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Abstract

Information is critical in affecting how a country is governed, and
it can improve public governance or institutional quality. Monetary
policy is an important public policy, so it has a close bearing on so-
cial welfare. Economic agents and policymakers are interdependent,
specifically, the public forms expectations of the dynamic feedback
rule that policymakers follow to implement policy, so central bank

credibility and clear market expectations are critical to policy success.

Canzoneri(1985) demonstrates that there will be private information -~

problems and necessarily periodic bouts of inflation followed by peri-
odic bouts of deflation if a monetary institution is opaque.

The paper is mainly to card and expound all kinds of existing
views on monetary policy transparency, and constructs an integrated
theoretical frame. This paper’s structure is as follows;

Chapter] introduces the rising background of transparency insti-
tution in monetary policy and Practices on transparency in some cen-
tral banks. First, the breakdown of the Bretton Woods System ends
the times of commodity — based monetary standards, and good work of
the economy relies on the presence of nominal anchor in Fiat Money
standards; Second, the Great Inflation of the 1970s recovers the idea

on neutrality of money, and that central bank must implement “con-

strained discretion” policy is realized; Finally, the Asian Financial

Crisis in the end of 1990s directly and quickly gives birth to political
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—— |



F

ST S S S S R

transparency rules in the world. What do central banks actually do
with monetary policy transparency? Then the chapter looks at a few
prominent cases including the Federal Reserve System, the European
Central Bank; the Bank of England, the Bank of Japan and the
people’s Bank of China.

Chapter?2 discusses the implication of monetary policy transparen-
cy, and analyses extendedly its content. In general, monetary policy
transparency is about the openness of monetary policy, which corre-
sponds to information symmetry or certainty. To a large degree, why
monetary policy information is asymmetric are because that central
bank preferences are unobservable, and that central bank has infor-
mational superiority. Monetary policy transparency generally focuses
on information disclosure about central bank’s preferences, economic
models, decisions, political implementation and the like. Overall,
monetary policy transparency includes three types: goal, knowledge
and decision transparency.

Chapter3 analyses the effects of monetary policy transparency.
Transparency has two kinds of effects; uncertainty effects and incen-
tive effects. Specifically, transparency can reduce uncertainty and the
private sector’s monitoring cost, strengthen central bank’s credibility,
and improve predictability in monetary policy. It is more important

that transparency is an additional policy instrument in addition to re-



serve requirements, rediscount and open — market operations.
Chapter4 states the relationship between transparency and time
inconsistency in monetary policy. The economic argument for trans-
parency is time inconsistency. In reality, transparency is an institu-
tional arrangement that gets rid of the inflation bias of time inconsist-
ency. The classical concept of inflation bias is based on time - incon-

sistency proposition, but Cukierman et al. put forward the idea about

“new” inflation bias, which originates from the precautionary behav- S

ior of central bank, that is, central bank feels the gain from ( eco-
nomic) growth less than the loss from the same magnitude of reces-
sion, so it has different attitudes or asymmetric preferences about pos-
itive and negative output gaps, this way, it always and preemptively
implements somewhat loose policy, which leads to negligible inflation
accumulations.

Chapter5 expounds the public policy argument for transparency :
central bank independence and accountability. Independent bureau-
crat should be accountable to the public to safeguard the democratic
legitimacy, furthermore, the public decisions partly show competing
interests including politics, so, if they are transparent, governments
will be difficult to hide their bad actions and avoid the costs of oppor-
tunism. In fact, independent central bank still has inability to make

fully credible commitment to low inflation, because the independence

wensqy

[—



f

o S (R O G R

can’t isolate thoroughly monetary policy from political and partisan in-
fluences. Besides, the uncertainty about independent central bank’s
preferences gives rise to a “democratic deficit” , which is a social cost
and erodes the delegation of monetary policy, so transparency can
prevent central bank from abusing its power or decision independ-
ence.

Chapter6 analyses transparency how to improve the effectiveness
of expected monetary policy. The real world is full of very small pri-
vate sectors that are interrelated, consequently, this leads to the prob-
lems of atomistic economy: information heterogeneity, equilibrium
multiplicity and expectation trap. To solve these problems, public in-
formation plays dual role of conveying fundamental information as well
as serving as a focal point for beliefs. Monetary policy transparency
can influence the market information structure, and thereby coordi-
nate price — setting and investment decisions. The coordination mech-
anism of monetary policy transparency can restrain the discretion of
monetary policy equilibrium, and make it close to the desirable social
one. The policy interventions have two channels: First, if monetary
authority transmits its private information to markets, the transmission
will reduce the heterogeneity of market beliefs, therefore influencing
adjustment dynamics and price heterogeneity; Second, even in the

absence of private information, because of a forecasting externality in



