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„I can calculate the motion of heavenly bodies, but 

not the madness of people.” 
ISAAC NEWTON, MASTER OF THE MINT 

 

“We have never successfully modeled the transition 

from euphoria to fear.” 
ALAN GREENSPAN, FED CHAIRMAN 

 

“Knowledge is nothing else than perception.” 
PLATO 

 

MOTTO: 



 
 
 

•Firstly, we use a multi-disciplinary approach to 

disentangle several problematic contingencies of 

central bank communication, analyzing from this 

perspective the role of complex phenomena such as 

public opinion, perceptions, beliefs, framing, 

subjective probability, rhetoric, persuasion, 

cognitive limits and distortions, psychological and 

cultural biases etc.  

•Secondly, we attempt to draw on more 

psychological realism to central bank 

communication in the context of financial crises, 

using a parallel with risk management in the case of 

natural disasters. 

OUR CONTRIBUTION: 

•Confidence/Trust 

•Credibility 

•Context of influence 

 

 

•Official statements 

•Signalling 

•Constructive ambiguity 

 

 

•Asymmetric information 

•Informational complexity 

•Noise/Crowding out 
 
 
 

 

KEY WORDS (I) 

 اعتماد
 قابل اعتماد بًدن

 زمیىه سازی برای اثر بخشی
 
 

 اسىاد ي اطالعیه های رسمی
 
 
 
 

 اطالعات وامتقارن
 
 



•Collective intentionality 

•Institutional reality 

•Culture/Mental states 
 

•Financial crisis 

•Emotional behavior 

•Malaysian bank roof 
 

•Communicative rationality 

•Linguistic competence 

•Narrative 
 

 

KEY WORDS (II) 

 
 

 فرهىگ/ يضعیت ذهه 
 
 

 رفتار احساسی
 ازدحام يريدی به باوک در مالسی

•Contagion 

•Herd behavior 

•Interpersonal communication 
 

•Natural disasters/black swans 

•Self-fulfilling expectations 

•Irrational exuberance 

 

•Climate of confidence 

•Secrecy/transparency 

•Verbal interventions 

 

 

KEY WORDS (III) 

 سرایت
 
 
 
 

 اوتظارات خًد افسار
 هیجاوات غیر معقًل

 
 

 رازداری/ شفافیت 



“A panic, in a word, is a species of neuralgia, and according to 

the rules of science you must not starve it. The holders of the 

cash reserve must be ready not only to keep it for their own 

liabilities, but to advance it most freely for the liabilities of 

others (…) There should be a clear understanding between the 

Bank and the public … that they will replenish it in times of 

foreign demand as fully, and lend it in times if internal panic as 

freely and readily, as plain principles of banking require.”[1] 

 
[1] Walter Bagehot (1826-1877) was a British businessman and journalist whose book Lombard 
Street is a reference text on how to cope with financial crises and includes the Bagehot 

Principles. 

 

ANATOMY OF A FINANCIAL CRISIS (I) 

•The public‟s confidence that the central bank will intervene to 

supply the financial system with liquidity can reduce the 

destructive effect of systemic turbulences and can prevent their 

evolution towards financial crisis 

 

•But when the information is asymmetric (e.g. the borrower 

knows more about his current situation and future prospects than 

the lender), moral hazard and adverse selection can arise, 

threatening the functioning of the market 

 

•Therefore, transparency rules and practices help to bridge the 

gap of asymmetric information and sustain confidence.  

 

ANATOMY OF A FINANCIAL CRISIS (II) 



•However, the line is very thin between transparency that creates 

confidence and provision of information that increases 

uncertainty or creates information overload.  

Angeletos and Werning (2004), Morris and Shin (2002)  

 

•In a model of currency crises with self-fulfilling expectations, 

Metz (2003) and Geraats (2005) show that if the fundamental 

state of the economy is good, the probability of a currency crisis 

decreases in the precision of public information, but increases in 

the precision of private information. In case of bad 

fundamentals, however, more precise public information 

increases the likelihood of a crisis, whereas more precise private 

information leads to a lower crisis probability.  

