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ABSTRACT

Internationalisation of the euro has for decades eluded EU policymakers. In this
article, we develop a novel explanation of the subordinate position of the single
currency. To this end, we build on the state of the art in International Political
Economy (IPE) scholarship and develop a new conceptual framework for
currency internationalisation. We argue that internationalising a currency
requires actively fostering the offshore creation of private credit money
denominated in the currency. By approaching internationalisation as an
entirely market-driven process, EU policymakers have neglected offshore
monetary governance. This has discouraged rather than incentivised the
expansion of offshore euro creation and thereby undermined the objective of
euro internationalisation. We use our conceptual framework to study the
failure to recognise the importance of offshore euro creation in fostering
cross-border value chains, the prohibitive provision of international lender of
last resort facilities for offshore euros, as well as the undersupply of euro-
denominated safe assets. Our new account of currency internationalisation
emphasises the crucial role of the state in successful internationalisation, in
particular for fostering the offshore creation of private credit money
denominated in its currency.
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Introduction

In response to the first Trump administration, then president of the European
Commission Jean-Claude Juncker called for the euro to finally ‘play its full role
on the international scene”:
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It is absurd that Europe pays for 80% of its energy import bill - worth 300 billion
euros a year — in US dollars when only roughly 2% of our energy imports come
from the United States. It is absurd, ridiculous that European companies buy
European planes in dollars instead of euro (Juncker, 2018).

This was not the first time that European policmakers voiced ambitious objec-
tives for the single currency. Already in February 1988, a key motivation to
push for monetary unification was to ‘reduce dependency on the dollar’ as
well as improve the member states’ ‘scope for monetary policy action’ (Gen-
scher, 1988). Soon after the Commission would promote the introduction of a
single currency as ‘a decisive building block for a more stable multi-polar
monetary regime’ (EC, 1990, p. 178).

Over thirty-five years later, these objectives have not remotely been
achieved. Figures 1 and 2 show that the euro remains as subordinate to
the dollar as the currencies that it replaced. Neither in terms of foreign
exchange turnover nor in terms of the foreign exchange reserves held by
central banks did the introduction of the euro lead to a significant increase
of share vis-a-vis that of the D-Mark previously. In 2023, global monetary
authorities held 58% of their reserves in dollars versus 20% in euros (ECB,
2024). That year, 88% of all over-the-counter foreign exchange transactions
involved the dollar, compared to 31% for the euro. This marks only a minor
improvement from the 30% share of transactions involving the D-Mark
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Figure 1. Denomination of central banks’ foreign exchange reserves, 1995-2020 (per-
centage of total). Source: Authors’ own elaborations on IMF COFER data.

Note: Data from the IMF COFER dataset, available at https://data.imf.org/?sk=e6a5f467-c14b-4aa8-9f6d-
5a09ec4e62a4
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Figure 2. Turnover of over-the-counter foreign exchange instruments for selected
instruments, 1989-2022 (percentage of total). Source: Authors’ own elaborations on
BIS data.

Notes: Data from the BIS Triennial Central Bank Survey of foreign exchange and over-the-counter (OTC),
available at: https://data.bis.org/topics/DER. The data is collected as daily averages.

prior to the euro’s launch." Even in the EU’s Eastern neighbourhood, the euro
plays a less significant role than the dollar (Neykov & Robert, 2021). As fossil
fuel prices skyrocketed and became a crucial driver of the post-pandemic
inflation, an estimated 85% of the EU’s energy imports were denominated
in a rapidly appreciating dollar (EC, 2023).

To develop a novel explanation of the euro’s failure to internationalise, we
build on the state of the art in International Political Economy (IPE) scholar-
ship and develop a new conceptual framework for currency internationalisa-
tion. This framework acknowledges the credit nature of money while
emphasising the crucial role of the politics of offshore monetary governance.
We thereby cast a new light on the modest international role of the euro to
date and challenge misconceptions concerning euro internationalisation that
continue to inform policymaking.

Currency internationalisation has been one of IPE’s ‘perennial questions’
(Germain & Schwartz, 2014, p. 196). IPE scholarship has always been critical
of naive Westphalian conceptions of the monetary system in which three fea-
tures are thought to coincide: authority over the issuance of money, jurisdic-
tion over a territory, and the use of money within that territory. As a first
generation of IPE scholars has shown, it is a consistent historical pattern
that moneys have been used across borders (Cohen, 1998; Helleiner, 2003;
Spiro, 1999). The monetary system, they argued, is a site of international
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currency competition (Cohen, 1998, 2018; Strange, 1996). States that succeed
to foster widespread usage of their currency acquire a powerful tool of econ-
omic policy. A state that fails must accept the prevalence of money within its
territory subject to foreign rules. The IPE of money was told here as a story of
conflict between national currencies and the strategic construction of geopo-
litical power through internationalised moneys (Andrews, 2006; Kirshner, 1995).

When the European Commission (EC) and the European Central Bank (ECB)
sought to theorise the international role of the euro, they operated with a
conceptual framework for understanding currency internationalisation that
was akin to the first generation IPE literature in some respects but not in
others. The framework they adopted is rooted in a functional theory of
money, according to which an international currency is one that is widely
adopted by market actors as a means of payment, a store of value, and a
unit of account. This theoretical framework, in turn, informed a market-led
approach to internationalisation. As the ECB's first President Wim Duisenberg
famously argued, it should

accept the international role of the euro as it develops as a result of market
forces. To the extent that the Eurosystem is successful in meeting its
mandate and maintaining price stability, it will also automatically foster the
use of the euro as an international currency (Duisenberg, 1999).

Taking a marked-led approach, EU policymakers ignored what is at the core of
first generation IPE scholarship: The role of the state in ‘monetary govern-
ance’ - understood as the combined practices through which states facilitate
the issuance of monetary instruments in their currency. Unlike the US where
the Treasury and the Fed had for centuries played the leading role in promot-
ing the dollar’s international status (Helleiner, 1994), the EU failed to actively
design its monetary governance to support the international role of the euro.

