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ABSTRACT 

Delegation to independent agencies (IAs) can reap real benefits for policy making. In the 

case of monetary policy, it shores up the credibility of the central bank. However, it is 

generally accepted that the discretion of IAs needs to be constrained to ensure their 

legitimacy. 

This paper aims to deepen our understanding of the link between delegation and 

legitimacy by considering the following challenge to the legitimacy of central banks: 

Their legitimacy is under threat due to the unintended consequences their actions have 

on inequalities in income and wealth on the one hand, and on the environment on the 

other. To frame these challenges, the paper builds on the distinction between input 

versus output legitimacy. The paper shows that this distinction highlights an important 

difference between the two policy contexts. It subsequently presents and analyses 

different strategies of institutional design to enhance the legitimacy of central banks vis-

à-vis the two challenges. 
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One of the founding principles of democratic states is that citizens, at the ballot box, can 

influence who runs the country and how they run it. However, there is a clear trend in 

Western democracies in recent decades to deliberately insulate parts of decision-making 

from political influence by delegating them to independent agencies (IAs) (e.g. OECD 2002) 

and, thus, remove them by one step from democratic control. 

The principal justification for this kind of delegation lies in its capacity to correct for political 

short-termism and to overcome the challenge governments face to credibly commit to 

certain policies. Next to the judiciary, one paradigmatic example of independent agencies 

today are central banks. 

The promise of granting central banks operational independence lies in credibly committing 

to a lower inflation target compared to a monetary policy under direct political control. Yet, 

as in other contexts, central bank independence (CBI) comes at a potential cost. The double 

delegation to IAs – from the polity to government, and from government to the IA – can 

undermine their legitimacy. 

The question of how we are to weigh the benefits and costs of delegation to IAs deserves 

more attention. Tucker (2018) argues that for the “unelected power” of IAs to be legitimate, 

a number of delegation criteria need to be respected.1 For example, the policy objective of 

the IA needs to be one that can be specified; society’s preferences with regard to the policy 

issue in question need to be reasonably stable, and so on (ibid.: appendix). 

This article focuses on two kinds of challenge to the legitimacy of central banks in particular, 

both of them based on the observation that contemporary monetary policy has important 

spill-over effects that undermine societal objectives other than those included in central 

bank mandates. More specifically, the first challenge zooms in on one of the delegation 

criteria proposed by Tucker, namely the idea that “[t]he IA will not have to make big choices 

on distributional trade-offs” (ibid.). In the context of unconventional monetary policy, I 

argue, it is unrealistic to expect central banks to respect this constraint. Similarly, according 

to the second challenge, any monetary policy that undermines environmental sustainability, 

for instance by exacerbating rather than contributing to reduce carbon emissions, a fortiori 

weakens the legitimacy of the central bank. In both cases, the question arises of how to 

respond to these legitimacy challenges institutionally.  

The argument proceeds in three steps. Section 1 rehearses the case for delegation to IAs as 

well as Tucker’s account for why this delegation needs to be carefully designed to be 

legitimate. It spells out Tucker’s delegation criterion barring central banks from making 

distributive choices, and extends the logic of Tucker’s account to cover environmental 

sustainability issues. Section 2 fills in the empirical premises of the debate: If central bank 

actions today do indeed have significant spill-over effects on distribution and on 

 
1 For another recent contribution on the ethics of delegation to central banks and thus on their legitimacy, see van’t Klooster (2019). 
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environmental sustainability, this raises important questions about central bank governance. 

Finally, section 3 sketches some preliminary responses to these questions. More specifically, 

I put forward a menu of institutional design options to allow independent central banks to 

meet the challenge that the spill-over effects of their policy pose to their legitimacy. 

1 WHY AND HOW TO CONSTRAIN THE DISCRETION OF 

CENTRAL BANKS 

The economic theory case for CBI rests on the argument of time inconsistency (Kydland & 

Prescott 1977; Barro & Gordon 1983). Any government agency that cares both about 

inflation control and about employment will be tempted to use inflation surprises to 

stimulate employment. Rational agents anticipate this and thus revise their inflation 

expectations and wage demands upward. The result is an unchanged level of employment 

with higher than necessary inflation. By contrast, an independent central bank is able to 

credibly commit to an inflation target. 

While the details of the time inconsistency argument are subject to debate (e.g. Forder 1998; 

Goodhart 1994), there is consensus in theory and practice that monetary policy faces 

commitment problems,2 and that granting independence to the monetary policy authority 

can help overcome them with the right institutional design (see Keefer and Stasavage 2003). 

For an agency such as a central bank to be considered independent, several conditions need 

to be fulfilled. Those running the agency need to have job security, and the agency needs to 

have control over policy instruments as well as some autonomy in determining its budget 

(Tucker 2018: 11). Despite some institutional variation, modern central banks tend to meet 

these criteria.  

