
CENTRO DI RICERCHE IN ANALISI ECONOMICA
E SVILUPPO ECONOMICO INTERNAZIONALE

Eurobonds for EMU Stability, 
Convergence and Growth

Alberto Quadrio Curzio

788834 3284919

ISBN 978-88-343-2849-1

COP Curzio.qxd:_  11/07/14  12:58  Page 1



Università Cattolica del Sacro Cuore

CENTRO DI RICERCHE IN ANALISI ECONOMICA
E SVILUPPO ECONOMICO INTERNAZIONALE

Eurobonds for EMU Stability, 
Convergence and Growth

Alberto Quadrio Curzio

Luglio 2014

PP Curzio.qxd:_  16/07/14  11:41  Page 1



www.vitaepensiero.it

Le fotocopie per uso personale del lettore possono essere effettuate nei limiti del 15% di ciascun
volume dietro pagamento alla SIAE del compenso previsto dall’art. 68, commi 4 e 5, della legge
22 aprile 1941 n. 633.
Le fotocopie effettuate per finalità di carattere professionale, economico o commerciale o
comunque per uso diverso da quello personale possono essere effettuate a seguito di specifica
autorizzazione rilasciata da CLEARedi, Centro Licenze e Autorizzazioni per le Riproduzioni
Editoriali, Corso di Porta Romana 108, 20122 Milano, e-mail: autorizzazioni@clearedi.org e sito
web www.clearedi.org

All rights reserved. Photocopies for personal use of the reader, not exceeding 15% of each
volume, may be made under the payment of a copying fee to the SIAE, in accordance with the
provisions of the law n. 633 of 22 april 1941 (art. 68, par. 4 and 5). Reproductions which are
not intended for personal use may be only made with the written permission of CLEARedi,
Centro Licenze e Autorizzazioni per le Riproduzioni Editoriali, Corso di Porta Romana 108,
20122 Milano, e-mail: autorizzazioni@clearedi.org, web site www.clearedi.org

© 2014 Cranec
ISBN 978-88-343-2849-1

Alberto Quadrio Curzio, Professor Emeritus of Political Economy at the
Faculty of Political Science and President of the Scientific Committee of the
Research Centre in Economic Analysis at the Università Cattolica; President
Class of moral sciences (humanities) of the Accademia Nazionale dei Lincei.

alberto.quadriocurzio@unicatt.it 

COMITATO DIRETTIVO: Prof. Carlo Beretta (Direttore), Prof. Marco
Fortis; Prof.ssa Fausta Pellizzari (Segretario); Prof. Alberto Quadrio Curzio
(Presidente); Prof. Roberto Zoboli.

CONSIGLIO SCIENTIFICO: Prof. Gilberto Antonelli (Università degli Studi di
Bologna); Prof. Mauro Baranzini (Università della Svizzera italiana); Prof.ssa
Maria Agostina Cabiddu (Università Cattolica del Sacro Cuore); Dott. Antonio
Andreoni (University of Cambridge, University of Chile – Santiago); Prof. Giulio
Cainelli (Università degli Studi di Padova); Dott. Ivano Cardinale (Emmanuel
College, Cambridge); Dott.ssa Maria Chiara Cattaneo (Università Cattolica del
Sacro Cuore); Prof.ssa Floriana Cerniglia (Università degli Studi di Milano –
Bicocca); Prof. Giuseppe Colangelo (Università degli Studi Insubria-Varese); Prof.
Nicola De Liso (Università degli Studi di Lecce); Dott. Andrea Goldstein (ONU);
Prof. Mario Maggioni (Università Cattolica del Sacro Cuore); Prof. Giovanni
Marseguerra (Università Cattolica del Sacro Cuore); Prof. Guido Merzoni
(Università Cattolica del Sacro Cuore); Prof.ssa Valeria Miceli (Università Cattolica
del Sacro Cuore); Prof. PierCarlo Nicola (Università degli Studi di Milano); Dott.
Mario Nosvelli (Consiglio Nazionale delle Ricerche – Milano); Prof. Giovanni
Pegoretti (Università degli Studi di Trento); Prof. Paolo Pini (Università degli Studi
di Ferrara); Prof. Thomas Rosenthal (Università Cattolica del Sacro Cuore);
Prof.ssa Claudia Rotondi (Università Cattolica del Sacro Cuore); Prof. Roberto
Scazzieri (Università degli Studi di Bologna); Prof. Danielie Schilirò (Università
degli Studi di Messina); Prof. Moshe Syrquin (University of Miami, USA); Prof.ssa
Teodora Erika Uberti (Università Cattolica del Sacro Cuore).
Tutti i saggi sono soggetti al referaggio di due Membri del Comitato Scientifico
prima di essere pubblicati nella Collana dei Working Paper Cranec edita da Vita
e Pensiero.

segreteria.cranec@unicatt.it

PP Curzio.qxd:_  16/07/14  11:41  Page 2



3 
 

Abstract 
 

The severe crises within the Eurozone, which began in 2009, had 
(and still have) at least two main aspects. One is the problem of sov-
ereign bonds issued by peripheral Euro-States. The other is the fall in 
the rate of growth of the Eurozone. Among the many proposals and 
political choices made to overcome these crises, one concerned the 
so called «Eurobonds» (EB) which in actual fact covers a wide range 
of bonds. 
 
In this present essay I will consider five types of Eurobonds: the Un-
ionbond (proposed by Jacques Delors in 1993), the Goldeurobond 
(proposed by myself between 2004-2008), the Stabilitybond (pro-
posed mainly by the European Parliament in 2011-12), the Res-
cuebond (issued by EFSF and ESM since 2011), the EuroUnionBond 
(proposed by Romano Prodi and myself in 2011-2012). The conclu-
sion of my analysis is that the opposition to EB or EUB is mainly of 
political nature, being the economic and historical criticism to them 
rather weak. 
 
More precisely the advantages of EB and EUB are the following. 
First of all, a wide EUB market can compete with that of T-bonds 
and attract the financial resources which are there in global markets. 
Some figures must be kept in mind: the estimated dimension of sov-
ereign wealth funds ($6.2 trillion at the end of 2013); the USA public 
debt ($16.7 trillion at the end of 2013) and the amount of it held by 
foreign investors ($5.8 trillion at the end of 2013). 
Secondly, EUB will promote the unification of the EMU in two 
ways: first due to the convergence of the debt to GDP ratio of EMU-
MSs to the normal average ratio, by thus balancing the fiscal strict-
ness of some countries with expansionary policies in others and sec-
ondly by enhancing the European infrastructure network and other 
investments in infrastructure like techno-science. 
Thirdly, two powerful instruments of economic policy are much bet-
ter than one. In fact, now the only real but mainly short term effec-
tive power within the EMU is the ECB which might be pushed to 
rather unorthodox policies which are necessary without EUBs but 
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certainly not in line with Bundesbank principles. This expanding of 
the role of the ECB instead of the use of EUBs will be in the end 
much more ineffective and in some cases harmful to EMU integra-
tion in regard to both the real economy and the fiscal economy as 
expressed by the convergence of the public debt over GDP ratio. 
Finally, in my opinion EUB are not issued only for political reasons 
which one day or the other will lose their ground. 
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1. Foreword* 
 
The severe crises within the Eurozone, which began in 2009, had 
(and still have) at least two main aspects. One is the problem of sov-
ereign bonds issued by peripheral Euro-States. The other is the fall in 
the rate of growth of the Eurozone. Among the many proposals and 
political choices made to overcome these crises, one concerned the 
so called «Eurobonds» which in actual fact covers a wide range of 
bonds. 
The proposal to issue some kind of Eurobond has a long history 
which goes back at least to 1993 when Jacques Delors, at that time 
President of the European Commission, first made such a suggestion. 
Over the last twenty years the number of similar proposals has stead-
ily increased. I myself have contributed with a number of proposal 
since 2004. 
There has been reluctance to accept these proposals and to date only 
a number of «Rescuebonds» have been issued since 2010 by what 
might be called the European Rescue Funds (officially EFSF and 
ESM). My interest in the subject of Eurobonds has many roots which 
can be summarized in two main lines of research. 
The first line of research refers to my studies on gold as a quasi-
money commodity (which in the past was also a standard of value or 
a numeraire) and as a real asset capable of functioning as the ultimate 
guarantee of value across centuries. These studies also contributed to 
my interest in the problem of sovereign wealth funds. These are built 
on surpluses of trade balances in commodities and goods, often with 
remarkable consequences for financial markets where they operate as 
safe investments. All these studies concern the intersection of real 
and monetary phenomena and with structural changes in the world 
economy. 
The second line of research refers to my studies on the institutional 
and economic aspects of the European Union (EU) and Economic 

                                                 
* Comments on this essay are welcomed as the final version will be 
published in 2015 in a book by I. Cardinale, D. Coffman, R. Scazzieri 
(eds.), The Political Economy of the Eurozone. 
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and Monetary Union (EMU). I maintain that a true Union cannot rely 
only on the euro and rules for market competition but that it also 
needs an integrated structural economic system with appropriate in-
vestment in industry, infrastructure, techno-sciences and human re-
sources across the EU. Political union and cultural identity1 are very 
important but are not enough without a real and structural integration 
of economies which might precede an eventual political union. 
Since 2004 I have dealt many times with proposals to introduce Eu-
robonds and establish some kind of European Fund in the EMU2. On 
the Italian financial newspaper Il Sole 24 Ore in 2011and 2012, I 
also published two articles in co-authorship with Romano Prodi, a 
truly European statesman characterized by vision, competence and 
concreteness. 
In this present essay3 I will consider four types of Eurobonds: the 
Unionbond, the Goldeurobond, the Stabilitybond, the Rescuebond 
and the EuroUnionBond. 
I will not deal with the theoretical debate on Eurobonds but rather 
focusing on four types mentioned above, my analysis will rely on 
perspectives derived from a political-institutional or a political econ-
omy approach. This choice is due to the fact that both those propos-
ing and those opposing the issuing of European bonds have been and 
                                                 
1 See especially: Quadrio Curzio (2002), Sussidiarietà e sviluppo. 
Paradigmi per l’Europa e per l’Italia, Milano, Vita e Pensiero; Quadrio 
Curzio A. (2005), Some Thoughts on Solidarity and Subsidiarity, in The 
Spiritual and Cultural Dimension of Europe, Reflection Group, European 
Commission, 2005, pp. 39-41 
2 See especially: Quadrio Curzio A. (2004), Una spinta dall’Europa, Il Sole 
24 Ore, 28 novembre; Quadrio Curzio A. (2008a), Un Fondo sovrano con 
l’oro d’Europa, Il Sole 24 Ore, 5 febbraio, also translated into English and 
published as A Sovereign-wealth Fund with Europe’s Gold, in Quadrio 
Curzio A. (2008b), pp. 376-378; Quadrio Curzio A. (ed.) (2008b), 
Reflections on the Crisis 2007-2008, Economia Politica. Journal of 
Analytical and Institutional Economics, vol. XXV, no. 3, pp. 369-380. 
Quadrio Curzio A. (2011b), On the Different Types of Eurobonds, 
Economia Politica. Journal of Analytical and Institutional Economics, vol. 
XXVIII, no. 3, pp. 279-294. 
3 Thanks are due to Andrea Sartori for his assistance and to Seamus Taggart 
for the English revision. I am however entirely responsible of this essay. 
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are still strongly influenced by political reasons. The political econ-
omy approach therefore is more appropriate in dealing with a situa-
tion where political choices predominate over economic imperatives. 
 
