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A stronger international role
for the euro: A challenge
Europe must rise to

The volatility of American policy is giving rise to increasing doubts
about the position of the dollar. This creates opportunities to
strengthen the euro’s international role and thereby reduce depen-
dencies on the American financial system and the US dollar.

IN A NUTSHELL

e A competitive economy and reliable institutions are essential
for a stronger international role of the euro.

e Encouraging the use of the euro in trade and investment could
considerably strengthen its international role.

e Although expanding the supply of safe assets could contribute
in this regard, eurobonds are not the first step we need to take.

JASPER he euro is one of the most important pillars of
WESSELING the European integration project. It provides
Treasurer General lower transaction costs, greater price stability
of the Ministry and increased price transparency to the benefit
of Finance of the of over 350 million consumers in 21 EU member states
Netherlands (Council of the EU, 2026). For businesses, the euro facili-

tates trade and investment, which contributes to economic
growth. Soons and Van Overbeck (2023) show that mem-
bership of the curo area boosts exports, not only to other
curo arca members (+7.2 percent), but also to non-euro
EU countries (+15.7 percent) as well as to the rest of the
world (+12.0 percent).

At the same time, the curo’s potential has yet to be ful-
ly realised. Over the past year, it has become increasingly
apparent that a stronger role for the euro would help to
reduce Europe’s strong dependence on the dollar and the
American financial system. The European Union (EU) is
well positioned to expand the euro’s role as an anchor with-
in the international monetary system. The EU is character-
ized by credible and reliable institutions, a robust rule of
law and a strong commitment to the international rules-
based multilateral order.

In this article I argue that a stronger role of the euro

With thanks to is not a given, but a challenge Europe must rise to. Discus-
and translated by sions on the euro’s international role frequently focus on
Jesper Hanson, Eline  expanding the supply of safe assets, particularly through
Koopman and Jasper ~ Eurobonds (Blom, 2025). While this may contribute, it is
Schalkwijk not a silver bullet. Measures to enhance the competitive-
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ness of the European economy and to increase the growth
rate are the first step towards a stronger international role
for the euro. The EU could also adopt a number of specific
policy measures to increase the euro’s attractiveness as an
international payment and investment currency.

Dollar dominance

The US dollar has been the worlds reserve currency since
the end of the Second World War and still outpaces oth-
er currencies by a considerable margin (figure 1). A global
reserve currency is used for invoicing and settling interna-
tional trade, conducting international financial transac-
tions, and by central banks as a means of holding foreign
reserves (Eichengreen, 2011). Economic size and geopolit-
ical power are closely linked in this regard. The use of a cur-
rency as a means of payment, a unit of account and a store
of value creates self-reinforcing network effects (Gopi-
nath and Stein, 2018) which can be further strengthened
through strategic policy (Van ‘t Klooster and Murau,
2025).

The dollar became the linchpin of the postwar mone-
tary system following the Bretton Woods agreement. This
reflected the size of the American economy and the con-
fidence in the country’s institutions, democracy and rule
of law. The geopolitical power of the US also played an
important role: dollar reserves of countries that rely on the
US for their security are 30 percentage points higher than
those of countries that do not (Eichengreen et al,, 2017).
Finally, the depth and liquidity of American capital mar-
kets make it attractive to invest in the US.

The US also actively pursued policies to increase the
international role of the dollar. For example, in the 1960s
and 1970s, the US and Saudi Arabia agreed to price oil in
dollars in exchange for US security guarantees (the petro-
dollar system). More recently, the US has turned to dollar
stablecoins to ensure the continued dominance of the dollar.

Volatile American policy puts dollar under
pressure

Charles Kindleberger (1973) spoke of the importance of
a global hegemon capable of stabilising the global econ-
omy. The US appears to be losing interest in performing
this role. American import tariffs have risen considerably,
reducing the attractiveness of the US as a trading partner.
Moreover, confidence in the rule of law in the US and in



its institutions appears to be gradually declining. Polit-
ical pressure on the Federal Reserve is a particular point
of concern for investors. Finally, concerns about the rising
level of US public debt continue to grow. US public debt
reached 124 percent of gross domestic product (GDP) in
2025 and the IMF (2026) projects a further increase to
142 percent of GDP by 2031. In the curo area, the rise in
government debt is expected to be considerably more lim-
ited: from 87 percent of GDP in 2026 to 90 percent of
GDP in 2031.

