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Abstract

Why are some governments delegate more functions to their central bank than
others? Despite the importance of non-monetary functions of central banks that
significantly affect economic activities both domestically and internationally, lit-
tle is known about the relationship between a variety of central bank functions
and governments’ delegation strategies. The conventional wisdom of independent
central banks considers that the narrower focus of central bank mandate on price
stability, the better economic outcomes. However, no central bank operates only
monetary policies, and delegating non-monetary functions has increased, espe-
cially after the Great Financial Crisis. To empirically capture the diversification of
central bank mandates, we apply the Keyword Assisted Topic Models to the cen-
tral bank statute of 103 countries. We analyze governments” delegation strategies
by focusing on a trade-off between central bank autonomy and the breadth of its
policy functions. We suggest that governments are likely to allow broader policy
roles to the central bank when countries are more autocratic and have lower state
capacity. Our findings advance our understanding of when governments formally
delegate certain political and economic powers to central banks.
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Introduction

Since the early 1990s, reforms in central banks have been advanced globally, which
dramatically increased the independence of this “unelected power”(Tucker 2018). In
the wave of central bank reforms, central bankers’ main mandate has been price stability
guided by credible monetary policy. More recently, reforms of central banks have
gone further to expand their mandates for a broader range of policies (Ortiz 2009).
Accountability and informational transparency of central banks were viewed as an
important agenda for central bank reforms to enhance the credibility of monetary
policy (Geraats 2002). Furthermore, both the 2008 Great Financial Crisis and the
COVID-19 pandemic posed pertinent lessons for policymakers to embed institutional
mechanisms to stabilize financial systems. These experiences resulted in expanding
functions of central bankers beyond monetary policies, including micro- and macro-
prudential oversight, supervision of financial institutions, provisions of liquidity as
“the lender of last resort,” and foreign exchange operations (e.g., Musthaq 2021; Cantu
et al. 2021). The imminent risk of climate change has also been proposing discussions
among central bankers on how to deal with financial risks stemming from climate-
related issues, prompting central banks to lead green energy policies (NGFS 2020;
Buch 2021). Given the development of the diverse functions and mandates of modern
central banks, one pertinent question arises: Under what conditions do governments
delegate a variety of policy functions to their central banks?

Despite expanding mandates of central banks, we know little about when gov-
ernments decide to offer central banks formal policy discretion in a wide range of
economic policies. The literature on central banking has mostly focused on a man-
date of monetary policy — price stability —, while assuming that conservative central
bankers seek to control price increases and thus use traditional monetary policy tools
(i.e., manipulation of short-term interest rate and limits on government borrowing) to
combat inflation (e.g., Grilli, Masciandaro, and Tabellini 2014; Alesina and Summers
1993). The literature greatly deepened our understanding on the relationship between
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stability as the bank’s goal as well as monetary policy as its means does not allow
scholars to explore what implications the recent diversification of central banks” policy
mandates may have on the causes and consequences of the banks’ institutional design.

This paper aims to fill this void in the central banking literature by conducting a
new textual analysis of central bank laws. The text analysis of central bank statute
enables us to capture a broader range of policy functions that contemporary central
bankers hold yet have not been adequately explored by scholars. Referring to the clas-
sification by Ortiz (2009), we identify six policy functions of central banks and different
degrees of policy delegations across countries: financial stability and regulation; cur-
rency provision; payment and settlement; foreign exchange and reserve management;
other operations functions as well as traditional monetary policy function. Then, we
operationalize the degree of policy function delegation as the share of the topic word
amounts related to each policy function in the entire laws, using the Keyword Assisted
Topic Models (Eshima, Imai, and Suzuki 2021).

