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The euro has long been a powerful symb ropean unity and integration. Recent
global developments have opened a wi v, hopportunity to strengthen its role in the
global financial system. In a world w Trault ) are emerging in the United States’
(US) global appeal, the euro is gai# g ground as & edible alternative. But Europe
needs to act to foster a greate 2rnational role for tr ro. Crucially, a savings and
investments union and the g&tal euro are key to cement& W, euro’s role as a global
financial anchor.

Fault linegfdre emerging in America’s globe@appeal

The na e of US exceptionalism, anchored in macroeconomic outperforma: ® and the
dollz eserve currency status, has historically driven substantial global invest S in
assets, including from Europe. But this year, US policy uncertainty, fiscal conce
d stretched equity valuations led investors to start questioning that narrative. Investo
concerns peaked when, following the 2 April US tariff announcement, traditional safe-

diversification from US equity price declines. There were even days when all three
declined simultaneously — a highly unusual pattern during periods of market stress.

Indeed, April marked a clear ‘sell America’ moment, as foreign investors — mostly private
— liquidated over USD 80 billion worth of US assets, reversing two years of continued
inflows (Figure 1a). This moment proved to be temporary, as foreign demand came
roaring back in May, more than offsetting April’s outflows.!

The continued US dollar weakness despite a rebound in capital flows into the US
suggests that concerns about US policy and the safe-haven status of the dollar have not
fully gone away. A new pattern has emerged, with investors increasingly hedging their US
dollar exposures. And, while it is too soon to tell if changes in investor preferences are
here to stay, some cracks in trust in the US dollar have emerged.
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Figure 1: Fro%mecent inflows to longer-term trends, fore@¥demand
underscores tf Iro’s growing appeal

la: Monthly net pur es by foreign investors
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Note: Trz tions in government debt securities comprise both short-term and long-term & ities, and
for the , Includes both Treasuries and agencies bonds.

e: ESM calculations based on data from the US Treasury International Capital system and the
aropean Central Bank

1b: Foreign investors’ footprint
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Eurgd =a: non-euro area investor shat free float

G

— oreign investor share in free float

Notes: Up to @ U25. Sovereign marketable debt free float is defined, for the US, as al debt net of
Federal Rg e holdings, and for the euro area, as government debt securities issued by ountries net
of domg government and Eurosystem holdings.

Sg - ESM calculations based on European Central Bank and the US Department of the Treast. ‘ata.

An opportunity that Europe must grasp

The euro is no doubt in demand: it has strengthened almost 14% against the US dollar so
far this year.l2 Apart from flows related to increased hedging of exchange rate risk, some
of this appreciation reflects a reallocation of investors’ portfolios in search of alternative
safe havens and institutional stability. Just in the second quarter of 2025, foreign
investors poured around €150 billion into euro area sovereign debt (Figure 1a) — the
largest quarterly inflow since 2008 — with French, Italian, and Spanish bonds particularly
in demand. Recent data shows that this momentum carried on into July. Euro-
denominated issuance outside of the euro area has also expanded this year,3l and, while
dollar dominance as reserve currency is clear, recent surveys suggest central banks are
increasingly planning to diversify their reserves towards the euro (Figure 2).14
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Taking a longe wrm perspective, the euro’s growing international appf Is also mirrored
in a steady rise i cign participation in euro area sovereign deb e 2019, while
foreign holdings of easuries were in downward trend (Fig b).

But more recent develop put Europe at a “strategic ji tion point”, as European
Central Bank (ECB) Preside aristine Lagarde frame n her recent blog: the
international monetary system be moving tow: a more multipolar regime,
creating a unique opportunity for the 0 to exp Its global footprint. In this new
emerging landscape, the euro can ser ot af  as a diversifier but also as a safe haven
— supported by more predictable policy, st: = ter institutions, and a proven ability to
manage crises.

Figure 2: A net 16% of g@Weyed central banks to raise their euro
holdings — the highg or any currency

(net share of cg#Wal banks surveyed anticipating increqmag their
currency exg re over the next 12-24 months, in %)
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So Official Monetary and Financial Institution’s Forum’s Global Public Investor 2025 survey, IF

A digital euro to cement the euro’s global role

A greater international role of the euro would be mirrored by increased capital inflows into
Europe and a stronger currency. Sustained capital inflows could help fund Europe’s
investment needs, reduce government borrowing costs by increasing demand, and
enhance European strategic autonomy by reducing exposure to “dollarisation” of the
world economy through US dollar-denominated stablecoins.

But to elevate the euro’s global standing, Europe urgently needs to act proactively on
three key areas. Opportunities can easily turn into challenges if expectations are not met,
and a lack of action will affect the euro’s relevance in the evolving global landscape.

First, Europe must deepen the Economic and Monetary Union. This includes further
integration of the single market to boost long term growth and competitiveness. The Letta
and Draghi reports’ recommendationsls! need to be acted upon. It also requires advancing
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the savings ari mvestments union and expanding the supply of euro-4 ‘ominated safe
assets. This woule, trengthen Europe’s financial architecture, enhaf ¢ risk sharing
across the euro area;_ md improve the liquidity and attractivenegt 5t euro-denominated
assets.

Second, Europe must embrac; mnovation and urgentl pplement the digital euro
backed by the ECB as a safe pux. janchor, and sus® ’rt euro-denominated stablecoins
under the Markets in Crypto-Asset iCA) Reg on. The Central Bank Digital
Currency will facilitate payments, increc. athaf Lro’s usability in the evolving digital

financial ecosystem and reduce reliance o > dollar-denominated stablecoins.

Third, Europe must embrace uncertai€ , and pre_are itself to confront stablecoin
issuance, for now largely denomigé -d in US dollaic. his means strengthening the MiCA
regulation to avoid potential rust on pegs, shifting dep< ‘ts affecting bank liquidity, and
broad adoption affecting magf “aary policy effectiveness.

Finally, trust and stab} emain essential but need to be earne he credibility of the
euro is built on theg cngth of the legal and institutional framewo at supports it.
Maintaining so Iscal policies and ensuring financial stability, the mandate of the
ESM, are cri to reinforcing confidence in the euro.

Logifing ahead

e euro has come a long way in its first quarter century. It has become a pillar of
European integration, now supported by 5 out of 6 citizens in the euro area,!s! and a

currency system, the euro can be an anchor of stability and enhance Europe’s strategic
autonomy.

Strengthening the euro’s international role is desirable. The reforms highlighted above will
require political will and strategic foresight. But the rewards are worth it.
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Footnotes

[1] Up to July, develop ts were uneven but still showed continuet, ¥ows into US equities
and Treasuries. B summer, however, an accelerating decline in h¢_ sgs custodied at the
US Fed suggestgt oreign central banks were increasingly stepping back 2 Treasuries.

[2] The e rengthened almost 14% against the US dollar between 1 Januar 25 and mid-
Septemn 025. The nominal effective exchange rate of the euro against a broad'y. o of
tradin® sartners rose almost 7% over the same horizon, in trade-weighted terms.

uro-denominated sovereign bond issuance by non-euro area entities reached similar le
o those observed around the Covid-19 exceptional government spending. Mexico, Saudi
Arabia, Colombia, Morocco, and Chile (among others) accessed the euro markets this year,

[4] See the Official Monetary and Financial Institution’s Forum’s Global Public Investor 2025
survey, and the UBS Annual Reserve Manager Survey 2025.

[5] Enrico Letta - Much more than a market (April 2024), The Draghi Report on
competitiveness (September 2024).

[6] Standard Eurobarometer 103 - Spring 2025.
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