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NORMAL TIMES VERSUS

CRISIS TIMES 1

JÜRGEN STARK*,

ALEXANDER JUNG** AND

FRANCESCO PAOLO MONGELLI***

Introduction

From August 2007 the world was struck by a full-
blown systemic financial crisis, unprecedented in
terms of financial losses and fiscal costs, in its geo-
graphical reach across mostly developed economies,
in its speed and its globally synchronised nature. The
sovereign debt crisis is not yet over and the after-
shocks of the financial crisis are proving quite severe
in several euro area countries. The ECB’s Governing
Council has been confronted with several difficult
choices. How has its decision-making process stood
up to the mutating financial crisis? How have the
monetary policy framework and decision rules
coped with such high pressures and exceptional
uncertainty?  

Our aim here is to explain the ECB’s decision rules.
Important changes in the way monetary policy deci-
sions are taken in central banks have been observed
in recent years: decisions are now generally taken by
monetary policy committees and no longer by (sin-
gle) governors.2 Maier (2007) defines a monetary
policy committee as “a group of people sharing
information and taking a decision together, on the
basis of the information reviewed (and revealed)”.
Each committee member is expected to gather eco-
nomic and financial information, share it with other
members and jointly assess the economic outlook
before any monetary policy decision is taken. To

function effectively, a committee needs a sound
monetary policy framework (i.e., a monetary policy
strategy and an operational framework), clear deci-
sion rules and a shared set of principles. 

The ECB has a two-tier monetary policy committee
structure, comprising two main decision-making
bodies: the Governing Council and the Executive
Board. The Governing Council’s task is more com-
plex than that of its counterparts in other regions.
This is due to the uniqueness of the euro area: a sin-
gle currency area within an economic and monetary
union with a single (centralised) monetary policy
operating in a decentralised structure of cooperation
and coordination for fiscal and economic policies, for
which national responsibility remains (e.g., the
Stability and Growth Pact). A feature of the
Governing Council’s deliberations is that each indi-
vidual committee member may have different pref-
erences or hold heterogeneous views on the eco-
nomic outlook and the functioning of the economy.3

Since the beginning of the crisis in 2007, we have wit-
nessed more frequent meetings and teleconferences
among the members of the ECB’s Executive Board
and the Governing Council. This has allowed a regu-
lar exchange of information and a joint assessment
of the evolution of the situation.  

The ability of a monetary policy committee to
process information and the quality of its decisions
depend, in turn, on the skills of the individuals com-
prising the committee and the advisory staff sup-
porting them (i.e., Eurosystem staff). Moreover, the
pooling of information by committee members
improves the shared information set (see Jung 2011;
Jung and Kiss 2012). Agreement in monetary policy
committees is normally based on a (statutory) voting
rule. In practice, some central banks take monetary
policy decisions by majority, whereas others require
a consensus among members. What voting rule can
deliver the best outcome in a given real-time situa-
tion is an open question.

1 The views expressed are those of the authors and do not neces-
sarily reflect those of the ECB. The authors are grateful to Claire
Vaudry for her valuable assistance in finalising the article.
*  Jürgen Stark was a member of the Executive Board of the
European Central Bank until the end of 2011.
** Alexander Jung is Senior Economist at the European Central
Bank, Directorate Monetary Policy.
***Francesco Paolo Mongelli is Senior Adviser at the European
Central Bank, Directorate Monetary Policy.

2 In fact, Blinder (2004) refers to this development as a “quiet rev-
olution” in central banking. This shift was accompanied by a global
trend towards central bank independence (see Jung, Mongelli and
Moutot 2010). 
3 Such a diversity of views within a monetary policy committee is
beneficial when taking monetary policy decisions (Bank for
International Settlements 2009).
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The ECB’s decision rules and their role

Monetary policy committees agree on policy deci-
sions by means of agreed decision rules. In this
respect, a voting rule provides a platform for dis-
cussing the “true” preferences of committee mem-
bers on available policy options. To be effective, a
statutory voting rule must be observed by all com-
mittee members. In the presence of disperse pref-
erences and views across members, the rule must
enable agreement on a policy option. The voting
rule is therefore a way of dealing with uncertain-
ties in monetary policy committees. 

