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CROSS-COUNTRY EVIDENCE ON THE RELATIONSHIP

BETWEEN CENTRAL BANKS AND GOVERN!|ENTS

Abstract

The  in f l uence  o f  gove rnmen t  p ressu re  on  cen t ra r  bank  behav io r  i s  examined

fo r  Canada ,  F rance ,  t he  U .K .  and  l {es t  Germany .  l , / i t h  t he  budge t  de f i c i t

pPoxy ing  fo r  t h i s  p ressu re ,  t he re  i s  ev idence  o f  an  ove ra . l  1  expans iona ry

e f fec t  o f  t he  de f i c j t  on  mone ta ry  po l i cy  response  to  s tab i l i za t j on

ob iec t i ves .  Desp i te  the re  o the rw ise  be ing  l i t t l e  cons i s tency  i n  t he

reac t i on  func t i ons  es t ima ted  acnoss  the  fou r  coun t r i es ,  t he  marked  tendency

i s  fo r  po l i cy  to  become more  accommoda t i ve  a t  h ighe r  l eve l s  o f  t he  de f i c i r .

Hence  the  resu l t s  po in t  t o  a  po ten t i a l l y  . impor tan t  regu la r . i t y  j n  t he

re la t i onsh ip  be tween  cen t ra l  banks  and  qove rnmen ts .
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The  impor tance  o f  admin i s t ra t i on  i n f ruence  on  Federa r  Rese rve  po i i cy  has

been  jnd i ca ted  i n  a  number  o f  s tud ies ,  i nc lud ing  LucKe t t  and  po t t s  (197g) ,

who  f i nd  ev idence  o f  a  sh i f t  i n  mone ta ry  po l i cy  be tween  each  o f  t he

E isenhower ,  Kennedy -Johnson  and  N ixon -Fo rd  admin i s t ra t i ons .  Hamburgen  and

Zw ick  (1981 ,  1982)  f i nd  s t ruc tu ra r  b reaks  i n  t he  Federa r  Rese rve rs  reac t i on

func t i on  to  apparen t l y  co jnc ide  w i th  p res iden t i a l  reg ime  changes .

Meanwh ' i  1e ,  ana lys i s  o f  t he  European  exper ience  by  Hodgman  and  Resek  (19g3)

and  by  Woo l  l ey  ( i 983 )  sugges ts  a  s ign i f i can t  ro le  fo r  admin i s t ra t i on  reg ime

changes  tha t  i s  no t  j us t  con f i ned  to  the  U .S .  Th i s  paper  ana . l yzes  the

in f l uence  o f  gove rnmen t  p ressu re  on  mone ta ry  po l i cy  de te rm ina t i on  i n

Canada ,  F rance ,  t he  U .K .  and  Wes t  Germany .  The  me thod  o f  ana lys i s  i s  t o

exp l i c i t l y  a l l ow  f o r  an  i n f l uence  o f  f i s ca l  p ressu re  on  t he  t r - ade -o f f

we igh ts  app l i ed  to  the  compe t ing  goa ls  o f  mone ta ry  po l i cy  - -  w i th  the

resu l t s  sugges t i ng  an  ove ra l l  expans iona ry  e f fec t  o f  t h i s  f . i  sca l  p ressu re

ac ross  the  fou r  coun t r i es .  I ndeed ,  desp i te  the  p resence  o f  cons ide rab le

d i f f enences  i n  the  mone ta ry  reac t i on  func t i ons  fo r  t he  coun t r i es  i n  t he

samp ie ,  t he  c ross -coun t r y  resu l t s  revea l  a  s t r i k i ng  emp i r i ca l  regu la r i t y  i n

the  re la t i onsh ip  be tv reen  mone ta ry  expans ion  and  f i sca l  p ressu re .

I .  The  Emp i r i ca l  P rocedu re

In  the  mode l  o f  mone ta ry  po l i cy ,  t he  re levan t  po l . i cy  i ns t rumen t  i s  t aken  to

be  the  ra te  o f  g rowth  o f  t he  mone ta ry  base  (DMB) .1  A  measure  o f  t he

cyc l i ca l l y  ad jus ted  de f i c i t  (DEF)  i s  used  as  the  p roxy  fo r  gove rnmen t

p ressu re .  The  de f i c i t  i s  t aken  to  re f rec t  t he  des i r -ed  po r . i cy  s tance  o f  t he

gove rnmen t ,  w i t h  h i ghe r  
' l e ve rs  

o f  t he  de f i c i t  imp l y i ng  i nc reased  p ressu re
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for  the central  bank to support  the pol  icy t rade-off  weights adhered to by

the  gove rnmen t .  0n  the  bas j s  o f  t he -a rgumen t  t ha t  t he  i ncen t i ves  fac ing
po l i t i c i ans  a re  o f  a  sho r te r - te rm na tu re  than  the  i ncen t i ves  fac ing

o f f i c i a l s  o f  t he  cen t ra l  bank ,  t hen  i t  i s  expec ted  tha t  t he re  wou ld  be  a

re la t i ve  p re fe rence  fo .  expans iona ry  po l i cy  on  the  pa r t  o f  t he  gove rnmen t .

