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The future of central banks will depend on the success 
they have in being seen as far-sighted thinkers and policy-
makers. They should avoid insisting on independence 
for its own sake. Central banks cannot act independently 
of government in a time of crisis where the roles of it 
DQG�WKH�ˋQDQFH�PLQLVWU\�DUH�LQWHUWZLQHG��7KH\�VKRXOG�
demonstrate their commitment to the long term, especially 
the shift toward green. Climate change impacts all the 
variables on which delivery of their exiting mandates rely.

Andrew Large, Formerly Bank of England

7DON�RI�PRQHWDU\�SROLF\�DW�WKH�VHUYLFH�RI�ˋVFDO�SROLF\�LV�PLVJXLGHG���%RWK�
are at the service of the economy. The real challenge for central banks and 
ˋQDQFH�PLQLVWULHV�DW�D�WLPH�RI�JUHDW�ˋQDQFLDO�VWUDLQ�LV�WR�ZRUN�WRJHWKHU�WR�
HQVXUH�WKDW�PRQHWDU\�DQG�ˋVFDO�SROLF\�DUH�LQ�KDUPRQ\�
John Nugee, formerly Bank of England

No, I do not agree. Extraordinary circumstances call for extraordinary 
PHDVXUHV��DQG�HYHU\�FHQWUDO�EDQN�QHHGV�WR�ZRUN�LQ�WDQGHP�ZLWK�ˋVFDO�
authorities to ensure that the macroeconomic policy response to the 
current pandemic-driven crisis is as effective as possible. 
Jeffry Frieden, Harvard University

Recent history has shown that monetary policy cannot respond to crises 
alone. Prompt and credible action by central banks has been crucial to 
VWDELOLVLQJ�PDUNHWV��EXW�ˋVFDO�SROLF\�KDV�EHHQ�VORZHU�WR�UHVSRQG�
Irena Asmundson, State of California Department of Finance

ln the wake of Covid-19, large scale government bond purchases by central 
EDQNV�DQG�HOHYDWHG�GHEW�KDYH�EOXUUHG�WKH�OLQH�EHWZHHQ�PRQHWDU\�DQG�ˋVFDO�
policy. Authorities in Mauritius have even amended legislation to allow the 
central bank to make an outright grant to the government. Such policies, 
conducted under the pretext of Covid-19, only undermine the independence 
RI�FHQWUDO�EDQNV�DQG�LQFUHDVH�WKH�ULVN�RI�ˋVFDO�GRPLQDQFH�
Hemraz Jankee, formerly Bank of Mauritius

Jens Weidmann correctly frames the issue. As central 
EDQNV�LQFUHDVLQJO\�HQJDJH�LQ�TXDVLˋVFDO�RSHUDWLRQV�DQG�
their balance sheets grow, it is inevitable that they will be 
subject to more scrutiny and criticism, particularly in a 
populist age. The growing criticism of technology giants 
by US politicians of both parties is a powerful example of 
how sentiment can change. To maximise the prospects of 
sustained independence, central banks should focus on 
traditional monetary policy objectives and crisis prevention 
through prudential regulation.
Irena Asmundson, State of California Department of 
Finance

Ensuring
policy
harmony

In a speech to OMFIF in November, Bundesbank 
President Jens Weidmann stated that central 
bankers need ‘to make it very clear that we 
are not going to place monetary policy at the 
service of fiscal policy’, cautioning that ‘if we 
create a di!erent impression, we are putting 
both our independence and our credibility at 
risk.’ Do you agree?

Poll of OMFIF website users, OMFIF advisory 
board and Twitter users Yes No

93%

7%

Inquiry
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When delivering the BBC’s ‘A Question of 
Trust’ Reith lectures in 2002, Baroness 

Onara O’Neill recounted advice given by 
Confucius to his disciple, Tzu-kung. He 
revealed that a government needed three 
things to survive: weapons, food and trust. 
If a ruler cannot hold onto all three, which 
one should be given up first? For Confucius, 
weapons were the most expendable, and 
then came food. But a ruler should attempt 
to hold onto trust at all costs, for ‘without 
trust we cannot stand.’

This is widely understood by central 
bankers. But few have been able to 
implement policies that have garnered much 

trust, particularly in the modern era of fiat 
money—and for good reason. Over the past 
120 years, central banks have produced 
a great deal of inflation, which has been 
accompanied by a loss in the purchasing 
power of their currencies. At times, bouts of 
hyperinflation have reared their ugly heads. 
Currencies have been rendered worthless 
overnight.

Consider what has happened in Venezuela, 
Zimbabwe and Lebanon during the past year. 
On 31 December, I measured the annual 
inflation rates in those top three inflators 
to be 1,945%, 395% and 274% respectively. 
Inevitably, the bolivar lost 94.5% of its value 
against the dollar last year, the Zimbabwean 
dollar lost 79.5% and the Lebanese pound 
lost 72.6%. It is difficult to trust central 
banks that issue currencies such as these.

There are exceptions, but very few. The 

most notable is the Swiss National Bank. 
In the last 120 years, Switzerland has 
experienced the world’s lowest average 
annual rate of inflation. Unsurprisingly, 
the Swiss franc has appreciated against 
all other currencies over that period. In 
consequence, unlike most central banks, the 
SNB commands a great deal of trust.

Creating order

The public is always in search of alternative 
institutions and reliable arrangements that 
work. Carl Menger, founder of the Austrian 
school of economics, formulated the process 
by which institutions are created and evolve. 
This has come to be known as spontaneous 
order, an order that is not consciously 
designed by anyone. For example, a V 
formation of migrating geese does not 
exist because one goose ordered it. Menger 
demonstrated that it was spontaneous order 
that gave rise to money. No one invented 
money. Instead, money emerged unplanned 
out of people’s attempts to improve their 
condition by moving away from bartering 
and by engaging in indirect exchange via 
money.

This brings us to the rise of 
cryptocurrencies. Lack of trust in central 
banks and national currencies set the 
stage for the spontaneous arrival of private 
substitutes. While technology played its 
part in making cryptocurrencies feasible, it 
is the lack of trust in central banking that 
has paved the way for what might be a new 
spontaneous order. z
Steve Hanke is Professor of Applied 
Economics at Johns Hopkins University 
and a member of the OMFIF Advisory 
Board.

@t�ÚĄ­t­ø¾�ÊÚ�Ãø��ÊÊò�
�Êò�tòěÚĄÊtďòò�Ãt­�ø
Central banks could be overtaken by private substitutes

Steve Hanke
Johns Hopkins 
University

‘Money emerged 
unplanned out 
of people’s 
attempts to 
improve their 
condition 
by moving 
away from 
bartering and 
by engaging 
in indirect 
exchange via 
money.’

@t�ÚĄ­t­ø¾�ÊÚ�Ãø��ÊÊò�
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