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[ Music ]  

Announcer voice: You're listening to All the Credit, a monthly podcast series brought to you by PGIM, an 

active global fixed income investment manager. 

Tom Porcelli, Deputy Head of Global Economics and Chief U.S. Economist: Thank you all for joining 

another episode of All the Credit®. I'm Tom Porcelli, Chief U.S. Economist here at PGIM. In this episode, 

we're going to focus on the idea of central bank independence. So I should start by saying that, you know, 

there is this team of amazing people who help us with this podcast, including thinking up topics and I think 

it's really fair to say that this is not a topic that would have been seriously considered even as short as a year 

ago. But, you know, here we are. And, of course, we have in part President Trump to thank for this. He's 

thrusted this idea into the spotlight with continued threats to fire Fed Chair Jay Powell. He has since toned 

down those threats for the moment, but President Trump's relentless criticism of Powell persists. So let's get 

into this a bit. I have two perfect guests for this topic. First is Daleep Singh, our vice chair and global chief 

economist and Katharine Neiss, our chief European economist. Thank you both for joining me. 

Daleep Singh, Vice Chair and Chief Global Economist: Pleasure to be with you, Tom, although not a 

very enjoyable topic. 

Tom: It is not. And, for those of you who are only listening to this, I have the luxury of seeing both Daleep 

and Katharine and I see Katharine with that perfect smile that suggests she completely agrees with that 

assessment. So, Daleep, let's start with you. And, Katharine, I'll want to get your take on this, too. I think we 

should probably just level set with: why is an independent central bank important? 

Daleep: Well, an independent central bank is the key to providing credibility to its monetary policy choices. 

And credibility and monetary policy is what anchors inflation expectations, it's what allows a central bank to 

manage the demand side of the economy and meet its mandate. 

Tom: And, of course, every central bank has different mandates. Fed has a dual mandate, ECB has a single 

mandate. 

Daleep: And, actually, because the Fed is different than the ECB and the Bank of England and the Bank of 

Japan in the sense that the Fed has a dual mandate, those other central banks have a single mandate focused 

on inflation, I would argue it makes the Fed, at the margin, more vulnerable to a political push towards a 

growth-friendly, in a sense, pro-inflation policy, especially around election years. It's always struck me as a 

structural feature that makes this conversation different for the Fed than for the others. 

Tom: And, actually, Katharine, that's probably a good segue into your take on this. 
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Katharine Neiss, PhD, Deputy Head of Global Economics and Chief European Economist:  Yeah. 

So the first thing I wanted to start off by saying is obviously what is going on in the U.S. is sort of front and 

center in everyone's mind, but this is going on in other parts of the world as well. So very close to home for 

me, I cover not just the Euro area, but also the UK. You know, we have had similar situation not too many 

years ago under Prime Minister Truss where, in her book and in interviews with the FT, she very much did 

try to see whether she could remove the governor of the Bank of England. We've seen it in other economies. 

In Mexico, we've seen a bit of chipping away at central bank independence in terms of giving them a dual 

mandate and appointing deputy governors that were more sympathetic to the idea of focusing on growth and 

not just inflation. And, of course, Turkey and Argentina are often examples that are put forward. So it is 

something that we're seeing more widespread recently around the globe so much so that the president of the 

ECB gave a speech on this in January of this year. So this seems to be a trend that we are seeing not just in 

the U.S., but elsewhere as well. And the reason why it matters is, you know, we sometimes lose sight of the 

fact that inflation -- low, stable inflation is not really a goal so much in and of itself in that it is the most 

economically efficient way for us to ultimately get higher and more stable long-run growth and employment 

outcomes for people. That is ultimately what translates into people's living standards and being able to have a 

job and provide for their families. That's what we really care about. And it's about designing economic 

policies that can deliver that most efficiently. And the evidence is absolutely overwhelming. Both the theory -- 

I was smiling at the beginning because my job market paper was on central bank independence and writing a 

theoretical model. But the empirical data is absolutely incontrovertible that more independent central banks is 

very much related with low, stable inflation. And, of course, this is even more important in a world where we 

foresee that in the future we're going to have bigger inflation shocks, more real shocks, it's even more 

important that we have economically efficient policies that help us navigate that. So this is a very damaging 

trend in my view. 