 

ANATOMY OF A FINANCIAL CRISIS (III) 

•Studying these challenges we point out that we are studying 

mental and social rather than physical phenomena.  

•A perplexed Allan Greenspan confessed about a fundamental 

trembling in his own thinking:  

 “Well, remember what an ideology is. It‟s a conceptual framework with the 

way people deal with reality. Everyone has one. You have to. To exist you 

need an ideology. The question is whether it is accurate or not. And what I‟m 

saying to you is yes, I have found a flaw. I don‟t know how significant or 

permanent it is. But I have been very distressed by the fact.” The 

congressman questioning him asked: “In other words, you found that your 

view of the world, your ideology, was not right. It was not working?” 

Greenspan replied: “Absolutely. Precisely. You know that‟s precisely the 

reason I was shocked. Because I have been going for forty years or more 

with very considerable evidence that it was working exceptionally well.”[2]  

[2] Washington Post, October 23, 2008. 

 

CHANGE OF MIND (I) 



•The fundamental question is what was actually wrong in the 

policy design that created the global crisis, and, furthermore, 

what should be changed in the philosophy of central banks in 

order to avoid, if possible, such unfortunate outcomes. The 

question is not only a technical one and even not only an 

institutional[3] one. It is probably a more profound need for a 

change in paradigm about the role of central banks in relation 

with the political system and the citizen. 

•As policy makers and managers of expectations, central banks 

are not only addressing specific technical issues in the monetary 

field, but they affect the very way people cope with their 

economic and even political reality.  
[3] The Larosiere report suggests that more integrated supervision 

should be part of solution in dealing with systemic risks in banking. 

 

CHANGE OF MIND (II) 

•Talking to the markets in times of crises is an even greater 

challenge for the central banker. “Finding the right words at the 

right time, with respect to monetary policy as well as financial 

stability, remains at the core of the art of central banking” 

remarked Tommaso Padoa-Schioppa. 

•Roth (2008) provides some solutions for intervention to 

support banks in trouble without inducing reputational risks: 

i) communicate about exceptional lending in a way that 

trivializes it (Romania – IMF); 

ii) adopting silence as the sole effective communication strategy 

(Lithuania forbid the “C” word; or even  

iii) changing transparency rules about central bank actions in a 

context of financial turmoil (IMF mistakes in 1998, Thai peg). 

 

CHANGE OF MIND (III) 



To avoid the risks of misperceptions, Chailloux et al. (2008) 

provided several general principles of central bank 

communication for financial stability, after the first stages of 

the 2007–08 financial market turbulence: 

 

1. more information needs to be provided ex-ante, including 

details on operational aspects; 

2. information should be delivered in a timely manner and 

more frequently; 

3. insisting on the consistency of operations with the policy 

objective is essential to anchor inflation expectations. 

 

SOME POSSIBLE TACTICS 

 These attempts are justified by important similarities 

between natural disasters and financial crises: 

1. Earthquakes, like financial crises, are low-probability events, 

„black swans‟, that occur more or less randomly and display 

a high degree of uncertainty; however, their distribution in 

time and space follows certain probabilities: there are 

regions in the world where local tectonic structures create 

conditions for more frequent seismic activity (like Chile or 

Japan), as there are historical periods when earthquakes 

seem to be more frequent; similarly, it has been observed 

that countries in transition, emerging economies are more 

prone to bubble-burst cycles and that periods of political 

instability and social unrest are usually correlated with 

market volatility. 

 

SIMILARITY WITH EARTHQUAKES (I) 



2. Predicting earthquakes is as controversial and complicated as 

forecasting financial crises; early optimism was based on the 

conviction that seismologists were close to finding a 

theoretical model that would adequately account for the 

various signs often observed before an earthquake, allowing 

quantitative analysis of the specific place, time and 

magnitude of the expected event. One important basis of 

prediction is the so-called uplift, which is “the manifestation 

of a gradual buildup of earthquake producing stresses, that 

should serve to give a renewed sense of urgency in 

preparing for the large earthquake that someday inevitably 

will occur in this region.” 

