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Executive summary

A sufficient supply of safe assets denominated in euros is critical if the European Union is 

to achieve full banking and capital markets union while fostering the euro’s international role. 

�e European debate on developing the supply of safe assets has so far focused on the possible 

creation of a common safe asset. �is has tended to underplay the potential contribution of 

sovereign assets. Expanding the supply of national safe assets, notably through the gradual 

implementation of �scal and growth-oriented structural policies in euro-area countries, leading 

to upgrading of their sovereign ratings, provides a promising, and perhaps more feasible, option. 

An upgrade to triple A of those euro-area countries that are currently rated double A could 

produce substantially more safe assets than most common safe asset proposals, including those 

based on the development of ‘synthetic’ safe assets.

There has been a remarkable increase in the share of supranational assets in the stock of 

euro-based safe assets since 2008, re�ecting downgrades in sovereign ratings and the EU’s 

�nancial responses to the euro-area crisis and the pandemic. However, safe assets in euro remain 

dominated by those issued by euro-area governments.

Although common safe assets have certain advantages over national safe assets, re�ecting 

their built-in risk diversi�cation properties, there is currently not much political appetite for such 

proposals. Meanwhile, sovereign safe assets already o�er many of the advantages of common 

safe assets.

Sound fiscal policies and growth-stimulating reforms, which are in any case desirable, 

should be implemented to improve the credit ratings of euro-area sovereigns. �is might not 

be politically feasible in the short-term, given the di�cult economic environment currently 

faced by the EU, but it should be a key component of the EU’s medium-term safe asset strategy. 

Should the political consensus be found to create a common safe asset, such an asset could be 

incorporated into the euro area’s existing safe asset system, reinforcing its positive e�ects.
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1 Introduction
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risk2. But, as highlighted by Alogoskou�s and Lang�eld (2017), these reform proposals may 

not, in all cases, tackle both concentration and credit risks. Attempts to reduce concentration 

https://finance.ec.europa.eu/banking-and-banking-union/banking-union/sovereign-bond-backed-securities-sbbs_en
https://finance.ec.europa.eu/banking-and-banking-union/banking-union/sovereign-bond-backed-securities-sbbs_en
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witnessed since the global �nancial crisis has been explained by the decline in euro-denomi-

nated assets, mainly re�ecting the credit downgrades su�ered by a number of euro-area sov-

ereigns (Temprano Arroyo, 2022, pp. 16-17). Because the world su�ers from such a shortage 

of safe assets, if the EU managed to supply part of the world’s unsatis�ed demand for such 

assets, it could both increase the international attractiveness of the euro and help alleviate the 

global safe-asset problem.

Figure 1: Market capitalisation of AAA assets

Source: Bruegel based on Bloomberg, IMF. Note: The Bloomberg Global Aggregate – AAA Index includes a series of triple A fixed-income 
securities issued by treasuries, other government-relating institutions and corporations. Quarterly data.

Since 2008, the attitude of EU authorities towards the international role of the euro has 

changed from a neutral policy, which was still in�uenced by the cautious attitude of the Bun-

desbank (Papadia and Efstathiou, 2018), to one that actively promotes this role. Of course, the 

international use of a currency depends on a host of factors, but there is signi�cant consen-

sus that the lack of an adequate supply of euro-denominated safe assets is a key constraint 

on its international development. Again, the comparison with the contribution of US safe 

government securities to the dollar’s global role is telling. �e increase in safe assets issued 

at EU level in response to the pandemic, in particular under the NextGenerationEU (NGEU) 

instrument, goes in the right direction but is not quantitatively su�cient (nor su�ciently 

durable in time) to mark a decisive step in the euro’s international status (Claeys and Wol�, 

2020; Temprano Arroyo, 2022). A more comprehensive strategy, including the deepening of 

EMU, is needed.

3 The sources of safe assets: a quantitative 
assessment

Euro-denominated public safe assets in the EU can be issued by euro-area governments and 

by EU supranational institutions, including the European Commission, the European Invest-

ment Bank (EIB) and the European Stability Mechanism (ESM), which has now also integrat-

ed the European Financial Stability Facility (EFSF).

While the supply of euro-denominated safe assets remains dominated by those issued by 

euro-area governments, there has been a remarkable trend towards an increase in the share 

of supranational assets in the outstanding stock of euro-based public triple A assets. �e share 
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of supranational bonds in the stock of euro-denominated safe assets has gone up from only 3 

percent in 2008 to 26 percent in August 2022, a phenomenal increase (Figure 2).

Figure 2: Sovereign versus supranational safe assets in euro, 2002-2022

Source: Bruegel based on European Commission, ESM, EIB. Note: For 2022, the chart shows: end of August data for supranational assets; 
and for sovereign assets, projections for end-2022 based on the European Commission medium-term debt projections (European Com-
mission, 2022a).

