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Foreword

Our Forum is a unique and valuable opportunity 
for central bankers from developed and 
developing economies around the world to 
share ideas, learn from each other’s experiences 
and discuss the strategies needed to manage 
the challenges ahead. The Forum’s longevity 
and continuing appeal are a testament to the 
quality and relevance of the debate, with the 
outputs contributing to important policy and 
organisational developments.

The 13 years in which we’ve been hosting 
the Forum span a momentous period for 
central banks, which has taken them from the 
seeming certainty and equilibrium of the ‘Great 
Moderation’, though the market upheaval and 
tense policymaking experimentation of the 
global financial crisis, and on to the many-headed 
‘hydra’ of today’s multiple mandates and ever 
rising public expectations.

Fiercely protective of their independence, central 
banks can be justly proud of their record in 
steadying and stimulating fragile economies 
during the recent years of upheaval. Yet the 
response to the financial crisis that erupted 
in 2007/2008 is far from finished, while new 
and unfamiliar domestic and global risks are 
emerging all the time. 

“There are decades where nothing happens; 
there are weeks where decades happen,” said 
Vladimir Lenin as the Old Order collapsed around 
Europe. A century later, we appear to be reaching 
an equally epochal juncture in history. And the 
transformational megatrends are as much social, 
technological and environmental, as political 
and economic1. The pivotal role central banks 
are now expected to play in steering economies 
through such uncertainty demands exceptional 
leadership, competence and credibility, along 
with the data, systems, communication and risk 
management capabilities upon which these key 
attributes depend.

New thinking
Are central banks on the right track? A recent 
study by the Group of 30 (G30) is notable in 
calling on central banks to “develop alternative 
frameworks that embrace new ways of thinking”2. 
Alongside a number of our financial services 
‘2020 and beyond’ perspectives3, our Central 
Banking 2020 report4, which was published 
earlier in 2016 and formed a basis for debate 
at our Forum, outlines what some of this new 
thinking and these new frameworks might look 
like. The Forum discussions provide invaluable 
further insights into how central banks can drive 
the monetary and fiscal responses that are critical 
to navigating through this challenging landscape.

Welcome to the summary report on PwC’s 13th annual Central Bank Forum 2016, 
which was held in our More London offices last autumn. 

“The Great 
Moderation 
has given way 
to the Great 
Improvisation.”

Forum participant

1  We explore this further 
in our five megatrends 
(https://www.pwc.co.uk/
megatrends)

2  Fundamentals of Central 
Banking: Lessons from the 
crisis, G30, 2016 

3  See www.pwc.com/banking 
and www.pwc.com/
financialservices

4  Central bank 2020: Ahead 
of the curve, PwC
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I am very grateful to all the participants in this 
and previous years’ Forums for creating such 
a lively and stimulating debate. This summary 
report is designed to provide a record of the issues 
discussed, and a platform for ongoing dialogue 
among the participants (including via our regular 
blogs). The Chatham House rule encourages free 
discussion and therefore participants’ comments 
are un-attributable. 

This report necessarily focuses on the topical 
areas within the agenda for the Forum. The 
outputs should be read in the context of the wider 
debate and our complementary research and 
viewpoints – several are specifically referenced in 
the report, others are available on our website5.

If you would like to know more about the annual 
Central Bank Forum or would like to discuss any 
of the issues in more detail, please feel free to 
contact me.

Jeremy Foster 
Partner 
Central Bank Group, PwC UK 
+44 (20) 7212 5249 
jeremy.foster@uk.pwc.com

5  See www.pwc.com/banking
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Introduction: 
An exceptionally challenging 
landscape

In the conclusion to last year’s forum report, we 
posed four key questions that we believe central 
banks must address to ensure they’re equipped to 
deal with the challenges ahead:

What is the essence of central banking – is the 
desired role and nature of the financial system 
and your role within it sufficiently defined in your 
mandate and in your governing legislation?

What are the conflicts between your different 
mandates and how can you most effectively 
manage the potentially competing demands?

What risks are emerging within a rapidly 
changing banking market and do you have the 
skills, data and systems to manage them?

As your role becomes increasingly politicised, 
how can you sustain public understanding, 
support and credibility?