A new generation of IPE scholarship has raised fundamental objections to
the functional account of international money that informed scholarship to
date. Often operating in the context of the ‘Money View' (Mehrling, 2011),
‘critical macro-finance’ (Dutta et al, 2020; Gabor, 2020; Murau & Pforr,
2020), and empirical research of the Bank for International Settlements (BIS)
(Aldasoro & Ehlers, 2018; Avdjiev et al., 2015; Borio & Disyatat, 2011), this lit-
erature makes a second step away from the state-centric world in emphasis-
ing that money is not just used, but also created outside the direct control of
states (Murau & van 't Klooster, 2023). This focus on money creation reflects
acknowledgement of both autonomous private creation of money and cre-
ation offshore, outside of a state’s territory.

Drawing on the advances in IPE scholarship, we revisit the topic of euro
internationalisation. In the following, we make two contributions. The first
is theoretical. We criticise the first-generation perspective on currency inter-
nationalisation and its neglect of offshore money creation. We subsequently
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argue for a new framework to theorise currency internationalisation in
general and euro internationalisation in particular. In doing so, we contribute
to scholarship on a second-generation theory of money in IPE who are con-
cerned with offshore finance and cross-border liquidity and geopolitical
determinants of currency usage (Binder, 2023; Hakelberg, 2016; McDowell,
2019; Musthaq, 2023; Sahasrabuddhe, 2019). The result is a novel theory of
currency internationalisation that advances first generation scholarship
(Cohen, 2018; Eichengreen et al., 2017; Germain & Schwartz, 2014; Helleiner,
1994) with a theory emphasizing the paramount importance of offshore
money creation.

Second, we add a further piece to the empirical puzzle of why the euro has
not succeeded in becoming a serious competitor to the dollar (Cohen, 2011;
Eichengreen et al, 2017; Germain & Schwartz, 2014; McNamara, 2008;
Mundell, 1961, 2002). We use our theoretical framework to identify three neg-
lected areas of offshore monetary governance: the creation of offshore euros in
cross-border value chains, the provision of international lender of last resort
facilities for offshore euros, as well as the supply of euro-denominated safe
assets to promote offshore euro creation. In each case, we argue that the
EU’s actions have chronically failed to incentivise, and sometimes even discour-
aged, the expansion of offshore euro creation and thus undermined the objec-
tive of euro internationalisation. This account complements approaches that
focus on the weak political foundations of the euro and the underdeveloped
role of the EU in capital markets (Cohen, 2011; Germain & Schwartz, 2014; Hel-
leiner, 2015; lizetzki et al., 2020; McNamara, 2008; Vermeiren, 2019). We thereby
also contribute to ongoing research on financial aspects of EU public policy and
its international dimensions (Diessner & Lisi, 2020; Hodson & Howarth, 2023;
Massoc, 2021; Quaglia & Verdun, 2023; Smoleriska & van 't Klooster, 2022; Spiel-
berger, 2023, 2025; Westermeier, 2024).

The remainder of this article is organised as follows. In the first section, we
review the first generation IPE scholarship’s work on international money and
how this has informed the EU’s conceptualisation of currency internationali-
sation. In the second section, we propose a new conceptual framework for
analysing euro internationalisation and monetary governance. We use this
framework to provide a new perspective on why EU policymakers failed to
develop a successful framework for the offshore monetary governance of
the euro. In the third section, we show that the absence of an active strategy
for monetary governance of the euro contributed to the modest international
role of the single currency. The final section concludes.

A first generation of IPE’s impact on the EU’s monetary strategy

A first generation of IPE scholarship proposed a two-dimensional account of
currency internationalisation that was as an important reference point in EU
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publications concerning the international role of the euro. Reflecting its focus
on use by public and private actors, the EU would defer to the decisions of
firms, investors, and other states to determine the international status of
the currency.

As a first dimension, IPE scholars conventionally understood the internatio-
nalisation of money through the prism of the three-functions theory of
money according to which money is a means of exchange, a store of value,
and a unit of account. The framing along the functions of money dates
back to Benjamin Cohen’s seminal analysis of the British pound as an inter-
national currency (Cohen, 1971) and has been picked up later by Kenen
(1983) in his analysis of the USD as an international currency. As its second
dimension, this framework distinguishes between public use, where other
states and international organisations use the currency, and private sector
use, in particular focused on trade and investment.

These ideas inform Table 1 which translates the two dimensions of money
into a taxonomy of six different ‘uses’ of an international currency. The store
of value function translates on the public actors’ side into the use of a cur-
rency as a reserve asset; on the private actors’ side, it refers to the use of a
currency to denominate deposits, loans, and bonds in. The function as unit
of account was understood in terms of a (public) definition of exchange
rate parities and the (private) invoicing of merchandise trade. And the func-
tion as a means of payment was connected to the (public) use as an interven-
tion currency in foreign-exchange markets as well as its (private) use as a
vehicle currency in foreign-exchange markets. Definitions of currency interna-
tionalisation in terms of this two-dimensional account continues to permeate
the literature (cf. Eichengreen et al., 2017; Gopinath & Stein, 2021).

In a striking similarity to the academic literature, the EU’s strategic thinking
on euro internationalisation has historically been shaped by the functional
account of international money in a profound way.

The functional framework appeared prominently early on when a team of
economists at the European Commission developed the case for the benefits
of an internationally used single currency, at the time still called ‘ecu’, issued
by a ‘Eurofed’. In the 1992 One market, one money report, the Commission set
out a vision of the future monetary system made possible by the ecu (EC,

Table 1. Traditional taxonomy used to analyse the internationalisation of money.

