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Abstract

Tommaso Padoa-Schioppa was a distinguished central banker and economist, a key player in the creation

of Europe's single currency, a well-respected figure in international monetary policy-making and a former

economy and finance minister of Italy.
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Introduction

Born in Belluno (Italy) on 23 July 1940, Tommaso Padoa-Schioppa was an economist, a policy-maker

and a citizen of Europe. A deep and complex personality, he pursued a Kantian quest for European unity,

a mission to which he dedicated his professional and private life. He died in Rome on 18 December 2010.

The economist and policy-maker

Padoa-Schioppa joined the Banca d'Italia in 1968. Italy's central bank, with its tradition of technical

expertise and high standards of public service, was the obvious place to go for an economist wishing to

serve his country. As a young economist working in the bank's research department, Padoa-Schioppa was

keen to combine doing and understanding.

In the late 1960s the Bretton Woods system, which had given Italy a solid monetary framework, was

showing signs of wear; the growth ‘miracle’ of the Italian economy was starting to lose momentum. The
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country had problems shaping an economic policy appropriate for those changing times: budgetary policy

was slipping out of control and was set to turn into a burden for decades afterwards. Monetary policy,

which was about to lose its exchange rate anchor to the dollar, was casting around for an alternative.

Padoa-Schioppa saw the efforts to establish a European monetary order not only as a chance to make

decisive progress towards a unified Europe but also as an opportunity to help Italy overcome its economic

problems in a sound and stability-oriented manner.

Padoa-Schioppa was influenced by some of the greatest post-war economists. Among them was

Mundell, who, together with Hayek, discussed the ‘denationalisation’ of currencies. In his Lectio

Doctoralis when he was awarded a Laurea Honoris Causa in International Economics of Trade and

Currency Markets, in Trieste on 19 November 1999, Padoa-Schioppa argued that Mundell had sown the

seeds which would complete the Treaty of Rome and established the theoretical foundations of the

Maastricht Treaty. Triffin, with his book Gold and the Dollar Crisis (1960), also strongly influenced

Padoa-Schioppa, as argued below.

Against this theoretical background, Padoa-Schioppa supported Italy's membership of the European

Monetary System (EMS), in spite of those who argued (with some reason) that Italy would have difficulty

in complying with the exchange rate constraints of the EMS. He was, of course, aware of this, yet he did

not want such an endeavour to start without Italian participation. Moreover, he believed that the so-called

‘monetarist’ view – whereby decisions taken on the exchange rate have effects on the conduct of

monetary policy and on the economy – reflected the reality better than the so-called ‘economist’ view,

according to which exchange rate constraints and a common currency could only be the climax of a

perfect convergence of monetary policy and economic conditions.

These same ideas informed his action when he served at the European Commission from 1979 to 1983,

the early years of the European Monetary System. There again, he faced an apparent trade-off between

national and European forces and between monetary stability and a European monetary project. All his

efforts as an economist and policy-maker were devoted to resolving these tensions and taking them in one

direction – towards a European monetary endeavour that would bring monetary stability.

He took inspiration from the impossible trinity proposition, a corollary of the Mundell–Fleming model,

which stated that a group of countries cannot simultaneously keep a fixed exchange rate, pursue

autonomous monetary policies and maintain full capital mobility. In pursuing any two of these goals, the

third one must be necessarily given up. The accomplishment of the central goal set down in the Treaty of

Rome – a European common market, implying free trade and free capital movement – would inevitably

call for enhanced, and eventually fixed, exchange rate stability across member countries. This is because

exchange rate volatility, coupled with the systematic devaluation of a group of currencies against other

currencies, would eventually impair the very functioning of the common market. Indeed, the whole

history of European monetary cooperation between the collapse of Bretton Woods and the early 1990s is

marked by attempts to maintain fixed exchange rates. These attempts were periodically punctuated by

major tensions between national currencies (and consequently between Member States) each time a

country was forced (or tempted) to devalue or even abandon the common fixed exchange rate

arrangement. In this context, the economically most coherent way to reconcile intra-regional free trade

and free capital movement with fixed exchange rates would be for European countries to adopt a single

monetary policy and therefore a single currency floating against the rest of the world. In fact, Padoa-

Schioppa preferred to talk about an ‘inconsistent quartet’ (quartetto inconciliabile), which included a
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fourth element, free trade, in order to take full account of the European context. In the early 1980s these

ideas were still pioneering and visionary, but we all know how influential they have become in shaping

the history of Europe, to the extent that they have transformed themselves from vision into reality. These

ideas are contained in Efficiency, Stability and Equity, edited by Padoa-Schioppa and published in 1987.

