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Deputy Governor qvigstad’s lecture on transparency in Norges Bank invites us to reflect on the grounds for democracy – and its limitations.
In Norway, a number of bodies are kept independent of our elected politicians: the Supreme Court and international courts, a free media, researchers – and Norges Bank. In a democracy, all citizens are equal. Is there justification for some bodies to have such power yet be shielded from political control? When should essential public tasks be exempt from direct political control?
And even when some decisions are beyond political control, there is a difference between something occurring at arm’s length from politicians and a situation where the left hand does not know what the right hand is doing. Which brings us to another question: How transparent should these bodies be?
Norges Bank combines «undemocratic» independence with some degree of transparency about decisions and the decision-making basis. Both can be justified in a democracy. Let us first look at four arguments for independence, and which of these apply to Norges Bank; then four reasons for transparency, and ask which of these apply to Norges Bank.
I will conclude by discussing one possible change in the current practice: Should we have greater access to the reasons given and the votes cast by the individual members of the Executive Board in connection with the interest rate decision?
Arguments for political independence
In a state governed by law, parliament and the Government should always act within their mandates. In order to prevent the abuse of power, independent bodies must serve as watchdogs and crack down on such abuse. To fulfil the role of watchdog, we need a free media and free research – and independent courts.
The role of watchdog cannot be given as a justification for central bank independence. On the contrary, central banks need to be supervised.
A slightly different argument in favour of independent bodies is the confidence created by supervising the behaviour of others. It is not necessary for a supervisory body to have the authority to penalise abuse. Independent bodies can simply help us to see whether we are all behaving as we should. As a result, people can have more confidence in the authorities – and in each other. Access to such knowledge assures us as citizens that the powers that be actually do take decisions with our well-being in mind, and assures us that everyone knows this to be the case. The need for common knowledge as the foundation for confidence is an important reason for the existence of certain independent bodies with a supervisory responsibility. This is a task for the courts, a free media and research communities – and perhaps international human rights bodies. Is this a dubious attempt to gag democracy, as asserted in the Norwegian Study on Power and Democracy? (nou (Official Report to the Government) 2003:19). Or are human rights conventions a justifiable form of binding – both in their function as watchdog to prevent the abuse of power and to justify our confidence in politicians?I would like to thank Bjørn Høyland, Hege Skjeie, Bent Sofus Tranøy, Geir Ulfstein and Yngvil Zachrisson for their valuable assistance.
 A project being conducted by a research group at the Centre for Advanced Study (CAS) at the Norwegian Academy of Science and Letters this year, « Should states ratify human rights conventions?» – www.follesdal.net/ratify.htm
 But nor is the need for confidence-building an appropriate justification for central bank independence. On the contrary: in order to function effectively, the central bank itself needs confidence-building bodies – and it must be transparent.
A third argument for independence is that some tasks require specialists – expertise other citizens do not possess. The most effective solution is often to shield these experts from continuous political pressure (Majone, 1994; Tranøy, 2000). Once democratically elected bodies have defined the objective – an inflation target for example – the most effective strategy may be to assign the task to experts – such as economists. This has been a key argument in favour of central bank independence.
A fourth argument for political independence is that we as a society need bodies with a longer-term perspective than politically elected authorities. The authorities can delegate governance to prevent short-term objectives from standing in the way of more long-term, more important goals. This argument is thus not based on suspicions related to the abuse of power.
The objective of price stability may be a case in point here, as Qvigstad mentions in his article (p. xxx). Finn Kydland, a member of the Norwegian Academy of Science and Letters and winner of the Nobel Prize for economics, has shown that an independent central bank is a solution to the Government’s need to bind future fiscal policy in a credible manner (Kydland 1976; volume><dates><year>1977</year></dates><urls></urls><research-notes>når markedsaktørene har rasjonelle forventninger om fremtidens økonomisk politikk, bør myndighetene binde seg til klare regler for politikken, selv om myndighetene dermed begrenser sin egen handlefrihet.&#xD;Merk at Kydland og Prescott viste at dette er et problem selv når det planleggeren og innbyggerne har sammenfallende interesser, slik at planleggeren forsøkte hele tiden å maksimere innbyggernes velferd – problemet er ikke å forhindre politikere fra å handle egennyttig, ei heller er problemet at de har preferanser som er inkonsistente over tid.  </research-notes></record></Cite></EndNote>Kydland and Prescott 1977; y-title></titles><periodical><full-title>Working Paper Series 1/05, Centre for Monetary Economics, BI</full-title></periodical><dates><year>2005</year></dates><urls><related-urls><url>http://www.bi.no/upload/Finn%20Kydland.pdf </url></related-urls></urls></record></Cite></EndNote>Steigum 2005).