In light of changes and challenges across the 
globe, which span the continuing fallout from the 
2007/08 financial crisis through to the political 
upheaval of the past year, these questions have 
become yet more pressing and difficult to address.  

When our Forum came together in September, 
the US Federal Reserve’s Open Market Committee 
(FOMC) was meeting to decide on interest rates, 
and the Bank of England’s Quarterly Bulletin was 
being published. The effects of the political and 
economic events at the that time would be keenly 
felt across the globe in market responses, capital 
flows and investment decisions, while forming 
the backdrop to the discussions at our Forum.   

The Forum discussed these questions, expressing 
the collective view of concerns over growth 
in many markets, which have spurred several 
central banks to push already low base rates even 
lower, some below zero. The past year has also 
seen fresh injections of monetary stimulus. Many 
would argue that central banks have little choice. 
Yet several Forum participants questioned the 
efficacy of measures they see as having become 
more for support than for growth. 

The potential market distortion and impact on 
savers, productivity and bank profitability are 
also proving increasingly controversial. The G30 
is the latest in a number of leading commentators 
to call for further research into the potentially 
unintended consequences of unconventional 
monetary policies6.

From sustaining growth in fragile economies to dealing with the populist 
disenchantment with mainstream politics and globalisation, central banks are 
walking a political and policymaking tightrope. 

6  ‘Fundamentals of Central 
Banking: Lessons from the 
crisis’, G30, 2016
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Central banks face a further direct challenge. 
The prolonging of ‘emergency’ monetary stimulus 
has left many of them with bloated and riskier 
balance sheets, with the risks encompassing 
reputational and compliance issues, as well as 
heightened market exposures.

Political spotlight
The policy dilemmas are further exemplified 
by the events in the UK and Europe. As recent 
currency fluctuations have highlighted, the 
decision presents a potential source of market 
uncertainty, though supporters would see it 
as a new economic beginning. More broadly, 
European and other votes reflect a groundswell of 
anti-elite, anti-institutional and anti-globalisation 
sentiment. As the criticism of the Bank of 
England in the wake of the UK referendum7 
and questioning of Federal Reserve interest rate 
policies attest8, central banks can easily become 
the target for such sentiment. 

It is notable that Governor Yellen felt it necessary 
to insist that “we do not discuss politics at 
our meetings” following the questioning of 
her impartiality during the elections9. Yet as 
much as central bankers seek to protect their 
independence, it is proving harder and harder to 
stay out of the political firing line. Both monetary 
stimulus and financial stability intervention 
(e.g. mortgage curbs) have a direct effect on 
people’s lives and are thus leading to growing 
politicisation of central banks. And with this 
spotlight comes increased strategic, compliance 
and underlying reputational risks. 

Some Forum participants believe that the 
politicisation of central banks is being heightened 
by what they see as a “vacuum” within 
government direction of the economy. Should 
central bankers consult more and take more 
collective strategic decisions that are of benefit to 
a wider global community?

“We’ve won the 
crisis, but lost the 
public.”

Forum participant

“We’re operating in 
a vacuum of political 
weakness.”

Forum participant

7  ‘Carney hit by Leave flak 
as Bank battles to steady 
economic ship’, Financial 
Times, 28 June 2016

8  ‘Donald Trump’s Comments 
on the Fed, Interest Rate 
Policy and Janet Yellen’, 
Wall Street Journal, 9 
November 2016

9  ‘Janet Yellen Says Donald 
Trump Can’t Bully the Fed’, 
Fortune, 21 September 
2016 



8  PwC Central Bank Forum report 2016

Governments are finding it difficult to forge a 
workable consensus on the fiscal and structural 
reforms needed to boost growth, productivity and 
living standards. As cutting spending or raising 
taxes are inevitably unpopular, some participants 
also wonder whether governments might find it 
easier to allow central banks to do the bulk of the 
“heavy lifting”. But monetary stimulus can really 
only “buy time” for governments to step in and 
play their part, they argue.

Left behind
Voters’ anger further reflects frustration among 
people who feel little benefit from the gradual 
post-crisis recovery – a Forum participant 
described how a voter had scathingly asked 
“what recovery?” to a politician who had just 
been extolling its benefits. 