To explain the cross-national variation in central bankers” mandates, we then con-
duct a preliminary analysis of the correlates of policy delegation. When diversifying
central banks” mandates, governments need to consider a principal agent problem:
Delegating a broader range of powers to an agent with expertise (i.e., the central bank),
the government as the principal may be able to increase policy efficiency, while risk-
ing agency slack arising from dissimilar preferences between the government and the
central bank. With this problem in mind, we focus on the following two factors as
explanatory variables: political regimes and state capacity. We expect whether a coun-
try is democratic or not to significantly influence the degree to which the government
controls the central bank: autocratic governments can make central bankers at their
disposal, even if they formally delegate policy functions to central bankers, while the
rule of law and high levels of political accountability in democracies make it diffi-
cult for politicians to renege on what central bank statute stipulates. Consequently,
autocratic governments are more likely to offer a wide range of functions to central

bankers than their democratic counterparts. Regarding state capacity, countries with



low state capacity may find it more difficult to disperse policy functions across min-
istries because the executive is unable to orchestrate bureaucrats and, thus, effectively
conduct macroeconomic policies. Under this situation, governments are more likely
to concentrate diverse policy functions on the central banks, which essentially exist in
most countries.

Overall, the findings in the preliminary analysis support our expectations. First,
we find that democratic countries are less likely to have a higher distribution of text
related to financial stability and regulatory function, and foreign exchange and reserve
management function. Second, within the five non-monetary policy functions, all but
other operative functions have a negative association with high state capacity, while
only the foreign exchange and reserve management function is statistically significant
at the 5% level.

This paper makes three important contributions. First and foremost, we contribute
to advancing our understanding on the diversification of central bank functions. To
the best of our knowledge, this study is a first attempt to systematically understand
this important research agenda by analyzing the text of central bank laws worldwide
via a topic model. By conducting textual analysis on our preliminary collection of
cross-sectional text data of central bank laws, we illuminate the conditions under which
governments formally delegate policy functions to central bankers. Second, in so doing,
we go beyond a dominant view in the literature that central banks only seek to achieve
price stability by utilizing monetary policy tools. By relaxing this assumption of central
bankers’ policy objective, we expand the focus of the central banking literature to non-
monetary dimensions. Third, by focusing on political regimes and state capacity as
primary variables explaining variations in central bank functions, we suggest that these
two factors influence the content and coverage of central banking, as well as monetary
and fiscal effects of central bank independence (Bodea and Hicks 2015; Bodea and
Higashijima 2017) as well as other socio-economic outcomes (e.g., Besley and Persson
2010; Gerring, Knutsen, and Berge 2022).

This paper is organized as follows. The next section reviews the comparative



political economy literature on central banking, suggesting that research has exclusively
focused on the central bankers’ roles in monetary policy and price stability. In the third
section, we explore determinants of diversification of central banks’ policy functions,
while shedding light on the impacts of political regimes and state capacity. The fourth
section conducts a preliminary textual analysis of central bank statutes to empirically
assess our theoretical expectations. Lastly, conclusions follow to suggest possible
implications derived from this study as well as the next tasks this research will tackle

in the future.

Beyond Inflation: Varieties of Central Banks” Functions

Driven by expanding roles of central banks, scholars have explored the conditions un-
der which central banks become a credible authority to influence policy-making and
economic performance. Governments are tempted to use monetary policy to boost
their political support for their electoral purposes (Hibbs 1977; Block 2002; Franzese
2002). As a measure of shielding monetary policy from political motives, researchers
emphasized the importance of delegating the mandate of monetary policy to an inde-
pendent institution — the central bank. By delegating monetary policy to conservative,
independent central banks which prefer price stability, central banks can adopt short-
term interest rates and control lending to governments in response to economic needs
without facing political manipulation of monetary policy, thereby enhancing policy
credibility (Barro and Gordon 1983; Rogoff 1985; Alesina and Summers 1993). Al-
though debates still ensue on when independent central banks become effective in
producing low inflation (Adolph 2013; Bodea and Hicks 2015) as well as what side
effects central bank independence is likely to produce (Aklin and Kern 2021; Hansen
2022), scholars mostly agree on the view that independent central bankers” main ob-
jective is to pursue price stability.

Based upon this paradigm, the study on central banking has employed the Central
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central banks, which is originally created by Cukierman, Webb, and Neyapti (1992)
and then expanded by other researchers (Polillo and Guillén 2005; Bodea and Hicks
2015; Garriga 2016). In the CBI Index, central bank laws are coded on 16 dimensions
related to four major components of CBI: (1) CEO’s characteristics (i.e., appointment,
dismissal, and tenure of the chairman of the bank), (2) policy formulation attributions
(i.e., who formulates and has the final say in monetary policy and the role of the central
bank in the budget process), (3) the central bank’s objectives (i.e., whether price stability
is stipulated as the main objective), and (4) the central bank’s limitations on lending
to the public sector. These 16 components are then combined into a single weighted
index, ranging from 0 to 1 CBI. Higher scores indicate that the central bank is able to
decide monetary policy for price stability, politically independent of the government.

