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Green Paper Eurobonds 
 
 
Concerning the Green Paper on Stability Bonds we would like to submit the following position: 
 
As the crisis asks for decisive policy actions almost immediately, the implementation of 
Eurobonds would take years. Moreover, there is currently no consensus for Eurobonds among 
Euro area countries.  
 
The paper is right with regards to the pre-conditions for Eurobonds. Many of the implications 
of Eurobonds go well beyond the technical domain and involve issues relating to national 
sovereignty and the process of economic and political integration. These issues include the 
need for Treaty changes. The EU summit on the 9th of December 2011 provided good 
evidence of how difficult it is to find consensus on this. Intergovernmental agreements seem 
to be the most what can be currently reached. 
 
As far as the fiscal measures that determine the ability to make a current payment on joint 
bonds are concerned, the eurozone simply is the sum of its parts. Thus, joint issuance creates 
a risk that is the weighted average risk of each member state. Only if the risk premia are 
linear will the market also charge the weighted average yield on joint bonds. In a convex 
scenario, the funding costs of Eurobonds may far exceed the average funding cost of current 
government bonds. To our mind, it is simply impossible to know the outcome ex-ante because 
a world with Eurobonds will differ from the world without them. To claim that Eurobonds 
lower funding costs as made by the Green Paper is not credible. 
 
It may be an unspoken attraction of joint funding instruments that the existence of such 
bonds would make it harder for the ECB to resist calls for debt monetisation. 
 
The efficiency gains imputed to Eurobonds by the Green Book must be called into question. A 
single Eurobond market would eliminate the different liquidity premiums in the national 
government bond markets (efficiency gains). Not having the possibility to price different risks 
differently will lead not only to "moral hazards" but, more generally, to a decline in 
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efficiency. 
 
Eurobonds are based on the idea that some countries benefit from the creditworthiness of 
others. The varying degrees of shared liability give rise to approaches 1 to 3 as introduced by 
the EU. A major issue remains unresolved however: the "good" creditworthiness of Member 
States may not suffice to create a risk-free benchmark through extensive and even complete 
assumption of liability for other countries in the eurozone. 
 
When liability is reduced to a small amount (approach 3), however, only that amount will 
actually be available to help out. Approach 3 very closely resembles the makeup of EFSF 
issues. There is hardly any latitude left, however; the approach has been all but exhausted. 
Any further increase in the assumption of liability will only produce higher interest rates for 
individual guarantors and - in contrast to German bonds - to markedly higher interest rates 
for these Stability Bonds. 
 
 
Eurobonds or Stability Bonds would only be capable of resolving the contagion issue using the 
most extreme option available, i.e. approach 1: all countries take on full liability for one 
another, completely substituting the issuance of national bonds. 
 
"Stronger" countries would continue to have to put up with a drawback even then as the 
return on joint Eurobonds would be higher than that of German bonds, i.e. countries with a 
good credit standing would be cross-subsidising countries with lower creditworthiness. 
 
Approach 1 makes no sense as long as there is no right to intervene in national budgets in 
order to ensure that Eurobonds are not misappropriated with a view to further amassing 
budget deficits and state debts. Before Eurobonds are issued in accordance with approach 1, 
a fiscal policy would be required that is more rigorously subject to rules and regulations. 
Under this policy, countries would have to move within certain deficit and debt limits 
(automatic sanctions as in the loss of decision-making powers - fines would be rather 
counterproductive). 
 
(Surveillance of the economic development [performance, productivity, etc.] as in the "Six 
Pack" would be desirable. The performance parameters should be prevented from drifting too 
far apart. This would be more important for the general effectiveness of the currency union 
than for the Eurobond immediately.) 
 
However, once the above points have been fulfilled, introducing a Eurobond system will result 
in hardly any improvement.  
 
1) As the result of a sustainable policy - which would be a prerequisite for a Eurobond - 
spreads would converge. National bonds are easier to manage and serve as a major 
disciplinary device. 
2) With Eurobonds, conditions of distribution will become a highly political issue. Every 
country will fight with all available means to pay no or only the lowest possible surcharges on 
Eurobond returns. Lots of energy will go into negotiating what should actually be determined 
by a market. Markets can be unreasonably positive or negative in determining prices, yet 
pricing by political negotiation is most often than not less efficient (market leverage, 
reconciliation of interests with others, etc.). 
3) Individual countries will presumably not be able to issue Eurobonds, they will have to be 
issued by an agency / a vehicle. This agency (supra / bank / vehicle) will not necessarily have 
nil spread to AAA. 
4) An additional agency inevitably means more bureaucracy. 
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Approach 2 exacerbates the drawbacks of approach 3 (higher interest rates for guarantors) 
and the shortcoming of approach 1 (greater administrative effort with more pervasive 
political intervention). What is more, the government bond market will be further 
fragmented (Eurobonds with mutual guarantees and/or with different types of collateral and 
national bonds). In applying this approach, the efficiency improvements purported in the 
Green Book would for the most part be lost. 
 
In a nutshell, only options 1 and 3 appear feasible. Hence, the Green Paper can hardly be 
considered a serious step towards the actual implementation of joint funding. 
 
 
Kindly give our comments due consideration. 

 
 

Yours sincerely, 
 
 
 
 
 
Dr. Herbert Pichler 

Managing Director 

Division Bank and Insurance 


