
Br
un

ne
rm

ei
er

 e
t a

l: 
ES

Bi
es



Baseado em trabalho com Markus Brunnermeier, Sam Langfield, 
Marco Pagano, S:jn Van Nieuwerburgh, Dimitri Vayanos

Ricardo Reis
London School of Economics

European Safe Bonds 
(ESBies)



Br
un

ne
rm

ei
er

 e
t a

l: 
ES

Bi
es


Os dois desafios

1.  Trans-fronteiriça fuga para  
a segurança
•  Distribuição assimétrica, falta 

bem seguro não geográfico

•  Valor da dívida alemã
•  Valor da dívida portuguesa





Br
un

ne
rm

ei
er

 e
t a

l: 
ES

Bi
es


Os dois desafios

1.  Trans-fronteiriça fuga para  
a segurança
•  Distribuição assimétrica, falta 

bem seguro não geográfico

•  Valor da dívida alemã
•  Valor da dívida portuguesa



2.  O ciclo diabólico entre risco 
soberano e bancário

•  Os bancos precisam de um 
acNvo seguro

Economic growth
Tax revenue

Sovereign 
debt Deposits
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Sovereign 
debt risk
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Obrigação segura: os requisitos

§ Simetricamente distribuído pelos países, grande oferta

§ AlternaNva à dívida soberana: AAA, líquido (como Bund)

§ Nenhuma responsabilidade conjunta e solidária, sem 
descartar possibilidade de reestruturação da dívida 
pública

§ Nenhuma alteração do Tratado da UE

§ Transição sem demasiados sobressaltos
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Brunnermeier, Garicano, Lane, Pagano, Reis, Santos, Thesmar, Van Nieuwerburgh & Vayanos 

Proposto por Euronomics (2011):

Carteira de 
obrigações 
soberanas 
com pesos-PIB
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Diversificação: não chega

to risky assets that are currently traded on financial markets.

4.2.1 The e�ects of pooling and tranching on safety

We begin by comparing the pooled security with the status quo in Figure 4. The hor-
izontal line represents the five-year expected loss rate of 2.90% of the pooled euro area
security without tranching.15 This is slightly lower than that of Latvian sovereign bonds
(3.42%) and slightly higher than that of Irish sovereign bonds (2.38%). By comparison,
the expected loss rates of other national sovereign bonds are 0.45% for Germany, 1.09%
for France, 4.90% for Spain, and 5.63% for Italy. Thus, in the no-tranching case, only
German bonds—and those of the other AAA-rated sovereigns (i.e. the Netherlands and
Luxembourg)—are safe assets. Even Austria and Finland, with expected loss rates of
0.71% (Table 3), have loss rates higher than our 0.5% safety threshold.

Figure 4: Untranched bonds’ five-year expected loss rates
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Note: Figure shows the expected loss rates of national sovereign bonds versus that of the pooled euro
area security without tranching. The vertical axis is truncated at 15% for presentational purposes; the
expected loss rate on Greek sovereign bonds is 34.16%. The data presented in this figure correspond to
those reported in Table 3. Source: Authors’ calculations.

Figure 5 shows the e�ects of tranching by comparing the expected loss rates of ESBies
with the senior tranches of securitized national sovereign bonds. For brevity, we display
only the largest four nation-states (Germany, France, Spain, and Italy) together with
ESBies, and only five subordination levels; data for other countries are contained in
Table 3.

15 In the theoretical model that we outline in Section 5, we find that pooling without tranching
endogenously generates an increase in default correlations, o�setting the benefits from diversification.
The exercise that we conduct here ignores this mechanism; it should therefore be seen as a lower bound
on the riskiness of pure pooling.
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ESBies: 
2.9% 
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Introducing subordination at 10%, relative to the 0% case of no tranching, lowers
the expected loss rates, since the senior tranches are protected by their respective junior
tranches. Yet the reduction is minimal: with national tranching and only 10% subor-
dination, the figure shows that no additional nation-state clears the 0.5% safety hurdle.
ESBies, on the other hand, achieve a large decline in their expected loss rate relative to
the pooled security, from 2.90% to 1.02%.

As the subordination level increases, safety increases. With 20%, Germany, the Nether-
lands and Luxembourg’s expected loss rates stand at 0.27%, and they are joined by Fin-
land and Austria in clearing the AAA threshold. ESBies do even better, with an expected
loss rate of 0.43%. ESBies not only clear the safety threshold; they are safer than every
country in the euro area when there is no tranching.

