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The nationality of the ECB’s managerial staff matters for the monetary policy of the central 

bank, two German and Austrian economists show in a new paper. The findings are so 

politically charged that the detailed results of the study are secret. 

Today is the first working day of Mario Draghi as the new president of the European Central Bank. Apart from 

Draghi, two more Italians have a seat in the ECB council: Lorenzo Bini Smaghi and Ignazio Visco, Draghis 

successor at the helm of the Bank of Italy.

Currently, no other Euro zone country has as much influence in the ECB council as Italy has. Ironically, the 

country is also at the centre of the Euro crisis.

Does the nationality of the ECB’s policy maker matter?

„Not at all“, would be the official answer of the central bank to this question. Formally, members of the governing 

council do not represent their home country. According to the rules of the ECB, they have to base their decisions 

on the needs of the whole currency area. In a metaphorical sence, they hand in their passports when they join the 

central bank.

Is this a realistic description of what’s going on in the central bank?
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Harald Badinger (Vienna University of Economics and Business) and Volker Nitsch (University of Darmstadt) 

addressed this question a remarkable paper. According to their results, the official view is a delusion. In reality, 

the nationality of the policy makers does influence the monetary policy of the ECB.

The results of the paper entitled “National Representation in Multinational Institutions: The Case of the 

European Central Bank” are so explosive that Badinger and Nitsch refrain from publishing the most juicy parts of 

their work.

Badinger and Nitsch meticulously – and apparently to the consternation of the ECB – collected data about the 

nationality of all top-level employees of the central bank. They were able to get this information for 190 of the 210 

senior managers who have been hired by the central bank since 1999.

The economists reveal that high-ranking ECB officials have a tendency to hire their fellow countrymen. 

Additionally, the nationalities of the policy makers do influence the monetary policy decisions in a meaningful 

way.

As Badinger and Nitsch assert:

“Looking at the European Central Bank, we show that nationality is indeed relevant for both hiring and 

decision-making.  (…) There is evidence for the existence of national networks between adjacent management 

layers.

Finally, monetary policy decisions seem to be linked to national representation in the core business areas of 

the ECB.”

The analysis is based on a common rule of thumb for monetary policy – the so-called Taylor rule. As the 

economists explain in their paper, “Taylor rules specify the nominal interest rate as function of inflation and the 

output gap”.

Badinger and Nitsch compare two different specifications of the Taylor rule. The first one is based on the actual 

economic weights of the different Euro zone countries. The second version uses the national representation 

weights in the management of the ECB instead. According to the paper, the latter specification explains the 

actual interest rate decisions of the central bank better than the first one.

As the economists conclude:

“there is convincing evidence that the empirical fit of the Taylor rule based on national representation 

weights in the management of the ECB clearly exceeds the fit of the rule that is observed for euro area 

aggregates based on economic weights.”

This is where the paper really gets interesting. Which member states are too heavily represented in the ECB and 

which are marginalised? Which countries benefited from the biased monetary decisions and which were?

Unfortunately, the answers to those questions are not given in the paper. The economists do not publish any 

country specific results at all. In a lengthy telephone call with Volker Nitsch, I tried to convince him to reveal 

country specific details. However, I wasn’t able to make him change his mind.

Both researcher are afraid that the media could take the results the wrong way and might initiate a nationalist 

campaign against the ECB.
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Between the lines I also gleaned that the authors do not want to offend the ECB. Apparently, from the central 

bank’s perspective, even the current version of the paper is very hard to digest. Allegedly, a senior ECB 

representative was completely startled when he listened to a presentation of the paper at a conference.

However, shooting the messenger seldom turns out to be a successful strategy.
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3 Responses to The Italian Job – How 
Passports Influence Monetary Policy Decisions

J 
01/11/2011 at 5:13 pm 

I am not sure the paper tells us anything with regard to the conduct of monetary policy. Since when are we 

interested in R^2 which tell us nothing about the conduct of monetary policy (except for potentially the size 

of accidental monetary policy shocks). We should be interested in the reaction coefficients of Taylor rule. And 

while the fit of the regression with representation weighting may be better, are the reaction coefficients 

between the different specifications significantly different from each other? From the wide standard errors I 

would guess they are not! 

Second, there is no indication of the difference in R^2 being statistically significant between the 

specificiations. Add to that the inflated type 1 error due to the multiple comparisons which requires an alpha- 

correction. If I run several different regression with different regressors, chances are that one will provide a 

better fit. Second, the authors study one particular structural form of the Taylor rule and find differences in 

fit with differently weighted regressors. But we don’t know if the underlying structural rule, i.e. the assumed 
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forward-looking Taylor rule really describes ECB behavior optimally. What if the ECB actually used a Taylor 

rule with output growth instead of output gap? For this rule, probably the unweighted scheme works better. 

But does this tell us anything? Finally, the paper does not discuss the new coefficient estimates which imply a 

stronger reaction to both output gaps and inflation. Unless you specify your underlying model of the economy 

and particularly the distortions monetary policy tries to counteract, you cannot say who benefits from this 

stronger reaction function.

Reply 

Olaf Storbeck 
01/11/2011 at 5:20 pm 

Thanks for you’re comment. I’ll ask the authors of the paper to comment on your points.

Reply 

David 
01/11/2011 at 5:29 pm 

Would be an interesting thing to know why these results should be secret? There is many research on the 

question if ECB decision makers nationality influences monetary policy. This if often discussed in the context 

of national inflation differentials in the euro zone. As defined in the goals of monetary policy, the decision 

maker should focus on the average inflation rate of the whole euro zone. Contrary to this there are some 

papers saying that the focus is possibly closer to the inflation rate of the decision makers home country. So, 

what’s the new thing?
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