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The initial objectives of the DRF/P and eurobill projects were quite different: 

 DRF/P: build a fiscal bridge to a credible no-bailout regime. This involves reducing financing 

costs so that the debt overhang can be erased in a credible way.  

 Eurobills: prevent self-fulfilling liquidity crises and provide a risk-free, liquid asset to foster 

financial stability and a smooth monetary policy 

Today, joint issuance of government debt can have three distinct objectives: 

 Enhancing debt sustainability  

 Enhancing debt market stability  

 Contributing to financial re-integration and stability. 

Enhancing debt sustainability (through reducing refinancing costs in normal times) 

 It is in the interest of all countries, including low-indebted ones, that high-indebted countries 

are able to tackle their debt overhang. With high refinancing costs, these countries need to 

run a high primary surplus over a long time, with three major risks: (i) a risk on their growth 

rate, (ii) a political risk, and (iii) a risk that governments in these countries have not enough 

fiscal space to carry out far-reaching structural reforms. Hence, it is in the interest of 

everyone that the refinancing costs are not too high, although some interest-rate 

differentiation should be maintained as an incentive to adjust. 

 In aggregate terms, the euro area’s fiscal situation is in similar shape as the US one, and in 

much better shape than that of Japan. The only reason why sovereign debts may be viewed 

as more risky than elsewhere is (i) the lack of solidarity across sovereign states and (ii) the 

mismatch between sovereign and monetary frontiers. The idea of joint issuance is to reduce 

refinancing costs by introducing a dose of solidarity among Member states while helping 

each government to repay its own debts. 

 The impact of joint issuance on refinancing costs in normal times is not straightforward since 

it depends on the costs for the debt that would not be part of the scheme. Lower refinancing 

costs can be expected if (i) the joint issuance scheme ensures higher credibility of fiscal 

adjustment, and (ii) the liquidity gain on the joint issuance scheme exceeds the liquidity loss 

for national debts. 

Enhancing debt market stability through reducing roll-over risk (and refinancing cost) in crisis times 

 Although a lot has been done to reduce the risks of a self-fulfilling liquidity crisis (with the 

ESM and the OMT), the high level of debts means that the whole system will likely remain 

crisis prone, with severe implications in terms of contagion (i) across Member states, and (ii) 

from the sovereigns to the banks. 



 One objective of joint issuance would be to reduce the scope for a liquidity risk. It would 

prevent a loss of market access due to suddenly increasing risk aversion and/or herd 

behaviour among investors. 

 In turn, this would attenuate the negative feedback loop between domestic banks and their 

sovereign; hence reduce the refinancing costs not only of the sovereign but also of the banks, 

and consequently the financing costs for banks’ clients, e.g. SMEs. 

 Joint issuance would also secure market access in the event of an asymmetric 

macroeconomic shock. Hence it would provide an instrument to reestablish a key channel of 

macroeconomic risk-sharing. 

Contributing to financial re-integration and stability 

 Banks in the euro area need assets that can be held as liquidity buffers, sold at relatively 

stable prices and used as collateral in refinancing operations. The existence of such asset in 

the euro area could reduce the impact of deteriorating credit ratings of individual Member 

States on the domestic banking system's access to finance. Hence it would contribute to 

erasing the observed market fragmentation and enhancing monetary policy transmission. 

 This is all the more necessary in the new regulatory and supervisory environment, which asks 

banks to hold a sufficient buffer of liquid assets. 

 The joint asset could become a benchmark for financial markets. This means that the 

borrowing costs of the corporate sector would be less dependent on the credit rating of the 

sovereign. 

 The existence of a joint liquid and safe asset would also reduce the destabilizing flight-to-

quality effect in times of crisis.  

 However there is no consensus among the experts on the impact of joint issuance on market 

segmentation in the euro area. All experts agree that for addressing market fragmentation, a 

strengthening the banking sector is key. But they disagree on the extent of additional help 

from joint issuance on market re-integration. 

Finally, it should be reminded that a single instrument (DRF/P or eurobill) will unlikely fulfill 

three different objectives. Hence a choice will need to be made. The two instruments do not 

fulfill equally the three objectives. 


