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TThe 2008 global economic crisis has brought 
about a fundamental change in economic 
policy thinking. The neoliberal model that 
defined the earlier period was gradually re-
placed by a new model that brought into the 
limelight the concept of a knowledge-based 
economy. since the 2008 crisis, the banking 
system has continued to undergo changes  
throughout the world, and a uniform trend 
appears to be developing, despite the presence 
of national regional specificities. essentially, 
this trend involves the appearance of a new 
banking culture that stands in contrast to the 
previous neoconservative/neoliberal era, along 
with the central bank and bank regulatory be-
haviour that fosters this banking culture.

The changing role of the central banks and 
the efforts to reform them in the wake of the 
2008 crisis can also be understood from this 
perspective. besides reconsidering specific 
policy measures, re-visiting the philosophy 
and the conceptual framework that underlie 

central bank policy is a fundamental element 
of this renewal (shirakawa, 2010).

Monetary policy thinking has also under-
gone changes, and this shift is best understood 
by looking at the stance adopted by major 
central banks such as the federal reserve, the 
european central bank, the bank of england 
or the bank of Japan. This shift has three char-
acteristic factors:

•	a reform of commercial banking culture;
•	stepping up the provision of information 

to market stakeholders; and
•	opening toward the corporate sector 

(pesuth, 2014).
one of the elements of the 2008 crisis, per-

haps inadequately recognised in Hungarian 
literature, is that medium and long-term con-
siderations started to visibly dominate short-
term ones in central bank governance. This is 
also corroborated in a Group of Thirty study, 
which stresses, that central banks should avoid 
fine-tuning policies (G30, 2015, p. 1).

Needless to say, responses to the 2008 crisis 
are also important, and they lend themselves 
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to multiple grouping options. However, i con-
sider the change in the general characteristics 
of central banks’ role to be more relevant. This 
changing role is described most poignantly by 
professor Harold James from princeton:

“In a sense, central banks have begun to re-
semble medieval philosophical faculties, with 
discussions addressing the issues underlying pol-
icy decisions, rather than just the policies them-
selves” (James, 2014).

A hIsTorIcAl ApproAch

The theoretical history approach is one of the 
emphatic elements of the philosophy shift in 
central banking. its practical relevance was 
pointed out by israeli-american central bank-
er Stanley Fischer at a lecture at oxford uni-
versity:

“I think I learned as much from studying the 
history of central banking as I have from know-
ing the theory of central banking, and I advise 
all of you who want to be central bankers to ac-
tually read the history books” (fischer, 2013).

The historical approach does not mean 
mulling over the past. as opposed to a uni-
lateral mathematical orientation, it extends 
the examination to the temporal and cultural 
determination of development laws as well. 
Grasping the significance of this is only pos-
sible relative to the practices seen in the last 
twenty–twenty-five years, when many said 
that central bank decisions could be substi-
tuted with various mathematical formulae 
and automated mechanisms. likewise, Bánfi 
et al. (2013, p. 223) highlight that, for in-
stance, “the application of inflation targeting 
has made monetary policy excessively simple, or 
even primitive.” i wish to emphasise that i am 
not denying the relevance of mathematical 
analysis; indeed, i am convinced of its utility 
and importance. i merely propose arguments 
against its one-sided application.

A short overview of  central bank history

Goodhart’s (2010) study is a good example of 
eliminating the one-sided bias, as it identifies 
three core tasks that central banks have in the 
historical context. according to him, central 
banks have to:

•	Maintain price stability;
•	Maintain financial stability and foster fi-

nancial development; and
•	support the state’s economic policy at 

times of crisis or to constrain the misuse 
of the state’s financial powers.

based on the dominant function, Goodhart 
distinguishes three key epochs in the history 
of central banks:

•	The Victorian era (1840s –1914);
•	The decades of government control, 

(1930s–1960s); and
•	The triumph of the markets (1980s –2007).
Table 1 shows the general and fundamental 

characteristics that central banks had in the 
various epochs.