I have provided a brief outline of four different arguments for «undemocratic» independence and other constraints on the authority of democratically elected politicians: supervision, confidence-building, expertise and long-termism. Even though each of these limitations on democratic autonomy can perhaps be justified, we must also ask what the total effect on autonomy will be if tasks are increasingly removed from political control.
These four arguments point to four different positive aspects of transparency.
When we examine the arguments in favour of transparency in Norges Bank, all the arguments above must be kept in mind, not just the third and fourth about expertise and short-term binding to achieve long-term goals.
The Bank must also be under supervision, and it must prove itself worthy of our confidence.
Why transparency?
Norges Bank has become considerably more transparent about its activities. There are several reasons for this change. Greater transparency is necessary both for Norges Bank to be more effective as an independent, long-term expert, and for our confidence as a society that this is the case.
One reason for transparency is the change in objective; secrecy is no longer necessary. When the objective was a fixed exchange rate, Norges Bank had to be more secretive to avoid self-fulfilling speculation (see for example Steigum, 2005).
Transparency is also a result of Norges Bank’s new strategy for achieving its new objective of inflation targeting. Agents other than Norges Bank are important agenda-setters. Norges Bank’s strategy is to shape their expectations by communicating clearly how the Bank will respond to the other agents’ decisions.
Transparency about the Bank’s «undemocratic» strategy can thus result in increased democratic governance, providing greater opportunities for citizens to hold politicians accountable for the consequences of the national budget.
A third argument in favour of transparency is that, due to both the inflation targeting regime and the need for flexible assessment, the Bank needs greater scope for the exercise of discretion. For other agents to be nonetheless able to predict Norges Bank’s actions in the future, the Bank must be very clear about the premises and parameters that form the basis for its decisions and the considerations that will be given weight.
Only then can other agents understand how Norges Bank will exercise discretion in the future.
A final argument for transparency is also a consequence of the increased scope for discretion – to safeguard confidence. This implies greater transparency in order to eliminate any reasonable doubt that Norges Bank’s Executive Board has sound professional reasons for its decisions. Recall that Kydland’s defence of independence – with rational agents of good will – is not exhaustive. Norges Bank also has to take action in situations where politicians’ – and the Bank’s – good intentions and expertise may be called into question. The people must have confidence in the Bank’s judgement. Thus, the arguments about expertise and long-termism both require a high degree of transparency surrounding the Bank’s decisions.
The appeal to authority-argument requires transparency so that we can be sure the experts agree on the Bank’s strategy. As Winston Churchill is said to have remarked: “If you put two economists in a room, you get two opinions, unless one of them is Lord Keynes, in which case you get three opinions”. And there has indeed been some professional disagreement about Norges Bank’s strategy recently.
Member of the Norwegian Academy of Science and Letters Professor Steinar Strøm opposed Governor Gjedrem’s prescription for the prevention of Dutch disease: to cut government budgets (Strøm 2009.) Strøm maintains that politicians could raise taxes instead – a disagreement about what Aardal refers to as a «valence issue» (see p. xxx).
The choice of expertise has clear distributional consequences – which is the realm of democratic party politics. Should not these decisions, then, be taken by elected representatives who can be held accountable? If we are to have confidence in the political independence of the central bank, it is important that we at least receive help to see which advice has achieved broad consensus among the experts – and which is controversial.
