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Evolution of the economic picture  

Recovery in line with expectations at the beginning of 2016 

At the beginning of 2016, the recovery of economic activity continued, and at a slightly faster 
pace than in the second half of 2015. The growth rate remains modest and lower than in the 
rest of the euro area, but the good news is that the recovery is driven by domestic demand. 
However, there are no signals of an acceleration. 

Italian GDP grew by 0.3% q/q in 1Q 2016. The reading was in line with expectations. Also, 
growth in the previous quarter was revised upwards (to 0.2% from 0.1%), and as a result 
annual growth exceeded forecasts by one tenth, despite slowing from 1.1% to 1.0%.  

While the data breakdown has not yet been released (it is due out on 31 May), based on the 
information disclosed by Istat, value added increased in the manufacturing and services sectors, 
while declining in agriculture. In our view, the main contribution came from the industrial sector 
net of construction, as industrial output increased by 0.7% q/q in 1Q 2016, after dropping by -
0.1% q/q in 4Q 2015. Furthermore, as also disclosed by Istat, contrary to the previous quarter, 
growth was driven by domestic demand (gross of inventories), as opposed to a negative 
contribution from foreign trade. We had indicated three months ago that the closing quarter of 
2015 may have represented an “anomaly” in this sense, as we expected that in 2016 (as had 
been the case in the first three quarters of 2015) the recovery would once again be led by 
domestic demand. Whereas in the previous quarter foreign demand had made a positive 
contribution (+0.1% q/q), outbalanced by the negative contribution of inventories (-0.4% q/q), 
the opposite has probably occurred in Q1. Detailed national account data will have to be 
assessed to verify the extent of the positive contribution of inventories. 

Private consumption is expected to have kept recovering at broadly the same pace as in the 
previous quarter (+0.3% q/q) and may in fact have accelerated year-on-year to 1.4%. The 
fundamental factors that are moderately driving the spending of households (recovery in 
employment and purchasing power) seem to be still at work, despite the fact that consumer 
confidence has dropped from its peak levels. 

For what concerns investments, at the beginning of 2016 investments in means of transport and 
in the construction sector may have declined, after growing in the second half del 2015. Vice 
versa, the good news could be a rebound in corporate spending on machinery and equipment, 
which had declined in three out of four quarters in 2015, helped along not only by the current 
recovery in domestic demand, but also by the maxi-amortisation option on new instrumental 
goods. 

In a nutshell, Italy is still growing at a slower pace than the euro area average (0.5% q/q, 1.5% 
y/y), but the reading interrupts the quarterly downtrend seen throughout 2015. Now that the 
external tailwinds that had triggered the recovery at the beginning of 2015 are waning 
(specifically the depreciation of the euro and the drop in oil prices, whereas the benefits are still 
being felt of an ultra-accommodative monetary policy, and of a fiscal policy which remains 
moderately expensive, at least for the time being), the expansion of domestic demand makes 
the current recovery more sustainable. 

For now, we confirm our forecast of average annual GDP growth in 2016, which at 1.2% was 
one of the most pessimistic of all those drawn up by the major forecasts last year, and is now at 
the upper end of consensus expectations. However, downside risks to the forecast are still in 
place, as in order to achieve this target, a quarterly acceleration of 0.3% q/q will be necessary 
compared to the current cruising speed. At the moment, there are no signals of such an 
acceleration being imminent – in fact, it seems an unlikely event in the present quarter. 

Paolo Mameli 

The new forecast picture is 
credible: only limited risks to 
growth still in place… 
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3) It should also be said that the rating agencies, and S&P in particular, also place 
emphasis on the limited predictability of policies, on the fiscal front especially. One 
example is the recent  tendency of including in the Stability Laws strict “safeguard 
clauses” which trigger an automatic adjustment of accounts, but only through 
unacceptable tax increases, which government then tries to avoid at the last minute. 
These clauses will represent an important challenge for the 2017 Budget, as they are 
worth almost one per cent of GDP next year. 

Fig. 9 – The latest official estimates of the forecast evolution of 
the debt/GDP ratio according to the main rating agencies… 

 Fig. 10 – … and Intesa Sanpaolo forecasts compared to the 
government’s targets  

 

 
Source: Intesa Sanpaolo elaborations on report rating agencies  Source: MEF and Intesa Sanpaolo forecasts 

The last of the main conditions highlighted by the rating agencies to proceed to a possible 
upgrade is to press ahead on with reforms. On this front, the considerations made by the rating 
agencies point out that: 

1) the reforms do not seem sufficient per se to determine a rating upgrade, but only if, 
and to the extent to which, they will induce an improvement in the other two 
conditions indicated, i.e. a strengthening of growth and a reduction of public debt. 

2) Moreover, the agencies’ baseline scenarios seem to contemplate continued efforts on 
the government’s part in carrying on the reform process. Therefore, should the 
measures prove insufficient to tackle Italy’s structural inflexibilities (in the labour, 
services and goods markets), and should these inflexibilities stay in place for longer 
than expected, a downgrade could be envisaged. 

3) On the other hand, the agencies attach importance not only to economic reform, but 
to institutional reforms as well: in particular, they all acknowledge that if the 
constitutional referendum to be held in October should confirm the reform of the 
Parliamentary system, alongside the already approved new electoral law, the law-
making process would become slimmer and the government’s powers would be 
stronger, with a potentially positive fallout on Italy’s rating. 

