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SUMMARY 

› Following the resignation of Italy’s Prime Minister Mario Draghi and the European 
Central Bank (ECB)’s 50 bp rate hike on 21 July, the 10-year Italian government 
bond yield rose to 3.55%, with its spread vs. the German Bund reaching 232 bp. 

› We expect Italian Buoni Poliennali del Tesoro (BTP) spreads to remain volatile and 
particularly vulnerable to Italian political risks, as snap elections are held on 25 
September. Key for investors will be the thorough implementation of the National 
Recovery and Resilience Plan (NRRP), which is necessary to receive the next 
tranches of the Recovery and Resilience Facility (RRF).  

› The ECB has delivered on its part by setting up a new Transmission Protection 
Instrument (TPI). Although the ECB is unlikely to cap BTP spreads should snap 
elections trigger a political crisis, the fact that the TPI is unlimited, unanimously 
agreed and at ECB’s full discretion should still provide a backstop. It will prove 
useless however if the new government jeopardises Italy’s eligibility for the TPI. 

› In our central scenario we would expect the 10-year BTP spread to hover around 
250 bp in the coming months due to political uncertainty with risks of larger rises. 
Our year-end forecast stands at 200 bp as we expect the next government to still 
receive fiscal support from the European Commission (EC) and monetary support 
from the ECB. Given upside risks on 10-year BTP yields we remain underweight 
euro periphery government bonds.  

CHART 1 : 10-YEAR EURO GOVERNMENT BOND YIELDS 

Source: PWM - CIO Office & Macro Research, Factset, 21.07.2022 

 
CHART 2 : 10-EURO PERIPHERY SOVEREIGN BOND SPREADS VS. THE BUND 

Source: PWM - CIO Office & Macro Research, Factset, 21.07.2022 
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ECB delivers but how effective will it be? 

After signalling a 25 bp hike of its policy rate at its previous meeting, the ECB delivered 
a bolder 50 bp at its July meeting, thereby bringing back the deposit rate to zero for the 
first time since 2014. Although the move was only partly priced in by market participants 
following reports in the press, 10-year Bund yield fell by 3 bps on the day to 1.22%, while 
its Italian counterpart rose by 15 bp to 3.55%. As such, 10-year euro government bond 
yields remain well below the peak of mid-June, when the BTP reached 4.08% (a level not 
seen since 2013) and the German Bund 1.76% (see chart 1). Fears of recession have 
weighed on long-term bond yields globally and sent corporate and periphery 
government bond spreads wider (see chart 2). 

After peaking at 242 bp on 14 June, the 10-year BTP spread vs. the Bund had tightened 
again on market expectations that an anti-fragmentation tool (Transmission Protection 
Instrument, TPI) would be unveiled at the 21 July ECB meeting. Although the ECB 
delivered again, the resignation of Italy’s Prime Minister Mario Draghi prompted the 
10-year BTP spread to widen to 232 bp on 21 July. Mario Draghi took his decision after 
the centre-right parties (Forza Italia and Lega) in his governing coalition failed to vote for 
him in the confidence vote at the Senate on 20 July and the Five Star Movement (M5S) 
abstained. Although the ECB is unlikely to cap BTP spreads should snap elections trigger 
a political crisis, the fact that the TPI is unlimited, unanimously agreed and at ECB’s 
full discretion should still provide a backstop sufficient to prevent a sustained 
widening in peripheral bond spreads over the medium term. Nevertheless, its 
eligibility criteria still require the next Italian government to remain fiscally 
responsible.  

According to the press release, the TPI should be activated in case of “unwarranted, 
disorderly market dynamics that pose a serious threat to the transmission of monetary 
policy”. This means that no specific level of euro periphery government bond yields or 
spreads has been communicated to trigger its activation. However, the timing of ECB’s 
extraordinary meeting on 15 June, the day after the 10-year BTP yield closed at 4.08% and 
its spread at 242 bp, means that the pain threshold is probably close to these levels.  

Italy’s public debt headache 

One of the four criteria for a country to be eligible to the TPI is “that the trajectory of 
public debt is sustainable”. Italy’s debt sustainability question is likely to remain, with 
domestic politics the main driver of Italian government bond spreads, given it is in 
rating agencies’, investors’ and now in ECB’s sights. The launch of the TPI likely means 
that the ECB reckons that in order to raise its deposit rate well above zero (we forecast a 
deposit rate at 1.5% by mid-2023) it will have to make sure the rise in the average cost of 
funding of the Italian government does not make Italy’s debt unsustainable through 
an ‘unwarranted’ widening of spread (i.e. linked to investors’ speculation).  

