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Legitimising green monetary policies: market
liberalism, layered central banking, and the ECB’s
ongoing discursive shift from environmental risks to
price stability
Nicolás Aguila and Joscha Wullweber

Department of Philosophy, Politics, and Economics, University of Witten/Herdecke, Witten,
Germany

ABSTRACT
Through the analysis of ECB Executive Board member speeches, we have
identified three main narratives about the consequences of the
environmental crisis in the monetary authority’s spheres of influence: The first
emphasises environmental phenomena as financial risks; the second
highlights the green investment or financing gap; and the third focuses on
the impacts of climate change on price stability. These narratives lead to
different forms of legitimisation in terms of why and how the central bank
should intervene to tackle climate change. We show that the third narrative
is displacing the first as the dominant discourse around ECB climate policy.
The shift in focus from the central bank’s duties to maintain financial stability
to its responsibilities regarding price stability under the primary mandate
could lead to far-reaching green monetary policies. However, based on the
concept of layered structures, we argue that this change does not signal a
departure from market liberal central banking but rather a shift within the
prevailing system. What we are witnessing is a new form of market liberalism
adapted to climate change, or market liberalism in climate crisis mode.
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Introduction

As the climate crisis escalates, central bankers are publicly voicing growing
concern over the challenges to the economy and the financial sector posed
by changing environmental conditions. Former Governor of the Bank of
England (BoE) and Chair of the Financial Stability Board (FSB) Mark Carney

© 2024 The Author(s). Published by Informa UK Limited, trading as Taylor & Francis Group
This is an Open Access article distributed under the terms of the Creative Commons Attribution License (http://
creativecommons.org/licenses/by/4.0/), which permits unrestricted use, distribution, and reproduction in any
medium, provided the original work is properly cited. The terms on which this article has been published allow the
posting of the Accepted Manuscript in a repository by the author(s) or with their consent.

CONTACT Nicolás Aguila Nicolas.Aguila@uni-wh.de Department of Philosophy, Politics, and
Economics, University of Witten/Herdecke, Alfred-Herrhausen-Straße 50, Witten 58448, Germany

JOURNAL OF EUROPEAN PUBLIC POLICY
https://doi.org/10.1080/13501763.2024.2317969

http://crossmark.crossref.org/dialog/?doi=10.1080/13501763.2024.2317969 &domain=pdf&date_stamp=2024-02-16
http://orcid.org/0000-0003-0481-8419
http://orcid.org/0000-0003-1928-1933
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
mailto:Nicolas.Aguila@uni-wh.de
http://www.tandfonline.com


(2015) led the way in this regard with an often-quoted speech in which he
called for decisive action to ‘break the tragedy of the horizon’. At the Euro-
pean Central Bank (ECB), climate concerns were absent from policy discourse
prior to 2018 or only mentioned in passing as a contemporary social chal-
lenge on the same footing as demographic aging or digitalisation (Deyris,
2023). Since then, however, ECB Executive Board members have increasingly
tackled the issue of the role the central bank should play in the crisis.

Although the topic has increasingly been recognised as important for the
ECB, the measures adopted so far are surprisingly modest considering the
magnitude of the challenges faced, focusing mainly on voluntary disclosure
and climate stress testing. This is acknowledged by central bankers them-
selves: ‘[O]ur current actions in relation to climate change […] are still falling
short of the Paris objectives’ (Schnabel, 2023, p. 4). Despite the existence of
several alternative proposals, strong monetary instruments to address the
climate crisis are not on the agenda (Dafermos et al., 2020, 2021; Dziwok &
Jäger, 2021; Langley & Morris, 2020). In this article we explore the disconnect
between the growing attention that the climate crisis is receiving at the ECB
and the failure on its part to implement more ambitious policies.

We show that the explanation is partly related to how ECB board members
seek to legitimise green action. Based on an analysis of the 126 ECB board
member speeches from January 2018 to December 2022 in which climate
issues are discussed,we identify threemainnarratives about the consequences
of the environmental crisis in the areas of monetary authority influence. The
first emphasises environmental phenomena as financial risks to be addressed
under the financial stability mandate; the second highlights the green invest-
ment or financing gap; and the third focuses on the impacts of climate change
on price stability and therefore falls under the primary mandate.

In addition, we show in quantitative terms that since 2021, the third nar-
rative has surpassed the first in dominance. Regarding the legitimacy of
endeavours in support of green monetary policy measures, the shift in rheto-
ric at the ECB from ‘not our business’ to ‘financial risk’ to ‘part of our primary
mandate’ is not just a lingual change but a development with potentially sig-
nificant policy implications. This is because the different narratives, while not
contradictory, lead to different forms of legitimisation in terms of why and
how the central bank should intervene to tackle climate change. From the
first narrative, it follows that environmental and climate-related financial
risks justify mostly, although not exclusively, a financial regulatory role for
central banks to prevent financial instability (DiLeo, 2023). This framing,
which was dominant until 2021, significantly constrains the scope for green
action, limiting policies to soft supervisory measures such as disclosure and
stress tests (Chenet et al., 2021; Christophers, 2017; Quorning, 2023; Thie-
mann et al., 2023). According to the second narrative, the central bank
should adopt measures to bridge the financing gap. This, however, could
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lead to very different approaches. For ECB board members, this has largely
taken the form of advocacy efforts to bring about the banking union and
capital markets union. The first two narratives are accordingly important in
paving the way for the argumentative turn but not very powerful from the
angle of the ECB’s mandate. By referring to the ECB’s primary mandate, the
third narrative opens up a corridor for the shaping of more far-reaching
green monetary policies in the near future. To date, however, the new narra-
tive has not been matched with new policy proposals. Moreover, the ECB
board members whose statements more clearly align with the third narrative
have been careful to reject instruments that go beyond financial supervision.

To explain why the growing focus on inflation and the primary mandate
has yet to be translated into more ambitious monetary policy proposals,
we develop the concept of layered structures. Layers are political and
socio-economic structures created as a result of discursive struggles over
what policies are appropriate and legitimate to achieve certain goals (Ber-
tramsen et al., 1991; Laclau, 1990, 2005; Wæver, 2005). Through discursive
processes, certain views or specific political programmes prevail and
become hegemonic (Laclau & Mouffe, 1985). The result of these struggles,
which may take place over a long period of time, is a stratified social and poli-
tico-economic structure consisting of different discursive layers that are sedi-
mented to varying degrees. We conceptualise the market liberal paradigm at
the ECB as a tripartite layered structure consisting of accepted goals, policies,
and institutional characteristics. In this structure, the most deeply rooted
layers are the most depoliticised and therefore the hardest to transform
(the mandate of price stability, independence, and interest rate management
as the main tool). Those that are the least firmly rooted (the goal of support-
ing EU policies, market neutrality, and unconventional monetary policies) are
more susceptible to change.