With 30% (40%) subordination, ESBies’ expected loss rates fall to 0.15% (0.03%),
which is much safer than the German bund in the status quo. Figure 5 shows that ESBies
benefit more from tranching than national sovereign bonds: the horizontal lines, repre-
senting ESBies, fall more steeply than the grey bars, which represent national sovereign
bonds. Tranching interacts positively with the diversification brought by pooling.

Figure 5: Senior tranches’ five-year expected loss rates by subordination level
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Note: Figure shows the expected loss rates of the senior tranche of national sovereign bonds versus that
of the pooled euro area security. When the subordination level is 0%, there is no tranching: national
sovereign bonds correspond to the status quo, while the pooled security corresponds to pure pooling.
When the subordination level is greater than 0%, national sovereign bonds correspond to national tranch-
ing, while the pooled portfolio corresponds to ESBies. The data presented in this figure correspond to
those reported in Table 3. Source: Authors’ calculations.

14

ESBies com 20% são mais seguros do que Bunds

7 

Alemanha              
= 0.45%

5Y
 

See “ESBies: Safety in the tranches”, section 4, for simulation description and results 
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ESBies duplica oferta de acNvos seguros

4.2.2 The supply of safe debt

To avoid the diabolic loop, banks must have access to a su�cient quantity of safe assets to
use as a store of value. More generally, given the global shortage of safe assets, maximizing
their supply is a valuable policy goal, although it is subordinate to the criterion that the
safe asset is symmetrically supplied by the currency union as a whole.

In this section we calculate this maximum for di�erent securities, following two criteria.
First, we define an asset as safe if its five-year expected loss rate is 0.5% or less, so that it
would earn a triple-A credit rating. Second, we only consider including sovereign bonds
up to 60% of GDP. As a consequence, e6.06tn represents the maximum amount of safe
debt that can be produced in the euro area (using 2014 GDP).

Figure 6 shows the amount of safe assets that can be generated with the di�erent
securities. In the status quo, with no pooling or tranching, only German, Dutch, and
Luxembourgish bonds are safe, which together with the 60% of GDP limit leads to a
supply of safe assets of e2.11tn. With pure pooling, this amount drops to zero, since the
expected loss rate of the untranched pooled portfolio is 2.90%.

Figure 6: Supply of safe assets
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Note: Within each subordination level, the grey bars on the left-hand-side refer to single nation-states (i.e.
the status quo when the subordination level is 0% and national tranching when the subordination level is
greater than 0%), while the black bars on the right-hand-side refer to the pooled euro area portfolio (i.e.
pure pooling when the subordination level is 0% and ESBies when the subordination level is greater than
0%). The supply of safe debt that can be issued is calculated by setting the face value of the underlying
portfolio equal to 60% of euro area GDP, i.e. e6.06tn in 2014 prices. Source: Authors’ calculations.

Turning to tranching without pooling, introducing tranching on national bonds has
two opposing e�ects on the overall supply. On one hand, it lowers the supply because
with, (1 ≠ f)% subordination, now only a share f of German, Dutch and Luxembourgish
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Obrigações AAA (Alemanha, Holanda, Luxemburgo):  2,1 tn  
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European JUNIOR Bond
§ Carteira soberana com alavancagem implícita.
§ EJBs-30% têm 9,3% e volume 1,8 tr. Chipre+Grécia+Itália

+Portugal têm 9.3% e 2,7tr de volume.
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Mas as correlações vão mudar

10 See “ESBies: Safety in the tranches”, section 5 and appendix, for model description and derivation 

§  SecuriNzação normalmente só transfere risco.


§  Mas ESBies reduzem risco do sistema. 


§  Bancos menos expostos ao risco do seu soberano e 
vice versa à “ciclo diabólico” menos provável.


§  Diversificação por si não chega: cria contágio, arriscado  

se capital próprio dos bancos esNver baixo.

§  Senioridade dos ESBies evita contágio.
 


