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Moral Hazard, central bankers, and Banking Union: 
professional dissensus and the politics of European financial 
system stability
Laura Pierret and David Howarth

Institute of Political Science, Department of Social Sciences, Faculty of Humanities, Education and Social 
Sciences, University of Luxembourg, Belval-Esch-sur-Alzette, Luxembourg

ABSTRACT
Banking Union was a major policy response to the financial crisis 
that began in 2007 and the subsequent Eurozone crisis. Moral 
hazard has frequently been presented as a major cause of these 
crises. Therefore, Banking Union can be understood as a response 
to moral hazard in relation to banks and sovereigns. Yet, moral 
hazard was an acknowledged and supposedly managed problem 
prior to these events. Paradoxically, moral hazard has been used to 
justify contradictory policy options to safeguard European financial 
system stability, such as decentralized institutional arrangements 
for banking supervision but also a centralized system coordinated 
by the European Central Bank (ECB). To address this paradox, this 
paper investigates moral hazard as a political concept. Based on a 
comparison of how central bankers from the Bundesbank and the 
ECB understand and use the moral hazard concept, this paper 
argues that moral hazard is closer to the realm of politics than 
expertise.
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Introduction

European Banking Union was presented by a range of national, European and interna-
tional policymakers as a potential institutional development to reduce moral hazard for 
banks and sovereigns, which was frequently described as a major cause of the interna-
tional financial crisis (IFC) that began in 2007 and the subsequent sovereign debt crisis in 
the Eurozone (e.g. De Grauwe 2011). In Banking Union, with the conferral of supervisory 
tasks to the European Central Bank (ECB), the latter acquired a significant responsibility to 
ensure financial stability in the Union (Council Regulation (EU) No 1024/2013 of 15 
October 2013). Clearly, moral hazard was an acknowledged and supposedly managed 
problem prior to these crises. However, this management was principally at the national 
and not at the supranational level. The use of the moral hazard concept has justified, over 
time, significantly different institutional frameworks to safeguard financial stability in the 
EU. Prior to the IFC what was perceived as the central risk in relation to moral hazard in the 
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financial sector was ex ante explicit coordination at the EU level. This belief justified the 
decentralised arrangements for banking supervision (Dyson 2000, 20–22). The ubiquitous 
use of the moral hazard concept in official explanations for different and often contra-
dictory policy options is surprising. This puzzling ubiquity is also to be found in opposed 
preferences on Banking Union. For example, while the German government and the 
Bundesbank presented divergent positions from those of the ECB on almost all issues 
related to Banking Union (see, for example, Wasserfallen et al. 2019), the officials of both 
central banks also placed considerable emphasis on the need to prevent moral hazard. To 
address this paradox, this paper argues that moral hazard is a political concept: the 
precise meaning of moral hazard is contested and policymakers try to influence other 
actors’ beliefs on moral hazard to achieve negotiated policy outcomes in line with their 
preferences.

This paper is structured as follows. In the next section, we situate our analysis in 
relation to existing studies focused on the importance of ideas and notably moral hazard 
in shaping the Economic and Monetary Union (EMU) project and briefly review the 
academic literature on moral hazard. In the third section, we elaborate on our theoretical 
framework which combines elements of sociological institutionalism and strategic con-
structivism and the mixed methods that we apply to demonstrate different usage of the 
moral hazard concept in our two central bank case studies: the Bundesbank and the ECB. 
In the fourth section, we summarise the results of our empirical analysis demonstrating 
differences in how Bundesbank and ECB officials understand the moral hazard concept 
with regard to Banking Union-related issues. In the fifth section, we provide a summary of 
the discursive strategies employed by these central bankers to try to influence others’ 
beliefs on moral hazard. In the final section, we conclude.

State of the art: the centrality of moral hazard in shaping EMU

German ordoliberal views shaped the institutional design and rules of the EMU project 
(Dyson and Featherstone 1999; Dyson 2021) and preoccupation with moral hazard is a 
core element of German ordoliberal ideas (Bonatti and Fracasso 2013; Bulmer 2014; Siems 
and Schnyder 2014). A substantial body of academic literature exists demonstrating the 
longstanding importance of the ordoliberal tradition for the Bundesbank – notably the 
need for sound money and to prevent moral hazard (Marsh 1992; McNamara 1998; Dyson 
1994). Considerable literature also exists demonstrating the importance of the 
Bundesbank mandate and design as a model for the mandate and design of the ECB 
(Dyson 1994; Howarth 2004; Howarth and Loedel 2005). In addition, Hallerberg (2014) 
identifies the Stability and Growth Pact as the model of fiscal regulation designed to 
prevent moral hazard. Thus, there is extensive literature indicating that preventing moral 
hazard has been a governing principle in the foundation of the monetary, fiscal, and (as 
noted above) financial pillars of EMU. A number of scholars have also emphasized the 
importance of moral hazard in shaping EMU reform and other policies in the context of 
the post-2007 financial and economic crises (e.g. Dyson 2014, 43–45). More specifically, 
some authors point to the role of moral hazard arguments in the strengthening of fiscal 
policy rules and austerity (Blyth 2013), the demise of the Eurobond (Matthijs and 
McNamara 2015), or the policy outcomes of Banking Union (Schäfer 2016; Howarth and 

16 L. PIERRET AND D. HOWARTH



Quaglia 2016). The transformative power of the moral hazard concept in relation to EMU is 
therefore significant.

Moral hazard has been a fertile source of research since the 1970s and the subject of 
vivid interest of leading neoclassical economists curious about what happens with 
optimal states in situations of imperfect information (e.g. Arrow 1963; Holmström 1979; 
Stiglitz 1983). Nonetheless, moral hazard is characterized by fuzzy economic knowledge 
(Leaver 2015). Neoclassical economists have been productive in constructing models of 
moral hazard – in which the existence of moral hazard is assumed – but the empirical 
research on moral hazard is relatively less extensive (Lane and Phillips 2000, 3), and 
inconclusive. Furthermore, the empirical evidence of moral hazard in environments with 
imperfect information is inconsistent (e.g. Dam and Koetter 2012; Lane and Phillips 2000; 
Noy 2008). Hence, this paper also aims to fill a gap in the academic literature by 
contributing to explain the power of the moral hazard concept in shaping debates on 
major EU institutional change, despite the lack of precise knowledge on moral hazard in 
this context. If moral hazard is not an obvious and well-known fact but is characterized by 
uncertainty, then its transformative power must rest on the use of ideational elements.

