrined in the Treaty and the ECB statute, the following measures have been taken:

1. Press statements and press conferences once a month, immediately after the first Governing Council Meeting

2. Question and answers during the press conference, allowing for genuine dialogue and opportunity to clarify misunderstandings 

3. Transcripts of the question and answers of the press conference swiftly made available on the web

4. Monthly bulletin: in-depth accounts of the characteristics of the euro area economy and of the other tools that are currently an integral part of our policy analysis.

5. Explanation of the monetary policy strategy chosen.

The ECB acknowledges that its strategy is perhaps complex but, at least, it is honest. In fact, the strategy fully reflects the internal decision-making process at the ECB and the uncertainties in the conduct of monetary policy in a newly created monetary union.

Adopting a simpler communication strategy, which does not correspond to the way the ECB organises its discussions and takes decisions, would not serve the interest of transparency.

Remaining issues and misunderstandings:

1. The minutes of the Governing Council

· The ECB already provides immediate summary minutes, which also explain the pros and cons of the decisions taken: maybe preferable to publishing carefully edited minutes with considerable delay.

· The publications of individual voting records may render the public’s signal extraction problem more - and not less - difficult.

· The publication of individual voting records is also not sufficient for substantive individual accountability. This would require revealing the arguments, the assumptions and the views underlying individual votes.

· Publishing votes in a multi-country monetary union could put individual decision-makers under national pressure, which would not go in line with the focus of the ECB’s objective: the euro area as a whole.

2. Economic forecasts

· Forecasts are simplified and necessarily incomplete summaries of all the quantitative analyses for the assessment of the prospects for price stability 

· Importance of raw evidence, theoretical reasoning, empirical results (including forecasts) and judgement

The ECB is considering the publication of its macroeconomic forecasts. 

This publication should provide an additional forward-looking element for the communication of economic analysis.

In order to avoid the above-mentioned drawbacks of economic forecasts, it should be noted that the ECB sees forecasts as:

· One input, albeit important, into the monetary policy process 

· No change in the ECB monetary policy strategy involved in the publication of forecasts

· Forecasts are to be evaluated in the context of other analyses, including, most importantly, the analysis conducted under the first pillar of the ECB monetary strategy, namely a reference for monetary growth

· Forecasts are carried out by the ECB staff and do not embody the Governing Council’s views because the exercise of policy judgement remains the prerogative of the Governing Council ( One should not expect developments in the published forecasts to  mechanistically feed into policy considerations.

CONCLUSION

· The ECB is, formally and probably also in practice, the most independent central bank in the world. 

· Its high degree of independence goes hand in hand with the accountability towards the European Parliament and the Europeans citizens as established in the Treaty.

· The ECB has taken additional measures (other than those established in the Treaty) to increase its accountability and transparency.

· No matter how many other measures are taken to this end, in a world of uncertainty (specially in a newly created monetary union), the main instrument for transparency is to continue to explain, in the clearest way possible, how the ECB arrives at its assessment of the outlook of price stability and its monetary policy decisions.
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