transitional periods that separated these 
epochs – such as the one in which we cur-
rently find ourselves after the 2008 global 
economic crisis – typically saw central banks 
seeking their role (Goodhart, 2010).

shirakawa identifies two important tasks 
related to the 2008 crisis:

•	firstly, setting the economy on a sustain-
able growth path;

•	secondly, preparing measures to prevent 
the recurrence of such crises (shirakawa, 
2010).

examining central bank history, however, 
one can conclude that ever since the founda-
tion of central banks about three centuries ago, 
the ultimate goal of central banks has been to 
support sustainable economic growth by seek-
ing to achieve price and financial stability. The 
weight of the two intermediate goals, how-
ever, has changed from time to time. initially, 
financial stability enjoyed primacy, while price 
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stability became the most emphatic criterion 
before the outbreak of the 2008 crisis, and 
thus it also entailed a relatively short-term 
policy horizon (G30, 2015, p. 1).

The financial system continued to remain 
fragile following the 2008 crisis, not only be-
cause of the inherited debt portfolios, but also 
because of the architecture of the system itself. 
serious professional debate emerged regarding 
the role of central banks, and additional dif-
ferences in opinion must be reckoned with in 
terms of the role they play in financial stability 
(praet, 2011).

Thus, the financial stability perspective 
once again became emphatic after the cri-
sis, with achieving and maintaining finan-
cial stability serving as important goals. as 
Goodhart (2010) pointed out, the 2008 crisis 
demonstrated that maintaining price stability 
through the base rate cannot lead to financial 
stability in general. However, the problem 
does not lie in the base rate and the inflation 
targeting regime itself; its main source is the 
lack of other macroprudential measures.

in connection with the role central banks 
play in establishing financial stability, Pe-
ter Praet – member of the european central 
bank’s executive board – emphasises that de-
veloping a separate macroprudential function 
is one of the main elements of the wide rang-
ing policy reforms implemented in pursuit of 

financial stability related goals. by taking a 
system-wide perspective, the macroprudential 
directive complements microprudential over-
sight (praet, 2011).

Developing this macroprudential function, 
however, is still a work in progress, and there 
are different positions as to how to design 
such a framework, and what role central banks 
should play in it. in praet’s view, designing the 
framework is hampered by several factors:

•	firstly, contrary to price stability, it is dif-
ficult to define financial stability in an op-
erational way;

•	secondly, there are numerous authorities 
involved – central banks, banking super-
visions, insurance supervisors, market 
supervisors, competition authorities, con-
sumer protection authorities, ministries 
of finance, ministries of justice, resolution 
authorities – along with a variety of po-
tential tools which may be considered for 
achieving the goal (praet, 2011).

at the same time, Goodhart (2010) calls at-
tention to the fact that if supervising the sta-
bility of the financial system is a central bank 
task, then the role of central banks might be 
in conflict with the government’s economic 
policy in several points. Table 2 shows a sum-
mary of the areas in which central bank op-
erations can interact with a government’s eco-
nomic policy.

Table 1

Central bank epoChs

period name of period General features of central banks’ role

1840–1914 Victorian • Establishing financial stability

• Central bank rules usually observed rules of thumb

1930–1960 The decades of government control • Advice on economic policy

• Administration of the system of controls

• Management of markets

1980–2007 The triumph of the markets • Inflation targeting, as a system, becomes emphatic

Source: created by the author based on Goodhart (2010)
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Goodhart believes that the shift towards the 
new – macroprudential oversight – epoch in-
creases the likelihood of

•	More in-depth regulations;
•	Greater government involvement; and
•	less reliance on market mechanisms 