Theoretical framework and methods

This paper aims to answer the following research question: How can we best explain the 
ubiquity of the moral hazard concept in justifying divergent positions regarding financial 
stability and the elements of Banking Union? Carstensen and Schmidt (2016, 321) have 
developed the claim that ‘ideas matter’ in politics by conceptualizing ideational power, 
that is, ‘the capacity of actors (whether individual or collective) to influence other actors’ 
normative and cognitive beliefs through the use of ideational elements’. Ideational power 
implies that ideas are not dominant or significant per se but become so (or not). Theories 
that take ideas seriously present distinct sets of conditions under which ideas become 
dominant. For example, a number of studies using sociological institutionalism focus on 
the role of ideational consensus. For instance, McNamara (1998) examines the role of a 
new ideational consensus in the success of the European Monetary System (and the 
adoption of the EMU project). According to McNamara, the development of a neoliberal 
consensus among European policy-making elites since the mid-1970s allowed for a 
convergence in policy preferences and made the creation of a system based on German 
price stability possible. However, of particular relevance to the analysis here, other 
theories – such as strategic constructivism (Jabko 2006) – are helpful to explain the 
power of certain ideas when no ideational consensus is present and policy preferences 
are divergent. Here, ideas are strategic resources at the disposal of actors to influence 
others and help them achieve certain goals. According to Jabko (2006), the ambiguity of 
the concept of the ‘market’ allowed the promoters of Europe to bring together actors with 
diverse motivations and to build the single market and monetary union. The ambiguity of 
concepts often presents an opportunity to policymakers (e.g. Crespy and Vanheuverzwijn 
2019). However, the strategic property of concepts is not limited to their ambiguity – that 
allows actors to construct and reconstruct concepts depending on contexts and changing 
circumstances; concepts are also strategically framed in policy discourses to persuade 
others of the validity, adequacy, or necessity of a particular policy action or to discredit 
and resist alternatives (Hay and Rosamond 2002; Howarth and Rommerskirchen 2013). For 
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example, Blyth (2013) argues that the dominant narrative in Europe on the financial crisis 
as ‘a sovereign debt crisis’ was a strategic construct aimed at helping policymakers to face 
a material constraint – a European banking system ‘too big to bail’ – and to legitimize the 
choice of austerity.

Before formulating our hypothesis to explain the wielding of the moral hazard concept 
with regard to financial stability and Banking Union, we need to clarify and justify which 
actors will be investigated in this paper, namely top Bundesbank and ECB officials. There 
are four main reasons to justify this selection of actors. First, central bankers played a 
crucial role in shaping and legitimizing the institutional design of EMU. The ability of EU 
central bankers to build a professional consensus around the ‘sound money’ paradigm 
was a necessary condition for the creation of the Eurozone (Dyson and Featherstone 
1999). We expect the role of central bankers to be important with regard to EMU reforms 
despite the Bundesbank’s clear loss of influence since 1999 (Dyson 2010). To investigate 
the ideational power of central bankers is all the more relevant in the context of Banking 
Union as they possessed both policy authority and technical knowledge in relation to 
financial markets. Second, the comparison of a national central bank (NCB) with the ECB is 
of analytical interest as it allows us to determine the relevance of the cleavage ‘national 
versus supranational’ in relation to so-called technocratic institutions. Despite the inde-
pendence of Eurozone central banks and the position of NCB governors on the ECB’s 
Governing Council as experts rather than national representatives, nothing in the treaties 
prevents NCB governors from representing institutional and/or national preferences. 
Indeed, a small body of literature exists that demonstrates a certain alignment between 
national government and NCB governor preferences or a perception of such an alignment 
on major institutional reforms (Howarth 2007). We might also expect that NCB positioning 
on Eurozone developments would reflect/align with national government economic 
priorities. Third, there are several reasons to compare the German NCB with the ECB 
with regard to preferences on Banking Union specifically: even though the ECB was set up 
in emulation of the Bundesbank’s mandate and design, the ECB and the Bundesbank 
presented significantly divergent positions on almost all issues related to Banking Union. 
The two central banks had markedly different institutional interests with regard to 
Banking Union – the Bundesbank was set to lose supervisory powers while the ECB was 
set to gain them (Epstein and Rhodes 2016). However, fourth, the different positioning of 
the Bundesbank and ECB also reflected the greater influence of ordoliberalism in the 
former (Dyson 2010).

To explain the ubiquity of the moral hazard concept in justifying divergent positions 
regarding financial stability and Banking Union we test the following hypothesis that can 
be drawn from strategic constructivism:

Bundesbank and ECB officials strategically used the ambiguity of the moral hazard 
concept to legitimize policy options on Banking Union in line with their institutional prefer-
ences and tried to persuade other actors to accept and adopt their understandings of the 
concept.

The testing of this hypothesis requires us to identify what moral hazard means to 
Bundesbank and ECB officials and how these central bankers try to influence discursively 
the beliefs of others on moral hazard and Banking Union-related issues. To do this, a 
selection of speeches1 – available on the respective institutional websites – was made 
based on the following cumulative criteria: there is at least one occurrence of the term 
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moral hazard in the document; the date of the document is equal or superior to 
01.01.2007; and the topic of banking supervision or financial stability is present in the 
document.2 The result is a corpus of 126 documents: 44 speeches of six Bundesbank 
Executive Board members and 82 speeches of fourteen ECB Executive Board members in 
office between 2007 and 2021.3 We place our detailed data in Tables 1-10. Figures 1 and 2 
respectively describe the distribution of speeches by speaker and by year (see the on-line 
appendix for a full list of speeches).

To identify meanings of moral hazard in our case studies, we first created a dataset of 
moral hazard occurrences in their textual context – 1 sentence before and after. To infer 
meanings from these occurrences and compare various sorts of similarities and differ-
ences in how moral hazard is understood between cases, we used a mixed method that 
combines inductive quantitative and qualitative text analysis techniques. On the one 
hand, we looked at the semantic fields of moral hazard (word clouds, synonymous and 
antonymous concepts); on the other hand, we manually coded the descriptions of moral 
hazard according to four main dimensions: ‘what it is’, ‘what causes it’, ‘what it does’, and 
‘how to deal with it’. The analysis is made using the software MAXQDA. This text analysis 
has been combined with the organisation of four interviews (one with a Bundesbank 
official and three with ECB officials).4 In addition, this paper investigated the discursive 
strategies employed by officials from the two central banks to try to influence others’ 
beliefs on moral hazard. To do so, we used an expanded dataset of moral hazard 
occurrences (5 sentences before and after). From this dataset, we surveyed expressed 
positions on financial stability, and examined two types of discursive strategies: argu-
mentation-oriented analysis and legitimation – which focuses on the construction of 
arguments and legitimacy of positions – (Van Leeuwen 2007) and discursive self- and 
other- presentation – which focuses on the representation of social actors and the 
creation of difference (Van Leeuwen 1996; Reisigl and Wodak 2000). The empirical results 
are presented in the next two sections.