Most voting rules are based on the assumption
that an individual voter in the committee exists
whose preference will determine (i.e. lead) the
choice of policy decision. In some instances, how-
ever, the outcome of the vote may be a priori inde-
terminate (e.g., when views are heterogeneous and
the voting rule requires unanimity). Moreover,
strategic behaviour aimed at exploiting informa-
tion asymmetries or log-rolling (Bernholz 1974)
can lead to biased outcomes and prevent the vot-
ing procedure from effectively revealing members’
“true” preferences. After a vote has been held, the
outcome might be reported in the minutes or in
the form of a voting record to better communicate
the committee’s views and enhance accountability
(Issing 2005). The ECB, however, emphasises the
collective accountability of the Governing Council
and does not report (attributed) voting records
(Jung et al. 2010). 

Generally interest rate decisions by monetary pol-
icy committees are taken either by unanimity, by
consensus, or by some form of majority of com-
mittee members (Bank for International
Settlements 2009, 86). In the literature, the various
advantages and disadvantages of different voting
rules have been discussed (Smidkova 2003).
Majority voting is more common because it always
provides an outcome with which most committee
members agree, i.e., the decision always reflects
the preferences of a majority of committee mem-
bers. The ease of reaching agreement on decisions
through majority voting has to be balanced with
the costs in terms of potential policy error when a
monetary policy decision is taken too “quickly”.
Consensus typically characterises a situation
where all (eligible) voters unanimously agree to
the outcome of the decision-making process
(Tideman 2006, 11).

Article 10.2 of the Statute of the European System
of Central Banks (ESCB) and of the European
Central Bank states that the Governing Council
must act by a simple majority. In the event of a tie,
the President of the ECB has a casting vote. In
practice, however, the ECB’s Governing Council
takes decisions on monetary policy by consensus.
Here, a situation whereby a minority of voters does
not express strong dissent with the outcome of the
vote is still considered to represent a consensus.4

The Governing Council acts as a collegiate body in
line with the one member, one vote principle. This
means that, except for decisions on specific finan-
cial matters, the votes are not weighted. Moreover,
the Governing Council’s decisions on monetary
policy must be based on a euro area perspective
(Scheller 2006). When taking decisions, the mem-
bers of the Governing Council do not act as
national representatives, but in a fully indepen-
dent, personal capacity.

Throughout the financial crisis, the ECB’s decision
rules attracted a lot of media attention. The wide-
spread belief that ECB decision-makers have a
euro area focus and take their decisions as an inde-
pendent body has recently been challenged. Two
academic studies have found that the ECB’s mon-
etary policy decisions may have been influenced by
national interests. Hayo and Méon (2011) suggest
that in the years preceding the financial crisis, the
ECB’s Governing Council would have set, on aver-
age, higher interest rates if policy-makers had not
de facto based their decisions on economic circum-
stances prevailing in their home country. Badinger
and Nitsch (2011) make a similar point from a dif-
ferent angle. They assert that the nationality of
ECB staff could impact monetary policy decisions
indirectly through monetary policy preparations.
In multinational organisations like the ECB, the
nationality distribution is dispersed and may differ
from individual country weights. In their empirical
analysis, they find a surprisingly close match
between the national representation of managers
in the ECB’s core business areas and monetary
policy decisions. These studies are interesting but,
at the same time, they seem to disregard the fact
that the ECB’s interest rate decisions so far have
reflected a large consensus in the Governing
Council, and many decisions were supported by
the unanimity of its members. Admittedly, some
members of the Governing Council have voiced
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public dissent in relation to certain monetary poli-
cy tools (non-standard measures) aimed at restor-
ing the functioning of the transmission mechanism
in the euro area.

