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	 In this E-Brief, we make the case for the importance of central bank operational 
independence from government.

	 We make two proposals to further strengthen the already well-entrenched 
independence of the Bank of Canada.

	 First, we argue for strengthening parliamentary oversight over the use of section 
14 of the Bank of Canada Act, which allows the government to provide written 
direction on monetary policy to the governor.

	 Second, we argue there is a need to further formalize the principle that the Bank 
of Canada can rebuild capital and reserves after temporary losses before again 
remitting profits to the government. To that effect, we propose to clarify the scope of 
section 27 of the Bank of Canada Act.

	 The authors extend gratitude to Mawakina Bafale, Colin Busby, John Crean, David Dodge, David Laidler, 
Dave Longworth, Angelo Melino, John Murray, William B.P. Robson, Stephen Williamson, Mark Zelmer, and 
several anonymous referees for valuable comments and suggestions. The authors retain responsibility for 
any errors and the views expressed.

1	 As in Williamson (2021), we will refer to the mandate as the preamble in the Bank of Canada Act, and the 
goals as those spelled out in the framework agreement between the Bank and federal government.

Introduction: How Has Independence at the Bank of Canada 
Evolved?

The Bank of Canada was established as Canada’s central bank in 1934 under the Bank of Canada 
Act. Originally privately owned with shares sold to the public, the Bank became publicly owned and 
was designated a Crown corporation in 1938. The change in ownership reflected concerns the Bank 
would be influenced by outside interests.

The preamble of the Bank of Canada Act lays out the Bank’s mandate1 in qualitative and general 
terms to allow for flexibility in interpretation. 
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The lack of precise quantitative goals in the Bank’s mandate has allowed the putative goals to evolve over the 
years, from defending a fixed exchange rate (from 1935 to 1950 and again from 1962 to 1970), to controlling 
money growth in order to fight inflation (from 1975 to 1982), to explicit inflation targeting starting in 1991. Since 
1995, the Bank and the government of Canada have agreed on a quantitative goal of 2 percent inflation within 
a 1-3 percent inflation band to fulfill its mandate.2 They have renewed this agreement every five years since, and 
it is due again for renewal in 2026. We note that around the time that inflation targeting came into effect, there 
was a thought to make price stability the specific mandate of the Bank and insert it into the Bank of Canada Act. 
Ultimately, however, a tripartisan committee chaired by John Manley recommended against such a move.3

The five-year renewal cycle has allowed the Bank to periodically investigate alternative monetary policy goals. 
Its research has repeatedly concluded that there is no compelling case to move away from the flexible inflation 
targeting framework, centred around a 2 percent inflation target.4

When the Bank of Canada was established, the parliament of the day understood that the central bank needed 
to be free of political interference (Chant 2022). The principle of central bank independence has been largely 
maintained, despite some challenges. Examples include, most notably, the Coyne affair in the late 1950s/early 
1960s (which we discuss below) and the period of fixed exchange rate with the US dollar in the 1960s – a policy 
the Bank supported, but effectively nullified its independent conduct of monetary policy.5

The Bank’s independence today consists of its ability to decide how best to use its tools – most commonly 
the overnight rate target – to achieve 2 percent inflation. The key point is that by giving the Bank of Canada a 
quantitative goal consistent with its mandate and the ability to use policy instruments as it sees fit to achieve that 
goal, the government is allowing the Bank of Canada to have what we refer to as “operational” independence.6

Lately, however, that operational independence has come under threat, in particular following the inflation 
surge post-COVID, which is seen to have damaged central bank credibility. Politicians in several countries, 
including Canada, have talked of firing the head of their respective central bank and wading into interest rate 
decisions. The situation has become notably hostile in the United States, where President Trump has attempted to 
fire the Chairman and some members of the Board of Governors of the Federal Reserve System. As Binder (2021) 
shows, increased political pressure often has an impact on both inflation and inflation expectations.