Figure 1. Number of documents, by speaker. Source: Authors
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Comparing meanings of Moral Hazard

Semantic fields of moral hazard in the corpus

To determine the semantic field of moral hazard by case study, we focused on three types 
of word-relations: words that are frequently used around moral hazard; words described 
as having the same or similar general sense as moral hazard; and words described as 
having an opposite meaning to moral hazard. Figures 3 and 4 present the word clouds of 
moral hazard respectively in the case of the Bundesbank and the ECB. The top 5 most 
frequently used words next to moral hazard in speeches from the Bundesbank are: risk, 
systemic, problem, reduce, and important. The top 5 most frequently used words next to 
moral hazard in speeches from ECB are: bank, risk, create, avoid, and reduce. There are 
similarities and differences in these results. In both cases, moral hazard is strongly 
associated with the word ‘risk’, which refers to the possibility of something (most usually) 
bad. Thus, moral hazard relates to something uncertain (and unwelcome). There are three 
noteworthy differences in Bundesbank and ECB usage. First, the emphasis on ‘something 
bad’ appears stronger in the case of the Bundesbank, where the word ‘problem’ is 
relatively more often used next to moral hazard. Second, moral hazard appears as some-
thing relatively more specific in terms of actors in the case of the Bundesbank. The 
frequency of the words ‘systemic’ and ‘important’ suggests that moral hazard relates 
more often to actors like ‘systemic financial institutions’ or ‘systemically important finan-
cial institutions’ (SIFIs), while in the case of the ECB, moral hazard seems to relate more 
frequently to all banks. Third, ECB officials appear more confident in their capacity to 
control moral hazard than policymakers of the Bundesbank. The frequency of the words 
‘create’ and ‘avoid’ in relation to moral hazard suggests a form of control over moral 
hazard, while in the case of the Bundesbank we found only the word ‘reduce’.

The second type of word-relations we are interested in comparing are synonyms (see 
Table 1). In both cases, moral hazard is similar to ‘adverse incentives’ or ‘wrong incentives’, 
‘risk appetite’ or ‘appetite for risk’, ‘disincentives’, ‘risky behaviour’ or ‘risk-taking beha-
viour’, and ‘too big to fail’. Thus, moral hazard is considered both as a type of incentive 
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Figure 2. Number of documents, by year. Source: Authors

20 L. PIERRET AND D. HOWARTH



and as a type of behaviour. These synonyms present in both central banks’ speeches 
suggest nuances in terms of allocation of blame: with incentives and ‘too big to fail’, the 
subject is passive; while in the case of behaviour, the subject is active. In addition, in both 
case studies we found instances where moral hazard is close to the realm of morality and 
justice: as, for example, with moral temptation and unfair burden sharing (in the case of 
the Bundesbank), and anti-social behaviour and sheer greed (in the case of the ECB). 
When it comes to differences, it seems that moral hazard is more strongly related to ideas 
of market imperfection in the case of the ECB than in the case of the Bundesbank; also, in 
the case of the ECB, moral hazard is more about ‘risk beyond the right level’ rather than 
risk per se.

Finally, the last type of word-relations we are interested in comparing are antonyms 
(see Table 2). In both cases, moral hazard is the opposite of correct, right, or appropriate 
incentives, of caution or prudence, and of accountability or internalization of externalities. 
When it comes to differences, there is more variety in the case of the ECB: moral hazard is 
not something that can be qualified as an ‘exogenous shock’ or that is characterized by 
stability.

Figure 4. The word cloud of moral hazard in the case of the ECB, by frequency of words. Source: 
Authors

Figure 3. The word cloud of moral hazard in the case of the Bundesbank, by frequency of words. 
Source: Authors
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Descriptions of moral hazard in the corpus

To identify how Bundesbank and ECB policymakers understand moral hazard, we com-
plement the analysis of the semantic fields with a coding exercise: each occurrence of 
moral hazard has been coded in relation to the four dimensions mentioned in the 
previous section (the results are presented in Tables 3–8). A first conclusion that can be 
drawn from these results is that, in both cases, policymakers put relatively more emphasis 

Table 1. List of close synonyms, by case study.
Bundesbank ECB

Changed risk tolerance 
Disincentives 
Incentive and information problems 
Inefficient monitoring incentives 
Moral temptation 
Risk appetite 
Risk-prone behaviour 
Risk-taking 
Risky behaviour 
Systemic risk 
The ‘originate-to-distribute’ business model 
The ‘too big to fail’ problem 
Time inconsistency 
To gamble 
Unfair burden sharing 
Wrong incentives

Adverse incentives 
Adverse selection 
Anti-social behaviour 
Appetite for risk 
Asymmetry of information 
Disincentives 
Excessive risk-taking 
Excessive risk-taking ex post 
Externalities 
Free riding 
Herd behaviour 
Imprudent risk-taking 
Inappropriate risk-taking 
Increased risk-taking 
Irresponsible business decisions 
Market distortion 
Market failures 
Misaligned incentives 
Mismanagement of risk 
Opportunistic behaviour 
Over-exposures 
Regulatory forbearance 
Risk-taking behaviour 
Risk-taking incentives 
Risky strategies 
Sheer greed 
Speculative positions 
The hunt for yield 
Too big to fail 
Too much risk 
Weaken incentives

Source: Authors.

Table 2. List of anti-concepts (antonymous), by case study.
Bundesbank ECB

Correct incentives 
Greater caution 
Internalised externalities 
Right incentive mechanisms

Accountability 
Appropriate incentives 
Correct incentives 
Discipline 
Exogenous shock 
Market discipline 
Prudent risk management 
Responsible behaviour 
Safe and sound conduct of business 
Stability

Source: Authors.
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on policy prescriptions (157 coded segments in ‘how to deal with it’) and causes (131 
coded segments in ‘what causes it’), than on its essence (49 coded segments in ‘what it is’) 
and effects (34 coded segments in ‘what it does’). This suggests that the heart of the policy 
debate about moral hazard with regard to financial stability and the elements of Banking 
Union is centered on the potential solutions to moral hazard, not its meaning. The 
observation that ‘what moral hazard is’ is not often explicit in the speeches of central 
bankers implies a certain professional consensus around its meaning, allowing policy-
makers to take the concept for granted in their communication.

However, we found sixteen ways to answer the question ‘what is moral hazard?’ 
(see Table 3). In the case of the Bundesbank, the most frequent answer is ‘a situation 
in which there are incentives for a reckless action’; in the case of the ECB, the most 
frequent answer is ‘the fact of acting recklessly’. When comparing these two answers, 
both elements of consistency and variance can be found: while ‘a reckless action’ is a 
common element and represents the outcome, it is a potential outcome in the case 
of the Bundesbank versus an actual outcome in the case of the ECB. The results of 
‘what moral hazard is’ strongly point towards specific actions or behaviours, and 
incentives for a specific conduct. It is therefore of interest to also look more closely 
into what, and whose, actions, behaviours, and incentives (see Tables 4 and 5). Here 

Table 3. What it is, by case study.
Bundesbank ECB Total

The fact of acting recklessly 0 8 8
The negative effect on incentives 3 5 8
A situation in which a reckless action is made more likely 2 6 8
A situation in which there are incentives for a reckless action 7 0 7
To speculate or gamble on escaping liability in bad times 3 0 3
The fact of rewarding a reckless action or behaviour 2 1 3
The belief that vulnerability to rare events decreases 0 2 2
A situation in which there is no incentives to monitor 2 0 2
A situation in which monitoring incentives are inefficient 1 0 1
To assume support in bad times 1 0 1
A change in behaviour 1 0 1
The calculation of support in case of failure 1 0 1
The possibility of acting recklessly 0 1 1
The possibility of generating adverse incentives 0 1 1
The possible effect on future incentives 0 1 1
The distortion of investment decisions 1 0 1
SUM 24 25 49
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.