Since President Donald Trump took office, the dollar’s
status as a safe haven appears to have come under scruti-
ny. Historically, the dollar appreciates and interest rates
on US government bonds fall in times of market volatility.
However, since President Trump’s inauguration the oppo-
site has in fact occurred on a number of occasions (Jiang et
al., 2026). Currency hedging by non-US investors appears
to have made an important contribution to these develop-
ments (Shin et al,, 2025). At the same time, there are also
indications that investors are looking for alternatives to the
dollar. For instance, a number of European asset managers
and pension funds, including Dutch pension fund ABP,
have been scaling back their exposure to US government
bonds. American investors, too, have indicated that they
are diversifying away from US assets (Financial Times,
2026). Although the dollar is expected to remain dominant
for the foreseeable future, these developments could be ear-
ly signs of a shift toward a more multipolar system.

Advantages of a reserve currency

The US benefits significantly from the dollar’s status as the
global reserve currency. The high international demand for
safe dollar-denominated bonds allows the US to borrow
at relatively low costs. At the same time, the US invests in
long-term, higher-yielding foreign assets. Analysis shows
that the excess total return of US gross external assets over
its gross external liabilities was 1.5 percent on average in
real terms between 1950 and 2020. However, in recent
years, this exorbitant privilege” has diminished significant-
ly (Rey and Subran, 2026).

In times of crisis, the flight to safety also leads to low-
er interest rates (BIS, 2025), thereby mitigating the impact
of the crisis through reduced funding costs for the govern-
ment, businesses and houscholds. Furthermore, businesses
and houscholds are less exposed to foreign exchange rate
risk when borrowing and trading in dollars. On the other
hand, high foreign demand for dollars also brings disadvan-
tages, as it pushes up the exchange rate and thereby reduces
the price competitiveness of the economy.

Beyond economic effects, issuing the global reserve
currency also brings substantial geopolitical and strategic
advantages. For countries other than the US, heavy depen-
dence on the dollar creates vulnerabilities, especially in
times of crisis, when the availability of dollars is crucial for
sufficient liquidity in the financial system. The US could
leverage this dependency by selectively denying financial
institutions access to the American financial system and the
dollar. Besides access to the dollar, access to the payments
system could also be used as a means of geopolitical lever-

age (box 1).
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The need for a digital euro

There is a strong reliance on the US in the
field of payment transactions. American
companies Visa and Mastercard dominate
in European stores: in 2022, they processed
nearly two-thirds of all card transactions.
In the euro area, 13 countries rely entirely
on these companies for card transactions
(ECB, 2025).

To reduce this dependence, private compa-
nies have set up initiatives like Wero and
EuroPA in order to compete with Visa and
Mastercard. The digital euro could provide

BOX 1

The digital euro would be a form of cash
issued by the ECB, but in a digital format.
As currently envisaged, it will be developed
by European companies and run on Euro-
pean infrastructure. The digital euro could
also improve the resilience of the payments
system; an offline functionality would
allow digital payments without an internet
connection. This feature is useful in case
of power outages or cyber threats. Finally,
the digital euro, together with euro-de-
nominated stablecoins, will help secure the

an additional payment option in stores.

euro’s role in the digital domain.

Opportunities for the euro

Growing uncertainty about the dollar creates opportu-
nities for Europe to strengthen the international role of
the euro and profit from the associated benefits. Howev-
er, three steps are needed to achieve this: the euro must
become attractive for both trading and investing, and the
EU should reinforce its geopolitical position.

An attractive currency for trading

The international position of the euro rests largely on the
EU’s importance in global supply chains. The EU is the
main trading partner for 72 countries and forms the world’s
largest trading bloc for goods and services, surpassing both
China and the US (EC, 2025). Nonetheless, the share of
international trade invoiced in euros is relatively limited,
with only 20 percent of global exports (excluding intra-curo
area trade). This is comparable to the share of global exports
to the euro area (Boz et al., 2025). In contrast, 60 percent of
global trade is invoiced in dollars, far exceeding the share of
global exports going to the US (Boz et al., 2025). It is also
striking that 51 percent of European imports and 31 percent
of European exports are invoiced in dollars.