Although the CBI index greatly contributed to developing empirical analysis of
central banking politics, we encounter at least the following two limitations that need
to be addressed by further research. First, the conventional measure of CBI exclu-
sively focuses on the role of central banks in the sphere of traditional monetary policy.
The index is based on the assumption that independent central bankers solely pursue
price stability and determine levels of short-term interest rates and limit lending to
governments for that goal. Although this assumption is reasonable when exploring
how central bankers use monetary policy tools independent of governments’ politi-
cal motives, the exclusive focus on central banks” discretion over these conventional
monetary tools does not allow us to illuminate the recent growing diverse functions
of central banks. For instance, the 2008 Great Recession and the COVID-19 pandemic
prompted policymakers to institutionalize mechanisms for preventing a financial cri-
sis and swiftly stabilizing financial systems from economic downturns (Musthaq 2021;
Cantu et al. 2021; ?). Through these experiences, policy mandates of central bankers
were greatly expanded in many countries, including micro- and macro-prudential
oversight, enhancing liquidity for private banks, supervision and regulation of finan-
cial institutions. Additionally, given the importance of improving accountability and

transparency of central banks for monetary policy credibility, an increasing number



of central banks publish economic and financial indices to validate their projections
(Geraats 2002).

Emerging comparative political economy literature starts investigating the cause
and consequences of these new mandates of central banks. For instance, constructing
a new CBI data set which comprises multiple components of fiscal independence and
forecast reporting and information disclosure, as well as the conventional 16 items,
Romelli (2022) reports that past levels of independence, IMF loan, and democratic re-
form are all positively associated with independent central banks. Similarly, using an
original database capturing the extent of central bank involvement in financial sector
supervision, Masciandaro and Romelli (2018) shows that systemic banking crises tend
to be followed by the strengthening of financial sector supervision. Conducting case
studies of exchange operations by the Reserve Bank of India and asset purchase pro-
grams by the U. S. Federal Reserve, Musthaq (2021) suggests that since the 2008 financial
crisis, these unconventional measures have been increasingly used even in non-crisis
times, blurring boundaries between crisis and non-crisis interventions. These studies
strongly suggest that the non-monetary functions of central banks have significant
implications on central banks’ institutional design as well as economic performance.
However, these studies focus on one or two non-monetary functions and/or limit their
empirical scopes to a smaller number of countries.

The second problem of the conventional CBI index is that it simply aggregates
two different dimensions of central bank characteristics — (1) political independence
from the government (e.g., CEOs” autonomy of appointment/dismissal by the gov-
ernment, decision-making power of central banks) and (2) monetary functions and
objectives. This is problematic, especially when one wants to capture varieties of de
jure policy functions that central banks hold and how diversification of policy functions
may change according to political independence from governments. By clearly distin-
guishing the concept of political independence from policy functions formally given
to central bankers, we investigate the relationship between political independence and

policy functions. Since the extant research only used central bank laws to code how



much emphasis is put on the price stability goal and central banks’ political indepen-
dence, we know little about what factors are likely to influence the diversification of
central banks” policy mandates. This paper fills this void by conducting a text analysis
that includes all the provisions documented in central bank laws of 103 countries. In
what follows, we focus on three factors that are likely to be correlated with policy
delegation to central banks: political independence of central banks, political regimes and

state capacity.

Explaining Variations in Central Banks” Functions: Polit-
ical Independence, Political Regimes and State Capacity

For central banks to hold particular policy mandates, governments need to decide to
delegate those policy functions to central banks by revising central bank statutes to
formally guarantee central banks” discretion over the policy areas. Such a delegation
of policy mandates to central bankers, however, is likely to entail an important trade-
off for governments. On the one hand, by delegating various policy functions to this
professional economic institution, governments can rely on central banks’ expertise,
which makes it possible to conduct reasonable economic policymaking in response to
the current issues. Furthermore, by declaring that governments delegate many policy
functions to independent central banks, policy credibility is likely to increase across
various policy areas without being exposed to political manipulation of economic
policy tools.