From a systemic perspective, removing certain policy choices from elected officials can 

deliver substantive benefits. However, this strategy also bears risks. As highlighted in the 

introduction, the creation of independent agencies removes the policy choices in question 

by one step from democratic control. Whereas citizens can collectively change governments, 

independent agencies are not directly accountable to voters. As Jon Elster puts it, “very 

independent courts and banks may be a remedy more dangerous than the disease.” (Elster 

1994: 66-7) 

Two issues have to be distinguished here. First, as highlighted by the extensive literature on 

optimal principal-agent contracts, there is the question of when delegation to bureaucrats is 

 
2 Tucker (2018: 103) identifies “three manifestations of the problem of commitment [that] can be labelled (1) intrinsic time inconsistency, 
(2) electoral politics, and (3) sectional capture”, where the latter refers to the co-optation of decision-makers by vested interests. While 
the literature has traditionally focused on the importance of insulating central banks from government to overcome these commitment 
problems, the problem of sectional capture also points to the importance of insulating central banks from financial markets. (see Dietsch 
et al. 2018: chapter 3) 
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efficient in the sense of utility-enhancing for citizens (e.g. Alesina & Tabellini 2008).3 Models 

in this category make assumptions about the incentives of politicians (e.g. re-election) and 

bureaucrats (e.g. career concerns) in order to then identify circumstances under which 

delegation tends to be or tends not to be preferable. Legitimacy is either not a concern in 

this literature, or quickly dealt with by requiring that the mandates of IAs remain subject to 

review and reform by elected officials (ibid.: 444). 

The second issue, and focus of this paper, is precisely the question of under what 

circumstances the policy-making of an IA can be considered legitimate. To isolate this issue, 

I shall assume that we are dealing with a policy area where delegation to an IA is efficient, as 

is plausibly the case in monetary policy. The challenge at hand is thus to square the circle 

between the independence of institutions such as central banks on the one hand, and the 

need to ensure their legitimacy on the other. 

For a political body, independent or not, to be legitimate, it needs to provide a justification 

of the coercive political power it exercises over citizens (cf. Peter 2017).4 Different types of 

justification are eligible to play this role. For present purposes, let us distinguish two. First, 

the normative authority of the political body and thus its legitimacy may be grounded in the 

fact that its members are subject to direct democratic control. The slogan “no taxation 

without representation” is emblematic for this position. We believe that certain kinds of 

decisions need to be made by elected representatives in order to be legitimate. Second, the 

normative authority of the political body may be grounded in the broad social usefulness of 

the political outcomes that its actions promote. When we can ascertain this social usefulness 

without making important value judgements, direct democratic control seems less important. 

In fact, political influence may even be viewed as a hindrance. Let us call these two 

conceptions “input legitimacy” and “output legitimacy” respectively.5  

Once we establish the link between the issue of legitimacy and IAs, two observations 

should be made up front. First, intuitively, for equal levels of coerciveness, an IA will need to 

answer to a higher standard of justification compared to elected officials, due to its 

independence.6 Applied to the context of monetary policy, a justification that goes beyond 

the kind of efficiency-considerations discussed above is required for handing independent 

 
3 In these models, efficiency represents a placeholder for the value of utility maximization. This is not the only sense in which efficiency is 
used in the economic literature (see e.g. LeGrand 1990), but it is the use from which I wish to delineate the issue of legitimacy here. 
4 For important contributions to the literature on legitimacy, see for instance Buchanan 2002; Peter 2008. 
5 See Rosanvallon (2011: 8) for this distinction. Rosanvallon attributes it to Goodin (2003), but the latter arguably uses the distinction in a 
different sense. 
For completeness sake, I should mention a third conception of legitimacy that, in a way, represents a more refined version of input 
legitimacy. It maintains that for a political body to be legitimate, it has to not only be subject to direct democratic control, but this control 
also needs to take a deliberative form (cf. Goodin 2003; Peter 2017). For simplicity, I shall set this third conception aside here. 
6 For a treatment of the legitimacy of IAs in political theory, see Rosanvallon 2011. 
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central banks the power to print money, influence interest rates, and – via inflation – 

effectively tax economic agents.7 

Second, there is a clear affinity between the very purpose of IAs and the idea of 

output legitimacy: We create IAs precisely because we believe that they can deliver better 

results than the standard political process. By contrast, the nature of IAs is at odds with the 

idea of input legitimacy. One of the challenges at the heart of this paper is how to resolve 

the tension between the two conceptions of legitimacy in the context of central banks. An 

additional tension, this time within the paradigm of output legitimacy, can arise when 

pursuing the goals of an IA enters into conflict with policy objectives pursued by other 

government agencies. As van’t Klooster (2019) points out, in such cases the legitimacy of the 