Function Private Sector Official Sector

Unit of account  Currency used in invoicing merchandise trade  Currency used in defining parities

Means of Vehicle currency in foreign-exchange markets Intervention currency in foreign-
payment exchange markets

Store of value  Currency in which deposits, loans, and bonds  Currency in which reserves are held
are denominated

Source: Kenen (1983, p. 16).
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1990). Although the authors admitted that there would be ‘no a priori reason
to see the ecu taking the role of a monetary hegemon’ (EC, 1990, p. 189), the
ecu was envisaged to become ‘a decisive building block for a more stable
multi-polar monetary regime’ (EC, 1990, p. 178). Prominent at the start of
the report is a version of Table 1 drawn from Kenen (1983). Their analysis
then studies the individual uses of money and to what extent monetary
union can be expected to increase usage of the single currency. In this
context, the Commission presents the ecu as an attractive currency for
trade invoicing and private investment. More widespread private sector use
would in turn foster public use: ‘As the role of the ecu as a vehicle increases,
EMU will attract more states to link with the EC for commercial or financial
reasons’ (EC, 1990, p. 184). The Commission also pushed the idea that dom-
estic monetary policy focused on price stability would foster international use
(EC, 1990, p. 184).

These key theoretical propositions would resurface a few years later, after
monetary authority had been delegated to the ECB and the ecu had been
renamed into ‘euro’. In its first year of operation, the central bank took the
position that it should only contribute to euro internationalisation by pursu-
ing the narrow price stability objective that the early ECB’s Governing Council
had set itself. Again we see the theoretical influence of the functional account
of money in Duisenberg’s infamous statement that if the ECB would be ‘suc-
cessful in meeting its mandate and maintaining price stability, it will also
automatically foster the use of the euro as an international currency’ (Duisen-
berg, 1999). Indeed, citing the functional accounts of Cohen (1971) and
Kenen (1983), ECB chief economist Issing defined currency internationalisa-
tion as ‘[tlhe extent with which non-residents use a currency as compared
to other currencies’ (Hartmann & Issing, 2002, p. 316). He then went on to
argue that there was relatively little that the EU could do to promote inter-
national use of the euro. This depended, he argued, on a currency’s historical
significance, which the ECB only imperfectly inherited from its predecessors,
the ‘breadth, liquidity and openness of domestic financial markets’, and ‘the
size, strength and international linkages of the domestic real economy’. The
ECB’s main contribution to the international role would thus be to ensure ‘the
stability of the currency and confidence in its future stability’ (Hartmann &
Issing, 2002, p. 341).

Against this background, the year 2018 is pivotal as it marked an incipient
geopolitical turn in the life of the single currency (cf. Spielberger, 2025; van 't
Klooster, 2024). In response to sanctions on Iran imposed by the Trump
Administration (EC, 2018), the European Commission put active euro interna-
tionalisation back on the agenda (EC, 2019, 2021; Juncker, 2018). Until then,
the ECB had in its public discourse held the view that internationalisation had
both advantages and disadvantages for the pursuit of price stability. In its
2019 report on the international role of the euro, the central bank revised
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that official position: ‘US monetary policy drives [...] global financial cycles in
capital flows and financial asset prices’ whereas ‘central banks in small open
economies are typically more heavily exposed to foreign spillovers in setting
interest rates’ (ECB, 2019, p. 40). The report went on to reject the ECB’s earlier
position that internationalisation would lead to capital flow volatility. Such
volatility, the report argued, ‘is not a feature specific to international currency
issuers but a feature of any financially open economy’. Based on this framing,
then ECB President Draghi announced that the ECB would actively support
the international role of the euro.

Today, when ECB board members speak about this topic, they are explicit,
even enthusiastic, about this objective (Panetta, 2023). However, as we will
now see, the new discourse — while now emphasizing geopolitics - failed
to shift how EU policymakers conceptualise euro internationalisation.

A second generation IPE account of currency
internationalisation and offshore monetary governance

Recent advances in IPE scholarship have further developed the first gener-
ation’s critique of state-centric conception of money by focusing attention
on the complex relationship between the global credit money system and
the state (for a review, see Murau & van 't Klooster, 2023). A common starting
point for recent scholarship is that public money forms constitute only a small
part of the global money supply. Instead, money is not only used but also
created by banks and other financial institutions, often offshore, outside the
jurisdiction of the state who issues the currency.

In this section, we build on this recent scholarship to propose a second
generation IPE perspective on currency internationalisation (see Table 2)
and monetary governance (see Table 3). The framework we propose facili-
tates the study of currency internationalisation as part of the strategic con-
struction of geopolitical power. We apply it in the following section to
criticise the absence of a strategy for internationalising the euro.

Rather than conceptualising money as a ‘thing’ that has three functions
(Goodhart, 1998), recent IPE scholarship understands money as a social

Table 2. Taxonomy of the internationalisation of money creation.

Public money Public-Private money Pure private money
Onshore Central bank Bank deposits and other Regulated quasi-monetary
monetary deposit in regulated monetary instruments in domestic
instrument domestic instruments in domestic currency
currency currency
Offshore Central bank Bank deposits and other Unregulated quasi-
monetary deposit in regulated monetary monetary instruments in
instruments foreign currency instruments in foreign foreign currency
currency

Source: Authors’ own elaborations.
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Table 3. Domestic and international monetary governance.

Public money Public-Private money Pure private money
Domestic Monetary policy  Banking regulation and Financial regulation
governance supervision
International Emergency International financial International financial
governance swap lines policymaking (G20, BIS, FSB, policymaking (G20, BIS, FSB,
etc) etc)

Source: Authors’ own elaborations.

relationship of credit. From this credit theory perspective, we should think of
contemporary money as specific debt instruments (e.g., bank notes and bank
deposits) that exist within a historically specific web of interlocking balance
sheets which in principle is global in scope. Each debt instrument must be
denominated in a specific unit of account (or ‘currency’). Subsequently, the
debt instrument can be used for various purposes, including as a means of
payment or as a store of value. In consequence, the unit-of-account function
is logically prior to other monetary functions (and it makes little sense to put
them on the same conceptual level as in Kenen's table). Following this credit
money logic, we should therefore think of the euro as first and foremost a unit
of account that can be used to denominate debt instruments in. In conse-
quence, there are a wide range of public, private, and hybrid euro-denomi-
nated debt instruments that can be used for various purposes, including as
a means of payment or a store of value, both inside and outside of the
euro area (Murau & Pforr, 2020).