Central banks recognise the challenge. 
“The benefits of growth need to be shared more 
broadly within and among countries,” said the 
communiqué from the G20 central bank and 
finance ministers meeting in July10. Without this, 
there is a real risk that the tide of globalisation 
could begin to turn. This rebalancing is no easy 
task, however. The challenges were highlighted in 
“Whose Recovery”, a speech by Andrew Haldane, 
Chief Economist of the Bank of England, to an 
audience in the Welsh town of Port Talbot, one 
of the places where the recovery has been in his 
words “invisible and incomplete”. Describing 
both the uneven impact of monetary policy and 
the limitations of its job creating capabilities, he 
said: “Monetary policy is very unlikely to be the 
most effective tool for changing the distribution 
of gains and losses across society – other 
macroeconomic tools are better placed”11. 

Tough expectations
Cutting across the populism, politicisation and 
monetary dilemmas faced by central banks is the 
sense that while public expectations have never 
been greater, central banks’ room for manoeuvre 
and ability to influence events through 
conventional approaches are limited.

And this already difficult hand is going to get 
harder to play. The immediate tests include 
new loan provisioning rules (IFRS 9) and the 
updated capital framework (‘Basel IV’). The 
greater transparency over bad debts and stronger 
prudential safeguards are designed to make the 
financial system safer. But any increase in capital 
and compliance costs will put further pressure 
on banks already grappling with low growth and 
subdued returns12. And these pressures will in 
turn heighten the difficult balance regulators and 
central banks have to strike between bolstering 
prudential safeguards and sustaining the 
economic viability of the sector. 

Further challenges include the rise of FinTech. 
Digital disruption is proving to be a valuable 
catalyst for increased choice, innovation and 
financial inclusion13. These are developments 
that central banks should be doing all they can to 
embrace. But FinTech is also making the financial 
system harder to oversee by accelerating market 
disintermediation and moving more and more 
activity outside the regulated sector. 

And while the spectre of recent liquidity and 
sovereign debt crises continues to haunt central 
banks and shape their strategies, they can’t afford 
to take their eyes off emerging and escalating 
threats. Cyber vulnerability, climate change and 
the millions fleeing conflict all pose fundamental 
questions for society, policymakers and central 
banks. All have the potential to precipitate a 
future global financial crisis in an increasingly 
volatile and interconnected world. 

10   Communiqué G20 Finance 
Ministers and Central Bank 
Governors Meeting, 23-24 
July 2016, Chengdu, China

11   ‘Whose Recovery?’ 
Speech by Andrew 
Haldane, Chief Economist, 
Bank of England, Port 
Talbot. Wales, 30 June 
2016

12   Our analysis shows that 
return on equity (RoE) 
in most of the global 
systemically important 
banks (G-SIBs) in Europe 
and the US failed to even 
cover the cost of equity 
(CoE) in 2015.

13   We explore the challenges 
and opportunities further 
in ‘Blurred Lines: How 
FinTech is shaping 
financial services’, PwC, 
March 2016
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Breaking the impasse 

Some three months after our Forum, the Federal 
Reserve raised interest rates14. This is clearly 
a significant step, though how much and how 
quickly US rates will rise over the coming year 
are subject to a number of factors including the 
fiscal policies of the incoming administration. 
And elsewhere, unwinding of stimulus has if 
anything slowed, is on hold or has even gone 
into reverse. Indeed, central bank intervention 
is fast becoming the first port of call rather than 
the last resort when growth begins to stall. Yet 
many participants are concerned that these high 
expectations can be difficult to meet and could 
open up unintended consequences. 

The banks: Balancing resilience 
and return
If we begin by looking at banks, the direct targets 
and transmitters for stimulus, the impact of 
today’s policy consensus (low base rates and high 
capital requirements) comes into question. The 
financial system may be more stable, but this has 
come at the cost of low or even negative economic 
profit in some FS organisations (see Figure 1).

While the long anticipated unwinding of emergency stimulus still seems some 
way off within many markets, central banks can’t shoulder the burden of sustaining 
growth indefinitely.

