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“There have been three great 
inventions since the beginning of 
time: fire, the wheel and central 
banking”

Will Rogers



Five Questions

1. Is it the Fed wot done it?
2. Should central banks take more account of 

asset prices in setting interest rates?
3. Is there a case for a macro-prudential overlay 

on bank capital requirements?
4. Do central banks need to play a hands-on role 

in the supervision of individual banks?
5. Does the ‘social contract’ between banks and 

the finance authorities need to be 
renegotiated?



Five Questions

1. Is it the Fed wot done it?



“Central banks were asleep at the 
switch.  The lack of monetary 
discipline has become the hallmark of 
an unfettered globalisation.  Central 
banks have failed to provide a stable 
underpinning to world financial 
markets and to an increasingly asset-
dependent global economy”

Steve Roach, Morgan Stanley
August 2007



Source: JP Morgan Research



Five Questions

2. Should central banks take more 
account of asset prices in setting 
interest rates?



Including House Prices in the US Inflation 
Measure

__ PCE Inflation __ PCE w/OEHEO



Source: UK all-items Retail Price Index, RPI 
housing component with Nationwide UK-wide HPI.







Five Questions

3. Is there a case for a macro-
prudential overlay on bank 
capital requirements?



“ Bank failures are caused by 
depositors who don’t deposit 
enough money to cover the 
losses due to mismanagement”.

Dan Quayle



Real increase in house prices over 
the last decade



Five Questions

4. Do central banks need to play a 
hands-on role in the supervision 
of individual banks?



National Regulatory Structures

Tripartite Dual 'Twin Peaks' Unified regulator

Source: How Countries Supervise their Banks, Insurers and Securities Markets 
2007: Central Bank Publications
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Central Banks in Regulation
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Non-Central Bank Unified Financial Regulators

4

10

15 15 16

19 20
22 23

30
32

35

38 39

0

5

10

15

20

25

30

35

40

1980 1990 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Source: How Countries Supervise their Banks, Insurers and Securities Markets 
2007: Central Bank Publications





“Financial stability assessment as currently 
practiced by central banks and international 
organisations probably compares with the 
way monetary policy assessment was 
practiced by central banks three or four 
decades ago – before there was a widely 
accepted, rigorous framework”

ECB
2005



The Number of Countries Publishing FSR’s
1995-2005



How Do Existing FSRs Compare to the 
Proposed Criteria?



“Interestingly, gradings are on average 
higher for central banks not directly 
involved in day-to-day supervision, 
partly reflecting that the overall 
assessments in these reports are 
more candid”

Martin Cihak
IMF

December 2006



“ The Fed’s ability to deal with diverse 
and hard to predict threats to financial 
stability depends critically on the 
information, expertise and powers 
that it holds by virtue of being a bank 
supervisor and a central bank”

Chairman Ben Bernanke
January 2007



“The US system is at odds with the 
increasing convergence of financial 
service providers and products…(in future) 
the Fed’s role would continue through 
traditional channels of implementing 
monetary policy and providing liquidity to 
the financial system…(this role)… would 
replace the Fed’s more limited role of 
Bank Holding Company supervision”

U.S. Treasury
March 2008



Five Questions

5. Does the ‘social contract’
between banks and the financial 
authorities need to be 
renegotiated?



The Social Contract

Banks Government
Prudential Regulation

Maturity transformation Deposit Insurance

Central Bank Liquidity
(lender of last resort)







“If the fundamental evolutionary 
criterion of success is that an 
organisation should reproduce and 
multiply over the world, and 
successfully mutate to meet the 
emerging challenges of time, then 
central bodies have been 
conspicuously successful”.

Capie, Goodhart and Schnadt
The Future of Central Banking
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