IA depends on the alignment of its policies with broader societal objectives. Incidentally, this 

idea was not lost on the authors of many current central bank mandates. For example, Article 

127 (1) of the Treaty on the Functioning of the European Union (the Lisbon Treaty) states 

that “[w]ithout prejudice to the objective of price stability, the ESCB [European System of 

Central Banks] shall support the general economic policies in the Union with a view to 

contributing to the achievement of the objectives of the Union as laid down in Article 3 of 

the Treaty on the European Union.”8 

In short, a system of checks and balances is needed to ensure that the IA does not abuse its 

power but remains sensitive to the political preferences of the population despite not being 

up for re-election. Traditionally, these checks and balances include both ex ante measures 

such as limiting central banks’ mandates to ‘operational’ as opposed to ‘goal’ independence 

and ex post controls such as parliamentary hearings.  

In the remainder of this section, I shall provide illustrations of the two types of conflict 

described above in the context of central banking: a) input versus output legitimacy  

b) conflict between objectives of the central bank versus other policy objectives. The first 

case illustrates both of these tensions at the same time. The second, I shall argue, represents 

an instance of the latter tension alone. As we shall see, this has implications for the measures 

needed to restore central bank legitimacy. 

1) Delegation to central banks and distribution 

The important contribution of Tucker (2018) lies in providing a much more detailed 

framework for legitimate delegation to IAs, and to central banks in particular. Tucker’s 

account has three components (2018: appendix): delegation criteria identifying a series of 

necessary conditions for such delegation to be legitimate – for example that delegation only 

occurs after wide public debate, that “society’s preferences regarding the policy issue in 

 
7 For central banks with mandates that reach beyond price stability, similar justifications will have to be provided for the additional 
objectives in question (see e.g. Tucker 2018: chapter 20). This has become particularly relevant since the 2007-8 financial crisis, where 
many central banks have acquired regulatory and supervisory competences to promote the objective of financial stability. 
8 The “without prejudice” clause limits the impact of this article to that of a tie-breaker between two policies that are equally effective with 
regard to price stability. By contrast, the idea I shall defend in this article is that we should in some cases be prepared to make compromises 
on price stability if this allows us to better achieve our policy objectives overall. 
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question are reasonably stable”, and that the “IA will not have to make big choices on 

distributional trade-offs or society’s values”; design precepts detailing how delegation should 

be structured to ensure legitimacy over time – for example provisions concerning the 

specification of IA objectives, procedures to be followed, as well as the transparency of the 

IA’s policy decisions; and multiple-mission constraints explaining why IAs should be given 

multiple objectives only under specific circumstances – for example that the objectives be 

“intrinsically connected”, each subject to a commitment problem, and that combining them 

in one agency “will deliver materially better results.” 

Tucker’s strategy is to create the conditions for the legitimacy of IAs despite their 

independence by imposing institutional constraints on the IAs themselves as well as on the 

process of delegation. Tucker’s account is rich in detail and represents a welcome 

contribution to an under-researched question. However, the point of this paper is not to 

provide an overall assessment of it, but rather to zoom in on one central delegation criterion 

that strikes me as problematic in the context of central banks and that raises important 

substantive questions concerning the delegation to IAs and their legitimacy. 

According to Tucker, a key precondition for IA legitimacy is that the agency does not make 

big choices on distributional trade-offs. The rationale for this constraint is that decisions that 

create winners and losers need to be subject to democratic control and, thus, should not be 

removed from elected officials. Implicitly, Tucker suggests that input legitimacy is required 

when it comes to distributive issues. By construction, IAs lack input legitimacy. 

This paper accepts the plausibility of this argument but suggests that, at least in the context 

of central banking but potentially more generally, it presents us with a dilemma. Given that 

contemporary monetary policy has significant distributive consequences,9 we either have to 

refrain from delegating monetary policy to an IA, thus potentially risking higher than 

necessary inflation, or we have to delegate anyway, violate Tucker’s delegation criteria, and 

risk a monetary policy authority that lacks legitimacy.10 

2) Delegation to central banks and environmental sustainability 

The stakes in the debate concerning the relation between central bank policies and 

environmental sustainability are somewhat different. Here, the tension lies in the fact that 

an independent central bank might pursue policies that are in conflict with the policy 

objective of transitioning to a more sustainable economy (e.g. Matikainen et al. 2017). If we 

think that environmental policy does not require input legitimacy, because its central planks 

are based on scientific evidence rather than on democratic decision-making,11  then the 