(Goodhart, 2010).
examining the macroprudential role would 

require a dedicated study; this article can only 
refer to the direct relationship it has with 
banking culture. Macroprudential regulation 
is aimed at the reduction of market level risk, 
and seeks tools that facilitate this goal. The de-
finitive regulatory logic of the previous epoch 
was directed at segregating the regulation of 
various market players from that of the mar-
ket as a whole. This approach has failed, and 
it was replaced by efforts to combine the two. 
However, this does not only mean that the 
two regulatory authorities merged, but it also 
resulted in an institutional change whereby 
they make financial market participants per-
ceive, in a more direct way, the impact of their 
decisions on market-level risk as a whole. This, 
in turn, is banking culture itself, since by defi-
nition, culture is the omnilateral examination 
and knowledge of each decision. accordingly, 
macroprudential stability is achieved through 

the systematic operation of the financial insti-
tutional system, and not merely as a result of 
central bank regulation.

chAnGEs In ThE cEnTrAl BAnk 
ToolkIT

below we summarise the measures of central 
banks in advanced market economies on the 
basis of the approach taken by the G30 study. 
Measures after the 2008 crisis are classified 
into three categories:

•	Measures affecting rates set by central 
banks;

•	forward guidance; and
•	Measures affecting the size and composi-

tion of central bank balance sheets (G30, 
2015, p. 26).

The new rate policy

central banks in advanced market econo-
mies eased monetary conditions significantly. 
Figure 1 shows the evolution of central bank 
base rates in advanced market economies. in 
the context of post-crisis rate policies, the 

Table 2

the interaCtion of Central bank operations and Government

area feature

Bank taxes since the application of bank taxes greatly influences the stability of the financial system, the 

central bank also needs to participate in determining their rates.

Administration of sanctions The Basel committee on Banking supervision did not create a satisfactory system for 

imposing sanctions on banks that fail to meet the capital requirements; consequently, national 

governments and central banks must cooperate in enforcing them.

Debt management The effective combination of successful fiscal policy and expertise in market intelligence was 

necessitated by the debt crises emerging after 2008, increasing the role of central banks in 

managing sovereign debt.

Bank resolution Governments must be given an insight into resolution processes.

Source: created by the author based on Goodhart (2010)
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Group of Thirty stresses that the rate deci-
sions adopted by central banks in developed 
economies were more extreme, more rapid 
and more internationally coordinated than 
in any other – post world war ii – cycle 
(G30, 2015, p. 26).

The fed’s rate cuts at the end of 2007 and 
in early 2008 were followed by similar moves 
by major central banks, barring the europe-
an central bank. in order to restore its own 
short-term credibility and reflecting concerns 
about rising inflation, the european central 
bank had raised its policy rate just before the 
onslaught of the crisis, then did so again in 
2011, in the face of what seemed to be signifi-
cantly improving european growth prospects. 
However, it quickly reversed course as the 

Greek crisis erupted. on top of that, the ecb 
was the first of the major central banks to in-
troduce a negative interest rate on commercial 
bank reserves held by central banks within the 
system, thus providing a strong incentive for 
more bank lending (G30b, 2015, p. 27).

rate policy can make its effects felt primar-
ily by influencing expectations; thus any ad-
ditional information provision role rate policy 
may have gradually narrows as options run 
out while it nears zero level, i.e. the bottom 
rate threshold. Major central banks attempted 
to ease prevailing monetary conditions further

•	Through indications regarding how the 
future rate curve would develop, and

•	by active participation in the government 
securities market (bihari, 2015).

Figure 1

main poliCy rates

Source: Fawley – neely (2013:56)
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Forward guidance

“Forward guidance is providing information 
about future monetary policy decisions for the 
market” (bihari, 2015, p. 754). it was the 
fed that first used forward guidance as a tool 
of the new monetary policy that emerged in 
response to the crisis. in its statement of 16 
December 2008, the fed’s monetary decision-
making body, the federal open Market com-
mittee (foMc) announced:

“The Federal Reserve will employ all available 
tools to promote the resumption of sustainable 
economic growth and to preserve price stability. 
In particular, the Committee anticipates that 
weak economic conditions are likely to warrant 
exceptionally low levels of the federal funds rate 
for some time. The focus of the Committee’s policy 
going forward will be to support the functioning 
of financial markets and stimulate the economy 
through open market operations and other meas-
ures that sustain the size of the Federal Reserve’s 
balance sheet at a high level.” (foMc, 2008)

after the fed’s step, the practice of issu-
ing forward guidance was also adopted by 
the bank of Japan, the bank of england, and 
finally the european central bank. in the 
ecb’s case, however, one must mention that 
after earlier eschewing its use, the ecb in the 
summer of 2013 also indicated its expectation 
that the policy rate would stay at a low level 
for an extended period (G30b, 2015, p. 28).