At the outset of the debate over climate change, ECB board members
sought to legitimise green action by framing the issue as falling within
the remit of the financial stability mandate. Several scholars (Christophers,
2017; Konings, 2016; Langley & Morris, 2020) show that the framing of
climate change as financial risk limits green central banking to market-
based approaches. Thiemann et al. (2023) identify three layers in central
bank discourse on climate change: First, climate change as a financial stab-
ility risk (aligning financial markets with climate change); second, central
banks as responsible investors (greening of central banks own portfolios);
and third, a change in monetary policy (greening of central bank interven-
tions in financial markets). We argue instead that these three layers consti-
tute an evolutionary process within the same narrative ‘climate risks as
financial risks’. While building on the insights of Thiemann et al. regarding
the evolution of the central banking discourse, we expand the classification
to include two further narratives.
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Following these analyses, and based on the concept of layered struc-
tures, we argue that the progression in the framing of environmental con-
cerns from a risk to financial stability towards a threat to price stability far
from signals a shift away from market liberal policies. The change in narra-
tive can rather be interpreted as an attempt to legitimise environmental
issues as falling within the scope of the mandate which is rooted in the
deepest layer. Although we find that the new narrative does indeed
have the potential to reframe what is legitimate under the ECB’s
mandate and therefore to open doors for new monetary policies in the
process, it is limited in its capacity to create new green monetary policies
effective in tackling the environmental causes of inflation because it
remains embedded in the tripartite hegemonic structure. This implies
that any new policies will continue to stay firmly entrenched in the
market liberal paradigm. The change, albeit potentially groundbreaking,
is taking place entirely within the scope of market liberal central
banking. In this sense, what we are presently witnessing is a new form
of market liberalism adapted to climate change, or market liberalism in
climate crisis mode.

The remainder of the paper is organised as follows: In Section 2 we
introduce the concept of ‘layered social structures’ to illustrate the
process of change within continuity. In the third section, we apply quanti-
tative text analysis to demonstrate the increasing relevance of climate
issues at the ECB. This is followed in the fourth section by an in-depth
analysis of ECB speeches in which we identify three main narratives
within the discourse of green central banking, after which we relate
these narratives to the ECB’s mandate and policy instruments and show
how their relative importance has evolved over time. Section 5 explores
the ECB’s actual green policies. The final section draws conclusions and
elaborates on a paradox that emerges from the narratives in the climate
monetary policy discourse.

The layers of market liberal monetary policy

In order to assess the significance and extent of current changes in climate
policy at the ECB, we use the concept of layered social structures. Based on
Laclau’s political theory (1990, 2005), the concept has been further developed
by several other scholars (Bertramsen et al., 1991; Wæver, 2005; Wullweber,
2015, 2019). Layers, or strata as referred to by Deleuze (1999), are political
and socio-economic structures created as a result of historical developments
and events. These formations are the outcome of discursive struggles over
what policies are appropriate and legitimate to achieve social, political, or
economic goals, or to overcome a social or economic problem or crisis (Wull-
weber, 2016). When certain views or programmes become institutionalised
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and universalised, they are no longer seen as specific and interest-driven, but
as universal solutions corresponding to the common good of society (Laclau,
2000). The lower a layer is situated, that is, the more sedimented it has
become, the less it is politically questioned (Laclau, 1990). In the resulting
stratified structure, each layer selectively affects the formation of the
specific texture of the other layers. Overall, the layered structure privileges
‘some actors, some identities, some strategies, some spatial and temporal
horizons, some actions over others’ (Jessop, 2001, p. 285). This model
enables the visualisation of changes at different levels: ‘Change is not an
either-or question, because we are not operating at one level only’ (Wæver,
2005, p. 36). It becomes possible to ‘specify change within continuity’
(Wæver, 2005, p. 36). In non-crisis times, this structure remains largely unpo-
liticised and unquestioned. Change happens slowly. Crises, however, can
cause one or more layers to become dislocated in a relatively short period
of time (Laclau, 1990). Usually, the institutional response consists of attempts
to make mere ‘surface changes’ (Wæver, 2005, p. 37). However, major crises
can also lead to the politicisation and possible change in more deeply sedi-
mented layers, or even of the entire political and socio-economic structure.
This would then result in profound institutional transformation (Howarth
et al., 2000).

In reference to central banking, it is possible to identify different layers of
accepted goals, institutional characteristics, and policies that come together
to form the market liberal paradigm dominant since the 1980s. The overall
approach is based on the idea of a dichotomy between the state and the
market where the state is generally supposed to refrain from interfering in
market processes which, left to themselves, are supposed to achieve the
socially optimal outcome, and where only under certain exceptional circum-
stances such as market failures or crises, is temporary intervention on the part
of the state considered to be justified. Market liberal governance assumes
that the financial market ‘will itself entail precisely its own self-curbing and
self-regulation’ (Foucault, 2009, pp. 41–42). This implies governing ‘at a dis-
tance’ (Miller & Rose, 1990, p. 18) and accomplishing ‘policy objectives
through markets’ (Krippner, 2007, p. 478).

According to this framework, one especially relevant distortion of the
economy is considered to be inflation, which is viewed as resulting from
the excessive issuance of money, in particular as a consequence of
demands made by incumbent populist fiscal authorities who are seeking
re-election. In terms of mandate, this approach accordingly argues that
central banks should be concerned primarily, if not exclusively, with price
stability (DiLeo et al., 2023; Saad-Filho, 2018; Wray, 2007). Since the Great
Financial Crisis of 2007–9, many central banks also include financial stability
as part of their objectives (DiLeo, 2023; McPhilemy & Moschella, 2019; Thie-
mann et al., 2021). From the current trend of increasing interest rates,
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however, it is evident that the financial stability mandate remains subordi-
nate to the main goal of price stability.

In the case of the ECB, Article 127 (1) of the Treaty on the Functioning of
the European Union (TFEU) sets out the objectives and tasks of the European
System of Central Banks (ESCB). According to this article: ‘The primary objec-
tive of the European System of Central Banks […] shall be to maintain price
stability.’ This means that price stability takes precedence over all other tasks
and issues. With regard to economic stability, often referred to as a secondary
mandate, the article reads as follows: ‘Without prejudice to the objective of
price stability, the ESCB shall support the general economic policies in the
Union […].’ The ECB’s role as financial regulator is even less clearly defined
(Mersch, 2018b). In this respect, Article 127 (5) provides that ‘The ESCB
shall contribute to the smooth conduct of policies pursued by the competent
authorities relating to the prudential supervision of credit institutions and the
stability of the financial system’, while pursuant to Article 127 (6) ‘The Council
[…] may […] confer specific tasks upon the European Central Bank concern-
ing policies relating to the prudential supervision of credit institutions and
other financial institutions […].’

At an institutional level, the market liberal central banking approach holds
that keeping independent central bankers shielded from the pressure of poli-
ticians is the best way to pursue the objective of price stability (DiLeo et al.,
2023; Goodhart & Lastra, 2023; McNamara, 2002). Similarly, central banks are
not supposed to coordinate with fiscal authorities (Conti-Brown, 2016; Good-
hart, 2011; Hall, 2008). What is more, central bankers are expected to follow
the principle of market neutrality. In other words, their operations are sup-
posed to reflect market forces rather than ‘distorting’ them by picking
winners and losers (van ‘t Klooster & Fontan, 2020). Nevertheless, market neu-
trality is not enshrined in primary law, and on several occasions the ECB has
deviated from the principle (Schnabel, 2021c).

Finally, at a policy level, interest rate management has been the central
bank tool of preference (Saad-Filho, 2018; Wray, 2007). Under no circum-
stances are central banks supposed to engage in government financing
(Conti-Brown, 2016; Goodhart, 2011; Hall, 2008). Since the Great Financial
Crisis of 2007–2009, central banks have also deployed financial tools for regu-
latory and supervisory purposes (McPhilemy & Moschella, 2019; Thiemann
et al., 2021). Moreover, they have engaged in so-called unconventional mon-
etary policies such as asset purchase programmes. However, such measures
are seen as temporary crisis interventions that should be scaled down as
quickly as possible.