In this E-Brief, we argue that the Bank of Canada’s operational independence cannot be taken for granted. While 
the Bank of Canada is ultimately accountable to Parliament and, more broadly, Canadians (see the Appendix for 
more on the Bank of Canada’s structure), we argue that in the current political climate, we should look for ways to 
strengthen the operational independence of the Bank of Canada. Below, in a question-and-answer format, we first 
review the importance of central bank independence, then assess to what degree the Bank of Canada is independent, 
before making concrete suggestions to further boost operational independence for the Bank.

2	 For more details, see Powell (2005) and Thiessen (2000).

3	 See Parliament of Canada (1992) and Desroches, Kozicki, and Simon (2024) for more.

4	 See, for example, Dorich et al. (2021).

5	 See Laidler and Robson (1994, 2004) for more.

6	 Our terminology mirrors Debelle and Fischer’s (1994) work on goal versus instrument independence. “A central bank has 
goal independence when it is free to set the final goals of monetary policy. A bank that has instrument independence is free 
to choose the means by which it seeks to achieve its goals.” The Bank of Canada has instrument independence – what we 
refer to as operational independence – but not goal independence. 
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Q: Do independent central banks deliver better performance? 

A: Yes, independence leads to lower inflation and less volatile economic activity.

In the 1970s, inflation in many developed countries – including Canada – climbed into double digits. Academics 
and policymakers alike realized that governments often pressured their central banks to over-inflate economies to 
finance fiscal deficits and stimulate growth, particularly during election periods.7 These efforts created an inflation 
bias, contradicting central banks’ mandates of low and stable inflation.

Cross-country evidence at that time established a significant negative correlation between central bank 
independence and both the level and variability of inflation (more independence leads to lower inflation/
less volatile inflation).8 It was this evidence that has led to central banks becoming increasingly operationally 
independent since the 1980s. More recent papers have confirmed these original findings. For example, Figure 1, 
taken from Haldane (2020), presents a sample of 18 countries (including Canada) that shows that more central 
bank independence not only delivers lower and more stable inflation, but also leads to more stable GDP.9

Q: How independent is the Bank of Canada? 

A: Quite independent, but less independent than some other central banks. 

The academic literature uses several different metrics when creating rankings for central bank independence. The 
metrics used usually distinguish between de jure and de facto independence, which respectively refer to formal 
independence as established in legislation (de jure) and to operational independence as demonstrated by actual 
policy process and central bank operations (de facto).

Figure 2, taken from Dall’Orto Mas et al. (2020), documents a big increase in de jure independence for several 
central banks from the 1970s to the 1990s. Canada is an interesting case in that the Bank of Canada’s quantitative 
score has not changed over time, but its ranking among other central banks has. The Bank was among the most 
independent central banks in the 1970s but declined to the middle of the pack by the 1990s, as others, most 
notably central banks in countries of the European Monetary Union, became increasingly independent. The Bank 
of Canada’s ranking is confirmed in other studies, such as Garriga (2016).10

A classic criticism of de jure measures points out that what is legally true might not capture what happens in 
practice. As a result, despite their own shortcomings,11 de facto measures of central bank independence have grown 

7	 Kydland and Prescott (1977), Nordhaus (1975), and Barro and Gordon (1983).

8	 See Bade and Parkin (1988) and Alesina and Summers (1993), among others.

9	 See also Bandaogo (2021), who references the work of Brumm (2002, 2011), Garriga and Rodriquez (2020), Berger, De 
Haan and Eijffinger (2001), and Klomp and De Haan (2010).

10	 One main reason for its middle-of-the-pack ranking is that it can lend directly to the government. In reality, however, this is 
a weak concern. The Bank has not provided a formal direct advance to the government since 1935, the first and only year it 
happened (Chant 2022). The Bank does purchase government debt at auction in primary markets, making the distinction 
with a formal advance somewhat overstated. However, the vast majority of these purchases have been made to offset 
currency in circulation and to smooth financial markets.