On the other hand, by delegating policy mandates to independent central banks
leads governments to significantly lose discretion over these policy tools, enhancing
central bankers” decision-making powers in a wide range of economic policies. If
governments cannot effectively control central banks in the way that the preferences
of the central bank are in line with the governments’ ones, then delegating policy
functions to central banks is likely to generate a problem of agency slack. In other

words, when offering a variety of policy functions to the central bank, the government



is likely to face a trade-off between policy efficiency/credibility and political use of
economic policy.

Although there should be numerous factors that are likely to mitigate this trade-off,
this paper focuses on the following two determinants — political regimes and state
capacity. By political regimes, we refer to a set of “rules that identify the group from
which leaders can come and determine who influences leadership choice and policy”
(Geddes, Wright, and Frantz 2014). In democracies, citizens choose leaders via elec-
tions. Governments are constrained by vertical and horizontal accountability and thus
need to respond to preferences of citizens and other political elites: democracies hold
free and fair elections to make politicians respond to what voters prefer and develop
checks and balances between authorities through judicial and legislative constraints
on the executive. Conversely, autocracies significantly lack these two dimensions of
political accountability: authoritarian leaders do not hold free and fair elections and
are less constrained by the institutional balance of powers.

We suggest that democratic governments are less likely to delegate a broad range of
policy functions to central banks than their autocratic counterparts, especially when the
central bank is stipulated to be politically independent from the government on central
banklaws. In democracies, the robust presence of vertical and horizontal accountability
makes it difficult to renege on what governments stipulate on central bank law (Bodea
and Higashijima 2017). Transgressing de jure policy discretion of central banks, it is
more likely that democratic governments are electorally punished by citizens as well
as denounced by legislative and judicial branches and other third-party actors. Given
these constraints on the executive, governments become more selective in deciding
in what policy area governments need to reap the benefits of policy efficiency and
thus increasing policy discretion to central bankers. Put differently, by engaging in
delegating policy mandates in the face of strong vertical and horizontal accountability,
governments are able to commit more credibly to their promises of increasing central
banks’ discretion over a particular policy tool.

Conversely, autocratic governments are less worried about the risk of delegating a



wide range of policy mandates to central bankers on central bank law, even if central
bankers are politically independent from governments on paper. Since vertical and
horizontal accountability is very weak or does not exist in authoritarian regimes, auto-
cratic governments are less reluctant to renege on what they once promised on central
bank law. Given a larger room for intervening in central banks’ decisions in authoritar-
ian politics, autocrats may delegate a broader range of policy functions to central banks.
By doing so, autocratic may even be able to obtain several benefits. First, they may be
able to use central banks as a scapegoat in the face of economic downturns (Bodea,
Garriga, and Higashijima 2019). They may find it easier to attribute policy failure to
central banks by delegating many policy functions to central bankers. Second, other
things being equal, maintaining policy discretion within the government have the po-
tential of decentralizing policy-making processes across ministries, retaining power of
other political elites that hold veto power (Noble 2020). By concentrating a variety
of policy mandates in the hands of the central bank, autocrats can easily dominate a
broad range of policy areas by only capturing the bank. These discussions lead to the

first hypothesis:

Hypothesis 1 (Political Regimes and Policy Functions of Central Banks):
Democratic governments are less likely to delegate a wider range of

policy functions to central banks than their autocratic counterparts.

The second factor that is likely to influence the pay-off of the government under
the trade-off between policy efficiency and policy discretion is state capacity. We
suggest that lower state capacity is positively correlated with delegating a wider range
of policy functions to the central bank. In the process of state building, no country
starts without founding its central bank. For one, creating and circulating national
currency is an important aspect of market infrastructure, which the central bank needs
to manage. Besides, one outstanding feature of this national economic institution is
that it is tightly linked to the international community of central banks via the expertise
of economics and the English language. Due to this reason, institutions of central banks

are very likely to be transplanted to new states, where their institutional designs are
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largely based upon those of preceding counties, although then customized according
to various domestic circumstances (Johnson 2016).

