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Abstract:

This article has endeavored to study in experimental
survey, the effect of Central Bank Independence (CBI)
on the output and inflation fluctuations in the Iranian
economy, using vector Autoregressive (VAR)
econometrics method. For this purpose, we started with
the changes in output and inflation stability in bringing
about good economic performance, over the period
1961-2014 years .The paper has introduced a new legal
combined Central Bank Independence index, by the
name of "Average (Mean) Index". According to the 40%
amount of total on the base of this new index, it has been
cleared that there was independence just during 1340-
1361 period.

The results of Generalized Autoregressive Conditional
Heteroskedasticity (GARCH) method indicated that the
inflation and output variances trends were approximately
inverse over this period, except in some short periods.
The estimation of study model revealed the negative and
significant of Central Bank Independence effect on
output and inflation variances. It means an increase in
Central Bank Independence will cause decreasing their
fluctuations and will results more macroeconomic
stability and better economic performance.

According to the result of Variance Decomposition and
analysis of Impulse- Response Functions, the positive
impact of central bank independence on macroeconomic
stability has been confirmed, but it was much more
effective on the nominal sector and shrinking the
inflation uncertainty than real sector and output
instability.
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3. Weighted Index of Legal Independence.
4. Unweighted Index of Legal Independence.
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1. Variance Decomposition Test

2. Impulse- Response Functions

3. Error Term

4. Autoregressive Moving Average
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VAR Lag Order Selection Criteria

Endogencus variables: VGDP CBIO1 BD OPEN VINF
Exogenous variables: C

Date: 04/21117 Time: 18:44

Sample: 1340 1383

Included observations: 30

Lag LogL LR FPE AlC SC HQ

0 -1877.286 MA 3.44e+26 75.29145 73.48263 73.36426
1 -1728.470 2619160 2 44e+24 70.33881 71.48603 70.77568"
2 -1702.243 40.91403 2 40e+24 70.28973 72.39296 71.09065
3 -1675.741 36.04328 2 45e+24 T0.22964 73.28887 71.394861
4 -1641.875 39.28395" 2.01e+24* 69.87502* 73.89027 7140405
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CBI01 BD OPEN VINF
9.76E+09 -2.72E+08 -7.22E+08 40595687
(4.6E+09) (9.3E+07) (1.6E+08) (1.0E+08)
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VAR Lag Order Selection Criteria

Endogenous vanables: VINF CBI01 BD OPEN VGDP
Exogenous variables: C

Date: 04/21/17 Time: 18:52

Sample: 1340 1393

Included observations: 50

Lag LogL LR FPE

0 -1877.286 MA 3.44e+26
1 -1728.470 261.9160 2.44e+24
2 -1702.243 40.91403 2.40e+24
3 -1675.741 36.04328 2.45e+24
4 -1641.875 39.28395° 2.01e+24*

AIC SC HQ

75.29145 T75.48265 7536426
70.33881 71.48603° 70.77568"
70.288973 T2.39296 71.09065
T0.22964 T73.2888T7 71.39461

69.87502* 73.89027 7140405
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CBI01 BD OPEN VGDP
240.5363 -6.708848 -17.79028 2.46
(83.0508) (2.28059) (3.74980) (3.1E-09)

Saop sbasl sl

Sy bl 2 glos Jobo 53 Jelse plo & Cons 55550
Jlo @i > (4 +1+Y) i S 5 il (s HB Sl
38 1) e Al gz 0193 > (/+13) e b g
s 35y e gl ol 4Bl T3l (sl YA 3900
2 ol 033 ZOIOF 4 /Y 1l o 4 OPEN 4 BD
My Sblog p )3 Jolo 93 Jl g9 (o) ol @l ol
w.e‘_mu‘_tnu_i‘)bd_fu_m‘bﬁ}_)bwuuuagw
3 ot g Ol pae o slatdl gl Jole (g0, 50