I ndeed ,  t he  de lays  accompany ing  the  economic  payo f f s  f rom an

an t i - i n f l a t ' i ona ry  po l i cy  may  themserves  be  su f f i c i en t  t o  make  such  a  po l  i cy

re l a t i ve i y  l ess  a t t r ac t i ve  t o  an  i ns t i t u t i on  w i t h  a  sho r te r  t ime  ho r i zon .2

Here ,  t he  more  immed ia te  e f fec ts  o f  con t rac t i ona ry  po l  i cy  tend  to  be

con f j ned  to  an  adve rse  impac t  on  i n te res t  ra tes  and  ou tpu t .  To  i nco rpo ra te

the  i n f l uence  o f  f i sca l  p ressu re  f rom the  gove rnmen t ,  t he  mone ta ry  po l i cy

feedback  ru le  has  the  genera l  f o rm g i ven  i n  (1 )  be . l ow :3

(1 ) D l ' lB ,=c (DEFa)Xa* t

where Dl i lB is the nate of  growth of  the monetary oase,

DEF  i s  a  measu re  o f  t he  cyc l i ca l l y  ad jus ted  de f i c j t ,

X t  i s  an  N  x  1  vec ton  o f  l agged  va jues  o f  t he  ta rge t

a  i s  a  1x  N  vec to r  o f  coe f f i c i en t s ,

e  i s  an  e rpo r  t e rm .

The  na tu re  o f  t he  dependence  o f  q  on  the  de f i c i t  can  be

s imp ly  by  the  I  i nea r  app rox ima t ion

va  r i  ab1es ,

expressed  mos t

(2) o t=o1  +  o rDEF ,

wh ich  p rov ides  the  bas i s  f o r  t he  equa t ion  to  be  es t ima ted  fo r  t he  fou r

coun t r i  es  i  n  t he  samp l  e .
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I n  seek ing  to  exp la in  the  ra te  o f  g rowth  o f  t he  mone ta ry  base  (DMB) ,  i t

i s  necessa ry  a t  t h i s  po in t  t o  spec i fga  se t  o f  va r i ab ies  tha t  m igh t

reasonab ly  be  expec ted  to  fea tu re  i n  t he  cen t ra r  banks r  reac t i on  func t i on .

Here ,  t he  goa ls  o f  p r i ce ,  j n te res t  ra te  and  emp loymen t  s tab i l i t y  a re

rep resen ted  by  se r ies  on  the  ra te  o f  g rowth  o f  t he  GNp de f l a to r  (Dp) ,  t he

th ree -mon th  t reasu ry  b i l l  r a te  (TB)  and  the  unemp loymen t  ra te  (UN) .  I n

o rde r  t o  a l l ow  fo r  i n te rna t j ona l  i n f l uences ,  t he  exchange  ra te  w i th  the

U.S .  (EX)  and  the  ba lance  o f  paymen ts  (Bp )  a re  added  to  the  domes t i c  po l  r cy

va r iab les .  F ina )  1y ,  t he  compos i t i on  o f  f ede ra l  spend ing ,  as  re f l ec ted  i n

the  ra te  o f  g rowth  o f  rea l  gove rnmen t  pu rchases  (DG) ,  i s  a l so  i n t roduced

in to  the  mode l .4  The  response  to  these  va r iab les  by  the  Fed  i s  i t se l f

t aken  to  be  i n te rac t i ve  w i th  the  va lue  o f  t he  de f i c i t  d i v i ded  by  t rend

GNP. "  I nc lud ing  i agged  va lues  o f  t he  mone ta ry  base  and  the  de f i c i t  t akeh

separa te l y ,  t he  equa t ion  to  be  es t ima ted  has  the  fo rm se t  ou t  be low :

& m
( 3 )  D M B ,  =  B ^  +  s  A .  n M R  +  F  r  n F Fc U z-  "d ' * t -d  4 "e " ' '  t -e

d=1 e=l

n
+  ( -  / ^  4 a  n E E  \ D G .  -4  \ - f 1  " f Z  s L ' l . - f t  

r - r

p
+ 

t  (Kg1 *  
"92  

DEFt -n)DP. -n

s=1

q
+ < .  f f  +  r  n t r t r  \TB.

z .  . ' h l  
"h2  " - '  t - h /  c -n

l^- l

r
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*  E  (o j r  +  6 jz  DEFt_ j )EXt_ j

+  t  (0 , .  +  u ,^  DEF.  . )BP.  +  u .e.  Kr  Kz  t -K '  t -K  t

= 0o * E 8d DHBt_d + I re DEFt_e
d=l e=1

n
+  S  A - .  nG  +  i 5  r nFF .DG) .  .4.  " f1 -- t - f

p
*  F  " ^ . ,  

DPr_^  +  r ^ , (DEF .DP) .  -. -  9 r  L - g  g L  ' t - g

s=1

q
+  < .  r  T D  ] . r  / n t r F . T B ) .

e.  'h1  ' " r -h
h=1

r
*  

E  t i1  UNt_ i  *  t , r (DEF.UN) r_ i

+ r t  d  FY +  / *  /  n t rF .FY\
4  " .1 '1  

' " t - j  e j2 \ " ' '  - ' ^ " t - i

+  t r  . r .  a D  / n c F . B p ) .  ,  +  U .z .  ' k 1  " ,  t _ k  
y k z \ v L .  _ .  / t _ k  _ t