Countries with low state capacity do not usually possess well-institutionalized bu-
reaucracies which have enough capacities to implement public policies, in particular in
the policy areas of exchange rate management, public administration of monetary and
tiscal affairs, and maintenance and publication of government statistics. In the face
of the underdevelopment of bureaucracy across ministries, governments themselves
cannot effectively carry out macroeconomic policies by using government agencies.
Under this condition, governments with low state capacity are more likely to concen-
trate a variety of policy functions on central banks, a ubiquitous economic institution
established even in young, weak states. In contrast, countries with high state capacities
are armed with high-quality bureaucracy which enables politicians to manage a wide
range of policy functions within the government. Therefore, governments with higher
state capacity may be more reluctant to delegate a wide variety of policy mandates to

central banks, especially if central banks are politically independent.

Hypothesis 2 (State Capacity and Policy Functions of Central Banks): Gov-
ernments with high state capacity are less likely to delegate a wider
range of policy functions to central banks than those with low state

capacity.

Preliminary Textual Analysis of Central Bank Laws

Text Data and Method

We conduct quantitative textual analysis by using cross-national text data of central
bank statutes to test our hypotheses. We collected central bank laws from 103 countries
on the globe!. Analyzing what central bank law stipulates (and what it does not
stipulate) is a very useful source of information measuring in what policy areas the

government delegates policy-making power to the central bank. Central bank laws

lMajori’ry of central bank statutes are as of 2016.
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refer to, in general, its primary objectives, forms of organization, the appointment,
dismissal and term of office of management, relations with the government, and powers
and functions entitled to the central bank. Thus, in this study, we operationalize the
degree of policy function delegation as the share of the topic word amounts related to
each policy function in the entire laws — document-topic distribution. This measurement
has the advantage of quantifying the delegation of policy functions than simply coding
each function as dummy variables because the relative proportion of the word amounts
within each text of central bank laws could reflect the legislator’s intention regarding
the degree of authorization of each function. Thus, document-topic distribution can
quantify both the existence of policy functions and the degree of authorization.

To quantify document-topic distribution, we employ a semi-supervised topic model
developed by Eshima, Imai, and Suzuki (2021). Since classifying and coding documents
manually needs lots of time and effort, political scientists increasingly rely on fully au-
tomated content analysis based upon machine learning models (Grimmer and Stewart
2013). In particular, researchers have frequently used probabilistic topic models to
explore the associations between identified topics and meta-information like, in our
case, political regimes and state capacity (e.g., Grimmer 2010; Roberts, Stewart, and
Airoldi 2016). Although the conventional structural topic models are good at letting
the data speak about the underlying theme of a corpus, they are not necessarily well
suited to measure specific concepts that researchers want to measure. Relatedly, the
conventional approach demands researchers to interpret and label estimated topics
after model fitting, which risks post-hoc decisions about a connection between esti-
mated topics and substantive concepts of interest. To overcome this problem, Eshima,
Imai, and Suzuki (2021) proposed the keyword-assisted topic model (keyATM). These
semi-supervised estimations by the keyATM model enable us to classify the topics
using keywords that the researcher specifies ex ante. We rely on this approach to

operationalize the degree of policy function delegation in the following process.
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Table 1: Topic-identifying keywords

Policy Function Topic Governance Function Topic
Monetary Financial Currency  Payment Foreign Other Appointment  Relation to
policy stability and provision  and settlement exchange operations government
regulation and reserve
management
monetary banking coins payment foreign operation executive state
economic supervision notes settlement exchange operations appointment  congress
macro-economic  oversight banknotes  paying reserve statistics governor party
price regulation circulation = payments reserves data directors ministry
rate supervisory issue settlement currency research members president
market macro-prudential  issued securities intervention  debt member parliament
money prudential digital security liquidity asset council federal
macroprudential ~ deposit swap statistic chairman republic
prudent consumer person audit
lender services board minister
resort service
publication
publications

Dependent Variable: Document-Topic Distribution

Our dependent variable is document-topic distribution which requires us to decide on the
number of topics of interest and on a set of keywords related to the topics. First, refer-
ring to the classification by Ortiz (2009), we identity six categories of policy functions:
Monetary policy function, Financial stability and requlation function, Currency provision
function, Payment and settlement function, Foreign exchange and reserve management func-
tion, Other operations function including economic research, statistics, debt and asset
management, consumer service. Second, because central bank laws also define the
form of governance and management in addition to policy functions, we include two
topics related to governance: Appointment and Relation to government. The selected
7-13 keywords to identify each topic are listed in Table 1. Moreover, we include top-
ics without keywords to exclude the themes in texts that we cannot identify with the
keywords. We estimate six topics without keywords. Finally, we pre-process all text
by excluding country names, country-specific abbreviations, English stop words, and
terms and verbs related to the structure of laws in general?.

