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Three distinct parts

• Quantify the (low) weight of the euro as an international currency
• Why is the euro underperforming?
• Analyze (evolving) ECB policy objectives



Weight of the euro as an international currency

• Anchor currency

—to what extent are other countries pegging their currencies to the euro?

—novel dataset introduced by IRR (2019)
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Figure II. Countries with Euro (top) and US Dollar (bottom) Anchors, 1999 and 2016 

Euro Anchors 

 

 

Dollar Anchors 

 

 
Note: The maps show countries whose currencies were anchored to the euro (top panel) and the US dollar (bottom panel). 

Brightly-shaded countries were anchored in both 1999 and 2016. Dark shades represent countries that were anchored in 2016, but 

not in 1999 (joined the bloc). Pale shades represent countries that were anchored in 1999, but not in 2016 (departed from the 

block). Sources: Reinhart and Rogoff (2004), Ilzetzki, Reinhart, and Rogoff (2019), and the authors.  
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Figure I. Evolution of Anchor Currencies: Dollar and Euro 

Number of countries weighted by their share in world GDP, 1975-2015 

 

Number of countries 1975-2015 

 

Note: The figure shows the share of countries anchored to the US dollar (top, green line) and to the euro (post 1999) and German 

Deutschemark and French Franc (pre 1999) (bottom, blue line). The thin lines exclude the US from the dollar bloc and current 

Eurozone members from the euro bloc. The top panel weighs the anchored countries by their share in world GDP. The bottom 

panel gives an unweighted measure. The vertical lines show the date of euro adoption. Sources: Reinhart and Rogoff (2004), 

Ilzetzki, Reinhart, and Rogoff (2019), and the authors.  
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Weight of the euro as an international currency

• Anchor currency

—to what extent are other countries pegging their currencies to the euro?

—novel dataset introduced by IRR (2019)

• Share of Central Bank reserves
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Figure III. Currency Composition of Central Bank Reserves: Dollar and Euro, 1995-2018 

  

Note: The figure shows the share of allocated central bank reserves denominated in euro (bottom, blue) and dollar (top, green; 

both left-hand axis). The line (right-hand axis) shows total world central bank allocated reserves in billions of US dollars. The 

vertical line shows the date of euro adoption. Prior to euro adoption, “euro” reserves are replaced with reserves denominated in 

Deutschemarks, French francs, Dutch guilder, and ECU, so that the figure slightly understates total Eurozone reserves before 

1999. Source: International Monetary Fund’s Currency Composition of Official Foreign Exchange Reserves and the authors.  

 

Figure IV. Foreign Exchange Turnover: Shares of Major Currencies, 1995-2016 

   

Note: The figure shows the share of foreign exchange transactions in which each of presented currencies was one side of the 

transaction. The euro is replaced by the Deutschemark prior to 1999. On one hand this understates the share of pre-1999 

Eurozone transactions, because it excludes all Eurozone economies other than Germany. On the other hand it overstates this share 

because it counts trans-national intra-Eurozone transactions. Source: Bank for International Settlements Triennial Survey of FX 

and OTC derivatives trading. 
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Weight of the euro as an international currency

• Anchor currency

—to what extent are other countries pegging their currencies to the euro?

—novel dataset introduced by IRR (2019)

• Share of Central Bank reserves

• Foreign exchange turnover
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Figure III. Currency Composition of Central Bank Reserves: Dollar and Euro, 1995-2018 

  

Note: The figure shows the share of allocated central bank reserves denominated in euro (bottom, blue) and dollar (top, green; 

both left-hand axis). The line (right-hand axis) shows total world central bank allocated reserves in billions of US dollars. The 

vertical line shows the date of euro adoption. Prior to euro adoption, “euro” reserves are replaced with reserves denominated in 

Deutschemarks, French francs, Dutch guilder, and ECU, so that the figure slightly understates total Eurozone reserves before 

1999. Source: International Monetary Fund’s Currency Composition of Official Foreign Exchange Reserves and the authors.  

 