Based on this analysis, it is possible to identify a tripartite layered structure
of accepted goals, institutional characteristics, and policies within the ECB
(see Figure 1). The positioning of the different layers in our model indicates
the degree to which each is recognised as a boundary for intervention and
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a foundation of central bank operations. The farther down a layer is located in
the model, the more stable and less questioned it is. This institutional setting
favours certain policy approaches over others. The decision-making process
for implementing monetary policy takes place on an uneven and pre-struc-
tured terrain where market liberal approaches have a strong advantage.

It is these layers of principles which form the basis of concrete monetary
policy. Departure therefrom is generally not considered legitimate
(Schmidt, 2022). Even in times of crisis, when the central bank has little
choice but to deviate from convention, any exceptional measures are
viewed very critically (Lombardi & Moschella, 2016). Notwithstanding some
interventions such as quantitative easing, which can remain in place for
quite a long time, the expectation is that procedures will return to normal
as soon as possible (Weidmann, 2018).

Like most central banks, the ECB does not have an explicit mandate regard-
ing sustainability and climate change (Dikau & Volz, 2021; NGFS, 2020).
Changes in monetary policy geared to taking action against climate change
therefore generally face accusations of exceeding central bank authority (Side-
rius, 2023). To legitimise their interventions, central bankers consequently
need to demonstrate how such measures are related to their existing man-
dates (Thiemann et al., 2023). The question is, however, whether green policies
can or even should follow from the aforementioned mandates. The legal
framework leaves room for interpretation, leading to an ongoing discursive
struggle over whether environmental concerns fall within the competence
of the ECB, and if so, underwhichmandate (van ‘t Klooster & van Tilburg, 2020).

In the following sections, we examine which narratives are pursued within
the ECB to legitimise climate-related monetary policy, how they affect its
layered structure, and whether they could lead to a departure from the pre-
vailing market liberal approach to central banking.1

The increasing relevance of climate issues at the ECB

To explore how ECB board members have aimed to legitimise climate issues,
we analysed the ECB speeches dataset which includes all speeches and other
documents issued by ECB board members from February 1997 to December

Figure 1. The ECB’s tripartite layered structure of central bank operations.
Source: Authors’ elaboration.
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2022 (ECB, 2019).2 Several scholars have recently used an analysis of speeches
to understand how central banks are legitimising their greening strategies
(Deyris, 2023; DiLeo, 2023; DiLeo et al., 2023; Șimandan et al., 2023). ECB
documents, and in particular communication tools such as speeches, do
not merely describe what the ECB has done or will do. They themselves con-
stitute a set of monetary policy instruments (Holmes, 2014; Krippner, 2007).
By announcing changes in monetary policy, such as an increase in key inter-
est rates, the ECB can often trigger desired reactions in the financial markets
(forward guidance). Similarly, by announcing green monetary policies such as
the tilting of the corporate bond portfolio, the central bank could induce
market responses such as the selling of dirty assets and the purchase of
green assets. At the same time, the ECB also seeks to legitimise monetary
policy through its communications. Especially when tackling new topics or
tasks, the central bank is always open to the accusation of overreaching its
competences. Since there is no direct democratic control over the ECB, its
mandate is the parameter by which it must be guided (Dikau & Volz, 2021;
Gnan et al., 2018; Lastra et al., 2020). For this reason, we were interested in
identifying how the documents frame the issue of sustainability and
climate change and in what way they legitimise the possible introduction
of green monetary policy.

Following Deyris (2023), we filtered the dataset according to specific cri-
teria in order to consider only those speeches in English which contain the
lemmas (i.e., word roots formed following a dictionary approach) ‘clima’,
‘sustain’, ‘carbon’, ‘green’, and/or ‘fossil’. We removed all references to the
topic prior to 2018, considering that discussion before then did not deal
with the impact of climate change as it relates to the ECB. Instead, environ-
mental issues were referred to as a general social challenge with no impli-
cations for central banking. Through the filtering process, we retrieved 126
speeches held between 2018 and 2022 by ten members of ECB’s Executive
Board. We coded these speeches according to four criteria: (a) relevance;
(b) framings of the consequences of climate issues and their bearing on
the central bank’s area of influence; (c) competences of the central bank to
tackle climate issues; (d) policy, i.e., specific instruments proposed. The meth-
odology is explained in more detail in the Appendix. Our analysis comp-
lements and expands upon that of Deyris (2023) by examining the
relevance of environmental issues in the speeches and also, more impor-
tantly, by focusing on the frames and narratives. Moreover, whereas Deyris’
dataset covers the period through 2021, by extending our analysis to 2022,
we were able to clearly identify the development of important trends, includ-
ing the increasing linking of climate change with inflation, that were only
beginning to emerge in 2021.

We examined the speeches to determine whether climate issues were
dealt with as the main topic, a secondary topic, or a minor topic. The
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results indicate that since 2018, climate issues have received increasing
mention in ECB board member speeches. The number of references to the
topic rose from just 6 in 2018 to a total of 45 in 2021, and 40 in 2022. As
Table 1 shows, while climate issues have gained increasing attention, they
rarely figure as the main topic of any speech prior to 2021. It was only in
2021 and 2022 that the topic took centre stage, with more than 10 speeches
during each of these two years focusing primarily on climate issues.

During the period under analysis, speeches related to environmental
issues (see Table 2) were held by ten out of the twelve ECB board
members (excepting Vítor Constâncio and Peter Praet). The three board
members most active in this respect were Christine Lagarde (with a total of
40 speeches), Isabel Schnabel (with 22 speeches), and Frank Elderson (with
18 speeches). Speeches in which climate issues were the main topic,
however, were only delivered by Lagarde on two occasions. For the most
part (in 24 of her speeches) she mentioned the topic only once, generally
in reference to a major challenge that Europe faces together with digitalisa-
tion. Elderson led the way by far with 16 speeches in which environmental
issues were the main topic. This is hardly surprising, considering that from
2017 to 2022 he also chaired the Network for Greening the Financial
System (NGFS), a group of 121 central banks and supervisors founded in

Table 1. Relevance of environmental issues in ECB Executive Board member speeches
by year.
Year Minor topic/Brief mention Secondary topic Main topic Total

2018 3 1 2 6
2019 9 2 3 14
2020 13 5 3 21
2021 23 8 14 45
2022 19 10 11 40
Total 67 26 33 126

Source: Authors’ elaboration based on ECB speeches dataset.

Table 2. Relevance of environmental issues in ECB Executive Board member speeches.

Executive Board Member
Minor topic/ Brief

mention
Secondary

topic
Main
topic Total

Benoît Cœuré (2012–2019) 8 1 1 10
Mario Draghi (2011–2019) 1 0 0 1
Frank Elderson (2023–2028) 1 1 16 18
Christine Lagarde (2019–2027) 24 14 2 40
Philip Lane (2019–2017) 4 1 0 5
Sabine Lautenschläger (2014–
2019)

1 2 1 4

Yves Mersch (2012–2020) 2 0 1 3
Fabio Panetta (2020–2027) 8 2 2 12
Isabel Schnabel (2020–2027) 13 3 6 22
Luis de Guindos (2018–2026) 5 2 4 11
Total 68 26 33 126

Source: Authors’ elaboration based on ECB speeches dataset and ECB website.
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2017 to conduct research, facilitate coordination between its members, and
define and promote best practices in terms of green central banking.

