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Abstract

Discussions of monetary policy in the euro area are frequently dominated by the
heterogeneity of its member states. While national differences are real and relevant,
this emphasis often obscures the legitimacy and analytical primacy of the euro area
as an economic aggregate. This talk argues for a shift in perspective: to treat the
euro area as the central unit of analysis and to reconsider the role of heterogeneity
beyond national boundaries. Using granular data on bank loans and corporate
bonds, | show that banking is uniquely local and sovereign-dependent, while
corporate debt markets exhibit a high degree of integration. These findings carry
important implications for monetary policy transmission and financial integration in
the euro area.

Introduction

Monetary policy discussions in the euro area are routinely framed by the
heterogeneity of its member countries. Panels such as this one begin by
emphasizing how different Ireland is from the Netherlands, how Italy diverges from
Germany. While these differences are real, the priority they receive is misplaced. The
euro area itself is a legitimate economic entity, and the European Central Bank
(ECB) operates under a mandate defined over this aggregate—not over its
constituent countries.

I will begin by making the obvious point that heterogeneity in the euro area should
not have precedence over the aggregate. | will then move on to discussing at what
levels of aggregation one should think about heterogeneity. It is by no means clear
that country is the right unit of observation here. Indeed, while for banking related
questions country turns out to be an important determinant, for corporate bonds it is
irrelevant. That observation segues into discussions related to capital markets union
in the euro area. The corporate debt market is already unified, and it is good policy to
encourage more firms to issue marketable debt.
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The Object of ECB Affection

The euro area is a legitimate entity, both legally, as defined in the ECB’s mandate,
and as an economic aggregate. The ECB is tasked explicitly with price stability in the
euro area. Not in some or most of its constituent countries. Monetary policy is done
for the euro area aggregate. It naturally affects different countries differently. It also
affects different cities within those countries differently as well. That is the case for
every central bank. Why is the euro area studied through its heterogeneity?

My sense is that this is primarily because the countries are there and we are used to
thinking in terms of them. That, however, is a poor reason, showing lack of
imagination and inability to think outside national boundaries more than anything.
Excellent studies such as Angeloni et al (2023) have been studying country
heterogeneity in the euro area since its inception (and before), as well as more
recent work such as Mandler et al (2022) and the impressive study of Vilerts (2025)
done as part of the ChaMP network. The political economy interest in the question is
clear, national governments care about their countries. But ECB policy is above the
countries and we need to respect the euro area as the sole focus of the ECB.

A recent call for action for research into monetary economics questions of European
interest (Altavilla et al 2024) observes that “...an exclusive focus on heterogeneity
overlooks the euro area as a legitimate unit of analysis. We argue for the importance
of treating the euro area as the primary object of ECB policy. Just as analyses of
Japanese monetary policy do not focus solely on its differential effects on Hokkaido
and Okinawa, analyses of ECB policy should not be confined to its heterogeneous
impacts on Portugal and Belgium.” (p. 2)

This is not to belittle difficulties arising from having 20 countries under one monetary
policy umbrella, without corresponding fiscal and capital markets unions (more on
the later below), but to emphasize the importance of looking at euro area aggregates
for monetary policy analysis—and critique—purposes before getting into
heterogeneity. And when one is studying the heterogeneity, it is by no means clear
that country is the natural unit of observation. As Altavilla et al also note “...
heterogeneity is not exclusively at the level of countries. Geographically, regions
within countries are worthy of study, as are sectors, bank networks, firms by size,
households by wealth and income, and many other dimensions of heterogeneity.
Europe provides the variation worthy of study and there are unparalleled data
sources at the most granular levels of disaggregation for empirical work.” (p. 2).

| would like to turn to the markets for bank loans and corporate debt to discuss at
what level of aggregation heterogeneity manifests itself and what we learn about the
capital markets union from that evidence.

