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Abstract: In the years after the global financial crisis, central banks have undergone to a tremendous
pressure from financial markets, from the real economy, but also from the population and politicians. Each
part is interrelated with each other, but is in different positions in terms of the influence exerted on the
other, in terms of the means and instruments through which their interest must prevail against the other
parties. In this context, the leadership of a central bank is the key to the proper functioning of a central
bank and also to its effectiveness and efficiency. Based on the central bank functions and on some important
principles of decision and action, such as independence, transparency and accountability, the leaders of the
central banks should provide guidance for the national economy in turbulent times. As a result, the main
focus must be concentrate on aspects like: monitoring policy performance, monitoring efficiency of resourc-
es, setting functional goals, managing capital adequacy, balance sheet and liquidity, awareness of external
perceptions and reputational risks, ensuring good institutional governance.
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1. Introduction

In the years after the global financial
crisis, central banks have undergone to a tre-
mendous pressure from financial markets,
from the real economy, but also from the
population and politicians. Each part is in-
terrelated with each other, but is in different
positions in terms of the influence exerted on
the other, in terms of the means and instru-
ments through which their interest must pre-
vail against the other parties. In this context,
the leadership of a central bank is the key
to the proper functioning of a central bank
and also to its effectiveness and efficiency.
Based on the central bank functions and on
some important principles of decision and
action, such as independence, transparency
and accountability, the leaders of the central
banks should provide guidance for the na-
tional economy in turbulent times. As a re-
sult, the main focus must be concentrate on
aspects like: monitoring policy performance,
monitoring efficiency of resources, setting
functional goals, managing capital adequacy,
balance sheet and liquidity, awareness of ex-
ternal perceptions and reputational risks, en-
suring good institutional governance.

2. Central Bank Functions and
leadership

There are many controversial debates
about the functions of a central bank because,
in fact, that depends on the relationship be-
tween the central bank and the political
power, especially the government, and it is
linked with the level of economic develop-
ment in the country and its historical roots.
Many researches and paper works have tried
to highlight the basic functions of a central
bank but an IMF paper (Collyns, 1983) has

summarized properly this fundamental as-
pect by categorizing the functions as well:

¢ Currency issue and foreign exchange
reserve management;

® Banker to the government;

* Banker to commercial banks;

¢ Regulation of the financial system;

® Monetary and credit policy.

Starting this functions of a central bank,
there are some important principles of deci-
sion and action, namely:

a) Independence. Economic theory and
international practice shows that indepen-
dent central banks can take two forms: inde-
pendence in decisions regarding the targets
(independence in wider sense) and the in-
struments used and independence regarding
the instruments used to apply the govern-
ment targets (limited independence). In this
regard it has been established organizational
principles that have defined several features
highlighting the degree of central bank inde-
pendence, such as:

e Statutory guarantees of independence;

® Mentioning the position of indepen-
dence from the government in the status of
the central bank;

e Methods for appointment and dis-
missal of the governor;

® Length of holding the position of
governor;

® Presence or absence of government
officials in the central bank’s management;

e How central bank is limited by gov-
ernment regulations;

¢ Central bank limits to finances the
government;

How government can alter previous de-
cisions of the central bank.

b) Transparency. The way the central
bank provides the government, the general
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public and the markets with all important
information on its strategy and policy deci-
sions must rely on an open, clear and time-
ly manner of communication. Transparency
helps public and institutions to understand
better the central bank policies and actions
and, therefore, it makes those more credible
and predictable.

c) Accountability. As an independent
institution with public functions, the central
bank must be accountable to general public
and to the parliament for the conduct of its
policies. That means the central bank has a
statutory obligation to report regularly about
their assessments, decisions and actions i.e.
quarterly reports, governors speeches and
regular press conferences to the public.

Following the objectives and functions
that must meet a central bank on the basis
of applying the above principles, a central
bank leadership must appeal to a wide range
of methods, techniques and tools to put into
practice the settled commitments.

They will be put in practice in different
manners depending on human typology, the
level of knowledge and managerial situation
involved.

In this respect, they will follow:

® precise definition of objectives to be
achieved through leadership;

¢ information transmission in order to
raise awareness and knowledge, to attract
and to persuade subordinates

e tasking leader and subordinates de-
pending on the objectives of leadership;

e delegate the tasks, powers and
authority;

¢ implement of the mentoring and
guidance to increase the potential for profes-
sional development of subordinates;

e attracting informal leaders to achieve
the targets;

making coalitions with leaders from
other public institutions and from the
government.

Leadership in a central bank should be
based on management benefits in terms of
organizational effectiveness, mutual trust
between employees, application of effective
motivation methods and promoting team
spirit. In that way, it is important to take into
consideration: analyzing the performance
criteria to assure an equitable distribution
regarding bonuses, training, promotion;
achievement of motivation and communi-
cation systems based on mutual trust; team
building to encourage team spirit and getting
the group performance through individual
performance.

3. Central Bank and their role on
Financial Markets

Central banks currently meet a rapidely
changing environment and to respond suc-
cessfully to these changes, they must put
more emphasis on leadership.

The constraints faced by central banks
relate to (Mendzela, 2003):

® Improper organizational structures in
order to support actual functions well;

® Overload tasks at the top manage-
ment as a result of insufficient and ineffective
delegation;

e Incapacity of attracting and retaining
talented employees;

e Proliferation of departments based on
growing resource levels;

* Inappropriate remuneration to long-
serving staff at an above-market level.