11	 To cite just one example, central bank governor turnover rate is a popular measure used in de facto independence 
measures: see, for example, Cukierman et al. (1992) and Sturm and De Haan (2001). But if the central bank head is 
subservient to the government, infrequent replacement does not signal independence. 
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in popularity. Alpanda and Honig (2010) look at how much monetary policy deviates from expectations during 
“political monetary cycles” that capture electoral and fiscal budget cycles. More independent central banks would 
see less variation during these cycles. Using regressions, the authors rank the independence scores of different 
central banks. According to this metric, Canada is still towards the middle, but closer to the top than under the de 
jure measures. 

Our interpretation of these results is that the Bank of Canada is strongly independent, though its independence 
could be strengthened still further. Identifying these opportunities is a worthwhile endeavour given the importance 
of operational independence for economic outcomes and current threats to it.

Q: What could compromise operational independence for the Bank of Canada? 

A: Among others, increased demands on the central bank from government to pursue other 
goals than monetary and financial stability.

Since the 2008 financial crisis, the Bank of Canada has faced calls to broaden its goals beyond monetary stability. 
While it is widely accepted that financial sector stability goes hand-in-hand with monetary stability, adding 
other objectives, such as supporting the transition to a greener economy or addressing inequality, mixes fiscal or 

Figure 1: Independence and Inflation, Inflation Variability, and Output Variability 
 – 1970-1999*

* Results post-1999 show little correlation between the variables in Figure 1. This is because most countries moved to a high 
independence/low inflation equilibrium during the earlier period, meaning that there is unlikely to be enough variation to 
provide interesting reduced-form correlations after 1999. Haldane (2020) makes this case in more detail. This does not mean 
that improvements to independence will not lead to improved economic outcomes. Binder (2021) showed that increased political 
pressure – a fact of today’s economic climate – has clear impacts on both inflation and inflation expectations. The implication is 
that boosting independence to better withstand this political pressure can result in better economic results. One needs to look 
beyond simple correlations to make the case.
Source: Haldane (2020).

Panel A:  
Independence  
and Inflation

Panel B:  
Independence and  
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Independence and  
Output Variability
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12	 Department of Finance Canada. 2021. “Joint Statement of the Government of Canada and the Bank of Canada on the 
Renewal of the Monetary Policy Framework.” Government of Canada. December 13. https://www.canada.ca/en/department-
finance/news/2021/12/joint-statement-of-the-government-of-canada-and-the-bank-of-canada-on-the-renewal-of-the-
monetary-policy-framework.html.

13	 See Ragan (2021) for more.

14	 Murray (2021) lays out a set of guiding principles for thinking through such concerns; he concludes that there are serious 
flaws in a central bank being charged with such additional goals. We discuss this further in other work discussing the 
Bank’s flexible inflation targeting framework versus a dual mandate (see Ambler, Koeppl, and Kronick 2025).

Figure 2: Evolution of Central Bank Independence Across G20 Countries

Notes: Values closer to 1 indicate higher levels of independence. The central banks belong to Argentina (AR), Australia (AU), 
Brazil (BR), Canada (CA), France (FR), Germany (DE), India (IN), Indonesia (ID), Italy (IT), Japan ( JP), Korea (KR), Mexico 
(MX), South Africa (ZA), Turkey (TR), the United Kingdom (BR) and the United States (US). The plotted values correspond  
to the maximum scores registered in the 1970s and in the 1990s. Bodea and Hicks (2015) do not report 1970s data for China, 
Russia and Saudi Arabia or any data for the European Central Bank, which had not yet been created.
Sources: Dall’ Orto Mas et al. (2020).
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political goals with the Bank’s goal of delivering 2 percent inflation. The latest renewal agreement between the 
government and central bank in 2021 replaced the traditional, short statement reaffirming the 2 percent inflation 
target with a much longer one that contained some passages suggesting other objectives, including a focus on 
supporting maximum employment.12 Ultimately, the 2 percent inflation target was left in place, but the change in 
tone of the agreement was notable.13

