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The size of the drop in activity, globally, brought about by lockdowns and confinement 

measures, seen as indispensable to avoid a hecatomb, raises legitimate anguish. Shall we 

have the bounce-back capacity needed to quickly erase this historical diminution of 

produced wealth? While we must face up to this major challenge, many analysts, various 

“experts” and media seem to be more preoccupied by a “world after” which, according to 

them, should be radically different from the “world before”. Why not? Even though it seems 

that the peoples’ greatest desire is that “things return to what they were”. 

Among the wishes of the apostles of the great change, two financial aspects in particular 

have caught the wind in their sails: a European budgetary union, which would be 

indispensable to complete monetary union and which would even be a condition of its 

survival; and, a spectacular action by the European Central Bank (ECB) which might decide 

to renounce the reimbursement of the colossal sums of public debt that it is holding. 

The budgetary union. Is it not the States which are economical with public monies 

(the “keepers”) rather than those who are less so (the “spenders”) that risk breaking 

up the euro zone? 

Eurobonds, Coronabonds – using a range of appellations, several countries clamour for the 

mutualisation of the debt. Herewith a few comments: 

- The concept is abstract and exists nowhere. In the USA, as far as we know, there is no 

issue of bonds or of short-term bills led collectively by the federated States; there are no 

California-Colorado-Texas treasury bonds. There is of course a trans-States issuing, but it is 

by the Federal treasury. 

- The interest rates on such bonds would probably satisfy nobody. Do those who want to 

see them introduced believe that the rates at issue would be at the lowest levels, at those 
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of Germany or France? Chances of this happening are slim. The “spenders” risk benefitting 

by only a minimal lowering of interest rates, while the “frugals” risk finding themselves 

obliged to pay a higher rate than usual. 

- The credibility of requests for mutualisation suffers from the fact that they come from 

countries which have merrily broken European budgetary rules and their refusal to accept 

any kind of constraint in matters of management and conditions for issuing or using such 

bonds.. 

- Focalising on the mutualisation of the debt brings a real risk of tensions that could go as 

far as causing the break-up of the euro zone - tensions that emanate from reactions from 

the so-called “northern countries”, exasperated at being permanently accused of 

selfishness. 

On the other hand, the two initiatives, Franco-German and at EU level, for raising debt on a 

European scale are more credible because the debt would certainly be collective but 

contracted in the name of the European Union (triple A). Even so, agreement from all 

countries in the Union would be necessary.  

Are we not being Utopian? Do those who argue for a true budgetary union with a hefty 

European budget not realise that they are hoping for a change in the nature of the Union 

far more radical than the one that brought about monetary union? Although States no 

longer controlled monetary policy, with the generalisation of the independence of the 

central banks, public finances remain at the heart of national sovereignty. To want to melt a 

large part of it within the European budget is to take a highly significant step towards 

federalism. A good number of countries do not wish to do so, either by conviction or by a 

refusal to communalise budgetary management with States which, in their eyes, lack rigour 

in that domain. 

We keep coming back to that break between the north and the south in the Union. 

Concerning that, especially in the present climate, the initiative of Chancellor Merkel and 

President Macron is welcome because it invigorates the vital Franco-German “hinge” 

between the two parts of Europe.      

The central banks are not fairy godmothers 

Listening to some, one might well believe that the central banks are ethereal entities, gifted 

with all powers while totally immune to all attacks. That is the feeling conveyed by calls for a 

cancellation of debts held by the ECB (calls, it must be said, coming uniquely from France; 

as far as we know, no economist or politician from other countries in the euro zone comes 

forward with such inventiveness). 

We read that the cancellation by the ECB of debts that it is holding with its colossal portfolio 

of public debt bonds purchased since 2015 “would harm nobody”, that “no burden would 

fall on anyone since its liability is owed to nobody”.  

A first rectification: the ECB holds nothing at all because it does not intervene on the 

markets. It is the national central banks who hold the ECB’s capital and who alone are active 

on the markets and who, with the ECB, make up the European System of Central Banks 

(ESCB), who have in their assets the total sum of purchased bonds. This is no mere detail. 

There is no reason to suppose that a general agreement would come about for such an 

operation. One could even bet that there would be no consensus.  
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Second point: the institution’s liabilities are not payable in the same way as are those of a 

regular bank, made up of clients’ checking accounts. Its liabilities are payable collectively 

and morally by the entire body of its citizens who place their trust in the central bank, and 

for them such a radical operation would be far from harmless. 

Third comment: the claim that “its liability is owed to nobody” does not do away with a 

pinch of accountability. Faced with liabilities of an unchanged amount, the ECBS would see 

its assets amputated by over 2,300 billion euros. In simpler terms, it would show a loss of 

2,300 billion euros. The institution’s recapitalisation would fall upon central bank 

shareholder, i.e. States. Where would they get the money? By new loans, or by taxation? 

