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Introduction.  

The crisis that has assailed European sovereign debt is causing sudden and drastic changes in the 

fixed income market.  Italy, with the burden of its large public debt (the fourth-largest in the world 

in absolute terms, following the U.S., Japan and Germany), needs to maintain its presence in the 

market in order to allow for financing the State at conditions that will ensure the sustainability of 

the debt over the long term, trying to obtain the best conditions possible in terms of cost.  

Government bonds represent the bulk of the public debt (around 83 per cent), meaning that fluid 

and effective management thereof is crucial for the solidity of the nation's economy.  

Given the broad-based recognition of a history of continuous progress in debt management at least 

since the 1990s, it is not necessary to break with the continuity of the past.  Still, all of the necessary 

adjustments will need to be introduced to ensure the best management of an unprecedented and 

complex situation bristling with difficulties. 

In my presentation, I shall briefly go over the essential stages in the development of the debt 

management strategy, and then mention in general the critical factors to be tackled in the near term 

and the solutions identified. 

 

Premise.  

Following the serious monetary and financial crisis of the now distant 1992, the Treasury's issuing 

strategy has been developed with substantial continuity over time, with two objectives being 

decisively and steadfastly pursued.  Though these objectives may appear in contrast with one 

another in the short term, they are instead compatible and produce appealing results from a 

medium-/long-term perspective.  The objectives are:  the containment of the cost of the debt and the 

reduction of market risks, in particular, refinancing risk and interest-rate risk.  

Reducing refinancing risk actually implies the need to smooth out  the redemptions  of the 

government bonds over time, and thus, to lengthen the duration of the debt, with the aim of not 

exercising that continuous pressure on the market that places the capacity of absorption of the issues 

at risk:  in brief, it is a question of favouring the conditions for which supply and demand can meet 

over time in a balanced market that satisfies both. Therefore, issuing across the yield curve 

(including very long maturities) makes it possible (i) to distribute the burden of redemptions over 

time, and (ii) through less pressure on the market (caused by lower amounts offered  and by less 

frequent auctions), also to limit the costs over the long term.  

Indeed, if it is true that interest rates on short-term bonds are, as a rule, lower than those on long-

term bonds, it is likewise appropriate to bear in mind how the ballooning of refinancing risk can 

make the immediate benefits fruitless, generating instead a wicked spiral that contributes to an 

upsurge of the debt. Italy experienced this situation at the start of the 1980s when inflation was 

high, and the duration of the portfolios contracted to the point where the average life of the debt was 

a year or slightly longer, and even though there was an abnormal predominance of BOTs, the 

average yield per issue was hovering around 20 per cent, contributing to the explosive trend that 

caused the debt-to-GDP ratio to rise from around 60 per cent in 1982 to 121.3 per cent in 1994. 

It should be noted nonetheless that the need to lengthen the average life of the debt was pursued as 

early as the mid-1980s, but at the time, the Treasury relied to a significant extent on variable-rate 

instruments (CCTs), which, though significantly contributing to the reduction of refinancing risk, 

left high levels of exposure to interest-rate risk, so much so that the crisis of 1992 assailed a debt 



 3 

BO T
29,10%

CCT (tasso 
var.)

37,48%

CCT (tasso 
fisso)
0,42%

CTO
5,27%

BTP
21,54%

CTR
0,15%

CTE
3,54%

BTE
0,57% ESTERO

1,91%
ALTRO
0,02%

structure in which short-term bonds (or bonds indexed to short-term rates) still made up more than 

two-thirds of the stock of the government bonds, with weighty repercussions on the spending on 

interest and the deficit for the 1992-1993 two-year period. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The need to modify the structure of the public debt so as to protect the State budget from interest-

rate shocks thus led to a series of initiatives aimed at facilitating an efficient mechanism for the 

placement of public bonds, that would make it possible to offer a wide range of instruments and 

maturities, thereby favouring the fixed-income segment and reducing the short-term or variable 

component.  In order to do this, a more liquid, transparent and efficient market was needed on the 

one hand, while it was necessary, on the other hand, to ensure more constant and regular coverage 

of the issues on the primary market. The reform of the regulated secondary market on Italian 

Government bonds (MTS) and the creation of the role of the 'Specialist" in government bonds (who 

committed not only to fulfil precise obligations to quote on the secondary market, but also to 

underwrite  significant volumes of government bonds at auction) made it possible to proceed 

successfully in changing the mix and consolidating the structure of Italy's public debt over time, to 

the point where the average life at the end of 2010 had reached an historical high (7.20 years) and 

the duration (which takes into account not only the burden of reimbursement but also the interest 

payment flows) was close to 5 years (4.91 to be precise).  