Figure 1 shows that the estimated document-text distributions across countries.
Countries are sorted by the share of governance topics, the sum of Appointment and

Relation to government. For instance, Belarus, at the top of the vertical axis, shares 58.1%

v v av

2For instance, these words are “article,” “section,

“shall.”

paragraph,” “laws,” “amended,” “may, “and
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for the governance topics, whereas the share of Monetary policy function, Financial
stability and regulation function, Currency provision function, Payment and settlement
function, Foreign exchange and reserve management function, and Other operations are
3.5%, 10.2%, 3.9%, 3.1%, 5.8%, and 12.1%, respectively. The estimated topics without

keywords are aggregated in Others in Figure 1.

Explanatory Variables: Political Regime and State Capacity

We introduce two core explanatory variables: political regimes and state capacity.
For political regimes (Hypothesis 1), we employ a couple of measures of political
regimes. Our main variable is the Varieties of Democracy’s “liberal democracy index”
(v2x_libdem), which integrates various ingredients of democratic regimes, including
free and fair elections, freedom of associations and expression, and institutional checks
and balances (Coppedge et al. 2022). This continuous index quantifies the granular
differences between and within democratic countries and autocracies. We also use
another the Varieties of Democracy’s “regime of the world scores" (v2x_regime), which
classifies political regimes into the four types: (0) closed autocracy, (1) electoral autoc-
racy, (2) electoral democracy, and (3) liberal democracy. Finally, we use Boix, Miller, and
Rosato (2013)’s binary measure of democracy and dictatorship. They define a country
as democratic if the country satisfies the following three conditions and otherwise
authoritarian: (1) The executive is directly or indirectly elected in popular elections
and is responsible either directly to voters or to a legislature, (2) The legislature (or the
executive if elected directly) is chosen in free and fair elections, and (3) A majority of
adult men has the right to vote. In our data, 68 out of 103 countries are democratic.
For state capacity (Hypothesis 2), we use the Worldwide Governance Indicators
(WGI). The WGI prepares five components that illuminate various aspects of state
capacity, namely, government effectiveness, corruption, regulatory power, political
accountability, and the rule of law. To avoid our state capacity measure overlapping
with political regimes, we only aggregate three components: government effectiveness,

the regulatory power of states, and corruption. Higher score indicates stronger state
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capacity.

Using these variables, we estimate the correlates of political regimes and state ca-
pacity on Document-Topic Distribution of six policy function topics and two governance
topics. Because the size of observations is small, we regress political regimes and state
capacity on Document-Topic Distribution without any other covariates that could avoid

omitted variable bias in this preliminary analysis.

Preliminary Results

Figure 2 presents the results for the relations between political regimes and functions of
central banks. As mentioned, we hypothesize democratic governments are less likely
to delegate a wider range of policy functions to central banks than their autocratic
counterparts. Thus, the hypothesis expects that the estimates of the liberal democracy
index on policy function topics except for Monetary policy would be negative, suggesting
autocratic countries are likely to have a higher distribution of text related to five non-
monetary policy functions.

Of the six topics related to policy functions, three policy functions — Financial stability
and requlation, Foreign exchange and reserve management, and Monetary policy — are less
likely to be refereed in democratic countries in statistically significant ways, whereas the
other three functions — Currency provision, Payment and settlement, and Other operations —
political regimes do not make statistically significant differences. These results largely
hold the expectation of Hypothesis 1. In particular, Financial stability and regulation and
Foreign exchange and reserve management functions could conflict with other ministries
and interest groups more that other functions, so that democratic countries are reluctant
to delegate these powers. On the other hand, Currency provision and Payment and
settlement are the fundamental functions of central bank operation that could not be
differentiated by political regimes. However, the estimate on Other operations conflicts
with our expectation that it would take a negative coefficient. Also, we expect the
estimate on Monetary policy would take a positive coefficient or statistically insignificant,

but the result shows the estimate is negatively significant at the 5% level.
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Figure 2: Correlates of Democracy and Central Banks’ Functions

Note: Red circles indicate topics related to policy functions; blue circles indicate governance topics.
Horizontal lines are 95% confidence intervals. Solid and open symbols indicate significance at the
5%level and nonsignificance, respectively.