Looking at Italy’s debt-to-GDP trajectory, we estimate it could stabilise close to current 
levels (151% in 2021) if the 10-year BTP yield remains stable around 3.5% (all else 
equal) in the upcoming decade. It would rise towards 170% if the yield settles 
permanently around 4.5%, effectively making Italy’s debt unsustainable (see chart 3). 

https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr220721%7E973e6e7273.en.html
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Beyond the cost of funding risk, Italy’s nominal GDP growth is also key. Although 
elevated inflation usually boosts nominal growth and public revenues, leading to a fall in 
debt-to-GDP ratios, the energy shock Europe is encountering is already putting 
additional strains on public finances. For now, Italy’s government has maintained its 
forecasted deficit at 5.6% of GDP for 2022, financing the fiscal support to counter high 
energy prices with savings within the budget and extraordinary taxes on the windfall 
profits of energy firms. Should gas rationing become necessary or high energy prices lead 
to a sharp drop in domestic consumption and production, the recession could be more 
severe than we anticipate, thereby reducing government revenues.  

CHART 3: ITALY’S PUBLIC DEBT-TO-GDP RATIO AND OUR OWN PROJECTIONS 

Source: PWM - CIO Office & Macro Research, European Commission  

Political turmoil unlikely to be fought by the TPI 

On top of looming risks from an energy crunch, a negative note emanated from Italian 
politics after a week-long saga regarding the survival of the government led by Mario 
Draghi. His resignation as Prime Minister on 21 July (his second resignation in a week) 
was a clear negative for market participants.  

Italy is now less likely to remain on track with its reform agenda and be able to get the 
disbursement of the next tranches of Recovery and Resilience Facility (RRF) funds. The 
snap elections on 25 September could delay both the process to vote on the 2023 
budget and the implementation of the National Recovery and Resilience Plan (NRRP), 
which is necessary to receive the next tranches of the RRF. The second tranche is still 
likely to be disbursed, meaning that Italy would have secured EUR42.1 bn (2.5% of 2021 
nominal GDP) in grants and loans out of the EUR191.5 bn it was allocated. Uncertainties 
regarding the composition of the future governing coalition also mean that Italy could in 
the future struggle to meet the necessary conditions to be eligible for the TPI. This 
means that the current political uncertainty in Italy is making the TPI less credible to 
market participants as a tool to contain widening of euro periphery spreads.  
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Back in 2018-2019 when the League and the M5S formed a populist and Eurosceptic 
governing coalition, the 10-year BTP spread averaged 255 bp. According to the latest 
polls, the centre-right coalition with 46% of voting intentions could well be in position 
to govern after the snap elections, while for a centre-left governing coalition it would 
very much depend on the small parties and M5S participation (see chart 4).  

A positive compared to 2018-2019 is the reduced Eurosceptic rhetoric from the far right, 
as the European Union (EU) has finally provided more fiscal support through the RRF. 
Nevertheless, both the League and the M5S have been calling for an increase in Italy’s 
deficit, so a backlash against the EC could take place in 2023 if the deficit is not reduced 
as planned. The EC could still launch an Excessive Deficit Procedure (EDP), if it deems 
the government budget at risk of destabilising public finances.  

CHART 4: VOTING INTENTIONS FOR ITALIAN PARTIES 

 
Source: PWM – CIO Office & Macro Research Various polls 

We expect BTP spreads to remain volatile and vulnerable to Italian political risks. Key 
for investors is the thorough implementation of the NRRP, as it could boost potential 
growth through public investments. The ECB has delivered on its part by setting up the 
TPI. Although the ECB is unlikely to cap BTP spreads should snap elections trigger a 
political crisis, the fact that the TPI is unlimited, unanimously agreed and at ECB’s full 
discretion should still provide a backstop. It will prove useless however if the new 
government jeopardises Italy’s eligibility either by putting its debt-to-GDP ratio on an 
unsustainable path, by not complying with its NRRP or by being subjected to an EDP. 

In our central scenario, we would expect the 10-year BTP spread to hover around 250 bps 
in the coming months due to political uncertainty with risks of larger rises. Our year-end 
forecast stands at 200 bps as we expect the next government to still receive fiscal 
support from the EC and monetary support from the ECB. But any drifting away from 
the EC requirements from the next government is likely to make Italy subject to severe 
spread widening pressures with the only resort potentially being to apply for the 
Outright Monetary Transactions (OMT) program. Given upside risks on 10-year BTP 
yields we remain underweight euro periphery government bonds. 
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DISCLAIMERS 

STOXX Limited (“STOXX”) is the source of Stoxx 600 and of Euro Stoxx and the data comprised therein. STOXX has not been involved in any way in the creation of any reported 
information and does not give any warranty and excludes any liability whatsoever (whether in negligence or otherwise) – including without limitation for the accuracy, 
adequateness, correctness, completeness, timeliness, and fitness for any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions 
in the Stoxx indices mentioned on this document or its data. Any dissemination or further distribution of any such information pertaining to STOXX is prohibited.”  

