m blogs.Ise.ac.uk http://blogs.Ise.ac.uk/europpblog/2013/02/21/euro pe-finance-ministers-competence/

Policymakers’ economics backgrounds vary substantially
across EU and OECD countries
Blog Admin

The appointments of Lucas Papademos in Greece and Mario Monti in Italy in 2011 are
examples of leadership changes intended to bring more competent figures into government.
But why do governments sometimes appoint economic policymakers with economics
training, whilst others do not? Using new research, Mark Hallerberg and Joachim
Wehner suggest that levels of economics education among finance ministers are
substantially higher in new democracies than in old ones, and that the appointment of an
economics PhD as a central bank president is 22 per cent more likely during a banking
Crisis.

The following quotations suggest that ministers who lack technical competence make
bad policy decisions.

“I don’t know what George Osborne’s degree was in. It was certainly not economics.”
— Alex Salmond, First Minister of Scotland.

“In case you are wondering, George Osborne studied history.” -BBC Radio 4. “A Scottish
Pound?” Analysis Programme. 28 January 2013.

“[ECB President] Draghi countered the view of [German Finance Minister] Schéduble that the
Island Republic of Cyprus is not ‘systemically relevant,’ and that a bankruptcy of the country is
not a danger to the future of the Eurozone. Such a comment is what one hears especially
from lawyers, argued Draghi. The question whether Cyprus is systemically relevant or not is
not a question a lawyer can answer. It is a topic for economists. Schéduble has a degree in
law.” — Spiegel, first seen in Eurointelligence Daily Briefing, 28 January 2013.

Should policymakers be experts in their fields? This is an especially relevant issue in the midst of a
financial crisis. One potential reason for crises is that the incompetent people made the wrong decisions.
If one were to replace these leaders with competent policymakers, then the crisis might end and there
might not be crises in the future.
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both among pundits and in a given population for the
appointment of technocratic governments, which are thought
to have ministers with narrow technical skills, who are
expected to produce better policy than their more political, and
more generalist, predecessors. The almost simultaneous
appointments of Lucas Papademos as prime minister of
Greece and Mario Monti as prime minister of Italy in November
2011 are examples of leadership changes that were meant to
bring more competent people into government.

It’s an empirical question

The truth of such assertions is — at least on average — an
empirical question. After all, it is not a priori clear that technical
competence in itself is a desirable trait.

e The staffs of ministries and central banks can number
into the thousands and even the tens of thousands.

¢ Agood manager with little economic competence may
do as well, or better, than an economics PhD;

e Amore politically inclined economic leader may have Former Greek prime minister Lucas Papademos
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more success in selllng and implementing a given policy EMGBac [CC.BY.SA2.0], via Wikimedia Commons
than a former economics professor.

Before one can consider whether technical competence affects policy, however, one first has to
understand why governments sometimes appoint such people but often do not.

The topic has not been systematically studied. Tim Besley goes as far as to claim that the modern
political economy literature “has not only neglected the problem of political selection, it has been
positively hostile to the topic”. Yet, historical research and a booming industry in political memoirs and
biographies highlight the importance of the personal characteristics of leaders for political choices. For
citizens, choosing the right people for political office is arguably no less important than designing
institutions that keep them from abusing their powers. Moreover, the empirical study of personal
characteristics is more advanced in other areas, such as research on the financial performance of firms.

Political versus economic competencies

We focused on the type of economic policymaker, and considered political competence versus technical
competence. Political competence, in turn, can have two interpretations. One is political skill; a finance
minister with no economics training may be effective because she can impose spending cuts on her
ministerial colleagues because she has the political ability to do so.Asecond interpretation is that an
appointment satisfies a given constituency and has political value regardless of the (political) skills of
the appointee. By economic policymaker we mean the head of government (either prime minister or
president), the finance minister, or the governor or president of the central bank.