This purely quantitative analysis of the data confirms the trend identified
in other studies, namely that the issue of climate and sustainability is gaining
traction both in terms of the frequency with which it is mentioned as well as
in the number of ECB board members who have commented on the topic
(Deyris, 2023; DiLeo et al., 2023). This may indicate the beginning of a sedi-
mentation process at the ECB with respect to the issue, i.e., that it has
come to resonate with the ECB’s decision-making bodies and is starting to
have an impact on more deeply sedimented layers of central banking oper-
ations. To assess the validity of this conjecture, we conducted a qualitative
analysis of the main narratives.

The ECB’s three narratives on environmental issues

We identified three narratives in the dataset about the implications of environ-
mental and especially climate-related problems as they concern the central
bank’s area of influence.3 The relationship between climate issues and the
central bank has been framed by ECB board members around three main cat-
egories: first, environmental and climate risks as financial risks; second, the
existence of a green financing gap; and third, the impacts of environmental
issues on price stability. It is worth highlighting the fact that these three
approaches are not mutually exclusive. After all, since climate change does
affect every dimension of the economy, it would be consistent to argue that
green transition will affect financial and price stability and at the same time
require more financing than is currently available. Moreover, there is no one-
to-one correspondence between a specific narrative and a specific policy. Nar-
rative frames function as alternative arguments for legitimising policy propo-
sals anddecisions. In otherwords, different narratives can beused to legitimize
a single policy, such as the tilting of the corporate bond portfolio, and a single
narrative can also be used to legitimise several different policies.

Climate problems as financial risks

The narrative of environmental issues as financial risks is driven by an advo-
cacy coalition of actors including financial professionals, think tank research-
ers specialised in green finance, and senior government officials at the
national ministries of environment and finance who have strategically
framed the issue so as to appeal to central bankers (Quorning, 2023). The
framework gained prominence after the Breaking the Tragedy of the
Horizon speech by former Bank of England Governor and Chairman of the
Financial Stability Board Mark Carney (2015). In his speech, Carney warned
that three types of environmental and climate-related risks (physical,
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transition, and liability risks) could lead to financial instability by triggering a
collapse in asset prices and harming debtors’ ability to repay their debts, thus
exposing financial institutions to huge losses.

From the beginning, ECB board members have largely followed Carney’s
framework, according to which environmental problems were also conceptu-
alised as financial risks that pose a potential threat to financial stability (de
Guindos, 2019a, 2019b; Elderson, 2021a, 2021c, 2021b; Lautenschläger,
2018; Schnabel, 2020b). Perhaps the ECB’s clearest exponent of this view is
Frank Elderson, who has reiterated the perspective with statements such
as: ‘[C]limate change is a source of financial risk’ (Elderson, 2021c, p. 2), and
‘The main message from this should be clear […] Climate-related and
environmental risks are a source of financial risk. Even if the exact outcome
is uncertain, a combination of physical and transition risks from the
ongoing crises will materialise’ (Elderson, 2022a, p. 2). ECB board members
have meanwhile acknowledged that physical and transition risks are also
present in the ECB’s own balance sheet, particularly in its non-monetary
policy asset portfolios (Schnabel, 2020b).

In addition to the physical and transition risks described by Carney, ECB
board members emphasise that new financial products resulting from the
growing green or sustainable finance market could pose a potential source
of instability or even lead to price bubbles, ‘the Ponzi risk of green finance’
(Mersch, 2018a, p. 3).4

Following this framework, only one board member claims that climate
concerns fall outside of the central bank’s competences. Mersch (2018a,
p. 1) states: ‘By no means do I want to be the ‘spirit, ever, that denies’. But
in this concrete instance, the situation is clear: finding – or financing – the sol-
ution to the problems of climate change appears, at first glance, somewhat
remote from the primary mandate of a central bank.’

The position taken by Mersch (2018a, p. 4) so aptly illustrates the argument
initially brought by a number of governors that it warrants quoting him at
length:

Moreover, focusing purchases on green bonds would run counter to the
requirement to respect the workings of an open market economy and be tan-
tamount to industrial policy. The APP [Asset Purchase Programme] is a tool for
macroeconomic stabilisation, not for microeconomic reallocation. Deviating
from market neutrality and interfering with economic policy risks exposing
the ECB to litigation. It is not up to the central bank but to elected governments
to decide which industry is to be closed and when. As central bankers, we have
to respect and implement legitimate decisions in this context. And the effec-
tiveness of monetary policy has been bolstered by abstaining from normative
judgments on the morality of markets and industries.

Increasingly, however, most ECB board members have come to see green
measures as part of the ECB’s tasks, especially in the promotion of financial
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stability. This perhaps explains why several ECB board members maintain that
tackling climate change is not primarily the responsibility of central banks,
but rather of elected governments and legislators (de Guindos, 2019a,
2021b; Elderson, 2022b; Mersch, 2018a). Consequently, the aim of policy pro-
posals made by those who contend that climate issues should be conceptu-
alised as risks to financial stability is not to transform central banks into
agents directly responsible for tackling environmental problems, but rather
to confine their activity to controlling the risks for banks within the ECB
mandate. In the words of Elderson (2022c, p. 4):

Do not expect us to act to regulate or enforce environmental policies. We will
stick to our mandate. Our mandate is to keep under control the risks that banks
and the financial system are facing, and in that capacity we have to look closely
at the risks that are building up in the banking sector as a consequence of the
climate crisis.

And later he emphasises: ‘The ECB is not an environmental activist, but
rather a prudent realist. It is our job to point out risks, whether they are
macroeconomic, macroprudential, microprudential or related to litigation,
and to ensure that the financial sector takes them duly into account.’ On
the one hand, this approach allowed the translation of climate concerns
into the technocratic discourse of central banking, particularly to the macro-
prudential framework (DiLeo, 2023; Quorning, 2023; Thiemann et al., 2023).
The underlying rationale is that the misallocation of capital away from
green options to dirty activities results from market failures arising particu-
larly from a lack of information that ultimately leads to the mispricing of
assets (Christophers, 2017). This perspective holds that if sufficient infor-
mation and appropriate data modelling techniques are available, prices will
accurately reflect true risks, including those of an ecological nature, allowing
the market mechanism to correctly allocate capital and become resilient to
climate-related instability (Chenet et al., 2021; Langley & Morris, 2020; Thie-
mann et al., 2023). According to this reasoning, central banks should encou-
rage and support the market in the process of internalising environmental
costs. By successfully establishing a relationship between the climate crisis
and financial stability as a common good, the ECB board member arguments
in this respect serve as a convincing discursive strategy for locating climate
issues within the realm of monetary authority and accordingly within the
scope of the ECB mandates. In this way, the issue is becoming firmly
embedded within the sedimented layers of the mandate structure.