14   Federal Reserve media 
release, 14 December 2016

Figure 1: Regional G-SIB Economic Spread 

Economic spread = Return on equity minus cost of equity 
Source: Source: PwC analysis from ‘Mastering the new regulatory landscape’, 2017

Economic Spread

15%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

5%

10%

0%

-5%

-10%

-15%

-20%

n Europe  n Asia  n North America



10  PwC Central Bank Forum report 2016

Banks’ subdued returns stem in part from the 
impact of near zero base rates on net interest 
margins, but some participants believe that the 
prop of stimulus is also holding back necessary 
cost-cutting and consolidation in overbanked 
markets. While consolidation could strengthen 
returns and improve the health of the banking 
system, it could also create even larger banks and 
therefore heighten the threat of them being too 
big to fail – a clear indication of the difficulties of 
managing the adjustments ahead. As the Forum 
debates further highlighted, the forthcoming 
change from incurred to expected loss 
provisioning (IFRS 9) will create a more timely 
and transparent view of bad debts, reducing the 
need for additional prudence on the one side, but 
also highlighting weaknesses on the other.

The economy: Taking the strain
Central banks around the world have spent eight 
years since the global financial crisis attempting 
to repair their financial systems and reboot their 
economies. Yet, given the oil price volatility, 
challenging sovereign debt issues in a number 
of countries and market uncertainty emanating 
from recent political events, a lot of central banks’ 
attention continues to focus on how to avoid a 
fresh financial meltdown.

If we look at central bank interventions within 
their economies, many participants argued 
that the medicine is having less and less effect 
– “the shock and awe have gone”. The potential 
downsides of low interest rates include what 
some participants see as inflated asset prices and 
poor returns for savers. Each of these downsides 
is unsustainable over the long-term and could 
sow the seeds of future crises, they believe. 

Countering this, some participants argued that 
doing nothing to support the economy or putting 
stimulus into reverse might trigger a renewed 
recession – “we don’t want to go back to the 
1930s,” said one. 

All agreed on the need for greater co-ordination 
between monetary and fiscal policy and the 
close collaboration between central banks and 
finance ministries this demands. “As history has 
shown, monetary stimulus can provide valuable 
breathing space, but you need fiscal stimulus 
and supply side structural reform in areas such 
as tax and labour markets to boost productivity 
and living standards over the long-term,” said a 
participant.

In the view of many participants, the fundamental 
problem is that governments have little capacity 
to boost public spending, little appetite for the 
tax increases needed to do so or are wary of 
voters’ reaction to deep-seated structural reform. 
For example, labour market liberalisation may 
fuel protests from electorates that already 
resent austerity or feel they’ve gained little from 
post-crisis policies. Fear of this reaction makes 
monetary stimulus a much more palatable option 
politically, especially as central banks rather than 
governments bear the responsibility. A participant 
noted the irony that “when a central bank chooses 
to do nothing, such as keeping rates on hold, this 
is front page news, but government silence and 
inertia on the economy elicit little reaction”.
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Searching for a way out
Participants noted that looming dangers demand 
an urgent rethink of monetary policy. What 
are the alternatives to current policies? Some 
participants believe that the prevailing 2% 
inflation target is arbitrary and incompatible 
with zero or sub-zero base rates. Arguing that 
the threat of deflation is overstated, a participant 
put forward the case for a reverse target of 
2% interest rates and 0% inflation as a more 
viable way forward. “Positive interest rates 
encourage greater discipline over investment 
and risk management. And historically, growth 
and interest rates tend to be aligned,” said a 
participant.

Others argued in favour of inflation targets as 
“a way to hold central banks to account”. In 
relation to interest rates, several also questioned 
the assumption that interest rates are “artificially 
low”. And of course in many emerging markets, 
both inflation and interest rates are well into the 
positive, creating a different kind of challenge 
to stability and heightening the difficulties of 
managing capital flows and exchange rates.

Where the consensus among participants was 
strongest is in the need for “bold and decisive 
action”, underpinned by the readiness to take 
difficult decisions and ensure the credibility of 
central banks that make this possible – “the lions 
need to learn how to roar once again”. Whether 
this requires the kind of independence that 
marked the pre-crisis era or some new form of 
engagement with government and the markets is 
explored in the next section.

 

“Governments are 
weak and this is 
putting the onus 
back on central 
banks.”

Forum participant

“Central bank 
priorities are 
inconsistent with 
the realities of the 
economies they 
manage.”

Forum participant
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Independence 
at what price?