following its meeting on 4 July 2013 the 
Governing council of the european central 
bank announced that:

“The Governing Council “expects the key ECB 
interest rates to remain at present or lower levels 
for an extended period of time. This expectation 
is based on the overall subdued outlook for infla-
tion extending into the medium term, given the 
broad-based weakness of the economy and sub-
dued monetary dynamics.” (ecb, 2014, p. 65)

Csortos et al. (2014) present the practice of 
forward guidance during the crisis and its ex-

periences, using the federal reserve and the 
european central bank as examples. in their 
study, the authors highlight that the nature of 
forward guidance can be:

•	forecast-based and
•	commitment-based.
The key difference between forecast-based 

and commitment-based guidance is that the 
former involves the central bank disclosing 
information about the expected outcomes of 
its customary strategy (for example, about the 
most probable monetary policy reaction in the 
context of a forecast prepared on the basis of 
a given information base), whereas the latter 
aims to achieve its effects via the temporary 
suspension of the usual strategy (e.g. by keep-
ing the key policy rate low, thus temporar-
ily tolerating the loss of the inflation target) 
(csortos et al., 2014, p. 46).

after the 2008 crisis, major central banks 
applied commitment-based guidance. Table 
3 presents a summary of the fed and ecb’s 
time-dependent forward guidance regarding 
the maintenance of policy interest rates at low 
levels.

csortos et al. (2014:50) pointed out that in 
the fed’s case, time-contingent/calendar-based 
forward guidance was replaced by state-con-
tingent forward guidance in December 2012, 
“which stipulated that an interest rate level near 0 
would be maintained, subject to reaching certain 
explicit macroeconomic thresholds.” according to 
what is known as the evans rule or the thresh-
old rule, the fed would maintain the low inter-
est environment as long as the unemployment 
rate remained above 6.5 per cent, inflation did 
not exceed 2.5 per cent, and long-term infla-
tion expectations remained firmly anchored. 
This so-called specified state-contingent com-
mitment later – in 2014 – became open-ended 
(csortos et al., 2014, pp. 50–51).

in the case of the bank of Japan and the 
bank of england, on the other hand, forward 
guidance was state-dependent.
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in their study, Filardo and Hofmann (2014)  
–  researchers at the bank for international 
settlements  –  examined the effectiveness of 
the forward guidance applied by the fed, the 
ecb, the bank of Japan and the bank of eng-
land. forward guidance on policy rates can 
impact financial markets and the economy in 
three main ways:

•	first, to the extent that the guidance im-
plies an easier future monetary policy 
stance than expected by market partici-
pants, it should affect the level of future 
expected short-term rates as well as long-
term bond yields.

•	second, to the extent that central banks 
provide greater clarity about the future 
path of policy interest rates, the volatil-
ity of market expectations of future policy 
rates should fall, possibly also compress-
ing risk premia.

•	Third, to the extent that the conditional 
nature of forward guidance highlights spe-
cific indicators, the guidance should make 
markets more sensitive to data releases re-
lated to these indicators and less sensitive 

to other information (filardo and Hof-
mann, 2014, p. 42).

