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• Back in 1999

• International currency role of the euro

• International monetary system:
➢Dominant currency (invoicing)

➢Global Financial Cycle

➢Geopolitical 

• Global liquidity provision and financial sector resilience

• Euro area governance reforms



Birth of the euro

• In October 1962 the Commission issued a memorandum – known as the 
Marjolin Memorandum – that can be considered as the official starting 
point of monetary integration in Europe.



Birth of the euro

“Inconsistent quartet” – that free trade, free mobility of capital, a system 
of fixed exchange rates and autonomous national monetary policies were 
incompatible. One of the four would come under pressure and would 
have be surrendered in order to avoid inconsistency.

The single currency was the way to square the circle in merging all the 
independent national monetary policies.

• One single money for one single market.

J.C. Trichet referring to Tommaso Padoa-Schioppa

Euro convertitori



Early discussions on the role of the euro in the 
International Monetary System

Adapted from Kenen (1983)



Back in 1998

In ”The Emergence of the Euro as an International Currency”:

“The internationalisation of the euro therefore hinges critically on the 
speed of integration of euro financial markets, on the willingness of the 
ECB not to hinder internationalisation, and on the number of 
participants in the monetary union (especially on UK participation) “

Richard Portes and Hélène Rey (1998)



Benefits of an international currency as discussed then
(and before)

• International seigniorage

• Stabilisation of the terms of trade

• Geopolitical power 

• For the French: « Exorbitant privilege »



“Exorbitant Privilege”: 

“The fact that many states accept, on principle, dollars just as much as 
gold to compensate if need be the deficits of the US balance of 
payments, means that the United States can issue external debt freely. 
Indeed, when the US owe something, they can pay for it, at least in 
part, with dollars which they can issue, instead of using gold, whose 
value is real, has to be earned and that one cannot transfer to others 
without risk and sacrifice. This unilateral facility that the United States 
has means that the dollar is not an impartial means of international 
exchange, since it is a means of issuing credit for one state.”

Press conference, February 4th, 1965, General De Gaulle. Source: Georges-Henri Soutou



International role of the euro



Source: Gourinchas, Rey and Sauzet (2019)



Currency map

Source: Reinhart, Rogoff and Ilzetzki (2018)



What we learned about the International 
Monetary System while the euro was growing up
• Dominant currency: invoicing and stickiness of prices in the currency

of the hegemon is more important than we thought (Gopinath
(2016), Cazas et al. (2018)) 

• Global financial cycle: International monetary spillovers are bigger
than we thought (Rey (2013))

• Payment systems are more important for geopolitical power than we
thought



Source: Gourinchas, Rey and Sauzet (2019) based on Gopinath (2016) 



Source: Gourinchas, Rey and Sauzet (2019) based on Gopinath (2016) 



Invoicing and exchange rate pass-through

Source: Coeuré (2019)

Degree of pass-through important for transmission of shocks and for monetary policy
effectiveness. 



Geopolitical power

• US sanctions

• Payment system

• Enforcement of US law within Dollar borders and not US borders



Global Financial Cycle

• Fluctuations in financial activity (risk taking, credit creation, asset 
prices, capital flows, spreads, leverage) on a global scale (Rey (2013)). 

• Growing body of evidence on the importance of Global Financial 
Cycles: 

➢Macroeconomic data (one global factor in asset prices explains about 25% of 
fluctuations in risky asset prices around the globe,…)

➢Microeconomic data: detailed data on Turkish banks (Baskaya et al. (2017)) 
find that 43% of local credit growth is explained by capital flows.
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Source: IMF staff, GFSR April 2018. Adrian (2018)



Global Financial Cycle

Source: Miranda-Agrippino and Rey (2018) 



Global Financial Cycle

Source: Miranda-Agrippino and Rey (2018) 



Global Financial Cycle

Source: Miranda-Agrippino and Rey (2018) 



Global Financial Cycle

Source: Miranda-Agrippino and Rey (2018) 



Spillovers of the ECB monetary policy

• Evidence of regional spillovers: non euro area countries of Central and 
Eastern Europe.  