This kind of “mission creep,” where a central bank is assigned additional tasks that are better addressed through 
fiscal and structural policy instruments, is a problem.14 Once the Bank of Canada is more or less formally charged 

https://www.canada.ca/en/department-finance/news/2021/12/joint-statement-of-the-government-of-canada-and-the-bank-of-canada-on-the-renewal-of-the-monetary-policy-framework.html
https://www.canada.ca/en/department-finance/news/2021/12/joint-statement-of-the-government-of-canada-and-the-bank-of-canada-on-the-renewal-of-the-monetary-policy-framework.html
https://www.canada.ca/en/department-finance/news/2021/12/joint-statement-of-the-government-of-canada-and-the-bank-of-canada-on-the-renewal-of-the-monetary-policy-framework.html
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15	 With one main instrument at its disposal, the Bank will not necessarily be able to achieve multiple targets, as Nobel 
Laureate Jan Tinbergen (1952) pointed out many years ago.

16	 As Senior Deputy Governor Carolyn Rogers (2022) put it, “Our expenditures are funded through our own operations rather 
than an appropriation from the government.” 

17	 For more on QE, see the appendix in Ambler, Koeppl, and Kronick (2022). QE is a policy in which the Bank buys 
government bonds from financial institutions to lower long-term interest rates and stimulate borrowing and spending.

18	 Benigno and Nistico (2020) argue that the intertemporal budget constraint of the central bank imposes an economic limit 
to the amount of negative equity that the central bank can have.

19	 Recent economic thinking has treated inflation as a fiscal phenomenon where higher debt necessarily implies (at least 
temporary) inflation (see Cochrane 2023).

20	 See Kronick and Petersen (2022) on how fiscal and monetary policy conflict can play out in practice. An example is as 
follows. Fiscal policy causes inflation to rise above target; the Bank of Canada is forced to tighten, but this increases debt 
costs. If fiscal policy becomes unanchored, governments need to go into increased deficits to maintain similar levels of 
government spending, leading to more inflation, and so on.

with achieving such goals, there will be political pressure to achieve them. The Bank does not have the proper tools to 
achieve these goals,15 putting its credibility at risk. Moreover, at some point, it may also be the case that the Bank will 
have to compromise between conflicting goals, thus losing its credibility to achieve its inflation target.

As a second risk, consider both how the Bank finances itself and the role unconventional monetary policy 
has played lately. The Bank is typically financially self-sufficient as it can fund its operations through the 
interest income it earns on the bonds it holds on its balance sheet.16 However, as the Bank started tightening 
monetary policy in 2022 in response to inflation, the interest paid on short-term settlement balances, which 
had increased significantly as a result of quantitative easing (QE), started to grow.17 In early 2023, the interest it 
paid on settlement balances began exceeding the interest it earned on the bonds on its balance sheet, leading to 
operational losses for the Bank. 

This continues today and, consequently, the Bank of Canada does not have any profits to remit to the federal 
government. As Hall and Reis (2015) have pointed out, potential losses from QE leading to a negative equity 
position – as is the case for the Bank today – can raise the spectre of direct government intervention in monetary 
policy decisions. While a central bank can operate independently with a negative equity position, once the position 
is significant and sustained, it will ultimately affect its ability to finance its operations.18 In Canada’s case, being 
dependent on direct financing through the federal government could subject the Bank of Canada to political 
pressure to pursue other goals and challenge its operational independence in achieving price stability. 

A third and final risk to central bank independence is that the federal government is under pressure to increase 
fiscal spending in many areas, such as defence, infrastructure, and structural change to increase productivity. 
Without judging the value of further fiscal expansion, the need for such initiatives is likely to require more 
government spending and higher government debt, which might raise the desire to monetize at least part of it.19 
It might also cause the government of the day to lean more heavily on the central bank. Future coordination and 
consistency between fiscal and monetary policy is not guaranteed. Therefore, it may be helpful to look for ways to 
strengthen the independence of the Bank of Canada pre-emptively before such a scenario arises.20
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21	 Note that the same provision also requires regular consultation between the governor and minister of finance to limit 
surprises and, therefore, the use of the directive power. 