On the other hand, framing the issue in this way significantly constrains
the scope for green action (Langley & Morris, 2020; Quorning, 2023; Thie-
mann et al., 2023). Policy proposals are limited to instruments to improve
financial regulation under what Elderson (2022d, p. 1) calls an ‘immersive
supervisory approach’ to climate and environmental risks. This approach
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covers voluntary information disclosure, climate scenario analysis and stress
tests, prudential supervisory measures, and monitoring of the growing sus-
tainable finance market. Also included in this category are policies justified
as a way to protect the ECB from climate risks in its portfolio – tilting the
ECB’s portfolio, for example (Schnabel, 2020b). The overall strategy was sum-
marised by Elderson in a speech he held at an industry outreach event
(2022d, p. 2), in which he limited the scope of the supervisory approach to
urging banks to understand and manage the risks they face rather than obli-
ging them to do so by virtue of credit guidance or control policies:

To be clear, banks should not misconstrue the ECB’s actions as an outright call
for divesting from carbon-intensive activities or from geographical regions vul-
nerable to physical risk. Rather, we are asking banks to fully grasp the physical
and transition risks and to actively start managing them, with the aim of making
their portfolios more resilient to C&E risks.

The green financing gap

The second narrative frames the central bank as a catalyst for the develop-
ment of financial markets in order to bridge the gap between investments
needed for green transition and actual expenditures for green investments.
This problem is seen as arising from investors basing their decisions on
short-term horizons or not taking into account environmental risks (Lautens-
chläger, 2019).

In this category, ECB board member speeches often highlight the increase
in green finance in the euro area (frequently in the context of green bond
issuance, portraying the euro as the global currency of green finance, and
to a lesser extent where the growth of ESG [Environmental, Social, and Gov-
ernance] investment is concerned), while at the same time stressing both the
insufficiency of such investments compared with the estimated need, as well
as potential greenwashing risks due to unreliable or incomparable data and
credit ratings (Lagarde, 2021d, 2021c; Schnabel, 2020b, 2020a). In most cases,
however, the observations are not followed by discussion of the ECB’s role in
mobilising green finance or specific policy recommendations.

Instead of mentioning the central bank itself as a source of direct
financing, board members tend to stress the need to support private
markets. While recognising the importance of public investment, and high-
lighting the Next Generation EU fund established in February 2021, in part
to assist Member States to achieve climate goals as a positive development,
various ECB board members point out that these measures will not be
enough, and that private investment will also be needed. In this context,
they maintain that deepening the banking union and completing the
capital markets union would favour this goal (de Guindos, 2022a). In particu-
lar, they focus on equity markets which they hold to be in a better position to
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provide the kind of financing needed, considering the nature of green pro-
jects as capital intensive, long-term, innovative, and risky (de Guindos,
2021a; Lagarde, 2021c; Schnabel, 2020a). In this regard, the fragmentation
of national financial markets is depicted as a barrier to the financing of
green investments, leading to calls for a ‘green capital markets union’
(Lagarde, 2021d).

ECB board members who mention the green financing gap in their
speeches tend to view the ECB’s role merely in an advisory capacity, advocat-
ing in European forums for European supervision of green financial products
with official EU seals, integration of sustainability disclosures with financial
data, harmonisation of tax treatment of investments in sustainable finance
products, and convergence of national insolvency frameworks (Lagarde,
2021b, 2021d, 2021c).

Climate issues and price stability

The third narrative on the relationship between central banks and climate
change frames climate events as a potential challenge to price stability.
Lagarde (2020b, p. 3), for example, asserts that ‘bringing climate change
more fundamentally into our analysis and strategy is not ‘mission creep’:
climate change is also a price stability risk’. Similarly, Schnabel (2020a,
p. 12) states that ‘Climate change, if not addressed swiftly, can be expected
to affect the economy in a way that poses material risks to price stability in
the medium to long term.’

Although our analysis did detect a few expressions of this narrative prior to
2020, for example in a speech held by Cœuré (2018), it only really gained trac-
tion in 2021 and especially 2022. In some cases, the argument stresses that
physical and transition risks are not only risks to financial stability but also
to price stability (Schnabel, 2021a).

Other speeches are more direct in pointing out the influence of climate
change on price stability in an interesting break with the excess demand
views used to explain inflation that otherwise guide central banking. Schna-
bel (2022a) presents the most comprehensive version of this approach in an
examination of three different types of shock, grouped under the neologisms
climateflation, fossilflation, and greenflation. She elaborates on how these
risks emanate from the green transition and what impact they might have
on prices. Climateflation, as she explains, refers to inflation from shocks
related to the costs of climate change. Already in late 2018, Cœuré antici-
pated this argument when he claimed that climate change could ‘complicate
the correct identification of shocks relevant for the medium-term inflation
outlook’ (Cœuré, 2018, p. 1) citing droughts and heat waves that reduce
crops and increase food prices; hurricanes and floods that destroy production
capacity and raise prices; climate migration that affects labour supply and
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thus wages; and change in the energy mix that can impact relative prices and
risk the destabilisation of inflation expectations. While recognising that the
green transition might lead to increased commodity prices, ECB board
members have been careful to point out that the effect is ambiguous as
there are different demand and supply channels pushing fossil fuel and
renewable energy prices in different directions (Panetta, 2022). Moreover,
they highlight that current inflation is not the result of climateflation.

The second type of shock referred to by Schnabel (2022a) as fossilflation,
or the inflationary cost of dependency on fossil fuels, highlights lack of pro-
gress on ecological transformation as a cause of inflation. According to
Schnabel, an increase in oil and gas prices is inflationary among other
things because of the lack of green alternatives. While seeing price increases
as a potential incentive for change towards greener and cheaper sources of
energy, she warns that the transition process could take a long time, the
result being persistent inflation (Schnabel, 2022b).

Several ECB board members emphasise that the inflation rate for 2021
and 2022 was largely of this nature as it was driven by energy price
increases resulting from the Russian invasion of Ukraine and Europe’s
dependence on fossil fuels (Panetta, 2022; Schnabel, 2022a). It merits
mention, however, that this acknowledgment can be interpreted in two
different ways. On the one hand, as some ECB members suggest, it can
be seen as a trade-off between inflation and green policies, implying
that inflation reduction requires an increase in the production of fossil
fuels to lower their price (de Guindos, 2022b). In the view of other board
members, on the other hand, there is a possibility of what they refer to
as a ‘divine coincidence’ (Panetta, 2022) between decarbonisation and
price stability – ‘greener and cheaper’ (Panetta, 2022) – considering that
the shift to renewable energy could lead to both a greener economy
and lower prices. Irrespective of interpretation, however, the issue is not
seen as belonging to the remit of the central bank, but rather as a govern-
ment responsibility to reduce the demand for fossil fuels and increase the
production of cheap renewable energy via public investment, carbon taxes,
and private sector incentives.

Lastly, what Schnabel calls greenflation refers to the potential inflationary
effect that arises when production processes are adapted to lower their
carbon footprint (Schnabel, 2022a). The production of electric vehicles or
wind plants, for example, increases the demand for metals and minerals
while limited supply increases their price.

Several governors share the view that these different types of shocks will
occur in the future in one form or another and with varying degrees of sever-
ity. This means that many of them agree that climate change will have an
impact on price stability. Following this narrative allows ECB board
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members to justify central bank intervention within the ambit of its primary
mandate:

The price of energy affects the cost of virtually everything we consume and
produce. As a result, the cost-push shock from an increase in energy prices is
felt throughout the economy. Given that the ECB’s primary mandate is to pre-
serve price stability, understanding the relationship between the transition to a
greener economy and the price of energy is crucial. (Panetta, 2022, p. 2)

In a similar manner, Lagarde states: ‘In short, climate change has conse-
quences for us as a central bank pursuing our primary mandate of price stab-
ility, and our other areas of competence, including financial stability and
banking supervision’ (Lagarde, 2021b, p. 1).