Decision-making by the Governing Council 

The impact of uncertainty on decision-making

Monetary policy decisions require timely and high-
quality micro and macroeconomic indicators, as well
as a framework for analysing these indicators in a
forward-looking manner. Members of monetary pol-
icy committees may face multiple sources of uncer-
tainty as to which elements are indispensable for
their deliberations on monetary policy. When policy-
makers discuss monetary policy actions in real time
they typically face considerable uncertainties about
the most likely future state of the economy. Data
uncertainty is important because statistics are sub-
ject to revisions that can change a policy assessment
in real time. There may also be model uncertainty or
uncertainty about the working of the transmission
mechanism. Another key source of uncertainty con-
cerns the interaction between the central bank and
the private sector as well as other policy-makers
because of their potential impact on private expecta-
tions. 

Several monetary policy committees follow a risk-
management approach to dealing with multiple
sources of uncertainty. Under this approach, the abil-
ity of policy-makers to cope with multiple sources of
uncertainty essentially depends on their ability to
adopt a medium-term orientation and to look
through the volatility of monetary, economic and
financial developments. In this respect, the medium-
term orientation of the ECB’s monetary policy strat-
egy gives policy-makers the flexibility required to
respond in an appropriate manner to the different
economic shocks that might occur. 

As far as the European monetary union is con-
cerned, the ECB initially faced additional sources of
uncertainty as a result of the regime shift associated
with the launch of the euro and the creation of the
euro area. No reliable statistics existed for the new
currency area prior to the introduction of the euro.
Policy-makers accustomed to analysing the mone-
tary policy transmission mechanism from a national
perspective had to adopt a euro area perspective. In
addition, as a new central bank, the ECB had to

build its own reputation and hence credibility to
avoid introducing an additional source of uncertain-
ty (European Central Bank 2001). 

The Governing Council’s decision-making cycle

The Governing Council meets twice a month (gener-
ally on the first and third Thursday of the month)
and devotes the first meeting to discussing monetary
policy decisions. In addition, over recent years, tele-
conferences have been held to facilitate timely dis-
cussion of how best to address the exceptional
nature of the financial crisis. Jung et al. (2010, 337)
illustrate the various stages of the Eurosystem’s
monetary policy decision-making process. The
preparation stage, which involves gathering technical
inputs from all Eurosystem staff and from the
Eurosystem committees, is aimed clarifying the facts
and assumptions relevant to monetary policy deci-
sions. Eurosystem staff make significant contribu-
tions to the discussions by preparing briefing notes,
projections and model analyses. The Governing
Council regularly monitors two analytical perspec-
tives, referred to as the “two pillars”, namely an eco-
nomic analysis to identify short to medium-term
risks to price stability, and a monetary analysis to
assess medium to long-term inflation trends. At the
decision-making stage, the ECB follows a two-tier
approach: one decision-making body (the Governing
Council) is in charge of policy decisions, and another
decision-making body (the Executive Board) is in
charge of preparing these policy decisions.

The Governing Council follows an agenda according
to which committee members vote at the end of the
meeting. This has the advantage that the final vote is
based on all the information available and shared at
the time of the meeting (Berk and Bierut 2005). A
press conference is held immediately after the policy
meeting at which the Governing Council explains
the rationale for its decisions to the general public
(communication stage). On this occasion, the
President reads the Introductory Statement, which
has been agreed by all members beforehand. It con-
tains the Governing Council’s assessment of future
risks to price stability against the background of the
ECB’s monetary policy strategy. It also includes its
view on fiscal policy and structural reform develop-
ments. Thereafter, the Executive Board ensures that
the monetary policy measures (standard and non-
standard) are implemented by Eurosystem staff in
line with the Governing Council guidelines (imple-
mentation stage).