 
9 Incidentally, this is something Tucker recognizes (see Tucker 2018: 380-2 and 528-30). 
10 This dilemma represents the elephant in the room in Tucker’s otherwise impressive book and remains unaddressed. A key objective of 
this paper is to point to the need for more research on how to resolve this dilemma.  
11 Note that I am not claiming that input legitimacy can be set aside because scientific evidence somehow produces a consensus on what 
needs to be done – the current political landscape illustrates that this is not the case. What I am claiming is that certain environmental 
questions, just like questions of monetary policy, are ones where paternalistic policies grounded in scientific expertise may be justified. 
You might of course disagree with this premise. We shall come back later to the question of whether, or to what extent, environmental 
policy also requires input legitimacy. 
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conflict here is not one between input versus output legitimacy, but rather a conflict between 

the output legitimacy of one public agency – central banks – and the output legitimacy of 

government more generally with regard to environmental issues. Mandating central banks 

to only care about one issue – price stability – or a subset of issues – price stability and 

financial stability, say – risks producing inefficient results with regard to our overall social 

welfare function. From the perspective of output legitimacy, this undermines the legitimacy 

of central banks. 

In other words, the challenge in this case lies in balancing the benefits of delegation to central 

banks against the costs in terms of policy outputs outside central banking. The first important 

step lies in acknowledging the problem. Traditionally, the reflex of central bankers has been 

to point to their mandate and underline that this was not an issue for them. However, note 

that this in no way solves the problem, but merely deflects responsibility to governments. 

The second step, just as in the case of distribution, consists in accepting that we care about 

environmental sustainability not just for instrumental reasons but for its own sake.12 

Against this backdrop, the challenge consists in identifying institutional arrangements that 

allow us to optimally balance the benefits of delegation to central banks against its costs in 

terms of policy outputs or, even better, to find ways of delegation that minimise those costs. 

Before directly addressing, in section 3, the challenges just laid out regarding the impact of 

monetary policy on distribution as well as on environmental sustainability, the next section 

will underpin the empirical premises they rest on. In other words, I shall work to demonstrate 

that monetary policy decisions do indeed entail big choices on distributional trade-offs and 

impact environmental sustainability. 

2 TWO UNINTENDED CONSEQUENCES OF MONETARY 

POLICY 

2.1 EXACERBATING INEQUALITIES IN INCOME AND 
WEALTH 

While monetary policy inevitably creates winners and losers, the nature and magnitude of 

these effects changed with the financial crisis of 2007. The distributive effects of 

conventional monetary policy pre-2007, at least outside of Japan, were limited to 

differentially affecting savers and debtors through the interest rate. The post-2007 

 
12 For a position limited to such instrumental considerations, see e.g. Coeuré (2018), who accepts that central banks should factor in 
environmental sustainability considerations when not doing so would undermine price stability or financial stability. See also Carney et al. 
(2019). 
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unconventional monetary policies, by contrast, have more significant distributive 

consequences. 

Both so-called quantitative easing, that is, the outright purchase of financial assets by central 

banks from the financial sector, and low-interest loan programs such as the European Central 

Bank’s (ECB) Long-Term Refinancing Operations (LTROs) have injected massive amounts of 

liquidity into the economy. Their intended effect, through the portfolio balance effect, is for 

this injection to stimulate investment and consumption. In practice, a substantive portion 

has been used to buy existing assets instead, thus leading to booms on real estate and stock 

markets and to unintended distributive consequences (e.g. White 2012; de Haan and 

Eijffinger 2016).13 Many central bankers, including Tucker, acknowledge this. The Governor 

of the Bank of England, Mark Carney, for instance, has stated that “the distributional 

consequences of the response to the financial crisis have been significant” (2014). 

The reactions of central bankers to this state of affairs are instructive, and show that they 

are well aware of the threat the distributive consequences of unconventional monetary 

policy pose to their legitimacy. Let me distinguish three types of response here.14 

First, central bankers are quick to emphasize that distributive concerns do not figure in their 

mandate. This is correct, and some, perhaps most, of the blame for neglecting these 

unintended consequences should thus be directed at the politicians formulating the mandate 

instead. However, note that this issue is orthogonal to what concerns us here: Even if 

distribution is not part of central banks’ job description, distributive side-effects of monetary 

policy can still undermine central bank legitimacy. 

Second, central bankers say they had no choice (cf. Fontan et al. 2016: 336-7). The 

distributive consequences of unconventional monetary policy are the price we had to pay for 

saving the financial system from collapse. Note that this argument entails the claim that no 

other policy instruments were available that could have avoided financial meltdown without 

incurring the same level of inegalitarian consequences. 