�is re�ects two separate developments. �e main factor is that credit downgrades during 

the euro-area crisis reduced the number of triple A-rated euro-area treasuries from eight 

to only three: Germany, Luxembourg and the Netherlands (Table 1). Figure 3 illustrates the 

overwhelming e�ect this has had on the supply of sovereign safe securities in euro.

Second, the issuance of supranational bonds increased sharply in response to the euro-
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Figure 3: Stock of euro-area sovereign debt securities (€ billions)

Sources: Bruegel based on Eurostat, S&P and Trading Economics. Note: Includes securities issued by the current 19 euro-area sovereigns.
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Figure 4: EU supranational debt denominated in euro (€ billions, end-of-year stocks)

Source: Bruegel based on European Commission, ESM, EIB.

Figure 4 shows the trend in the stock of supranational EU securities, most of which enjoy 

a triple A rating from the main international rating agencies and can therefore be considered 

safe assets. It shows a big jump in 2011-2013, coinciding with the euro-area crisis, and again 

in 2020-2022, coinciding with the pandemic. 

While the trends just described illustrate the potential importance of supranational insti-

tutions as a source of euro-denominated safe assets, they are also a reminder of the dominant 

in�uence of national issuance and, therefore, underline the huge scope for increasing the 

availability of high-quality assets in euro through the upgrade of sovereign ratings.

4 Policy options 
�e supply of euro-denominated safe assets can be increased in three main ways6:

• More issuance at EU level, including through the possible creation of a common safe asset;

• More issuance at national level from countries with the highest credit ratings;

• Credit upgrades for countries with sub-triple A ratings.

�is section examines the potential contribution of each of these sources of safe assets.

4.1 More issuance at EU level
�ere are two di�erent approaches to expanding the issuance of safe assets at EU or euro area 

level. �e �rst and most obvious one is to boost bond issuance by existing EU supranational 

institutions and facilities, or to create new supranational facilities funded through interna-

tional borrowing. �e second option brings us back to the academic and policy debate of 

6 Our discussion below does not consider the issuance of euro-denominated securities by triple-A corporations or 

non-euro area governments, nor the possible contribution of the European Central Bank. But issuance in euro 
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the past decade on the creation of a European common safe asset. We look at each of these two 

approaches in turn.

Increased issuance by EU supranational institutions and facilities
�e EU increased supranational issuance when it created the EFSF and ESM in response to the 

euro-area crisis, and the SURE and NGEU instruments in reaction to the pandemic. As noted in 

section 3, EU supranational borrowing has increased rapidly over the last 10 years and its share in 

the stock of total euro-denominated assets has risen markedly. �e SURE and NGEU facilities, if 

fully used, could put into the market a volume of new safe assets comparable to those that could 

be created under some of the best-known common safe asset proposals (Temprano-Arroyo, 

2022, pp. 27-29). But with the euro-area sovereign debt crisis over, there is not in the foreseeable 

future a clear need for new programmes funded under the EU’s macroeconomic stabilisation 

facilities. And with the COVID-19 crisis seemingly under control in Europe, there is currently not 

much political inclination to make the SURE or the NGEU instruments permanent. 

More fundamentally, the expansion of supranational borrowing must be backed by prudent 

national �scal policies. All supranational facilities are, in one way or another, ultimately guar-

anteed by EU countries, requiring tight common control over national �scal policies. Without 

such control, a rapid expansion of supranational borrowing could result in the downgrade of the 

supranational entities managing those facilities. It is thus of paramount importance to ensure the 

creditworthiness and high-quality ratings of the sovereign guarantors behind these facilities.

A possible source of increased supranational issuance of safe bonds by the EU stems from the 

need to provide �nancial support to Ukraine, which faces huge macroeconomic stabilisation and 

reconstruction needs. �e World Bank, the government of Ukraine and the European Commis-

sion (2022), in their needs assessment study published on 9 September 2022, estimated that the 

cost of the war in terms of reconstruction and recovery needs amounted, as of 1 June 2022, to 

$349 billion, or more than 1.6 times the GDP of Ukraine. �is estimate is probably on the low side 

as it does not take into account the impact of Russia’s more recent strategy to redouble attacks 

on energy and other critical civilian infrastructure. But it helps illustrate the orders of magnitude 

involved. 