The years preceding the start of the financial turmoil
in 2007 and the Lehman Brothers bankruptcy in
2008 were characterised by an ever increasing
sophistication and opacity of financial innovation
and the world-wide spreading of assets which turned
out to be toxic. The financial crisis showed that glob-
al financial markets and interconnected financial
institutions are subject to systemic risks; hence its
resolution required a more coordinated response
than usual. In performing its tasks, the Eurosystem
maintains working relations with relevant institu-
tions, bodies and fora, both within the EU and inter-
nationally. In order to address the severe tensions in
financial markets, changes in the governance struc-
ture were made with the creation of the European
Financial Stabilisation Mechanism (EFSM) and the
European Financial Stability Facility (EFSF). The
ECB enhanced cooperation with these fora and bod-
ies, and with other central banks worldwide (such as
the Federal Reserve System, the Bank of Japan, the
Bank of England and the Swiss National Bank). In
fact, the network of global central bank cooperation
is as dense as the network of integration in the glob-
al financial system itself. 

While central banks quickly lowered interest rates in
view of the downside risks to price stability and eco-
nomic growth, this response was mainly the outcome
of their individual strategic deliberations. Other
measures, like those relating to foreign exchange
swaps, were closely coordinated among central
banks. The Eurosystem also temporarily provided
liquidity in foreign currencies during the financial
crisis, most notably in US dollars, at various maturi-
ties. It used reciprocal currency arrangements with
the Federal Reserve System to provide funding in
US dollars against Eurosystem eligible collateral to
support banks’ dollar funding. In this respect, a more
active cooperation stage is a new element of the
monetary policy process, which has led to some mod-
ification of the communication lines of independent
policy-makers.5 It has also helped to make better
information available during the decision-making
phase and, as illustrated by the foreign exchange
swaps, it has affected the way that the implementa-
tion stage is conducted.

Normal times versus crisis times

What distinguishes normal times from crisis times?
While uncertainties are always present, they can
become acute during times of crisis. In normal times,
policy-makers are mainly concerned about the costs
of possible policy mistakes and worry less about the
statistical distribution of risk in their assessments
(Taleb 2007). A financial crisis may increase prefer-
ence heterogeneity and the diversity of views among
members of a monetary policy committee. Both con-
siderations can make it more difficult to reach a con-
sensus on the monetary policy response. When poli-
cy-makers have to cope with a very high degree of
uncertainty surrounding “model-based analysis”,
they may depart from the risk-management
approach and rely more on heuristics instead (i.e.,
their whole body of knowledge, experience and
beliefs), or simply use their judgement.

During normal times policy-makers discuss standard
options on interest rates (no change, lower or tight-
en) depending on the assessment of risks to price
stability over the medium term; for implementation
purposes, applying the existing operational frame-
work suffices to steer money market rates in line
with policy intentions (see Figure 1). The modus
operandi of the Governing Council has changed
since the onset of the crisis. In terms of the monetary
policy process, crisis times are periods in which regu-
lar reporting lines are either stretched very thin, or
even become ineffective. Crisis times may result
from a major geopolitical event (such as 11
September 2001), or a major financial market dis-
ruption (such as the start of the financial turmoil in
August 2007, or following the bankruptcy of Lehman
Brothers in September 2008). The global financial
crisis wiped out diverse financial institutions, dis-
rupted trade links and led various economic sectors
in diverse countries into a critical condition (e.g.,
public sector indebtedness soared and household net
wealth declined). When responding to the crisis, the
Governing Council fully relied on its two-pillar mon-
etary policy strategy, as well as looking beyond the
strategy to reflect on possible additional action.

In view of the sudden challenges to important
assumptions, it was necessary for both the Executive
Board and the Governing Council to hold extra
meetings via teleconferencing in order to share new
incoming information and to agree on a joint assess-
ment. To summarize, given the extraordinary uncer-
tainties, the Governing Council made more frequent
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5 The economic and financial crisis brought about certain institu-
tional innovations through which the ECB’s involvement in the
economic governance structures for Economic and Monetary
Union (EMU) has been further increased. See Bodea and
Huemer (2010).
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use of teleconferences, introduced new tools and
activated different channels of internal and external
communication.

Has the financial crisis changed the ECB’s decision-
making?