Central bank independence was easier to uphold 
in the pre-crisis era of one objective – inflation 
targeting – and one tool – interest rates – 
than in today’s more complex multi-mandate 
environment. The remit and responsibilities 
of central banks now have “many dials”, said 
a participant, with the levers that push one in 
the right direction having a potentially negative 
impact on another. 

The broader remits also call for greater flexibility 
and collaboration. A working consensus has 
emerged in which central banks have generally 
retained independent direction of monetary 
policy, while financial stability is managed 
collaboratively with other agencies. 

Clarifying objectives and roles
Changes in the way financial stability is managed 
have brought new macro-prudential tools and 
multi-agency arrangements into play. The Forum 
discussions underlined the resulting need for 
greater knowledge sharing and more robust 
institutional frameworks, even in countries where 
use of these tools isn’t new. 

And these new roles and relationships have 
implications for systemic stability, especially as 
there’s a danger that risks could fall between the 
cracks. As a participant noted, this includes the 
“crucial transition between when central banks 

can respond and when they need to call upon 
government for extra support”. Delays in this 
transition can exacerbate crises and risk landing 
central bankers in trouble and even jail. 

The definition of ‘stability’ and how it should 
be gauged can also be vague. Within developed 
economies, some participants argued that an 
over cautious view of stability as the avoidance 
of bank failure may be preventing the weeding 
out of weaker institutions. It may also be overly 
focused on the last global financial crisis and how 
to prevent it, rather than looking closely enough 
at emerging threats. 

Within emerging markets, there may be a 
tendency to contain the financial system 
within well understood parameters rather than 
promoting the growth and innovation needed to 
increase inclusion and investment. A case in point 
is the reluctance within many markets to allow 
mobile operators to offer banking services unless 
they partner with incumbent banks, which makes 
supervision easier but also creates potential 
clashes between business models and return 
expectations. The boundaries between finance 
and other sectors are blurring and central banks 
have to be organisationally agile enough 
to adjust.15

Policymaking independence is still possible, but it has to be more nuanced within a 
multi-mandate remit.

15   We explore progress in 
developing a robust and 
viable financial system 
within leading emerging 
markets in ‘Geared up for 
growth: Shaping a fit for 
purpose financial system’
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Managing the new realities
So how can the circle and the potential conflicts 
within it be squared? A participant questioned 
whether “central banks should be jealously 
guarding their independence when this no longer 
reflects the realities of their mandates”. 

Another went further by arguing that central 
banks should seek a new and more inclusive remit 
that centres on the “long-term financial health 
of the economy”. This would help to promote 
greater co-ordination between fiscal, monetary 
and structural policies. While this new remit 
would preclude independent control of inflation 
and potentially make central banks more of an 
explicit arm of government, they would be more 
relevant and effective as a result, the participant 
argued. Others stressed the continuing 
importance of autonomy and independence in 
enabling central banks to “take a longer term 
view that sits above the electoral cycle”.

Do central banks need stronger tools to deliver 
their multiple mandates? Many participants 
argued that sustaining public trust and the 
compliance that underpins it matter more than 
tools, capital or formal mandates. “The risks 
we face ultimately come down to reputation 
and credibility,” said a participant. As a result, 
the participant highlighted the importance of a 
systematic compliance framework that ensures 
staff fully understand their legal, regulatory and 
reputational responsibilities and build them into 
their decisions, rather than relying on subsequent 
vetting. 

Do decision making processes need to change? 
“Central banks aren’t democracies,” said a 
participant. “We feel more comfortable if we can 
achieve a single view consensus internally. In a 
more uncertain and ambiguous environment, we 
need to be readier to challenge our views and be 
challenged from outside.” Greater challenge and 
debate within central banks would avoid the risk 
that if everyone thinks the same, they could all 
end up being wrong. Central banks are also in 
an ideal position to foster and inform the public 
debate needed to develop solutions to today’s 
complex economic challenges.

Shaping and reflecting 
developments in financial 
services
Several participants noted that central banks 
are increasingly focusing on the strategic and 
organisational changes needed to keep pace with 
developments in the markets they oversee. These 
include the data, systems, analytical capabilities 
and approaches to risk management needed 
to be more agile, transparent and risk-focused. 
Participants also stressed the importance of 
culture and behaviour within the dynamics of this 
‘new organisational normal’.