• Research Network of Central Banks meta-analysis of effects of foreign
monetary policy on domestic lending: ”Most teams identified 
significant effects of US monetary policy, and some teams also found 
effects from euro area, UK and, Japanese policy”.

• Less global than Fed’s spillovers.



Monetary sovereignty

• Countries with flexible exchange rates are also subject to the Global 
Financial Cycle

• Monetary sovereignty is constrained 

• Draghi (2019): “True sovereignty is reflected not in the power of making 
laws – as a legal definition would have it – but in the ability to control 
outcomes and respond to the fundamental needs of the people.”

• Hence the importance of the euro and the EU to “take back control” in a 
globalised world.



Reserve currency: global insurer

Source: Gourinchas, Rey and Govillot (2018)
US net external positions (% GDP)



Exorbitant Privilege, Exorbitant Duty

Source: Gourinchas, Rey and Govillot (2018)

When risk goes up:
➢ value of external assets
collapses 
➢ value of external liabilities goes up
(and flight to safety)

Hence:
➢Net asset position deteriorates
➢Positive wealth transfer to the rest
of the world



Exorbitant duty



Federal Reserve lending through swap lines

Source: Bahaj and Reis (2018)



Global liquidity provider

Source: Schenk and McCauley (2019)



Source: Schenk and McCauley (2019)



Reserve currency status

• If the risk of banking stress or failures is substantial, and the potential 
fiscal consequences are sizeable, the safety of sovereign assets is 
compromised exactly at times of financial stress, through the 
contingent fiscal liabilities related to systemic banking crises.

• Monies with reserve-currency status need to be ones with low 
probabilities of twin sovereign and financial crises.



Completing the European House: the doom loop

Source: Veron (2017)



Breaking the ‘Doom Loop’

1. Sovereign exposures

▪ Sovereign Concentration Charges

2. Deposit insurance

▪ Genuine = unconditional equal protection of all insured deposits

3. Cross-border banking sector integration

▪ EDIS allows phasing-out of geographical ring-fencing of capital and liquidity (entity-specific 
requirements), allowing banks to reap full synergies from geographical diversification

4.   Safe asset (purple bonds, Esbies…)

Source: 7& 7 economists Report on the euro area



Source: Regling (Nov 2017)



Tensions in the euro area because of:
1. Underdeveloped private and public risk-sharing (for a currency union)

▪ Limited financial integration, lack of fiscal stabilization tools

2. An inefficient and politically divisive approach to maintaining fiscal discipline

▪ Based on fiscal rules that are error-prone, procyclical, require 
micromanagement from Brussels, and are hard to enforce.

• Can risk sharing and safety be improved without undermining discipline? 

• Properly designed risk sharing arrangements improve discipline, by making no-
bail-out rule easier to enforce.

Source: 7& 7 Economists Report on the euro area



Reforming the euro area
1. More and better risk sharing: 

▪ Financial sector reform (including deposit insurance, CMU)

▪ Unemployment/employment reinsurance fund

▪ Safe asset

2. Reform of fiscal rules (including enforcement device)

▪ Expenditure rule. Transparent. More national ownership. On a cycle.

▪ Fiscal capacity

3. Greater role for institutions and market discipline

▪ National fiscal councils; 

▪ More credible no-bail-out rule (sovereign debt restructuring as a credible last resort when 
debt is unsustainable)



A euro area safe asset

▪ Advantages compared to simply imposing diversification:

1. Creates large market for homogenous euro area debt.

2. Safer. Much less potential for contagion across euro area.

3. Reduces volatility of cross-border capital flows inside euro area.

▪ Requires  accompanying regulation



Conclusions

• A long way since 1999

• Lots of important issues for the EU now (environmental policies, energy policies, 
defense, Brexit, …)

• Reforms of the euro area should not be forgotten.