I t  can  be  seen  tha t  t he  pos tu la ted  dependence  o f  t he  feedback  ru le

coe f f i c i en t s  on  t he  de f i c i t  imp l i es  t ha t  each  economic  va r j ab le  shou ld  be

p laced  a l ongs ide  a  co r respond ing  i n te rac t i on  t e rm  i n  t he  es t ima t i on  - -

g i v ing  a  compound  va r iab le  w i th  a  i ag  s t ruc tu re  synonymous  w i th  tha t  o f  t ne
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bas i c  economic  va r j ab le .  The  ac tua l  l eng th  o f  t hese  l ags  rema ins

inde te rm ina te  f rom a  theo re t i ca l  pe rspec t i ve ,  however ;  hence  an  app rop ia te

tes t  p rocedure  mus t  be  adop ted  i n  o rde r  t o  de te rm jne  the  l ag  va . l ues  m,  n ,

p ,  q ,  r  and  s .  He re ,  Aka i ke rs  ( 1970 )  m in imum f j na1  p red i c t j on  e r ro r  (FpE)

c r i t e r i on  i s  app l ' i ed  to  the  mode l  w i th  the  max imum lag  l eng th  se t  a t  s i x

The  es t jma t i on  i t se l f  i s  ove r  qua rLe r l y  daLa  f r om 1961 :1  t o  19g3 :4 ,  us i ng

o rd i  na ry  l eas t  squa res  (OLS) .

App l  i ca t i on  o f  t he  mode l  t o  t he  fou r  coun t r i es  i n  t he  samp le  l eads  to

cons ide rab le  va r ia t i on  i n  t he  number  o f  va r i ab res  se rec ted  by  the  FpE

cr i t e r i on .  Moreove r ,  on l y  i n  t he  case  o f  Canada  a re  a l l  t he  i nc luded

va . i ab les  s i gn i f i can t  a t  t he  f . i ve  pe rcen t  l eve l .  Tab le  L  g i ves  t he

s ign i f i cance  o f  t he  f u l ' l  se t  o f  va . i ab ' r es  i n  t he  f i na l  spec i f i ca t . i on  f o r

each  coun t r y ,  and  shows  tha t  t he  se ts  o f  i n te rac t . i on  te rms  a re  j o in t l y

s ign i f i can t  a t  t he  f i ve  pe rcen t  l eve l  on ry  fo r  canada  and  F rance .  chow

tes ts  showed  the  u .K .  t o  f ea tu re  i ns tab i r ' i t y  ac ross  exchange  ra te  reg imes ,

i nd i ca t i ng  tha t  t he  samp le  pe r iod  shou ld  be  sp l i t  i n to  the  1961  : !  _  7972 :2

f i xed  exchange  ra te  pe r iod  and  1972 :3  -  19g3 :4  f l oa t i ng  exchange  ra te
q

per iod ' "  Fo r  F rance  and  wes t  Germany ,  dummy va r iab ies  were  i n t roduced  in

o rde r  t o  dea l  w i t h  i ns tab i l i t y  co r respond ing  t o  changes  i n  t he  po l i t i ca l
1

adm i  n i  s t r a t i on . '

A l t hough  s i gn i f i cance  o f  many  o f  t he  va r i ab les  i s  i nd i ca ted ,  t he re  a re

ev iden t l y  ex tens i ve  d . i  f f e rences  i n  t he  f i nd ings  fo r  t he  respec t j ve

coun tn ies ,  bo th  i n  t he  de ta i l ed  coun t r y  tab les  p rov ided  i n  Append ix  A ,  and

Resu l t s
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i n  t he  ove ra l l  s i gn  pa t te rn  fo r  t he  resu i t s  as  Ia id  ou t  i n  Tab le  z .  No te

tha t  i n  Tab le  2 ,  t he  pa r t i a l  de r i va t i ve  o f  t he  mone ta ry  base  w i th  respec t

to  each  o f  t he  economic  va r iab res  measures  the  po l  i cy  response  obse rved  a t

a  ze ro  l eve l  o f  t he  de f i c i t .  He re ,  no  c i ea r  p i c t u re  a r i ses  and  t he re  i s  an

apparen t  m ix tu re  o f  coun te rcyc i  i ca l  and  accommoda t i ve  po l  i c i es  be ing

app l i ed  by  the  respec t i ve  cen t ra l  banks .  canada  and  F rance ,  f o r  examp. le ,

exh ib i t  a  s ign i f i can t  coun te rcyc r i ca l  (nega t i ve )  response  to  exchange  ra te

and  ba lance  o f  paymen ts  movemen ts ,  wh i l e  t he  U .K .  ( f i xed  exchange  ra te

pe r iod )  and  l r i es t  Germany  fea tu re  a  pos i t i ve  response  to  the  i n te rna t i ona . l

va r i ab les  rep resen ted  i n  the i r  reac t i on  func t i ons .