Finally, in a speech in 2023, Schnabel sums up the discussion with a strong
statement: ‘As they [‘climateflation’ and ‘fossilflation’] expose a potential
dilemma directly relating to central banks’ primary mandate of price stability,
we cannot ignore them on legal grounds’ (Schnabel, 2023).

ECB board members are nevertheless cautious not to put undue responsi-
bility on the central bank, still arguing that the main responsibility lies
elsewhere:

Clearly, central banks are not the main actors when it comes to preventing
global heating. Central banks are not responsible for climate policy and the
most important tools that are needed lie outside of our mandate. But the
fact that we are not in the driving seat does not mean that we can simply
ignore climate change, or that we do not play a role in combating it.
(Lagarde, 2021a, p. 1).

Schnabel expresses the same opinion when she says:

[…] the ECB cannot be transformed into an environmental agency conducting
climate policies autonomously. This would also violate the principle of insti-
tutional balance. The ECB was created to maintain price stability in the euro
area, and the mandate foresees a clear hierarchy of objectives, with price stab-
ility taking precedence over other objectives. (Schnabel, 2021b, p. 2)

Schnabel (2022a) considered a proposal for Green Targeted Longer-Term
Refinancing Operations (TLTROs) (van ‘t Klooster & van Tilburg, 2020) but dis-
missed it due to the lack of data which she claimed would complicate its prac-
tical implementation. She also rejected the idea of increasing the inflation
target and excluding energy prices from central bank measures of inflation.
Instead, she argued that ‘fiscal policy needs to remain in the driving seat
when it comes to fighting climate change’ (Schnabel, 2023, p. 3).

The narrative to conceptualise climate issues as a price stability issue could
potentially justify the creation of policies to address the environmental
drivers of inflation – credit guidance policies, for example, which could
increase the funding and/or lower the borrowing costs for projects that
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seek, among other things, to expand the supply of renewable energy
(Monnet & van ‘t Klooster, 2023). So far, however, it has not led to any new
and concrete policy proposals. Instead the quotes above reflect how non-
intervention has been explained. Proponents of the third narrative have
been careful to dismiss alternatives.

The evolution and significance of the narratives

As Chart 1 shows, from the time when climate change first became an issue
until 2021, the dominant discourse was the first narrative, which frames
climate risks as financial risks. In this regard, ECB board members largely fol-
lowed Carney’s framework which later also served as the position that
guided the NGFS (see, for example, NGFS, 2019). However, the third narrative,
which highlights the impacts of climate change on price stability, gained trac-
tion in the course of the period, becoming dominant in 2022. High inflation in
the euro area facilitated the articulation of the relation between the climate
crisis and price stability. As we have shown, however, the narrative was
already present before inflation began to surge. Accordingly, we assume that
some central bankers point to high inflation as a reason to strengthen the legit-
imation of climate monetary policy. The second narrative, the green financing
gap, recurs throughout the whole period but is never the chief narrative.

The different narratives lead to different conclusions regarding the central
bank’s field of competence to tackle environmental issues. From the narrative

Chart 1. Narratives about the implications of environmental issues for the central bank
in ECB Executive Board member speeches, 2018–2022.
Source: Authors’ elaboration based on ECB speeches dataset.
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of climate change as a financial risk, it follows that the ECB would be empow-
ered to act in its role as financial regulator. The narrative of environmental
problems as a cause of inflation provides the basis for climate action on
the part of the ECB under its primary mandate of price stability. Depending
on how the problem is framed, it is possible to construe an ECB mandate
that is either weak or strong, or even to argue that no mandate at all
exists. Given these considerations, we analysed the speeches to determine
whether ECB board members explicitly consider that addressing environ-
mental issues is part of their mandate. In those cases where we were able
to identify mention of the mandate, we examined whether the speaker
was referring to part of the ECB’s primary mandate of price stability, its sec-
ondary mandate of supporting EU economic policies, its financial supervisory
role, more than one of these categories, or whether the reference was
unspecified.

In general, explicit mention to a mandate was rare, with only 54 specific
references detected in 37 speeches. Often, as can be seen in Table 3,
mention was made in an unspecified manner. Interestingly, until 2021 there
was barely any mention at all of a mandate in connection with environmental
issues. The only exception we detected was in an early debate that took place
in 2018 between Mersch and Cœuré, when Mersch argued that environmental
issues fell outside the remit of the central bank (Cœuré, 2018; Deyris, 2023;
Mersch, 2018a). In 2021, the ECB’s primary mandate of price stability and its
financial stability responsibilities each received 5 mentions, while its second-
ary mandate was mentioned 4 times, with 3 references to more than one
mandate. Again in 2022, the primary mandate and financial stability responsi-
bilities received 5 mentions each, while references to other categories were
fewer. Views on tackling climate issues accordingly fall more or less equally
under considerations relating to the primary mandate and the financial stab-
ility competence, and to a lesser extent to the secondary mandate.

For the ECB’s tripartite layered structure of central banking, this indicates
that within just a few years, issues of climate change insofar as they pertain to
the ECB’s mandate have already reached the more deeply sedimented layers,

Table 3. Per annum mentions of climate issues in ECB Executive Board member
speeches according to mandate.

Year Unspecified
More than one

mandate
Financial
stability

No
mandate Secondary Primary Total

2017 0 0 0 0 0 0 0
2018 0 0 1 1 1 0 3
2019 2 0 0 0 0 0 2
2020 3 0 0 0 0 1 4
2021 11 3 5 0 4 5 28
2022 3 2 5 0 2 5 17
Total 19 5 11 1 7 11 54

Source: Authors’ elaboration based on ECB speeches dataset.
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progressing from no mandate to financial stability to the primary mandate of
price stability. However, this represents a move within the existing structure,
and not a dislocation thereof.

The ECB’s green monetary policies

The three narratives lead to different understandings of the central bank’s
capacity to intervene, and the instruments it should use. A comparison of
the narratives with actual policy implementation based on ECB reports,
speeches by ECB board members, and other publications (including infor-
mation posted on its website), shows that despite the growing relevance
of the third narrative, the first – the framing of climate issues as financial
risks – has clearly had the greatest impact so far.

Since 2018, the ECB has begun to implement climate measures. In line with
its 2021 strategy review, which includes a four year climate-related action
plan, the ECB has meanwhile expanded its range of instruments. For the
most part, they have so far been restricted to data collection, research, and
soft forms of financial supervision.

To begin with, the ECB has stepped up its efforts in data collection as well
as in developing indicators and models, and in conducting research. It estab-
lished the Climate Change Centre in January 2021 and published a list of
climate change-related indicators in 2023. Moreover, it has included
climate variables in its macroeconomic models.