Daleep: I want to build on what Katharine was saying because I, again, want to just highlight why are we 

talking about this right now for the Fed so much. And I just want to underline it's arguably -- and I would 

actually say it's the most exposed political challenge because, unlike the ECB which has independence 

enshrined in treaty law that requires unanimous consent among 27 member states to change, the Fed was 

created by an act of Congress, the Federal Reserve Act. That act has been amended many times since it was 

enacted in 1913, including after the GFC in 2010. And it can be amended again with a simple majority of 

Congress plus the president's signature. So the Fed is independent so long as our political leaders allow it to 

be independent. And what makes the U.S. almost unique among other countries right now is the adversarial 

oversight and brinkmanship. That's not to say politics don't exist everywhere. They do. But the degree of 

polarization right now in the U.S., legislatively, ideologically, emotionally, it's unlike anything we've seen in 

over a century. 

Tom: So what would it look like? What would the process be for the central bank independence, with Fed's 

independence to really sort of be diminished? What are the steps that the president won't have to go through? 

Daleep: Yeah, there's a continuum of possibilities. Some of them could be taken by executive action, others 

would require Congress. But, at the low end, it's already what we're seeing, not so subtle forms of political 

pressure to cut rates or to stop tightening policy if we were at a different part of our business cycle. And if 

that's sustained overtime across political cycles, it does what Katharine was warning against, it erodes the 

Fed's inflation-fighting credibility, it raises inflation expectations, change the equilibrium level of nominal 

rates and, therefore, growth. One notch higher would be to expand oversight. So you could imagine a 

Treasury official or a White House observer at FOMC meetings. There's actually an existing provision. I think 

it's provision 12A of the Federal Reserve Act that already allows for this. So even if their form of 
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participation was non-voting, you know, a White House or a Treasury observer, that could be seen as a 

backdoor form of politicization. And, you know, it's possible that observer could have a vocal presence in the 

room. And it would be only human for the committee members to self-censor or to fall into groupthink. And 

then, if you move higher up on the continuum, Tom, that's where you start involving Congress to, for 

example, amend the dual mandate to prioritize growth objectives. You could, for example, require the pursuit 

of maximum growth or you could even imagine, I mean, there's been some speculation about this, the 

introduction of an explicit currency dimension to Fed policy for the purpose of countering competitive 

devaluations from other trading partners. You know? And then, if you go to the very upper end of the 

spectrum, then you're talking about formal approval required for the Fed to make changes to monetary policy 

by the Treasury or the White House. And that, I have to say, was kind of like the setup we had pre-Volcker. 

Tom: So what kind of odds would you assign to each of those scenarios that you laid out there? Right? Like, 

I get it, the ones at the higher end of the spectrum probably much lower odds. But even like just Treasury 

oversight, right, which I think we would agree is on the lower end of the spectrum. I mean, to what extent do 

you think that that's actually plausible? 

Daleep: Look, I mean, the point of maximum danger is right now before the president has his chance to 

nominate his own Fed chair. So we're really talking about the next 10 or so months. And I would say, over 

those next 10 months, there is I mean, a nontrivial probability that we move from the current phase of 

interference, which is subtle and not so subtle political pressure, to some form of Treasury or White House 

oversight. I would put it somewhere between 10 and 25%. 

Tom: Yeah. 

Daleep: Where would you put it, Tom? 

Tom: I think that that to me is totally reasonable. We are bombarded with headlines every day. And I think 

for a lot of people it can be a little nerve wracking seeing that kind of push that's coming out of the White 

House. But I think the hurdle is still higher than a lot of people appreciate. But the noise is not helpful, 

particularly as it relates to markets, which we'll get into. Katharine, as you set it up and I think you set it up 

perfectly, it's probably useful for everyone to understand examples of when a central bank's independence has 

been eroded. 

Katharine: So, absolutely. And just want to build on Daleep's point that there is a continuum. And I think it's 

important for any listeners here to understand it's not that you have central bank independence or you don't. 