Euro Area and Its Heterogeneities 2



Bank Loans in the Euro Area

In work with Carlo Altavilla and Rogier Quaedvlieg (Altavilla, Girkaynak and
Quaedvlieg, 2025), using data from AnaCredit, ECB’s central registry of bank
loans—covering tens of millions of transactions—we examine the determinants of
bank loan spreads in the euro area. The analysis decomposes variation in loan
spreads into four components: country, issuing bank, receiving firm, and residual
idiosyncratic factors.’

Chart 1
Decomposition of the bank loan EFP.
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Notes: Percent of variation common at different levels of aggregation.
Source: Altavilla, Gurkaynak, Quaedvlieg (2025).

To have a good understanding of a firm’s bank loan spread, what is it that one needs
to know about the loan? Chart 1 shows the variance contributions of the different
levels of aggregation. The answer turns out to be the country the loan agreement
takes place in. We find that approximately 50% of the variation across bank loan
spreads is attributable to country-level effects. This confirms that country matters and
is the most important determinant of bank loan spreads. Having said that, if one finds
this half of the bank loan spreads so important, perhaps some attention to the other
half is also in order. The remaining variation stems from banks, firms, and
idiosyncratic factors, in this order of importance.

For the moment | will stress two points. First, a focus on country is indeed warranted
when one is thinking of bank loans. Banking is local. Second, as shown in Chart 2
and 3, monetary policy transmission depends on the heterogeneity of banking
relationships, in an asymmetric way. Policy easing and tightening are not transmitted
in the same manner, with policy rate tightening but balance sheet easing being
amplified. It is important to note that it is not only heterogeneity across countries but
at the levels of banks and firms that differentiate monetary policy transmission.
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Chart 2
Response to ECB tightening
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Source: Altavilla, Gurkaynak, Quaedvlieg (2025). Monetary policy surprises from Altavilla et al (2019).

Chart 3
Response to ECB easing
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Source: Altavilla, Gurkaynak, Quaedvlieg (2025). Monetary policy surprises from Altavilla et al (2019).
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Corporate Debt, in Comparison

We can now turn to the other major funding source, corporate debt. Corporate debt
can be studied comparatively in two ways: within the euro area, compared to bank
debt, and between the euro area and the US. Unlike bank loans, corporate bond
rates are not confidential and data on the US rates are as easy to come across as
the euro area ones.

Chart 4
State/country and firm effects on NFC bond spreads
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Source: Chitu, Gori, Gurkaynak (2025).

In work with ECB economists Livia Chitu and Sofia Gori under the ChaMP network,
we ask to what extent state of origin affects non-financial firms’ corporate debt
spreads in the US and country of issuer affects the same in the euro area. Not
surprisingly, as shown in Chart 4, we find that in the US state of issuer is irrelevant.
Very surprisingly, we find that in the euro area, the country of issuer is as irrelevant.
It is the issuing firm that matters.

Monetary policy pass-through to corporate debt spreads are similarly homogeneous.
Corporate debt of firms operating in different countries in the euro area are not
differentially affected by monetary policy. Aside from its importance for monetary
policy transmission, this is a striking statement about the much-bemoaned lack of
capital markets union in the euro area. The euro area corporate debt market, while
smaller, is as unified as that of the US.

Why the Difference?

The stark contrast between the findings for corporate debt yields and bank loan rates
may be due to two reasons. Perhaps the bond issuing firms are very different from
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other firms and are in general independent of their countries when borrowing, or it
may be that the bond market is fundamentally different from the market for bank
loans.

It turns out, we are able to distinguish between these two possible explanations. To
do so, we turn to the AnaCredit dataset again and look at bank loan spreads of bond
issuing firms only. If these firms are “special”’, their bank loan rates will not be
determined at the level of their countries either. If the difference comes from a
fundamental difference between bank loan and corporate bond markets, we should
see bank loan spreads of bond issuing rates be a function of their countries of
operation, while their bond yields—as seen—are independent of their countries.

Our finding is unambiguous: bond issuing firms’ bank loan spreads strongly depend
on their countries of operation. In this regard, they are not different at all from other
firms. Hence, the difference is between the markets themselves.