Padoa-Schioppa followed the same course when he returned to the Banca d'Italia in 1984 and became

Deputy Director-General, even if he had then to deal more directly with the continuing difficulties of

Italian governance in respect of sound and stability-oriented macro policies.

While actively aiming to bring monetary stability to Italy and to move towards monetary unification in

Europe, Padoa-Schioppa started working in payment systems – a relatively low-profile area. Before he

took on responsibilities in this field at the Banca d'Italia, payment systems were not considered an

independent (let alone a core) function of central banks. The activities carried out nowadays by payment

system departments were largely non-existent at that time and performed mainly by IT departments and

back offices.

Padoa-Schioppa provided the conceptual and economic rationale for a greater involvement by central

banks in this area. A smooth functioning of payment systems is essential to ensure that money serves as a

‘means of exchange’, one of its key functions. Central banks came into being partly to ensure that this

means of exchange remains adequate (i.e. confidence in the currency and its effective circulation). Central

bank money is indeed universally recognised as the safest means of exchange and therefore as the

ultimate way of discharging financial obligations. The smooth functioning of payment systems is also

crucial for the effective conduct of monetary policy and financial stability.

Between 1985 and 1991, Padoa-Schioppa promoted and developed in Italy all the elements of an

efficient and sound payment system. Under his guidance, the Banca d'Italia played a central role as an

operator of settlement facilities, regulator and catalyst.

Padoa-Schioppa was the first person to use the word ‘oversight’ to describe the function to be

conducted for payment systems, as opposed to ‘(banking) supervision’. He launched these activities

before the Banca d'Italia was assigned formal specific statutory competence in this field. ‘The function

begets the organ and leads to the establishment of the legal basis’, as he used to say, thereby acting as a

catalyst. With hindsight, what Padoa-Schioppa did in Italy laid the foundations for the development of an

analogous process at European level. His views on the role of central banks in payments systems can be

found in particular in The Euro and Its Central Bank, published in 2004.

Padoa-Schioppa once again had a chance to be involved more actively in policy-making at European

level when serving as secretary for the Delors Committee, which prepared the blueprint for the single

currency in 1987–89. Although he was not a member of the Committee and, as such, was not supposed to

intervene during the meetings, his personal relations with Jacques Delors and with Carlo Azeglio Ciampi,

then Governor of the Banca d'Italia and a member of the Committee, as well as his role as ‘rapporteur’

allowed him to greatly influence the deliberations. It was an excellent opportunity to pursue his

aspiration: a currency which was stable and which would significantly contribute to building the

European Union.

In the 1989–91 negotiations that led to the Maastricht Treaty, Padoa-Schioppa fought to maintain the

momentum towards monetary union which had been established by the Delors Committee. He feared that

the decision to establish a temporary institution, the European Monetary Institute, instead of the European

Central Bank, would be a critical mistake, also considering that a number of countries, including Italy,
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had ceased to conduct policies which were sufficiently stability-oriented.

The historic project of monetary unification came close to failure with the repeated exchange rate

crises in the first half of the 1990s. But Europe's efforts eventually succeeded. In the 1993–97 preparatory

work for the launch of the euro, Padoa-Schioppa had yet another chance to show his unique ability to

build a strong conceptual, analytical and policy framework (the ‘vision’) on the one hand, and to

implement a concrete set of measures and actions to turn the vision into reality on the other hand. His

thoughts on the issue are summarized in The Road to Monetary Union in Europe, published in 1994, with

the stimulating sub-title ‘The Emperor, the Kings, and the Genies’.