 
2. Unionbonds: Investment for Growth 
 
Jacques Delors, as President of the European Commission in 1993, in 
the white paper, Growth, Employment and Competitiveness, both 
inspired and endorsed by him, made a proposal concerning the issu-
ance of «new facilities»: Unionbonds (with the EU budget as collat-
eral) and Convertibles (guaranteed by the European investment 
Fund-EIF). These new facilities were intended to be a means of fi-
nancing investment in large infrastructural projects in trans-European 
Networks in fields such as energy, transport, telecommunications and 
the environment. A further assumption was made that the promoters 
of the projects themselves (public and private sector institutions) 
would be the beneficiaries of expected returns. These promoters 
would consequently also be responsible for contributing the capital 
and paying interest, while the European Union would act as a guar-
antor for the bonds. In this scenario the EIB (European Investment 
Bank) was intended to fulfill the role of an «adviser», but also to act 
as an agent on behalf of the European Commission for the issuing of 
bonds. 
Nothing came out of this proposal and all bond issues of an institu-
tional European character remained those of the EIB and EIF (Euro-
pean Investment Fund). 
In regard to Delors’ proposal there has been much commentary over 
the years while more recently the focus of such comments has shifted 
towards stability (see par. 4) and Rescuebonds (see par. 5) which 
were issues that Delors was not concerned with. 
Delors himself – in an interview published in an Italian newspaper in 
2010 – confirmed his strong belief that Unionbonds would have an 
important role to play in financing large infrastructure, research, 
growth and employment projects. He added also that this point of 
view also reflected that of Tommaso Padoa Schioppa who collabo-
rated with him for many years. Delors maintained that Unionbonds 
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should be accepted by Germany as they are not financial instruments 
intended «to cover the deficits of the past». Delors says that he 
shares such worries but in doing so he does not take into account that 
the situation since 2010 is deeply different from that of 1993. 
 
 
3. Euro-Gold Development Bonds 
 
This type of Eurobond that I proposed in 2008 (but first alluded to in 
2004) has the basis in two my long standing interests. First, the rela-
tionships between real and value related (financial and monetary) 
economic phenomena brought me to analyze the role of gold4 and 
that of sovereign wealth funds5. Second the economic institutions (to 
which also gold and Sovereign Funds were and are connected) with 
special attention given to the EU and to the EMU. 
From this I have formulated the proposal of a Euro-Gold Develop-
ment Fund issuing Eurobonds6 as follows. 
Looking at gold I was dissatisfied at how events since 1968-717 were 
institutionally dealt with both from the perspective of economic theo-
ry (to which many famous scholars, from David Ricardo through 
John Maynard Keynes to many contemporary economists, have 
made important contributions), and from that of economic history. 

                                                 
4 Quadrio Curzio A. (1982), Gold problems and a conference on gold, in 
Quadrio Curzio A. (ed.) (1982), The Gold Problem: economic Perspectives, 
Oxford, Oxford University Press, Proceedings of the “World conference on 
Gold” 1980. This volume also includes a preface by Romano Prodi who 
also contributed to the Conference. 
5 Quadrio Curzio A. - Miceli V (2010), Sovereign Wealth Funds. A 
Complete Guide to State-owned Investment Funds, Petersfield, Harriman 
House. 
6 Quadrio Curzio A. (2004), Una spinta dall’Europa, Il Sole 24 Ore, 28th 
November 2004. 
7 Quadrio Curzio A. (1982), Gold problems and a conference on gold, in 
Quadrio Curzio A. (ed.) (1982), The Gold Problem: economic Perspectives, 
Oxford, Oxford University Press, Proceedings of the “World conference on 
Gold” 1980. 
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Focusing on the USA and the European Community, I came to the 
following conclusions. The USA (in spite of the Gold Commission 
studies set up by President Ronald Reagan in 1981) has acted, since 
the collapse of the Bretton Woods Agreements to destroy any role 
that gold might have as quasi money. Europe, in contrast has been 
totally inactive in spite of maintaining the highest official reserves 
(37.26 percent of the total – 428 million ounces including those of 
the European Monetary Cooperation Fund (EMCF) and ECU coun-
tries against the 264 million ounces of the USA). As I argued in 
1982, on the contrary “Europe should have sought to defend flexibly, 
the price of gold. A coordinated plan of purchases – not of large 
quantities – put into effect when the price of gold was around $500 
an ounce would have probably interrupted the decline in price. 
The effects might have been three[fold]: to maintain [the] competi-
tiveness of gold with respect to the dollar and to avoid therefore liquid 
capital abandoning the former for the latter; to maintain consequently 
the value in dollars of European gold reserves; to take a step forward 
towards forms of gold “coverage” of European currencies […]”8. 
I further argued that: “The conclusion is therefore that if there is an 
area which at present should concern itself with elaborating a gradual 
policy for the use of gold in international relations, this is Europe, 
whose reserves are such as to permit a freedom of movement which 
is unsurpassed by any other country, including the United States”9. 
Thus that “[w]ithout imagining, then, a return to outdated forms of 
the gold standard, if gold can in part fulfill a stabilizing role, let us 
not be ashamed to use it […]”10. And looking ahead: “This will not, 
then, be a conclusion, but a starting point”11. The course of the fu-
ture, however, cannot be traced looking only at gold or at the interna-
tional monetary system, but must consider also – and perhaps above 
all – the fact that during the 1970’s the structural changes which de-
veloped in the world economy of preceding years determined the 
crisis in the international monetary system. And the backwash of this 

                                                 
8 Ibi, p. 16. 
9 Ibidem. 
10 Ibi, p. 17. 
11 Ibidem. 
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crisis on the structural changes themselves has produced a tangle of 
consequences in which it is extremely difficult at this point to sepa-
rate out causes and effects. […T]herefore, [the result] has been that 
of calling attention once again to a reserve value which is a link be-
tween «real factors» and «monetary factors»”12. 
Looking at the institutions of the EU and EMU (to which I have paid 
continuous attention), I returned to my original idea that gold could 
have a new role. This was also because the growth of sovereign 
wealth funds was one of the most remarkable developments at the 
intersection between real and financial relationships also for their 
enormous financial possibilities13. Therefore I proposed the creation 
of a Euro-Gold-Development Fund (henceforth identified as EDF)14, 
in order to issue public debt securities. In my essays I proposed the 
following implementation. 
First, the assets of the EDF should be constituted of the gold reserves 
of EMU countries, to be held as collateral to issue public debt securi-
ties which would become the EMU’s sovereign bonds. 
Second, the management of the EDF should be based on «quotas» 
(allocations of voting rights) to be periodically reviewed taking into 
account the GDP levels of the EMU Member States, the size of the 
gold reserves contributed to EDF and the GDP-public debt ratio of 
each state. 

                                                 
12 Ibidem. See also: Quadrio Curzio A. (1985), Dal rifiuto del numerario aureo 
ai prezzi quasi ufficiali dell'oro, Rivista Internazionale di Scienze Economiche e 
Commerciali, a. XXXII, n. 10/11, Padova, Cedam, pp. 965-986. 
13 Quadrio Curzio A. - Miceli V. (2008), Fondi sovrani: i nuovi attori 
dell’economia mondiale, il Mulino, no. 3, 2008, pp. 555-566; Quadrio 
Curzio A. - Miceli V (2009), I fondi sovrani, Bologna, il Mulino; Quadrio 
Curzio A. - Miceli V (2010), Sovereign Wealth Funds. A Complete Guide to 
State-owned Investment Funds, Petersfield, Harriman House. 
14 Quadrio Curzio A. (2008a), Un Fondo sovrano con l’oro d’Europa, Il Sole 
24 Ore, 5 febbraio 2008, also translated in English and published as A 
Sovereign-wealth Fund with Europe’s Gold, in Quadrio Curzio A. (ed.) 
(2008b), pp. 376-378; Quadrio Curzio A. (ed.) (2008b), Reflections on the 
Crisis 2007-2008, Economia Politica. Journal of Analytical and 
Institutional Economics, vol. XXV, no. 3, pp. 369-380; Quadrio Curzio A. 
(2009), Per un Fondo di Euro-Sviluppo, Corriere della Sera, 28 febbraio. 
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Third, with regard to interest payments, assuming the issuance of 
ten-year bonds, the reference point should be the interest rate of 
German sovereign bonds with the same maturity term. The redemp-
tion or renewal of securities, as well as other technical aspects, were 
not considered at that time. 
As to the destination of such financial assets raised by selling Euro-
Gold Development bonds, I envisaged three. 
The first would be the financing partially of national public debt on 
behalf of EMU states. This would imply a burden of interest to 
which the countries of the EMU would contribute in proportion to 
their voting rights in the EDF. These states would in turn be respon-
sible for paying interest to the EDF on loans received. The rate 
should be higher than the interest EDF would have to pay to its sub-
scribers, but still lower than the rates individual states currently have 
to pay on the market, given that all Eurozone countries are forced to 
pay a risk premium, with the single exception of Germany. This 
would avert the danger of further weakening countries that are al-
ready in difficulties. 
The second destination would involve the financing of merger opera-
tions within the banking and industrial system belonging to the 
EMU. The purpose of such merger operations would be to facilitate 
the restructuring of such enterprises and to strengthen their position. 
In no circumstances should political interference in the management 
of EDF be allowed even if, in this scenario, Germany jointly with 
France would exert the greatest influence, a circumstance that could 
induce them to join the EDF. 
The third and last destination would be the strengthening of the in-
ternal infrastructures of the EMU. 
Admittedly, the proposals outlined above was only a multifaceted 
starting point with numerous potential developments including the 
role assigned to gold reserves. This aspect could see Italy contrib-
uting at a level not far below Germany, and higher than France, 
thereby reassuring these two countries, and in particular Germany 
which in 1973 granted to Italy a loan guaranteed by gold reserves. 
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This proposal was originally conceived in 200415 and then specified 
in more precise detail in 200916, before being reformulated in 201117 
(see par. 7). 
 