Therefore, even though the market environment presented increasingly growing difficulties and 

problems as from the outbreak of the subprime crisis in the summer of 2007, the Treasury 

continuously managed to obtain satisfying results through the end of 2010, with an average cost per 

issue at historical lows (2.19 per cent in 2009 and 2.10 per cent in 2010), an increasing duration and 

average life, and solid demand from institutional investors worldwide. These results were also the 

result of numerous innovations and adaptations of issuing policy which, although maintaining the 

regularity of the issues and the continuity of the core strategy, introduced those elements of 

flexibility that allowed for dealing with the instability of an increasingly volatile and nervous 

market, in which long-standing mechanisms and trends were breaking down without the 

establishment of any new equilibrium. 

 

 

December 1982 December 1992 
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Average Life of Government Debt 

(as of December 31, 2011) 

 

 

 

 

 

 

 

 

 

 

 

 

I shall list briefly only some of these innovations - the most significant ones - that turned out to be 

key for the success of the debt management:  

- the change in the auction methodology:  A fixed amount for issue is no longer announced 

for the medium-/long-term bonds; instead, a range of amounts is provided, within which the 

Treasury decides, at its discretion, where to set the price (previously, the mechanism was totally 

automatic, without any possibility for human intervention); in this manner, it is possible to maintain 

flexibility in maximising the quantity-price calibration, even in a very volatile market, where it is 

difficult to project with precision (even a few days beforehand) the extent of demand at an auction;  

- the extension of the re-opening reserved for the Specialists to the 12-month BOT issues 

(previously, the re-opening mechanism was in place for all medium-/long-term bonds, but only for 

6-month BOTs); in this manner, the Treasury is able to exploit to the best possible extent any 

additional unmet demand at auction or demand emerging the day after auction;  

- the changeover from a price-based to a yield-based auction for BOTs, with alignment to the 

international standard that favours the participation at auction of a greater number of institutional 

investors;  

- the supply not only of on-the-run bonds, but also off-the-run bonds, so as to satisfy possible 

market demand, for either substituting on-the-run bonds (rarely) or coupling the off-the-run bonds 

with on-the-run bonds (more frequently); it should be noted that one of the consequences of the 

crisis is the deterioration of the secondary market, which has not always been sufficiently liquid and 

efficient to satisfy possible demand arising for a specific bond, even if this bond already has a very 

large outstanding. 

This generally positive backdrop unfortunately gradually deteriorated in 2011 and even though the 

Treasury repeatedly managed to place its bonds, with bid-to-cover ratios largely above 1.0, the 

European sovereign debt crisis has undoubtedly also taken its toll on our nation. 

 

The management of the public debt in 2011.  

With regard to issuing activity and, more in general, the management of the public debt, the year of 

2011 was sharply divided, with a first half that was altogether in line with the prior year (albeit with 

an increasing trend of critical factors) and a second half marked by repeated turbulence of an 

unusual magnitude, in which the difficulties of finding a rapid and convincing solution at an EU and 

Euro Area level to the Greek crisis and more in general, to the support of Member States in 
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difficulty, caused a broad-based lapse of confidence among investors in the global market, which 

has yet to be dispelled.  

Against this backdrop, also at least partially as a consequence of a changing stance by the rating 

agencies, both analysts and investors have increasingly focused their attention on the size of the 

public debt, both in relative terms (namely, in relation to GDP and in relation to future economic 

growth prospects) and absolute terms, and the need to go to the market and the amounts of bonds to 

be issued.  This situation has been further exacerbated by developments in regulation that have 

increasingly limited the banks' manoeuvring room in the management of their government bonds 

portfolios.  

Thus, whereas through the month of May 2011, Italy had been perceived as far more creditworthy 

and solid than Spain, due to an entire series of factors that proved its 'staying power' since the 

outbreak of the crisis (a public deficit under control, the absence of a real estate bubble, a banking 

sector that had followed a prudent approach in lending and portfolio management, and the low level 

of indebtedness of Italian households), during the month of June, this perception started to weaken, 

before turning around in the summer and then deteriorating further, as is obvious from a mere 

glance at the graph of spreads. 

 

 

  Italy-Germany spread and Italy-Spain spread for 10-year bonds (2011-12) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Unfortunately, all of this occurred right before the start of 2012, a year in which the redemptions  of 

medium-/long-term government bonds are particularly significant.  It should be noted that the debt 

management strategy had already prudently begun to take into account this critical event as of 2009, 

with a gradual reduction of BOT issuance and thus the stock of BOTs whose outstandings went 

from €147.753 billion at the end of 2008, to €140.096 billion at the end of 2009 and to €130.054 

billion at the end of 2010.  At the same time, the relative weight of these short-term bonds to the 

total stock of government bonds went from 10.71 per cent in 2008 to 8.52 per cent in 2010. 
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Again in 2011, an effort was made to keep this segment to the minimum possible, but the 