Third, several central banks have recently published papers that suggest the overall 

distributive effect of their crisis response has not exacerbated inequalities and has potentially 

even had an equalizing effect (Bunn et al. 2018; Ampudia et al. 2018). To understand this 

claim, we have to take a more detailed look at various channels of redistribution of monetary 

policy. While the literature identifies up to six such channels (e.g. Colciago et al. 2019, 5; 

Coibion et al. 2017, 81-85), what matters for our purposes is the distinction between two 

kinds of effects monetary policy has on distribution. “Direct effects include the impact of the 

 
13 Someone might object that the point of the portfolio balance effect is precisely to shift investment into riskier existing assets such as 
corporate bonds and, thereby, lower the costs of capital for the corporations in question. This point is well taken, but it raises the question 
of why and how a company that does not consider productive investment worthwhile with interest rates already at the zero-lower bound 
could be enticed to change its mind (see Dietsch et al. 2018: 28). As Keynes pointed out, it is unlikely that monetary policy will be effective 
in such a context. Its distributive side-effects, by contrast, are real and significant. 
14 For a detailed discourse analysis of central bankers on the issue of inequality, see Fontan et al. 2016. 
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different paths for nominal and real interest rates on households’ savings incentives […] and 

on households’ net financial income. […] The indirect effect operates through the general 

equilibrium responses of prices and wages, hence of labour income and employment.” 

(Ampudia et al. 2018, 5).  

Based on this distinction, central bankers argue that the inegalitarian direct effects of 

unconventional monetary policy on asset prices (see above) are compensated, or even 

outweighed by the egalitarian indirect effects on employment and growth. Note, however, 

that this line of reasoning accepts that monetary policy does have distributive effects. This 

turns the spotlight onto the second response above, claiming that monetary policy space was 

limited and that the precise configuration of distributive side-effects was inevitable. Yet, 

might there have been monetary policies that would have produced the desirable effects on 

employment and price stability with a lower level of undesirable asset-price-driven 

inequality? If so, then the central bankers’ argumentative strategy fails. Both the second and 

the third response by central bankers ignore this relevant counterfactual. Pointing out that 

things could have been worse in terms of inequality had central banks done nothing does not 

establish that things could not have been better in terms of inequality without prejudice to 

price stability, or achieved a better compromise between the two objectives, had they acted 

differently. 

Three observations are in order at this point. First, it can indeed be argued (e.g. Fontan et al. 

2016: 336-7) that central bankers did not give serious consideration to ostensibly less 

inegalitarian policy alternatives, such as for instance helicopter money (e.g. Blyth and 

Lonergan 2014). Second, it is one thing to claim that monetary policy has no significant 

distributive impact, but quite another to claim that it has significant distributive 

consequences through various channels of redistribution, and that these different effects 

more or less cancel each other out. The latter strikes me as a rather ambitious empirical claim. 

Third, even if the empirical claim held for a certain monetary policy mix, choosing this policy 

mix over another still involves making choices with distributive consequences. 

In sum, it seems fair to say that unconventional monetary policy of the kind we have seen 

since the financial crisis inevitably involves choices that have significant distributive 

consequences. Even if the precise direction and magnitude of these consequences is subject 

to an ongoing debate, it is in the very nature of the massive liquidity injections that central 

banks have resorted to at the zero lower bound of interest rates that they have an important 

distributive dimension. Incidentally, this holds for alternative policy instruments such as 

helicopter money, too, though their distributive impact would likely be very different. 

Given that the present economic recovery has not been accompanied by a rise in interest 

rates, and given the difficulty in normalizing central banks’ balance sheets, it is also plausible 

to anticipate that unconventional monetary policy and its significant distributive implications 

are here to stay. 
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Therefore, both in the present and for the foreseeable future, monetary policy is set to 

violate Tucker’s delegation criterion that independent agencies should not make big choices 

on distributional trade-offs. How should one respond to this tension from an institutional 

design perspective? 

2.2 SLOWING THE TRANSITION TOWARDS A 
SUSTAINABLE ECONOMY 

The impact of contemporary monetary policy on environmental sustainability issues 

becomes evident once we compare what central banks currently do to what they could 

potentially do to support the transition to a greener economy. There is a sizeable gap 

between acknowledging that climate-related risks pose a threat to financial stability on the 

one hand, which nicely sums up central bank attitudes towards climate change today, and 

analysing the ways in which central bank policy might help to mitigate climate-related risks 

on the other. Consider the following illustration to make these rather abstract remarks more 

concrete.15 

As part of their unconventional monetary policy, central banks have been buying financial 

assets at an unprecedented scale. Some of these quantitative easing programmes include 

corporate bonds, the ECB’s corporate sector purchase programme (CSPP) being one example. 

When engaged in asset purchases of this kind, the question arises which assets to buy. The 

response to this question has important ramifications, since being included in such a 

purchase programme bestows tangible advantages on corporations by lowering their 

borrowing costs and thus stimulating investment.16 

Mindful of these effects, the ECB chose to apply the principle of market neutrality to its 

corporate bond purchases. Rather than selecting specific bonds, they weight their purchases 

according to the current volumes outstanding of the bonds they buy. They are neutral, so the 

argument runs, in the sense that they do not depart from the status quo on capital markets. 