Transparency is also necessary in order to have confidence that the Bank actually is more “far-sighted” than politicians. Deputy Governor Qvigstad maintains: «Low interest rates are often more popular than high interest rates. An appropriate interest rate may therefore be demanding to set in government corridors » (p. xxx). The Bank should not be tempted by political or other secondary considerations to keep the interest rate low until the parliamentary elections have been held and then raise it shortly thereafter. When the Bank’s Executive Board nonetheless changes the interest rate in this manner, critical media and researchers might naturally wonder whether some Board members may have had mixed motives. The Norwegian Financial Services Association’s consultative statement about changes in the Norges Bank Act emphasised the following:
There should be no reason to raise doubts as to whether extraneous factors are taken into account in the operational conduct of monetary policy. The Executive Board’s independence in relation to other authorities, political factions and various special interest groups should therefore also be reflected in the practical and formal framework for appointments. (Proposition to the Odelsting no. 81 (2002–2003))
This delicate balance is important but difficult. On the one hand, members of the Executive Board must represent a broad spectrum of social groups, without being political nominees. At the same time, the Executive Board’s independence of various special interest groups should be beyond doubt (Proposition to the Odelsting no. 81 (2002–2003)). In order to eliminate any such doubt, it is important that the decision-making process is transparent.
Transparency about Executive Board members’ views and voting?
I will conclude by exploring one of the consequences of the arguments about independence and public disclosure: should the voting record of each member of Norges Bank’s Executive Board in connection with interest rate decisions be disclosed to the public?
Deputy Governor Qvigstad remarks that increased transparency may reduce the quality of the decisions. I may be less willing to change my mind when presented with sound arguments if it became publicly known that I had done so – that I – like Celius – «had allowed my convictions to take a step back».
Will members of the Executive Board feel «bound to the mast » by their first standpoints, in fear of appearing indecisive if their change of mind is made public? A problem with this line of argument against disclosure is that this mechanism is difficult to verify: some members might already be firmly bound to previous standpoints and will not be swayed by any argument. Without disclosure, we would not even know how receptive or attentive the various participants were.
Perhaps the discussion and any changes in standpoint should be shielded to some extent from public disclosure, while the individual members’ final standpoints and their arguments should be published – along the lines of the Bank of England’s Monetary Policy Committee (Proposition to the Odelsting no. 81 (2002–2003), 3.1.2.2), or as Professor Backer presents Supreme Court practice (on p. xxx)?
Another argument for secrecy is that a central bank governor should not send diffuse signals by speaking with many voices. At the same time, the signals from the central bank should often be complicated and professional disagreement should be openly expressed. Only then can other agents anticipate with the right margins. A comparison with Supreme Court practice may be useful here.
Let us look at the arguments in favour of public disclosure of the voting records: First, it may increase goal attainment for the independent, long-term expert since it will enable other agents to better anticipate the outcome. Second: public access is important in order to maintain confidence in the central bank. As mentioned, critical researchers and media may raise the question of how independent the central bank really is. A team of researchers including Bjørn Høyland, postdoctoral fellow at the Institute of Political Science at the University of Oslo, have examined a similar committee at the Bank of England (Hix et al. 2010 forthcoming).
The UK authorities have appointed committee members in such a way that majority decisions concerning the interest rate level have changed systematically. Political independence is, then, not absolute – in the Bank of England’s case.
The appeal to authority-argument in favour of independence is also dealt a blow by the research on the Bank of England. There is professional disagreement and members’ standpoints follow a pattern: When uncertainty surrounding the economic situation increases, the committee members who work in the Bank loyally gather to support the governor, while external members appear to be more in disagreement about the strategy. Knowledge of this professional disagreement is useful for economic and political agents, and it is important in a democratic society.
Norges Bank should therefore perhaps be transparent about disagreement and the voting record of the Executive Board. This is necessary to maintain confidence in the experts and in an independent central bank.
Some conclusions
Allow me to sum up these arguments. 
1) There are sound reasons for our politically independent central bank to have a high degree of predictability and credibility – and to increase the possibility of holding politicians accountable. The Bank should therefore continue to be transparent not only in relation to the outcome – the interest rate level – but also the complicated reasoning behind and premises underlying the decision. 
2) There seem to be sound reasons for disclosing the voting record of the individual Executive Board member and the reasoning behind their standpoint – but not for disclosing any change of standpoint.
3) Many participants in society play a necessary role in enabling Norway as a democratic state to maintain an independent central bank, not least researchers in economics, game theory and political science. The media, the courts and politicians also play an important role. The Norwegian Academy of Science and Letters and Norges Bank are to be commended for contributing to transparency through this series of papers. This has helped us to shed light on both those with political responsibility and the politically independent public institutions, enabling us to assess whether the authorities are worthy of our confidence.
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