22	 See Crow (2002) for more on why it is critical that the government has both the ultimate right to direct the Bank in terms of 
policy, and the requirement for full transparency with the public.

23	 Siklos (2008) details the events leading to the amendment of the Bank of Canada Act, which allows for this possibility. He 
writes, “Coyne’s successor, Louis Rasminsky, echoing the plea made by his predecessor, would insist on the addition of a 
Directive into the Bank of Canada Act.”

24	 Bank of Canada. 2025. “Governance Documents.” January. https://www.bankofcanada.ca/about/governance-
documents/#:~:text=The%20mandate%20of%20the%20Bank,published%20in%20the%20Canada%20Gazette.

Q: What steps need to be taken to further strengthen the independence of the Bank of Canada? 

A: Potential amendments to the Bank of Canada Act around the government directive and the 
remittance of profits.

The first concern around operational independence lies with the possibility of the government issuing a directive 
to the Bank of Canada. The Bank of Canada Act provides for the ultimate prerogative for monetary policy to lie 
with the elected federal government – as it should. Section 14 of the Act, which was added as an amendment in 
1967, allows the government of the day – specifically the minister of finance – to give explicit instructions on 
policy to the Bank of Canada.21 If the minister were to do so, the directive and the government’s rationale would 
have to be published in the Canada Gazette and laid before Parliament within 15 days (if Parliament is sitting; if 
not, it would be 15 days after either house resumes sitting).22

The amendment was a consequence of the so-called Coyne Affair of 1961 (see Siklos 2010). The Bank’s 
Governor, James Coyne, had openly criticized the government of the day in speeches, and the Diefenbaker 
government had, in turn, openly criticized the Bank’s monetary policy as too restrictive. In May 1961, the 
government introduced a terse bill declaring the governor’s position vacant. The bill was passed by the House 
of Commons, where the Diefenbaker government held a large majority, but it was overturned by the Liberal-
dominated Senate, whereupon Coyne submitted his resignation. Louis Rasminsky, Coyne’s successor, demanded 
that the ultimate responsibility for monetary policy be clarified as a condition for accepting the governorship, 
which ultimately led to the amendment. In 1992, the Manley report recommended maintaining the government’s 
ability to issue a directive. Its use, however, was understood to trigger the governor’s immediate resignation (see 
Thiessen 2001, p. 32).23

Certainly, one could argue that the government needing to issue the directive at all, in such a public way, to 
influence monetary policy is a positive sign of operational independence. While true, it could also be abused. In 
today’s environment, it is worth asking whether the manner in which the directive is used can be refined to further 
reinforce operational independence. 

Before getting into what such changes to section 14 might be, we note that the independence given to the Bank 
comes with necessary transparency and accountability. For example, under the Bank of Canada Act, “the Bank of 
Canada is required to submit each year its audited financial statements accompanied by a report by the governor 
to the finance minister. The Annual Report is presented to Parliament by the minister and a copy is published in 
the Canada Gazette.”24 The Act also requires the Bank to be audited annually by two independent accounting firms 
simultaneously – the Bank is the only Crown corporation for which this is true (Rogers 2022). The minister of 

https://www.bankofcanada.ca/about/governance-documents/#:~:text=The%20mandate%20of%20the%20Bank,published%20in%20the%20Canada%20Gazette
https://www.bankofcanada.ca/about/governance-documents/#:~:text=The%20mandate%20of%20the%20Bank,published%20in%20the%20Canada%20Gazette
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25	 By undermining the Bank’s overall independence from government, the results of its day-to-day operations will be 
hampered.