 
4. Stabilitybonds 
 
The years 2010-2012 with some extension into 2013 were full of 
analysis and discussions on Eurobonds. The quantity and quality of 
the contributions were such that it is impossible to do justice to this 
variety. Therefore I have chosen those which are, in my view, politi-
cally more important, the Juncker-Tremonti (J-T) proposal in 2010, 
those of the European Commission (EC) 2011-2013 and of the Euro-
pean Parliament (EP) in 2011-2012. 
 
 
4.1. The J-T proposal in the FT columns 
 
Jean-Claude Juncker (Eurogroup President and Prime Minister of 
Luxembourg, a country without a public debt problem) and Giulio 
Tremonti18 (Minister of Economy and Finances of Italy, a country 
with a large and dangerous public debt) made a proposal on 5th De-
cember 2010. They «informally»19 called for the issuance of «Euro-

                                                 
15 Quadrio Curzio A. (2004), Una spinta dall’Europa, Il Sole 24 Ore, 28 
novembre. 
16 Quadrio Curzio A. (2009), Per un Fondo di Euro-Sviluppo, Corriere della 
Sera, 28 febbraio. 
17Quadrio Curzio A. (2011), On the Different Types of Eurobonds, 
Economia Politica. Journal of Analytical and Institutional Economics, vol. 
XXVIII, no. 3, pp. 279-294. 
18 It seems that Giulio Tremonti had already expressed his support for some 
kind of EB in 2003 when he was Italian Minister of Economy and Finances. 
See the ASTRID website, “Union-bonds - Background documents and 
proposals”: http://www.astrid-online.it/Dossier--d1/EUROBONDS/02_Sintesi-
proposte-E-bond.pdf, accessed on 28th April 2014. 
19 Juncker J. C. - Tremonti G. (2010), E-bonds would end the crisis, The 
Financial Times, 5 December 2010. 
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bonds» to be used for restructuring public debt in EMU member 
states. This would also function as a means for reducing speculative 
attacks. 
The J-T proposal stated that sovereign bonds of many EMU member 
states were under pressure in spite of the fiscal and monetary 
measures taken by the EU and the EMU. Therefore they argued that 
the EU/EMU should act more decisively to preserve the EMU and 
the Euro. In doing so a clear signal should be sent to both markets 
and European citizens. Accordingly, they advocated the issuance of 
«European sovereign bonds» (which I term Stabilitybonds), to be 
issued by a European Debt Agency (EDA) also envisaged to replace 
the European Financial Stability Facility (EFSF) which had been ac-
tive since August 2010 (see paragraph 6). According to the J-T pro-
posal, the EDA (which should become complementary to the ECB) 
should place bonds on the market in an amount equal to 40% of the 
GDP of the EMU and thus of the Eurozone Member States. This would 
create a market for European sovereign debt securities with high liquidi-
ty and of a size comparable to that of the United States’ for public bonds 
(which, as is well known, have flooded international markets due to the 
absence of any comparable high-liquidity bonds). Using the liquidity 
created by such bond issues the EDA should then purchase EMU mem-
ber states’ bonds, both at issuance and on the secondary market, thus 
becoming creditor to these states and thereby replacing the market itself. 
Of course this proposal was of political nature as the analysis was lack-
ing end, after all, impossible on a newspaper. 
 
 
4.2. The European Parliament’s (EP) proposal 
 
Let us now consider the official record at fundamental turning points. I 
have selected some quotations to stress the important role, even if sur-
prisingly disregarded by the public opinion, of the European Parliament. 
The starting point is the EP Resolution of 6th July 2011 on the finan-
cial, economic and social crisis: recommendations concerning the 
measures and initiatives to be taken, which states: “[c]alls on the 
Commission to carry out an investigation into a future system of Eu-
robonds, with a view to determining the conditions under which such 
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a system would be beneficial to all participating Member States and 
to the euro area as a whole; points out that Eurobonds would offer a 
viable alternative to the US dollar bond market, and that they could 
foster integration of the European sovereign debt market, lower bor-
rowing costs, increase liquidity, budgetary discipline and compli-
ance with the Stability and Growth Pact (SGP), promote coordinated 
structural reforms, and make capital markets more stable, which will 
foster the idea of the euro as a global ‘safe haven’; recalls that the 
common issuance of Eurobonds requires a further move towards a 
common economic and fiscal policy; [s]tresses, therefore, that when 
Eurobonds are to be issued, their issuance should be limited to a 
debt ratio of 60% of GDP under joint and several liability as senior 
sovereign debt, and should be linked to incentives to reduce sover-
eign debt to that level; suggests that the overarching aim of Euro-
bonds should be to reduce sovereign debt and to avoid moral hazard 
and prevent speculation against the euro; notes that access to such 
Eurobonds would require agreement on, and implementation of, 
measurable programmes of debt reduction”20. 
This statement and the invitation to the EC was and is very clear and 
to that the EC answered with the publication of the «Green paper on 
the feasibility of introducing Stability Bonds»21 issued on 23rd No-
vember 2011 (see par. 4.3). The EP examined the Green Paper in 
detail, first of all in the plenary session of 7th December 2012 on the 
basis of a report of the Committee on economic and monetary affairs 
presented by Sylvie Goulard. Finally on 16th January 2013 the EP 
adopted by 361 votes to 268 with 33 abstentions, a resolution on the 
feasibility of introducing Stability Bonds22, in response to the Com-
mission Green Paper on the same subject. 
                                                 
20 European Parliament (2010), European Parliament resolution of 6th July 
2011 on the financial, economic and social crisis: recommendations 
concerning the measures and initiatives to be taken, 2010/2242(INI), 6th 
July 2010. 
21 European Commission (2011), Green Paper on the feasibility of 
introducing Stability Bonds, COM (2011) 818 final, 23rd November 2011. 
22 European Parliament (2013), European Parliament resolution of 16 
January 2013 on the feasibility of introducing Stability Bonds, 
2012/2028(INI), 16 January. 
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The EP resolution is extremely substantial and so we pick up only 
four passages. 
First: the report “Towards a Genuine Economic and Monetary Un-
ion” presented by the President, Herman Van Rompuy to the Euro-
pean Council (28th-29th June 2012) is defined as a good starting point 
to overcome the weakness of the EMU which has no common budg-
etary policy and no common bonds market. 
Second: the measures to confront the crisis have been useful but do 
not represent “a balanced approach that combines solidarity and 
responsibility within the euro area” which cannot “rely solely on 
rescue mechanisms such as the ESM and the EFSF”. 
Third: recalling that “the mutualisation of eurozone sovereign debt 
cannot in itself compensate for the loss of competitiveness of the euro 
area”, Parliament believes that the prospect of common bonds may 
be a strong signal to financial markets, help preserve the integrity of 
the EMU, underpin a return to economic stability and reduce uncer-
tainty, provided that progress is made with EU financial and budget-
ary integration and supervision. Parliament considers that “it is es-
sential to establish a roadmap for finding, in the short term, an exit 
from the current crisis, and for moving, in the long term, towards a 
fiscal union by completing, strengthening and deepening the eco-
nomic and monetary union”. It “calls on the Commission as soon as 
possible to present a report to Parliament and the Council examining 
the options for, and – if appropriate – making proposals for a 
roadmap towards, common issuance of public debt instruments, tak-
ing into account financial, budgetary and legal aspects”. 
Fourth: “Common issuance of a genuine European debt in conjunc-
tion with an enhanced European budget involving a Treaty change: 
the Commission could put forward proposals for possible issuance of 
bonds to finance EU investments for EU public goods (e.g. infra-
structure, research and development, etc.), to facilitate adjustments 
to country-specific shocks by providing for some degree of absorp-
tion at the central level, to facilitate structural reforms that improve 
competitiveness and potential growth in relation to an integrated 
economic policy framework.” 
I believe that this resolution of the EP was politically fully in favour 
of the “Common issuance of a genuine European debt”. 
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4.3. The European Commission’s (EC) proposal 
 
The European Commission also carried out important work which 
we have partially considered in the previous paragraph and which 
can be summarized in three steps: the “Green paper” (GP 2011), the 
“Blueprint” (BP 2012) and the “final comments” (2013). 
It being impossible to sum up and to discuss all these documents I 
will concentrate on the third which makes clear the position of the 
EC and its relations to the EP. After all the EC sets the GP in the 
context of the EP’s resolution of 6th July 2011 (even if only quoted in 
a footnote of the GP) and concludes its analysis on Stabilitybonds 
(SBs) by addressing itself directly to the EP. As a matter of fact, be-
fore the release of the EC Green Paper, other proposals regarding 
European bonds and stability or redemption funds had been ad-
vanced. However, the Green Paper is the fundamental contribution 
also because it gives a valuable summary of the other proposals. 
In its final comments23 the EC summed up at first its interpretation of 
the EP’s position as follows: the necessity of the completion of EMU 
as the prerequisite to launch SBs; the possibility of issuing three 
types of SB proposed, i.e. the European Redemption Fund and Eu-
robills (temporary and to be issued in the short term), blue-bonds 
(issued in the medium term), genuine European SBs (issued in the 
long term) in conjunction with an enhanced European budget24. The 

                                                 
23 European Commission (2013), Follow up to the European Parliament 
resolution on the feasibility of introducing Stability Bonds, adopted by the 
Commission on 24 April 2013. 
24 It is also stated that “In its resolution, the European Parliament asks the 
Commission to provide further clarification on the following aspects: (1) 
Conditionality related to Stability Bonds, (2) the upper limit of 60% of 
Stability Bond issuance in the “blue/red” proposal in the context of the 
stability of the scheme, (3) legal aspects, such as legal restraints (article 125 
TFEU), or the possible use of article 352/1 TFEU, (4) moral hazard 
problem, (5) criteria for the allocation of the loans, (6) exit and entry 
criteria, (7) options to establish a system of differentiation of the interest 
rates between Member States, (8) technicalities linked to any Stability 
Bonds Scheme (such as guarantees, tranching and pooling structures, 
potential collaterals, the balance between rule based and market based fiscal 
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final conclusions stated: “The Commission presented a roadmap to 
this end in our "Blueprint for a deep and genuine EMU" in late No-
vember, where the ideas of the profound rebuilding of EMU were 
presented. In the Blueprint, common debt issuance was also included 
as a tool that can play an important role within the process of com-
pleting deepening the EMU. In this context the possibility of a Euro-
pean Redemption Fund and for Eurobills in the medium term, and 
building on that towards a more complete solution and a full fiscal 
and economic union in the long term were presented. 
The objective and rationale of Stability Bonds would be the stabilisa-
tion of sovereign debt markets and the creation of a new deep and 
liquid bond market. However, it is indispensable that the risks of 
moral hazard are addressed first. 
As common issuance entails the risks of moral hazard, a further rein-
forced economic governance that would address these risks is neces-
sary. This should involve enhanced budgetary surveillance and fur-
ther sharing of fiscal sovereignty. The guiding principle remains: 
there can be no further mutualisation without deeper integration. 
Moreover, progressive integration towards a full banking, fiscal and 
economic union will require parallel steps towards a political union 
with reinforced democratic legitimacy and accountability. 
Most importantly, any progress or roadmap towards common issu-
ance must obviously build on broad political acceptance and support 
by all participating governments and by civil society. Therefore, the 
Commission is of the opinion much more work would need to be 
done to credibly address the concerns of those governments and 

                                                                                                        
discipline, additional safeguards, restructuring, issuance, relations with 
existing mechanisms, the investor base, regulatory requirements, phase-in 
coverage of debt and maturity), (9) a legitimate and appropriate form for 
governance and accountability. Additionally the Commission is asked to 
present a report examining the different options and proposing a roadmap 
towards common bond issuance (with particular attention to a debt 
redemption fund and Eurobills), taking into account financial, budgetary 
and legal aspects”. 
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parts of the civil society that are currently not yet convinced of com-
mon debt issuance”25. 
This however was effectively the last pronouncement on SBs by the 
European Institutions. Further discussion practically ceased due to 
German opposition as I will explain in my conclusions. 
 