However, note that this veneer of neutrality cannot hide the inherently political decisions 

involved in these asset purchases (van’t Klooster and Fontan 2019). Why buy corporate 

bonds rather than equities of small- and medium enterprises, for instance?17  

More specifically, the policy of market neutrality, by reinforcing the status quo, also 

reinforces the dominant position of carbon-intensive industries (Matikainen et al. 2017). 

After all, in terms of bonds outstanding, fossil-fuel intensive sectors still represent an 

important share of bond volumes. This represents an opportunity missed to use monetary 

policy to promote the transition towards a more sustainable economy by giving preference 

 
15 The discussion in the next paragraph is based on Dietsch et al. (2018: 31-32). 
16 The case of Volkswagen and its benefits from being included in the ECB’s asset purchases is instructive in this context (see Reuters 2016). 
17  Note, in addition, that the ECB restricts its purchases of corporate bonds to securities with an investment grade rating. This is 
understandable from a risk management perspective, but it does depart from the notion of market neutrality. 
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to greener assets (cf. Dietsch et al. 2018: 31-32). In fact, in light of article 127 (1) of the Lisbon 

Treaty mentioned earlier, one might wonder whether the ECB even has an obligation to 

promote environmental sustainability in this way, since there is no reason to think that doing 

so would undermine the effectiveness of its policy with regard to its primary objective, i.e. 

price stability.  

In addition, the conservatism of central banks also manifests itself at a more fundamental 

level. There is growing evidence that financial markets underprice the risks related to climate 

change (e.g. Christophers 2017). As Monnin (2018a) points out, these skewed risk 

assessments subsequently feed into evaluations by credit rating agencies and into the 

monetary policy operations of central banks that rely on the latter. While this may be 

interpreted as a “mere” instrumental argument – better assessment of climate risks will 

promote financial stability – integrating “the monitoring of climate-related financial risks into 

day-to-day supervisory work, financial stability monitoring and board risk management” 

(Carney et al. 2019) would have the beneficial effect of promoting sustainable economic 

practices as well.18 

3 INSTITUTIONAL DEVICES TO ENHANCE CENTRAL BANK 

LEGITIMACY… 

We have seen that, in different ways, the insensitivity of central banks to the impact their 

policies have on the distribution of income and wealth as well as on our climate undermines 

their legitimacy. At first sight, one could react to this observation in one of three ways. First, 

someone might think that the unintentional side-effects of monetary policy are sufficiently 

worrisome to revoke the independence of central banks. This, I submit, would amount to 

throwing the baby out with the bathwater. Second, at the other extreme of the spectrum of 

possible responses, someone might hold that the current institutional configuration with an 

independent central bank and a narrow mandate centred on price stability represents a 

necessary condition to a well-functioning economy, and that we simply have to live with 

some negative side-effects. This, it seems to me, amounts to not taking seriously enough the 

challenge of legitimacy. It is hard to see how an illegitimate institution could successfully 

underpin any economy in the long term. 

The third, more constructive kind of response lies in between these two extremes. Are there 

ways to hold on to the benefits of delegation to an independent central bank while at the 

same time shoring up its legitimacy? Given the general trend towards delegation to IAs, this 

question deserves considerably more attention than it has received thus far. The goal of this 

 
18 The Bank of England, for example, has included an exploratory climate change scenario in its 2019 stress tests for the insurance sector. 
See https://www.bankofengland.co.uk/prudential-regulation/letter/2019/insurance-stress-test-2019. Similarly, the “Dutch Central Bank 
recognizes climate risks as a significant long-term risk and aims to develop a stress test on climate.” (High-Level Expert Group on Sustainable 
Finance 2018, 38) 

https://www.bankofengland.co.uk/prudential-regulation/letter/2019/insurance-stress-test-2019


 

11 

last section will be to sketch a menu of available options of how our societies might manage 

the tension between delegation and legitimacy in light of the two unintended side-effects of 

monetary policy discussed in the previous section. 

3.1 …IN THE FACE OF DISTRIBUTIVE TRADE -OFFS 

Commentators on the role of IAs in democracies have often assumed “the possibility of 

separating efficiency and redistributive concerns because such a separation is crucial to the 

substantive legitimacy of regulatory policies.” (Majone 1996, 296) Section 2.1 has 

demonstrated this assumption to be problematic when it comes to contemporary monetary 

policy. Even beyond monetary policy, the distributive dimensions of regulation are often 

neglected (see Robinson et al. 2016), though considering other policy fields in any depth lies 

beyond the scope of this paper. 