26	 See section 6(3)(a) of the Bank of Canada Act. For more background on these issues, see, for example, Paul Daly’s legal 
opinion: Daly, Paul. 2022. “Could a Prime Minister Poilievre Fire the Governor of the Bank of Canada?” Administrative Law 
Matters. September 13. https://www.administrativelawmatters.com/blog/2022/09/13/could-a-prime-minister-poilievre-fire-
the-governor-of-the-bank-of-canada/. 

finance can expand the audit’s scope and request special reports. Finally, the Auditor General of Canada has legal 
authority to audit the Bank’s activities with respect to its role as fiscal agent of the government.

The Bank has also chosen to be transparent and accountable for its monetary policy actions. While not 
legislated to do so, the Bank of Canada publishes its Monetary Policy Report (MPR) four times a year, which 
includes its economic outlook and explains the rationale behind its eight fixed announcement date decisions with 
the overnight rate in press releases and news conferences. The governor and senior deputy governor also make 
frequent appearances in front of Parliament and the Senate around the time of the publication of the MPRs.

Against these measures of transparency and accountability, we think it is worthwhile to discuss the costs and 
the merits of the directive, and to consider whether it provides for the optimal balance between the operational 
independence necessary to guard against a rogue government and the need for elected officials to guard against a 
rogue governor. We see four options and will now present each, explaining the rationale for the one we prefer. We 
believe there needs to be a discussion on this topic as we approach the renewal in 2026 of the inflation-targeting 
framework agreement. 

The first option is to leave things as they are. The merit of this is the government – and ultimately the public 
– being able to exert control over monetary policy should the Bank persistently fail to achieve its goals within 
the term of a governor. The costs of the directive stem from a government requesting policy actions that suit 
the current political situation. As we have pointed out, these actions may be in conflict with monetary stability, 
undermining the independence25 and the credibility of the Bank of Canada. 

The second option would be to remove the directive from the Bank of Canada Act, since the government already 
has the authority to fire the governor; they hold office subject to “good behaviour.”26 This alternative mechanism, 
however, has its own costs. Removal of the governor for lack of “good behaviour” would be a drawn-out process, 
where notice must be served to the governor who would then have the opportunity to respond and potentially 
challenge the government (legally) over their dismissal. This might then entail a lengthy period of uncertainty, 
which is conducive to neither monetary policy nor economic stability.

A third option would be to keep the directive as it is, but make its use subject to the inflation target having 
first been missed for a consistent period of time, and the governor providing a written explanation to the finance 
minister as to why this has occurred. If the government remained unsatisfied with the explanation, it could 
then issue the directive. This provides some limitation on when the directive could be used, but also allows the 
government to address concerns with the governor’s performance. The problem here is that we are linking the 
directive to the inflation target, and the inflation target is not in the Bank of Canada Act. As a result, we believe the 
Act would need to be reopened and inflation targeting added to the preamble. 

A final option – and our preferred one – would be to seek a middle ground that recognizes the need to ensure 
the directive is only used sparingly, while also ensuring the situation is resolved speedily to avoid economic 
instability. Given today’s political environment, this middle-ground directive should come with increased scrutiny 

https://www.administrativelawmatters.com/blog/2022/09/13/could-a-prime-minister-poilievre-fire-the-governor-of-the-bank-of-canada/
https://www.administrativelawmatters.com/blog/2022/09/13/could-a-prime-minister-poilievre-fire-the-governor-of-the-bank-of-canada/
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27	 The perceived danger of this type of interference in Canada increased in September 2023, when the finance minister and 
three provincial premiers weighed in publicly on the Bank’s decision to hold its overnight rate target at 5 percent. See 
Suhanic (2023) and Reuters (2023).

28	 Issues, such as when the motion would be tabled in Parliament if it were not sitting, would need to be resolved if this option 
were to be considered.