The use of the euro in international trade transactions
could be encouraged by negotiating new or improved
trade agreements, for example with Mercosur, India, Indo-
nesia, and Australia. Such agreements stimulate trade
with Europe and signal the EU’s commitment to protect
the multilateral, rules-based trading system. Furthermore,
these trade agreements could also include provisions that
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Improving national creditworthiness creates

BOX 2

more safe assets than eurobonds

Although the introduction of eurobonds
could contribute to increasing the supply
of safe assets, it would also entail sub-
stantial risks, depending on their design.
If expenditures are financed by borrowing
at the European level, the incentive to pur-
sue prudent fiscal policy at national level is
reduced. As a result, public debt could rise
rapidly, undermining confidence in Euro-
pean debt instruments and in the euro
itself. The steadily increasing level of US
public debt is precisely one of the reasons
why confidence in the dollar is under strain
(Rogoff, 2025). Sound public finances are
therefore essential to strengthen the inter-
national role of the euro. Strict compliance
with and enforcement of Europe’s fiscal
rules under the Stability and Growth Pact
will be important in this respect.

Increasing the supply of national safe
assets could produce substantially more
safe assets (AA or better) than well-
known proposals for joint debt issuance.

Currently, outstanding debt issued by EU
member states with a rating of A or low-
er amounts to €9.4 trillion (see table 1). If
these member states manage to improve
their creditworthiness, this would gener-
ate more safe assets than would be pos-
sible through the issuance of EU bonds for
defence expenditures (Janse et al., 2025) or
by exchanging national bonds up to 25 per-
cent of GDP for European bonds (Blanchard
and Ubide, 2025). In addition, further har-
monisation of national debtissuancein the
EU could improve the attractiveness of the
current supply of safe assets. Taking each
other’s auction calendars into account,
using a uniform auction system, and har-
monising bond terms, would increase the
homogeneity and comparability of debt
instruments in Europe, making the market
more accessible for international inves-
tors. Countries with a strong credit rating
benefit from this as well.

Size of outstanding debt, 2026

Type

Outstanding debt of euro area member states,

AA rating or better

Outstanding debt of euro area member states,

Arating or lower

Outstanding EU debt (AAA rating)

Potential additional debt for defense spending,

AA rating or better

Potential additional debt under the Blanchard and
Ubide plan (2025) / of which from member states with

Arating or lower

Note: The additional debt for defense spending refers to joint European financing amounting to one
percent of GDP per year for five years. Blanchard and Ubide (2025) propose replacing up to 25 percent
of GDP in national government bonds with jointly issued bonds.

TABLE 1

Amount in billions of euros

5,327

9,476
785

1,030

4,882/ 2,486

Data: AMECO | ESB

promote invoicing in euros (Rey and Subran, 2026).

In addition, it is important to create incentives
throughout the entire value chain to encourage the use
of the curo in international trade and to create network
effects. This is because it is appealing for companies to use
the same currency for the purchase of intermediate goods,
the sale of their own products, and their financing. These
incentives could, for example, take the form of adding claus-
es to the Global Gateway programme and Next Generation
EU to settle international transactions in euros (Rey and
Subran, 2026). In addition, the European Investment Bank
(EIB), could provide loans primarily in euros. According
to my sources, the share of EIB loans not denominated in
euros, accounts for approximately 30 percent of the lending
volume outside the EU. Finally, export credit insurance is
still to a great extent issued in dollars. For instance, 41 per-
cent of the total exposure of the Netherlands’ export credit
agency is denominated in dollars.

If offshore use of the euro increases, it is important that
central banks outside the euro area have sufficient access to
curos during periods of stress. In February, the ECB (2026)
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took an important step in this regard by making repo lines
widely available to foreign central banks, enabling the ECB
to provide euro liquidity in exchange for high-quality
euro-denominated collateral. A possible next step could be
expanding its network of swap lines, which are more accessi-
ble since foreign central banks can borrow euros against their
national currency. This would demonstrate the ECB’s will-
ingness to act as global lender of last resort, especially now
that there is growing uncertainty about the willingness of the
US to carry out this responsibility (Financial Times, 2025).