Regarding supervision, in 2020 the ECB published a Guide on climate-
related and environmental risks, which sets out 13 supervisory (but not
binding) expectations specifying how institutions should incorporate
climate-related and environmental risks into their business models and
frameworks on governance, risk appetite, and risk management, and
what information they should disclose in connection with climate-
related financial risks and opportunities (ECB, 2020). In 2021, 112
financial institutions were asked to perform a self-assessment of how
their practices compare with the expectations detailed in the Guide and
to write action plans delineating the steps they should take to conform
to the expectations. In an evaluation of the practices, the ECB found
that most institutions were still far from meeting expectations (ECB,
2021). As a result, it has made the monitoring and mitigating of exposure
to climate-related and environmental risks one of its banking supervision’s
strategic priorities for 2022–24. In 2022, to complement the assessment,
the ECB published a thematic review indicating that although there has
been some progress compared to 2021, much still needs to be done
(ECB, 2022c). In particular, the lack of clarity and the absence of progress
in implementing plans prompted the ECB to issue a ‘Feedback statement’
and draw up individual timelines for the supervised institutions according
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to which they all must be fully aligned with the supervisory expectations
by the end of 2024. In addition, the ECB published a report on the good
practices identified in the assessment to illustrate how banks might
achieve greater progress toward meeting supervisory expectations (ECB,
2022b).

The policies have been complemented with stress test analysis. In 2021,
the ECB conducted and published the results of an economy-wide stress
test (Alogoskoufis et al., 2021). A year later, it also published the results of
a stress test carried out to assess the physical and transition risks faced by
banks and their level of preparedness to manage climate risk (ECB, 2022a).
These activities constitute part of the ECB’s changing approach to the super-
vision of climate-related and environmental risks, climate stress testing, and
climate reporting.

With regard to monetary policy, progress has been slower. The ECB has
been criticised on the grounds that its monetary policy asset portfolio is
heavily weighted towards carbon-intensive companies, thus contributing to
the provision of cheap financing for fossil fuel producers (Dafermos et al.,
2020, 2021). In 2021, it responded to this problem by starting to accept sus-
tainability-linked bonds as collateral, and justifying the move as a contri-
bution to the development of green finance (Panetta, 2021). Then, in 2022,
it took a much more decisive step by tilting its corporate bond purchase pro-
gramme toward the gradual decarbonisation of its monetary policy portfolio.
It would be possible to view this policy through the lens of the second nar-
rative as a measure towards closing the green investment gap by lowering
the cost of funding for green assets. Instead, however, the first narrative
was employed with the argument that the tilting served to protect the ECB
from climate risks in its portfolio (Schnabel, 2020b). Finally, the ECB has
begun to develop plans to limit the share of assets issued by carbon-intensive
entities that can be used as collateral (a measure that is expected to apply
before the end of 2024). Additionally, it plans to accept only collateral and
purchase assets from companies that comply with the Corporate Sustainabil-
ity Reporting Directive (to apply from 2026), and to enforce minimum
climate-related standards for in-house credit assessment systems and credit
rating agencies (by the end of 2024).

As the foregoing analysis indicates, the policies implemented by the ECB
have largely been legitimised with the first narrative. This is also reflected
in the speeches in our dataset. We classified the instruments that ECB
board members mentioned into four broad categories: monetary policy,
financial regulation, the banking union and capital markets union, and mis-
cellaneous. As can be seen in Chart 2, until 2020, the policies most often sup-
ported were those classified under miscellaneous, especially those related to
the production of data, indicators, and research around environmental and
climate-related risks. Since 2019, the number of policies in the financial
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regulation category has steadily grown, with the category gaining clear dom-
inance in 2021 and 2022. These two categories align fully with the financial
risk narrative. On the whole, more frequent mention has been made to instru-
ments in these two categories than to monetary policy instruments, although
references to the latter have increased since 2020. It might be assumed that
references to monetary policy instruments derive from the third narrative, but
this is not the case. For the most part, as pointed out above, the instruments
referred to in this category are green asset purchase programmes and
measures to green the collateral framework. Such measures are often also
framed as ways to tackle financial instability. Finally, the banking union and
capital markets union category is exclusively part of the second narrative
and is therefore only infrequently mentioned during the period under
examination.

As this indicates, despite the growing relevance of the third narrative and
the increasing tendency on the part of ECB board members to depict central
bank intervention for climate change mitigation as a matter falling within its
primary mandate, policy proposals have remained confined to those already
discussed under the first narrative without any direct form of intervention to
tackle the environmental causes of inflation.

In sum, while there have been significant changes regarding how climate
action is considered in the mandate, the issue has not become more deeply
sedimented in terms of concrete monetary policy. As yet there is no sign of
any real progress toward comprehensive green monetary policy.

Chart 2. References in ECB Executive Board member speeches in support of policy
instruments to tackle environmental issues, 2018–2022.
Source: Authors’ elaboration based on ECB speeches dataset.
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Conclusion: the dilemma of market liberal central banking

Environmental concerns have gained increased prominence in ECB speeches
since 2018. Our analysis shows how the environmental crisis is being concep-
tualised by ECB Executive Board members while shedding light on the
ongoing debate at the central bank over the legitimacy of the role that mon-
etary authorities should assume in this respect. We identified three main nar-
ratives within the discourse on green central banking: environmenal and
climate risks as financial risks; the green financing gap; and the impacts of
climate issues on price stability. While each of the narratives could justify
different forms of intervention, ECB board members have taken the first pre-
dominantly as leading to a financial regulatory role for central banks to
prevent financial instability, the second as warranting advocacy for the
capital markets union, and have remained ambiguous as to what policies
are derived from the third.

We show that from the time the issue of climate change entered the
debate at the ECB until 2021, the most frequently cited narrative was the
first, after which the third narrative became dominant. In parallel to this
development, price stability and financial stability have been the two most
frequently mentioned responsibilities of the ECB. We argue that these shifts
have the potential to significantly amplify the scope of ECB authority to
shape green monetary policy, allowing the ECB to interpret its mandate in
such a way as to permit the implementation of more far-reaching climate
policy measures. This would indeed be a new situation that could bring
about a change in the direction of ECB monetary policy. It merits mention
in this connection that the development is supported by the entire Board
of Governors, albeit to varying degrees.

We also show, however, that the growing focus on inflation and the
primary mandate in ECB board member speeches concerning the role the
central bank should play in helping to tackle the climate crisis has yet to
be translated into new monetary policy proposals. Through the lens of
layered structures it can be reasoned that such a policy change would
require the deeper sedimentation of the third narrative within the layers of
legitimate central banking, a development that has yet to happen. A recent
speech in which Elderson argued for the possible future greening of targeted
longer-term refinancing operations, points in this direction (Elderson, 2023).
Hence, it is not unlikely that stronger monetary policies will be established
in the future. Such a development can be clearly seen with respect to the
first narrative around environmental phenomena as financial risks. This narra-
tive, which became dominant in 2018, is already more deeply sedimented
within the scope of legitimate central banking. Nevertheless, it took until
2020 for the first climate-related financial regulatory measures to be
implemented. In a similar manner, it will likely take time before the

22 N. AGUILA AND J. WULLWEBER



sedimentation of the narrative around price stability translates into concrete
policies. The currently shifting discourse may nevertheless be seen as a har-
binger of change in monetary policy.