In the field of financial stability, Padoa-Schioppa was convinced that in a single market, and even more

so within a single currency area, the supervisory framework had to be as convergent as possible, entailing

a transfer of supervisory responsibilities from national to EU level. He regarded the convergence of

supervisory rules and of supervisory practices through enhanced cross-border cooperation as intermediate

steps towards the final objective. It was he who coined the term ‘EU supervisory rulebook’ and,

moreover, he was the founder of the Forum of European Securities Commissions, which promoted

cooperation in the securities field. In his view, cross-border supervisory cooperation should be so strong

and effective that the collective behaviour of supervisors would appear as a single effort. All these ideas

started to take shape with the establishment of the Lamfalussy Committee, whose main purpose was to

enhance supervisory convergence and cooperation. But his ideas have only been fully realised recently,

with the setting-up in of three new European Supervisory Authorities (ESAs) as part of the European

System of Financial Supervision, in January 2011.

Padoa-Schioppa was also convinced that central banks should play a key role in ensuring financial

stability, as suggested in his 2004 book “Regulating Finance”. Such a role should go beyond managing

the risks incurred by individual financial institutions, a task performed by supervisors, and entail

monitoring, controlling and managing the risks to the financial system as a whole (what is now commonly

referred to as systemic risk). He essentially anticipated the issues which eventually came to the fore in the

wide policy debate stemming from the financial crisis under the heading of macro-prudential supervision.

This debate eventually led to the establishment of the European Systemic Risk Board.

He promoted these ideas in particular when he became Minister of Economy in the Italian government

led by Romano Prodi (2006–08). As a Minister, Padoa-Schioppa found his country in a difficult situation.

For a decade, its growth performance had been very disappointing, well below that of its main partners;

Italy had also failed to maintain the progress in controlling public finances that it had achieved in the

mid-1990s, in the run-up to the euro: the primary surplus, which had reached over five per cent of GDP,

had been wiped out; public debt was on the rise again.

Padoa-Schioppa's three-pronged strategy – to pursue simultaneously the complementary objectives of

stability, growth and social equity – soon became the manifesto of the government's economic policy. A

programme of rigorous fiscal consolidation was in his view essential to revitalise the economy. He tried to

instil a sense of urgency, in an often hostile political environment. In this field too he proved to be a

reformer: he launched an ambitious spending review to overcome the purely incremental, history-

dependent approach that dominated the political decisions on Italy's public budget. The objective was to

reduce the quantity, and increase the quality, of public expenditure (“spend less, spend better”), by

modifying the organisation of public administrations and their local branches, revising their structure

according to the new needs, eliminating obsolete programmes and reconsidering the priorities, costs and
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ways of providing public services. The way forward was, in his words, “to promote excellence, by

showing that there are already good practices in the country” so that it would become manifest that “we

do not demand the impossible”.

He largely succeeded in reversing the trend in public finances, attaining a significant reduction of the

public deficit (from above four per cent of GDP in 2005 to below two per cent in 2007) and bringing the

public debt-to-GDP ratio back on a downward path. This policy was unavoidable to get Italy out of its

emergency situation; it was, for a country as indebted and under-capitalised as Italy, the only way forward

to free up resources to invest in the future, in human and physical capital (infrastructures, education,

research, environment) and to kick-start the Italian economy on a growth path again. His efforts

concentrated primarily on the refinancing of infrastructural investments, an area where resources had

completely dried up, and on reducing tax on labour and corporate income.

His brief spell as a Minister, coupled with the difficulties of a coalition government with a tiny

majority in Parliament, prevented Padoa-Schioppa from exerting the more profound influence he would

have been capable of. But his sense of direction and, especially, his determination to confront the

problems of the Italian economy from a collective viewpoint and with a longer-run perspective than the

country was used to, are still crucial points of reference for today's policy-makers.