Figure IV. Foreign Exchange Turnover: Shares of Major Currencies, 1995-2016 

   

Note: The figure shows the share of foreign exchange transactions in which each of presented currencies was one side of the 

transaction. The euro is replaced by the Deutschemark prior to 1999. On one hand this understates the share of pre-1999 

Eurozone transactions, because it excludes all Eurozone economies other than Germany. On the other hand it overstates this share 

because it counts trans-national intra-Eurozone transactions. Source: Bank for International Settlements Triennial Survey of FX 

and OTC derivatives trading. 
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Weight of the euro as an international currency

• Anchor currency

—to what extent are other countries pegging their currencies to the euro?

—novel dataset introduced by IRR (2019)

• Share of Central Bank reserves

• Foreign exchange turnover

• Developing country public debt denomination
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Figure VI. Borrowing in Euros and Dollars: Developing Country Public Debt 

 

Note: The figure shows the share of developing countries’ external public and publicly guaranteed debt denominated 

in dollars (top, green line) and to the euro (post 1999) and German Deutschemark and French Franc (pre 1999) 

(bottom, blue line) as a share of total foreign currency denominated external debt. Source: World Bank International 

Debt Statstics. 
 

Figure VII. Marketable Debt Outstanding, 2018  

 
Note: The left panel shows the marketable central government outstanding in billions of US dollars in 2018 for 

Eurozone countries and the US. Eurozone economies are divided into Germany, France, other non-crisis countries, 

and the crisis countries. Sources: US Treasury, L’Agence France Trésor, and Finanzagentur GmbH. The right-hand 

panel shows corporate bonds outstanding and total corporate bank lending as a percent of GDP in the Eurozone and 

the US. Sources: Federal Reserve Board, Bureau of Economic Analysis, European Central Bank, and authors’ 

calculations. 
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Weight of the euro as an international currency

• Clearly, euro weight is low, especially given

—size of euro area

—weight in World trade
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Table I. Markers of an Anchor Currency: Comparing the Dollar and the Euro 

 

 Indicator US/Dollar   Eurozone/Euro 

Share of Countries Anchored 59  29 

    

Share of World GDP Anchored 69  15 

    

Share of World Reserves 64  21 

    

Share of Developing Country External Debt 74  8 

    

Share of Bank Assets in Local Currency 85  71 

    

Share of Bank Liabilities  in Local Currency 76  59 

    

Trade Invoicing Index 69  56 53 

    

Share of World GDP 18  12 

    

Share of World Exports 9  26 54 

 

  

                                                      

53 The euros’s trade invoicing index would be smaller, and the dollar’s higher, if adjusted to exclude intra-Eurozone trade. If all 

intra-Eurozone trade is invoiced in euros, the dollar index would come to roughly 75 and the euro index would decline to below 

50 under this adjustment. 
54 This figure may overstate the gap between US and Eurozone trade, as the latter includes intra-Eurozone trade. A rough 

estimate of the Eurozone’s exports to the rest of the world is still nearly twice the US share. Source: Eurostat balance of 

payments statistics and the WTO.    



Weight of the euro as an international currency

• Clearly, euro weight is low, especially given

—size of euro area

—weight in World trade

• Is the weight of the euro especially low? Or the weight of the dollar especially high?

—does the euro underperform relative to the pound and the yen?

—the paper only shows this for the turnover measure



Weight of the euro as an international currency

• Clearly, euro weight is low, especially given

—size of euro area

—weight in World trade

• Is the weight of the euro especially low? Or the weight of the dollar especially high?

—does the euro underperform relative to the pound and the yen?

—the paper only shows this for the turnover measure

• Are all dimensions equally important?

—the euro area would probably benefit from an increase in the reserves weight (seignioriage?)

—but not necessarily from trading partners pegging to the euro
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• One possibility is that there is room for a single World currency
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• One possibility is that there is room for a single World currency

• The paper favors an alternative: Lack of safe assets in euros

—in 2018, safe-euro public debt was less than one third U.S. public debt



35 

 

 

 

Figure VI. Borrowing in Euros and Dollars: Developing Country Public Debt 

 

Note: The figure shows the share of developing countries’ external public and publicly guaranteed debt denominated 

in dollars (top, green line) and to the euro (post 1999) and German Deutschemark and French Franc (pre 1999) 

(bottom, blue line) as a share of total foreign currency denominated external debt. Source: World Bank International 

Debt Statstics. 
 