However ,  t he re  j s  i n  f ac t  suppor t  f o r  t he  paper , s  under l y ing  hypo thes i s

tha t  t he  sho r te r  t ime  ho r i zon  o f  t he  admin i s t ra t i on  wou ld  l ead  to

re la t i ve l y  more  we igh t  be ing  p laced  on  expans iona ry  po l i cy  than  i s  t he  case

w i th  the  cen t ra l  bank .  Th i s  f i nd ing  s tems  f rom the  s igns  on  the

in te rac t i on  te rms ,  wh ich  i n  Tab re  2  a re  g i ven  by  the  pa r t i a r  de r i va t i ves  o f

the  r i gh t -hand-s ide  coe f f i c i en ts  w i th  respec t  t o  t he  de f i c i t .  These

par t i a l s  re f l ec t  how the  response  to  each  o f  t he  economic  va r iab les  i s

a f f ec ted  by  an  i nc rease  i n  t he  de f i c i t ,  and  i t  i s  no tab le  t ha t  i n  e l even

cases  ou t  o f  a  to ta r  o f  f i f t een  (73%)  the  obse rved  e f fec t  o f  t he  de f i c i t  i s
i ndeed  expans iona ry .  Tha t  i s ,  ove r  a l l  f ou r  coun t r i es ,  Lhe re  i s  a  tendencv

fo r  t he  response  to  the  e remen ts  i n  t he  ob jec t i ve  funcL ion  to  become more

accommoda t i ve  a t  h ighe r  l eve l s  o f  t he  de f i c i t .  Fo r  canada  and  F rance  - -

t he  t \ 40  cases  r vhe re  the  i n te rac t i on  e f fec t  i s  s ta t i s t i ca l l y  s ign i f i can t  - -

s j x  ou t  o f  t he  seven  t e rms  a re  pos i t i ve .S

I t  rema jns  t rue  tha t  t he  b road  range  o f  resu l t s  con ta ined  j n  the

f i nd ings  o f  t h i s  pape r  necessa r i l y  l im i t  i t s  con t r , i bu t i on  t owa rds
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unc re rs tand ing  the  mone ta ry  po l i cy  p rocess  i n  t he  fou r  coun t r i es .  A t  t he
same t ime ,  such  l a rge  va r ia t i ons  j n  l l l one ta ry  po . i  i cy  reac t i on  func t j on

es t ima tes  ob ta ined  fo r  d i f f e ren t  coun t r i es  a re  i n  f ac t  a  fam i r i a r  f ea tu re
o f  much  o the r  c ross -coun t r y  work  (Gordon  (1977)  and  Wi l l e t t  e t  a l  (19g6) ,

fo r  examp le ) .  i ndeed ,  t he  p r imary  bas i s  o f  t he  p resen t  paper  . i s  t ha t ,

desp i te  the  a fo remen t ioned  p rob iems  w i th  the  resu r t s ,  i t  i s  neve r the less
poss ib le  to  d i sce rn  a  p ronounced  regu la r i t y  i n  t he  re la t i onsh ip  be tween

cen t ra l  banks  and  gove rnmen ts .  I n  essence ,  t he  nesu l t s  sugges t  t ha t

acce le ra t i ons  i n  t he  ra te  o f  mone ta ry  expans ion  may  be  a t t r i bu ted ,  a t  l eas t
i n  pa r t '  t o  t he  demands  tha t  gove rnmen ts  may  p race  on  the i r  cen t ra r  banks .

Moreove r ,  h ighe r  budge t  de f i c j t s  a re  spec i f i ca l l y  seen  as  i nduc ing  a  more

accommoda t i ve  response  to  movemen ts  i n  economic  va r iab les .

I I I .  Conc l  us  i ons

The  ana lys i s  has  mode led  mohe ta ry  po l i cy  as  the  j o in t  p roduc t  bo th  o f
cen t ra l  bank  t rade -o f f  we igh ts  and  o f  gove rnmen t  p ressu re ,  w i th  the  i a t t e r
p rox ied  fo r  by  the  obse rved  l eve l  o f  t he  de f i c , i t .  The  tendency  fo r  t he
response  pa t te rn  to  become more  accommoda t i ve  a t  h ighe r  1eve . l  s  o f  t he

de f i c i t  p rov ides  ev jdence  o f  a  marked  emp i r i ca l  regu la r i t y  t ha t  i s
' i  I  l us t ra ted  i n  t he  resu r t s  f o r  t he  i n tenna t i ona r  samp le .  I _n  v iew  o f  t he
s t ruc tu ra l  ' i ns tab i l  i t y  and  i ns ign i f i cance  o f  t he  i n te rac t . i on  te rms  in
cen t .a in  o f  t he  coun t r i es ,  f u r the r  resea rch  pay ing  more  a t ten t i on  to  the
ro le  o f  t he  de f j c i t  may  l ead  to  a  be t te r  unders tand ing  o f  c ross_coun t ry

d i f f e rences  i n  mone ta ry  po l  i c y .9
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TABLE

Sign Pat te rn  fo r

Fra nce
r t  I  L : 5  -

1983 :  4
. l Y o t :  t  -

7972:2

<0

' < 0

>0

> 0

> 0

> 0

>0

t he Resu l ts

U.K .

