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BY JOHN VELIS, PHD

CENTRALBANK
INDEPENDENCE

HAS BEEN

TAKEN FOR GRANTED
FOR DECADES.

Conventional wisdom, supported by
nearly a century of economic history,
indicates that independent control
over monetary policy—insulated from
the direct interference and control of
political leaders—delivers better eco-
nomic outcomes.

Recently, however, that indepen-
dence has been threatened, as polit-
ical leaders have criticized monetary
authorities, and in some cases inserted
themselves into the conduct of mon-
etary policy. In the broader trend
towards populism, such institutions
have been characterized as opaque
structures where unelected techno-
crats make decisions that affect the
lives of millions of people.

If taken too far, such ill-advised med-
dling could shake investors’ nerves and
give rise to crises of credibility.

To be sure, central banks have no
sacrosanct right to remain above

examination, or even to avoid having
their operational guardrails come
under review. Their roles in allowing
significant financial imbalances to
build up in recent years, and their
subsequent enactment of unorthodox
measures to combat the 2007-2009
global financial crisis, are all worthy of
scrutiny.

Nevertheless, recent years have seen
a notable rise in critical rhetoric. The
biggest headlines have been generated
in the US, where President Donald
Trump has made numerous critical
statements about the Federal Reserve,
telling the news media that the central
bank has “gone crazy” and calling for
arate cut.

Most recently, his two nominees
to fill current vacancies on the Fed’s
seven-member Board of Governors
have spurred controversy and oppo-
sition from institutionalists across the

political spectrum. Fed Chair Jerome
Powell and others have underscored
their commitment to the central
bank’s independent decision-making
process.

Such developments are not restricted
to the US. Elsewhere:

e Turkey’s President Recep Tayyip
Erdogan, who was sworn in for another
five year term last July, has submitted
the Turkish Central Bank to withering
pressure to keep rates low to stimulate
the economy and has claimed unassail-
able power to appoint officials at the
Bank. Soon thereafter, spooked inves-
tors sold their lira, shaving off about a
third of its value in a single week last
August.

« In India, Urjit Patel, then-governor
of the Reserve Bank of India, resigned
following sustained pressure between
the central bank and the Indian gov-
ernment, which—among other things—
reportedly wanted the RBI to transfer
bank reserves to the finance minis-
try’s fiscal account and pushed to ease
lending restrictions on state-run banks.

e In Frankfurt, the closely watched
succession of European Central Bank
President Mario Draghi will command
attention. Mr. Draghi’s successor will
have a full plate of issues - whether



One way to mitigate the
criticisms is for central banks
to display their own political

alacrity.

or not to champion moves to more
centralized fiscal and financial poli-
cymaking; how supportive the ECB
should be towards profligate countries
in the union; and how aggressive mone-
tary policy should be in combatting low
inflation, to name a few.

It should be noted that disagree-
ments—and even open tensions—
between political leaders and central
banks have surfaced before. Famously,
there were tensions between former US
President Ronald Reagan and then-Fed
Chair Paul Volcker over the central
bank’s highly restrictive monetary
policy in the early 1980s as the Fed set
out to quash a decade’s worth of exces-
sive inflation.

Furthermore, the incongruity
between politicians’ agendas and those
of their central banks is not always mis-
guided. Historians often cite the Fed’s
reticence to loosen policy after the
stock market crash of October 1929 as
amajor contributing factor to the Great
Depression.

Legitimate questions also surfaced
around the Fed’s behavior during the
mid-2000s and whether or not it was
too sanguine in confronting the housing
bubble and banking sector excesses that
led to the eventual collapse in 2008. Its
response to the crisis, first in buying up
distressed assets and then in engaging
in subsequent rounds of quantitative

easing, are the subject of lively debate
even today—both within and outside of
the central bank itself.

Politicians have different incentives
than do central bankers, and exploiting
the currency to meet short-term polit-
ical objectives is a tempting lever for
them.

But in an era of floating exchange
rates and fiat currencies, the value of
a country’s money—and ultimately the
living standards of the populations that
use it—is determined by its ability to be
credibly managed, with a stable foreign
exchange value and free from erosion by
domestic inflation.

In fact, the domestic laws which
give statutory life to central banks in
many countries prescribe some com-
bination of price stability and max-
imum employment (and in some cases
responsibility for the stability of the
domestic financial system as well) as
the monetary authorities’ objectives.

If central banks err on the side of
slightly above-target inflation in order
to ensure the economy is on solid
footing, for example, that would be
an entirely different question from
whether or not the central bank should
avoid policies that weaken the stock
market and potentially hurt the polit-
ical executive’s popularity.

Getting it right, especially when bal-
ancing potentially conflicting policy

remits, is in fact the crux of study and
commentary on central banks.

Nevertheless, the consensus around
central bank independence hasn’t had
to envision the breadth and intensity
of the current assaults from politicians
and markets. It may very well be that
we are entering an era in which that
consensus goes unheeded by govern-
ment leaders.