 
5. RescueBonds: Temporary Help for EMU26 
 
From 2010 onwards, in order to fight the crisis in some Member 
States (EMU-MS) (Greece, Ireland, Portugal and later Spain), the 
European Institutions created two funds - the European Financial 
Stability Facility (EFSF) and the European Stability Mechanism 
(ESM) - in sequence which I denominate Rescue or Bailout Funds 
(RBFs). Their structures are well known, thus I will comment only 
on some elements of fundamental importance. 
 
 
5.1. The EFSF Fund 
 
The EFSF is a temporary fund and since June 2013 has not activated 
new assistance programmes. It will however continue to operate until 
it has fulfilled all of its commitments. Its goal is to preserve the fi-
nancial stability of the EMU giving assistance to EMU-MSs in crisis, 
which formally request assistance and accept strict adjustment pro-
grammes, signing a “memorandum of understanding”. Let us consid-
er some aspects. 
The startup phases of EFSF. The first phase was from May-August 
2010, when the EFSF was set up, to the end of 2011. At the begin-
ning it established a “framework agreement” incorporating EMU-
MSs, under which the EFSF, although a private law firm in Luxem-
                                                 
25 European Commission (2013), Follow up to the European Parliament 
resolution on the feasibility of introducing Stability Bonds, adopted by the 
Commission on 24 April 2013. 
26 This paragraph is an updated and modified version of parts of the 
following publication: Quadrio Curzio A. (2012), I Fondi salva Stati 
europei: limiti, pregi, potenzialità, il Mulino, no. 3, pp. 849-857. 
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bourg, also assumed a “public” nature in regard to capital guarantees 
for the purpose of its operations. Its initial capital was €440 billion 
guaranteed by EMU-MSs which were shareholders paying in only 
€30 million. The contribution of EMU-MSs to the capital require-
ment was determined in the same proportions that they have in re-
gard to the capital of the ECB, rescaled without the countries that are 
not part of the EMU, being instead shareholders in the ECB. There-
fore, the guarantee commitments in accordance with their share (ex-
pressed in percentage as “contribution key”) of the major EMU-MSs 
are: Germany (27.06%), France (20.31%), Italy (17.86%), Spain 
(11.87%), followed by the rest of the countries of the Eurozone. In 
total, the main countries guarantee 77.10% of the capital. The coun-
tries which receive financial assistance step out from the EFSF and 
so contribution keys change. 
The second phase of the EFSF began at the end of 2011. Several Eu-
ropean Council meetings, with the contribution of the Economic and 
Financial Affairs Council (ECOFIN) and the Eurogroup, have wid-
ened and strengthened the Framework Agreement. In November 
2011, the EFSF assumed its final configuration. To date it has 
worked quite actively. 
The capital of the EFSF is, according to the “framework agreement”, 
€780 billion and is guaranteed (not paid-in) by EMU-MSs in propor-
tion to exposure. Funds totaling €440 billion are available for direct 
intervention, on the basis of guarantees provided to the fund by the 
participating states which have the highest credit ratings and thus 
considered solid. 
The operations of the EFSF. Let us divide them into two categories: 
funding-resource mobilisation and types of instruments to support 
the beneficiary countries. 
With regard to funding, the EFSF can issue bonds or other debt in-
struments placed in different ways, including syndications, competi-
tive auctions, private placements. Its capability to intervene can be 
increased through the leveraged issue of “partial protection certifi-
cates” on government bonds and the creation of co-financing funds 
in partnership with the private sector. Initially, the fund operated 
with a simple back-to-back funding strategy issuing as much as was 
necessary to lend to the specific beneficiary state. Since November 
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2011 a diversified funding strategy has been adopted, establishing a 
liquidity buffer not used immediately but held in reserve as a guaran-
tee or for an emergency. 
The funding operations have grown over time and have been diversi-
fied in terms of the financial instruments used. It is impossible here 
to analyse in detail all the operations but it is necessary to under-
stand, at the aggregate level, the heightened appeal to the market (in 
terms of demand and also of rates). I wish to consider some data 
(26/11/2013) concerning syndicated issues (placements by auction 
are not included). It is clear that the operations of the EFSF were 
welcomed by a very diversified and solid group of investors as more 
than a thousand took part in this type of transaction. The geograph-
ical distribution of investors shows that nearly three-quarters of them 
were located in Europe and Asia: 52% belonging to the Eurozone 
and 21% to Asia! The United Kingdom and Switzerland accounted 
for 14% with the remaining 13% divided among other (European and 
not European) countries. The type of investor further illustrated the 
pattern of distribution: 28% central banks, government funds and 
sovereign wealth funds; 39% banks, 23% fund managers; 9% pen-
sion funds, insurance companies and corporations; 1% other. 
Concerning the coupons, yield was very low because of the high 
credit ratings and the tendency that for this type of investment, de-
mand is always much greater than the supply. For example, consider 
a transaction (9 April 2013) in which the EFSF placed “its largest 
ever bond”: a 5-year bond for a total of €8 billion and a coupon equal 
to 0.875% (0.956% re-offer yield). Investors who participated in the 
purchase were geographically distributed as follows: 46% Euro-area, 
29% Asia, 14% UK, 11% other. The involvement of central banks, 
government funds and sovereign wealth funds (37%), asset managers 
(30%) but also of banks (28%) has been consistent, while insurance 
companies, pension funds (in this case), corporations and others have 
had a marginal role (5%). 
Therefore the EFSF has been very warmly welcomed by the market 
and could have increased the volume of issues to take more ad-
vantage of this situation. In fact, the performance of the EFSF has led 
to a consolidation of its credibility, since long-term rates have de-
clined over time and therefore the cost of financing. It is worth men-
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tioning that its credit rating was triple A for a long time and now is 
still very good, being AA from Standard & Poor’s, Aa1 from 
Moody’s and AA + from Fitch Ratings. 
With regards to the types of instruments that the EFSF can use in 
intervening in support of eligible EMU-MS they include: a) the pro-
vision of loans; b) the intervention in the primary market for gov-
ernment bonds; c) the intervention in the secondary market for gov-
ernment bonds; d) to act on the basis of a precautionary programme; 
e) to recapitalize financial institutions through loans to governments. 
The analysis of each of these types of intervention is not feasible 
here and that’s why I focus on the two already used: type “a” for 
Greece, Ireland and Portugal; type “e” for the same three countries 
and even Spain (whose program was nevertheless put in place by the 
ESM as discussed below). 
Type “a” provision of loans, consists of a set of conditions and phas-
es: a request for help from the state concerned to other EMU-MSs; a 
program of support that is processed by the European Commission, 
in collaboration with the IMF and in liaison with the ECB. Aid is 
conditional on a rigid stabilization program to be implemented by the 
state requesting support. A “Memorandum of Understanding” (MoU) 
is negotiated - which sets out the terms of the loan between the bene-
ficiary state, the European Commission and the IMF and which must 
be approved by the Eurogroup and eventually by the IMF Board, the 
availability of loan disbursement for which the EFSF elaborates the 
technical aspects (deadlines, interests, maturities, repayments) and 
the decision on the date when the EFSF makes the loan available to 
the borrower. In paragraph 5.2. I will further investigate such sup-
port. 
To carry out these steps, it takes at least three or four weeks, which 
must be added to the time needed for the actual EFSF funding. If, 
during the implementation of the support program, the beneficiary 
state does not comply with the conditions laid down, the disburse-
ment of the loan is suspended and new negotiations start, as hap-
pened in the Greek case. 
The loans are repaid with interest rates that cover the financing costs 
plus a margin for EFSF operational costs. 
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The procedure in type “e” is intended to allow the recapitalisation of 
financial institutions of an EMU-MSs at an affordable cost and to 
limit the risk of contagion from the failure of such entities. It can also 
be adopted for countries that have not activated a programme of type 
“a”. Support is still subject to the signing of a memorandum of un-
derstanding that involves requirements at the level of individual 
banks and the beneficiary financial institutions and at state level. 
My assessment of the EFSF is positive, in particular because creating 
and running such a complex fund is a very difficult task. Several 
problems remain, but two in particular. 
The first refers to the accounting system, as Eurostat “considers that 
the debt issued by the EFSF for each support operation for a member 
of the euro area must be reallocated to the public accounts of States 
providing guarantees, in proportion to their share of the guarantees 
for each debt issuing operation”27. 
This is a choice which could attract substantial criticism. 
The second is due to the fact that the EFSF has not fully utilised the 
remaining lending capacity (totalling virtually up to €440 billion). 
 
