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1- INTRODUCTION
Given that the policies and decisions of central banks can have a
significant impact on the capital markets of a country, this research
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examines the influence of central bank independence on the performance of
the stock exchange in two groups of selected countries: developed and
developing. These countries are classified into developed! and developing?
categories based on FTSE Russel classification and the market capitalization
of each country's stocks. The research model estimation covers the period
from 2000 to 2017, utilizing annual data and employing the Generalized
Method of Moments (GMM) technique.

2- THEORETICAL FRAMEWORK

In the past three decades, central bank independence has become a
crucial topic in the field of banking and banking reforms in transitioning
economies. Concurrent with governments' efforts to reform the banking
system and central banks, researchers and policymakers have focused on the
benefits of improving the independence of these banks. Extensive agreement
has emerged regarding the preservation of price stability and financial
stability as the two main responsibilities of central banks. In line with this,
and considering the studies of Barro and Gordon (1983), many researchers
have not only designed and introduced various indicators to measure central
bank independence but also delved into empirical studies on the
independence of central banks and its connection to financial markets. They
have provided significant evidence of the fundamental role of central bank
independence in the performance of financial markets (Garcia-Herrero and
Del Rio, 2003) and (Clomp and de Haan, 2009). One vital component of
financial markets is the stock exchange, where any fluctuation is
accompanied by considerable changes in variables, policies, and economic
decisions. These changes can be influenced reciprocally by policymakers
and major decision-making institutions, such as central banks (Papademos,
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2 . Argentina, Turky, Qatar, Thailand, Mexico, Brazil, Costa Rica, Iran, Chile, Malaysia, Columbia,
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2017). The impact of these policies on the stock market is transmitted
through the following channels:

Changes in Money Supply

The effect of the money supply on the stock price index is carried out
through channels such as real residual effects, changes in interest rates,
changes in discount rates, expected future cash flow changes, and systematic
risk.

Macroeconomic Policies

Central Bank Policies Towards Commercial Banks

3- METHODOLOGY

To investigate the impact of central bank independence on the
performance of stock markets in selected countries, model (1) is estimated
during the period from 2000 to 2017 by using the GMM method:

FMI;; = B,INF;; + B,GDPG; + B3CBli + ByRir + BsER; + Uyt
(D)

1 represents the country and t represents time.

FMLI: is the stock market performance index.

CBI: it is the central bank independence index of the selected
countries.

INF: inflation rate

GDPD: economic growth rate

R: real interest rate

ER: real exchange rate

Data and statistics for modeling in this research are collected from the
Global Investment Database, World Bank, and the Romelli (2022) study.

4- RESULTS & DISCUSSION

The results obtained from the impact of central bank independence,
inflation rate, economic growth rate, real interest rate, and exchange rate on
stock market performance by using GMM estimation in two selected groups
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of developed and developing countries reveal that central bank
independence has a positive and significant impact on stock market
performance in both groups of developed and developing countries. The
impact of economic growth rate on stock market development in both
groups of countries is positive, although statistically insignificant. The
results also show that the impact of the inflation rate on the stock market
development index differs between the two groups of countries. In
developed countries, the coefficient is negative and statistically
insignificant, while in developing countries, it is positive and significant.

Regarding the real interest rate variable, the results show a negative
relationship with the stock market index in both groups of countries, but this
coefficient is not statistically significant in developing countries. The impact
of the real exchange rate on stock market performance is positive and
significant in both developed and developing countries.

5- CONCLUSIONS & SUGGESTIONS

In this study, the effects of central bank independence, inflation rate,
economic growth rate, real interest rate and exchange rate on the financial
market performance index (with an emphasis on the stock exchange) in two
groups of developed and developing countries during the period 2000 to
2017 were investigated by using annual data and employing the Generalized
Method of Moments (GMM) technique. The results of the GMM estimator
indicate that:

- The central bank independence index has a positive and significant
impact on the stock market development variable in both developed and
developing countries.

- The impact of the economic growth on stock market development is
positive in both groups of developed and developing countries but is not
statistically significant.

- The coefficient of the inflation rate is negative and statistically
insignificant in developed countries, while in developing countries, it is
positive and significant.
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- The impact of the real exchange rate on stock market performance is
positive and significant in both groups.

- The real interest rate has a negative relationship with the stock
market index in both groups of countries, although this relationship is not
statistically significant in developing countries.

Based on the results of this study, which show the positive impact of
central bank independence on the stock market performance of the countries
under consideration, it is recommended to adopt policies that lead to an
increase in central bank independence. Stability in monetary and banking
laws should also receive increased attention to reduce stock market
fluctuations, attract more savings, and increase investments, ultimately leade
to economic growth. Additionally, considering the effects of economic
variables on stock markets, policymakers, decision-makers, and investors
need to be aware of the potential impacts of changes in variables such as
inflation and exchange rates to avoid market recessions.

Keywords: Central Bank Independence, Capital Market, Stock
Exchange, Generalized Method of Moments (GMM), Developed Country,
Developing Country.
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