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There is a potential danger of central banks becoming
market driven. But at the same time battling against the
markets is also wrong.

The governor of Bank Indonesia sets the record straight
over his role in the Bank Bali affair, accusing Indonesian
President Wahid of pursuing a personal vendetta against
him. He vows to fight against the government’s proposals
to reduce the central bank’s independence, which would
amount to a “serious setback to Bank Indonesia and the
Indonesian economy as a whole”.

The former president of the Bundesbank says the long-
term performance of the euro will depend on the
“structural adjustments and prudent politics” pursued by
Eurozone governments. On the Stability and Growth Pact
he says it is important that ambitions should “not be set
too low”. By Stephen F. Frowen.

The Irish central bank governor says, that while higher
interest rates would be more suited to the Irish economy,
“you must take the rough with the smooth” if you are to
be in the Eurozone for the long haul.

Evidence of a new economic paradigm in the US is finally
emerging, but the Federal Reserve should maintain a
steady hand on the tiller until it can be sure it will last,
says Brian Kettell from London Guildhall University.

Alberto Alesina, Alberto Carrasquilla and Roberto Steiner
respond to the article published in the November issue of
Central Banking journal by Sergio Clavijo, in which he
defended the institutional arrangements of the Colombian
central bank.

In this special feature, central bankers and industry
professionals look at the key issues facing central banks as
they focus on managing risks on their own balance sheet.

Harald Behn, head of the governor’s staff at the Norges
Bank, warns against centralised risk management in a
central bank because of the danger of “blurring a clear
division of responsibility”.
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Paul Smetanin from risk management firm Algorithmics
says “transparency and flexibility” are the key
requirements of a central bank’s risk management
framework.

Ib Hansen and Christian @lgaard from the Danmarks
Nationalbank look in detail at how the central bank
manages its market risks by swapping foreign currency
exposure all into euros.

Sandro Andrade at the Central Bank of Brazil explains
how a credit risk measurement model he developed
improves the efficiency of the central bank’s reserve
management operations.

Terry Beadle and Paul Higginson from risk management
firm Trema identify the key areas where a risk
management system can support a central bank’s
financial market operations.

Choosing the right level of computer support for reserve
managers is becoming increasingly important. It might be
better to outsource some part of IT provision, says John
Nugée from State Street Global Advisers.

Independence for the Bank of England arose from a mix-
ture of high ideas, low politics and good timing. In the
second in a series of four articles, Michael King from the
London School of Economics traces the course of events
by interviewing some of the key political figures involved.

What is the future for central bank independence in an
age of electronic finance and e-money? Christopher
Houghton-Budd from City University interviews econo-
mists in the central banks of Brazil, New Zealand, US and
UK.

Steve Hanke from Johns Hopkins University stresses the
need for central banks to have their balance sheets more
readily available on their websites, and in a consistent for-
mat.
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