In international relations, Padoa-Schioppa was convinced that the euro should gradually develop its

role and policy at the global level: it owed this to its ‘domestic constituency’ as well as to the international

community, as monetary unification in Europe could play an important role by enhancing global policy

cooperation. In this area too, Padoa-Schioppa was a fervent advocate of the national central banks of the

euro pooling their forces, acting as a system and playing a role consistent with the institutional mission

and interests of the Eurosystem. His belief in international cooperation was founded on the conviction that

there are, on the global agenda, many economic issues – including trade, finance, global imbalances,

energy and the emergence of new global and regional players – whose scale and complexity call for

policy efforts that go beyond national borders and make cooperation at global level desirable and feasible.

In the same spirit, Padoa-Schioppa considered it erroneous to believe that the euro and full national

sovereignty were compatible. Indeed, he was critical of the notion of ‘euro without a state’. In an

increasingly globalised world political power cannot be concentrated in a single entity. This lesson is

extraordinarily concrete and modern: Padoa-Schioppa was of the opinion that more integration is needed

in domains ranging from fiscal policy to financial supervision.

Padoa-Schioppa belonged to that group of personalities who played a decisive role in shaping

international cooperation. He contributed to formal and informal group discussions at global level, but

also worked on a bilateral basis with countries, institutions, and people from Africa, Asia, Latin America

and from the Mediterranean countries.

While Minister, he chaired the International Monetary and Financial Committee of the IMF, and

played a key role in the process that eventually led to the reform of the quota and voting system of the

IMF (finally adopted in April 2008). This brought the distribution of voting power more closely into line

with the changing size of the member economies and resulted in better representation of the poorest

countries.

In the performance of his international functions, Padoa-Schioppa was greatly influenced by J.M.

Keynes and Robert Triffin. He argued that the ‘Triffin dilemma’ is still unresolved: if the main

international standard and reserve currency is a national one there is an unresolvable incompatibility
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between domestic needs (in the short term) and global policy needs (in the long term). This

incompatibility led, over time, to the collapse of the Bretton Woods system in the late 1960s and early

1970s. It was not resolved either under the US dollar-based non-system that took its place: a market-led

system without a clear anchor. Over the last 10–15 years this has been referred to as Bretton Woods II.

However, Padoa-Schioppa noted that ‘exchange rates were determined by a bizarre combination of

market behaviour and of policy actions vis-à-vis the dollar. Floating European currencies, including the

euro, were at the mercy of a market prone to prolonged misalignments. Asian currencies were largely

sheltered from the vagaries of the market and subjected to intense management by the national

authorities’.

During his last years, Padoa-Schioppa became actively involved in an initiative of the Triffin

International Foundation, which is based in Louvain-la-Neuve (Belgium). In his speech ‘The Ghost of

Bancor: the Economic Crisis and Global Monetary Disorder’, given in Louvain in February 2010, he

revisits the arguments proposed by Keynes in 1943 for a new international monetary system and

eventually a world currency called Bancor.

The legacy

Padoa-Schioppa's legacy as an economist, policy-maker and citizen consists of at least six distinctive

elements.

The first and most obvious is his faith in Europe. He saw Europe as a continent of peace, a ‘gentle’

force searching for its shared roots and a way to overcome problems that, if approached nationally, might

retrigger the divisions and horrors of the past. Europe was always the focus, even when its representatives

or actions did not deserve it. Padoa-Schioppa's Europe was an aspiration and an ideal, much bigger and

longer lasting than the individuals that may at any given time symbolise it. His views can be found in

particular in Europe, a Civil Power, published in 2004.

Padoa-Schioppa's approach to Europe was shaped by his views on federalism. He saw federalism as a

constitutional system that owes a lot to the idea of minimum government, in the tradition of Locke and

Tocqueville. According to his Weltanschauung, federalism would complement what he calls the

‘horizontal division’ of government functions – legislative, executive, judicial – with a ‘vertical division’,

whereby government powers are distributed along all relevant levels. Such levels range from the village

to the nation-state, from a regional arrangement to the whole world based on the principle of subsidiarity.

This is the rule that ‘the functions of higher levels of government should be as limited as possible and be

subsidiary to those of lower levels’ (‘Economic Federalism and the European Union’).