29	 Ambler, Koeppl, and Kronick (2022) discuss in more detail the pressures on the Bank from a ballooning balance sheet and 
negative equity position.

before coming into force, something we believe is missing from the current approach, even with the required 
regular consultation between the finance minister and governor under section 14.27 Under this middle-ground 
approach, the government would have to present its directive in the form of a motion brought in front of 
Parliament by the minister of finance before being formally issued to the Bank of Canada. Such an amendment 
would allow the directive to be discussed in the House of Commons and to be subjected to the scrutiny of the 
opposition parties. It would also allow markets to react in advance of the issuing of the directive, giving room 
for markets to – in other words –  discipline the government, thus raising the bar for issuing the directive in the 
first place.28 We believe this option, by strengthening parliamentary oversight for monetary policy, reinforces 
operational independence for the Bank of Canada. 

A second concern arises from the self-sufficiency of the Bank in financing its operations. The losses from QE 
performed during the COVID-19 pandemic have challenged, and are still challenging, the Bank’s finances. The 
Bank has accumulated large losses and, consequently, its negative equity position at the time of writing is around 
$9 billion. 

As part of the Budget Implementation Act 2023, No.1, section 237 was inserted, overriding sections 27 and 27.1 
of the Bank of Canada Act, allowing surpluses the Bank earns during the financial year to be applied to its retained 
earnings – as opposed to transferred to the government – until the earlier of (i) the Bank’s retained earnings 
getting back to zero or (ii) the Bank recovering its losses (defined as its profits equalling the losses from the 
government of Canada Bond Purchase Program from April 1, 2020, to April 25, 2022). 

We believe it is necessary for there to be a permanent mechanism to deal with losses that accrue at the Bank 
of Canada for two reasons. First, a transparent mechanism clarifies for the public what the costs are of executing 
unconventional monetary policy measures. And second, once losses have accrued, the Bank’s operational 
independence still needs to be safeguarded. Having a permanent provision in place will help prevent these losses 
from being used to pressure the Bank into specific policy actions.29

The best option is to make use of the existing section 27 of the Bank of Canada Act. At present, it spells out how 
the Bank can retain a portion of its income to build its reserve fund until such time as the reserve fund reaches 
five times paid-up capital. It retains one-third of profits as long as the reserve fund is less than paid-up capital, 
then one-fifth as long as it is less than five times paid-up capital. As Tombe and Chen (2023) point out, however, it 
was not clear to the Bank that the Act would permit this retention under the circumstances; hence, the temporary 
section 237 in the Budget Implementation Act. Furthermore, section 27 does not allow for a full retention of future 
profits to build up reserves or remedy a negative equity position. We recommend a specific change to section 27 
of the Act to clarify that this retention is indeed allowed and is at 100 percent when the Bank is in a negative 
equity position. Once the Bank’s equity position is back at zero, then it can return to the distribution between 
replenishing paid-up capital and remitting profits to the government, as currently stated in section 27.
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Conclusion

Central bank independence is critical for monetary policy actions to be effective. The belief of Canadians that 
the Bank of Canada will do what it must to achieve its objective of low and stable inflation went a long way in 
stabilizing inflation expectations post-COVID, in turn allowing inflation to return to target sooner and with less 
difficulty than expected.

However, storm clouds are on the horizon as fiscal authorities in many countries look to add elements to 
central bank mandates. In Canada, climate change and inequality have been discussed in this respect, though no 
specific target has yet been included in final agreements between the federal government and the central bank. 
They are important goals in and of themselves, but are best handled by government policy, not central banks that 
lack the tools to deal with them. Moreover, the use of QE has muddied the waters between monetary and fiscal 
policy. Lastly, and critically, given the threats against operational independence of the central bank we are seeing 
south of the border, we are reminded there is always a risk of fiscal authorities overstepping and impeding the 
operational independence of central banks.

We suggest two measures that will further strengthen the operational independence of the Bank of Canada. 
First, we propose that the federal government be able to issue directives to the Bank only after they are presented 
in the House of Commons, thereby strengthening the role of parliamentary oversight and reinforcing the Bank’s 
operational independence. The upcoming renewal of the Bank’s mandate gives an opportunity to discuss the 
directive in more detail. Second, section 27 should be amended so that it explicitly allows the Bank to fully 
replenish its reserve fund when the Bank is in a negative equity position, before remitting any profits to the 
government. This change will add increased transparency and accountability to the Bank of Canada in the eyes of 
the public while strengthening its operational independence. 