Since its inception the ECB has adopted a clear
monetary policy strategy, which has been effective in
turbulent times, as well as during quieter periods.6

One of the key features of the ECB’s monetary pol-
icy strategy is its two-pillar framework for analysing
risks to price stability. The two pillars represent two
complementary perspectives on the determinants of
price developments. The ECB’s robust monetary
policy framework builds on lessons drawn from the
historical experiences of many central banks over
several decades, ranging from failed attempts to fine-
tune the economy and the resulting stagflation that
prevailed in many industrialised countries in the
1970s to the successful experiences in bringing infla-
tion down to levels consistent with price stability in
the 1980s.

Over time, the Governing Council has confirmed its
strategy and introduced some improvements. In
2003, in the context of the Governing Council’s eval-
uation of the ECB’s monetary policy strategy, it con-
firmed the quantitative definition of price stability.

The Governing Council also clar-
ified that, in the pursuit of price
stability, it would aim to keep the
euro area inflation rate below,
but close to, 2 percent over the
medium-term (Issing 2003). In
spring 2007, confronted with
excessive money growth and per-
ceived serious challenges down
the road, the Governing Council
decided to conduct further
research with the aim of enhanc-
ing the ECB’s monetary analysis
(Papademos and Stark 2010).
These assessments have con-
firmed the soundness of the two-
pillar monetary policy strategy
since the introduction of the

euro, including the prominent role given to mone-
tary analysis as a useful guide for monetary policy
decisions.

The ECB draws a strict dividing line between mone-
tary policy decisions and the implementation of
those decisions through monetary policy operations.
This “separation principle” ensures that the specifi-
cation and conduct of refinancing operations are not
interpreted as signals of future changes in the mone-
tary policy stance. In response to the financial crisis
and its aftershocks, the Eurosystem has taken mea-
sures that are unprecedented in a context of unusu-
ally high uncertainty and continuing instability in
financial markets. In addition to conventional inter-
est rate cuts to historically low levels, the Governing
Council has adopted non-standard measures com-
prising enhanced credit support and the Securities
Markets Programme.

Concluding thoughts

In times of crisis, monetary policy decision-making by
committees has had important advantages for the
ECB. It has encouraged a rich discussion with a diver-
sity of views, which has contributed to avoid or min-
imise policy errors. Yet achieving consensus on mone-
tary policy is more challenging in crisis times than in
normal times; policy-makers may disagree more
widely on the best response to shocks given the great
uncertainties concerning indicators, forecasts and the
transmission mechanism.The ECB has addressed the
need for timely action by obtaining more reliable
data through a monetary policy process that fully
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6 European Central Bank (2011; Chapter 5) gives a detailed
account of the ECB’s monetary policy decisions since 1999 and
explains the interaction of economic and monetary analysis
underlying the Governing Council’s decisions. It is noteworthy
that monetary policy decisions in normal times were taken by
consensus in most instances.



includes the national central banks in the
Eurosystem’s monetary policy preparation. This has
paid off, as understanding the risks to both price and
financial stability increasingly requires knowledge
about developments in individual euro area coun-
tries.

The monetary policy decision-making process of the
Eurosystem has evolved further in response to the
crisis. Events sometimes unfold rapidly, volatility
augments, central scenarios shift, and new data and
information are obtained with substantial lags (while
the scenarios continue to change). Yet throughout
the global financial crisis and the sovereign debt cri-
sis, the ECB’s Governing Council has demonstrated
a capacity to rapidly assess the changing monetary
and financial market environment and reach agree-
ment on decisions. It has also expanded and adapted
existing tools with the aim of safeguarding price sta-
bility (Trichet 2010). Both standard and non-stan-
dard monetary policy measures have been adopted.
To some extent this has surprised many observers,
who predicted that the Governing Council would
not be able to cope with these challenges based on
the assumption that a consensus-oriented decision-
making process takes more time. In this respect
three factors were crucial: the ECB’s monetary poli-
cy strategy, the high level of competence of the
Governing Council members and the consensus
mode of their deliberations.
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