Although the close connection between currencies and states has not
been the historical norm (Helleiner, 2003), we find a relatively invariant
public-private structure of monetary hybridity from the earliest capitalist
economies onwards (Braudel, 1982; Desan, 2014).

From a credit theory perspective, we can distinguish three categories of
monetary instruments, each issued on a specific balance sheet. Public
money is issued by a public institution, typically a central bank. By setting
up a central bank, public money creation is functionally separated from the
fiscal budget through a separate central bank balance sheet. For the euro,
public money forms include ECB deposits and euro notes, with discussions
ongoing about the creation of a digital euro (Brandl et al., 2024; Westermeier,
2024). Such public money creation is the only form of money creation that
states control directly, whereas for private money forms the extent to
which states can influence its varies significantly.

Private-public money is created by a regulated banking system and is
subject to a strict public legal framework (Hockett & Omarova, 2017; Ricks,
2016). Due to this legal framework, debt instruments issued by banks can
serve as a means of payment and store of value which promise conversion
at par (a one-to-one exchange rate) to public money. They can be used for
similar payment purposes. Moreover, their status as a store of value is
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bolstered by explicit public guarantees through deposit insurance as well as a
basic expectation that states bail out major domestic institutions in case of a
crisis. Banks also typically have almost unlimited access to central bank credit.
These practices of monetary governance ensure functional equivalence,
making debt instruments issued by the regulated banking system correspond
to new money. Functional equivalence, accordingly, reflects complex insti-
tutional conditions of monetary governance that are tied primarily to the jur-
isdiction in which money is created. This last point is crucial.

Pure private money (or ‘shadow money’) is similarly denominated in a
public unit of account but is subject to much less strict regulation and at
best implicit public guarantees. While exact definitions vary (Gabor & Vester-
gaard, 2016; Murau, 2017; Pozsar, 2014), we focus here on their incomplete
functional equivalence. Private money forms are not necessarily themselves
a means of payment, yet they can be assets that have money-like character-
istics by being convertible into public and public-private money forms. Simi-
larly, pure private monetary instruments need not be as secure as public and
public-private monetary instruments, even if their issuers do typically commit
to convertibility into these money forms at par. History is littered with shadow
money instruments such the English country bank notes in the eighteenth
and nineteenth century and trust deposits in the nineteenth and twentieth
century (Kindleberger & Aliber, 2015). More recently, pure private money
forms comprise money market fund (MMF) shares, repurchase agreements
(repos), and asset-backed commercial papers (ABCPs) (Murau, 2017) as well
as stablecoins (Olk and Miebs, 2025). Simply put, many of these monetary
instruments are private short term debt that is backed by public debt and
other highly secure assets; the debt instruments ensure convertibility, while
the use of public debt ensures a high level of security. Although these mon-
etary instruments are typically subject to financial regulation, they fall outside
the strict regulatory framework for private-public money.

The examples of money creation we just introduced all concern onshore
money creation: new money that is issued by public and private institutions
operating within a state’s jurisdiction, denominated in its unit of account.
However, not all money is created onshore. A crucial implication of the
credit money perspective is that money creation is nothing more than
issuing high quality debt denominated in a specific unit of account.
Offshore money creation takes place when institutions based in one jurisdic-
tion issue monetary instruments denominated in another jurisdiction’s unit of
account (Murau & van 't Klooster, 2023). In Poland, for example, the Narodowy
Bank Polski issues banknotes denominated in ztoty and creates reserves in the
context of its monetary policy operations while Polish banks and other
financial institutions issue monetary instruments denominated in zioty. At
the same time, Polish banks can also create deposits denominated in other
units of account such as dollars and euro. The Narodowy Bank Polski can
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also extend credit to them denominated in foreign currencies that they hold
in their foreign exchange reserves or borrow from other central banks via so-
called swap lines or repo lines. Almost 9.5% of deposits issued by the Polish
banking system are denominated in euros and another 4.2% in dollars or
other currencies.

The vertical axis of Table 3 introduces the phenomenon of currency inter-
nationalisation by emphasising offshore money creation. For purposes of
illustration, Table 4 provides an overview of the prevalence of offshore
bank deposits in selected jurisdictions. A complete analysis of currency inter-
nationalisation cannot just focus on the actions of market actors, but also
needs to consider monetary governance, which takes different shapes in
relation to different segments of the monetary system. States control the cre-
ation of public money in the form of monetary policy, but only indirectly
shape private money creation through regulation (Murau & van 't Klooster,
2023).

Offshore money constitutes a complex challenge for monetary govern-
ance because it falls between two jurisdictions: the one where the institution
issuing it is domiciled and the jurisdiction of the international currency.
Offshore euro deposits in Poland fall under Polish law. At the same time,
the jurisdictions in which offshore private money creation takes place has
only limited instruments to ensure the functional equivalence of these

Table 4. Offshore bank deposits in selected jurisdictions (2023 Q4).