Canada
We st

Germany

> 0

< 0

aDMB/ODEF

ADMB,/ODG

a( aDMB,/aDG)/aDEF

ADI4B,/ A DP

a( aDMB/aDP),/aDEF

ODMB/ATB

a( aDMB/aTB)/aDEF

ADMB,/ AUN

a( aDl4B/aUN),/aDEF

ADI4B/ A EX

a( aDl4B,/aEX),/a0EF

EDIlB/ABP

a( aDMB,/aBP),/a0EF

<0

>0

>0

>LJ

>0

< 0

> 0

< U

>0

<0

>0

< 0

>0

>0

<0

<0

>0

>lJ

>0

>0

> 0

< 0

< 0

< 0
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Notes

Th is  paper  d raws  on  my  ph .D .  d j sse r ta t i on  en t i t i ed  'The  In te rac t i on  o f

Cen t ra l  Bank  Behav io r  w i t h  F j sca l  po l i c ymak ing  and  t he  po l i t j ca l

Eus iness  Cyc ' l e :  A  Mu i t i -Coun t r y  S tudy , r  Hous ton ,  Tex . :  Un i ve rs i t y  o f

Hous ton ,  December  1985 .  I  wourd  i i ke  to  thank  r v r i  ke  cox  and  s teve  Green

fo r  adv i ce  and  comments  tha t  g rea t l y  ass i s ted  p repana t . i on  o f  t he  paper

in  i t s  p resen t  f o t .m .  I  am a l so  p leased  to  acknow ledge  p r i o r  suppon t

f rom Gera ld  Dwyer ,  my  d ' i  sse r ta t i on  cha i rman ,  and  the  o the r  members  o f .

my  d i sse r ta t i on  commi t tee .  The  v iews  exp ressed  a re  those  o f  t he  au tho r

and  do  no t  necessa r i l y  re f l ec t  t he  pos j t i ons  o f  t he  Federa l  Rese rve

Bank  o f  Da l l as  o r  t he  Federa l  Rese rve  Sys tem.

Use  o f  t h i s  mone ta ry  measure  i s  suppor ted  by  Lo th ian  (1976) ,  who

s t resses  the  re la t i ve  cons tancy  o f  t he  cha rac te r i s t i cs  o f  h igh_powered

money  ac ross  coun t r j es  and  ac ross  t ime .

In  te rms  o f  t he  repu ta t i ona l  imp l  i ca t i ons  d i  scussed  by  Ear ro  and  Gordon

(  1983a ,  b ) ,  t he  po l  i cymaker r  s  d i  scoun t  ra te  i  s  . i n  f ac t  c ruc ia l  i  n

de te rm in ing  whe then  the  po l i cymaker  fo rgoes  the  sho r t - t e rm bene f i t s

ava i l ab le  f rom unan t i c i pa ted  i n f ra t i on  i n  o rde r  t o  secu re  the  ga in  f rom

low ave rage  i n f l a t i on  ove r  t he  l onger  hau l  ,  I n  t he  Bar ro  and  Gordon

mode l  ,  i t  i s  shown  tha t ,  ce te r i s  pa r ibus ,  t he  
' i ove r  

t he  d . i  scoun t  ra te .

t he  c l ose r  t he  ou t come  to  t he  mode r ' s  op t jma1  so lu t i on  i n  wh i ch  t he

po l i cymaker  fo l l ows  a  ze ro  money  g rowth  nu1e .  A  h ighe r  d i scoun t  ra te

fo r  t he  gove rnmen t  re ra t i ve  to  the  cen t ra l  bank  wourd  i n  t h i s  case  be

cons i s ten t  w i th  p re fe rence  fo r  a  re la t i ve l y  more  rap id  ra te  o f  money

growth ,  and  i n  tu rn  w j th  an  expans iona ry  impe tus  fo r  t he  f i sca l

p ressu re  app l i ed  by  the  govennmen t .
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3 .  See  Burdek jn  (1986)  fo r  f o rma l  deve lopmen t  o f  t he  under l y ing  mode)

assoc ia ted  w i th  th i s  equa t i on .  t he  app roach  may  be  re ra ted  to  tha t  o f
B l i nde r  (1983) ,  who  a l so  a l l ows  fo r  i n te rac t i on  be tween  the  se t  o f

coe f f i c i en ts  i n  t he  mone ta ry  po l i cy  reac t i on  func t i on  and  the  budge t

de f i c j t .  E l i nde r ,  however ,  add resses  the  poss ib le  impac t  o f  cen t ra l

bank  economic  goa ls  on  de f i c i t  accommoda t ion ;  and  dea ls  the re fo re  w i th
the  reve rse  o f  t he  d j rec t i on  o f  causa l j t y  cons ide red  he re .

4 .  Th i s  acco rds  theo re t j ca l  i y  w i th  ce r ta in  op t ima l  pub l i c  f i nance

cons idena t i ons  r "a i sed  by  Bar ro  (1979) ,  and  acco rds  emp i r i ca i . l y  w i th  the
s ign j f i can t  r o l e  f o r  t h i s  va r i ab le  f ound  by  B l j nde r  ( 19g3 ) .