 
5.2. Assistance by the EFSF to Ireland, Portugal and Greece 
 
The EFSF support program to Ireland was the first and was launched 
on 28th November 2010 for a total of €85 billion, funded in the fol-
lowing fashion: €17.5 billion collected in Ireland from state funds 
and from pension funds; €67.5 billion in external support from the 
IMF and European Financial Stabilisation Mechanism (EFSM) 
(€22.5 billion each) and €17.7 billion from the EFSF, plus loans from 
the UK, Sweden and Denmark. The program ended successfully on 
8th December 2013. 
The support program for Portugal was launched on 17th May 2011 
for a total of €78 billion, funded in the following fashion: €26 billion 
each from the IMF and the EFSM and EFSF (of which up to €12 bil-

                                                 
27 Eurostat (2011), The statistical recording of operations undertaken by the 
European Financial Stability Facility, 13/2011, 27 January. 
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lion was designated within the programme for the recapitalisation of 
the financial sector. 
The support program for Greece (also known by the acronym GLF, 
Greek Loan Facility) is much more complicated but it is also another 
example of the flexibility of the EFSF. In May 2010, Greece had 
benefited from the first program of bilateral loans of up to €110 bil-
lion, of which €80 billion and €30 billion respectively were provided 
by EMU-MSs and by the IMF. The EFSF has intervened only in the 
second program, which has run since 21st February 2012. This pro-
gram amounts to €172.6 billion: the EFSF contributes approximately 
€109 billion (€24.4 billion collected by the commitments made in the 
first EMU-MSs program) of which up to a maximum of €48 billion 
can be used for the recapitalization of banks. 
A contribution by the IMF: €28 billion (including €10 billion from 
the first program) should also be added and a “haircut” loss for pri-
vate holders of Greek government bonds amounting to €107 billion, 
later reduced by various contributions from the EFSF. 
The total comprehensive program (public and private, direct and in-
direct) of support-restructuring for Greece may have a final cost of 
approximately €330 billion, even if it is not easy to calculate the total 
figure since all the official sources refer to only partial figures. If 
these figures are correct, this would be of the same order of Greek 
government debt that was calculated at the end of 2010. The amount 
is enormous and therefore the question whether a quicker interven-
tion might have been far less costly, remains unresolved. 
 
 
5.3. From the EFSF to the ESM 
 
The EFSF ceased to activate new support programs since July 2013 
but continues to exist until all of those launched are completed. 
The ESM (European Stability Mechanism) is its successor and is a 
permanent institution with all the features of the EFSF in its en-
hanced version. Therefore it is not necessary to describe them here 
again, except for some particular distinctions. 
a) The ESM is an intergovernmental organization between EMU-
MSs. An international treaty to this effect was signed on 2nd February 
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2012 after a consultative process that was begun in December 2010 
by the representatives of the governments concerned. The ESM was 
ratified by the countries involved in the succeeding months and en-
tered into force on 27th September 2012, just after the notification of 
ratification by Germany. This took place only after a judgment of the 
German Federal Constitutional Court. This pronunciation was politi-
cally relevant as – if negative – it could have prevented the launch of 
the ESM as it would never have reached the threshold of 90% of the 
capital required for entry into force. On 8th October 2012, the ESM 
began its work. 
The ESM Treaty required an amendment to Article 136 (later inte-
grated) of the Treaty on the Functioning of the European Union in 
order to state (clarify) that the ESM was necessary for safeguarding 
the stability of the Eurozone. The ESM is therefore fully institutional 
(while the EFSF was not) as an international treaty but not as a part 
of the European Treaties. 
The ESM Treaty, consisting of 48 articles, is of great interest and 
would deserve a separate discussion which is impossible here. I will 
therefore mention only crucial elements. 
The preamble states that all EMU-MSs become members of the ESM 
and Article 3 states that the purpose of the ESM is to mobilize finan-
cial resources and implement actions for the stability of EMU-MSs 
who are or are likely to be in financial difficulties that could com-
promise the stability of the EMU and individual EMU-MS. 
The subscribed capital of the fund is €700 billion, of which €620 bil-
lion is guaranteed and €80 billion paid-in by EMU-MSs with propor-
tions almost identical to those of the EFSF. Interest rates on loans are 
more flexible covering operating and financing costs (also with a 
margin). Deadlines for repayment will be up to thirty years. The 
conditionality in lending is very strict and this entails compliance 
with the “fiscal compact” by any EMU-MS requesting assistance. 
Moreover, the treaty institutionalized the involvement of the private 
sector (as does the IMF in its support programs), but on a case-by-
case basis, in all the restructuring operations of public debt and also 
collective action clauses from 2013. 
On 20th June 2013 the Eurogroup reached a political agreement on 
the main features of the ESM direct bank recapitalisation instrument 
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with the condition of clear definition of precise rules of compliance. 
This tool is part of the so-called banking union according the legisla-
tion on bank resolution and deposit guarantee schemes on which I 
will not enter here. 
b) The ESM has already been used to recapitalize, indirectly through 
loans to the government, the Spanish banks (and later the restructur-
ing of the financial system of Cyprus). The program of assistance to 
Spain is of great importance. 
In July 2012 the Eurogroup approved a package of financial assis-
tance for Spain of up to €100 billion. On 31st December 2013, the 
ESM financial assistance program for Spain expired. The ESM dis-
bursed a total of €41.3 billion (close to €39.5 billion in December 
2012 and a further €1.8 billion in February 2013) and the program 
has been accompanied by policy conditionality focused on the bank-
ing sector. 
The loans (with an average maturity of approximately 12.5 years) 
were provided to the Fondo de Restructuración Ordenado Bancaria 
(FROB), the bank recapitalisation fund of the Spanish government, 
and then channeled to the financial institutions concerned. The op-
erations were carried out with very competitive rates, more advanta-
geous in respect to those of the market. 
c) The positive reaction with which the operations of the ESM have 
been accorded is also evidenced by the first issues of short-term se-
curities (an initial priority for the fund), but especially by the issues 
of bond in the long term. It is sufficient to consider the “inaugural 
long term bond issue” which took place on 8th October 2013, exactly 
one year after the inauguration of the fund. A 5 year bond was of-
fered to the market, attracting a total of €7 billion (with orders from 
more than 200 investors worldwide), paying a coupon yield of 1.25% 
(reoffer yield 1.288%). The geographical and by investor type break-
down are not too dissimilar to those of EFSF issues. In particular, 
orders have been made as follows: 39% from the Euro-area and 38% 
Asia (for a total of 77%!), 16% from the UK and Switzerland, and 
7% from others. Bonds have been purchased mostly by central 
banks, government and sovereign funds (43%), banks (32%) and 
then assets managers (19%) and insurance and pension funds and 
others (6%). This transaction has been followed by a 10-year bond 



28 
 

with an issue (12th November 2013) of €3 billion and a coupon yield 
of just 2.125% (2.26% reoffer yield). Also in this case, a great part 
(79%) of the issue was purchased from the Eurozone (52%) and from 
Asia (27%); correspondingly 30% of the investors interested in this 
transaction were represented by Central Banks, government and sov-
ereign funds (30%) and especially banks (40%). 
Also due to the “robust capital structure” and a pretty conservative 
strategy of funding and investment, the ESM has been assigned high 
quality credit ratings reflecting strong shareholder support: Aa1 by 
Moody’s and triple A by Fitch Ratings. 
Despite the problems inherent in any launch, the two funds have con-
sistently issued total transactions (according with publicly available 
data as at January 2014) of about €420 billion. Most has been issued 
by the ESFS (€356 billion) but also the ESM has been busy, in little 
more than a year issuing bills and bonds for a total of approximately 
€63 billion euro. 
d) It is possible to distinguish several aspects that differentiate the 
EFSF and the ESM but I will only focus on two that allow us to 
speculate on how the new fund could be the embryo of a European 
Financial Fund which issues Eurobonds. 
The first one relates to the ESM’s highest governing body, namely 
the Council of Governors which is composed of the Finance Minis-
ters of the Eurozone countries and chaired by the President of the 
Eurogroup, or by another member of the board with the office having 
a duration of two years, though renewable. There is, therefore, an 
overlap of this governing body with the Eurogroup. In the event that 
the President of the Eurogroup is not in the Council, he/she has the 
right to participate as an observer at the meetings as well as the 
Commissioner for Economic and Monetary Affairs and the President 
of the ECB. 
The second aspect concerns the non-charging of EMU-MSs financial 
resources collected by the ESM on the public debt of EMU states 
which are the shareholders. This is due to the fact that the ESM is an 
international financial organization such as the IMF and not an in-
termediary between states shareholders (EMU-MSs), markets and 
beneficiary states. 
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My conclusion is that, after a few years of activity, the ESM could 
undertake the functions of and evolve into a European Financial 
Fund. I will discuss this further in the next paragraph. 
 
 
6. EuroUnionBonds: Stability and Growth 
 
6.1. The Proposal: EUBs and the EFF 
 
Returning to my interest in bonds guaranteed by gold, Romano 
Prodi28 and I decided to elaborate a broad proposal termed EuroUn-
ionBonds (EUBs) in 2011 and 2012 which will be extended and re-
elaborated here. 
The aims of EUBs are stability and growth which may and should be 
combined, taking into account the following issues in order to 
strengthen the EMU and the EU. 
First, without growth (compatible with eco-sustainability) EMU (and 
the EU) stability is impossible as convergence among EMU-MSs 
cannot be achieved only through the internal market, rigorous fiscal 
consolidation and the Multiannual Financial Framework. 
Secondly, the EMU is backed by a strong structural economic system 
with one of the most powerful worldwide manufacturing bases and 
with a regular surplus in balance of trade. If this structure weakens as 
a result of fiscal consolidation the consequences will be very serious 
for international European competitiveness. 
Thirdly, EMU-MSs have generally a good balance between private 
and public collaboration in many fields including R&D and infra-
structure. Meanwhile the interconnections and networks linking Eu-
ropean states must be improved. 
Fourthly, the fiscal situation of the EMU is much better than that of 
USA and this should be better exploited and communicated to global 
financial markets. 

                                                 
28 I would like to express my thanks to Romano Prodi for some useful 
discussions both on these subjects and on more wide topics on EU and 
EMU. Of course he bears no responsibility for what differs from the articles 
we wrote together. 
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The EMU has obviously also many inherent and obvious weaknesses 
in comparison to the USA and among them three are particularly re-
marked upon: the institutional environment which does not encom-
pass a political union, the fiscal environment without a common debt 
bond issuance and the monetary and currency environment which is 
contrasted with a Fed which is much more powerful than the ECB 
and the dollar which is also a strategic currency (and a numeraire of 
almost all primary commodities) while the euro is (only) an econom-
ic currency. 
The crisis has exacerbated some of the EMU’s weaknesses among 
which two deserve comment. 
The first weakness is that the crisis has largely benefited Germany, 
with very low interest rates on sovereign bonds due to the enormous 
inflows of capital. Other countries have been damaged and especially 
Italy and Spain which suffered speculative attacks with consequences 
on their funding costs, public investments and growth. So the gap 
among EMU-MSs has increased significantly. We know that these 
were choices dictated by the markets which continued until Draghi 
stated that the ECB was ready to intervene with a much more active 
monetary policy.  
The second weakness is the widening gap between EMU-MSs and 
the USA in terms of growth. Let us consider the 10 years between 
2006-2015 which include two pre-crisis periods, two post-crisis peri-
ods and six years of actual crisis. The cumulated growth of EMU-
MSs GDP was 7.4% while that of USA was 16%. Since before the 
crisis EMU-MSs were growing faster than the USA, the main change 
took place during the crisis during which the USA grew by 6% while 
the EMU declined by 1.7%. The forecast for 2014 and 2015 is for 
growth of 6% in the USA and 3% in the EMU. 
The proposal which follows is an answer to some of the previous 
issues outlined and can be divided into four components: 

1. the European Financial Fund (EFF), its capital and its gov-
ernance; 

2. EuroUnionBonds (EUBs); 
3. the EFF and EUBs for EMU-MSs sovereign debt; 
4. the EFF and EUB’s for structural investments. 
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Here I will explain the proposal in an expanded and more detailed 
and with a new perspective in comparison to previous formulations. 
The aim of the proposal is twofold: to facilitate the transformation of 
the public debt to GDP ratio to a sustainable level in the long run and 
to increase investment in euro material and immaterial infrastructure. 
 