ICE-BofA Merril Lynch. The index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (”ICE Data”) and/or its Third Party Suppliers and has been licensed 
for use by Pictet. ICE Data and its Third Party Suppliers accept no liability in connection with its use.  

NYSE Euronext. All rights in the NYSE Euronext indices and/or the NYSE Euronext index trademarks vest in NYSE Euronext and/or its licensors. Neither NYSE Euronext nor its 
licensors accept any liability for any errors or omissions in the NYSE Euronext indices or underlying data. No further distribution of NYSE Euronext data and/ or usage of NYSE 
Euronext index trademarks for the purpose of creating and/or operating a financial product is permitted without NYSE Euronext’s express written consent.”  

Bloomberg Index Services Limited.  

”SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and the data comprised” SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and 
the data comprised therein. SIX Swiss Exchange has not been involved in any way in the creation of any reported information and does not give any warranty and excludes any 
liability whatsoever (whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and fitness for 
any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI_SPI or its data. Any dissemination or further distribution 
of any such information pertaining to SIX Swiss Exchange is prohibited.  

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of any 
financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) 
any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance 
analysis, forecast or prediction. The MSCI information is provided on an ”as is” basis and the user of this information assumes the entire risk of any use made of this information. 
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the ”MSCI Parties ”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement. merchantability and fitness for a 
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, fast profits) or any other damages. (www.msci.com).  

@ 2021, Markit Economics Limited. All rights reserved and all Intellectual property rights retained by ”Markit Economics Limited.” or as may be notified by Markit to Pictet from 
time to time.  

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock Exchange, Inc. and Tokyo Stock Exchange, Inc. owns all rights and know-
how relating to the TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored, endorsed or 
promoted by Tokyo Stock Exchange, Inc. 
 

Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 
687 L-2016 Luxembourg. 

Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore subject to the supervision of the Swiss Financial Market Supervisory 
Authority (FINMA). 

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier. 

This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution, 
publication, provision or use would violate current laws and regulations. 

The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general 
or tailored to the personal circumstances of any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet Group may be held 
liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result 
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the 
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but 
no representation or warranty, express or implied, is made as to its accuracy or completeness.  

Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual 
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences. 

Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet 
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or 
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the 
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. 
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value, 
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and 
economic situation in those countries is significantly less stable than in industrialized countries. They are much more exposed to the risks of rapid political change and economic 
setbacks.  
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Past performance must not be considered an indicator or guarantee of future performance, and the addressees of this document are fully responsible for any investments they 
make. No express or implied warranty is given as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content of this document can 
only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. Therefore, any form of 
reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this document, and no liability whatsoever will be 
incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information 
reproduced in this document.  

This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited provided that the source is indicated. All rights reserved. Copyright 2022. 

 

Distributor: Pictet & Cie (Europe) S.A., London branch (“Pictet London Branch”) 

This is a marketing communication distributed by Pictet London Branch. 

This document sets forth neither a personal recommendation tailored to the needs, objectives and financial situation of any individual or company (investment advice as defined 
in the Financial Conduct Authority’s Handbook of rules and guidance (the “FCA Handbook”)), nor the results of investment research within the meaning of the FCA Handbook. 
Moreover, it does not constitute an offer, or an invitation to buy, sell or subscribe to securities or other financial instruments, nor is it meant as a proposal for the conclusion of 
any type of agreement. Furthermore, this document should not be considered a suitability report as Pictet London Branch has not received all the necessary information on the 
recipient to complete its suitability assessment that covers the recipient’s knowledge and experience, tolerance to risk, investment needs and the recipient’s ability to absorb 
financial risk. Should its addressee decide to proceed to any transaction in relation to a financial product referred to herein, this will be in his sole responsibility, and the 
suitability/appropriateness of the transaction and other financial, legal and tax aspects should be assessed by an expert. 

Any information contained in this document is disclosed for information purposes only, and neither the producer nor the distributor can be held liable for any fluctuation of the 
price of the securities. No express or implied warranty is given as to future performance. The opinions expressed reflect an objective evaluation of information available to the 
general public, such as rates from customary sources of financial information. The market value of securities mentioned may vary on the basis of economic, financial or political 
changes, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover, exchange rates may have a positive or negative 
effect on the value, the price or the income of the securities or the related investments mentioned in this document. It is also expressly noted that forecasts are not a reliable 
indicator of future performance, while past performance is not a reliable indicator of future results. 