“We need a clear 
understanding 
of how central 
banks fit into the 
new policymaking 
agenda.”

Forum participant

“If we aren’t able to 
sustain credibility 
and public support, 
we risk losing the 
autonomy and tools 
we need to get the job 
done.”

Forum participant
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Re-connecting 
with society 

If one of a central bank’s main responsibilities has always been to pull markets away 
from the ‘punch bowl’ of excessive credit, they can now all too easily find themselves 
being the punch bag if economies begin to falter.
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Several participants expressed concerns that 
current policies could exacerbate the populist 
backlash that central banks now face. In 
particular, low interest rates and stimulus policies 
can be seen as overly focused on financial market 
sentiment or favour people who are asset rich 
over those who are asset poor. “Zero interest 
rates are good for growth and good for property 
holders, but bad for equality,” said a participant. 
“Our primary goal appears to be calming the fears 
of the financial markets, but should they always 
have the whip hand when others are seeing 
little benefit or being affected negatively,” said 
another.

A participant went further by questioning 
whether “what we did to tackle the crisis is still 
acceptable now?” And underlying this is whether 
central banks’ monetary and macro-prudential 
intervention should focus more widely than 
the banking system, including the possibility of 
putting stimulus funds directly into the pockets of 
tax payers (‘helicopter money’). 

The underlying challenge is that central banks are 
being judged in ways that fail to recognise how 
they operate. For example, the time lag before 
central bank intervention has an impact (typically 
12–18 months) runs counter to the short-term 
horizons of politicians, media and markets.

Communication and 
transparency 
Effective communication is clearly crucial 
in engaging with different stakeholders and 
sustaining credibility. Yet, a participant argued 
that lack of public understanding of what central 
banks do and why limits the effectiveness of 
conventional public relations. Some participants 
felt that a better way to influence public attitudes 
is engaging with opinion formers in the worlds of 
politics and media. The dialogue should focus on 
explaining the position and the options, and then 
inviting input and challenge as part of an open 
public debate. 

Others argued that central banks should do 
more to promote financial education and 
literacy. This would help people to gain a clearer 
understanding of what central banks do, how 
this affects their lives and judge whether policies 
are right for them and their communities. The 
result would be a more informed dialogue. Would 
people get it? If the education focuses on central 
bank impact and outcomes, rather than the 
policy technicalities, they could. Just like a car or 
smartphone, you don’t need to know exactly how 
something works to be able to judge whether it 
works properly. 

While participants put forward a range of 
different solutions, all recognised the growing 
disenchantment or lack of trust in public 
institutions within many societies and the urgent 
need to address these issues.

“We need to put 
Main Street before 
Wall Street to 
maintain public 
credibility and 
support.”

Forum participant

“We’re being sucked 
into short-termism, 
which fails to 
recognise the lag 
between intervention 
and impact.”

Forum participant
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Turning FinTech 
disruption to your 
advantage 

The digital revolution is reshaping customer 
expectations and how they access financial 
products and services16. From robo-advice to 
blockchain and algo-trading, it is also creating 
new and faster forms of financial services 
and exchange. 

At the epicentre of disruption and change are 
FinTech businesses, which use digital engagement 

to get closer to customers and digital distribution 
to undercut incumbent financial institutions17. 
These developments can bring significant benefits 
to the financial system by enhancing choice, 
extending financial inclusion and improving the 
affordability of financial products and services 
(Figure 2 highlights what financial services firms 
from around the world see as the biggest impacts 
of FinTech). 

An increasingly digital financial services ecosystem is putting the onus on regulators 
and central banks to respond with their own digital transformation.

16   We explore technological 
transformation and its 
implications further 
in ‘Financial services 
technology 2020 and 
beyond: Embracing 
disruption’, PwC, July 
2016

17   We explore the challenges 
and opportunities further 
in ‘Blurred Lines: How 
FinTech is shaping 
financial services’, PwC, 
March 2016

Source: PwC Global FinTech Report 2016: Blurred lines – How FinTech is shaping Financial Services (www.pwc.com/fintechreport)

Figure 2: FinTech potential

In which areas do you see the most important impact to your business from FinTech? 

