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Intervention of Francesco Papadia 

It is a pleasure to be here and discuss these three brilliant papers. I left Banca 
d’Italia some 25 years ago, after more than 20 years of work in its research 
and foreign relations departments, and it is a pleasure to find that the quest 
for a sophisticated analytical approach to economic issues is still so strong. 

Instead of commenting on the papers, I will give you, as I think Carla 
planned, a policy perspective on the issue. Still, I will refer to the three papers 
when useful. 

Let me start noting an apparent contradiction: EU Bonds would have large 
and diversifies benefits, yet, little progress has been achieved so far, 
notwithstanding the huge intellectual investment in this area, including in 
the BI papers presented today, but also Blanchard and Ubide, Zettelmeyer,…. 

A cursory list of the benefits from EU bonds is impressive:  

 Financial autonomy, reducing or altogether eliminating the dependence 
on the US dollar.  

 They would be a very important complement of SIU, playing the same role 
as Treasuries for US financial market, even if I believe substantial progress 
can be made also without EU bonds.  

 EU bonds would potently support the international role of the €.  
 They would help funding EU public goods. 
 The so-called doom loop between banks’ and national governments would 

be broken or at least mitigated. 
 EU governments would, in aggregate, enjoy lower borrowing costs 

(liquidity,  continuous issuance, inclusion in benchmarks). 
 Rollover risk and runs from periphery to core would be substantially 

mitigated if not eliminated altogether (Cioffi et al.). 

In more general terms, I am convinced that without its own adequate bond 
issuance the EU will remain an incomplete construction (Pallara et al.) 

Yet, as I said, progress is hesitant and insufficient. There would be no need 
for the many, clever proposals to move further. We seem to observe an 
irresistible force against an immovable object. 
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To understand the reason for this contradiction it is useful to note that 
countries with less solid public finance (below AA) want EU bonds, unlike 
“fiscally virtuous” (AAA) countries, as Pallara et al. call them.  

Why this difference? 

 Fiscally virtuous countries already pay low interest on their debt and it is 
not obvious that they would pay less on common debt. However,  
redistributions of interest rate charges, as suggested by Pallara et al. could 
deal with this problem; 

 The moral hazard issue, whereby common issuance could be an incentive 
to imprudent policies can, probably, be dealt with, because, implicitly or 
explicitly, there would remain junior national debt through which bond 
vigilantes could exercise their discipline; 

 The most important reason of the opposition of the virtuous countries, is 
that a joint and several guaranty, in one form or the another, is behind 
nearly most proposals to issue EU bonds. The ubiquitous presence of joint 
and several guarantee is apparent in the S&P Global Ratings of EU 
Commission bonds, 2025: the “assessment that highly rated member 
states (above 'AA-') have capacity and willingness to cover unlikely 
shortfalls in the EU's debt service, via the headroom provided to their 
own resources' ceilings”. It is not by chance that joint and several 
guarantee is explicitly recognized in Pallara et al. and by Bonfanti et. al. 
and also, albeit implicitly, admitted by Cioffi et al. 

 There are two proposals, as I am aware, that do not require either explicit 
or implicit joint and several guarantee: 
o  The ESBIES proposal, which concentrates credit quality in the senior 

tranche thus not needing the additional protection from joint and 
several guarantee, relegating credit risk in the junior tranche. The 
problem deriving from the enhanced riskiness of the junior tranche 
raised strong opposition from national debt agencies, in particular in 
“non virtuous countries”. 

o The proposals to grant own resources to the EU to serve common 
bonds. The huge size of the needed own resources and the increase of 
taxation or the transfer from national to EU taxation that would result 
from this attribution make the plan unrealistic. 

Granting a joint and several guarantees is, in turn, made very difficult by the 
lack of trust among EU Members.  
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While all efforts should be made to increase trust, fiscal action sometimes 
serves the opposite purpose. I am sorry to mention here something done by 
my own country: the house super-bonus that costed about 200 billion €, i.e. 
close to 10 % of Italian GDP, for little benefit. Or the persistent difficulties of 
France to bring its deficit below the 3% threshold.  

Trust is not fostered either by the recurrent attempt to weaken the Growth 
and Stability pact. Indeed, I believe that countries asking for EU bonds 
should be the strongest supporters of an effective GSP. There is a 
contradiction in that this is not the case. 

Where does all this leave us? In short, in an uncomfortable situation, where 
something is needed that it is very difficult to achieve. 

If we were dealing with private sector transactions, there would be one 
simple tool to complement insufficient trust: collateral. This is indeed a very 
common form of lending, for example in the money market collateralized 
lending or repos are the predominant form of lending, with unsecured 
lending very limited; bank lending is mostly secured by collateral, for 
instance in mortgages. 

Am I proposing to reinforce the safety of Eurobonds and allow the granting 
of joint and several guarantee with collateral? This would be the obvious 
solution in financial terms, but it is admittedly very difficult from a political 
point of view. Technically it should not be difficult to identify state owned 
assets that could be pledged as collateral for EU bonds and margins could be 
maintained within modest amounts. The difficulty is to admit that there is a 
lack of trust, even if this is evident from the different rating granted to 
different sovereigns, and to accept to remedy it by collateralizing the 
commitments of member countries to the payments due to serve EU bonds. 

There was a distant example of collateralized lending among central banks, 
when the Bundesbank lent 2 billion dollar to Banca d’Italia in 1974 against 
about 500 tonnes of gold collateral. However, that was a difficult decision to 
take and answered a very acute stress situation. The ability to repeat 
something similar is, to say the least, not obvious, even if setting it into a EU 
framework could help. 

My final point is about the proportion in public debate between rearranging 
risk in the issuance of sovereign bonds, a la Zettelmeyer, Blanchard and 
Ubide fashion, versus reducing risk by increasing the rating of the “non 
virtuous” countries. 
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Together with Heliodoro Temprano-Arrojo we have shown how much the 
amount of high credit quality euro denominated bonds would increase if 
member countries would increase their credit rating. The results are in the 
figure, for more and more ambitious rating improvements and are 
staggering: if all double A countries would move to triple A the amount of 
top-rated euro paper would increase by circa 10 trillion, while most current 
proposals to increase EU bonds yield a volume of common safe assets within 
the €1.5 trillion to €3.7 trillion range. 

Of course, increasing rating is difficult, but it is really impossible if one does 
not even try. From this point of view, I regard the omission of this topic from 
public debate both surprising and wrong. 

Is there no desire and prospective, in Italy for instance, to make “weaker” 
countries “virtuous” (to use again Pallara’s terminology)? 

Thank you 

 

 