There are many different models of central bank. The vast majority now are classed as being independent and 

most of them have price stability mandates. But there are subtle, but important, differences around that. So, 

for example, the crucial thing when we talk about central bank independence, as Daleep went to, you know, 

I'm going do it in reverse, start from the top and go down, is this idea of operational independence, that you 

are independently setting monetary policy. And that is why the central banks that we're talking about here, 

they all have that. But then there is a second level of independence which is called goal independence. Does 

the central bank actually get to decide what it means by price stability? The ECB and the Fed, they get to 

decide. The Bank of England doesn't. The Treasury decides what price stability is in the UK and they write a 

letter to the Bank of England and they tell them it's 2% on the CPI. So that's one subtle difference where you 

could imagine, for example, that the U.S. iterates towards a model where operational independence is retained 

at the Fed, but maybe their goal independence, how they define price stability, maybe that gets eroded or 

taken away from them. Then there are other elements of independence around financial independence. 

Central banks, they accrue seigniorage through the issuance of fiat currency. And so generally the way this is 
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set up is they get to keep part of that on their balance sheet, both for operational reasons and for balance 

sheet reasons, and the rest will go to the Finance Ministry or the Treasury. Again, that can differ amongst 

different central banks. You can chip away on financial independence of a central bank. And, again, there's a 

lot of evidence out there that shows that financial independence underpins operational independence. Ask 

any teenager and they know that when they get a job and they earn their own money, they have a bit more 

leverage in terms of making their own decisions when it comes to negotiating with their parents. So we all 

know that these two things are linked. But that could be another way that the wings of the Fed, for example, 

get clipped that make it look more like, for example, the Bank of England. So there is very much this 

continuum and some of these lower-level changes. The U.S. Congress could point to these other central 

banks as being examples of alternative models that do work in those countries. And it doesn't mean you're 

going all the way to stripping the central bank of actually setting their own monetary policy. I still think it's a 

step back, but it is somewhere in this middle ground. 

Tom: So, Katharine, I'll ask you the same question. To what extent do you think that you could actually see 

meaningful change in independence in any of these developed market central banks? How high or low is their 

hurdle? 

Katharine: Building on Daleep's point about the uniqueness of the Fed, both in terms of its model, but also 

as a role model globally, the Federal Reserve, the U.S., sets global financial conditions. That is the state of the 

world that we are in currently and is going to be there for the foreseeable future. If a country such as the U.S. 

goes down this road where we clip the wings of the central bank, it will make it much harder I think in other 

countries where they have less of a reputation, they've built up less of a credibility, they just haven't done it as 

long, it's going to be harder for them to kind of hold the tide away from this kind of pressure. And that 

would lead overall to I think an erosion in improved financial markets globally that we've seen over the last 

couple of decades, this would be more of a retrograde step. And it's that kind of reputational impact role 

model aspect of the U.S. that I think is also quite damaging. 

Tom: You know, it's just so incredibly ironic that we are recording this just as these headlines hit. According 

to my trusty Bloomberg, Trump says Fed chair is political. Trump could use the Kugler vacancy, Kugler, of 

course, is the Fed governor who just resigned. Trump could use Kugler vacancy to pick future Fed chair. You 

know, Daleep and I and Katharine and the rest of the team, we've been talking about the idea that you can 

get someone named relatively soon, I would say within the next even two or three months, and I know there's 

a lot of people sort of worried about the idea of this so-called shadow Fed chair. Our own take on that is 

whoever comes in has to be very careful if there is indeed going to be a shadow Fed chair in that you do not 

want to alienate the rest of the committee. But I think a lot of people forget monetary policy is set by 

committee, not by a chair. And so I think if someone comes in like a bull in a China shop and says, you 

know, "I would do it this way, Powell is wrong," I think that that person will have a very big uphill battle to 

try to convince the rest of the committee that his or her policy is the right one. Powell has taken some 

criticism and I think some of it has been deserved, not necessarily from Trump. But the one thing you have 

to give Powell a lot of credit for is that he tries to build consensus as much as that is possible. I think if 

someone comes in and says, "Well, this is how it's going to be, I can't see how that works well"— 

Katharine: Can I just quickly add, let's not forget that the current chair at the Fed was appointed by our 

current president. And, if anything, a part of me does wonder whether having gone through at least what 

we've observed over this recent period, together, combined with the fact that Powell, he's not an economist, 

he's a lawyer and he was faced with a situation where inflation just went and did something that was 

completely outside of our lived experience in recent years. And he really knuckled down and he got inflation 
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back to target. Inflation expectations were anchored. I mean, if anything, right now, I'm thinking, gee, the Fed 

really is quite independent because he is sticking to his guns and he is not cutting interest rates and he is being 

pretty clear at all of these press conferences that his position is secure. And so, in some ways, it has I think 

bolstered and elevated Powell to a degree. And people have thought he could be remembered well through 

history for his time. But President Trump did appoint him and put him there and he's not turned out to be 

malleable. 