5 .  A  p rob lem he re  i ' s  t he  l ack  o f  i n te rna t i ona . l  da ta  on  the  fu l l _emp loymen t

de f i c i t  and  on  t rend  GNp.  A l though  in  the  l a t t e r  case  an  accep tab le

p roxy  can  be  ob ta ined  by  reg ress ing  the  1og  o f  rea . l  GNp  on  a  t ime

t rend ,  t he  bes t  a l t e rna t i ve  to  the  fu l l - emp loymen t  de f i c i t  was  found

s imp l y  t o  be  obse rved  (unad jus led )  de f i c j t .  Us ing  t he  U .S .  as  a  bas i s
o f  compar i son ,  t he  obse rved  de f i c j t  f n  f ac t  nas  a  g rea te r  co r re ra t i on

w i th  the  o f f j c i a l  r cyc l i ca l1y  ad jus ted '  de f i c i t  t han  does  a  p roxy

measure  cons t ruc ted  by  tak . i ng  the  res idua ls  f rom a  reg ress ion  o f  t he
de f j c i t  on  cu r ren t  and  l agged  rea l  GNp.  Use  o f  t he  unad jus ted  de f i c i t

i s  f u r t he r  j us t j f i ed  by  t he  f ac t  t ha t  i t  has  r ) a t i ve l y  l i t t l e  e f f ec t  on
the  s i gn  pa t t e rn  f o r  t he  U .S .  as  g i ven  i n  Bu rdek in  ( 19g6 ) ,  even  t hough

the re  i s  a  r educed  ove ra l I  goodness  o f  f i t .  (The  R  i s  0 .63  w i t h  t he

o f f i c i a l  measu re ,  0 .53  w i t h  t he  unad jus ted  de f  . i c i t  and  0 .45  w i t h  t he

cons t ruc ted  de f  i  c i  t . .  )

6 '  I n  an  i n i t i a r  app l i ca t i on  o f  t he  FpE  c r i t e r i on  t o  t he  f u r l  samp le ,  on l y
the  de f i c i t  and  unemp loymen t  ra te  were  se lec ted  fo r  t he  u .K .  A l l owance

was  then  made  fo r  a  ro le  o f  t he  i n te rna t i ona l  va r j ab les  tha t  m igh t  be
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spec i f i c  t o  t he  separa te  sub -samp les .  Here ,  a  reapp l i ca t i on  o f  t he  FpE

cr . i t e r i on  revea led  bo th  the  exchange  ra te  and  ba lance  o f  paymen ts  to  be

s ign i f i can t  f o r  t he  1961 :1  : 1972 :2  pe r i od ,  and  t he  ba lance  o f  paymen ts

a lone  fo  be  s ign i f i can t  f o r  t he  j . 972 :3  -  l 9g3 :4  pe r iod .  The  f i na l

spec i f i ca t i ons  f o r  t he  two  u .K .  sub -samp les  i nc l ude  t hese  i n te rna t i ona l

va r iab les  as  we l l  as  the  de f i c f t  and  unemp loymenr  ra t ,e .

Chow tes ts  were  app l i ed  . i n  o rde r  t o  tes t  f o r  s tab i l . i t y  ove r  F rench

p res iden t i a l  adm in i s t r a t i ons ,  and  t he  resu l t s  i nd i ca ted  s tnuc tu ra l

b reaks  co r respond ing  to  the  te rms  o f  pomp idou  and  G jsca rd ,  Fo r  V les t

Germany ,  i ns tab i l  i t y  was  i nd i ca ted  ove r  t he  1969 :4  -  1972 :4  and  I973 : l
-  7976 :4  i n te r -e lec t i on  pe r iods .  Dummy va r iab les  were  de f i ned  fo r  each

o f  t hese  Wes t  Ger -man  in te r -e lec t i on  pe r iods ,  and  a l so  fo r  t he  two

French  p res iden t i a l  admin j s t ra t i ons  no ted  above .

The  s ta t i s t j ca l  i ns i gn i f i cance  o f  t he  i n te rac t i on  t e rms  f o r  t he  U .K .

and  | . t l es t  Germany  c lea r l y  i s  ev jdence  aga ins t  t he  asc r ibed  ro le  fo r

f i s ca l  p ressu re  i n  i n f r uenc ing  cen t ra l  bank  behav io r .  The re  i s  a l so  a

genera l  i ns ign i f i cance  o f  t he  economic  va r iab les  p resen t  i n  t he

reac t j on  func t i ons  fo r  t hese  two  coun t r i es .  (The  on l y  excep t i on  to

th i s  j s  t he  ba lance  o f  paymen ts  va r iab le  fo r  Wes t  Germany ) .  The

pa r t i cu l a r  p rob lems  i n  exp la i n i ng  mone ta ry  po l j c y  i n  t he  U .K .  and  t des t

Germany  does ,  however ,  a lmos t  he igh ten  the  impor tance  o f  t he  ove ra l  I

expans iona ry  e f f ec t  o f  t he  de f i c i t  as  a  t r end  d i sce rn ib l e  ac ross  t he

f  u )  i  samp l  e .

The  c ross -coun t r y  ev idence  may ,  however ,  be  se t  a longs jde  the  resu l t s

p resen ted  i n  Bu rdek in  (1986) ,  wh ich  sugges t  an  impor tan t  ro le  fon

f i s ca l  p ressu re  i n  exp la i n i ng  mone ta ry  po l i c y  i n  t he  U .S .