Central banks are not ignorant of
the threats to their operational inde-
pendence. In fact, the independence
they do enjoy is bestowed upon them
by political masters, and it can always
be circumscribed or diminished-
even to the point of being withdrawn
altogether.

One way to mitigate the criticisms is
for central banks to display their own
political alacrity. They have taken steps
in recent years to be more transparent
and to stay above the fray, often while
being the only policymaking bodies
with the operational flexibility and
tools to confront economic difficulties.

Chair Powell admitted in February
Congressional testimony that the inde-
pendence of his institution is a fragile
thing, saying that Americans and the
government “can hold us accountable.”
This give and take is always present
and financial market participants are
mindful that central banks give just
enough, lest more be taken away from
them. @

John Velis is an FX and global macro
strategist at BNY Mellon Markets in New
York. Questions or Comments? Write to
Jjohn.velis@bnymellon.com or reach out
to your usual BNY Mellon relationship
manager.



BNYMELLON.COM

BNY Mellon is the corporate brand of The Bank of
New York Mellon Corporation and may be used as a
generic term to reference the corporation as a whole
and/or its various group entities. This material and
any products and services may be issued or pro-
vided under various brand names of BNY Mellon in
various countries by duly authorized and regulated
subsidiaries, affiliates, and joint ventures of BNY
Mellon, which may include any of those listed below:

The Bank of New York Mellon, a banking corporation
organized pursuant to the laws of the State of New
York, whose registered office is at 240 Greenwich

St, NY, NY 10286, USA. The Bank of New York

Mellon is supervised and regulated by the New York
State Department of Financial Services and the US
Federal Reserve and is authorized by the Prudential
Regulation Authority (PRA). Details about the extent
of our regulation by the PRA are available from us
on request.

The Bank of New York Mellon operates in the UK
through its London branch (UK companies house
numbers FC005522 and BRO0O0818) at One Canada
Square, London E14 5AL and is subject to regulation
by the Financial Conduct Authority (FCA) at 12
Endeavour Square, London, E20 1JN, UK and limited
regulation by the PRA at Bank of England, Thread-
needle St, London, EC2R 8AH, UK.

The Bank of New York Mellon SA/NV, a Belgian
limited liability company, registered in the RPM
Brussels with company number 0806.743.159,
whose registered office is at 46 Rue Montoyerstraat,
B-1000 Brussels, Belgium, authorized and regulated
as a significant credit institution by the European
Central Bank (ECB) at Sonnemannstrasse 20, 60314
Frankfurt am Main, Germany, and the National
Bank of Belgium (NBB) at Boulevard de Berlaimont/
de Berlaimontlaan 14, 1000 Brussels, Belgium,
under the Single Supervisory Mechanism and by the
Belgian Financial Services and Markets Authority
(FSMA) at Rue du Congreés/Congresstraat 12-14, 1000
Brussels, Belgium for conduct of business rules, and
is a subsidiary of The Bank of New York Mellon.

The Bank of New York Mellon SA/NV operates in
Ireland through its Dublin branch at Riverside II,

Sir John Rogerson’s Quay Grand Canal Dock, Dublin
2, DO2KV60, Ireland and is registered with the
Companies Registration Office in Ireland No. 907126
& with VAT No. IE 9578054E. The Bank of New York
Mellon SA/NV, Dublin Branch is subject to limited
additional regulation by the Central Bank of Ireland
at New Wapping Street, North Wall Quay, Dublin 1,
DO1 F7X3, Ireland for conduct of business rules and
registered with the Companies Registration Office in
Ireland No. 907126 & with VAT No. IE 9578054E.

The Bank of New York Mellon SA/NV is trading in
Germany as The Bank of New York Mellon SA/NV,
Asset Servicing, Niederlassung Frankfurt am Main,
and has its registered office at MesseTurm, Fried-
rich-Ebert-Anlage 49, 60327 Frankfurt am Main,
Germany. It is subject to limited additional regula-
tion by the Federal Financial Supervisory Authority
(Bundesanstalt fiir Finanzdienstleistungsaufsicht,
Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany)
under registration number 122721.

The Bank of New York Mellon SA/NV operates in the
Netherlands through its Amsterdam branch at Straw-
inskylaan 337, WTC Building, Amsterdam, 1077 XX,
the Netherlands. The Bank of New York Mellon SA/
NV, Amsterdam Branch is subject to limited additional
supervision by the Dutch Central Bank (‘De Neder-
landsche Bank’ or ‘DNB’) on integrity issues only
(registration number 34363596). DNB holds office at
Westeinde 1, 1017 ZN Amsterdam, the Netherlands.

The Bank of New York Mellon SA/NV operates in
Luxembourg through its Luxembourg branch at
2-4 rue Eugene Ruppert, Vertigo Building - Polaris,
L- 2453, Luxembourg. The Bank of New York Mellon
SA/NV, Luxembourg Branch is subject to limited
additional regulation by the Commission de Sur-
veillance du Secteur Financier at 283, route d’Arlon,
L-1150 Luxembourg for conduct of business rules,
and in its role as UCITS/AIF depositary and central
administration agent.