Tom: Katharine, absolutely fantastic exclamation point on the idea of central bank independence. I think 

Powell has been a perfect reflection of that, for sure. 

Daleep: I think Katharine's right. Over the next 10 months, regardless of who's chosen to fill Governor 

Kugler's role, the market I think is likely to continue to price in Fed policy, according to the guidance that 

Chair Powell has given. And he's not going to be budged or intimidated while he's still in office. But I think, 

beyond that point, let's say June onwards, the more politically minded the candidate, I think the greater the 

footprints we'll see in the market in terms of a loss of perceived Fed independence. And we know what those 

effects will be, lower expected policy rates on the front end and, on the back end, higher inflation 

expectations, higher inflation risk premia, probably some perception of increased risk of fiscal dominance, 

potential loss of debt sustainability. So the curve would likely steepen. I think the dollar would depreciate, 

especially against the currencies of countries that have a relatively more protected single mandate for price 

stability. And, at some point, if the back end of the curve sells off enough, equities would get hit by higher 

real yields and volatility and gold and real assets and maybe crypto would outperform. 

Tom: I think that's an absolutely great way to bring us home here. Why don't we roll into concluding 

remarks? And, Katharine, why don't I start with you? Tell us how you want us to sort of really be thinking 

about this over the coming months. 

Katharine: I think there's really two points I wanted to make. First of all, at the end of the day, central bank 

independence can come in slightly different forms. Ultimately, it requires public support for it. And, if that is 

shifting, then we shouldn't be surprised to see changes in how central banks are governed. And my more 

middle of the road expectation not just for the Fed, but for other central banks is that we will see some 

chipping away at these other aspects of independence around how they define price stability, how financially 

independent they are, et cetera. I don't really expect that we're going to go all the way over the cliff and start 

seeing central banks losing operational independence, that is the decision to set monetary policy, but this 

softer chipping away seems like a very clear direction of travel that we are on at the moment. 

Tom: Which is unfortunate and will have market implications, whether sort of the people that are making the 

decisions realize that or not. 

Katharine: One hundred percent. And it's already starting to show up. I mean, we see it in the UK risk 

premium, for example, in my view. 

Tom: Absolutely right. Daleep? 

Daleep: Yeah, I would just underline, risk management's more about imagination than memory. The risk I 

worry about the most over the next 10 months, but also the next three and a half years is the possibility of 

expanded oversight. You know, I said I'd put a 10 to 25% probability on that happening over this term. I 

suggested we could see a non-voting but vocal Treasury or White House observer at FOMC meetings, but 

there are a bunch of other variations that we should just think about and reflect on. For example, more 

frequent general accounting office audits. I can imagine that being another form of expanded oversight. Or 
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mandatory cost-benefit analyses of rate decisions. Or even more legislative constraints on the Fed's lending 

and liquidity provision, either in peacetime or in crisis. But, to Katharine 's point, whatever the form 

expanded oversight takes, it is a slippery slope. And this is the kind of tail risk that markets would react to 

quite violently. So, hopefully, we can avoid the worst. 

Tom: I think we'll all be hoping for that. And I guess I'll leave everyone with this one idea. It's interesting 

that President Trump wants to insert someone who I guess seemingly he thinks will be more sympathetic to 

his general stance. I can easily see a scenario where that person gets the job, and President Trump finds 

himself very unsatisfied with the idea that this person is not able to do everything that he wants. And 

wouldn't it be irony if all of a sudden that person succumbs to the same pressure that Powell is experiencing 

right now? I think that's a very real possibility. Well, look, thanks everyone for joining us. There's obviously a 

lot more to say, but we try to keep these pretty tight. It's a topic I'm sure we'll come back to over the coming 

months or actually I hope we don't come back to over the coming months, but we'll see. Thanks, everyone, 

for joining us. 

