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E C O N O M I C S  A N D  S E C T O R  S T U D I E S

IN A NUTSHELL, YES!

DOES THE EURO AREA NEED A SAFE ASSET?

M i c h a l a M a r c u s s e n
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WOULD THE EURO AREA BENEFIT FROM A GENUINE EUROBOND? 

YES!

Counter-cyclical

(Genuine safe asset)

Effective

monetary policy

transmission

Support deep and

liquid capital

markets

Further reduce the

sovereign-bank 

doom-loop

Unlimited QE

(if needed)

Support the

international

role of the euro

IN A NUTSHELL, CREDIBILITY,  FINANCIAL STABILITY AND GROWTH …

… HOWEVER, THIS REQUIRES HANDING OVER FISCAL SOVEREIGNTY.

Banks                            Monetary Policy                    Capital Markets
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ESM

Will sovereign debt 

be restructured?

Is it sufficiently 

large? 

Is it politically 

viable?

ECB Tools

Is QE capacity 

sufficient ?

Can LTRO be used 

to ease a sovereign 

liquidity crunch ?

Are collateral rules 

too reliant on pro-

cyclical ratings?

Banking Union

When will EDIS and 

SRF be in place ?

When will 

fragmentation end ?

When will genuine 

euro area banks 

emerge ?
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ARE THE NEW TOOLS SUFFICIENT TO PREVENT A NEW CRISIS?

PROBABLY NOT.
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Real risk free 

short-term rate 

expectations

Inflation 

expectations

Safe asset

term premia

Liquidity

risk

Restructuring

risk

Redenomination 

risk
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WHAT’S IN A GOVERNMENT BOND YIELD?

THERE IS NO “MAGIC” RISK REMOVAL WAND … 
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-1.00

0.00

1.00

2.00

3.00

4.00

5.00

6.00

7.00

8.00

2011 2012 2013 2014 2015 2016 2017 2018

Italy GDP+CPI 12M Consenus 5Y Italy Yield

-1.00

0.00

1.00

2.00

3.00

4.00

5.00

6.00

7.00

8.00

2011 2012 2013 2014 2015 2016 2017 2018

Germany GDP+CPI 12M Consenus 5Y German Yield

Counter-cyclical components Pro-cyclical components



November 2018 P. 5

… BUT RISKS CAN BE RE-ORGANISED

Blue & Red

bond proposal

Purple & Red

bond proposal

E-bonds National tranching, 

then pooling

SBBS

Safe asset Pool up to 60% of 

national debt under 

joint and several 

liability

At t=0, guarantee 

existing debt 

against 

restructuring under 

an ESM 

programme; lower 

the guarantee to 

60% of GDP over 

20 years in line 

with the Fiscal 

Compact.

National 

government bonds 

purchased by a 

preferred creditor 

status institution 

(for example, ESM), 

which then issues 

E-bonds. 

A senior tranche of 

pooled national 

senior debt 

tranches up to a 

predefined level.

National debt is 

pooled and then 

split into a "safe" 

senior tranche …

Risky asset National junior 

bonds to finance 

any excess 

financing needs

National junior 

bonds to finance 

any excess 

financing needs

- National junior 

bonds to finance 

any excess 

financing needs

… and a "risky" 

junior tranche.

Public risk Yes Yes Unsure No No

sharing

Pooling Yes No Yes Yes Yes
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Political 

(at present)

No additional public risk sharing

Avoid moral hazard

Ensure ESM credibility

Legal “Protect” current debt stock from litigation risks

Ensure banks can meet regulatory requirements

Monetary policy Large supply of “safe” collateral

Effective monetary policy transmission (counter-cyclical)

Markets Ensure sovereign bond liquidity (market access)

Limit the sovereign-bank doom loop

“Easy” and “Fast” to implement
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CRITERIA FOR A TRANSITION TO A GENUINE EUROBOND



November 2018 P. 7

EVALUATING THE VARIOUS PROPOSALS

Status

 Quo

Blue & 

Red bonds

Purple & 

Red bonds

E-bonds National 

tranching, 

then pooling

SBBS

Political

No additional public risk sharing Yes No No Unsure Yes Yes

Avoid moral hazard Yes Yes Yes Yes Yes Yes

Ensure ESM credibility Unsure Yes Yes Unsure Unsure Unsure

Legal

“Protect” current debt stock from litigation risks Yes No Yes Yes Unsure Yes

Ensure banks can meet regulatory requirements Yes Yes Yes Yes Yes* Yes*

* with some regulatory changes

Monetary policy

Large supply of "safe" collarteral Unsure Yes (Blue) Yes (Purple) Yes (E-bond) Unsure Unsure

Effective monetary policy transmission No Yes Yes Yes Unsure Unsure

Markets

Ensure liquidity (market access) No Only Blue Only Purple Only E-bond No No

Limit the sovereign bond-bank doom loop No Yes Yes Yes Unsure Unsure

“Easy” to implement Yes No Yes Yes Unsure Unsure

"Fast" to implement Yes No Yes No No No
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This publication reflects the opinion of Societe Generale S. A.'s Economic and Sector Research department at the date of publication. This

opinion is subject to change at any time without notice. It is provided for information purposes only, and does not constitute an investment

recommendation or an investment advice within the meaning of current regulations. This publication has no contractual value.

Neither the information contained in, nor the analyses expressed therein constitute in any way an offer to sell or a solicitation to offer to

subscribe, purchase, sell a product or execute a transaction and shall not engage the liability of Société Générale S. A. or any of its

entities, in compliance with current regulations. Then, should a retail or a professional client, or eligible counterparty obtain this

publication, they should not base any investment decisions solely on the basis of this publication, and must seek independent financial

advice.

The accuracy, completeness or relevance of information derived from external sources is not warranted, even if it comes from sources

reasonably believed to be reliable. Subject to the current regulations, Societe Generale S. A. does not accept any liability in this respect.

The economic information mentioned in this document is based on data valid at a given time, and may therefore change at any time.

Societe Generale S. A. is a French credit institution authorized and supervised by the Autorité de Contrôle Prudentiel et de Resolution

("ACPR"), regulated by the Autorité des Marchés Financiers ("AMF") and under the prudential supervision of the European Central Bank

("ECB").

Societe Generale S.A. is also authorized by the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct

Authority and Prudential Regulation Authority. Details about the extent of our authorization and regulation by the Prudential Regulation

Authority, and regulation by the Financial Conduct Authority are available from us on request.

Notice to US Investors: this document is issued by non-US SG economic analysts or affiliates on economics studies that are issued solely

to major US institutional investors pursuant to SEC Rule 15a-6. Any US person wishing to discuss this report or effect transactions should

do so with or through SG Americas Securities, LLC. SG Americas Securities LLC has its registered office at 1221 Avenue of the Americas,

New York, NY, 10020. (212) 278-6000.

Notice to Asian investors: this document is prepared for and intended to be distributed in Asia solely to sophisticated and professional

clients. You should therefore be appropriately qualified as a professional, accredited, wholesale, expert or institutional investor (however

defined in your local jurisdiction).

This publication may not in any way be reproduced (in whole or in part) or transmitted to any other person or entity without the prior written

consent of Societe Generale SA.
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