Table 4. What actions or behaviours / what incentives, by case study.
Bundesbank ECB Total

Taking risks or more risks 6 4 10
Taking too much risks 2 7 9
(Not) adjusting or reforming 3 6 9
(Not) monitoring 3 0 3
Opportunistic behaviour 1 1 2
SUM 15 18 33
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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again, we found elements of consistency and variance. All specified actions or 
behaviours are reckless in a sense (be it because ‘willing to take risks’, or ‘lacking 
in prudence or caution’, or ‘irresponsible, disregard for consequences or danger’, or 
‘lack of care or consideration for others’). However, in the case of the Bundesbank, 
the most frequent answer with regard to the type of action is ‘taking risks or more 
risks’, while the most frequent answer in the case of the ECB is ‘taking too much 
risks’. This result confirms the preliminary conclusion found in the subsection on 
semantic fields, namely that for the ECB moral hazard is mostly about exceeding an 
appropriate level of risk, while for the Bundesbank moral hazard is mostly about 
increasing risk. Another significant element of variability is the case of ‘(not) mon-
itoring’, present in the case of the Bundesbank and absent in the case of the ECB. For 
policymakers of the Bundesbank, moral hazard seems to be linked to a large extent 
to the absence (or the inefficiency) of incentives to monitor. This understanding of 
moral hazard places blame on those who are supposed to supervise, not on those 
taking more risks. When it comes to the question of who is subject to moral hazard, 

Table 5. Whose actions or incentives, by case study.
Bundesbank ECB Total

Financial market participants
Systemically Important Financial Institutions (SIFIs) 13 11 24
Banks 3 16 19
The originator of the credit risk 4 0 4
Financial market participants 1 3 4
Borrowers 0 2 2
Investors 1 1 2
Shareholders and creditors 1 0 1
The public issuers 0 1 1
Banking sector 1 0 1
Financial markets 0 1 1
Shareholders and managers 0 1 1
The owner 1 0 1
A variety of market players 0 1 1
Financial sector 0 1 1
Financial intermediaries 0 1 1
Financial institutions 0 1 1

25 40 65
Public authorities
Countries 1 3 4
Governments 2 1 3
Policymakers 1 0 1
The fiscal authorities 0 1 1
The political authorities 0 1 1

4 6 10
Actors
Governments, firms, and households 1 0 1
Banks or sovereigns 0 1 1
Agents 0 1 1
Institutions 0 1 1

1 3 4
SUM 30 49 79
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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financial market participants are largely cited as the actor most prone to moral 
hazard in both cases.5 However, while moral hazard principally regards SIFIs in the 
case of the Bundesbank, it concerns (all) banks in the case of the ECB.

When looking for answers to ‘what causes moral hazard’, we found that all causes seem 
to relate to something that reduces the exposure to consequences (see Table 6). In the 
case of the Bundesbank, the most frequent causes of moral hazard relate to financial 
sector characteristics and activities, namely too big to fail financial institutions and the 
securitization of credit risk. While ECB officials also put strong emphasis on too big to fail 
financial institutions as a cause of moral hazard, the securitization of credit risk is almost 

Table 6. What causes it, by case study.
Bundesbank ECB Total

Public intervention
Supportive measures in bad times 5 6 11
Bailouts and emergency assistance 1 6 7
Only mitigation or unconditional support 0 4 4
For too long 0 3 3
Downside protection mechanisms 0 2 2
Crisis management framework 0 1 1

6 22 28
Central bank actions
Lender of Last Resort (LOLR) 1 4 5
Non-standard measures 1 4 5
Accommodative monetary policy 2 3 5
Asymmetric policy (‘Mopping-up’) 2 2 4
Fiscal dominance 0 2 2
Financial dominance 0 1 1

6 16 22
Institutional reforms post-2007 or related
EFSF or ESM 1 5 6
The European Stabilization Fund (ESF) 4 1 5
EDIS 1 2 3
Banking consolidation 0 1 1
Bail-in 0 1 1

6 10 16
Ex ante approach 2 6 8
Insurance scheme 0 4 4
Creating expectation of assistance 1 2 3

3 12 15
Any type of public intervention 0 3 3
When the principle of liability does not apply 2 0 2
Unclear bank resolution regimes or rules on liability 1 1 2
Confusion of roles 0 1 1
Doing nothing 0 1 1
Creating a fuzzy set of incentives 0 1 1

40 52 92
Financial sector characteristics and activities
Too big to fail financial institutions 14 9 23
Securitization of credit risk 7 1 8
Too large financial sector 0 3 3
Unethical 0 2 2

21 15 36
Other
Common exposure to aggregate or macroeconomic risks 1 0 1
The currency union 1 0 1
Asymmetry of information 0 1 1

2 1 3
SUM 63 67 130
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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non-existent in their speeches. Instead, central bankers from the ECB most frequently 
discuss different types of public intervention as a potential source of moral hazard (e.g. 
supportive measures in bad times, bailouts, ex ante mechanisms, etc.). It is worth men-
tioning that ‘asymmetry of information’ – one of the most typical causes cited in the 
economic literature – is almost never cited in the dataset as a source of moral hazard.

The analysis of effects of moral hazard brings additional information when it comes to 
how policymakers understand the concept (see Table 7). In both cases, the most frequent 
cited effect of moral hazard is instability. However, there are also significant differences: in 
the case of the Bundesbank, we found a strong emphasis on the ‘unfair distribution of 
costs’ (absent in the case of the ECB); and in the case of the ECB, we found an emphasis on 
the ‘distortion of market efficiency’ (absent in the case of the Bundesbank). In both cases, 
moral hazard is considered as a collective problem. Yet, Bundesbank officials seem 
relatively more worried about the effect of moral hazard on social justice, while ECB 
officials seem relatively more worried about the effect of moral hazard on the efficiency of 
markets.

The last dimension under scrutiny are policy prescriptions (see Table 8). In both cases, 
the most frequent cited solution to the problem of moral hazard is ‘to regulate the 
banking sector to make it safer’; ‘the internalization of costs within the private sector’ is 
also relatively frequent in both cases. However, there are significant differences. For 
example, in the case of the Bundesbank, solutions like ‘criteria to be eligible [for support]’ 
and ‘the respect of the principle of liability’ are relatively frequent (while absent in the 
case of the ECB). In the case of the ECB, solutions like ‘conditionality’, a monetary policy of 
‘leaning against the wind’, and ‘sanctions or penalty’ are relatively frequent (while absent 
in the case of the Bundesbank). It is also worth stressing that, while not being the most 
frequent answers, central bankers of the ECB mentioned the need to develop a pragmatic 
attitude when dealing with moral hazard and acknowledged the need for further 
research.

