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This paper investigates the issue of central bank independence and macroeconomic

performance with a simple Barro-Gordon model. As an index of central bank independence,

the weight placed on interest rate stabilization is considered.

It shows that if there exists

political pressure on the monetary authority, which is described as the requirement for real

interest rate, then the inflation bias will become large under a certain assumption and the

stabilization of economic disturbances will be distorted.

[t also shows that the degree of

central bank independence is negatively correlated with the average and variance of the

inflation rate, while the relationship between independence and output variability remains

ambiguous.
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