What are the implications of this observation for delegation to IAs, and to central banks in 

particular? Can we overcome the dilemma identified at the end of section 1 between 

politicized and thus suboptimal monetary policy on the one hand and delegated but 

illegitimate monetary policy on the other and, if so, how? I shall sketch three potential 

strategies to do so. 

First, one might envisage a more fine-grained division of labour and coordination between 

central bankers and elected officials when it comes to monetary policies that will foreseeably 

have significant distributive consequences. One example in this category is the establishment 

of joint committees composed of central bankers and representatives of the finance ministry, 

as were common in the post-war era. This would confront central bankers with other policy 

objectives and favour compromises between the narrow mandate of central banks and those 

other objectives. 

Second, the mandate of central banks could be widened to incorporate the distributive side-

effects of monetary policy into the decision making of central bankers. For instance, one 

might require that whenever unconventional monetary policies with a foreseeably significant 

distributive impact are adopted, this impact should receive a to be specified weight in the 

central bank’s policy making (see Fontan et al. 2016: 342-43). 19  Advocates of narrow 

mandates focused exclusively on price stability are likely to object that such an arrangement 

would undermine the effectiveness of monetary policy, but the literature does not seem to 

support this objection (see Dietsch et al. 2018, chapter 2). Such a requirement would push 

central banks to give more serious consideration to innovative monetary policy instruments 

such as helicopter money, whose distributive side-effects are likely to be more benign. 

 
19 Note that there is room for such an arrangement in Tucker’s account, given that multiple missions are acceptable provided the policy 
objectives are “intrinsically connected” (see section 2), and “will deliver materially better results.” (2018, appendix)  
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The third option shifts our focus from central banks as agents to governments as their 

principals. Once governments are aware of the distributive side-effects of monetary policy, 

one might argue, it is their responsibility to respond to mitigate these effects. One way to 

ensure they live up to this responsibility would be to enact a distributive neutrality 

commitment on the part of the government. This commitment would require automatic 

fiscal corrections for any distributive consequences above a certain threshold that monetary 

policy might have. One argument against this option is that redistribution is always costly, 

and that it might be preferable to prevent the distributive side-effects of monetary policy 

from occurring in the first place. Another potential worry lies in the fact that redistributive 

fiscal policies are hard to implement, particularly so in a context of international tax 

competition (e.g. Dietsch 2015). 

Interestingly, these three strategies differ in the ways in which they address the tension 

between input versus output legitimacy identified in section 1. The first strategy nudges 

central banks to coordinate with government agencies that, in contrast to central banks 

themselves, do have input legitimacy. In this sense, it takes the edge of the worry of input 

legitimacy vis-à-vis the central bank as an IA, but the worry does not disappear altogether. 

The second strategy, by requiring central banks to reduce the distributive footprint of their 

monetary policy, attempts to steer monetary policy back to a territory where input legitimacy 

is less of a problem to start with. As we have seen, our concern with input legitimacy is 

conditional: It only arises if an IA makes decisions touching on issues that we believe should 

be subject to direct democratic control. By explicitly asking central banks to avoid 

exacerbating income inequalities, the concern is alleviated. Finally, under the third strategy, 

the lack of input legitimacy of the agent (the central bank) is acknowledged and compensated 

for by an intervention of the principal (the government). Analysed through the narrow lens 

of legitimacy, it is not clear that one of these three strategies is preferable. Other concerns, 

such as for instance feasibility constraints, are more likely to be decisive here. Nonetheless, 

it is important to understand that these measures do not merely represent three different 

tools to the same end, but that they differ in how they address the challenge of legitimacy. 

3.2 …IN AN ERA OF CLIMATE CRISIS  

At first sight, it might seem as if we can simply draw up a parallel menu of policy options to 

enhance central bank legitimacy when it comes to their impact on environmental issues. 

However, we shall see that the different configuration of legitimacy concerns in the 

environmental context has repercussions for our choice between different options to 

alleviate them. 

Briefly, the menu of policy options similar to the one sketched in the previous section would 

include: 1) Requiring central banks to coordinate with other branches of government, such 

as the ministry of environment or those responsible in the treasury for designing a carbon 
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tax for example. 2) Pushing central banks to respect the responsibilities to price in climate 

risks that are already part of their mandate (Monnin 2018a); give preference to low-carbon 

assets in asset purchase programmes (e.g. Dietsch et al. 2018: 31-32); and have central banks 

“introduce climate-related risk analysis into their eligibility criteria and haircuts of the 

collateral they accept.” (Monnin 2018b: 14). 3) Let the environmental consequences of 

monetary policy play out, but compensate them through a more aggressive overall 

environmental policy. While this last option may seem even more unattractive than in the 

distributive case, bear with me to see that there is one noteworthy aspect to it. 