 
6.2. The European Financial Fund’s Structure 
 
This new entity should be equipped with capital composed of real 
assets supplied by the 18 EMU-MSs in proportion to their shares in 
the European Central Bank, recalculated excluding the non-EMU 
countries. 
The main quotas will be allocated as follows: Germany (27.06%), 
France (20.31%), Italy (17.86%), Spain (11.87%). In total, these 
countries will own 77.1% of the overall fund’s capital. 
Let us suppose a capital of €1,000 billion which shall be paid in by 
the main EMU member states as follows: Germany (€270.6 bn), 
France (€201.3 bn), Italy (€178.6 bn), Spain (€118.7 bn). The total is 
€771 bn, while the remaining €229 bn is to be paid by the other 14 
countries. 
 
EFF contribution breakdown (%) and capital subscription (€,bn) 
 

 % € bn 
Euro area 100 1,000 
Germany 27.06 270.6 

France 20.31 203.1 
Italy 17.86 178.6 
Spain 11.87 118.7 

Others 22.9 229 
 
I suppose that with a capital of €1,000 billion, the EFF will be able to 
issue 3,000 billion EUBs and utilize financial resources in two ways: 
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the restructuring of public debt of EMU-MSs and the financing of 
investments in infrastructure. 
The capital must be consigned at the establishment of the EFF in or-
der to avoid suspicions of doubtful promises by peripheral countries 
and fears of a possible subsequent bail out. 
It is obvious that the structure of the EFF, the amount of its capital, 
the amount of bond issues, the use of the financial resources raised, 
are fundamental economic policy decisions which must be taken by 
the top tier institutions of the EMU (and of its member states) and 
the EU according to an international treaty, as happened for the 
ESM. 
 
 
6.3. The EFF and Gold 
 
The first and more important part of the paid in capital of the EFF 
should be in the form of the official gold reserves owned by EMU-
MS. These reserves are the largest in the world amounting to 347 
million ounces (the USA has approximately 260 million ounces), 
worth around €319 billion at a price of about €1,023 per troy ounce 
which is the average price for the period 2009-2013 and which is a 
reasonable hypothesis after a long depression of gold prices. 
Endowing the EFF with gold is a proposal which deserves further 
comment of a more detailed nature than my exposition in paragraph 
3. Indeed the idea that the yellow metal is an untouchable official 
reserve in the EMU is a commonly held but inexplicable belief. In 
fact this is contradicted by both facts and regulations, taking into 
consideration the Central Bank Gold Agreement (CBGA) which was 
promoted by the ECB itself. This agreement signed for the first time 
in September 1999, states that “gold remains an important element of 
global monetary reserves” and that the member banks will declare 
their intentions and will coordinate their gold-selling programs in 
order to sell a maximum of up to 400 tons of gold reserves per year 
for a five-year maximum total of 2,000 tons (64 million ounces). The 
reasons behind such a CBGA seem to me obvious in order to main-
tain an ordered gold market avoiding any downward pressure on 
prices. 
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The first Central Banks Gold Agreement (CBGA1) 1999-2003 was 
signed by fifteen European central banks (those of the then 11 Euro-
zone countries plus the European Central Bank and those of Sweden, 
Switzerland and the UK). The sales of EMU central banks were 485 
tons (Austria 90 tons, Germany 35.2 tons, Netherlands 35.2 tons and 
Portugal 124.8 tons). In addition the UK sold 345 tons and Switzer-
land sold 1,170 tons. The total sales of gold were 2,000 tons, in line 
with the ceiling provisions of the agreement. 
The second agreement (CBGA2) 2004-2008 was signed by the same 
countries (except for the UK which did not adhere) and by the ECB 
but also by Greece, Slovenia, Cyprus and Malta, these latter three 
countries having by then joined the euro. Maximum sales for each 
year was fixed at 500 tons for a five year total of 2,500. The sales of 
EMU central banks were 1,443 tons (Austria 37.4 tons, Belgium 30 
tons, France 572 tons, Germany 25.5 tons, the Netherlands 165 tons, 
Portugal 9.7 tons and Spain 241.8 tons. The ECB sold 271.5 tons. In 
addition Sweden sold 60 tons and Switzerland 380 tons. The total 
sales of gold for the period was 1,883.9 tons. 
The third agreement (CBGA3) 2009-2014 was signed by all the Cen-
tral Banks of the Euro system, including the ECB, plus Sweden and 
Switzerland. The maximum sales for each year was fixed at 400 tons 
for a five year total of 2,000 tons. The sales of EMU central banks 
were 22.7 tons (Germany 20.6 tons, Greece 0.9 tons and Malta 0.4 
tons). 
It is worthwhile mentioning that neither the USA nor the IMF signed 
any of the three CBGAs. Nevertheless the IMF between September 
2009 and December 2010 sold 403.3 tons of gold which remained 
within the limits of the CBGA3 as stated in a joint declaration be-
tween the subscribers of the CBGA and IMF of August 2009. The 
sales were 222 tons in off-market transactions (to the Reserve Bank 
of India - 200 tons; to the Central Bank of Sri Lanka - 10 tons; to the 
Central Bank of Bangladesh - 10 tons and to the Central Bank of 
Mauritius - 2 tons) and the remaining 181.3 tons were sold gradually 
on the market within the ceiling set by the CBGA so avoiding any 
disordered effects on the gold market. 
The total amount of gold sold by EMU-MSs during the three CBGAs 
was: France 572 tons, the Netherlands 400.2 tons, the ECB 271.5 
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tons, Spain 241.8 tons, Portugal 224.5 tons, Austria 127.4 tons, Ger-
many 81.3 tons, Belgium 30 tons, Greece 0.9 tons and Malta 0.4 
tons. A total of 1.8 tons cannot be ascribed to a specific country. Two 
other CBGA signatory countries sold gold: Switzerland 1,550 tons 
and the United Kingdom 345 tons.  
The majority of the sales were realized during periods of compara-
tive low gold prices. The average price 1999-2003 was €311 per troy 
ounce and the average price 2004-2008 was €486 per troy ounce) 
while in the period 2009-2013 (when the average price was the high-
est: €1,023 per troy ounce) the sales dramatically dropped. 
These sales can therefore be considered in my opinion as «signifi-
cantly discounted» for the following reasons. If we take into account 
the difference between the potential revenues if the sales had been 
realized at the average price 2009-2013 and the real revenues at the 
average prices of the period in which the sales took place, this differ-
ence of €36 billion can be considered a potential loss that the sellers 
suffered. Among these losers is the ECB. This proves that gold man-
agement by EMU-MSs and by the ECB, was very unsatisfactory. I 
do not think in fact that the potential sales during 2009-2013 might 
have depressed gold prices in a dramatic way as there was a bull 
market. 
Let us investigate further the role of the ECB. 
First EMU-MSs gold cannot be considered as being under the ECB’s 
control, otherwise it would have been unnecessary to have the Cen-
tral Bank Gold Agreement. Furthermore if the ECB were to be con-
sidered a “supervisor” of the 350 million ounces of official reserves, 
its performance would have to be rated very poor considering the 
average low price at which gold was sold. 
Secondly the ECB’s general objectives in managing the official re-
serves are liquidity security and return on investments. The last two 
criteria appear to have been disregarded with respect to the ECB’s 
official gold reserves which currently amount to only 16 million 
ounces after about one third having been sold at very low prices. In 
March 2005, the ECB owned indeed 24.7 million ounces of gold, 
while in April 2009 it only held 16.1 million ounces. Considering the 
5-year average price of gold (for the period April 2005-April 2009) 
which was approximately €517 per ounce, the ECB sold 8.5 million 
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ounces for a total of €4.4 million. If it had sold the same amount of 
gold in the following 5 years (2010-2014), the ECB could have 
earned double this amount!29. 
Let us go back to the EMU member states supply of capital to the 
EFF, part of which will be made up by gold reserves. Evaluating 
them at the mean price in 2009-2013, the total value of gold reserves 
is €355.5 billion with each state’s contributions of physical gold as 
follows. 
  
 

                                                 
29 This consideration makes the veto exercised by the ECB in a case 
concerning the Italian government unintelligible. The Italian government 
had tried to reevaluate its resources and tax gold in the face of opposition 
from the Bank of Italy. We cannot exclude that in order to use gold as the 
EFF’s capital it may be necessary to change some national laws but this 
does not seem unfeasible as the Fund will have individual states (and 
possibly Central Banks) as shareholders and gold will remain a “reserve of 
last resort” for the EFF. What appears odd is to consider gold as an 
untouchable entity while it has been often sold by EMU member states and 
by the ECB. See: Part I, Bankoro and Euro Bonds in Quadrio Curzio A., 
Coltorti F., Bankoro: The Plan to Use Gold Reserves, Il Sole 24 Ore, 16 
April 2013. In 2007, Romano Prodi, President of the EU Council, and 
Tommaso Padoa Schioppa, Italian Minister of Economy and Finances, 
hinted at the possibility of using gold reserves to reduce public debt. Their 
intention was not formulated as a project because the reaction was harsh and 
the idea was shelved. In 2009 it was the turn of the new Minister of 
Economy and Finances Giulio Tremonti, who, through a Decree tried to 
impose a 300 million euro revaluation tax on the gold reserves of the Bank 
of Italy. The Bank, however, opposed this solution by appealing to the ECB, 
which confirmed the non-taxability of gold as this would infringe on the 
autonomy of the central bank. Therefore, when the Decree was converted 
into Law in August of that year, Article 14 (relating to capital gains tax on 
nonindustrial gold owned by companies and organizations) merely 
recorded, in paragraph 4, a rather cryptic possibility of taxing gold in 
official reserves. It is interesting to remember that in the postwar period, 
Italy between June 1974 and July 1978 gave up 540 tons of gold reserves as 
collateral for a loan from West Germany. 
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Gold Reserves (volume in fine troy ounces, bn) 

