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Gertrude Tumpel-Gugerell, Chairperson of the Commission Expert Group on 

Debt Redemption Fund and eurobills  

- Speaking points for the ECON Committee hearing, 1 April 2014 - 

 

 

Madam Chair, Members of the Committee, 

I would like to thank you for the opportunity to present the findings of our Expert Group and 

for your initiative regarding this topic. 

More than two years ago two proposals for joint issuance of debt were made.  

The first idea is the creation of a Debt Redemption Fund and the conclusion of a Debt 

Redemption Pact. Existing government debt above a certain threshold, namely 60% of GDP, 

would be transferred to a common fund. This would lower interest rates for countries with 

higher debt and allow them to reduce their debt overhang. In return governments would 

make strong and binding commitments to fiscal consolidation for the lifetime of the fund.  

The second idea is the concept of eurobills. It would foresee joint issuance of short term 

government paper. 

The DRF/P aims at restoring sustainable public finances, taking away the roll-over risk when 

debt is maturing, and creating a diversified, safe and liquid asset which would support 

monetary policy transmission and financial market integration. In short, the main aim is to 

reduce the debt overhang in the euro area. 

The eurobills idea has a different focus. Eurobills would aim at stabilising government debt 

markets, taking away the roll-over risk and fostering financial market integration through the 

creation of a diversified, safe and liquid asset.  Monetary policy transmission would be 

supported as well. 

A DRF/P would mean the transfer of around 1.8 to 3.1 Trillion € of debt to the fund. This 

would result in a maximum size of the fund of around 1.7 to 2.85 Trillion €. The DRF/P would 

mean strict commitments made by the participating countries and a lifetime of the fund of 

10 to 25 years. A fund with joint and several guarantees would entail a huge commitment 

and require Treaty change. A fund with pro rata guarantees would not achieve the interest 

rate savings necessary to reduce the debt overhang.  
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What would be the risks? The risk is that countries would get benefits immediately and have 

to meet their obligations over a long period of time. Risks are seen in the lack of flexibility 

and in interest rate increases for countries with high credit quality. The main challenge 

would be that strict fiscal and economic policy rules would be set for a long time in advance; 

compliance with them might be difficult to sustain all the way through.   

Therefore an alternative was explored - a smaller fund with an equal share of debt  from 

each country (equal to 20 % of its GDP) and a shorter lifetime of the fund. This variant would 

have advantages and mitigate the risks to some extent. But it would not solve the problem 

of starkly differing debt levels amongst euro area Member States.  

Eurobills could have either joint and several or pro rata guarantees. The size of the fund 

would depend on the maturities covered: if securities up to 2 years are included, the 

"expected normal" size could be around 0.8 Trillion € (based on figures for existing short 

term debt) and the maximum size of the fund, if a cap of 30% of government debt is set for 

joint issuance, could be around 1.8Trillion €. 

Including debt below 1 year would mean a fund with an "expected normal" amount of 

around 0.5Trillion (based again on the current practice of Member States) and a maximum 

size could be 0.9Trillion (if the legal cap is set for debt equalling 10% of GDP). 

Eurobills with joint and several guarantees would require Treaty change, with pro rata 

guarantees this might not be the case. The financial effects would be even smaller and the 

impact would be primarily of qualitative nature. Setting up a temporary fund was discussed, 

but in practice it would be difficult to dissolve such a fund once set up. One of the risks of 

eurobills is that it might induce overreliance on short term debt. 

Beyond the economic and financial risks I have already mentioned, let me now explain what 

we have described as moral hazard, possible free rider effects. One country takes risk and 

another country or group of countries bear the costs once risks materialise. 

What can be done against moral hazard? 

Binding commitments, additional intervention powers for European policy makers in case of 

persistent non-compliance with agreed policies, financial incentives and threat of exclusion 

from joint issuance schemes were discussed by the experts.  

Let me briefly touch on legal requirements when discussing joint issuance schemes.  The 

current EU treaties do not allow any scheme of joint issuance with joint and several 

guarantees. They may allow pro rata schemes such as capital structures in analogy to the 

ESM. The EU Treaties do not grant sufficient competences to the EU to set up a DRF or a 

eurobills fund through EU legislation. Granting fiscal competences like EU powers to veto 

national budgets would require Treaty change as well. Some national constitutional laws 
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require limits to national liabilities are set ex ante and regular votes taking place on 

additional commitments made.      

Regarding democratic legitimacy, it would certainly be preferable to use the Community 

method in case joint issuance schemes are set up. Parliamentary accountability should be 

foreseen in a way that the European Parliament as well as national parliaments who retain 

fiscal responsibilities would have a say in the working of any instrument of joint issuance.  

The Report also underlines that joint issuance schemes, with all their merits, can never be 

seen as a substitute for the efforts required from Member States to reduce their debt and to 

pursue reform-oriented policies.   

Let me conclude: while joint issuance would have merits in stabilising government debt 

markets supporting monetary policy transmission and fostering financial stability and 

integration, economic and financial risks and moral hazard considerations have to be taken 

into account. Therefore it may be considered prudent to first collect experience with the 

reformed economic governance in the Euro area before any decisions on schemes of joint 

issuance are taken.  

 