The second element of his legacy is that the future development of the Union can and will probably be

built on the ‘solidarité de fait’ created by economic interdependence. Padoa-Schioppa was fond of

reminding people that it was a single article in the US constitution – the one regulating inter-state

commerce – that was used to lay the foundations for the federal government to have a significant role in

US economic policies. But solidarity must go hand-in-hand with responsibility, and Europe's common

destiny requires a reinforcement and a clarification of the rules of the game.

The third element in his approach to European and other issues was his faith in institutions. Only

institutions (whether simple gatherings or forums, or formal debating and decision-making groups, up to

structured organisations with physical premises) give continuity and strength to human efforts and

aspirations that are, by nature, transient and mortal. ‘Nothing is possible without humans, nothing is
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lasting without institutions’, Jean Monnet wrote. The role of institutions in framing the operation of

financial markets is well described in his BIS Per Jacobsson lecture given in June 2010, with the title

‘Markets and government before, during and after the 2007–20xx crisis’.

The fourth key element is his approach to economics. There is no doubt that Padoa-Schioppa was an

economist of the highest order: his early studies at MIT with Franco Modigliani, his outstanding scholarly

publications, and his constant use of sophisticated economic thinking bear witness to this. But there is

likewise no doubt that Padoa-Schioppa was a particular economist, unique in his own way. Economics

was not for him an intellectual exercise in which implications are drawn from axioms through deductive

logic. It was a method to analyse problems and to devise solutions that should constantly be tested in real

life and discarded, if necessary, in a Popperian sequence. Economics should adapt to circumstances – not

the other way round.

Padoa-Schioppa displayed his brilliant economic intuition on many occasions. In his article in

International Finance entitled ‘The crisis in perspective: the cost of being quiet’ he described, already in

2008, the salient features of the crisis that surfaced only a year earlier. He placed the bursting of the

housing bubble in the USA in an international context, linking it with domestic and foreign imbalances.

His clashes with doctrinaire economists (often classical, but not always) are proverbial. His view on

the role of exchange rates as an instrument for adjusting economic imbalances turned out to be central to

his career. The doctrine, for which several Nobel Prizes have been awarded, is that exchange rates are, in

a wide variety of circumstances, an easier and less painful way to correct accumulated disequilibria

among countries than changes (notably, reductions) in nominal wages and prices at national level. Not for

Padoa-Schioppa. He viewed exchange rate variability, with the possibility of competitive devaluations

and currency wars that it entails, as a fundamentally uncooperative and undesirable way to settle

economic divergences, hence his preference for monetary cooperation and ultimately monetary union, in

Europe and elsewhere. To be durable, cooperation was to be supported by institutions, notably central

banks.

The fifth element of Padoa-Schioppa's thinking and practice consists of his conceptions of central

banking and his actions as a central banker. This is the area to which he devoted most of his professional

life. He did not start his career as a central banker – he often joked, particularly with those he considered

not concrete enough, about his early job as a clothes seller – but in the end he personified the

quintessential and all-round central banker as nobody else did, though always in an original way. He

viewed central banks as complex and multi-faceted financial institutions pursuing the public good along

several interconnected paths. It is the polar opposite of the notion of a single-minded and ring-fenced

authority regulating interest rates just to achieve stable prices. Price stability is key, but should be filtered

through a broader notion of monetary, financial and economic performance. And it should never be

attained – typical of modern macroeconomic models – by simplistic decision rules, by some kind of

autopilot. The strategy and transmission of monetary policy cannot abstract itself from the

interconnections between the financial system as a whole, from the money markets where short-term

assets are bought and sold, or from the payment system, through which money is exchanged for goods

and services.

The last, but not least, component of his legacy concerns his profound trust in human beings: Padoa-

Schioppa invested heavily in younger collaborators because he firmly believed that only by bringing the

people of Europe closer together would there be a better world. At the end of his term as Executive Board
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member of the European Central Bank in 2005 he gave his colleagues and collaborators a paperweight

made of Murano glass, on which he had had engraved the caption of a drawing by Goya which he found

in the Prado showing a doddery old man, but one who is eager to keep on learning. The engraving reads,

in Spanish, ‘Aun aprendo’, which means ‘I am still learning’ – reflecting his approach to life.
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