New data on education and occupation backgrounds

We have employed a new dataset that codes the educational and occupational backgrounds of prime
ministers, finance ministers, and central bankers from 1973 through 2010. T he resulting dataset contains
information on almost 1,200 economic policymakers, 427 prime ministers or presidents (we use the
former as the generic term), 540 finance ministers, and 216 central bank chiefs. Figure 1 summarises our
data on education.

Figure 1 — Comparison of the economic training of economic policymakers
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An analytic framework for structuring the empirics

In our recent research we examine the determinants of economics training. Our model has two parts to it.
The first is the demand side — when do governments, and by extension the voters who elect them, want
to have more technically competent economic leaders instead of generalists? The second part is the
supply side — when is there a constraint on the availability of technical policymakers?

On the demand side, we find that governments appoint more technically competent economic
policymakers during financial crises. Those in power during an economic crisis need to gain the
confidence of two groups:investors in markets and voters.

First, if markets baulk at the government’s rescue plan, then it is not possible for a government to
borrow money at a time when it needs funds quickly. Second, someone bears both the economic and the
financial costs of the crisis. Negotiating a politically viable set of policies to address the crisis is difficult.
This is especially important during banking crises — no private actor can buy out the financial sector to
solve the crisis, and it falls to the government to propose solutions and to execute decisions. The
appointment of a technically competent economic policymaker may help the government gain credibility
with both groups.

A second demand-side reason for a competent economic leader relates to partisanship. Governments on
the left that represent largely labour power have to gain credibility with capital markets to finance the
state, and they may be more likely to appoint trained economists as either finance ministers or central
bank governors. While we do not find that the left always has more technically competent economic
decision-makers, we do find that governments on the left appoint more technically competent finance
ministers in years with a stock-market crash.

Third, new democracies select more technically competent leaders. Such governments have greater
incentives to signal technical competence than their counterparts in established democracies. In terms of
economic management, the appointment of competent economic policymakers following a transition to
democracy can help reassure investors who might be unsettled by political uncertainty.

Afourth finding on the demand side counter to our expectations — Eurozone countries are less likely to


http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2191490

have prime ministers with an economics education. We had presumed that membership in an economic
union, in particular the Eurozone, would increase the demand for more competent economic
policymakers. The responsibilities of the EU more generally are strongly weighted towards economic

policy.

A demand-side perspective on competence, however, is incomplete — another relevant factor is the
supply side. Why does the availability of potentially competent leaders vary across countries and across
time?

The first such finding concerns a difference in how parliamentary and presidential systems appoint their
cabinets, which in practice means that presidential systems have more technically competent finance
ministers. In parliamentary systems, prime ministers may be constrained to select finance ministers from
members of parliament. Jim Flaherty, the Canadian finance minister in August 2012 was also a
Conservative member of parliament from Ontario. In contrast, the US secretary of the treasury, Timothy
Geithner, had no such background. Presidents are therefore less constrained than prime ministers to
appoint legislators to their cabinets who can help to coordinate the passage of legislation. For these
reasons, we expect a higher level of technical competence among presidential appointments. As Robert
Skidelsky quips in his biography of John Maynard Keynes: “In a Presidential ... system he would probably
have been Minister of Finance.”

A supply-side perspective also suggests that the number of economically competent individuals who
could be appointed to the cabinet typically declines with a government’s time in office. This is especially
true in those parliamentary systems where the main cabinet positions are drawn from parliament and
where the available pool of ministerial talent is constrained to legislators — each ministerial change during
an electoral term depletes the stock of potential ministers. Indeed, the longer a government is in office,
the less technically competent are the finance ministers appointed, but the more competent are central
bankers.

Implications

Taken together, our results have several interesting implications, and we conclude with just two. Our
findings add a new twist to Besley and Reynal-Querol (2011), who find that democracies are more likely
than dictatorships to select government leaders who have a graduate education. While we do not
consider economic leaders during periods of dictatorship in our set of countries, we do have variation
within all democracies.

¢ We find that levels of economics education among finance ministers are substantially higher in
new democracies than in old ones.

e Our work suggests a possible additional piece to the causal story on why democracy matters; It
is not just the fact of democracy but the age of that democracy that plays a role.