The cost of the debt would then pass from the debtor to the taxpayer.  

To hell with such conventional quibbling, the defenders of cancellation will object. There is 

no real requirement to recapitalise the institution. Maybe! But to reason thus is to regard as 

negligible that which, since the end of the gold standard, has been the foundation of 

central banks’ legitimacy – confidence. A view that may seem outmoded to some. However, 

could anyone imagine for one moment that this out-of-character act would have no effect 

on confidence in the currency, with the concrete consequences that this erosion could 

have: flight of capital, and inflation that could become high? One mere detail perhaps for 

the fans of debt cancellation - inflation damages savers above all – the elderly at that! 

At the institutional level, one might think that such an option would be inacceptable to any 

of its members because of the upheaval it would bring about in the ECBS’s management 

rules. 

Anything could be possible it seems once we are over these times of upset. Over and above 

these questions, inevitably petty, that concern financing of the economic upturn, there are 

domains (and money management is one) where one must take care not to break the 

contract of trust, one of the most efficient cohesive elements of society. To venture there is 

to trample on a value which is, quite simply, one of ethics. 
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Exhibit 1 

Central Bank Economic Indicators Dashboard 

US Federal Reserve Bank 

 2007M12 2016M12 2020M01 2020M02 2020M03 2020M04 2020M05 

Fed total Assets (bn. $) 879 4 446 4 176 4 183 4 312 6 368 6 934 

Federal Funds target rate (%) 4.25 0.75 1.75 1.75 0.25 0.25 0.25 

3-month treasury bill minus fed funds -0.96 -0.25 -0.23 -0.50 -0.14 -0.16 -0.11 

Excess reserves (bn. $) 9 1 925 1 501 1 519 1 932 2 954 3 218 

Monetary Base (bn. $) 837 3 532 3 443 3 455 3 883 4 845 5 150 

Source: Federal Reserve Bank 

European Central Bank 

 2007M12 2016M12 2020M01 2020M02 2020M03 2020M04 2020M05 

ECB total Assets (bn. €) 1 297 3 566 4 660 4 680 4 704 5 283 5 506 

Euro ST repo rate (%) 4.00 0.00 0.00 0.00 0.00 0.00 0.00 

Euribor 3-month minus euro repo rate 0.85 -0.32 -0.39 -0.41 -0.42 -0.25 -0.27 

Excess reserves (bn. €) 1 706 1 489 1 489 1 507 1 507 1 685 

Base Money (bn. €) 842 2 366 3 161 3 161 3 164 3 164 3 414 

Source: European Central bank 

Bank of Japan 

 2007M12 2016M12 2020M01 2020M02 2020M03 2020M04 2020M05 

BoJ total Assets (tn. Yen) 111 471 573 580 589 610 620 

BoJ Policy rate (%) 0.50 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 

3-month interbank rate minus policy rate 0.36 0.16 0.15 0.15 0.15 0.15 0.15 

Excess reserves (tn. Yen) -- 240 325 306 285 337 363 

Monetary Base (tn. Yen) 89 429 516 521 518 515 527 

Source: Bank of Japan 

Bank of England 

 2007M12 2016M12 2020M01 2020M02 2020M03 2020M04 2020M05 

BoE Assets (bn. Pound) 97 447 461 462 446 529 582 

BoE Base rate (%) 5.50 0.25 0.75 0.75 0.10 0.10 0.10 

3-month interbank rate minus base rate -0.19 -0.24 -0.08 -0.12 0.08 0.05 -0.05 

Monetary Base (bn. Pound) 75 450 557 557 551 635 720 

Source: Bank of England 
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Exhibit 2 

Central Bank Total Assets 

base 100 Jan. 2007, in local currency 

 

 

base 100 Jan. 2017, in local currency 

  

 

Exhibit 3 

Central Bank Policy Rate (%) 

from Jan. 2007 

 

 

from Jan. 2017 

  

 

Exhibit 4 

Central Banks Monetary Base 

base 100 Jan. 2007, in local currency 

 

 

base 100 Jan. 2017, in local currency 

  

Source: TAC ECONOMICS, Central Banks 
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Disclaimer 

These assessments and comments are, as always, subject to the disclaimer provided below. 

This material is published by TAC ECONOMICS SAS for information purposes only and should not be regarded as 

providing any specific advice. Recipients should make their own independent evaluation of this information and no 

action should be taken, solely relying on it. This material should not be reproduced or disclosed without our consent. It is 

not intended for distribution in any jurisdiction in which this would be prohibited. Whilst this information is believed to 

be reliable, it has not been independently verified by TAC ECONOMICS and TAC ECONOMICS makes no representation or 

warranty (express or implied) of any kind, as regards the accuracy or completeness of this information, nor does it 

accept any responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed 

on, this information. Unless otherwise stated, any views, forecasts, or estimates are solely those of TAC ECONOMICS, as 

of this date and are subject to change without notice. 

 

 

 

 