Other offshore bank
Onshore bank Offshore euro  Offshore dollar  deposits (GBP, YEN, CFH,

liabilities/ deposits deposits deposits etc)
Euro area 89.1% - 7.9% 3%
France® 94.8% - 3.6% 1.6%
Germany 92.6% - 4.9% 2.5%
Luxembourg® 53.5% - 13.0% Na
The 80.6% - 14.9% 4.5%
Netherlands
Selected non-Euro EU member states
Romania 68.1% 27.9% 4%
Poland 86.3% 9.5% 4.2%
Denmark Na 4.7% Na
Sweden 94.1% 3.3% 2.6%
Hungary 76.0% 19.4% 4.6%
Bulgaria 67.4% 26.8% 5.8
Selected non-EU states
North 55.5% 40% 2.2% 2.3%
Macedonia
UK 46.4% 17.1% 36.5%
Hong Kong 47% 40% 13%

Source: Authors’ own elaborations on data from the ECB, the National Bank of the Republic of North
Macedonia, the Denmarks Nationalbank, and the Hong Kong Monetary Authority.*

Note: For euro area countries, the deposits are calculated as a ratio of the sum of deposit of MFls exclud-
ing the ESCB in the selected country vis-a-vis euro area and non euro area MFIs and non-MFls denomi-
nated in euro to the same sum in denominated in all currencies.

“Data available only for euro area residents, thus excluding non-euro area deposits.
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money forms. The Polish central bank can always issue central bank deposits
in ztoty, but for emergency offshore credit it needs to borrow: dollars from the
Fed and euros from the ECB. Supranational institutions like the Bank for Inter-
national Settlement (BIS) and the Financial Stability Board (FSB) serve to coor-
dinate financial governance over large, often systemically important financial
actors whose operations span many jurisdictions and currencies. However,
banking regulation and supervision derive their legal force from individual
jurisdictions. No state can claim full control over offshore money.

We can now link the EU’s reliance on the theory of currency internatio-
nalisation as brought forth by first generation IPE scholarship to the
absence of a developed strategy to promote euro internationalisation:
the current theoretical framework that informs EU policymaking rests on
an inadequate understanding of what euro internationalisation would
require. In emphasising use, the functional account of money leads EU pol-
icymakers to focus on foreign investors and their willingness to own
onshore euros. It leads to a neglect of the complex institutional conditions
under which these euros can be created in the first place, in particular
outside of the euro area.

Of course, the absence of a developed strategy reflects a range of deep
causes, many of which also bring about the absence of a EU common
foreign and security policy. In the field of money, the lack of a unified external
policy blocks the EU from designing policies of offshore monetary govern-
ance with an eye to its purported objective of internationalisation. The strat-
egies for this published by the European Commission have largely focused on
domestic issues such as completing the Banking and Capital Markets Union,
deepening the European financial sector via interest rate benchmarks, or
introducing a central bank digital currency; emphasising domestic measures
already pursued on other grounds (EC, 2018, 2019, 2021). The ECB's newly
geopoliticised rhetoric (Spielberger, 2025) has not yet resulted in meaningful
strategic innovation. Taking a page from the Commission, the central banks’s
strategic vision is currently that

the international role of the euro is primarily supported by a deeper and more
complete Economic and Monetary Union (EMU), including advancing the
capital markets union, in the context of the pursuit of sound economic policies
in the euro area. The Eurosystem supports these policies and emphasises the
need for further efforts to complete EMU (ECB, 2024, p. 2).

EU policymakers continue to neglect offshore money creation, thereby failing
to build adequate monetary governance institutions for an international
euro. A recent 187 page ECB report on Open Strategic Autonomy talks exten-
sively about the international role of a digital euro, but fails to discuss any
meaningful role for offshore money and only discusses currency swap lines
as developed by China (ECB, 2023b, p. 139). The ECB’s reports on the
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international role of the euro retain their largely contemplative character,
seeking to analyse euro use rather than asking how the EU could use its instru-
ments of monetary governance to promote it (ECB, 2024, p. 3). When the
reports do discuss offshore euro creation (e.g., ECB, 2023c, pp. 63-75) that is
typically not in the context of developing a strategy of internationalisation.

The EU’s strategy for euro internationalisation

Today’s dominant role of the USD is the result of a century of offshore monet-
ary governance. The United States have consistently embraced the public-
private hybridity of the credit money system as it comprised both US policy-
makers and private US institutions. We now turn to how the EU has failed to
encourage, and even discourages, the expansion of offshore euro creation.
The EU’s trade strategy has failed to promote the integration of euro-denomi-
nated euro creation in cross-border value chains, the ECB’s repeatedly failed to
support euro creation through central bank swap lines, and European fiscal
structures undermine the issuance of euro-denominated safe assets to back
offshore euros. In these various ways, the absence of supportive international
monetary governance has contributed to the euro’s current second-tier status.

Creation of offshore euros in cross-border value chains

A crucial factor for currency internationalisation is the use of a given currency
in cross-border value chains, which determines the need for the creation of
offshore money denominated in this currency (Shin, 2023). Cross-border
value chains organise production and trade networks within or in between
firms in different countries, from the producers of raw materials, via inter-
mediate goods, to the end consumers (Neilson et al., 2014). Cross-border
value chains are typically denominated in a currency which enables invest-
ment as well as payment for raw and intermediate goods in a way that
avoids currency conversion and exchange rate risk.

Since payments require money, effectively organising value chains
requires governing credit money. As Pozsar and Sweeney (2020, p. 2) put it
‘the supply chain is a payment chain in reverse’. The trade of key commodities
along a cross-border value chain not only involves that a unit of account
which the key commodities are denominated in will be used as invoicing cur-
rency — as Gopinath and Stein (2021) argue in line with the use-focused first-
generation IPE scholarship — but also comes with a need to create money in
this unit of account. For example, a Japanese importer of oil from Saudi-
Arabia could ask for a USD-denominated loan at a German bank in London.
The Japanese importer will receive offshore USD deposits and pay the
Saudi oil exporter for it by shifting those deposits to its bank, which may
also be located in London or elsewhere in the world (cf. He & McCauley,
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2012). The crucial aspect to appreciate is that the dominant role of the USD in
value chains rest on an international monetary order in which USDs can be
created offshore.