In response, the Commission has proposed two unprecedented packages of MFA loans – of 

up to €9 billion and up to €18 billion – to help cover Ukraine’s short-term funding needs in 2022 

and 2023, respectively, the �rst of which has already been partly disbursed (European Commis-

sion, 2022a and 2022b). �e Commission has also proposed the creation of a new facility, to be 

called RebuildUkraine, to address Ukraine’s longer-term reconstruction needs (European Com-

mission, 2022a). While the details of this new facility remain to be spelled out, it could potentially 

lead to the issuance of a new type of supranational bonds in euro. If one adds to this the expected 

continued issuance of MFA bonds in support of Ukraine and other neighbouring countries 

a�ected by the war, and increased bond issuance in euro by the EIB and the EBRD to fund the 

reconstruction of Ukraine, it is hard to escape the conclusion that addressing the consequences 
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Creation of a ‘European common safe asset’
Another approach to increasing the supply of safe assets at EU level would be the creation of 
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Figure 5: Supply of euro-area sovereign safe assets under different rating 
scenarios (€ trillions; end-of-year)

Sources: Bruegel based on European Commission medium-term debt projections (European Commission, 2022c), Standard & Poor's.

�ese potential increases in safe assets also fare well in comparison with those estimated 

by some of the best-known proposals for a new European common safe asset, which are 

summarised in Table 2. �ese proposals entail an issuance volume of common safe assets, 

scaled up using the euro area’s 2021 GDP, ranging between €0.7 trillion, for certain variants of 

the SBBS proposal, and €7.3 trillion, for the Blue Bonds proposal (Delpla and von Weizsäcker 

2010), with most proposals yielding a volume of common safe assets within the €1.5 trillion to 

€3.7 trillion range. Even the most cautious of the upgrade scenarios mentioned above would 

be close to the lower bound of this range, while other scenarios would expand the supply of 

euro-based safe assets well above the upper bound of that range.

 �e positive e�ects of an upgrade of some euro-area countries to the triple-A level would 

be enhanced if it was accompanied by an improvement in the ratings of those that are still 
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a few national safe bond markets. Moreover, an approach in which euro-area banks are 

encouraged to hold massive amounts of the bonds of just a few highly-rated euro-area treas-

uries might not be politically acceptable, as the latter could be seen to bene�t disproportion-

ately from e�orts to reduce the home bias in banks’ portfolios.

Similarly, for international investors, supranational assets in euros might be particularly 

attractive because they provide them with an exposure to the euro area rather than to indi-

vidual member countries. �is allows them to diversify risk in a simple manner, reducing the 

information and transaction costs associated with building a diversi�ed portfolio of euro-area 

national government bonds. �is should enhance the positive impact of an increased supply 

of safe assets on the euro’s international role, compared with the e�ect of an equivalent 

amount of national safe assets.

�at said, an expansion of sovereign safe assets would already bring, as noted, many of 

the advantages of safe assets. It would facilitate the diversi�cation of banks’ portfolios across 

national jurisdictions, thus lessening the risk of a vicious circle between banks and sover-

eigns. And, if accompanied by general improvements in the ratings of sub-triple A euro-area 

countries, any increase in contagion and credit risk that could result from such diversi�cation 

would be mitigated. Moreover, as argued by Véron (2017), the diversi�cation of bank holdings 

of government securities across countries would also facilitate the introduction of a common 

deposit insurance scheme, another key aspect of the banking union project. Indeed, for as 

long as the home-bias problem persists, there will always be the suspicion that deposits pro-

tected by a European deposit insurance scheme could be used by banks, under moral suasion 

by their home-country government, to increase excessively their exposure to domestic public 



14 Policy Contribution | Issue n˚25/22 | December 2022

5 Conclusions 
�e expansion of the supply of euro-area safe assets remains critical for completing EMU, in 



15 Policy Contribution | Issue n˚25/22 | December 2022

References
Alogoskou�s, S. and S. Lang�eld (2018) ‘Regulating the Doom Loop’, Working Paper Series 74, European 

Systemic Risk Board

Basel Committee on Banking Supervision (2017) ‘�e Regulatory Treatment of Sovereign Exposures’, 

Discussion Paper, Bank for International Settlements

Bénassy-Quéré, A, M.K. Brunnermeier, H. Enderlein, E. Farhi, M. Fratzscher, C. Fuest ... J. Zettelmeyer 

(2018) ‘Reconciling Risk Sharing with Market Discipline: A Constructive Approach to Euro Area 

Reform’, CEPR Policy Insight No. 91, Centre for Economic Policy Research

Bonfanti, G. and L. Garicano (2022) 'Do �nancial markets consider European common debt a safe asset?' 

Bruegel Blog, 8 December, available at https://www.bruegel.org/blog-post/do-�nancial-markets-

consider-european-common-debt-safe-asset

Brunnermeier, M.K., L. Garicano, P.R Lane, M. Pagano, R. Reis, T. Santos, S. Van Nieuwerburgh and D. 