[ Music ]  

Announcer voice: We hope you enjoyed today's podcast. Subscribe to keep up with the latest episodes of 

All the Credit®. For more insights and thought leadership, visit pgim.com. This podcast is intended solely for 

professional investor use. Past performance is not a guarantee of future results. All investments involve risk, 

including the loss of capital. This material is not for distribution to any recipient located in any jurisdiction 

where such distribution is unlawful. This podcast includes the views and opinions of the authors and may not 

reflect PGIM Fixed Income's views. PGIM and its related entities may make investment decisions that are 

inconsistent with the views expressed herein. This podcast should not be reproduced without PGIM's prior 

written consent. No liability is accepted for any direct, indirect or consequential laws that may arise from the 

use of any information contained in or derived from this podcast. PGIM Fixed Income is not acting as your 

fiduciary. The contents are for informational purposes only, are based on information available when created 

and are subject to change. It is not intended as investment, legal or tax advice and does not consider a 

recipient's financial objectives. PGIM Fixed Income is a business unit of PGIM, the global asset management 

business of Prudential Financial, Inc., which is not affiliated in any manner with Prudential PLC, 

Incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, 

Incorporated in the United Kingdom. Copyright 2025. The PGIM logos and the rock symbol are service 

marks of PGIM and its related entities registered in many jurisdictions worldwide. 
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IMPORTANT INFORMATION 

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of August 2025. 

For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an 
investment could lose value. All investments involve risk, including the possible loss of capital. 

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act 
of 1940, as amended, and a Prudential Financial, Inc. (“PFI”) company. Registration as a registered investment adviser does not imply 
a certain level or skill or training. PGIM Fixed Income is headquartered in Newark, New Jersey and also includes the following 
businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii) PGIM Netherlands B.V., located in 
Amsterdam; (iii) PGIM Japan Co., Ltd. (“PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong 
Kong) Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore 
(“PGIM Singapore”). PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United 
Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. Prudential, PGIM, 
their respective logos, and the Rock symbol are service marks of PFI and its related entities, registered in many jurisdictions 
worldwide. 

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a 
recommendation about managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. PGIM Fixed 
Income as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Investors 
seeking information regarding their particular investment needs should contact their own financial professional. 

These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes, securities, issuers 
or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was 
originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the 
divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is prohibited. Certain information contained 
herein has been obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; however, PGIM 
Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be 
changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is 
subject to change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor do we make 
any express or implied warranties or representations as to the completeness or accuracy. 

Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted 
as investment advice, as an offer or solicitation, nor as the purchase or sale of any financial instrument. Forecasts and estimates have 
certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, liquidity constraints, fee. These 
materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument 
or any investment management services and should not be used as the basis for any investment decision. PGIM Fixed Income and its 
affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for 
proprietary accounts of PGIM Fixed Income or its affiliates. 

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The 
value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations 
tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low 
interest rate environments increase this risk. Reductions in bond counterparty capacity may contribute to decreased market liquidity 
and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Mortgage- and 
asset-backed securities may be sensitive to changes in interest rates, subject to early repayment risk, and while generally supported 
by a government, government agency or private guarantor, there is no assurance that the guarantor will meet its obligations. High 
yield, lower-rated securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater 
levels of credit and liquidity risk than portfolios that do not. Investing in foreign-denominated and/or -domiciled securities may 
involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. 
Currency rates may fluctuate significantly over short periods of time and may reduce the returns of a portfolio. Commodities contain 
heightened risk, including market, political, regulatory and natural conditions, and may not be suitable for all investors. 
Diversification does not ensure against loss. 

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar 
Square, London, WC2N 5HR.PGIM Limited is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United 
Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information is issued by PGIM 
Netherlands B.V., an entity authorised by the Autoriteit Financiële Markten (“AFM”) in the Netherlands and operating on the basis of 
a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of 
provisions, exemptions or licenses available to PGIM Limited including those available under temporary permission arrangements 
following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM 
Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are 
professional clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In Switzerland, 
information is issued by PGIM Limited, London, through its Representative Office in Zurich with registered office: Kappelergasse 14, 
CH-8001 Zurich, Switzerland. PGIM Limited, London, Representative Office in Zurich is authorised and regulated by the Swiss 
Financial Market Supervisory Authority FINMA and these materials are issued to persons who are professional or institutional clients 
within the meaning of Art.4 para 3 and 4 FinSA in Switzerland. In certain countries in Asia-Pacific, information is presented by 
PGIM (Singapore) Pte. Ltd., a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services License to 
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investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is 
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requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A.; (3) there may be 
difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets may 
be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable 
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