An attractive currencyfor investing

Stimulating economic growth is essential to make the euro
area more attractive to international investors, as this increas-
es the returns on euro area investments. The Draghi Report
(2024) and the Letta Report (2024) both emphasize the
importance of removing barriers within the single market,
thereby making it easier for start-ups and scale-ups to grow.

In order to attract more international investors, the
integration of Europe’s currently still fragmented capital
markets and the completion of the banking union are of
great importance. The Netherlands is actively contributing
to this goal as part of efforts to develop a European Savings
and Investments Union.

A European safe asset is often mentioned as an essen-
tial component of an integrated capital market (Draghi,
2024). This argument is frequently used to advocate for
increased joint debt issuance by the EU, either to finance
expenditures or replace national debt, often referred to by
the umbrella term “eurobonds” (box 2). However, for the
integration and deepening of European capital markets,
other measures are more crucial.

A first priority is harmonising regulation. Internation-
al investors wishing to invest in European companies are
currently hindered by regulations that can differ between
member states (DNB, 2026). Harmonising relevant leg-
islation — such as company law, insolvency law and tax
law — will make it more attractive for international inves-
tors to invest and easier for European firms to issue debt
(Knot, 2025). With regard to tax law, further harmoni-
sation should ideally be agreed unanimously; however, if
that proves impossible, alternatives could be considered.
For other policy areas, such as company law, a 28th regime
could offer a swift alternative for new companies that con-
sider themselves European from the outset.

The development of deeper national capital markets
is also an important priority. The Netherlands is working
with other member states on national initiatives in this
area. An example is the development of an EU investment
account that helps households with savings to start invest-
ing. Finally, the Netherlands and five other large EU mem-
ber states are advocating further centralisation of capital
market supervision. This will make it easier for large market
operators, such as trading platforms, central counterparties
and central securities depositories, to offer their services in
multiple member states and enable a more efficient execu-
tion of financial transactions.

Since the financial crisis, significant progress has been
made with the banking union: capital buffers have been
increased, bank balance sheets have been cleaned up, cen-



tralized supervision of banks by the ECB has been intro-
duced, and a single resolution mechanism and fund have
been established. Completing the banking union requires
a European deposit insurance scheme and a backstop for
the single resolution fund. Furthermore, there is current-
ly no genuine single market for banks. Banks operating at
the European level face a variety of national requirements,
such as diverging rules on bank taxation, which hinder
cross-border activities.

Geopolitical power

Finally, the EU must bolster its geopolitical position to
increase confidence in the euro. Besides a competitive econ-
omy, strong partnerships and unified action, robust defence
and security capabilities are essential. The EU is taking
important steps in this direction. For instance, last year an
emergency instrument was established to provide financial
support to member states in scaling up defence investments
through joint procurement. The EIB has also revised its
lending policy to allow defence-related investments (except
for those related to weapons or ammunition). By 2028,
McKinsey (2025) expects European NATO members to
spend more on military equipment than the US did last
year. As a result, allied countries may be inclined to hold
more euro reserves (Andreopoulos and Tordoir, 2026).

Conclusion

Upon the introduction of the euro, the ECB President at
the time, Wim Duisenberg, emphasized its potential as a
global reserve currency. The euro has not yet managed to
realise this potential, partly because it was not seen as a
necessity. Today, increasing geopolitical uncertainty under-
lines the importance of the EU strengthening its role as an
effective global actor. Deeper cooperation and further har-
monisation will be crucial for this purpose. It is precisely
through such cooperation that EU member states can pro-
tect and enhance their sovereignty. In this context, a strong
international role for the euro has become indispensable.
However, that stronger role will not emerge by itself — it
is a challenge Europe must rise to. Achieving this requires
a competitive economy, robust institutions, and sound
public finances; furthermore, active policies are needed to
increase the euro’s attractiveness as an international pay-
ment and investment currency.
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