Table 4 presents a summary of the results 
attainable through these three channels in the 
case of the fed and the ecb.

while the effectiveness of forward guid-
ance varies over time and by central bank, it 
should be stressed that credibility is the most 
important factor in the success of this mone-
tary policy instrument. Hofmann and filardo 
(2014, p. 38) also pointed out that for for-
ward guidance to be effective, it must be seen 
as a credible commitment of the central bank, 
i.e. market participants must believe that the 
central bank will deliver on its guidance. only 
then can the guidance have an impact on mar-
ket players’ expectations. The potential useful-
ness of forward guidance depends on whether 
or not it is:

•	seen as a commitment by market players;
•	clearly communicated by the central 

bank; and
•	interpreted by market players in the way 

intended by the central bank.
based on the above it is clear that forward 

Table 3

the fed and eCb’s time-dependent forward GuidanCe

federal reserve duration designation

Open-ended (December 2008 – July 2011)

16/12/2008 “for some time”

18/03/2009 “for an extended period”

Specified

09/08/2011 “at least through mid-2013”

25/01/2012 “at least through late 2014”

13/09/2012 “at least through mid-2015”

european Central bank duration designation

Open-ended (July 2013–)

04/07/2013 “for an extended period of time”

Source: created by the author based on Filardo and hofmann (2014)
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guidance requires credible and transparent 
central bank operation. as the options of con-
ventional rate policy ran out, forward guid-
ance emerged to become a new monetary 
policy tool after the 2008 crisis for influenc-
ing expectations. bihari (2015) believes that 
for the time being, it is impossible to decide 
whether or not this new monetary policy tool, 
used as a temporary substitute for rate policy, 
can compliment the latter, but in my opinion 
– taking into consideration the fact that the 
bank of Japan had used this tool even before 
the crisis – it will remain a part of the mon-
etary toolkit, although its significance might 
decrease.

one can add that forward guidance helped 
the financial institution system become stand-
ardised in the cultural sense by virtue of 
providing information. firstly, because this 
central bank tool may only be successful if in-
dividual financial institutions and commercial 
banks are receptive towards understanding 
central bank level issues, and have the insight 
required for managing problems at the central 
bank and the national economy level, or even 
on a global scale. This points far beyond the 
criterion of selfishness.

secondly, it implies reliance on a new tool: 

persuasion. previously, the role of central 
banks was typically that of administration; 
their decision-making was somewhat inde-
pendent of financial actors, and they paid less 
attention to convincing them. This changed 
radically after the crisis: central banks became 
stakeholders in enhancing the culture of fi-
nancial institutions.

Thirdly, this tool demands continuous and 
clear communication among the various play-
ers in the financial institutional system. for-
ward guidance is not simply communicating a 
decision; instead, it also involves partnership 
cooperation even if the central bank takes the 
leading role.

Measures affecting the size and composition 
of  central bank balance sheets

The central bank toolkit and the role of its 
various elements can change from time to 
time. for instance, during the crisis, forward 
guidance achieved positive effects as a supple-
ment to rate policy, but real economy-related 
aspects required additional central bank inter-
vention, which had a significant impact on the 
size and the composition of central bank bal-

Table 4

the effeCtiveness of the fed and the eCb’s forward  
GuidanCes

federal reserve european Central bank

policy rate level short and long-term anticipated yields went down 

in the case of most announcements. 

Qualitative guidance had the greatest impact.

Guidance in July 2013 reduced one and two-year 

futures interest rates.

Volatility short-term expectations declined, longer-term 

ones moderated only slightly.

short-term expectations declined, longer-term 

ones moderated only slightly.

sensitivity one-year futures yields responded to labour 

market news with less sensitivity.

It helped insulate European money market 

processes from the Fed’s tapering-related 

communication.

Source: created by the author based on Filardo and hofmann (2014)
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ance sheets. at the same time, this change in 
balance sheets was a consequence rather than 
a goal: the “by-products” of various central 
bank programmes – such as open-market op-
erations, asset purchases, central bank liquid-
ity measures – that central banks could put to 
use independently of and as a supplement to 
rate policy. in terms of their purpose, these 
measures were twofold. for one, they aimed 
to guarantee financial stability; on the other 
hand, they were intended to increase aggre-
gate demand. with the exception of the bank 
of Japan, this swelling of the balance sheet 
cannot be seen as an end in itself: it is rather 
a consequence of the measures listed above 
(G30b, 2015, p. 28).