While the EU has recognised that currency denomination of key commod-
ities has a crucial impact on the international use of the euro (ECB, 2023c,
p. 64), it has failed to design monetary governance measures to promote
euro-denominated cross-border value chains. The crucial role of monetary
governance for commodity pricing is well illustrate by the rise of the USD
and the shift to a petrol-based global production system. The twentieth
century shift of the global capitalist production system towards oil rise is
strongly intertwined with the promotion of the USD as a global currency
(Mitchell, 2009). If the predominant resource of the nineteenth century was
coal and enmeshed with the sterling system of the British Empire, the devel-
opment of a petrol-based international production system is the real-side
counterpart of the USD’s ascent to the role of global key currency. When
oil pipelines were planned and built in the Middle East in the 1930s and
40s, a strategic question regarding their geographical positioning was
whether they would be guided through a sterling area or a dollar area (Mitch-
ell, 2009, p. 413). A component of the Bretton Woods agreement, as to Mitch-
ell, was the public acknowledgment of a shift in the global energy supply
chains towards USD-based oil. After World War II, the Marshall Plan not
only made Western Europe part of the emerging US petroleum empire it
also firmly integrated Western Europe into the USD system via the European
Payment Union (Kaplan & Schleiminger, 1989). In the 1970s, to further
promote the international use of its currency, the US government pressured
Saudi Arabia to trade petrol exclusively in USD and provided a special facility
to invest the proceeds in USD-denomiated safe assets (Spiro, 1999).

From this perspective, the failure of euro internationalisation is in part due
to the absence of efforts to encourage offshore euro creation in cross-border
value chains. With the introduction of the euro, discussions emerged whether
this could coincide with an increased usage of the euro in global oil trade
(Noreng, 1999), but no supportive measures materialised. As the planned
transition to a net-zero carbon emission economy involves shifting away
from global oil-based production networks, this will likely re-organise cross-
border value chains and new commodities will become important for the
international status of currencies (Smoleriska, 2022). Active trade policy to
promote euro-denominated value chains could be supported by adequate
euro-denominated monetary structures.

International lender of last resort facilities for offshore euros

A second factor for currency internationalisation is the existence of adequate
international lender of last resort provisions for private offshore credit money.
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Successful currency internationalisation will sooner or later require such
appropriately defined backstops to approximate the conditions for offshore
money to those of onshore money.

The crucial role of backstops has been shown in an exemplary fashion
during the 2007-2009 Global Financial Crisis when the Federal Reserve set
up swap lines with a number of partnering central banks to backstop their
domestic offshore USD markets (McDowell, 2012, 2016). The ad hoc
measure transformed into the permanent C6 swap network through which
the ECB, the Bank of England, the Bank of Canada, the Bank of Japan, and
the Swiss central bank can borrow an unlimited amount of USD from the
Federal Reserve while using their domestic currency as collateral, which
they can create on the spot. Nine additional central banks have temporary
limited USD swap lines with the Fed, which got re-activated during the
COVID-19 crisis in March 2020. Through this network of swap lines, the Fed
provides a highly elastic backstop to the key jurisdictions that use offshore
USD deposits and thus has cemented the international use of the USD
(Murau et al., 2023).

While recently acknowledging the crucial importance of swap lines for the
international role of the euro, they have long retained a peripheral role in the
EU’s strategic approach (Spielberger, 2023). In the past ten issues of the ECB's
report on the international role of the euro, which have a total of 615 pages,
the general topic of swap lines was discussed on 18. The analysis focuses on
the ECB’s own swap lines on five pages, discussing the general importance of
swap lines on seven pages, the Federal Reserve on two pages, and the
People’s Bank of China on four.

Compared to the US, the Eurosystem has been much less generous in pro-
viding international lender of last resort facilities to non-euro area countries,
which operate on the use of offshore euro deposits. In addition to operating
swap lines with the major international central banks such as the Fed, the
Bank of England, and the People’s Bank of China, which have as main objec-
tive to ensure that the Eurosystem has enough foreign currency in case of
crisis, the ECB has also developed mechanisms to provide emergency euro
liquidity to smaller countries. The ECB has established swap lines with
Denmark, Poland, and Sweden which are concerned with ensuring that the
central banks of these countries can stock up on euros.

With the design of its credit lines for Poland and Hungary, however, the
ECB has not exactly made offshore euros attractive for companies and
banks in these countries. Its approach to granting swap lines to smaller
partner countries differed significantly from that of the Fed (Tooze, 2018,
p. Ch. 9, 21). When granting swap lines, the ECB did not accept the
respective foreign currencies (ztoty and forinth) as collateral, as the Fed
does with its swap lines. Instead, it only lent euros against collateral that
was already acceptable in the ECB collateral framework (Vallée, 2010).
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This is more akin to the FIMA repo facility which the Federal Reserve intro-
duced in March 2020, through which it lends dollars against US govern-
ment bonds (Federal Reserve, 2020). In other words: where the Federal
Reserve generously provided banks with liquidity, the ECB was much
more cautious.

The Eurosystem’s mechanisms of international liquidity provisions have
been extended since the COVID-19 crisis. In June 2020, the ECB established
the Eurosystem Repo Facility of Central Banks (EUREP) with the purpose of
broadening global access to the Eurosystem’s liquidity arrangements.
EUREP was initially designed as a temporary and precautionary facility in
the context of the COVID-19 shock and later used to respond to the
financial turmoil resulting from the war in Ukraine (ECB, 2023a). Curiously
enough, the ECB neither disclosed its counterparties under EUREP nor its
exact contractual conditions, but the ECB does claim they are priced in a
way that is only attractive under adverse market conditions (ECB, 2023a).
In January 2024, the facility was made permanent (Cipollone et al.,
2024). Table 5 depicts the Eurosystem’s international lender of last resort
facilities for emergency euro liquidity measures against the offshore euro
deposits in each jurisdiction. This reveals a striking treatment of non-
euro member states. For example, the ECB offers Romania a repo line
capped at EUR 4.5 billion, whereas its banking system has issued more
than 35 billion in euro-deniminated deposits.