There are also interesting extensions to the central-banking literature, which notes a big increase in
central-bank independence by the 1990s. Those who consider why some countries have more
independent banks focus either on the number of veto players — more veto players generally leads to
more independent banks and more credible monetary policy — or on ideational change, where there is a
move to more neoliberal thinking about the difficulties of using inflation to increase economic growth.

It may require a crisis to change thinking on what sorts of policies are effective. Indeed, our results
suggest that banking crises can lead to big jumps in the technical competence of central bank heads in
terms of their education — the appointment of an economics PhD as a central bank president is 22
percentage points more likely during a banking crisis.

This article originally appeared at VoxEU.

This article is based on the following paper: Hallerberg, Mark and Wehner, Joachim, The Technical
Competence of Economic Policy-Makers in Developed Democracies (February 5, 2013).

The initial collection of the dataset for this research received financial support through the 2011 Dahrendorf
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Symposium, sponsored by the Mercator Foundation.
Please read our comments policy before commenting.

Note: This article gives the views of the author, and not the position of EUROPP — European Politics and
Policy, nor of the London School of Economics.

Shortened URL for this post: http://bit.ly/ZrS90f

About the Authors

Mark Hallerberg - Hertie School of Governance

Mark Hallerberg is Professor of Public Management and Political Economy, and Director
of the Fiscal Governance Centre, at the Hertie School of Governance in Berlin. His most
recent books are Fiscal Governance: Evidence from Europe (2009, co-authored)

and Domestic Budgets in a United Europe: Fiscal Governance from the End of Bretton
Woods to EMU (2004).

Joachim Wehner — LSE Government

Joachim Wehner is Senior Lecturer (Associate Professor) in Public Policy at the London
School of Economics and Political Science (LSE), and a member of the Political Science

and Political Economy (PSPE) research group and the Public Policy Group (PPG). He has
previously worked at the Institute for Democracy in South Africa (Idasa), and as a
consultant including for the World Bank and the OECD. His research interests are in the
field of political economy, in particular in relation to fiscal policy as well as legislatures. He
currently works on projects investigating the “competence” of economic policymakers in
OECD countries; the politics and economics of fiscal gimmickry in Europe; and the effect of
democratisation on service delivery in South Africa.

Related posts:

1. Europe is now stuck in a fiscal trap, brought about by the failure of orthodox economics to
provide an effective strategy for economic growth. (6.4)

2. To ensure Europe’s future competitiveness, policymakers must do more to integrate markets and
remove the barriers that are holding back new firms and young innovators. (6.6)

3. Twenty years after assisting former communist countries after the fall of the Berlin Wall, the
European Bank for Reconstruction and Development faces new challenges in helping the emerging
democracies of the Arab Spring (5.7)


http://blogs.lse.ac.uk/europpblog/about/comments-policy/
http://bit.ly/ZrS90f
http://www.hertie-school.org/
http://books.google.co.uk/books?id=CIc4cAAACAAJ&dq=inauthor:%22Mark+Hallerberg%22&hl=en&sa=X&ei=LRe-T-HTFIys8QP_hvlU&ved=0CEcQ6AEwAw
http://books.google.co.uk/books?id=U85tbx6GdjcC&dq=inauthor:%22Mark+Hallerberg%22&source=gbs_navlinks_s
http://www.lse.ac.uk/
http://www.lse.ac.uk/collections/government/PSPE/
http://www.lse.ac.uk/collections/LSEPublicPolicy/
http://www.idasa.org.za/
http://www.worldbank.org/
http://www.oecd.org/
http://blogs.lse.ac.uk/europpblog/2012/12/07/europe-fiscal-trap/
http://blogs.lse.ac.uk/europpblog/2012/09/06/innovation-in-europe/
http://blogs.lse.ac.uk/europpblog/2012/03/19/mirow-ebrd-arab-spring/

	Policymakers’ economics backgrounds vary substantially across EU and OECD countries