Elucidating the moral hazard concept by interviewing

When asked if moral hazard was the main cause of the IFC, three of four central bank 
officials interviewed answered that it was indeed one of the causes. Among the central 
bankers who answered yes, moral hazard was described as either excessive risk taking by 
financial actors because of a public bail-out expectation (interviews 1 and 2), or as 
inappropriate behaviours by investors in relation to ethical and moral standards because 

Table 7. What it does, by case study.
Bundesbank ECB Total

Instability 10 7 17
Reckless action 2 4 6
Unfair distribution of costs 5 0 5
Distortion of market efficiency 0 3 3
Holding hostage the economic well-being of people 1 1 2
Delegitimizing and undermining the credibility of institutions 0 1 1
SUM 18 16 34
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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of adverse incentives – lack of regulation plus greedy investors (interview 3). In the case of 
the interviewee who answered no, the justification is the following: the excess of credit 
that gave way to the crisis was mostly because of financial deregulation not because of 
moral hazard. Moral hazard played a role during the crisis but not as a cause. It played a 
role in the sense that when sometimes banks are very close to bankruptcy and you give 
them liquidity, they might have incentives to take more risks, making the crisis worst 
(interview 4). The four interviews reveal a significant degree of variation in how inter-
viewees understand moral hazard: there is not a consensus on whether moral hazard was 
a cause of the IFC, nor is there a consensus on what was the source of moral hazard in this 
context – expectation of public bail out versus lack of regulation and greediness.

When directly asked about the meaning of moral hazard, the interviewees provided 
quite different answers (see answers’ transcriptions in the on-line appendix): in the first 
answer, moral hazard is defined in relation to its cause (i.e. not having to account for 
possible adverse consequences); in the second answer, moral hazard is defined in relation 
to its consequences (i.e. negative effects on others); in the third answer, moral hazard is 
defined in relation to normative standards (i.e. inappropriate behaviour); and in the fourth 
answer, moral hazard is defined in relation to the action per se (i.e. ‘take the money and 
run’). Each of these definitions of moral hazard would lead to different policy 
prescriptions.

Table 8. How to deal with it, by case study.
Bundesbank ECB Total

Regulate the banking sector to make it safer 22 12 34
Internalization of costs within private sector 16 8 24
Monitoring or supervision 9 5 14
Provide appropriate incentives 2 11 13
Conditionality 0 11 11
Market discipline 3 6 9
A matter of right timing 1 5 6
Criteria to be eligible 5 0 5
Partial insurance 2 3 5
‘Leaning against the wind’ 0 4 4
Respect the principle of liability 4 0 4
Clearly distribute roles and duties 0 3 3
Sanctions or penalty 0 3 3
Improve corporate governance 0 3 3
Temporary support 1 1 2
Reputation mechanisms 2 0 2
Facilitate transnational cooperation 0 2 2
Ensure accountability and transparency 2 0 2
Pragmatism 0 2 2
Ambiguity about terms of support 0 2 2
Burden sharing 1 0 1
Take it into account 1 0 1
Risk reduction 1 0 1
Use discretionary scope responsibly 1 0 1
Build confidence or trust 0 1 1
Further research 0 1 1
Improve consistency 0 1 1
SUM 73 84 157
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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In sum, answers to ‘what moral hazard means?’ for policymakers are not straightfor-
ward, even in the context of communications from central bankers on financial stability 
topics. Understandings of moral hazard by case studies differ in several aspects: (1) the 
scope of actors (some banks versus all banks), (2) the nature of the reckless action to count 
as moral hazard (potential versus actual), (3) the degree of risk to qualify as a reckless 
action (an increase in risks versus exceeding a right level of risks), (4) the emphasis on the 
securititzation of credit risk as a cause of moral hazard, (5) the degree of importance of the 
principle of liability, (6) the type of collective problem (social justice versus market 
efficiency), and (7) what should be the basis for an appropriate solution to moral hazard 
(a selection of the type of actor versus a selection of the type of action). The absence of a 
shared belief on moral hazard among EU central bankers is also illustrated by the material 
from the interviews.

Discursive strategies around Moral Hazard

Review of bundesbank and ECB officials’ positions

Unsurprisingly, most of the positions expressed by central bankers on how to best achieve 
financial (and macroeconomic) stability relate to the main components of Banking Union: 
supervision, resolution, regulation (e.g. on capital requirements), and deposit guarantee 
schemes (see Table 9). The question of whether the main components of Banking Union 
contribute to reducing or increasing moral hazard, and hence whether they contribute to 
stability or instability, arises. Both Bundesbank and ECB officials approach regulation and 
deposit guarantee schemes in similar terms with regard to their effect on moral hazard. 
On the one hand, prudential rules for banks are described by both central bank officials as 
a suitable means to reduce moral hazard (and hence as a suitable means to achieve 
financial stability); on the other hand, the risk of moral hazard resulting from a European 
Deposit Insurance Scheme (EDIS) is acknowledged in both cases, especially in relation to 
‘legacy issues’ – that the danger of providing insurance coverage for banks with long-
standing problems (Mersch 2016; Dombret 2018). However, despite this agreement on 
EDIS as a potential source of moral hazard, its effect on financial stability is disputed: only 
ECB policymakers are in favour of EDIS, and of not postponing its establishment (e.g. 
Constâncio 2016b; Mersch 2016).

Bundesbank and ECB policymakers disagreed on other components of Banking Union 
in terms of their effect on moral hazard. On resolution, while both policymakers from the 
Bundesbank and the ECB welcome the establishment of a private bail-in regime – to lower 
the need of public bail-outs – as an effective means to reduce moral hazard, they disagree 
on how to achieve this objective. In particular, in the case of the ECB, officials supported 
the creation of a Single Resolution Fund (SRF) financed ex ante by contributions from the 
private sector as an appropriate mechanism to reduce moral hazard (e.g. Constâncio 
2011a, 2011b); whereas Bundesbank officials opposed the SRF and considered it not only 
as incapable of solving the moral hazard of banks but also as a potential new source of 
moral hazard (e.g. Weber 2010). While Bundesbank and ECB officials appear more aligned 
on the need for the Single Supervisory Mechanism (SSM) as a means to reduce moral 
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hazard, officials at the two central banks placed emphasis on different channels. For 
example, ECB officials stressed the need to reduce the moral hazard resulting from the 
information asymmetry between a non-supervisory central bank and national supervisors 
(Lautenschläger 2014). Bundesbank officials placed emphasis on reducing the moral 
hazard of SIFIs, and the moral hazard resulting from biased national supervision 
(Weidmann 2017).

In sum, officials from both central banks find that moral hazard is both pervasive and 
ambiguous in the context of Banking Union. In some cases, there is a professional 
consensus among officials from the two central banks on whether a certain component 
of Banking Union contributes to reduce or increase moral hazard, even though this 
consensus does not necessarily translate into an agreement on what is best in terms of 
financial stability. In other cases, a doubt exists on whether a certain component of 
Banking Union contributes to reducing or increasing moral hazard. The next sub-sections 
review the discursive strategies employed by central bankers to strengthen their positions 
and to weaken alternative positions (Table 10). at the end of this section provides a 
summary of the main discursive strategies employed by central bankers to legitimize their 
positions).