Chart 5
Share of loans to firms by local banks

Notes: Loans weighted by amount outstanding.
Source: Chitu, Gori, Gurkaynak (2025).

We have further insight into this. Recall that in the discussion above, the main
determinant of bank loan spreads was country. One may ask, which country? That of
the lending bank or borrowing firm. The answer is, it does not matter. In the euro
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area, 94% of bank loans occur between institutions within the same country. When
value-weighted, this figure remains a staggering 85%. Even among large, bond-
issuing firms, over 70% of bank loans are domestic. Banking is local business. Chart
5 shows the percentage of bank loans made to firms from within the same country
on the map of euro area. That is a striking map.

Chart 6
Share of NFC bonds held inside the country
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Notes: Fraction of the amount outstanding.
Source: Chitu, Gori, Gurkaynak (2025).

We also have information on holders of euro area corporate debt. In contrast to bank
loans, corporate debt is held internationally. Chart 6 shows this clearly. This is the
main difference between the market for bank loans and corporate bonds. Bank loans
are a transaction between one borrower and one lender, who the lender is matters
and that lender is overwhelmingly in the same country as the borrower. Corporate
bonds are transactions between one borrower and many lenders, and most of those
lenders are outside the country of operations of the borrower.
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Further analysis shows that bank bonds are tightly linked to sovereign spreads, while
corporate bonds are not. This sovereign-bank nexus reinforces the localized nature
of banking and its sensitivity to national fiscal conditions.

Conclusion

We need to respect the ECB as the policy maker for the euro area in its entirety and
move away from the fixation with individual countries. Even when one is worrying
about heterogeneity, the right measure of heterogeneity may or may not be
countries.

It turns out that for banking-related purposes, country is the right unit of observation.
Bank loan spreads are determined at the level of countries and these are correlated
with bank bond spreads, which are in turn correlated with sovereign spreads. But
banking is special—local, sovereign-tied, and structurally distinct from corporate
debt. Corporate debt spreads of euro area countries are divorced from spreads of
their countries of operation due to diffuse ownership of these securities. Indeed, by
this metric, the euro area corporate bond market is as integrated as that of the US.
For this market, the capital market in the euro area has already unified.

These findings carry clear policy implications. If country-based heterogeneity is
viewed as problematic—and if it is impossible to sever the link between banks and
sovereigns—then the path forward is to encourage greater corporate debt issuance.

References

Altavilla, C., Bussiere, M., Gali, J., Gorodnichenko, Y., Glirkaynak, R. S., & Rey, H.
(2024). A research program on monetary policy for Europe. Journal of Monetary
Economics, 147, Article 103673.

Altavilla, C., Gurkaynak, R. S., & Quaedvlieg, R. (2024). Macro and micro of external
finance premium and monetary policy transmission. Journal of Monetary Economics,
147, Article 103674.

Angeloni, I., Kashyap, A. K., Mojon, B., & Terlizzese, D. (2003). Monetary
transmission in the euro area: Does one size fit all? In M. Gertler & K. Rogoff (Eds.),
NBER Macroeconomics Annual 2002 (Vol. 18, pp. 1-53). MIT Press.

Chitu, L., Gori, S., & Girkaynak, R. S. (2025). External finance premium: Market
finance versus bank finance (Working Paper). European Central Bank.

Mandler, M., Scharnagl, M., & Volz, U. (2022). Heterogeneity in euro area monetary
policy transmission. Journal of Money, Credit and Banking, 54(2—3), 627-649.

Vilerts, K., et al.(2025). Details matter: Loan pricing and transmission of monetary
policy in the euro area (Discussion Paper No. 21/2025). Deutsche Bundesbank.

Euro Area and Its Heterogeneities 8



	Euro Area and Its Heterogeneities
	Abstract
	1 Introduction
	2 The Object of ECB Affection
	3 Bank Loans in the Euro Area
	4 Corporate Debt, in Comparison
	5 Why the Difference?
	6 Conclusion
	References