Jogo 

soma 

positiva 
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Obrigações soberanas na zona euro

Source: Altavilla, Pagano, Simonelli (2015) 

and sovereign risk is elevated (European Systemic Risk Board, 2015).
Although the zero risk-weight applies to banks’ claims on any EU member state, banks

prefer to hold claims on their own sovereign, particularly during crises (Figure 1).4 Banks’
home bias in their sovereign bond portfolios set the stage for a potent diabolic loop be-
tween sovereign risk and bank risk. The diabolic loop works as follows. Initially, sovereign
risk increases owing to a shock—which could take the form of a productivity shock, bank-
ing crisis, asset price collapse, or a sunspot-driven shift in investors’ expectations. The
shock reduces the marked-to-market value of sovereign bonds. Banks holding these bonds
see their equity value fall due to these losses.

Figure 1: Mean of banks’ domestic sovereign bond holdings as a percentage of their total
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Note: Figure plots the mean of euro area banks’ holdings of their own sovereign’s debt as a proportion
of their total sovereign debt holdings. Euro area banks are divided into two subsamples: those resident
in “non-vulnerable” countries (i.e. Austria, Belgium, Germany, Estonia, Finland, France, Luxembourg,
Malta, Netherlands) and those in “vulnerable” countries (i.e. Spain, Ireland, Italy, Portugal, Cyprus,
Slovenia, Greece). Source: ECB; Altavilla et al. (2016).

Two propagation channels follow. First, in response to their increase in leverage,
banks shed assets in an attempt to return to their target leverage ratio (Adrian & Shin,

4 Battistini, Pagano & Simonelli (2014) find that banks in vulnerable countries increased their do-
mestic sovereign debt holdings in response to increases in sovereign risk, reflecting distorted incentives.
Near-insolvent banks were attempting to earn “carry” on the interest rate spread in a gamble for res-
urrection (Acharya & Ste�en, 2015; Acharya, Eisert, Eufinger & Hirsch, 2015; Buch, Koetter & Ohls,
2015). They were also responding to moral suasion by governments and bank supervisors in vulnerable
euro area countries: domestic publicly-owned banks and recently bailed-out banks reacted to sovereign
stress by increasing their holdings of domestic public debt significantly more than other banks (Becker &
Ivashina, 2014; De Marco & Macchiavelli, 2016; Ongena, Popov & Van Horen, 2016). Altavilla, Pagano &
Simonelli (2016) find that the evidence is consistent with both the “carry trade” and the “moral suasion”
hypotheses, and that the increase in banks’ exposure to domestic sovereign risk exacerbated their own
solvency risk; consequently, these banks reduced their lending volumes and increased their lending rates
relative to other banks.
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CDS bancos vs. CDS soberanos

Source: Altavilla, Pagano, Simonelli (2015) 

Vulnerable euro-area countries 
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3. Implementação

§ Reforma da regulação bancária
•  Risk-weights nos EJBs e, sobretudo na dívida soberana
•  ESBies são seguros, risco zero
•  Pesos de risco nos EJBs baseados no “look-through principle” 
⇒não há arbitragem regulatória

§ Coordenação de padrões
•  ESBies’ Handbook
•  Pesos na carteira e ponto de subordinação comuns, estáveis
•  Ajuste dos pesos: “problema do BálNco”, “problema de liquidez”

§ Quem emite?
•  Pode ser público ou privado 
•  Minimizar risco de contraparte: licenciamento, SPV, jurisdições 

de confiança.
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3. Implementação

§ Coordenação das emissões de dívida
•  IncenNvo grande para coordenar
•  Risco de armazenagem

§  SecuriNzações “to be announced”

•  CaracterísNcas das obrigações (indexação, etc)
•  Maturidades

§  “Nme tranching”

§ Governação em caso de reestruturação
•  “Look through principle” nos direitos de voto

§ ECB políNca de colateral
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3. Transição

§ Primeira fase: experimentação

§ Segunda fase: leilão de swap, big bang.

§ Terceira fase: transição para novo regime regulatório com 
períodos de carência

§ Banco Central Europeu: políNca de colateral
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Conclusão

1.  Fuga para a segurança trans-fronteiriça
•  AcNvo para a UE é preciso

2.  Ciclo diabólico
•  AcNvo seguro não ligado ao soberano é preciso

§ ESBies: pooling e tranching
•  Pooling:  benetcio de diversificação e custo de contágio
•  Tranching é importante
•  Ponto ópNmo de tranching: 30%. Muito seguro, duplica oferta
•  EJBies menos arriscados --- alavancados implicitamente

•  Implementação: estandardização, transição, …