The question is whether these discursive processes will steer the ECB
away from a market liberal monetary framework. In our opinion, it will
not. We argue that it is rather the case that the shifting interpretation of
central bank mandates and competences will remain deeply rooted in a
market liberal framework. This also explains why the identification of the
large financial gap for green investments has not led the ECB to develop
a financing strategy, e.g., for the purchase of green bonds or the granting
of loans or overdrafts for green investments and technologies. By contrast,
the financial stability narrative has been relatively easy for the ECB to trans-
late into concrete policies because measures such as disclosure or stress
testing are fully in line with market-liberal monetary policy. Through the
lens of the tripartite layered structures of the ECB (see again Figure 1), it
becomes evident that the shifts we are observing only involve a process
of adapting environmental concerns to the current structure rather than
changing the structure itself. This process entails taking these concerns
into account within the scope of the existing mandate while excluding
any policies that would transcend the market liberal paradigm or transform
the overall institutional structure of the ECB. Legitimate monetary policy
today is firmly embedded in this tripartite-layered market liberal structure.
Any deviation therefrom would pose a risk to the ECB’s legitimacy. When
faced with the choice between fighting inflation with higher policy rates
or lowering policy rates to support sustainable transformation, the ECB
opts for the former (Schnabel, 2023). Nonetheless, the fact remains that
high policy rates are currently one of the chief problems facing govern-
ments, the private sector, and households in the financing of sustainable
projects. All this indicates that even if the described trend does translate
into new climate-related monetary policy, the market liberal framework is
not in question. The layered structure of the ECB has changed only in
certain areas and only on the least sedimented level. The firm and prevail-
ing belief in market-based solutions will prevent the ECB from moving
towards more encompassing climate policies. The ECB approach is still
about governing and ‘organizing circulation’ (Foucault, 2009, p. 18) rather
than restricting it. Market liberalism in climate crisis mode will necessarily
enlarge the ECB’s legitimate sphere of influence, but without abandoning
either the market liberal approach to governance or the laissez-faire faith
in financial markets. The goal of market liberalism is to keep investments
that pose climate-related risks and increase greenhouse gas emissions
‘within socially and economically acceptable limits’ (Foucault, 2009, p. 5)
and not ‘the imposition of a law that says no to them’ (Foucault, 2009,
p. 66). The role of the central bank is not to intervene directly in the
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market, but only to monitor financial and price instability from a distance
and to intervene only in case of necessity.

The dilemma of market liberal central banking involves the recognition
by most central bankers that increasing climate change will require ever
greater central bank intervention. Speeches therefore reinforce narratives
that legitimise this intervention by linking it to the ECB’s mandates and,
in particular, to its primary mandate. At the same time, the ECB mandate
to ensure price stability is embedded in a market liberal institutional
structure that continues to believe in self-regulating markets and conse-
quently limits the role of central banks (Goodhart & Lastra, 2023).
Central bankers’ insistence on adhering to the central bank mandate,
which in their view only authorises measures involving the adaptation
to climate-related risks that threaten financial and monetary stability, ulti-
mately precludes the possibility of a truly effective and encompassing
green monetary policy, in other words, one that would question the prin-
ciple of market neutrality and demand coordination between monetary
and fiscal policy, or even the financing of climate change-relevant govern-
ment expenditures.

Notes

1. Our analytical framework enables us to identify and trace shifting narratives
used by ECB Board members in their speeches to legitimise green action and
policy proposals. Although the ECB dataset allows us to attribute each of the
retrieved speeches to a specific speaker, the structural theoretical framework
on which our study is based does not permit conjecture about individual
strategies, motivations, or interests. It is rather the purpose of this study to
differentiate among the content, and track the development of, the various
narratives which have come to be used to legitimise certain forms of
intervention.

2. In 1997, the ECB, was still called the European Monetary Institute.
3. This does not exclude the occasional possibility of other framing categories

with no direct implications for the central bank. For example, ECB board
members mentioned the increase in global temperatures as a problem, but
without reference to any central bank role in the solution.

4. Lagarde framed the main risks as falling into three categories: ‘risks stemming
from disregard, from delay and from deficiency.’ (Lagarde, 2020a, p. 1).
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Appendix

In order to assess the significance of climate issues for the ECB, we analysed the ECB
Speeches dataset (ECB, 2019), which contains all speeches delivered by members of
the ECB Executive Board between February 1997 (when the forerunner of the ECB,
the European Monetary Institute, was still in operation) and December 2022. The
dataset includes 2652 speeches, presentations, lectures, remarks, and hearings in
the European Parliament. Following Deyris (2023), we filtered the dataset using the
programming tool R, and extracted only those speeches in English that used the
lemmas (i.e., word roots formed following a dictionary approach) ‘clima’, ‘sustain’,
‘carbon’, ‘green’, and/or ‘fossil’. The filtering process yielded a total of 362 obser-
vations, which we manually edited to remove false matches, that is, speeches that
only used the words in ways unrelated to ecological issues, for example, those con-
taining names such as ‘Alan Greenspan’, or ‘Barry Eichengreen’, or terms like ‘sustain-
able economic growth’, ‘sustainability of public finances’, ‘unsustainable debt’, or
‘economic climate’. We also excluded speeches with words that were not part of
the speeches themselves, for example, a reference to an article whose title contained
one of the words. As mentions to the topic prior to 2018 do not deal with how climate
change affects the ECB, we removed all references before 2018.
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The filtering process yielded 126 speeches held by ten ECB board members from
2018 to 2022, which we then coded in MAXQDA according to four criteria: (a) rel-
evance; (b) framings of the consequences of climate issues and their bearing on the
central bank’s area of influence; (c) competences of the central bank to tackle
climate issues; (d) policy, i.e., specific instrument proposals.

Under ‘relevance’ we classified speeches according to whether they dealt with
climate issues as a main topic, a secondary topic (which devoted at least two para-
graphs to climate-related themes), or a minor topic (see Table 1). Section 4 in the
main text gives a detailed explanation of the category ‘framings’. Under ‘competences’
we grouped the speeches according to (1) those that contained express mention to a
mandate, subdividing them according to whether they referred to the ECB’s primary
mandate of price stability or the secondary mandate in support of EU economic pol-
icies, (2) those that referred to the ECB’s role in financial supervision, (3) those in which
mention was made to more than one of the foregoing categories, and (4) those which
did not specify a particular role (in cases, for example, where a speaker mentions that
the ECB has been acting within its overall mandate but without specifying which part
of the mandate). As our interest focuses on how ECB intervention to mitigate climate
change is legitimised, we included only those speeches with explicit mention to
different bases of justification in the category ‘more than one’. As an exception to
this rule, we included those speeches in which express mention was made to the
primary mandate as well as to the secondary mandate in both of these categories.
In a few cases as a result a speech was counted twice. However, where a single
speech referred more than once to the same rationale for addressing environmental
concerns, it was only counted once to avoid the false impression that the argument
was used in more than one speech.

Finally, we identified the specific instruments proposed in the speeches and
classified them into four broad categories: (a) monetary policy, (b) financial regulation,
(c) the banking and capital markets unions, and (d) miscellaneous. Category (a), mon-
etary policy, includes green asset purchase programmes, refinancing operations, and
measures to green the collateral framework. Category (b), financial regulation, encom-
passes banking supervision measures, scenario or stress test analysis, and require-
ments for institutions to disclose their risk exposures. Category (c), the banking and
capital markets unions, stands alone. Category (d), miscellaneous, covers the improve-
ment of staff qualifications and data collection, the production of better indicators and
research, contributions to the EU taxonomy for sustainable activities, proxy voting for
equity investments, the greening of other asset portfolios (i.e., pension funds, own
funds), and participation in the Network for Greening the Financial System (NGFS).
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