8 .

t .
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t -S ta t i  s t i  c

(  1  .70 )
(1 .80)

( -2 .30)
( t  .?2 )
(0 .3e)

( -2 .00)
(2 .23)

( -0 .08)
( -0 .21)
(2 .88)

( -0.s3)
(2 .75)
(1 .17)

( -2  .e7  )
(  3 .34)

( -3 .07)
(3 .07)

( -2.s2)
(0 .21)
(2 .61)

( -1 .86)
( -1 .32)
/ - 1  0 ( \

(2 .46)
( -1 .26)
( -2 .36)
(0 .26)
(0 .46)

( -4 .41)
(0 .70)
(o.ss)
( 1. re)
(3 .1s)

Append i  x  A

TABLE A1

Resul ts for Ca n ada

Coe f f i c i en t

Dependent Var iabl  e Dlt lB
Samp l  e  1961 :1  -  1983 :4

0.'J.?2
13 .259

-16 .002
0 .  144
0 .045

4 I  .774
-0 . 026
-0 .070
0 .952

-23 .278
120 . 993
42.498
-0  .  671
1 .010

-0 . 680
53 .081

- E q  7 2 '

3.777
0 .328

-o .257
-0  .724

- t J . b / l

76.172
-7.289
-0  .  020
0 .002
0 .004

-0 .040
0 .402
0 .315
0 .694
1 .899

DW = 1 .79

Con s tan t
DEF(  -1 )

DG(  -  1 )
DG( -2 )
DE F. DG( - 1)
DE F. DG( -2 )
DP(  -1 )
DP(  -2 )
DP(  -3 )
n F F  n D / - 1 \

DEF . DP( -2 )
DEF.DP( -3 )
TB(  -1 )
TB(  -2  )
TB(  -3 )
N F F  T R / - I  \
D F F  T R T - 2 \

DEF.  TB( -3)
EX( -1 )
EX( -2 )
EX( -3 )

DEF.  EX( -2 )

BP(  -  1 )
BP(  -2  )
BP(  -3  )
BP(  -4 )
DEF.BP( - i )
N F F  P D / - ' \

n F F  R p /  - r  l
n F F  R P /  - 1 1 \

2
K = o =  0 .0130 .90



0ependent Var i  abl  e DFIB
Samp le  1961 :1  -  1983 :4

I

R =  0 .22

_42_

TABLE A2

Resu i  ts  fo r  France

Coef  f  i  c  i en t

Con s tan t
DMB(-1)
DMB( -2 )
DMB(-3)
DG(-1 )
DEF.  DG(  -1 )
uN( -  1)
uN( *2 )
uN( -3 )
DEF.  UN( -1 )
DEF.  uN(  -2  )
DEF.  uN(  -3 )
BP(  -1 )
BP(  -2  )
BP(  -3  )
DEF.BP( -1 )
n F F  A D r ' ' - t \

DEF . BP( -3 )
POlIP
t  - t ) L

0.054
-0 .  329
0 .160
n  1 1 ?

-1.997
156 .492
-0 .  125
-0.282
0 .453

-1 .919
2 .898
3 .004

-0  .  007
0 .009

-0 .006
-0  .  011
-7 .347

0 .006
-0 .047

DW = 1 .89

t -S ta t i s t i c

o =  0 .044

one  fo r  t he  Pomp idou
ze ro  e1se ,

one  fo r  t he  G isca rd
ze ro  e l  se .

q 2 \

81)
37)
q ( \

11)
80)
47)
56)
60)
42)
33)
s8)
1 q \

0e)
81)
03)
08)
14)
45)
64)

(2 .
- L .

(0 .

t 1

-0 .

-1 .
t . .
\ z .
- 1 .
( r . .
- u  -
- 0 .
- J .

(0 .
-2 .

(

(

(
(

(

(

(
(
(
(

(

Note :  POMP i s  a  dummy va r iab le  se t  equa l  t o
adm i  n i  s t r a t i  on  (  1969 :3  -  1974 :2 )  ,  and

G iSC i s  a  dummy va r iab le  se !  eoua l  t o
adm in i s t r a t i on  (1974 :3  -  1981  : 2 ) ,  and



Dependent Vani abl  e DMB
Samp i  e  1961 :7  -  1972 :2

R = 0 .83

Sample  1972:3  -  1983:4

Con s tan t
DEF(  -1  )
DEF(  -2 )
uN( -1)
uN( -2 )
DEF.UN( -1 )
DEF. uN( -2 )
BP( -1 )
N F t r  R D T  - 1  \

2
R =  0 .60
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TABLE A3

Resu l  ts  f  o r the  U.  K .

Coe f f i c i en t

0.040
0 .350

-2 .484
2 . ) .66

22.543
3? .774
0 .273

-o .267
-0 .  139
0 .479
0 .077

-0  .  073
0 .069

-0 .052
-L .  060

I . f , U J

1.  186
0 .746

DW = 2 .15

C o e f f i c i e n t

0.082
0 .731
0 .372

-3 .255
3 .400

-9  .856
-6 .509
-0  .  010
-0.2r2

D\ l  =  2 .47

t -S ta t i s t i c

o =  0 .020

t -Sta t  i  st ' ic

(0 .42
(0 .30

( -1 .80
(0 .82

(  -0 .87
(  1 .68
(2 .02
(3 . ie

{ - )  q R

( -0 .36
(1 .11
l  r  ? q

(  i . 45
( -1 .04
(2 .34
(2 .31
(2 .11
(1 .36

Constan t
DEF( -1 )

uN( -1 )
uN( -2 )
DEF.  uN( - i  )
DEF.  uN( -2)
EX(  -  1 )
EX( -2 )
DEF.  EX( -1 )
DEF.  EX( -2 )
BP(  -1 )
BP(  -2 )
BP(  -3 )
BP(  -4 )
n F F  R p t  - 1 1