What can we say about these options from the perspective of legitimacy? Note one 

important complication in this context that I have set aside thus far. In section 1, I suggested 

that when it comes to the impact of central bank actions on environmental policy, our 

concern is primarily one of output legitimacy. Looking at the policy menu just outlined, 

someone might object that the potential measures show that my assessment in section 1 

was misguided. After all, these measures not only mitigate environmental impact, but they 

also create winners (green industries) and losers (carbon-intensive industries). Since I 

maintained that any policies with significant distributive consequences should be subject to 

direct democratic control, should we not conclude that central bank actions which, through 

their stance on environmental sustainability issues, affect distribution do require input 

legitimacy after all? In other words, the objection suggests that the legitimacy challenges 

presented by distributive and environmental issues are more similar than my analysis 

suggests. 

This is an important objection, but I believe it fails and here is why. There is a difference in 

the normative status of the inequalities in income and wealth created by asset purchase 

programmes on the one hand, and the inequalities resulting from the different treatment of 

carbon-intensive and low-carbon industries on the other. Arguably, our tolerance to the 

former represents a value judgement that should be subject to democratic political 

procedures – it does indeed require input legitimacy – whereas if we are serious about the 

need to transition to a more sustainable economy, the idea that we should favour low-carbon 

industries is not a value judgement but a prudential judgement.20 

This has implications for how we evaluate the three policy options from the perspective of 

legitimacy. Strategy 1, that is, the better coordination of monetary policy with environmental 

policy, will enhance output legitimacy by factoring in the unintended consequences of 

monetary policy. If I am right in suggesting that input legitimacy is not a desideratum here, 

then this amounts not just to an alleviation of our legitimacy concern (as in the case of 

distribution), but to restoring output legitimacy, period. As for strategy 2, including 

environmental sustainability concerns in central bank mandates, again, enhances output 

 
20 I acknowledge that one can extend this kind of reasoning to socio-economic inequalities, too. But it seems to me that, unfortunately, the 
antecedent of that argument – “if we are serious about a commitment to reduce socio-economic inequalities…” – still lacks the consensus 
that would allow us to free decisions about inequality from the requirement of input legitimacy.  
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legitimacy. There is a clear contrast here with the distributive case. In the latter context, 

strategy 2 encourages central banks to reduce their distributive footprint to reduce worries 

about input legitimacy; here, strategy 2 encourages central banks to take a clearer stance on 

environmental sustainability to increase their output legitimacy. Rather than having to 

constrain delegation, it turns out that we need to widen the delegation mandate to enhance 

legitimacy. From the perspective of the literature on the ethics of delegation, this is an 

interesting and somewhat surprising conclusion. Finally, as already indicated, strategy 3 

might prima facie appear to be a non-starter. Since global warming is subject to partly 

irreversible threshold effects, letting it happen in order to subsequently attempt to reverse 

it is not an option. However, given the objection discussed in the two previous paragraphs, 

there is one aspect of strategy 3 that is worth preserving: Even if we think that the losers of 

a green new deal, i.e. the fossil-fuel industry, are disadvantaged for good reasons, there is a 

case to be made for governments to cushion the impact of this transition for them in the 

short term. This might include measures such as retraining programmes for workers in 

carbon-intensive industries. 

4 CONCLUSION 

Unintended side-effects of contemporary monetary policy undermine the legitimacy of 

central banks as independent agencies. More specifically, this paper has analysed legitimacy 

concerns in the context of the distributive consequences of unconventional monetary policy 

as well as with regards to their impact on the transition towards a more sustainable economy. 

I have suggested that the former by and large present a challenge of input legitimacy, where 

the latter should be viewed mainly as a challenge to the output legitimacy of central banks. 

This has implications for the normative and institutional responses in the respective contexts. 

For example, it implies that we will prefer independent agencies such as central banks to play 

a more passive role in the context of distribution – minimise their distributive impact – 

whereas we might be prepared to grant them a more active role in promoting the transition 

towards a more sustainable economy. 

The list of potential ways presented above to reconcile independence and legitimacy in the 

face of distributive trade-offs and in an era of climate crisis is by no means exhaustive.21 

Furthermore, what I have presented here are mere ideas that will need to be fleshed out in 

theory and tested in practice to assess their merits. This is precisely the point of this paper: 

To highlight a serious gap in our theories about delegation to IAs when it comes to the side-

effects of their policies. These side-effects undermine the legitimacy of IAs, including central 

banks. To reduce this tension, we can either reinforce the democratic control over IAs, albeit 

 
21 It notably brackets more fundamental reforms to the monetary regime that would presumably reduce distributive side-effects, such as 
for instance full reserve banking (Fisher 1935) or the constitutionalization of money (Buchanan 2010). 
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without undermining the initial rationale for delegation (see option 1 in sections 3.1 and 3.2), 

or attempt to directly mitigate the unintended side-effects of IA policies (see options 2  

and 3). 
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