Meet changing customer needs 
with new offerings75%

Leverage existing data and analytics51%

Enhance interactions and build trusted 
relationships42%

Enhance business with sophisticated operational 
capabilities42%
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The fastest growing area of FinTech is payments, 
which is in turn providing a launch pad for 
moves into higher margin areas such as account 
management and financial advice. And regulatory 
developments such as the updated EU Directive 
on Payment Services (PSD2) are set to lower 
barriers to entry and enable FinTech businesses 
to move into the mainstream. Emerging markets 
could see an even bigger impact as the lack 
of legacy opens up opportunities to leapfrog 
developments in more mature counterparts.

Distributed ledgers (blockchain) open up further 
game-changing possibilities by creating a single, 
shared view of transactions and information 
exchange between different parties – what a 
participant described as a “chain of truth”. The 
most high profile application of blockchain has 
been the cryptocurrency, Bitcoin. Yet in many 
ways the biggest potential comes from the ability 
to reduce the huge expense dedicated to the 
gathering and verification of records within 
banking18, commercial and central. There is also 
the potential to create smart contracts capable 
of automatically triggering settlement – an 
insurance claim, for example.

RegTech
These innovations are also set to change the way 
central banks operate. Accelerating developments 
in regulatory technology (RegTech) allow market 
participants, regulators and central banks to gain 
more complete, accurate and timely insights into 
market activity and be able to respond effectively 
to risks that arise in the system. 

We’re also seeing the development of systemic 
risk models capable of picking up early signs of 
danger, such as cybercrime, pricing anomalies or 
cross-border risks. Central banks could eventually 
be able to tap into the surge in data and analysis 
within supervised organisations, creating the 
foundations for machine-to-machine supervision.

Further opportunities include central bank 
digital currencies (CBDC) – a recent Bank of 
England study found that CBDCs implemented 
via distributed ledgers could lead to an increase 
in GDP of almost 3% though reductions in 
real interest rates, distortionary tax rates and 
monetary transaction costs19.  

Similarly, distributed ledgers could eventually 
change the function of central counterparties 
in various sectors to more of a governance 
and community management role rather than 
infrastructure management and reconciliation. 
Further points of focus include a new generation 
of payment settlement systems that take into 
account of changes in demand, technology and 
range of providers.20   

Yet, as with the broader growth in shadow 
banking, FinTech development creates significant 
challenges for central bank supervision. Among 
the instances cited by participants are loans 
offered by many mobile phone companies in 
Africa, the bulk of which are not recorded on 
central banks’ credit registers. The volumes 
are small now, but could soon accumulate and 
become significant. As more and more business 
moves over to online and mobile channels, the 
risk of fraud, hacking, data compromise and other 
cyber vulnerabilities can only increase.

As the Forum discussions highlighted, the key 
priority is ensuring that central banks have the 
necessary technical capabilities. This includes the 
ability to analyse information in real-time and 
predictive models to help central banks identify 
and hone in on potential areas of risk within both 
the conventional and shadow banking system. 

“The information we 
need to anticipate 
and avert threats is 
often buried in our 
data, but we can’t 
get to it yet. After the 
event, the inability 
to track down the 
necessary data won’t 
be an excuse.”

Forum participant

18   Recent estimates suggest 
that consistent use of 
blockchain in anti-money 
laundering checks could 
save $2.5bn of the 
estimated $10bn global 
processing costs in the 
banking sector (‘Profiles 
in Innovation Blockchain: 
Putting theories into 
practice’, Goldman Sachs, 
24 May 2016)

19   ‘The macroeconomics 
of central bank issued 
digital currencies’, Bank 
of England, Staff Working 
Paper 605, July 2016

20   Some of the key issues 
have been highlighted 
in the Bank of England’s 
ongoing real-time gross 
settlement review
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Climate change: 
Responding before 
it’s too late

The risks of climate change and the response to 
it span damage to assets – closure of a factory 
because of lack of access to water, for example 
– to what a participant described as ‘transition 
risks’ where government regulation changes to 
curb warming and protect citizens:

•  Physical risks: the first-order risks which 
arise from weather-related events causing 
disruption of global supply chains or resource 
scarcity.

•  Transition risks: the financial risks which 
could arise from the transition to a lower-
carbon economy including the potential re-
pricing of carbon-intensive financial assets.