Central bank independence is key to monetary policy credibility and the economic gains this brings. This 
tradition has been upheld in Canada for decades. Let us not take it for granted. Indeed, let us strengthen it further.
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Appendix

The Bank of Canada’s Structure30

The Bank of Canada Act defines how the Bank is structured and managed, and how it should operate. This allows 
the Bank to ensure its actions are consistent with the best interests of the Canadian economy as laid out in the 
preamble of the Act.

The executive of the Bank consists of a Governing Council, Executive Council, and Board of Directors, with each 
playing different roles.

Governing Council

The Bank’s Governing Council makes decisions about monetary policy and financial system stability.31

This group consists of the Governor, the Senior Deputy Governor, and the Deputy Governors. There are 
currently three Deputy Governors who are full-time Bank employees, and two who are academics external to the 
Bank who participate in deliberations on monetary policy and financial stability, but who do not have managerial 
responsibilities inside the Bank.

The Governor and Senior Deputy Governor are appointed by the Board of Directors, with the approval of 
Cabinet. Both are appointed for renewable seven-year terms.

The Governor oversees the core functions of the Bank, chairs the Board of Directors, and leads Governing 
Council. The Senior Deputy Governor chairs the Executive Council and is also a member of the Board of Directors.

Executive Council

The Executive Council is the main decision-making body for the overall management of the Bank. It also supports 
the decision-making functions of Governing Council and the Board of Directors.

It is made up of the Senior Deputy Governor; the Chief Operating Officer; the Executive Director of Payments, 
Supervision and Oversight; the Executive Director of Policy; and the Chief of Staff to the Governor.

Board of Directors

The Board of Directors oversees the Bank’s corporate, financial, and administrative activities, including strategic 
planning, risk management, finance and accounting, and human resource management. It is not directly involved 
in monetary policy decisions.

It is made up of the Governor, the Senior Deputy Governor, up to 12 independent directors, and the Deputy 
Minister of Finance (who is an ex officio, non-voting member).

30	 See: Bank of Canada. 2025. “How Is the Bank of Canada Run?” February 18. https://www.bankofcanada.ca/2025/02/how-is-
the-bank-of-canada-run/.

31	 We note that financial system stability is a shared responsibility with the Office of the Superintendent of Financial 
Institutions (OSFI) and others, e.g., the Department of Finance. 

https://www.bankofcanada.ca/2025/02/how-is-the-bank-of-canada-run/
https://www.bankofcanada.ca/2025/02/how-is-the-bank-of-canada-run/
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The Bank’s View of Its Independence

The Bank’s “Explainer”32 notes that the Bank and the Government of Canada review and renew their agreement 
on the monetary policy framework every five years, and insists “how we implement monetary policy is up to us,” 
while also noting they are accountable to Parliament, the government, and all Canadians.

To explain how the Bank is accountable to the Canadian people, the document stresses its transparent 
communication, which includes: the monetary policy announcements themselves; press conferences after each 
announcement; summaries of Governing Council’s discussions leading to each decision; quarterly Monetary Policy 
Reports with updates on the economic and inflation outlooks; quarterly financial reports and an audited annual 
report; the results of business, consumer, and market participant surveys; information on corporate planning, 
accountability and disclosure, internal and external audits, and approaches to risk management; assessments on 
the state of financial stability; and regular appearances before House of Commons and Senate committees. 

32	 See: Bank of Canada. 2025. “Is the Bank of Canada Independent from Government?” February 18. https://www.
bankofcanada.ca/2025/02/is-bank-canada-independent-from-government/. 

https://www.bankofcanada.ca/2025/02/is-bank-canada-independent-from-government/
https://www.bankofcanada.ca/2025/02/is-bank-canada-independent-from-government/
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