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GGOOVVEERRNNMMEENNTT  BBOONNDD  AAUUCCTTIIOONNSS 
 
INTRODUCTION 

 

Methods of investment of a financial activity are not different from those adopted for other goods. 

The sale can take place through: 

 Public auction, to guarantee the access to a large number of investors and maintain a high level 

of competition and transparency. 

 Investment through a management group, where the issuer agrees with a group of banks on the 

issue conditions. 

For many years, the Italian Treasury has privileged the public auction method for domestic market 

issues. 

 

EXECUTION OF A GOVERNMENT BOND AUCTION 

 

The auction takes place at Bank of Italy, Central Administration – Central Bank Operations 

Service – Public Debt Division, at the presence of an officer from the Ministry of Economy and 

Finance (proposal-making officer) who represents the Ministry and is responsible for the auction’s 

validity, and of an officer of the bank itself. 

Authorized dealers’ bids are sent electronically
1
, using the National Inter-bank Network. Every 

dealer can submit a maximum of 3 bids for any security offered before 11.00 am
2
 of the auction day

3
. 

After this deadline the system automatically rejects any bid. Every dealer can change his bid as often 

as he likes substituting the previous ones: the system will consider valid the last bid submitted before 

the deadline. 

In order to guarantee data secrecy, bids sent to the electronic system appear encrypted on the 

receiving video installed at Bank of Italy and can be decrypted only after 11.00 am by a Bank of Italy 

officer responsible for the auction, with an “electronic key”. This gives rise to a series of automatic 

procedures that clearly prints out every bid of each dealer and produces a summary report where bids 

are ranked in a price descending or yield ascending order. 

The general report is part of the auction record which is signed by the proposal-making officer and 

by the Bank of Italy officer. It contains the results of the auction and the settlement details. 

Furthermore, a press release is given containing news on the auction results most important for the 

market. 

Emergency recovery procedures are set up in case the dealer’s I.T. platform should not work. In 

this case the dealer must inform by telephone the official of the Bank of Italy responsible for the 

auction and ask the proposal-making officer for the authorization to send his bid via fax, which will be 

added to the computer system by the Bank of Italy officer.  

If the dealer’s IT problem is solved in time for the auction, after the recovery fax has been sent by 

the dealer, a bid transmitted electronically will not be accepted. 

Recovery procedures are also set up in case of malfunctioning of the entire computer network and 

are applied as follows. 

                                                 
1
 In the past years, Government bond auctions were carried out by submitting applications in closed envelope. From 1994 

for medium and long-term securities and from 1995 for BOTs, the opportunity to submit bids electronically, using the 

National Inter-bank Network, was introduced. Furthermore, through this network, the Bank of Italy communicates to all 

authorized financial dealers the issue characteristics and the issuance calendar. After a transitional period of around 1 year, 

necessary to adapt dealer’s IT procedures, the system of closed envelope applications was abandoned in favour of the 

electronic system. In this way auction times shortened enormously. It was thus possible to communicate the results 10/15 

minutes after the closing. 
2
 Up to 

 
June 27, 2000, this deadline was set at 1.00 pm. 

3
 The days in which auctions take place are set in the annual issuance calendar, released by the Ministry of Economy and 

Finance. 

http://www.dt.tesoro.it/opencms/opencms/handle404?exporturi=/export/sites/sitodt/modules/documenti_en/debito_pubblico/titoli_di_stato/authorized_dealers.pdf&%5d
http://www.dt.tesoro.it/en/debito_pubblico/emissioni_titoli_di_stato_interni/calendari_emissioni.html
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If the network or the IT center at Bank of Italy is not available within the last 30 minutes before the 

deadline to submit bids, the Treasury and Bank officers responsible for the auction will grant a respite 

of the deadline. This is promptly made known on the communication circuits and cannot last more 

than 30 minutes after the connection has been restored. 

If the breakdown continues after 5.00 pm, the Ministry of Economy and Finance must decide how 

to go on and its decisions will be promptly communicated with the modalities described above. 

As far as medium and long-term Bonds, and 6-month and 12-month BOTs are concerned, 

reopenings reserved to the Government bond Specialists are set up. The maximum amount offered in 

the BOT reopenings is equal to 15% of the ordinary issue, while for medium and long term bonds it is 

equal to 30% of the amount offered in the first tranche of every new security and to 15% for the 

following placements
4
. 

From January 13, 2005, the Treasury postponed the reopening application deadline to 3.30 pm of 

the working day following the auction
5
. The settlement day is the same both for the first auction and 

for the supplementary placements according to the calendar set at the beginning of the year. 

 

AUCTION SETTLEMENT 

 

The annual issuance calendar released by the Ministry of Economy and Finance fixes the days in 

which announcements, auctions and settlements take place. When the quantities to be auctioned are 

announced the security on auction is also specified. 

For BOTs, the settlement takes place 3 days after the auction and usually falls on the maturity date 

of the corresponding securities, to facilitate their re-investment. 

