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Central bank intervention in credit
marketsthreatens independence, says
L acker

Richmond Federal Reserve president Jeffrey Lackgs sse of Fed's asset portfolio to
intervene in credit markets threatens to diminishndependence

Jeffrey Lacker, president of the Richmond FedeeddRve, on Wednesday warned measures by the Féseive to
provide assistance to dysfunctional segments dfittnearkets may jeopardise the central bank's ieddpnce.

At the CATO Institute's 29th Annual Monetary Corfiece in Washington, DC, Lacker said: "The abilityaaentral
bank to intervene in credit markets using the asisietof its balance sheet creates an inevitabhide. The desire of
the executive and legislative branches to provimeeghmental assistance to particular credit mavketicipants can
rise dramatically in times of financial market sgeThe resulting political entanglements, as weIsgen, create risks
for the independence of monetary policy."

Lacker said the Federal Reserve's credit policymativated by a sincere belief that central bardsseta civic duty to
alleviate significant ex-post inefficiencies in dittmarkets. However, he said credit allocation i&direct resources
from taxpayers to financial market investors angrdime, can expand moral hazard and distort libeation of
capital. He said no matter how the net benefitaasessed, central bank intervention in credit atankill have
distributional consequences. "Contentious dispaibesit which credit market segments receive suppod which do
not, can entangle the central bank in politicalfbcts that threaten the independence of monetaligyymaking," he
said.

The Federal Reserve has increasingly come undakdtiom politicians in Washington for its poliay the lead-up to
the crisis. Meanwhile, Republican leaders of theis¢oand Senate are urging the Fed against takitigfisteps to
stimulate the economy. Legislation has also beepgsed that, if passed, would rescind the ratégaights of
regional Federal Reserve presidents, bringing naop@licy decisions closer to Washington.

As political pressure mounts on central banks etiegrowing risk that central banks will lose thadependence.
Thirty-eight percent of respondents i€entral Banking.com poll, which went live on August 26, believe cehtvanks
are losing their independence, while 45% said eébtinks were never independent to begin with. Méala, 17% of
respondents to the poll said central banks aréosutg their independence.