Figure 2 shows how the balance sheets of 
major central banks – the central banks of ad-
vanced market economies – changed after the 
2008 crisis. it demonstrates that the various 
central bank measures were unusually exten-
sive in terms of their quantity and scale.

The bankruptcy of lehman brothers 
called into question the entire functioning 
of the banking system; indeed, the crisis of 
confidence developing in credit markets also 
caused a liquidity and credit crisis. Due to 
this lack of trust, banks essentially did not 
lend to each other in interbank money mar-
kets. This liquidity crisis also had an adverse 
effect on corporate and household lending. 
as a result of the credit crunch, the financial 

Figure 2

Central bank balanCe sheets*

* As a percentage of GDp, Q1 2007–Q2 2015t

Source: G30 2015:29

 Europe                         US                         Japan                    UK

Q
1-

07
Q

2-
07

Q
3-

07
Q

4-
07

Q
1-

08
Q

2-
08

Q
3-

08
Q

4-
08

Q
1-

09
Q

2-
09

Q
3-

09
Q

4-
09

Q
1-

10
Q

2-
10

Q
3-

10
Q

4-
10

Q
1-

11
Q

2-
11

Q
3-

11
Q

4-
11

Q
1-

12
Q

2-
12

Q
3-

12
Q

4-
12

Q
1-

13
Q

2-
13

Q
3-

13
Q

4-
13

Q
1-

14
Q

2-
14

Q
3-

14
Q

4-
14

Q
1-

15
Q

2-
15



 focus: New ceNtral baNk policies 

Public Finance Quarterly  2016/1 43

crisis started spill over to the real economy 
(losoncz, 2009).

as lenders of last resort, central banks pro-
vided liquidity to commercial banks to elimi-
nate the freezing up of interbank lending. The 
federal reserve’s response to the financial 
crisis was aggressive; it adopted and imple-
mented a number of programmes that sought 
to support financial institutions’ liquidity 
and improve the conditions of financial mar-
kets. These programmes caused a significant 
change on its balance sheet. Moreover, central 
banks’ direct financing programmes in cer-
tain secondary markets contributed both to 
guaranteeing financial stability and increasing 
demand, through different covered bond pur-
chase programmes.

During the crisis, the ecb’s monetary 
transmission channels were fundamentally 
disrupted by:

•	uncertainties related to bank balance 
sheets and the freeze in interbank lending;

•	sharply different interest rate conditions 
across Member states emerging in re-
sponse to the sovereign debt crisis of the 
euro area.

The ecb faced a difficult task of restoring 
monetary transmission and maintaining price 
stability in these exceptional circumstances. 
However, the traditional monetary instru-
ment – the main refinancing rate – could not 
affect other interest rates to the extent it did 
before; consequently, the ecb had to deploy 
a set of new tools (szczerbowicz, 2012, p. 7).

The unconventional tools deployed by the 
european central bank in its crisis manage-
ment measures are summarised, in a chrono-
logical order, in Table 5.

of the measures listed in table 5, the pro-
gramme announced in January 2015 under 
the ecb’s quantitative easing programme is 
considered to be the most significant.2 by in-
troducing this programme, the ecb simulta-
neously intended to foster economic growth 

in the euro area and achieve the inflation 
target (i.e. contain the deflation risk). under 
the programme, the ecb purchases govern-
ment bonds worth eur 60 billion a month 
through national central banks.

The table does not include two important 
rate policy-related unconventional measures 
mentioned earlier in this chapter:

•	The forward guidance announced in July 
2013; and

•	The negative interest rate on commer-
cial bank reserve deposits held by central 
banks, introduced in the spring of 2014.

The instruments applied by the federal re-
serve can be classified into three groups:

•	instruments associated with the lender of 
last resort role;

•	instruments providing direct liquidity to 
borrowers and investors in key credit mar-
kets; and

•	open-market operations that support the 
functioning of credit markets.

instruments associated with the lender of 
last resort role are those providing short-term 
liquidity to banks, other depository institu-
tions and miscellaneous financial institutions 
(e.g. investment banks, investment funds). 
The federal reserve had concluded currency 
swap contracts with a number of central banks 
in order to supply usD liquidity in their re-
spective areas of competence.

