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Comment on Susanne Lohmann, ‘“Quis Custodiet
Ipsos Custodes? Necessary Conditions for Price

Stability in Europe”

Sylvester Eijffinger

1. Introduction

In recent years a variety of institutional arrangements have been proposed that
might provide sufficient conditions for price level stability in the future Eco-
nomic and Monetary Union (EMU) in Europe. Susanne Lohmann presents in
her paper a set of necessary conditions for price level stability. She illustrates
her argument with reference to the monetary targeting and conservative central
banker regimes that have shaped German monetary policy, on the one hand,

Table 1 — The Different Approaches to Monetary Stability

LEGISLATIVE APPROACH

TARGETING APPROACH

E,ra.';rpl es

Deutsche Bundesbank
European Central Bank

Reserve Bank of New Zealand
Bank of Canada

Theoretical literature

Rogoft (1985)

Neumann (1991)

[Lohmann (1992)

 Eijffinger and Schaling (1993b)

Persson and Tabellini (1993)
Walsh (1995)

Empfrical literature

Alesina (1988, 1989)

Grilli, Masciandaro,
(1991)

Cukierman (1992)

Eijffinger and Schaling (1993a)

Alesina and Summers (1993)

and Tabellini

Source: Eijffinger and De Haan (1995).
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and the European Monetary System (EMS), on the other. Her analysis casts
doubt on the ability of the future European Central Bank (ECB) to deliver price
level stability.

First, I will give a brief overview of the recent literature on the different ap-
proaches to monetary stability. Next, I will discuss the models of German
monetary policy and the EMS that constitute the basis for Lohmann’s analysis.
Finally, I will comment on her policy conclusions regarding the ECB.

2 The Literature

In many countries, both political and monetary authorities have shown an in-
creasing interest in the objective of monetary stability and the position of the
central bank. Recent policy reform, as well as historical experience, suggests
two different routes to price level stability.

The first way 1s the legislative approach, namely, to create by law a very in-
dependent central bank with an unequivocal mandate to focus on price level
stability. Interest in this approach is motivated by the success of the Deutsche
Bundesbank 1n maintaining one of the lowest rates of inflation for several de-
cades. Moreover, the accepted statute of the ECB has been strongly influenced
by the law governing the Bundesbank. Furthermore, France and Spain have re-
formed their central bank laws, making the Banque de France and the Banco de
Espana more independent of government. Also, countries in Central and East-
ern Europe, such as the Czech Republic, Hungary, and Poland, have increased
the legal independence of their central banks. Academic contributions in this
area are Rogoft (1985), Neumann (1991), Lohmann (1992), and Eijffinger and
Schaling (1993b). Empirical work on the legislative approach—e.g., by Alesina
(1988, 1989), Grilli and others (1991), Cukierman (1992), Eijffinger and
Schaling (1993a), and Alesina and Summers (1993)—has focused on the quan-
tification of independence using a number of legal attributes from central bank
laws. Broadly speaking, the conclusion is that the more independent the central
bank, the lower the inflation rate, whilst the rate of output growth is unaffected.

The second way is the targeting or contracting approach, namely, to let the
political principal of the central bank impose an explicit inflation target for
monetary policy, and make the central bank governor explicitly accountable for
his success in meeting this target. Recently, New Zealand, Canada, and the
United Kingdom have made various progress using this approach. Along these
lines, New Zealand enacted legislation that increased the independence of its
Reserve Bank, whereas in the United Kingdom there is now a lively discussion
of the desirability of making the Bank of England more independent. Important















