
Central Banks Indpendence and 
Risk Taking at the Zero Lower Bound

Beatrice Weder di Mauro
Geneva Graduate Institute and CEPR

Singapore ABFER
21 May, 2026



2

ABFER May, 2026 



3

Why this paper ?

● After GFC an extraordinary period for monetary policy –balance sheet expansion from 2007-22
• FED :   6    –  33 % of GDP
• ECB :  16   –  60 % of GDP
• BoJ  :   21  – 126 % of GDP

● Central Banks balance sheet composition changed 
• more long-term assets
• more foreign exchange 

● Concerns about risks on their balance sheet
• independence and fiscal dominance 
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Background – 2015
Project Syndicate
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Background – around 2023 – Central bank losses in the news
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Background – why care? Honohan 2025
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Background – Interview with SNB President April 2026 

A smoother distribution policy makes sense because it allows the 
federal government and the cantons to plan their budgets. But first 
and foremost, the SNB needs a robust balance sheet. Our balance 
sheet is large, and large profits can be followed by large losses. 
That is why it is important that we have sufficient equity capital. At 
the moment, we do not have enough and need to build it up.

Your equity ratio is currently around 19 percent. Compared 
with banks, that is high. Why does the SNB need more?
Banks can hedge their exchange-rate risk to a large extent; we 
cannot. That is why our risks are also much greater.
In principle, a central bank could also function with negative equity 
capital, since it can create money itself.
That is fundamentally true, but it is a situation that should be 
avoided, because central banks then lose credibility and come 
under greater political pressure.”
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Background – independence under pressure - Schnabel 2026
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Background – in defence of independence - Schnabel 2026
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This paper, main contributions
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Summary of findings

● Value at Risk across 18 central banks increased to about 3 % of GDP (after GFC)

● Central banks take more risk in periods of
• low interest rates (zero lower bound) 
• higher growth prospects (for central banks with large foreign exchange holdings, capital inflows 

and appreciation)
• contractionary fiscal policies (against view of fiscal dominance)

● More independent central banks take on more financial risks 
• possibly because they are better insulated from political risk to pursue their mandate
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Methodology : VaR 
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Methodology 

Compute aggregate VaR from 

● Marketable assets :  observable return distribution and correlation 
– note that implies mark to market – reveals risk in hold to maturity accounting  

● Non-marketable assets :  lending operations to commercial banks – not observable 
– worst case default rate : credit loss in a percentile of worst cases and assumption of correlation of bank loan 
portfolio of 0.25  (in line with value under Basel regulations)   
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Data 
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VaR 
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VaR by types of central banks 
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VaR by types of central banks 
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VaR by types of central banks 
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VaR by types of central banks 
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Euro System Central banks 
Risk Sharing Arrangements 
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Empirical framework
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Results 
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Conclusion 

● Our paper suggests that the independence of the central banks “works”
● They take on more financial risks when needed 
● And resist fiscal dominance 
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Background – Interview with SNB President April 2026 

Momentan erhöhen Sie zur Stärkung Ihres Eigenkapitals jedes Jahr Ihre Rückstellungen um 10 
Prozent und äufnen erst danach eine Ausschüttungsreserve. Deshalb gab es 2022 und 2023 
auch keine Ausschüttungen. Braucht es eine stärkere Verstetigung solcher Zahlungen?

Eine Verstetigung ist sinnvoll, weil sie Bund und Kantonen erlaubt, ihr Budget zu planen. Aber 
in erster Linie braucht die SNB eine robuste Bilanz. Unsere Bilanz ist gross, auf grosse Gewinne 
können hohe Verluste folgen. Deshalb ist es wichtig, dass wir genügend Eigenkapital haben. 
Wir haben im Moment zu wenig und müssen es aufbauen.

Ihre Eigenkapitalquote beträgt derzeit rund 19 Prozent. Im Vergleich zu den Banken ist das 
viel. Wieso braucht die SNB mehr?
Die Banken können ihr Wechselkursrisiko weitgehend absichern, wir nicht. Deswegen sind 
unsere Risiken auch viel grösser. 

Im Prinzip könnte eine Zentralbank auch mit negativem Eigenkapital funktionieren, da sie ja 
selbst Geld schaffen kann.
Das stimmt grundsätzlich, aber es ist ein Zustand, den man vermeiden sollte, weil dann 
Zentralbanken an Glaubwürdigkeit verlieren und unter grösseren politischen Druck kommen



33

Background – Interview with SNB President April 2026 
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