That kind of constraints and mistakes
that central banks have done in the years
before financial crisis brought into attention
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some lessons for the future (Mendzela, 2009):
¢ Central banks and regulatory agen-
cies failed;

e Central banking is increasingly a
global activity, not a national one;

* Governance perspectives need to be
simple and profound;

® Regulation can only succeed with
streetwise regulators;

e Efforts to modernise institutional gov-
ernance and management in central banking
have achieved little.

As a result, the main focus must be con-
centrate on aspects like: monitoring policy
performance, monitoring efficiency of re-
sources, setting functional goals, managing
capital adequacy, balance sheet and liquid-
ity, awareness of external perceptions and
reputational risks, ensuring good institution-
al governance.

Monetary policy is a means of main-
taining price stability and fighting inflation,
but should accompany fiscal policy in regu-
lating growth. Therefore monitoring the use
of monetary policy instruments and their ef-
fectiveness is an objective in order to achieve
a good leadership conduct of a central bank.

Setting a feasible target for monetary
policy and its fulfillment must be rigorously
based on:

¢ accumulating a gain of credibility of
the central bank and its consolidation;

¢ exchange rate flexibility and reducing
the vulnerability of the economy to fluctua-
tions of this variable;

¢ healing and strengthening thebanking
system and increasing bank intermediation;

¢ enhancing transparency and account-
ability of the central bank and the scope and
intensity of communication with the public
and financial markets;

e wider analysis of macroeconomic be-
haviors and economic mechanisms for identi-
fying the correct functioning of the economy
and increasing the effectiveness of monetary
transmission channels.

In conducting money market opera-
tions the central bank has a regulatory role.
The money market is a market where central
bank provides liquidity by delivering curren-
cy against a promise of reimbursement in the
short term, i.e. the credit. So credit is granted
by central bank money.

Thus, when the market, considered by
algebraic sum of global operations, manifests
as the requesting central bank currency it is
said to be “en banque”, that means market
liquidity is assured by the central bank that
can satisfy liquidity demands. In the other
case, the market is “out of the bank” (“hors
banque”) if it has a surplus of global liquid-
ity, thus market is outside the control of the
central bank.

Money market participants are polar-
ized between the central bank and other
banks. The central bank policy defines the in-
terbank market by the interests they defend.
The central bank may intervene in the money
market either by setting the level of interest,
either by setting loan volume. In respect of
its interests, according to the monetary and
credit policy, central bank intervention can be
very active or, on the contrary, one marginal.

Short-term interest rate is the instru-
ment by which a central bank makes its mon-
etary policy operations. Typically, the central
bank sets monetary policy rate conditioned
by developments in the macroeconomic en-
vironment in order to achieve its final goals
of price stability and financial stability.
Management of aggregate demand operates
through various transmission channels one
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of which is monetary policy rate affecting all
asset prices, net of balance sheet items and
banks’ lending behavior.

Not only short-term interest rate influ-
ences the decision taking process of compa-
nies, households and governments. A whole
set of different interest rates by maturities af-
fect debt management decisions. Aggregate
demand is mainly driven by the movements
of long-term real interest rates. Taking as a
basis the monetary policy interest rate, the
term structure of interest rates assumes an
important role for maintaining -effective
monetary policy.

By R. Fendel (2007), essential for mon-
etary policy conduct are three elements close-
ly linked and that occurs in the presence of
the yield curve effects. First, bond prices and
other financial assets prices reflects market
views about the future, providing timely in-
formation and insight on a number of mac-
roeconomic and financial factors that are
fundamental bay their importance for deci-
sion makers of monetary policy. Secondly,
given the importance of the yield curve in
monetary transmission channels through
which monetary policy decisions affect the
term structure of interest rates and, in turn,
other variables units, must be fixed from top
to bottom. Finally, the implementation of a
monetary policy strategy can be described by
a short-term reaction function, either derived
from a simple rule, for example Taylor’s rule
or from a routing rule like the strategy of
flexible inflation targeting.

4. Influence of Central Bank
Leadership over Financial Markets

A main question arises concerning lead-
ership and management of a central bank

and that is: who are the people that are con-
sidered to be as influencing factors in a cen-
tral bank? The answer is multiple but first of
all refers to the Governor.

The governor of a central bank must be
characterized by extreme discretion and the
ability to say what is need to be said, neither
more nor less and those are mandatory quali-
ties. There is a mix of qualities that might be
needed at senior levels in a central bank like
the ability to decide about a wide range of
economic and financial data and information
and analyze them with open mind and vision
on the future.

A central bank governor must have ex-
pertise in areas like monetary policy and fi-
nancial stability, supervision of banks and
payment systems. He must be able to explain
clearly to politicians and the general public
how it is carrying out the policies actions
through complicated tasks and must have
diplomatic skills in order to prevent clashes
between the bank’s policies. Governors do
need to understand how national and global
financial markets works, both in a technical
sense and also in terms of psychology of mar-
kets participants. Also the task of explaining
and defending policy decisions is more and
more important for their approval in parlia-
ment or in public forums and the media.

“Today’s ideal governor is therefore a
first-rank macroeconomist who also under-
stands financial markets, albeit one open-
minded enough to listen to dissenting views,
who has experience of chairing meetings,
and who has a stubborn streak, yet also a sil-
ver tongue.” (Davies & Green, 2010).

Besides the governor, a special im-
portance in the order of their rank has the
Deputy Governors, the subordinated direc-
tors and the central bank spokesman.
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The behavior of those charged with
making decisions about what action to take
includes the need to persuade others, includ-
ing the markets, in that way to convince them
central bank decisions are appropriate, with-
out any doubt of uncertainty and not put into
question. There is a promotion of a belief in
infallibility of the decisions and actions taken
by central bank leadership.
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