•  Liability risks: risks that could arise for 
insurance firms from parties who have suffered 
loss and damage from climate change and seek 
to pass on cost to insurance firms under third-
party liability contracts.

Climate change is often seen as simply a corporate social responsibility issue. But the 
potential impact on asset values and risk management strategies if global warming 
continues on its current trajectory could be of systemic proportions. It’s therefore 
important that central banks take the lead. 

“Once climate 
change becomes a 
clear and present 
danger to financial 
stability it may 
already be too late.”  

Mark Carney, Governor, 
Bank of England20

20   Resolving the climate 
paradox, speech given by 
Mark Carney, Governor 
of the Bank of England 
and Chair of the Financial 
Stability Board, Berlin, 22 
September 2016 
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The path to a sustainable future set out in 2015’s 
Paris Agreement requires significant changes 
across the global economy, from the closure 
of coal-fired power stations to the gradual 
introduction of electric vehicles. No business 
will be unaffected – over the next 10 years or so, 
carbon-intensive assets are likely to face ongoing 
pressure as regulations tighten – and stakeholders 
will want to know the extent of their exposure.

The Financial Stability Board commissioned 
the Task Force on Climate-Related Financial 
Disclosures to develop voluntary, consistent 
climate-related financial risk disclosures for 
use by companies in providing information 
to investors, lenders, insurers, and other 
stakeholders. The Task Force has been 
considering the physical, liability and transition 
risks associated with climate change and what 
constitutes effective financial disclosures across 
industries. It published its recommendations in 
December 2016.

Most of the current reporting concentrates on 
carbon emissions in their operations, which are 
often just proxies. It is more relevant and useful to 
understand the potential financial impacts to 
a business of a wider range of climate risks. 
An understanding of the financial risks will 
enable the financial system to price in these risks 
more accurately.

Climate risk management is in its infancy and 
not integrated into broader risk management 
frameworks, but this is likely to change as it 
moves up policymakers’ agendas. Financial 
institutions do not currently assess the financial 
risks posed by climate change to their clients in 
a consistent and comprehensive manner, and yet 
the risks can be material, particularly if this is 
amplified throughout the financial system.

In the coming years, lenders, investors and 
regulators are likely to push for better disclosure 
and management of climate risks. As companies 
start responding to this, there will potentially 
be significant impacts to businesses as they 
understand how climate risks will change the 
way they operate and generate profits, and in 
the way they manage and report risk. Financial 
institutions need to be on top of this as the 
information starts flowing, and ensure they 
collect and use this data to price risk and 
allocate capital.
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Conclusion: 
Maximising influence 

What’s clear is there’s no readily available 
playbook for the challenges central banks and the 
societies they serve now face. New strategies and 
organisational capabilities are therefore essential. 
We believe that the most successful central banks 
will be marked out by four key attributes:

Alive to new thinking – able to draw on the latest 
ideas and innovations, not just within their own 
field, but from across the public and private 
sectors

Engaging with Main Street – looking beyond 
financial market sentiment to gain a real sense 
of the concerns and aspirations of the people 
struggling to get by and how to foster a closer 
dialogue with them

Speaking truth to power – central banks need to 
be team players within today’s more collaborative 
remit, but their most valuable input comes from 
their independent, long-term view

Analytically sharp – using the latest tools and 
techniques to anticipate risks, fine-tune policies 
and support communications with compelling 
data

The central banks with these attributes will be in 
the best position to sustain the credibility needed 
to exercise their remit and the legitimacy needed 
to stand up to detractors – in short, the influence 
to succeed in a multi-mandate environment. 
And this is of course an environment that keeps 
changing and keeps confounding. In 2017, we 
will be launching studies in areas ranging from 
the perspectives of financial services CEOs to the 
latest developments in FinTech. Central banks’ 
ability to understand, manage and guide this 
fast-shifting financial system has never been more 
challenging and never been more vital.  

The Forum discussions highlighted the uncertainty of a volatile political and 
economic environment. Central banks not only face the challenge of navigating 
economies through the upheaval, but also protecting their credibility and 
independence in the face of mounting political attacks.

“Central banks can’t 
do all the heavy 
lifting on their own”.

Forum participant
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