On balance, it seems fair to say that — in comparison to the Federal
Reserve - the ECB has been reluctant to offer attractive, secure, and predict-
able backstops to offshore euro deposits, thereby undermining the strategic
goal of promoting the international role of the euro. To encourage the private
use of the euro offshore, it could have made the ECB’s international lender of
last resort facilities more predictable, transparent, and generous.

Provision of euro-denominated safe assets to promote offshore euro
creation

A third contributing factor for currency internationalisation is the provision of
safe assets for international usage. ‘Safe assets’ are debt instruments that can
be reasonably expected to keep their value during adverse systemic events
(Caballero et al., 2017). The typical issuer of safe assets are treasuries; the
securities they issue as sovereign debt can be repaid due to their taxation
powers and because states, unlike individuals, are immortal. At the same
time, sovereign debt has the status of a safe asset in part because the
central bank accepts it as collateral in their monetary policy operations and
thus provides a public backstop. Convertibility makes the debt functionally
equivalent to public money. For the purpose of currency internationalisation,
safe assets also help facilitate offshore money creation via multiple channels.



O
Table 5. List of central bank liquidity lines of the Eurosystem (as of December 2023). S
Type of Maximum borrowable amount Expiry Offshore euros in jurisdiction (in Central bank liquidity
Non-Euro area counterpart arrangement (in EUR million) date Reciprocal EUR million) lines coverage
C6 Swap lines <
Federal Reserve System Swap line Unlimited Standing Yes 0 '3
Bank of Canada Swap line Unlimited Standing Yes 0 o
Bank of Japan Swap line Unlimited Standing Yes 00 g
Bank of England Swap line Unlimited Standing Yes o ]
Swiss National Bank Swap line Unlimited Standing Yes o >
EU countries outside of the euro area %
Danmarks Nationalbank Swap line 24,000 Standing No 93,721 25.6% %
Narodowy Bank Polski Swap line 10,000 15 Jan No 46,247 21.6% g
2024 o
Magyar Nemzeti Bank Repo line 4,000 15 Jan No 24,418 16.4% g
2024
Banca Nationald a Romaniei Repo line 4,500 15 Jan No 35,269 12.8%
2024
Sveriges Riksbank Swap line 10,000 Standing No 21,470 46.6%
Others
People’s Bank of China Swap line 45,500 (set to CNY 350 bn) 8 Oct 2025 Yes ?
Bank of Albania Repo line 400 15 Jan No 7,300 5.5%
2024
Andorran Financial Authority Repo line 35 15 Jan No ?
2024
National Bank of North Repo line 400 15 Jan No 3,500 11.4%
Macedonia 2024
Central Bank of the Republic of Repo line 100 15 Jan No ?
San Marino 2024
Non-disclosed EUREP Repo line Unknown 15 Jan Unknown
counterparties 2024

Source: Authors’ own elaborations on ECB (2023a) and data in Table 3.
Note: The data used in this table is the same for table 3, and from the Bank of Albania (https://www.bankofalbania.org/Statistics/Monetary_Financial_and_Banking_statistics/
Deposits.html?evb=agregate&evn=agregate_detaje&cregtab_id=739&periudha_id=1)
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Two mechanisms stand out: on the one hand, safe assets enable private
money creation in the form of repos. On the other hand, they can function
as a secondary reserve abroad that complements international lender of
last resort facilities and thus reduce the risk associated with offshore
money creation due to the currency mismatches involved.

The quintessential ‘safe asset’ in the contemporary global financial system
are US Treasury securities, which the Federal Reserve has throughout the
twentieth century backed through direct purchases and open market oper-
ations (Bateman & van 't Klooster, 2024). US Treasury securities can be
widely traded on repo markets which are US-centric but internationally con-
nected. This allows non-US financial market participants to hold USD-denomi-
nated instruments abroad with a higher yield while being able to convert
them into deposits or reserves upon short notice, thus encouraging
offshore USD creation in the form of private ‘shadow money'. As Table 6 indi-
cates, around USD 21 trillion of US Treasury securities currently circulate
outside the Federal Reserve System.

The situation is quite different with a euro-denominated safe asset. EU
fiscal rules seek to reduce national sovereign debt issuance and — despite
the recent introduction of the Recovery and Resilience Facility (RRF) - the
possibilities for issuing EU supranational debt are limited (Guter-Sandu &
Murau, 2022; Reimer et al, 2025). The treatment of sovereign debt had
been one of the most contentious issues in European monetary integration
(Helleiner, 2015; Vermeiren, 2019). Currently, German treasury securities
play the role of the European benchmark asset — the yields of all other Euro-
pean sovereign securities are benchmarked against the yield of bunds — but
only around EUR 1 trillion is available to market participants. The ECB has also
repeatedly failed to back European treasury securities. While intra-euro area
spreads were almost non-existent in the first years of the euro, more signifi-
cant spreads started emerging after May 2005 when the ECB announced that
it would make the eligibility of public debt as collateral for its monetary policy
operations conditional on a sufficiently high credit rating issued by Fitch, S&P,
and Moody'’s (Schuster, 2023). The ECB justified its introduction as a signal
that the ECB defers to market forces for the evaluation of European Treasury
securities (van 't Klooster, 2023). As a consequence of these unforced errors,
Europe has a chronic lack of safe assets (Gabor & Vestergaard, 2018; Hill, 2019;
Leandro & Zettelmeyer, 2019; Van Riet, 2017). Table 6 shows that, compared
to 21 trillion USD-denominated sovereign bonds not held by the Fed, the
total volume of central government debt issued by euro member states
amounts to EUR 12.7 trillion, of which only around EUR 4 trillion can be
used as a genuine safe asset, which requires that it is a security (i.e., market-
able asset) with a high credit rating (A + or higher) not held by the ECB.”

The lack of euro-denominated safe assets is the result of both the fiscal
governance mechanism and the central banking practices in the EU.



Table 6. Central government debt available as financial market safe asset in EUR million and USD million (as of December 2023).