For medium and long-term securities the settlement takes place 2 working days after the auction. 

When the settlement date does not fall on the day in which security interest begins to accrue (the so 

called “ex-date”), subscribers pay the Treasury the relative accrued interest
6
. 

For all securities, the settlement takes place using the Bank of Italy’s Centralized System of 

Payments, through which each subscriber’s cash balance and position in securities is determined. 

 

 

KINDS OF AUCTIONS 
 

The Treasury uses three kinds of auction: 

 

 Competitive auction in yield terms for BOTs; 

 

 Marginal auction without base price for medium and long-term securities (CTZs). 

 

 Marginal auction with discretional determination of price and issuance amount (BTPs, CCTs, 

BTP€is). 

 

COMPETITIVE AUCTION IN YIELD TERMS
7
 

 

The competitive auction provides that authorised dealers’ bids are satisfied at the yield offered. 

Every dealer can submit a maximum of three bids. Bid prices must differ by at least 0.01%. The 

                                                 
4
 These percentages, now standard, are set down in the issuance decree and could change for particular opportunity reasons. 

Until mid-October 1998, the standard share was 10% also for the first tranche of medium to long term bonds. 
5
 For auction reopenings of securities issued before this date, the deadline for submitting bids was midday of the day 

following  the auction. 
6
 Coupon interest accrued between the security ex-date and the settlement date. 

7
 Competitive auctions in yield terms came into force for BOTs in April 2009. Until then BOTs had been allocated by 

means of competitive auctions in price terms. 

http://www.dt.tesoro.it/en/debito_pubblico/specialisti_titoli_stato/dettaglio.html?resourceType=/modules/debito_pubblico/specialisti_titoli_stato/elem_0004.html
http://www.dt.tesoro.it/ENGLISH-VE/Public-Deb/Italian-Go/Auctions-C/Auctions-C/index.htm
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minimum bid is 1,5 million Euros, whereas the maximum amount requested is equal to the quantity 

offered by the Treasury during the auction. 

The first bids to be accepted are those with the lowest yield and then all the others are allocated in 

ascending order until the amount of accepted bids reaches the amount tendered by the Treasury. 

In order to avoid that the weighted average yield might be negatively influenced by requests made 

at yields not in line with those of the market, a minimum acceptable yield (or safeguard yield) is 

calculated. In the same way, a maximum acceptable yield (or exclusion yield) is calculated, in order to 

exclude bids made in order to speculate. These yields are calculated as per the following example. 

 

 

EXAMPLE OF BOT AUCTION ALLOCATION (LINK TO THE FILE “EXAMPLE OF BOT AUCTION”) 

 

Bids that don’t bear a yield or that bear one with a negative or null yield will not be allowed to 

participate. 

By decree of the Ministry of Economy and Finance, the intermediary must guarantee – to those 

who subscribe the bonds at auction – the weighted average price resulting from the same auction. 

 

THE MARGINAL AUCTION 

 

The marginal auction provides that all the requests are auctioned at the same price, the so-called 

marginal price. Every dealer can submit a maximum of 3 bids differing from each other by at least 

0.01%. The minimum request is 500,000 Euros, while the maximum amount that can be requested is 

equal to the quantity offered by the Treasury during the auction. 

The marginal price is determined by satisfying bids starting from the highest price until the total 

amount of bids accepted equals the amount offered. The price of the last successful bid is the marginal 

price. 

In order to avoid speculative requests an exclusion price is calculated, below which subscription 

requests are not considered. The exclusion price is calculated by subtracting 200 basis points from the 

average weighted price as calculated using the procedure illustrated in the example. To this end, the 

calculation of the weighted average price does not consider those offers that are submitted at prices 

greater than the “maximum acceptable price”, determined by the following procedure: 

a) if the total demand is greater than the amount offered, the weighted average price will be 

determined of those bids, ordered from the highest price to the lowest, that make up the second 

half of the nominal amount issued; if the total demand is less than the amount offered, the 

weighted average price will be determined of those bids, ordered from the highest price to the 

lowest, that make up the second half of the amount requested; 

b) the “maximum acceptable price” is determined by adding two percentage points to the average 

weighted price as defined in point a). 

 

THE DISCRETIONAL MARGINAL AUCTION 

 

The Marginal auction with discretional determination of price and issuance amount (set within the 

issuance range previously announced) provides that all the requests are settled at the same price, the 

so-called marginal price. The amount set is determined by excluding the bids made at prices deemed 

not favorable in view of market conditions. Every dealer can submit a maximum of 3 different bids. 

The minimum request is 500,000 Euros of nominal capital. Each bid cannot exceed the amount offered 

in issue; bids of a higher amount will be accepted only up to the amount offered in the auction itself. 

The prices indicated must vary by at least one hundredth of a Euro; any prices that vary by other 

amounts will be rounded upward. The minimum amount that can be subscribed is 1,000 Euros. 

In the event that bids at the marginal price cannot be fully accepted a pro-quota allotment will be 

made, subject to the necessary rounding. 