The instruments and programmes included 
in the first two categories are presented in Ta-
ble 6, with the date of the given programme’s 
implementation shown in parentheses.

The instruments listed in the table enable 
the federal reserve to provide liquidity in 
case of financial stress. after the stress situa-
tion ended, the programmes were terminated 
in 2009 (MMiff) and 2010 (pDcf, tslf, 
cpff, talf).

The fed’s open-market operations were in-
tended to push long term interest rates down, 
and to make financial conditions in the broad-
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er sense as accommodating as possible, i.e. to 
make them support economic recovery, and – 
in line with the fed’s twofold mandate – to 
achieve an appropriate level of inflation.

it is clear that the two leading central banks 
deployed these measures with a view to pro-
viding information to market participants 
(through forward guidance) and to opening 
toward corporations by facilitating corporate 
lending and encouraging the lending activity 
of commercial banks.

on the whole, in order to understand the 
changes in the central bank toolkit we need 
to examine the underlying baseline economic 
philosophy and its changes. after the crisis, 
but still before the establishment of the bank-
ing union framework, the european central 
bank was subject to significant changes, pri-
marily in terms of its monetary policy and 
policy instruments. as Harold James pointed 
out, “the ECB is recasting itself as the incubator 
of a new intellectual and philosophical synthesis” 
(James, 2014).

ThE EcB As ThE GuArDIAn  
oF FInAncIAl sTABIlITy

The ecb’s credibility has increased signifi-
cantly since Mario Draghi delivered his speech 
at the Global investment conference in lon-
don on 26 July 2012. Draghi’s now famous 
and definitive message to market players was 
the following:

“Within our mandate, the ECB is ready to 
do whatever it takes to preserve the euro. And 
believe me, it will be enough” (Draghi, 2012).

in his speech, as he readily acknowledged, 
Draghi in a sense also conveys a more politi-
cal message to investors. The sentence has been 
widely analysed; i would only like to call atten-
tion to one aspect: namely, that Draghi found 
this to be enough. by saying this, he conveyed 
that the ecb was the guardian –  and the ulti-
mate institution – of european-level political/
financial policy stability. No other political/
financial policy institution is necessary; it is 
enough for the ecb to “do its job”, i.e. to fos-

Table 5

the eCb’s unConventional Crisis manaGement measures

date measure

August 2007 provide extra liquidity on an ad hoc basis. provide usD liquidity under swap 

agreements with the Fed

october 2008 Extraordinary liquidity measures (weekly refinancing operations)

June 2009 Announcement of covered bond purchase programmes

May 2010 Introduction of the Securities Markets Programme (SMP)

December 2011 support for bank lending activity and money market activity in the context of long-

Term (36-month) refinancing operations

August and september 2012 Introduction of Outright Monetary Transactions (OMTs)

June 2014 Introduction of Targeted long-Term refinancing operations (TlTro)

september and october 2014 Introduction of programmes aimed at purchasing private sector assets, particularly 

covered bonds and asset-backed securities

January 2015 Extension of the purchase programme to private sector assets (pspp)

Source: created by the author
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ter the political/economic policy goal, europe’s 
stability through financial policy instruments. 
Thus, he also made it unequivocally clear that 
financial policy is, above all else, policy imple-
mented with financial instruments.

“When people talk about the fragility of the 
euro and the increasing fragility of the euro, and 
perhaps the crisis of the euro, very often non-euro 
area Member States or leaders, underestimate the 
amount of political capital that is being invested 
in the euro. And so we view this, and I do not 
think we are unbiased observers, we think the 
euro is irreversible. And it’s not an empty word 
now, because I preceded saying exactly what ac-
tions have been made, are being made to make it 
irreversible.” (Draghi, 2012)

it was not market movements that Draghi 
analysed in his speech, but political trends and 
aspirations. He distinguished two tendencies: 
one with a vested interest to maintain, the 
other to undermine european unity. Draghi 
made it clear that the euro and the ecb would 
support the former.

in a comment, Draghi confirmed that po-
litical union is an irrevocable element in the 
integration process. as he expressed:

“There is a common misconception that the 
euro area is a monetary union without a political 
union. But this reflects a deep misunderstanding 
of what monetary union means. Monetary union 
is possible only because of the substantial integra-
tion already achieved among European Union 
countries – and sharing a single currency deepens 
that integration…” (Draghi, 2015).