 

 

SIMILARITY WITH EARTHQUAKES (II) 

3. Enthusiasm over earthquake as well as financial crises 

prediction was moderated given potentially unsettling social 

and economic effects of warning the public about a coming 

disaster. Especially if the warning involved significant 

period in advance of the predicted period of the event, the 

disruption in the social and economic life and the costs (real 

estate values would decrease and insurance costs would 

increase) amplify; in a radical perspective the cost can be 

even outright economic recession; this would exceed the 

benefits from knowing when to expect an earthquake. If the 

announcements suggested low risks, the denial and apathy 

would render the prediction inconsequential. Or, a false 

alarm would undermine the credibility of a subsequent valid 

prediction.  

 

SIMILARITY WITH EARTHQUAKES (III) 



4. There is an inherent communication problem in the case of 

scientific predictions given that usually there are no direct 

lines of communication between the scientist who study 

earthquake uplifts and the general public, which creates the 

room for distortions and misperceptions; media, state 

officials and the rumors are the paths through which the 

information from the scientists emanates to the public. 

Consequently, television, radio, newspapers and the internet 

are crucial in determining what information the public 

receives, the seriousness and the comprehensibility of this 

information. As an illustration, in a recent interview Herman 

van Rompuy, president of the European Union criticized 

financial markets for being too heavily influenced by 

“rumors and prejudices”.  

 

SIMILARITY WITH EARTHQUAKES (IV) 

• As pointed out by Mileti and Darlington (1997), the 

mobilization of a community to prepare for and to deal with 

a disaster such as an earthquake is deeply affected by the 

social meanings and social representations embedded in 

existing social structures and relations.  

• Another important component of behavior in disaster 

situations is that the interpretation of meanings and 

information is not strictly cognitive but includes affective 

components into more of a feeling than an intellectual image 

(Turner, Nigg and Paz, 1986). Disaster studies that inform 

our behavioral approach emphasize from an interactionist 

perspective the construction of reality and the role of 

communicated symbols that emerge during disasters.  

 

EMERGENCY MANAGEMENT (I) 



• The lack of authoritative or legitimate information sources 

enhances informal communication insofar as people are 

already inclined to rely primarily on friends, family or 

neighbors to obtain information and advice (Mileti and 

Darlington 1997): 

“Under circumstances in which people wonder what is 

happening in their world and question the information they 

receive, communication takes on characteristics quite 

different from those in normal times. More reliance is placed 

on informal and unconventional channels. Even though the 

news may be available from sources usually relied on, such 

as radio and television, individuals seek to confirm and 

supplement this news by exchanging information with one 
another.”  

 

EMERGENCY MANAGEMENT (II) 

• More frequent and more personalized media exposure, 

particularly on television where a sense of familiarity can be 

conveyed better, would provide central bank officials‟ 

discourses with a higher persuasiveness and better 

dissemination.  

• Also, more personalized communication tools, such as the 

open letter that the governor uses to write whenever 

economic conditions are disrupted, are useful to increase 

visibility and familiarity of central bank statements. With 

such open letters, media visibility and, in general, a more 

public persona of the governor, the general public would be 

better and more timely informed, while a more familiar and 

egalitarian discourse would facilitate understanding of the 

emergency situation.  

 

EMERGENCY MANAGEMENT (III) 



 

IN LIEU OF CONCLUSION: 

 Tomaso Padoa-Schioppa remarked: 

“When we say that a currency is a „safe 

haven‟, we refer not only to the quality 

and credibility of its central bank, but to 

the solidity of the whole social, political 

and economic structure to which it 

belongs.”  

Enoch (2006) emphasizes: “If a 

strategy cannot be communicated 

effectively, it cannot be implemented 

effectively.” 