The Bank of New York Mellon SA/NV operates in
France through its Paris branch at 7 Rue Scribe,
Paris, Paris 75009, France. The Bank of New York
Mellon SA/NV, Paris Branch is subject to limitted
additional regulation by Secrétariat Général de ’Au-
torité de Controle Prudentiel at Premiére Direction
du Controle de Banques (DCB 1), Service 2, 61, Rue
Taitbout, 75436 Paris Cedex 09, France (registration
number (SIREN) Nr. 538 228 420 RCS Paris - CIB
13733).

The Bank of New York Mellon SA/NV operates in
Italy through its Milan branch at Via Mike Bongiorno
no. 13, Diamantino building, 5th floor, Milan, 20124,
Italy. The Bank of New York Mellon SA/NV, Milan
Branch is subject to limiteed additional regulation
by Banca d’Italia - Sede di Milano at Divisione Super-
visione Banche, Via Cordusio no. 5, 20123 Milano,
Italy (registration number 03351).

The Bank of New York Mellon SA/NV operates in
England through its London branch at 160 Queen
Victoria Street, London EC4V 4LA, UK, registered
in England and Wales with numbers FC029379 and
BRO14361. The Bank of New York Mellon SA/NV,
London branch is authorized by the ECB (address
above) and subject to limited regulation by the FCA
(address above) and the PRA (address above).

Regulatory information in relation to the above
BNY Mellon entities operating out of Europe can
be accessed at the following website: https:/www.
bnymellon.com/RID.

The Bank of New York Mellon, Singapore Branch, is
subject to regulation by the Monetary Authority of
Singapore. The Bank of New York Mellon, Hong Kong
Branch, is subject to regulation by the Hong Kong
Monetary Authority and the Securities & Futures
Commission of Hong Kong. The Bank of New York
Mellon, Australia Branch, is subject to regulation

by the Australian Prudential Regulation Authority
and is exempt from holding an Australian Financial
Services License. The Bank of New York Mellon

is regulated by the New York State Department of
Financial Services under the New York Banking Law
which is different from Australian law. The Bank of
New York Mellon has various other branches in the
Asia-Pacific Region which are subject to regulation
by the relevant local regulator in that jurisdiction.

The Bank of New York Mellon Securities Company
Japan Ltd, as intermediary for The Bank of New York
Mellon.

The Bank of New York Mellon, DIFC Branch, regulat-
ed by the Dubai Financial Services Authority (DFSA)
and located at DIFC, The Exchange Building 5 North,
Level 6, Room 601, P.O. Box 506723, Dubai, UAE, on
behalf of The Bank of New York Mellon, which is a
wholly-owned subsidiary of The Bank of New York
Mellon Corporation.

Past performance is not a guide to future perfor-
mance of any instrument, transaction or financial
structure and a loss of original capital may occur.
Calls and communications with BNY Mellon may be
recorded, for regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon
group entities can be accessed at the following web-
site: http://disclaimer.bnymellon.com/eu.htm.

This material is intended for wholesale/professional
clients (or the equivalent only), is not intended for
use by retail clients and no other person should

act upon it. Persons who do not have professional
experience in matters relating to investments should
not rely on this material. BNY Mellon will only pro-
vide the relevant investment services to investment
professionals.

Not all products and services are offered in all
countries.

If distributed in the UK, this material is a financial
promotion. If distributed in the EU, this material is a
marketing communication.

This material, which may be considered advertis-
ing, is for general information purposes only and

is not intended to provide legal, tax, accounting,
investment, financial or other professional advice
on any matter. This material does not constitute a
recommendation or advice by BNY Mellon of any
kind. Use of our products and services is subject

to various regulations and regulatory oversight.
You should discuss this material with appropriate
advisors in the context of your circumstances before
acting in any manner on this material or agreeing to
use any of the referenced products or services and
make your own independent assessment (based on
such advice) as to whether the referenced products
or services are appropriate or suitable for you. This
material may not be comprehensive or up to date
and there is no undertaking as to the accuracy,
timeliness, completeness or fitness for a particular
purpose of information given. BNY Mellon will

not be responsible for updating any information
contained within this material and opinions and
information contained herein are subject to change
without notice. BNY Mellon assumes no direct or
consequential liability for any errors in or reliance
upon this material.

This material may not be distributed or used for
the purpose of providing any referenced products
or services or making any offers or solicitations in
any jurisdiction or in any circumstances in which
such products, services, offers or solicitations are
unlawful or not authorized, or where there would
be, by virtue of such distribution, new or additional
registration requirements.

Any references to dollars are to US dollars unless
specified otherwise.

This material may not be reproduced or disseminat-
ed in any form without the prior written permission
of BNY Mellon. Trademarks, logos and other intel-
lectual property marks belong to their respective
owners.

The Bank of New York Mellon, member of the Feder-
al Deposit Insurance Corporation (FDIC).

© 2019 The Bank of New York Mellon Corporation.
All rights reserved.