Ll 0392 CJ9.) LJLo L&L‘a)] « J.ol.c ok

olly 2325 o9l b -F -F

Moi il ly SULwgi 3 Jolge mpow —V-F ¥
e 9 Qe 22,5 )55 adllae cwlid 139y 3 & sk len
90558 (clmoygd 0 d e lilwg yu Jao sl psio )l
ol 93,5 oo dslre i)y i (g3l sl 5l el
ol dis Mo L5 (8) g 5 gl

s Mg Sllogs gganme 13 (8) Jgar sloally ol
ol 039y 4338 sla Sl 3 pwite oyl D5 @l i 5l 3lie
SOl Mol 51 s 4Bl ) bl s - Jole ol b

Mg ully sl l)ly 4o el bl O Jgaa

Variance Decomposition of VGDP:

Period S.E. VGDP CBIo1
1 1.50E+10 100.0000 0.000000
2 1.58E+10 99.60812 0.003031
3 1.59E+10 99.06040 0004295
= 1.60E+10 98.56665 0004273
b 1.60E+10 98.18131 0005486
6 1.60E+10 97 89696 0.009722
T 1.60E+10 97.69163 0017674
i) 1.60E+10 97.54389 0.028231
a9 1.60E+10 97.43653 0.043819
10 1.61E+10 97.35689 0.060650
11 1.61E+10 97.29610 0.078895
12 1.61E+10 97.24819 0.097786
13 1.61E+10 97.20927 0116678
14 1.61E+10 97.17685 0.135063
15 1.61E+10 97.14834 0.152576
16 1.61E+10 a7.1257T1 0168977
17 1.61E+10 97.10528 0184131
18 1.61E+10 97.08756 0.197985
19 1.61E+10 a7.07215 0.210548
20 1.61E+10 97.05874 0221871

ED OPEN WVINF
0.000000 0.000000 0.000000
0.010733 0.183466 0.1946435
0.043781 0.387262 0.504261
0.091454 0.522633 0.814992
0.141126 0.593164 1.078913
0.184489 0.623103 1.285730
0.218332 0.632438 1.439927
0.242697 0.633503 1.5506683
0.259127 0.632758 1.627764
0.269571 0.632983 1.679902
0.275828 0.634936 1.714242
0.279337 0.638380 1.736283
0.281152 0.642776 1.750121
0.281990 0.647502 1.7585893
0.282308 0.652098 1.763681
0.282378 0.656257 1.766678
0.282351 0.659818 1.768419
0.282301 0.662736 1.769423
0.282259 0.663040 1.770004
0.282233 0.666803 1.770349
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Variance Decomposition of VINF:

£255 oy sl olly 438 9ol @l & Jgaa

Period 5.E. WVINF cBlo1
1 9.696022 100.0000 0000000
2 12.84128 a7.60307 0499929
3 14.80805 94 17966 1.499188
4 16.13962 90.40333 2.852364
] 17.09337 86.58333 4424672
6 17.81495 82.94100 6.094388
T 18.37757 T9.61864 T.763004
a 18.82920 TG.70036 9358500
9 19.19742 T4.21102 10.83655
10 19.49980 T2.13416 12.17472
1 19.74857 T0.42878 13.36648
12 19.95305 69.04298 14.41352
13 2012091 67.92333 15.33139
14 20.25866 67.02033 16.12648
15 2037192 66.29097 16.81408
16 20.46547 65.69948 17.40730
17 20,5431 635.21698 17.91841
18 20.60872 64.82059 18.35864
19 20.66435 6449244 18.73802
20 2071227 6421865 19.06540

BD OPEN YGDP
0.000000 0.000000 0.000000
0.263029 0.623149 1.010820
0.498326 1.986840 1.835990
0.617392 3.814517 2.312359
0.644613 5.809872 2.535517
0624271 7.734936 2.603202
0.590744 9.435531 2.592080
0.563229 10.83729 2.540621
0.548927 11.92689 2476615
0.547861 12.72963 2413618
0.556792 13.29023 2357717
0.571688 13.63904 2.310773
0.586993 13.88377 2272508
0.606105 14.00537 2241715
0.621405 14.05658 2.216958
0.634091 14.06222 2.196902
0.643954 14.04022 2.180437
0.651158 14.00290 2166711
0.656066 13.95838 2.155085
0.659120 13.91168 2145137
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1. Impulse- Response Functions
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Response of VGDP to CBIO1

Response to Cholesky One S.D. Innovations

Response of VGDP to BD

Response of VGDP to OPEN

Response of CBIO1 to CBIO1
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