You shall only take investment decisions when you fully understand the relevant financial product and the involved risks. In particular, the relevant product documentation 
(such as the issuance program, final terms, prospectus, simplified prospectus and key (investor) information document), as well as Appendix 4: Risk Warnings Relating to 
Trading in Financial Instruments of the Terms and Conditions of Pictet London Branch, shall be read. Structured products are complex financial products and involve a high 
degree of risk. The value of structured products depends not only on the performance of the underlying asset(s), but also on the credit rating of the issuer. Furthermore, the 
investor is exposed to the risk of default of the issuer/guarantor. 

In respect of any product documentation, including key information documents of Packaged Retail and Insurance-based Investment Products (“KIDs”) and key investor 
information documents of Undertakings for Collective Investment in Transferable Securities (“KIIDs”), please note that these may change without notice. You should therefore 
ensure that you review the latest version of them prior to confirming to Pictet London your decision to invest. If you have been provided with a link to access the respective 
KID/KIID/other product document, you should therefore click on the link immediately before confirming to Pictet London Branch your decision to invest, in order to review the 
most recent version of the respective KID/KIID/other product document. If you have not been provided with a link to access the relevant document, or if you are in any doubt as 
to what the latest version of the respective KID/KIID/other product document is, or where it can be found, please ask your usual Pictet London Branch contact.  

Pictet London Branch is not the manufacturer of the product(s) and the KID/KIID/other product document is provided by a third party. The KID/KIID/other product document is 
obtained from sources believed to be reliable. Pictet London Branch does not make any guarantee or warranty as to the correctness and accuracy of the data contained in the 
KID/KIID/other product document. Pictet London Branch may not be held liable for an investment decision or other transaction made based on reliance on, or use of, the data 
contained in the KID/KIID/other product document.  

By subscribing to the product(s) proposed herein, you acknowledge that you have (i) received, in good time, read and understood any relevant documentation linked to the 
product(s), including, as the case may be, the respective KID/KIID/other product document; (ii) taken note of the product(s) restrictions; and (iii) meet the applicable subjective 
and objective eligibility conditions to invest in the product(s). 

Pictet London Branch may, if necessary, rely on these acknowledgements and receive your orders, to transmit them to another professional, or to execute them, according to the 
relevant clauses of your mandate, as well as the Terms and Conditions of Pictet London Branch. 

The content of this document shall only be read and/or used by its addressee. Any form of reproduction, copying, disclosure, modification and/or publication in any form or by 
any means whatsoever is not permitted without the prior written consent of Pictet London Branch and no liability whatsoever will be incurred by Pictet London Branch. The 
addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information provided in this document. 

Pictet London Branch is a branch of Pictet & Cie (Europe) S.A.. Pictet & Cie (Europe) S.A. is a société anonyme (public limited liability company) incorporated in Luxembourg 
and registered with the Luxembourg Registre de Commerce et des Sociétés (RCS no. B32060). Its head office is at 15A, avenue J.F. Kennedy, L-2016 Luxembourg. Pictet London 
Branch is registered as a UK establishment with Companies House (establishment number BR016925) and its UK establishment office address is Stratton House 6th Floor, 
London, 5 Stratton Street, W1J 8LA. 

Authorised and regulated by the Commission de Surveillance du Secteur Financier. Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the 
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to 
operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website. 

 

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore and/or Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong Kong.  

The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer 
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to 
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This document is intended for general circulation and 
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it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any 
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies 
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to 
invest.   

BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor, and accepts no fiduciary 
duties to any investor in this regard, except as required by applicable laws and regulations. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no advice 
concerning the appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct 
its own investigation and analysis of the Investment and consult with its own professional adviser(s) as to any Investment including the risks involved. 

This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall 
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, time to maturity, market conditions and volatility, 
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of 
any Investment mentioned in this document.  Accordingly, investors must be willing and able to assume all risks and may receive back less than originally invested.  

Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet 
HK Branch regarding future performance. 

This document does not constitute the investment policy of BPCAL/Pictet HK Branch, or an investment recommendation, and merely contains the different assumptions, views 
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of 
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK Branch to update any of them.  BPCAL/Pictet HK Branch may have issued 
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document. 

While the information and opinions presented herein are from sources believed to be reliable, BPCAL/Pictet HK Branch is not able to, and do not make any representation or 
warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK Branch accepts no liability for loss arising from the use of or reliance on this document presented for 
information purposes only. BPCAL/Pictet HK Branch reserves the right to act upon or use any of the information in this document at any time, including before its publication 
herein.  

BPCAL/Pictet HK Branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the 
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