 Ounces bn 
Euro area 347.1 
Germany 109.3 

France 78.4 
Italy 78.8 
Spain 9.1 

  
 
6.4. The EFF and «In-In» Real Capital 
 
Since gold alone will not cover all the capital needed by the EFF, 
other assets must be paid in. They may consist of shares in existing 
or new companies in sectors deemed acceptable by the EFF. We pro-
pose that these sectors should limited to industrial and infrastructural. 
For this reason I will label them: In-In. 
As mentioned the total EFF capital will amount to €1,000 billion, 
consisting of €355.5 billion, corresponding to 347.1 million ounces 
of gold and €644.5 billion coming from other assets. 
The main EMU member states shall subscribe capital with a break-
down as follows: 
 

• Germany: €270.6 billion, of which €112 billion is in the 
form of 109.3 million ounces of gold and €158.6 billion in 
other assets; 

• France: €201.3 billion, of which €80.3 billion is in the form 
of 78.4 million ounces of gold and €121 billion in other as-
sets; 

• Italy: €178.6 billion euro, of which €80.8 billion is in the 
form of 78.8 million ounces of gold and €97.8 billion in oth-
er assets. These include shares in companies held by the Fi-
nance Ministry and by the CDP (ENI, ENEL, Finmeccanica, 
SNAM, Poste, etc.); 

• Spain: €118.7 billion, of which €9.3 billion is in the form of 
9.1 million ounces of gold and €109.4 billion in other assets. 
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EFF Capital Subscription Breakdown (€, bn) 
 

 
Value of gold 

reserves Other assets Total 

Euro area 355.5 644.5 1,000 
Germany 112 158.6 270.6 

France 80.3 121 201.3 
Italy 80.8 97.8 178.6 
Spain 9.3 109.4 118.7 

Elaboration of ECB data calculating average value of gold reserves from January 2009 till 
November 2013 (last data available), January 2014. 
 
This implies the solution of two rather complicated issues. The first 
one concerns the identification of the entities which should confer 
the assets. This should be made by the state or by legal entities in 
which the state is the majority shareholder (we have in mind the fol-
lowing: in Germany the Kreditanstalt für Wiederaufbau (KfW), in 
France the Caisse des Dépôts et Consignations (CDC), in Italy the 
Cassa Depositi e Prestiti (CDP), in Spain the Instituto de Crédito 
Oficial (ICO)). In some case the quoted companies have (like the 
CDP) private shareholders who must be satisfied in terms of their 
property rights. 
The second issue concerns the evaluation of the assets conferred. 
They should be evaluated at their “real” value on the basis of exper-
tise of the highest international standard instead of market prices also 
because the EFF will become in many cases the main owner of com-
panies belonging to homogeneous sectors such as energy, telecoms 
and transportation. These are the infra-structural and industrial aims 
of the EFF. 
Concerning the EFF’s possible recapitalization necessities, these 
should always consist of proportional transfers from EMU-MSs in 
real capital rather than nominal warranties. 
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6.5. The Issue of EUBs 
 
The EFF with €1,000 billion of paid up capital could issue 3,000 bil-
lion EUBs with a leverage of a factor of 3 and a duration between 20 
to 30 years. Looking at the European “best bonds” of 2013 and 2014 
we find the following examples: BUND 30Y issue of February 2014 
- yield to maturity 2.53% (historical minimum of 2.16% in April 
2013); BEI 30Y issue of September 2013 - fixed rate 3% and yield to 
maturity in the first day of quotation 2.959%; BEI 31Y issue of Jan-
uary 2013 - fixed rate 2.75% and yield to maturity in the first day of 
quotation 2.81%; EFSF 21Y issue august 2013 - yield 3.043% (fixed 
rate); EFSF 25Y issue of June 2012 - yield 3.420% (fixed rate). On 
this basis and taking into account the success of the issues by the 
EFSF and the ESM which had a demand significantly higher than the 
actual supply, I suppose that a coupon of about 3% is reasonable. 
The total yearly amount of interest would be €90 billion which is 
nearly 1% of EMU-MSs GDP. These financial resources will be col-
lected by the EFF from three sources: the EMU debtor countries 
which should not pay a premium over the EFF rate of interest paid to 
the market as they have given guarantees and as the program is a sol-
idarity component of a quasi-federation. If a premium must be paid 
this should not form any part of the deficit for the compliance with 
EMU criteria. When EFF investments in In-In generates profits, 
these must be proportionally deduced from the payment due by 
EMU-MSs. 
The ratio of EFF debt - which in my hypothesis is €3,000 bn - to the 
2012 EMU GDP which is €9,484 bn, will be 31.6% and so by far the 
lowest ratio of the united debt of any “quasi federal country”. 
The EFF will use EUBs for restructuring the EMU-MSs public debts 
and financing infrastructural investments as we will see in paragraph 
6.7. 
 
 
6.6. EFF Governance 
 
The aims of the EFF imply that it needs strong governance. An ex-
ample could be provided by the ESM, even if there are some minor 
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differences. The ESM (paragraph 5) has a Board of Governors and a 
Board of Directors, as well as a Managing Director. 
The Managing Director of the ESM is appointed by the Board of 
Governors for a term of 5 years and chairs the Board of Directors 
meetings. The Board of Directors ensures that the ESM is run in ac-
cordance with its Treaty and by-laws. 
The Board of Governors is composed of one representative of each 
ESM country which shall appoint as Governor its Minister of Fi-
nance and an alternate Governor. So, there is overlap between the 
ESM Council of Governors and the Eurogroup also because the 
Council, in accordance with the ESM Treaty, could be chaired by the 
President of the Eurogroup (alternatively by another member of the 
Board) with the office being two years, renewable. 
The decisions of the Board of Governors and the Board of Directors 
shall be taken by mutual agreement, qualified majority or simple ma-
jority, depending on the importance of the decision. But, it is worth 
mentioning that, by way of derogation from the standard rules, an 
emergency voting procedure is also envisaged (requiring a qualified 
majority of 85% of the votes cast)30. 
According to the ESM Treaty, the voting rights of each ESM Mem-
ber are equal to the number of shares allocated to it in the authorized 
capital stock of the ESM. If any ESM Member fails to pay any part 
of the amount due in respect of its obligations in relation to paid-in 
shares or calls of capital, or in relation to the reimbursement of fi-
nancial assistance, such an ESM Member shall be unable, for so long 
as such failure to pay continues, to exercise any of its voting rights 
(the voting thresholds shall be recalculated accordingly). The EFF 
could have a similar governance structure and similar voting proce-
dure. 
 
 
 

                                                 
30 Emergency voting procedure shall be used where the Commission and the 
ECB both conclude that a failure to urgently adopt a decision to grant or 
implement financial assistance would threaten the economic and financial 
sustainability of the euro area. 
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 6.7. EFF and EUBs for EMU Member States Sovereign Debt 
 
The first utilization of EUBs should be the restructuring of EMU-
MSs debts. The public debt situation of the EMU area and of the four 
main states within it is the following: 
 

Government consolidated gross debt (2012, bn euro), 
GDP (2012, bn euro) and debt/GDP ratio 

 

 Debt GDP Debt/GDP Quotas on 
EA debt 

Euro area 8,596 9,484 90.6% 100% 
Germany 2,160 2,666 81.0% 25% 

France 1,834 2,032 90.2% 21% 
Italy 1,989 1,567 127.0% 23% 
Spain 885 1,029 86.0% 10% 

Source: Eurostat, January 2014. 

 
Let us consider the different situations which follow from the pur-
chase by the EFF of public debt of EMU-MSs. The purchase should 
be of an amount between €1,000 and €2,000 billion e from EMU-
MSs in the same proportion of the quotas they have in the EFF. The 
difference between the amount allotted to debt restructuring and the 
total amount of EFF bond issues will be allotted to In-In purposes. 
The amount of EMU-MSs’ bonds bought by the EFF will reduce the 
amount the EMU-MSs owe to the markets. So each country will have 
two types of debts and, consequently, two types of debt/GDP ratios. 
One type of debt will be in regard to the market and the other in re-
gard to the EFF as shown in the following tables. 
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Many problems need to be solved to operate this two tier system of 
sovereign bond governance. We shall mention the most important 
ones. 
The EFF has to buy the sovereign bonds (SBs) of EMU-MSs through 
a deal arranged with the treasury of each country which will issue the 
bonds with a duration slightly shorter than that of the EUBs which as 
I said should be between 20 and 30 years. This duration can be enti-
tled a “solidarity and restructuring period”. The rate of interest paid 
by SBs to the EFF cannot be higher than that paid by the EFF to the 
market. The advantage of this situation compared to the current one 
is that the rate of interest paid to the EFF will be on average lower 
than that on the market and that the EFF will keep the sovereign state 
bonds of EMU-MSs until maturity. The previous explanation implies 
that the EFF issue of EUBs to the market must be settled in connec-
tion to the program of its buying sovereign bonds. 
The EMU-MSs will thus deal with their market sovereign debt in an 
easier way as its level is reduced by the SBs sold to the EFF. Moral 
hazard must be avoided and therefore the market debt to GDP ratio 
must converge to a given target. 
This will also reduce the pressure on the bonds which are already on 
the market and this will lower these interest rates. This would coun-
ter the opinion that volatility might increase, the market being less 
liquid. Our opinion is based on the fact that the volume of the whole 
European sovereign bond market (EUBs plus EMU-MSs’ state 
bonds) will increase while the risk of each countries sovereign bonds 
will decrease. The longer the life of the EUBs issued, the better it 
will be for member states as they will have more time to lower the 
debt/GDP ratio on the market. 
There are many problems which still need to be solved after such a 
splitting of the aggregate debt of EMU-MSs and among them I 
would particularly point out the following: Should the market debt 
ratio to which countries have to converge remain 60%? What ought 
to be the speed of convergence? What might be the penalties for the 
countries which do not follow the prescribed convergence? 
All these problems should be considered and also the meaning of the 
debt ratio of 60% on which much analysis has been carried out. Nev-
ertheless I remain unconvinced of the meaning of such targets for 
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many reasons. Among them let us consider that the average over five 
year cycles for the Euro-area are as follows: 72.7% (1995-1999), 
68.9% (2000-2004), 71.1% (2005-2009), 91.5% (2010-2014).  In 
the period 1995-2014, which might be considered a long cycle, it is 
equal to 76.05%, which means that the average was never close to 
60%. To judge the deviation of EMU-MSs from the 60% debt ratio 
since 2016 when the fiscal compact will enter into full force seems to 
me unrealistic even in the long term. 
Whatever might be the path of convergence of the debt ratio and the 
length of the period to be considered to check the degree of conver-
gence, there must be penalties for the countries which do not comply. 
A proposal to avoid the moral-fiscal hazard might consist of modify-
ing the voting powers of each country inversely to the deviation from 
the prescribed debt/GDP ratio. 
If a country, for instance Italy, which should reduce its debt ratio of 5 
p.p. over a 5 year period does not achieve the target, its share of vot-
ing power and property rights (dividends) in the EFF will fall from 
17.85% to 12.86%. The 5 p.p. of voting powers and the income from 
the property rights will be proportionally allotted to the countries 
which have satisfied the convergence path. 
Many other kinds of penalties can be envisaged such as levying a 
fine on the countries which do not comply with the convergence 
path. 
 
