
Contents

Letter of transmittal  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   1

Overview of the economic chapters  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   3

I. Is the unthinkable becoming routine?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   7

The global economy: where it is and where it may be going  . . . . . . . . . . . . . . . . . . . . . .   9
Looking back: recent evolution  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   9
Looking ahead: risks and tensions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   10

The deeper causes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   13
Ideas and perspectives  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   13
Excess financial elasticity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   15
Why are interest rates so low?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   17

Policy implications  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   18
Adjusting frameworks  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   18
What to do now?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   21

Conclusion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   22

II. Global financial markets remain dependent on central banks     25

Further monetary accommodation but diverging outlook  . . . . . . . . . . . . . . . . . . . . . . . . .   26
Box II.A: The oil price: financial or physical?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   30
Bond yields drop into negative territory  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   31

Rising volatility puts the spotlight on market liquidity  . . . . . . . . . . . . . . . . . . . . . . . .   36
Growing linkages between commodities and financial markets  . . . . . . . . . . . . . . . . . . . . .   40
Box II.B: What drives co-movements in the oil price and the dollar?  . . . . . . . . . . . . . . . .   41

III. When the financial becomes real . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   45

Shifting growth patterns  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   45
Growth and the financial cycle in the advanced economies  . . . . . . . . . . . . . . . . . . . . . . . .   48
Box III.A: Financial cycles and the real economy  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   49

Credit boom-induced resource misallocations stifle productivity  . . . . . . . . . . . . . . .   50
High public debt reduces growth, and ageing will make this worse  . . . . . . . . . . . .   51

How strong are EMEs?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   52
Disappointment risk  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   53
Financial vulnerabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   55

Box III.B: Financial booms and labour misallocation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   57
Lines of defence  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   60
Financial and real contagion  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   62

IV. Another year of monetary policy accommodation  . . . . . . . . . . . . .   65

Recent monetary policy developments  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   65

iiiBIS  85th Annual Report



What drives inflation?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   69
Proximate drivers  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   69
Cyclical drivers  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   71
Secular drivers  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   72

Integrating financial stability concerns into monetary policy frameworks  . . . . . . . . . . . .   74
Box IV.A: Monetary policy and macroprudential policy: complements or substitutes?  . .   76
Box IV.B: Monetary transmission to output, credit and asset prices  . . . . . . . . . . . . . . . . .   78
Box IV.C: Measuring potential output using information about the financial cycle  . . . .   81

V. The international monetary and financial system  . . . . . . . . . . . . . . . .   83

The IMFS: main elements and weaknesses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   83
Main elements  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   83
Interaction of domestic monetary regimes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   84

Box V.A: Mapping the dollar and euro zones  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   87
Box V.B: Global liquidity as global credit aggregates  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   89

Interaction of financial regimes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   90
Box V.C: International monetary spillovers  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   91

Current concerns  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   94
Limits and prospects in international policy coordination  . . . . . . . . . . . . . . . . . . . . . . . . . .   95
Box V.D: Valuation effects of dollar appreciation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   96
Box V.E: Consolidating the US external balance sheet  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   98

VI. Old and new risks in the financial landscape  . . . . . . . . . . . . . . . . . . . .   101

Banks: market perceptions drive or mask challenges  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   101
Recent performance and efforts to rebuild financial strength  . . . . . . . . . . . . . . . . . .   102
Challenges and risks ahead  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   104

Box VI.A: Market-making in retreat: drivers and implications  . . . . . . . . . . . . . . . . . . . . . . .   105
Box VI.B: The risks of structured finance: regulatory responses  . . . . . . . . . . . . . . . . . . . . .   107
Box VI.C: Loss-absorbing capacity for banks in resolution  . . . . . . . . . . . . . . . . . . . . . . . . . .   109
Insurance companies: tackling low interest rate headwinds  . . . . . . . . . . . . . . . . . . . . . . . .   110
Box VI.D: Monetary policy and bank profitability  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   111
Box VI.E: Regulatory treatment of sovereign exposures: towards greater risk sensitivity   113
Pension funds: growing deficits  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   115
Risks morph post-crisis in the financial system  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   117

Statistical Annex  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   121

Organisation of the BIS as at 31 March 2015  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   132

The BIS: mission, activities, governance and financial results  . . . . .   133

BIS member central banks  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   162
Board of Directors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   163
Five-year graphical summary  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   169

Financial statements  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   171

Independent auditor’s report  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   244

iv BIS  85th Annual Report



Graphs

I.1 Interest rates have been exceptionally and persistently low  . . . . . . . . . . . . . . . . . . .   7
I.2 Interest rates sink as debt soars  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   8
I.3 US monetary policy and dollar appreciation around EME financial crises  . . . . . . .   11
I.4 Financial and business cycles in the United States  . . . . . . . . . . . . . . . . . . . . . . . . . . .   17