Vayanos (2011) ‘ESBies: A Realistic Reform of Europe’s Financial Architecture’, VoxEU, 25 October, 

available at https://cepr.org/voxeu/columns/esbies-realistic-reform-europes-�nancial-architecture

Brunnermeier, M.K., S. Lang�eld, M. Pagano, R. Reis, S. van Nieuwerburgh and D. Vayanos (2017) 

‘ESBies: Safety in Tranches’, Economic Policy 32(9): 175 -219

Caballero, R.J., E. Farhi and P.O. Gourinchas (2017) ‘�e Safe Assets Shortage Conundrum’, Journal of 

Economic Perspectives 31(3): 29-46

Christie, R., G. Claeys and P. Weil (2021) ‘Next Generation EU borrowing: a �rst assessment’, Policy 

Contribution 22/2021, Bruegel 

Claessens, S., A. Mody and S. Vallée (2012) ‘Paths to Eurobonds’, IMF Working Paper WP/12/172, 

International Monetary Fund

Claeys, G (2018) ‘Are SBBS Really the Safe Asset the Euro Area is Looking For?’ Bruegel Blog, 28 May, 

available at https://www.bruegel.org/blog-post/are-sbbs-really-safe-asset-euro-area-looking

Claeys, G. and G.B. Wol� (2020) ‘Is the COVID-19 crisis an opportunity to boost the euro as a global 

currency?’ Policy Contribution 11/2020, Bruegel

De Grauwe, P. and Y. Ji (2018) ‘How Safe is a Safe Asset?’ CEPS Policy Insights 2018-08, Centre for 

European Policy Studies

Delpla, J. and J. von Weizsäcker (2010) ‘�e Blue Bond Proposal’, Policy Brief 2010/03, Bruegel

/blog-post/do-financial-markets-consider-european-common-debt-safe-asset
/blog-post/do-financial-markets-consider-european-common-debt-safe-asset
ttps://cepr.org/voxeu/columns/esbies-realistic-reform-europes-financial-architecture
/blog-post/are-sbbs-really-safe-asset-euro-area-looking


16 Policy Contribution | Issue n˚25/22 | December 2022

European Commission (2022b) ‘Proposal of a Regulation of the European Parliament and of the Council 

establishing an Instrument for providing support to Ukraine for 2023 (macro-�nancial assistance +)’, 

COM(2022) 597 �nal

European Commission (2022c) ‘Fiscal Sustainability Report 2021, Volume I and Volume II’, Institutional 

Paper 171, Directorate General for Economic and Financial A�airs

European Commission (2022d) ‘Orientations for a reform of the EU economic governance framework’, 

COM(2022) 583 �nal

European Parliament (2019) ‘Legislative Resolution of 16 April 2019 on the proposal for a regulation of 

the European Parliament and the Council on sovereign-backed securities’, P8_TA(2019)0373

German Council of Economic Experts (2011) Assume Responsibility for Europe, Annual Report 2011/2012

Giudice, G., M. de Manuel Aramendía, Z. Kontolemis and D. P. Monteiro (2019) ‘A European Safe Asset to 

Complement National Government Bonds’, MPRA Paper No. 95748, Munich Personal RePEc Archive

Lanoo, K. and A. �omadakis (2019) Rebranding Capital Markets Union: A Market Finance Action Plan, 

CEPS-ECMI Task Force Report, Centre for European Policy Studies

Leandro, A. and J. Zettelmeyer (2019) ‘Creating a Euro Area Safe Asset without Mutualizing Risk (Much)’, 

Working Paper 19-14, Peterson Institute for International Economics

Papadia, F. and K. Efstathiou (2018) ‘�e Euro as an International Currency’, Policy Contribution 25/2018, 

Bruegel

Sapir, A. (2022) ‘Does the War in Ukraine Call for a New Next Generation EU?’ Bruegel Blog, 17 May, 

available at https://www.bruegel.org/blog-post/does-war-ukraine-call-new-next-generation-eu

Temprano Arroyo, H. (2022) ‘�e EU´s Response to the COVID-19 Crisis: A Game Changer for the 

International Role of the Euro?’ European Economy – Discussion Paper 164, Directorate-General for 

Economic and Financial A�airs, European Commission

Véron, N. (2017) Sovereign Concentration Charges: A New regime for Banks’ Sovereign Exposures, Study 

for the European Parliament’s Economic and Monetary A�airs Committee, European Parliament, 

Directorate-General for Internal Policies

World Bank, Government of Ukraine and European Commission (2022) Ukraine: Rapid Damage and 

Needs Assessment, August

/blog-post/does-war-ukraine-call-new-next-generation-eu