Table 9. Positions on financial stability, by case study.
Bundesbank ECB Total

On Banking Union
Resolution 20 22 42
Supervision 9 17 26
Regulation 9 7 16
(E)DIS 3 7 10
BU / resilience of the financial system in general terms 4 3 7

44 56 100
Responsibility of the ECB / central bank in financial stability 2 21 23
For financial safety nets available to countries 0 10 10
For a reliable way to identify systemic relevance 8 0 8
For a central fiscal capacity 0 4 4
For the Volcker rule 2 1 3
Problematic asymmetric institutional design 2 0 2
End the nexus between banks and sovereigns 2 0 2
Permanent crisis management mechanism: design matters 0 2 2
Strict conditionality 1 0 1
Exceptional cases must not become the rule 1 0 1
In principle: no bail-out, no monetary financing 1 0 1
Toughening SGP 1 0 1
For the implementation of a CCP for OTC derivatives 1 0 1
For CMU 0 1 1
For ‘Living wills’ 1 0 1
International regime only for international institutions 1 0 1
Sovereign risk as paramount importance 1 0 1
Refrain from targeting asset prices 0 1 1
Bailing out banks is not the best response 0 1 1
For direct bank recapitalization by ESM 0 1 1
SUM 69 98 167
N = Documents 44 82 126

Source: Authors. The numbers indicate the frequency of coded segments.
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ECB discursive strategies

Policymakers from the ECB employ several discursive devices to strengthen their positions 
and to weaken alternative positions. Based on illustrative statements, we provide a 
summary of the most frequent discursive devices used by central bankers from the ECB 
to influence others’ beliefs about moral hazard. To give strength to their arguments and 
build legitimacy around their positions, one of the most frequent devices employed by 
ECB officials is to play on the complexity of the social world and to present their positions 
as responding to this complex reality. Policymakers from the ECB emphasize the differ-
ence between theory and practice, notably in terms of the efficiency of markets (e.g. Bini 
Smaghi 2011a), rational preferences (e.g. Tumpel-Gugerell 2011), and perfect information 
(e.g. González-Páramo 2009a). In contrast to a simplified theoretical situation in which 
markets are efficient, agents rational, and information perfect, ECB officials stress that they 
are facing a complex reality, made of dilemmas and trade-offs. Moral hazard is often 
discursively constructed as being at the heart of such difficult choices, where no easy 
solutions are available to policymakers. See, for example:

‘On the one hand, we must avoid doing the job of others, taking away their incentive to adopt 
measures within their competence, thus creating moral hazard. On the other hand, we cannot 
hide behind principles and rules designed for a theoretical situation which no longer 
corresponds to the reality, and cannot give up fulfilling our responsibilities to avoid much 
worse situations’ (Bini Smaghi 2011a, 10).

If the positions of ECB policymakers respond to a complex reality characterized by difficult 
choices, the alternative positions must be in line with theoretical models that present easy 
choices or ignore empirical evidence and developments. The framing of alternative 
positions in such ways is used by ECB officials to weaken their opponents’ arguments 
about moral hazard:

‘The proof that this system does not encourage moral hazard lies in the fact that countries in 
distress wait until the last moment before subjecting themselves to the Fund’s conditionality’ 
(Bini Smaghi 2011a, 7).

‘Inaction based on fear of complications is rooted in the belief that there is no need to change 
existing arrangements, even when all evidence and analysis point to the need to act. But this 
complacency is motivated by arguments that often find no support in reality’ (Draghi 2019, 3).

Table 10. Main discursive strategies around moral hazard to legitimise positions.

Common strategies

Conformity to academic knowledge 
Continuity with the past

ECB Bundesbank

Complexity of the social world 
Moderate positions 
Minimize moral hazard 
Moral hazard as mostly theoretical 
Constructing the ECB as in the central banks 

group 
Labeling the ECB positively

Credible, prudent, and fair positions 
Exaggerate moral hazard 
Moral hazard as an empirical phenomenon 
Economists group (labeled as the ones who understand moral 

hazard) 
Taxpayers group (labeled as victims)

Source: Authors.
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Another common (and related) discursive device employed by ECB officials is to portray 
their positions as being moderate or balanced, and to portray the alternative positions as 
extreme or lacking in judgment:

‘In crises, extreme solutions — activism with full discretion on the one hand, and total lack of 
action on the other — may seem easy to some, but such solutions are mistaken’ (Bini Smaghi 
2011a, 10).

‘This requires striking the right balance between insuring against crises, curbing risk-taking 
behaviour and mitigating moral hazard with a strong incentive framework’ (Coeuré 2014, 3).

With regard to moral hazard, ECB officials also tend to strengthen their position and to 
weaken alternatives by referring to knowledge. They construct legitimacy around their 
positions by presenting them as being in conformity to academic research, and in 
accordance with the positions of figures of authority in the field of macroeconomics, 
such as the International Monetary Fund (IMF):

‘Influential research literature claims that liquid stock markets help foster corporate govern-
ance and hence reduce moral hazard’ (Trichet 2010, 3).

‘Finally, many, including the staff of the IMF, have supported the idea of a European 
Resolution Authority responsible for crisis management and resolution, probably combined 
with a European Deposit Insurance and Resolution Fund’ (Constâncio 2011b, 4).

On the contrary, alternative positions are described as being based on limited academic 
knowledge – that is, areas where economic analysis is not extensive, conclusive, or where 
a relatively high degree of uncertainty remains:

‘Moral hazard and policy instrument instability pose questions to which we are not in a 
position to [provide] a firm answer at this point in time. I would like to see these questions 
studied and debated in eminent academic institutions like this’ (Trichet 2009, 8).

‘The literature on whether adding banking supervision to monetary policy creates conflicts of 
interest is not well developed. The concern is that a central bank which is also in charge of 
supervision would turn into a supervisor with access to central bank liquidity. As recently 
pointed out by Stefan Gerlach, it could then occasionally relax its monetary policy, potentially 
generating an inflationary bias impairing its credibility, and also contribute to more risk- 
taking by banks (moral hazard), and in turn breed future financial instability. The central bank 
could in particular be inclined to continue lending to weak banks for fear that winding them 
up would trigger losses. Although this literature is not conclusive, we take such concerns 
extremely seriously’ (Coeuré 2013, 4).

An additional discursive device used by ECB officials to strengthen their positions and 
weaken the alternatives is to play around the boundaries of legitimacy. On the one hand, 
they recognize the acceptability of certain principles expressed by their opponents in 
relation to moral hazard:

‘There is no question that moral hazard issues need to be taken very seriously into account 
when central banks decide on measures to support the banking system in a situation of 
financial turmoil’ (González-Páramo 2008, 16).

‘In a financial crisis which is partly derived from excessive public debt, monetary policy should 
avoid covering the liabilities of fiscal policy and printing money to finance the public debt, 
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thereby coming to the aid of the fiscal authorities and allowing them to postpone the 
adjustment — again a problem of moral hazard’ (Bini Smaghi 2011a, 7).

On the other hand, they present the alternative positions as illegitimate because the issue 
justifying such positions is currently being addressed:

‘This is not a new issue. It has been dealt with in the context of the IMF and consists of 
attaching strong conditions, in terms of structural and fiscal policies, to any financial support 
that is provided to a country in difficulty. Financial support is disbursed only according to 
precise milestones, linked to compliance with the conditions contained in the programme. 
There is no need for Europe to reinvent the wheel’ (Bini Smaghi 2010, 5).

‘To protect against such effects both the regulation proposed by the European Commission 
and the ECB’s Opinion on this regulation call for a governance structure that strictly separates 
the monetary functions from the supervisory functions’ (Coeuré 2013, 4).