Marketable debt (bond/  Credit rating (safe=at  Marketable debt not held by Marketable debt held by the Safe assets
Total central security not loan/ credit  least one AAA, AAor A the central bank (owned central bank (owned available in the
Country government debt claim) + rating) outright) outright) market
us $34,001,494 $26,246,746 AA+ $21,007,810 $5,238,936 $21,007,810
Euro area €12,732,439 €10,624,715 €6,814,307 €3,810,408 €4,068,884
total
Germany €2,622,669 €2,075,421 AAA €1,067,981 €1,007,440 €1,067,981
Spain €1,573,754 €1,397,719 A €903,354 €494,365 0
France €3,101,437 €2,759,663 AA €1,953,631 €806,032 €1,953,631
Greece €356,695 €92,039 BBB- €52,680 €39,359 0
Italy €2,863,438 €2,378,091 BBB €1,679,314 €698,777 0
The €480,671 €406,933 AAA €198,134 €208,799 €198,134
Netherlands

Source: Authors’ own elaboration on ECB and FRED data.

Note: The breakdown of the marketable debt held by the central bank per country is the sum of the cumulative purchases under PSPP and PEPP as of December 2023. Data is
collected from FRED (available at https:/fred.stlouisfed.org) and from the ECB Government finance statistics (ECB and Eurostat) — GFS (https://data.ecb.europa.eu/data/datasets/
GFS?dataset%5B0%5D=Government%?20finance%20statistics%20%28ECB%20and%20Eurostat%29%20%28GF S%29&filterSequence=dataset&advFilterDataset%5B0%5D=Gover
nment%20finance%20statistics%20%28ECB%20and%20Eurostat%29%20%28GFS5%29).
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To promote the international role of the euro, the EU should strengthen the safe
asset status of euro-denominated public debt. This could comprise measures
that support the credit quality of individual issuers, which in addition to
ongoing discussion around EU fiscal rules also concerns guarantees. The issuance
of euro-denominated EU-level RRF debt is an important step forward in this
regard. Ultimately, it is questionable whether US-based credit rating agencies
should remain the final arbiter for the solvency of member states.

On the other hand, as the safe asset status depends on monetary policy, a
crucial role to increasing the volume of EU-safe assets goes to the ECB's collateral
framework and the design of its asset purchase programmes (Bateman & van 't
Klooster, 2024; Murau et al., 2025; Vestergaard & Gabor, 2022). The ECB initially
assigned higher valuation haircuts on RRF debt compared to member state
debt with the same credit rating, which disincentivised the use of RRF debt as
central bank collateral. Even more detrimentally, the ECB has taken a fundamen-
tally hostile position to non-euro denominated sovereign debt. Whereas the ECB
accepts assets denominated in US dollar, British pound, and Japanese yen as col-
lateral if they were issued within the European Economic Areg, it does not accept
any assets denominated in anycurrency of EU countries that is not the euro.? This
is particularly striking for a member state such as Denmark whose Danish krone
has been pegged to the euro since its inception.

Conclusion

Drawing on second-generation scholarship on international money in IPE,
this article has investigated the EU’s approach to euro internationalisation.
We introduced a new conceptual framework for currency internationalisation
that focuses on actively promoting the creation of private credit money
denominated in a currency offshore. We use this framework to provide a
novel explanation for the euro’s puzzling lack of clout: By approaching inter-
nationalisation as a market-driven process and neglecting offshore monetary
governance, the combined activities of European actors have discouraged
rather than incentivised the expansion of offshore euro creation and thus
undermined the objective of euro internationalisation. We illustrated these
dynamics by studying the subordinate creation of offshore euros in cross-
border value chains vis-a-vis the dollar, the prohibitive provision of inter-
national lender of last resort facilities for offshore euros in the euro area’s
neighbourhood, as well as the undersupply of euro-denominated safe
assets to promote offshore euro creation.

Our analysis offers multiple starting points for future research. Our concep-
tual framework raises new questions concerning other international curren-
cies such as the British pound and the US dollar. In a more contemporary
setting, a focus on offshore money creation will be crucial for understanding
renminbi internationalisation. Our findings on the causes for the persistent
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failure of euro internationalisation may inform EU policymakers in their stra-
tegic thinking on which policies to pursue in order to achieve their objectives.
There are important open questions concerning which forms of euro interna-
tionalisation would be normatively desirable and which not.

Notes

1. This number overstates the importance of pre-EMU currencies because many
inter-EU trades were denominated in D-Mark. However, it is a low bar estimate
of the importance of pre-EMU currencies because it is only the D-Mark.

2. Eurostat central government debt, ECB data.

3. https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:3201400031&
qid=1678622006746&from=EN

4. The data was collected from the ECB Balance Sheet Items (BSI) statistics (https://
data.ecb.europa.eu/data/datasets/BSI?dataset%5B0%5D=Balance%20Sheet%
20Items%20%20%28BSI%29&filterSequence=dataset&advFilterDataset%5B0%
5D=Balance%20Sheet%20ltems%20%20%28BS1%29), the National Bank of the
Republic of North Macedonia (private request by email), Denmarks National-
bank (https://m.statbank.dk/Tablelnfo/DNMIN), and Hong Kong Monetary
Authority (https://www.hkma.gov.hk/eng/data-publications-and-research/data-
and-statistics/monthly-statistical-bulletin/table/).

5. Example for the sum in any currency of denomination (euro, dollar, or all) from
the ECB database: Deposit liabilities vis-a-vis euro area MFIs reported by MFls
excl. ESCB in Germany (stocks) + Deposit liabilities vis-a-vis non euro area
MFIs reported by MFIs excl. ESCB in Germany (stocks) + Deposit liabilities vis-
a-vis non euro area Non-MFIs reported by MFIs excl. ESCB in Germany
(stocks) + Deposit liabilities vis-a-vis euro area Non-MFIs reported by MFls
excl. ESCB in Germany (stocks) =
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