Likewise, in two governance topics, central bank laws in democracies are more
likely to refer to texts related to the appointment of central bankers, while the topic of
government relations is less likely to mention in democratic countries. It is reasonable
for democracies to have a higher distribution of texts about appointments because the
form of delegation to unelected officials is critical to democratic accountability. On
the other hand, authoritarian countries are more likely to weigh the topics of relation
to government. We need to investigate more about the related texts in the laws and
whether these topic words define the relationship between central bank and executive
powers or not, but one possibility is that authoritarian legislatures could intend to
strengthen the tie between government entities and their central bank.

Finally, as a sensitive test, we also estimate the correlates of political regimes using

other democracy variables: the ordinal index by the Varieties of Democracy and the

dichotomous variable by Boix, Miller, and Rosato (2013). The figure in the appendix
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Figure 3: Correlates of State Capacity and Central Banks” Functions.

Note: Red circles indicate topics related to policy functions; blue circles indicate governance topics.
Horizontal lines are 95% confidence intervals. Solid and open symbols indicate significance at the 5%
level and nonsignificance, respectively.

shows that the results are largely consistent with those of the continuous liberal democ-
racy score.

Figure 3 presents the results for the correlates of state capacity and functions of
central banks. Hypothesis 2 expects that the estimates of state capacity index on policy
function topics would be negative, suggesting countries with weak state capacity are
likely to have a higher distribution of text related to five non-monetary policy functions.

Regarding the five non-monetary policy functions, all but Other operations have
a negative association with high state capacity, which is in line with Hypothesis 2.
However, only Foreign exchange and reserve management are statistically significant at the
5% level. Other operations function has slightly positive coefficients, and the confidence
intervals are overlapped with zero, indicating the estimate is not consistent with our
hypothesis.

Likewise, the figure indicates that, on the one hand, central bank laws in countries
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with higher state capacity are positively correlated with Appointment of central bankers.
On the other hand, central bank laws of countries with high state capacity become
less likely to mention the topic of government relations, but the correlation is not
statistically distinguishable from zero. These governance topic estimates suggest that
because countries with a higher state capacity could establish clear mandates and
delegation forms of each economic institution, they would have a higher distribution

of Appointment topic.

Conclusions

This paper has explored the conditions under which governments delegate various
policy functions to central banks. Despite the fact that the growing number of central
banks come to have a wider range of policy mandates, extant research has exclusively
focused on price stability and monetary policy as the main object and policy tool of
central banks. In this paper, we illuminated the non-monetary objectives and policy
tools of central banks by focusing on the two factors that are likely to affect the diversi-
fication of central banks’ functions — political regimes and state capacity. Applying the
keyword-assisted topic models, we found that democracies are negatively correlated
with some of the important policy functions such as foreign exchange and banking
regulations. Our finding also indicated that, albeit less clear high state capacity is
negatively correlated with policy mandates like foreign exchange operations.

To the best of our knowledge, this paper is the first scholarly attempt to illuminate
the diverse policy mandates of central banks. That being said, we need to address
further issues to improve this project. The first primary task is that beyond cross-
sectional data, we need to expand textual data of central bank laws temporarily. In so
doing, it becomes possible to increase the number of observations and more effectively
control for relevant confounding factors, which is difficult in the current data structure.
Second, We need to check the validity of our measurement by comparing the results of

human coding. Also, the frequency of keywords may not necessarily mean the fact that
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the central bank has strong policy-making and decision-making power on the issue.
By increasing those issues of measurement validity, we will be able to examine the

determinants of central bank functions more systematically.
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Appendix
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Figure Al: Sensitivity Test: Correlates of Democracy and Central Banks” Functions
Note: Red circles indicate topics related to policy functions; blue circles indicate governance topics.
Horizontal lines are 95% confidence intervals. Solid and open symbols indicate significance at the 5%
level and nonsignificance, respectively.
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