‘The European Commission’s proposal sets out a clear roadmap towards a single EDIS, which I 
strongly welcome. It already provides safeguards against moral hazard and ensures that 
banks pay for their own risks’ (Constâncio 2016a, 3).

Furthermore, to weaken alternative positions on moral hazard, ECB officials often describe 
moral hazard as a type of concern as opposed to a type of problem. This rhetorical device 
can be interpreted as a kind of euphemism since it aims to attenuate or mitigate moral 
hazard: the formulation ‘concerns of moral hazard’ implicitly indicates that moral hazard is 
a cause for worry, which – after reassurance – might be unnecessary. This framing of moral 
hazard poses a specific relationship between ECB officials and their opponents: ECB 
officials play the role of a trusted figure who is there to reassure, while opponents play 
the role of worried children who need reassurance.

To strengthen their positions, ECB officials also emphasize the conformity of such 
positions to the legal mandate of the institution – in particular, to the primary objective 
of price stability – and to the tradition it embodies. ECB officials tend to legitimize their 
positions by presenting them not in rupture but in continuity with the past:

‘Here, we have to be especially vigilant to shield monetary policy from attempts to engross it 
into inappropriate financial stability tasks; for such attempts may turn out to be disguised 
aspirations to drag the well-established paradigms of monetary dominance towards the 
realm of fiscal dominance’ (Praet 2012, 4).

‘If the ECB had not provided liquidity, there would have been bailouts, abrupt debt reduction 
and thus a deepening of the recession — and this would have made our mandate of ensuring 
price stability much more difficult’ (Lautenschläger 2014, 2).

Finally, in parallel to discursive strategies aimed at constructing arguments and the 
legitimacy of positions, ECB officials also employ strategies to construct in-groups and 
out-groups and to label social actors more or less positively or negatively. To strengthen 
their position, ECB officials tend to emphasize their membership of the group of central 
banks. As a member of this group, the ECB acts as (any) other central bank:

‘In response to these tensions, the ECB and other central banks have undertaken a variety of 
liquidity management operations in order to support the interbank money market’ 
(González-Páramo 2008, 16).
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‘Not only the ECB, but all the central banks of developed countries have implemented 
measures geared to the difficulty of the situation’ (Bini Smaghi 2011a, 10).

Unsurprisingly, ECB officials tend to label the ECB positively. In particular, the ECB is 
portrayed as a modern and innovative protector or guardian, as the ‘only game in 
town’, and – on one occasion – as a scapegoat:

‘This new programme is a clear example of how far the ECB fulfils contemporaneously the role 
as a stability guardian and as crisis manager’ (Asmussen 2012: 4).

‘It follows logically from the points I have just made that the central bank, as the only player 
that has no liquidity constraints, can and should help to overcome a liquidity crisis by 
injecting additional cash into the system’ (González-Páramo 2009b, 2).

‘The ECB, for example, was reprimanded for having exacerbated the Irish crisis in November 
2010, after demanding for a long time that the government swiftly adopt the necessary 
measures for fiscal consolidation. Recently, a former Irish Prime Minister has even had the 
honour of front page headlines when he reproached the ECB for not having sufficiently 
monitored the Irish banking system when it is well known that in Europe the powers of 
prudential supervision are the responsibility of the national authorities, a competence that 
you do not want to give up’ (Bini Smaghi 2011b, 4).

Bundesbank discursive strategies

Similarly, top Bundesbank officials employ discursive devices to strengthen their positions 
and to weaken alternative positions. We summarise here the most frequent discursive 
devices used by German central bankers to influence others’ beliefs about moral hazard. 
In contrast to what was found in the case of the ECB, it is worth stressing that Bundesbank 
officials never describe moral hazard as a type of concern but as a kind of problem. This 
rhetorical device can be interpreted as a kind of hyperbole in that it aims to emphasize or 
exaggerate moral hazard: formulations such as ‘the problem of moral hazard’ or ‘die Moral 
Hazard Problematik’ are often used by Bundesbank policymakers and implicitly indicate 
that moral hazard needs to be taken (more) seriously to be solved. This framing of moral 
hazard allows German central bankers to present themselves as responsible actors, while 
they depict opponents as irresponsible actors.

ECB officials are not alone in playing the card of conformity to academic knowledge to 
construct legitimacy around their positions. To strengthen their positions in relation to 
moral hazard, Bundesbank officials also present themselves as being in conformity with 
economic knowledge, be it theoretical or empirical:

‘I would like to draw your attention again to general economic theory as this enables us to 
identify fundamental problems that are well known to an economist’ (Weber 2008, 4).

‘The empirical results of a paper by Mora and Sowerbutts at the conference indicate that this is 
not only a theoretical reflection, but a present mechanism in the securitisation market’ (Ibid).

To further contest the claim that moral hazard is ‘only’ or ‘mostly’ something theoretical, 
German central bankers often refer to moral hazard as a type of phenomenon – ‘Die Moral 
Hazard Phänomen’ – and provide concrete examples:
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‘At the microeconomic level, it is above all wrongly set incentives that contributed to the 
emergence of the financial crisis, be it due to a lack of transparency, inadequate regulatory 
frameworks or the phenomenon of moral hazard so familiar to us economists’ (authors’ 
translation; Weber 2009, 3).

‘The dramatic waning of enthusiasm for reform on the part of the Berlusconi government 
following SMP purchases of Italian government bonds shows how quickly a country’s will to 
reform can evaporate when budget constraints are eased’ (Weidmann 2015a, 6).

Another discursive device used by Bundesbank officials to strengthen their positions and 
challenge alternatives is to emphasize the credibility (or lack thereof) of different policy 
options. When it comes to moral hazard, credibility appears as a crucial criterion to assess 
the efficiency of proposals. Bundesbank officials often present alternative positions as 
unbelievable and inefficient:

‘However, since failure still cannot be ruled out entirely, minimising moral hazard ultimately requires 
a system that allows an orderly restructuring of SIFIs. Only then will it be possible to credibly bail-in 
investors and thus impose the necessary market discipline on SIFIs’ (Weber 2011, 5).

‘There is a nice aphorism on this issue by Nassim Nicholas Taleb, the author of The Black Swan: 
“The main difference between government bailouts and smoking is that in some rare cases the 
statement ‘this is my last cigarette’ holds true”. [. . .] Governments might promise to refrain from 
bailouts in order to prevent moral hazard behaviour. But when financial stability is at stake, they 
have an incentive to deviate from their previous commitment’ (Weidmann 2016, 3).

In addition to the argument constructed around the question of credibility, Bundesbank 
policymakers often frame their positions as being fair in terms of distribution of costs and 
benefits:

‘As a key requirement, a new regime would have to allow supervisors to choose restructuring 
over bailing-out and thus avoid unfair burden sharing and moral hazard’ (Weber 2010, 8).

‘And as Governor Carney said last year in Davos: “To make the system fairer, the days when 
banks privatised gains but socialised losses must end”’ (Weidmann 2015b, 8).

Bundesbank officials also tend to frame their positions as prudent, placing great value on 
the fact of being cautious or vigilant when dealing with moral hazard:

‘That is why discretionary scope needs to be used responsibly. Exceptions should be confined 
to rare, clearly defined instances. Otherwise, the seeds of growing risk in the future would be 
sown under the guise of protecting systemic stability’ (Buch 2014, 5).

