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1 Introduction



The art of war is of vital importance to the State. It is a matter of life and death, a road either to safety or to ruin. Hence it is a subject of inquiry which can on no account be neglected.

—Sun Tzu, The Art of War, Chapter 1, Principles 1 and 2




Many of Sun Tzu’s military insights from the fifth century BC could have been written for central banks today. Monetary policy is of “vital importance to the State,” and over the past two decades central banks have played prominent roles in stabilizing economies and finding the “road” to “safety” instead of “ruin.” Fighting the 2008 global financial crisis and 2020 COVID-19 pandemic has been as complicated, contentious, and costly as many military battles, forcing central banks to innovate and develop a multifaceted set of new weapons that have substantially expanded the banks’ authority and reach. This has, not surprisingly, raised questions about the utilization and effectiveness of these new tools and broader powers. An “inquiry … can on no count be neglected”—not only to understand the past, but also to plan for the future, as central banks will inevitably be drafted into service during the next economic and financial conflagration. In a world of higher debt levels, tightly interconnected markets, and rising geopolitical tensions, effective responses by central banks will be even more critical as the casualties from miscalculations will only grow over time.

In this book, I attempt to perform this “inquiry.” I draw lessons for central banks from the


[image: Graph of median growth in real GDP per capita from 1900 to 2022 for 58 countries, with separate lines for the full sample and advanced economies. The 2008 crisis and 2020 pandemic stand out as particularly severe.]
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