Figure VII. Marketable Debt Outstanding, 2018  

 
Note: The left panel shows the marketable central government outstanding in billions of US dollars in 2018 for 

Eurozone countries and the US. Eurozone economies are divided into Germany, France, other non-crisis countries, 

and the crisis countries. Sources: US Treasury, L’Agence France Trésor, and Finanzagentur GmbH. The right-hand 

panel shows corporate bonds outstanding and total corporate bank lending as a percent of GDP in the Eurozone and 

the US. Sources: Federal Reserve Board, Bureau of Economic Analysis, European Central Bank, and authors’ 

calculations. 
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Why is the euro underperforming?

• One possibility is that there is room for a single World currency

• The paper favors an alternative: Lack of safe assets in euros

—in 2018, safe-euro public debt was less than one third U.S. public debt

• But public debt levels were different in, say, 2003

—U.S.: 4.4 tn

—safe-euro (Austria+Finland+France+Germany+Netherlands): 3.0 tn

—"safe"-euro (safe-euro+Belgium+Ireland+Italy+Portugal+Spain): 5.1 tn

—Japan: 6.1 tn
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Why is the euro underperforming?

• One possibility is that there is room for a single World currency

• The paper favors an alternative: Lack of safe assets in euros

—in 2018, safe-euro public debt was less than one third U.S. public debt

• But public debt levels were different in, say, 2003

—U.S.: 4.4 tn

—safe-euro (Austria+Finland+France+Germany+Netherlands): 3.0 tn

—"safe"-euro (safe-euro+Belgium+Ireland+Italy+Portugal+Spain): 5.1 tn

—Japan: 6.1 tn

• Why is supply constrained by public debt?

—ECB could increase euro liabilities if there were more demand for them, just as the Fed did

—tranching, ESM, eurobonds

• To what extent is low level of safe assets due to low supply?

—euro-periphery debt became risky due to drop in demand

• Can low level of safe euro assets be another manifestation of low euro weight rather than a determinant?



Why is the euro underperforming?

• More broadly, the argument seems to hinge on the liquidity effects of safe assets/public debt



Why is the euro underperforming?

• More broadly, the argument seems to hinge on the liquidity effects of safe assets/public debt

• Is there strong evidence that this crowding-in effect dominates, particularly outside extreme crisis events?

• Some self-promotion on crowding out of public debt

—public debt holdings during the euro crisis: Broner, Erce, Martin, Ventura (2014)

—fiscal multipliers and integration in foreign debt markets: Broner, Clancy, Erce, Martin (2018), Priftis,
Zimic (2018)



Sovereign debt holders: Germany vs. Spain
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Sovereign debt holders in the periphery
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Public credit, private credit & sovereign spreads
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Why is the euro underperforming?

• Other determinant: Lack of financial center

—is the pound doing better than the euro?
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ECB policy objectives

• Assume the ECB follows
it = i0 + β · (Etπt+1 − π̄) + γ · Etyt+1

and estimate rule for πt+1 and yt+1 of different countries

• Policy seems to respond to German inflation more than to any other country or to euro area

• From the point of view of the euro area as a whole, and periphery countries in particular, policy was

—too expansionary before the crisis

—too contractionary after the crisis

—more appropriate since 2012

• Could there be a downward trend in the "natural" real interest rate?

—this might strengthen the view that M-policy is too Germany-centered

—and weaken the extent of the shift in objectives since 2012



Final comments

• The paper convincingly shows that the euro is punching below its weight

—lots of interesting data and institutional details

• It also advances some hypotheses to explain this underperformance

—this part is somewhat more speculative, but it is still informative and thought provoking

• Overall, this paper is essential reading for anybody interested in the past and future performance of the
euro