‘But what happens in the transitional phase if, during the build-up phase, the resolution fund 
needs larger funds for resolution after the bail-in? For this case too there must be a plan B’ 
(Nagel 2014, 7).

Finally, Bundesbank officials also construct the legitimacy of their positions by reference 
to conformity to past and guiding principles, notably ordoliberal ones, and frame alter-
native positions as contrary to such fundamental principles:

‘This requires preserving the cornerstones on which the European Monetary System is based: 
the principle of a country’s own financial responsibility (no bail-out) and, in order to safeguard 
confidence in stability, the requirement that the central bank refrain from monetary govern-
ment financing, i.e. the financing of government tasks and deficits by the central bank’ 
(authors’ translation; Zeitler 2011, 15).
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‘This implicit state insurance, however, invalidates a fundamental principle of the market 
economy. A principle that Walter Eucken summed up in one sentence: “who has the benefit 
must also bear the cost”. This principle of liability is the basis of a functioning market 
economy. If it does not apply, the behaviour of actors changes and moral hazard arises’ 
(authors’ translation; Dombret 2014, 3).

In parallel to discursive strategies aimed at constructing arguments and the legitimacy of 
positions, Bundesbank officials also employ strategies to construct in-groups and out- 
groups and to label social actors more or less positively or negatively. For example, 
Bundesbank officials refer to a group of ‘knowledgeable economists’ (Bundesbank 
Quotes 7). In particular, moral hazard is described as something well-known by econo-
mists – thus creating a distinction between ‘knowledgeable economists’ versus others 
and implying a consensus among credible economists on moral hazard. At times, 
Bundesbank officials emphasize their membership in this group of economists, a strategy 
that aims to weaken alternative positions by implicitly stating that they are based on 
ignorance:

‘[. . .] or the phenomenon of moral hazard so familiar to us economists’ (authors’ translation; 
Weber 2009, 3).

‘Economists call this phenomenon moral hazard’ (authors’ translation; Dombret 2012, 2).

Finally, Bundesbank officials also frequently mention ‘taxpayers’, which are labelled as 
innocent victims.6 By framing their positions as a means to protect taxpayers, they 
construct legitimacy and strengthen their positions:

‘First, the costs of stabilisation are not borne by those who caused the crisis but by the 
taxpayers (although there might be a certain overlap, of course)’ (Weber 2010, 3).

‘The objective of regulatory reforms, then, is not to upset the financial industry, but to 
strengthen the resilience of the banking sector and to prevent the taxpayer from bailing 
out banks in the future — which is in my view crucial for the public support of our market 
economy’ (Weidmann 2016, 3).

Conclusion

Our text analysis and the material from the interviews demonstrate that the precise 
meaning of moral hazard is contested and that there is a certain professional dissensus 
about the concept of moral hazard in EU central banking. We found that for Bundesbank 
officials moral hazard is often something close to: ‘the risk that SIFIs may take more risks, 
in response to financial sector characteristics and activities that reduces the exposure to 
consequences and violates the principle of liability, which poses a problem of social 
justice, and that requires a selection of which actors are worthy of support’. In the case 
of the ECB, we found that moral hazard is often something close to: ‘the risk that banks 
take excessive risks, in response to public intervention that reduces the exposure to 
consequences, which poses a problem of market efficiency, and that requires conditional 
support’. These reconstructed definitions are indicative of different properties to qualify 
something as moral hazard. In particular, Bundesbank officials tend to label ‘moral hazard’ 
situations where the possibility of increased risk-taking arise, while ECB officials tend to 
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label as moral hazard situations where excessive risks have been taken. This difference is 
crucial because it changes the universality of moral hazard: in the case of the ECB, moral 
hazard is presented as something more restricted than in the case of the Bundesbank. As a 
conclusion, it is also worth stressing that, contrary to ECB officials, central bankers from 
the Bundesbank emphasized the securitization of credit risk as a cause of moral hazard. 
This might be interpreted as a sign that German central bankers were less complacent 
with regard to the financial sector and more inclined to blame the financial sector for the 
international financial crisis than central bankers from the ECB.

In our review of discursive strategies, we found common and specific strategies: in 
both cases, despite defending opposed positions, conformity to academic knowledge and 
continuity with the past is claimed by central bankers. While ECB officials tended to 
emphasize the complexity of the social world and the value of moderate positions; 
Bundesbank officials tended to emphasize the value of credible, prudent, and fair posi-
tions. Moreover, while ECB officials tended to minimize the risk of moral hazard and to 
present it as something mostly theoretical, central bankers from the Bundesbank tended 
to exaggerate moral hazard and to present it as an empirical phenomenon. The analysis of 
positions and discursive strategies on moral hazard presents evidence of a ‘battle of ideas’ 
between top Bundesbank and ECB officials.

The empirical analysis of how Bundesbank and ECB officials understood and made use 
of the moral hazard concept with regard to Banking Union-related issues provides 
evidence in favour of our hypothesis: we found elements to conclude that there is a 
professional dissensus on what moral hazard is and that a discursive battle between 
Bundesbank and ECB officials to influence the beliefs of others in relation to moral hazard 
and Banking Union took place. Moral hazard is not a technical concept but a political one: 
its meaning is contested and appears to stem from distinct influences of ordoliberal ideas 
and different institutional interests and preferences on the construction of Banking Union. 
The power of the moral hazard concept in this context of central bank positioning on 
Banking Union does not lie in an ideational professional consensus but rather in its 
ambiguity which can serve to promote different preferences and specifically the 
Bundesbank’s caution on and the ECB’s stronger support for the construction of 
Banking Union. The different use of the moral hazard concept also demonstrates an 
important development in the politics of central banking in the Eurozone, and specifically 
how the Bundesbank and the ECB have grown apart in their conceptions of what the role 
of a central bank should be.

Notes

1. The data was collected in mid-October 2021.
2. The website of the Bundesbank allows for a topical search: the topics of ‘banking supervision’ 

and ‘financial stability’ were selected. In the case of the ECB, the topical selection was made 
through a keyword search (i.e. ‘banking supervision’ and ‘financial stability’) in the dataset of 
all speeches from 01.01.2007, with an occurrence of moral hazard.

3. The six Bundesbank officials were: Dombret, Weber, Weidmann, Buch, Zeitler and Nagel. The 
fourteen ECB officials were: Trichet, Draghi, Papademos, Schnabel, Praet, Constancio, Coeuré, 
Gonzáles-Paramo, Asmussen, Bini Smaghi, Stark, Tumpel-Gugerell, Mersch, and 
Lautenschläger. Four of the ECB officials (Schnabel, Asmussen, Stark and Lautenschläger) 
were Germans.
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4. Disclaimer: the interviews represent the interviewees’ personal opinions and do not neces-
sarily reflect the views of the central bank.

5. This result applies specifically to the topics of the selected documents (i.e. banking super-
vision and financial stability).

6. ‘Taxpayers’ as a group are also present in ECB speeches but appear with greater relative 
frequency in Bundesbank speeches.
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