 
6.8. The EFF and EUBs for Structural Investment 
 
Having estimated that the total financial resources of the EFF is 
€3,000 billion, the amount remaining after the choice of how much 
has to be devoted to debt restructuring of EMU-MSs, should be de-
voted to investment in infrastructure (e.g. electricity grids) and in-
dustry (e.g. merging energy companies) (3I). These investments 
should encompass all the activities which should unify the networks 
of the EMU and the EU such as energy, rail, info grids, joint centers 
of science and technology, etc. 
Without exploring all the details of EU infrastructure projects, it is 
worth mentioning that the EU with Europe 2020, Horizon 2020 and 
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the MFF 2014-2020, has planned to initiate public investment pro-
jects which are not supported by sufficient financial resources. For 
example, Europe faces enormous infrastructure investment needs in 
transport, energy and broadband networks. 
To meet the policy goals of the Europe 2020 Strategy for smart, sus-
tainable and inclusive growth and infrastructure development, the 
necessary investment in the sectors outlined above (transport, energy 
and broadband) is estimated to be between €1.5 trillion and €2 tril-
lion with a sectorial breakdown as follows: 

• Transport: the demand has been estimated at over €1.5 tril-
lion for 2010-2030 for the entire transport networks of the 
EU member states. The completion of the trans-European 
transport networks alone requires about €500 billion by 2020 
(of which EUR €250 billion would be needed to complete 
missing connections and remove bottlenecks in the core net-
work); 

• Energy: European networks as a whole would require in-
vestments of €1 trillion by 2020 (€200 billion of this invest-
ment for electricity and gas networks of European level im-
portance alone); 

• Broadband: investment required to bring ultra-fast connec-
tions to all European households and businesses by 2020 has 
been estimated at €270 billion (an investment gap of up to 
€220 billion). 

The Commission launched two initiatives of great importance: the 
Europe 2020 Project Bond Initiative (in liaison with the EIB) and the 
Connecting Europe Facility within the Multi-annual Financial 
Framework 2014-2020. But there is the risk that some investments in 
infrastructure will not take place or will be delayed far beyond 2020 
because of insufficient financial means. Therefore a significant fund-
ing contribution at the European level is needed. 
Europe draws up ambitious plans, but, in practice, the resources 
available to carry them out are not enough. The EU budget for ex-
ample (the Multiannual Financial Framework 2014-2020) has been 
reduced for the first time in history. Total commitment appropria-
tions amount to €960 billion (1% of the EU’s GNI!), that is approxi-
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mately €137 billion annually. A program that deserves particular at-
tention is Horizon 2020, the EU Framework Program for Research 
and Innovation. But even in this case the resources, with a total 
budget at current prices of about €80 billion, are insufficient31. 
 
 
6.9. The EFF and EUBs in the Very Long Run. Some Open Is-

sues 
 
The obvious final question is what happens when the EMU-MSs’ 
bonds held by the EFF reach their maturity (the restructuring and 
solidarity period) and must be repaid by the issuer state. 
An obvious solution would be to renew fully or partially the initial 
purchase of EMU-MSs’ bonds by the EFF. There is nothing wrong in 
these quasi consolidation solutions if the EFF and EUBs work in fa-
vour of stability and growth. 
Many other solutions could be devised depending also on the length 
of the solidarity period, the convergence periods, the debt ratio to 
which converge etc. 
These problems are however beyond the scope of this work. 
 
 
7. Conclusions 
 
My conclusion will concentrate on two subjects, regarding EBs, 
which are mainly of a political nature and economic importance 
while the many ways to translate my proposal on the EFF and EUBs 
will not be discussed here. The two conclusions will dwell on the 
German opposition to EBs and on the advantages of EBs. 
 
 
 
 

                                                 
31 Quadrio Curzio A. (2013a), Un bilancio comunitario sempre più difficile, 
in il Mulino, no. 3, pp. 469-478; Quadrio Curzio A. (2013b), Un bilancio 
per l’Europa della crescita, Il Sole 24 Ore, 6 febbraio. 
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7.1. German Opposition 
 
The German opposition to any type of EB (with the exception of res-
cue-bonds) has been constant in the past four years. It was clearly 
enunciated just after the Junker-Tremonti proposal in 2010. Juncker 
accused Germany of refusing to consider the common problem of 
over-indebted states and for erecting taboo areas and in thus having 
an anti-European attitude. The German government replied that it 
was wrong to accuse them of being anti-European as they had stud-
ied in depth the problem of EBs which was after all an old idea. In 
August 2011, when bond spreads began to increase rapidly also in-
volving Italy, mixed messages came from the ruling German coali-
tion and the opposition, while the German government said firmly 
that the issue of EBs was not viable. Angela Merkel urged Europe to 
stand firm in the face of market pressure and of the “dramatic crisis” 
gripping the Eurozone, but she also told German television: “Solving 
the current crisis won’t be possible with Eurobonds and that’s why 
Eurobonds are not the answer”. The right answer was, on the contra-
ry, to replace a “debt union” with a “stability union”. 
When in November 2011 the European Commission released its 
Green Paper, the proposal for “stability bonds” (see par 4.2) drew a 
frosty reception from some of the so called “most creditworthy Euro-
zone states”. The German chancellor remained resolutely unim-
pressed, describing the Commission’s decision to propose Eurobonds 
as “extraordinarily inappropriate” and “troubling” in the midst of the 
crisis, arguing it was wrong to suggest that collectivization of the 
debt would allow us to overcome the currency union’s structural 
flaws. 
Finally, in June 2012, with negotiations of the European Council 
(and the presentation of the Van Rompuy report) ahead, Ms Merkel – 
speaking before the German parliament – held firm to her conviction 
that the Eurozone's next move should be to institute more central 
controls over European banks and national budgets. She said “I be-
lieve that Eurobonds, or mutualised debt, are the wrong way to go”. 
I do not want here to analyze in depth the reasons of German and in 
particular Merkel’s opposition even if the most obvious one might be 
that Germany could fear a worsening of the rates by which it current-
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ly finances its own public debt. Yet the reasoning behind this line of 
thinking is not fully convincing, as Germany would have to refinance 
only a relatively small amount of its own debt after the Eurobonds 
issue and this might lower even more the interest rates on its market 
bonds. 
 
 
7.2. The advantages of EUBs 
 
The advantages of EUBs have been explained in depth in the previ-
ous paragraphs but it is useful to underline some of them again. 
The first is that the EFF would not be an opportunistic but rather a 
stabilizing factor in managing state treasury bonds by holding on to 
them for long periods up to maturity and therefore making specula-
tion more difficult as the risk premium even of highly indebted coun-
tries will decline. 
The second is that the average interest rates especially of highly in-
debted countries will decline making it much more easier to shift the 
debt dynamic towards a lower level. 
The third is that a wide EUB market can compete with that of T-
bonds and attract the financial resources which are there in global 
markets. Two figures must be kept in mind: the estimated dimension 
of sovereign wealth funds ($6.2 trillion at the end of 2013); the USA 
public debt ($16.7 trillion at the end of 2013) and the amount of it 
held by foreign investors ($5.8 trillion at the end of 2013). 
The fourth is that the EUB will promote the unification of the EMU 
in two ways: first due to the convergence of the debt to GDP ratio of 
EMU-MSs to the normal average ratio, by thus balancing the fiscal 
strictness of some countries with expansionary policies in others and 
secondly by enhancing the European infrastructure network and oth-
er investments in infrastructure like techno-science. 
The fifth is that two powerful instruments of economic policy are 
much better than one. In fact, now the only real but mainly short 
term effective power within the EMU is the ECB which might be 
pushed to rather unorthodox policies which are necessary without 
EUBs but certainly not in line with Bundesbank principles. This ex-
panding of the role of the ECB instead of the use of EUBs will be in 
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the end much more ineffective and in some cases harmful to EMU 
integration in regard to both the real (what I have called the 3i) econ-
omy and the fiscal economy as expressed by the convergence of the 
public debt over GDP ratio. 
In conclusion, in the previous pages I have mainly quoted political 
and institutional opinions but it is widely known that there are ex-
perts in many different fields (like the investor Georges Soros and 
Nobel Prize winners such as Thomas Sargent and Christopher Sims) 
who consider that without some kind of EB the EMU will always 
risk fracture. We do not know if this might be the final outcome but 
we are pretty sure that without EUBs the EMU will be an area of low 
growth and high unemployment. Which is exactly the opposite of the 
EMU «grand institutional design». 
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ASTRID: 
http://www.astrid-online.it 
 
European Central Bank (ECB):  
http://www.ecb.europa.eu/ 
 
European Commission (EC): 
http://ec.europa.eu/ 
 
European Council: 
http://www.european-council.europa.eu/ 
 
European Parliament (EP): 
http://www.europarl.europa.eu/ 
 
European Financial Stability Facility (EFSF): 
http://www.efsf.europa.eu/ 
 
European Stability Mechanism (ESM): 
http://www.esm.europa.eu/ 
 
Il Sole 24 Ore:  
http://www.ilsole24ore.com/english-version/front-page.shtml  
(All the  articles of Alberto Quadrio Curzio quoted in this essay are 
published also in English on the above website) 
 
World Gold Council:  
http://www.gold.org/ 
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Acronyms 
 
IMF = International Monetary Fund 
EMU = Economic and Monetary Union of the European Union 
ECB = European Central Bank 
EDF = Euro-Gold Development Fund 
EFF = European Financial Fund 
EMU-MSs = EMU Member State 
EFSF = European Financial Stability Facility 
EFSM = European Financial Stabilisation Mechanism 
ESM = European Stability Mechanism 
EUB = EuroUnionBond 
FROB = Fondo de Restructuración Ordenado Bancaria 
MoU = Memorandum of Understanding 
RBF = Rescue or Bailout funds 
SB = Stability Bond 
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