difficulties emerging in the second half of the year naturally propelled the Treasury to lighten the 

pressure on the long-term segment with a moderate increase in short-term issuance, which caused 

the stock of BOTs in absolute terms to increase slightly at year end (€131.693 billion). In relative 

terms, however, the decreasing trend continued, with the ratio to the total stock falling to 8.3 per 

cent. In this manner, the higher pressure of the redemptions  over the medium/long term is partially 

offset by fewer maturities in the short term, so that the increase in total gross issuance in 2012 will 

be altogether modest:  against the €432.378 billion of 2011, the Treasury will issue around €450 

billion this year, a quantity that is less than the total issued annually from 2008 to 2010. 

 

 

 

More specifically, the Treasury avoided issuing any 3-month BOTs in the fourth quarter of 2011, so 

that there would no maturities of these bonds during the first quarter of 2012 given the already hefty 

redemptions of medium-/long-term issuance due during the February-April period.  Furthermore, 

with reference to the exchange and buy-back auctions, the portion of bonds maturing in 2012 was 

significant, as shown by the table below.  

 

 

Gross issuance net of exchange transactions 

 

  2007 2008 2009 2010 2011 

Short-term bonds 

 
231.772 277.900 273.328 214.940 213.731 

Medium-/long-term bonds 

 
177.416 198.746 261.158 250.285 209.939 

Total 409.188 476.647 534.485 465.224 423.670 
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Transactions to lessen maturities in 2012  

     

Transaction Settlement 
Bond 
bought 

back 

Maturity 
Notional bought 
back (ml.€) 

Ordinary Exchange  25-May-10 BTP 01-Feb-12 621.127 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 BTP 01-Mar-12 373.424 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 BTP 01-Mar-12 356.442 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 CCT 01-Mar-12 365.210 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 CCT 01-Mar-12 575.661 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 BTP 01-Jul-12 51.001 

Buy-back (Sinking Fund) 15-Dec-10 BTP 01-Jul-12 220.0 

Ordinary Exchange  01-Jul-10 CCT 01-Nov-12 279.997 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 CCT 01-Nov-12 90.943 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 CCT 01-Nov-12 436.516 

Buy-back (Sinking Fund) 15-Dec-10 BTP 15-Dec-12 500.0 

    
 

Total 

2010 
3,870.3 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 01-Feb-12 529.778 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 01-Feb-12 836.859 

Exchange Transaction via Electronic 
trading system   

26-Sep-11 BTP 01-Feb-12 507.880 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 01-Mar-12 418.480 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 CCT 01-Mar-12 566.763 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 01-Mar-12 314.952 

Exchange Transaction via Electronic 
trading system   

26-Sep-11 CCT 01-Mar-12 108.609 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 15-Apr-12 229.264 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 15-Apr-12 440.576 

Buy-back (Sinking Fund) 12-Sep-11 BTP 15-Apr-12 652.0 

Exchange Transaction via Electronic 
trading system   

12-Dec-11 BTP 15-Apr-12 414.203 

   
Total 
2011 

5,019.4 

     

 Total amount bought back 2010-2011 8,889.7 



 8 

Among the peculiarities of the sovereign debt crisis, the demand for longer term bonds since mid-

2009 has not always plagued by problems: sometimes the tensions have been more accentuated in 

1- and 2-year maturities than in 10-year, while on numerous occasions the 5-year segment has 

moved out of line with the yield curve.  This has repeatedly occurred, especially when the prospects 

of a solution to the Greek crisis were becoming difficult, raising fears for the staying power of the 

system over a rather short-range time horizon.  

Going on to analyse the development of the issuance during 2011, it is possible to ascertain that the 

Treasury maintained a presence in all segments during the first half of the year (the only security 

not issued was the 30-year BTP€i), and it was even possible, albeit not easy, to launch the new 15-

year inflation-indexed benchmark with a syndicated placement in June.  

The situation gradually grew more complicated in the summer, with Italy steadily losing ground 

with respect to Spain, with the interest rates on 10-year maturity more than 60 basis points below 

comparable Spanish bonds in June and this differential disappearing on 5 August.  As of the 

Monday thereafter, the ECB started to intervene with buying Italian and Spanish bonds on the 

secondary market, so as to contain the increase in interest rates consequent to the market's 

disappointment with the outcome of the summit held on 21 July.  For the entire month of August, 

the ECB's action (which was aided by the absence of Italian issuances made possible by the 

considerable amounts of liquidity generated from tax payments) seemed capable of capping interest 

rates on 10-year maturity at 5 per cent. However, starting in September the picture was once again 

deteriorating, with the expansion of the spreads not only between Italy and Germany, but also 

between Italy and Spain.  In addition to problems of another nature, two technical factors played a 

role in the run-up of the spreads:  

1. the increasing importance assigned by the market to the magnitude of the debt and of the 

individual auctions (Italy's debt is around three times' that of Spain);  

2. the ECB's intervention that was limited to only certain sectors of the market for Italian debt 

bonds (only nominal BTPs with a duration of between 2 and 10 years), which created distortions 

and liquidity shortfalls in the other segments.  