Draghi also emphasised that economic con-
vergence among countries cannot be only an 
entry criterion for monetary union; it has to 
be a condition that is fulfilled all the time. 
And for this reason, to complete monetary union 
we will ultimately have to deepen our political 
union further: to lay down its rights and obliga-
tions in a renewed institutional order.” (Draghi, 
2015)

following the “whatever it takes to pre-
serve the euro” speech, the ecb introduced 
the oMt programme with the purpose of 
stabilising government bond yields in the pe-
ripheral countries of the euro area. and, by 
stabilising interest conditions, it contributes 
to preventing a further increase in the euro 
area’s fragmentation.

it is important to highlight the role of trust 

Table 6

the fed’s liquidity providinG instruments

instruments associated with the lender  

of last resort role

instruments providing direct liquidity  

in key credit markets

programme • Discount window facility

• Swap agreements

• TAF1 (December 2007)

• PDCF2 (March 2008)

• TSLF3 (March 2008)

• CPFF4 (october 2008)

• AMLF5 (september 2008)

• MMIFF6 (october 2008)

• TALF7 (november 2008)

1 Term Auction Facility
2 primary Dealer credit Facility
3 Term securities lending Facility
4 commercial paper Funding Facility
5 Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility
6 Money Market Investor Funding Facility
7 Term Asset-Backed securities loan Facility

Source: created by the author 
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in connection with Draghi’s speech. similarly, 
Zsolt Darvas pointed out that:

“The new magic wand of the European Cen-
tral Bank (ECB), Outright Monetary Transac-
tions (OMT), has so far resulted in the 2-year 
Spanish government bond yield falling from a 
15-year record high of 6.9% in late July 2012 
to below 3% in early September 2012” (Darvas, 
2012).

Harold James (2014) stressed that:
“In the ECB, for example, a debate is under-

way to determine under which conditions devia-
tion from fiscal orthodoxy might be stabilizing in 
the long term. How that debate is resolved could 
lead to a new kind of international cooperation.”

closInG ThouGhTs

Numerous questions remain unanswered in 
connection with the role-seeking of the cen-
tral banks’,3 including the future of the un-
conventional tools described in this paper, 

the extent to which they will be integrated 
into the monetary policy toolkit, as well as 
the role to be taken by central banks in fi-
nancing government debt and the challenges 
arising as a result. Managing challenges will 
require more intensive cooperation among 
central banks at the national level (with na-
tional governments, particularly in the area 
of banking regulation) and at the interna-
tional level (with other central banks, as well 
as other stakeholders in the international fi-
nancial institutional system).

while no broad consensus seems to be 
forthcoming in answering the questions, the 
role of the central banks may continue to 
change in the new post-crisis era which, how-
ever, appears to have a uniform trend on cer-
tain issues. Their role will likely become wider; 
however, this also raises the problem of han-
dling the potential “excess power” of central 
banks. because of that, it is not only central 
bank roles that need to be redefined, but also 
the institution of central bank independence.

1 the reviewer of the draft manuscript and my 
consultant tamás bánfi, as well as József Móczár 
and lászló trautmann contributed to the final 
form of the study with priceless advice. i would 
like to express my gratitude for their professional 
remarks. for the conceptualisation of the study, 
my conversation with (lse) professor charles 
Goodhart was of extraordinary importance and a 

source of inspiration, which i also highly appre-
ciate. the author bears all responsibility for any 
errors in the study.

2 for more detail, see Clayes et al. (2015)

3 for greater detail, see for example, the international 
Monetary fund study (IMF, 2014)
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