II.1 Easier monetary policies support asset prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   26
II.2 Signs of increased financial risk-taking  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   27
II.3 Increasing duration and credit risk for EME corporate bond investors  . . . . . . . . .   28
II.4 The dollar soars, the euro plunges  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   29
II.5 Oil plunge puts energy sector under pressure  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   29
II.6 Falling yields, flattening curves  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   32
II.7 Falling term premia push yields lower  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   33
II.8 The ECB’s asset purchase programme has a strong effect on interest rates  . . . . .   34
II.9 Official holdings of government securities grow  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   35
II.10 Signs of market fragility after a period of declining and unusually low volatility 37
II.11 Market-making and market liquidity have become more concentrated  . . . . . . . .   38
II.12 Bond funds have grown rapidly post-crisis  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   39
II.13 Growing importance of investors in oil markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   40
II.14 Rising energy sector debt and widening spreads  . . . . . . . . . . . . . . . . . . . . . . . . . . . .   42

III.1 Shifting patterns of growth  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   46
III.2 Where are countries in the financial cycle?  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   47
III.3 Resource misallocations from credit booms hold back productivity growth  . . . . .   51
III.4 Ageing will weigh on public debt and growth  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   52
III.5 GDP, credit and capital inflows in EMEs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   54
III.6 Commodity prices and capital inflows overstate potential output and push up  
 real exchange rates  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   55
III.7 Emerging market debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   56
III.8 Foreign currency debt  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   59
III.9 Private sector debt in EMEs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   60
III.10 Lines of defence  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   61

IV.1 Monetary policy remains very accommodative amid disinflation  . . . . . . . . . . . . . .   66
IV.2 Policy rates are low and central bank assets high in major advanced economies   67
IV.3 Most policy rates were cut from already low levels  . . . . . . . . . . . . . . . . . . . . . . . . . .   68
IV.4 Policy stances have been influenced by inflation performance and exchange  
 rates  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69
IV.5 The pass-through of commodity prices and exchange rates to inflation is  
 changing  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   70
IV.6 Domestic cyclical drivers of inflation matter less and global more  . . . . . . . . . . . . .   72
IV.7 Long-term inflation expectations are still anchored  . . . . . . . . . . . . . . . . . . . . . . . . . .   73
IV.8 Worrisome household debt and house price trends persist  . . . . . . . . . . . . . . . . . . .   75
IV.9 Output slowdowns coincide more with asset price declines than with deflations   80

V.1 The international roles of currencies: US dollar remains dominant  . . . . . . . . . . . . .   86
V.2 Federal Reserve spurs dollar bond issuance by non-US borrowers  . . . . . . . . . . . . .   88
V.3 Policy rates have been low compared with Taylor rates  . . . . . . . . . . . . . . . . . . . . . .   92
V.4 Capital flows contributed to domestic credit growth during the boom  . . . . . . . .   93
V.5 Transatlantic waves: from policy rates to bond yields  . . . . . . . . . . . . . . . . . . . . . . . .   95

vBIS  85th Annual Report



Conventions used in this Report

lhs, rhs left-hand scale, right-hand scale
billion thousand million
trillion thousand billion
%pts percentage points
... not available
. not applicable
– nil or negligible
$	 US	dollar	unless	specified	otherwise

Components may not sum to totals because of rounding.

The term “country” as used in this publication also covers territorial entities that are 
not states as understood by international law and practice but for which data are 
separately and independently maintained.

The economic chapters of this Report went to press on 17–19 June 2015 using data 
available up to 29 May 2015.
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85th Annual Report

submitted to the Annual General Meeting
of the Bank for International Settlements
held in Basel on 28 June 2015

Ladies and Gentlemen,
It is my pleasure to submit to you the 85th Annual Report of the Bank for 

International Settlements for the financial year which ended on 31 March 2015. 
The net profit for the year amounted to SDR 542.9 million, compared with  

SDR 419.3 million for the preceding year. Details of the results for the financial year 
2014/15 may be found on pages 167–8 of this Report under “Financial activities 
and results”.

The Board of Directors proposes, in application of Article 51 of the Bank’s 
Statutes, that the present General Meeting apply the sum of SDR 125.6 million in 
payment of a dividend of SDR 225 per share, payable in any constituent currency of 
the SDR, or in Swiss francs.

The Board further recommends that SDR 20.9 million be transferred to the 
general reserve fund and the remainder – amounting to SDR 396.4 million – to the 
free reserve fund.

If these proposals are approved, the Bank’s dividend for the financial year 
2014/15 will be payable to shareholders on 2 July 2015.

Basel, 19 June 2015 JAIME CARUANA
 General Manager
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