N F F  R D T  -  2 ' \

n F F  R D r / - ? \
DEF.  BP( -4 )

(1 .e7
(  1  2 L
(0 .82
-1 .37
( 1  4 2
-0 .94
-1 .  16
-0 .  55
-0 .71

o  =  0 .04 i
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TABLE A4

Resu l  ts  fo r  WestGermany

Dependent Var iable Dl4B
Samp le  1961 :1  -  1983 :4

2
R = 0 .49

Note :  D6972  i s  a
pe r i  od of

07376 i  s a
per iod  o f

Coe f f i c i en t

0.059
-0  .  31 i
0 .s66
9 .549

-0 .  004
0 .009
U . I J J

-1..279
0 .034

-0 . 004

DW = 2 .07

dummy va r iab le  se t  equa l  t o  one  fo r
1969 :4  -  7972 :4 ,  and  ze ro  e )se ,

dummy va r iab le  se t  equa l  t o  one  fo r
1973 :1  -  ! 976 :4 ,  and  ze ro  e l se .

Cons tan t
nMRrr - I \

DP(- i )
DEF.  DP(  -  1 )
BP(  -1 )
BP( -2 )

n F F  R p 1 - 2 \
D6972
D7376

t -  s ta t  i  s t i  c

o  =  0 .040

t he  i n te r -e lec t i on

the  i  n te r -e l  ec t i  on

( -3 .12)
(0 .88)
(0 .0e)

( -1 .41)
(3 .20)
(0  .27  )

( -2 .62)
(? .49)

( -0 .31)



The UN and

rema i  nde r ,

F rance ,  t he
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Append jx  B

o f  t he  In te rna t  i ona  l  Da ta

8P data  ser ies  a re  taken f ron  OECD (19S0,  1984) ;  w . i th  the

in  genera l  ,  be ing  ob ta ined f rom the  IFS tape.  However ,  fo r

na t iona l  accounts  da ta  ape f rom OECD (1972)  and 0EC0,

f o r

i n

Canada  j s  by  cou r tesy  o f  t he

Bank  o f  Canada  Rev iew ,  va r ious

Bank  o f  Canada .  (Ava i l ab le  f ron  1967 :Z

i  ssues .  )

The  exac t  de f i n i t . i ons  o f  t he  da ta  se r ies  fo l l ow  be low ,  w i th  the  IFS

I  j  ne  numbers  where  app rop r i  a te :

(1 )  DMB =  l os  (MBASE/ t ' tBAsE( -1 ) )

where  MBASE i s  t he  (unad jus ted )  mone ta ry  base  (1 ine  14 ) .

(2 )  DEF =  ( -1  x  BUDGET) /TRNDGNp

where  BUDGET i s  t he  (unad jus ted )  gove rnmen t  budge t  su rp lus  (1 . i  ne

80 ) ,

TRNDGNP i s  t rend  GNp;  cons t ruc ted  by  tak ing  the  an t i l og  o f  t he

f i l t ed  va lues  f r om a  reg ress ion  o f  t he  l oga r i t hm  o f  r ea l  GNp  ( l i ne

99a . r  - -  f o r  U .K .  on l y ,  l i ne  99b .p )  on  a  cons tan t  and  a  t ime  t r end
- -  wh i ch  a re  t hen  mu l t i p i i ed  by  pR ICE  to  pu t  t he  se r i es  on  a

nomi  na l  bas i  s .

(3 )  DG =  l og  (GOV/GOV( -1 ) )

where  GOV i s  rea l  gove rnmen t  consumpt ion  (1 ine  91 f  d i v . i ded  by

PRrCE) .

(4)  DP = los  (pRIcE/pRICE(-1) )

where  PR ICE  i s  t he  cNp  de f l a to r  ( 1 i ne  99a  d i v i ded  by  l i ne  99a . r  __

fo r  U .K .  on l y ,  l i nes  99b  and  99b .p  respec t . i ve l y ) .
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(5 )  UN i s  t he  unemp loymen t  l "a te  - -  f o r  F rance  on1y ,  t he  numbers

unemp loyed  ( i n  m i1 ' l  i ons ) .

( 6 )  TB  i s  t he  t h ree -mon th  t r easu ry  b j l l  r a t e  (Canada  and  U .K . ,  l i ne

60c ) .

(7 )  CL  i s  t he  ca l l  money  ra te  (F rance  and  Wes t  Germany ,  i . i ne  60b ) .

( 8 )  EX  i s  t he  exchange  ra te  w j t h  t he  U .S .  ( 1 i ne  a .e  - -  f o r  U .K .

on1y ,  l i ne  a .g ) .

(9 )  BP  i s  t he  ba lance  o f  paymen ts  de f i c i t  on  cu r ren t  accoun t  - -  f o r

F rance  on l y ,  t he  ba lance  o f  t rade .

The  on l y  seasona ' l  i y  ad jus ted  se r ies  apa r t  f r om the  na t i ona l  accoun ts

da ta  a re  UN (excep t  f o r  Wes t  Germany )  and  Bp  (F rance  on l y ) .