 

In order to remedy such distortions, the Treasury intervened in various ways:  

a) on the issuing front, it intensified the offer of off-the-run bonds, replacing those longer term 

that were less in demand by the market and more costly; 

b) it made exchange transactions more frequent, thereby withdrawing not only short-term 

bonds, but also several of longer term in the CCT and inflation-indexed segment;  

c) similarly, in making use of the resources available in the Government Bonds Amortisation 

Fund, it carried out a buy-back auctions with the same criteria.  

 

It is appropriate to point out that the design and execution of these extraordinary transactions 

(exchange and buy-back transactions) turned out to be more difficult than planned since certain 

opportunities for withdrawing bonds from the market at conditions exceptionally favourable to the 

Treasury were more apparent than real: indeed, even though the prices on the secondary market 

were well below par and thus appeared to justify the repurchase of the bonds trading at those prices, 

the actual willingness to redeem them on the part of investors who had previously acquired than at 

higher prices was rather limited.  Then in the case of exchange transactions, it was increasingly 

difficult to choose the security to be offered for the exchange given the market preferences were 
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often concentrated in bonds with a very high outstanding or whose price was largely below par, 

making the transaction barely effective from the standpoint of containing the level of the debt.  

As widely known, the tensions on the market continued during the autumn months, with the BTP-

Bund spread climbing above 400 basis points on the final day of October.  Such spread hit a high of 

551 basis points on 9 November, fluctuated between 450 and 500 basis points until 2 December, 

and then suddenly improved between 5 and 7 December (fluctuating between 366 and 388 basis 

points) and then finally gradually climbed higher due to the market's disappointment with the 

outcome of the summit held on 9 December.  The fluctuations have been sensitive to date, and 

paradoxically, the downgrade by Standard and Poor's does not seem to have any significant 

influence.  

As a consequence of the extreme volatility, the secondary market has deteriorated, with a drastic 

decline in trading volumes and the alienation of certain international investors. Fortunately, demand 

has been strong from domestic investors, not without considerable difficulties on the part of Italian 

banks, given the requirement of the European Banking Authority to build up capital so as to offset 

the mark-to-market valuation of government bonds held in bank portfolios. Thus, this requirement 

portfolios and prompted them to sell off a part thereof.  

Volatility has lessened the appetite for investing in Italian bonds, and the extreme nervousness of 

the market was reflected (particularly in November) in a troublesome inversion of the yield curve 

and in the decidedly high interest rates paid during the auctions of such period.  It is, however, 

appropriate to note that the situation has substantially recovered, as the interest rate on our 10-year 

maturity is by now well below 7 per cent and short-term rates returned to very low levels over a 

period of just over one month (at the most recent auction, the rate on annual BOTs was 2.375 per 

cent). 

 

        Yield on Italian government bonds: 3, 5 and 10 years  

  (January 2011 - January 2012)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Problems and prospects for 2012.  

The situation is still very delicate, particularly after Standard & Poor's decision, with effects on the 

investment decisions of institutional investors still to be examined and analysed.  However, the 

concerns about the sustainability of the debt at current interest rates are decidedly excessive, 
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particularly now that the yield curve is in large part normalised.  We must not forget that the rate of 

inflation in the past 12 months has been significantly above that posted in prior years and in 2010, 

in particular.  Accordingly, all things considered, even the real interest rate, net of inflation, is 

modest. 

With regard to the issuing strategy for 2012, reference should be made to the guidelines for public 

debt management which indicate continuity with the past, but also the recognition of the need to 

maintain greater manoeuvring room in order to tackle a complicated situation in the best way 

possible.  

Among the changes planned, I point out, in particular, a project to launch a new security targeted to 

small investors in Italy and placed directly online on Borsa Italiana's MOT platform. 

From a tactical perspective, the shorter term issuance (BOTs, commercial paper and bonds with up 

to 3-year maturities) will surely be increased during the first months of the year in order to facilitate 

more streamlined management of the renewal of bonds maturing.  

Still, it will be necessary to try to return to a more uniform distribution along the yield curve as of 

the second half of the year so as to avoid a significant shortening of the average life of the debt, 

which was around 7 years (6.99 precisely) at the end of last year, and to facilitate the reinstatement 

as early as possible of the ordinary policy of consolidating the structure of the debt. 

 

 

 

        Outstanding on 31 December 2011 
 

 