4) Among economic measures, those which the agencies seem to consider most 
important are the reforms of the labour market (initially clouded by serious 
implementation doubts, and which by contrast was completed beyond the 
expectations of the main agencies), of the education system, and the banking system, 
whereas progress on carrying forward the other reforms, specifically the judicial system 
and public administration reforms, is considered as slow. Also, the agencies believe a 
change of pace is required on policies geared to encouraging competition on the 
services and goods markets competition (a view we share). 

In essence, since the latest downgrade, progress seems to have been made in terms of 
economic growth and reforms, which could justify an improvement of the rating, whereas debt 
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reduction is still falling short of requirements. However, even considering only the aspect of 
public finances, it may be said in general terms that Italy’s low rating (in particular as awarded 
by Standard & Poor’s) is essentially due exclusively to the country’s high public debt (Figure 11). 
On the other hand, when considering public debt held by foreign investors (as a percentage of 
GDP), Italy is not among the countries most exposed to risks, and is broadly in line (53%) with 
France (63%), Germany (44%), and Spain (50%). Based on this ranking (see the regression line 
in Figure 12), a 3-4 notch upgrade of Italy’s rating would be in order. 

Fig. 11 – S&P rating (vertical axis) vs. public debt (average in 
the past 10 years) as % of GDP 

 Fig. 12 – S&P rating (vertical axis) vs. public debt held abroad 
(2014) as % of GDP 

 

 

 
Source: S&P, Eurostat, Intesa Sanpaolo elaborations  Source: S&P, IMF, Intesa Sanpaolo elaborations 

The size and trend of the public deficit does not justify the level of Italy’s rating, especially when 
considering the primary balance, i.e. net of interest expenditure (Figures 13 and 14). In the past 
20 years, only Belgium and Finland have averaged a higher primary balance than Italy. In fact, 
Italy has essentially maintained a positive primary balance for 25 years, i.e. since 1992, with the 
sole exception of 2009 (when the primary balance was in any case positive when adjusted by 
the cycle). This is a unique situation (obtained, however, at the considerable price of renouncing 
the possibility of using fiscal policy counter-cyclically). 

Fig. 13 – S&P rating (vertical axis) vs. public deficit (average 
over the past 10 years) as % of GDP 

 Fig. 14 – S&P rating (vertical axis) vs. primary balance (average 
over the past 10 years) as % of GDP 

 

 

 
Source: S&P, Eurostat, Intesa Sanpaolo elaborations  Source: S&P, Eurostat, Intesa Sanpaolo elaborations 

Furthermore, it should be said that, especially going forward, the sustainability if Italian public 
debt is improving. Obviously, sustainability depends first of all on the primary balance and on 
the cost of debt (Figures 15 and 16). In the past few years, the “marginal” cost of debt has 
plunged (cost of new issues down from 4.5% in 2012 to 0.8% in 2016), and is reflected at a lag 

The sustainability of debt is 
improving  
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by the average cost of debt, which is essentially “watertight”, at least for the 2016-17 biennium 
(and probably beyond), thanks to the delayed effects of the events of the past two years (most 
importantly the ECB’s quantitative easing programme). For what concerns the primary balance, 
the uptrend recorded between 2011 and 2014 seems to have paused, and may not resume 
before 2018. 

Fig. 15 – Primary balance (as % of GDP) and “marginal” cost of 
debt 

 Fig. 16 – Primary balance (as % of GDP) and average cost of 
debt 

 

Source: Intesa Sanpaolo elaborations on MEF data  Source: Intesa Sanpaolo elaborations and forecasts on MEF data 

Figures 17 and 18 illustrate the path of public debt in our public finance scenario up to 2017, 
and applying a baseline scenario starting in 2018 (real GDP growth 1.5%, GDP deflator 1.8%, 
primary balance 2.5%, and average cost of debt gradually on the rise from 2.6% in 2018 to 4% 
in 2032), and alternative assumptions on growth and primary balance (the same may be done 
for cost of debt). The asymmetry of growth should be noted: GDP growth of very close to zero 
compromises the evolution of debt much more than the latter is aided by GDP growth off the 
baseline scenario by the same amount.  

Fig. 17 –Public debt: baseline scenario and alternative 
assumptions on growth 

 Fig. 18 – Baseline scenario and alternative assumptions on 
primary balance 

 

 

Note: baseline assumptions from 2018: real GDP growth 1.5%, GDP deflator 1.8%, 
primary balance 2.5%, and average cost of debt up gradually from 2.6% in 2018 to 
4% in 2032. Source: Intesa Sanpaolo forecasts and elaborations on MEF data 

 Note: baseline assumptions from 2018: real GDP growth 1.5%, GDP deflator 1.8%, 
primary balance 2.5%, and average cost of debt up gradually from 2.6% in 2018 to 
4% in 2032. Source: Intesa Sanpaolo forecasts and elaborations on MEF data 

Tables 1 and 2 show the projected levels of public debt in 2020, 2030 and 2040, under various 
assumptions for real GDP growth and primary balance (given baseline assumptions for the 
average cost of debt and the GDP deflator). These simulations show that debt is sustainable, and 
the trajectory, at least in the near term, is a downward one; however, it is hard to expect a 
significant reduction on a reasonable time horizon (the baseline scenario points to a level higher 
than 120% of GDP in 2020 as well). 

0

1

2

3

4

5

2012 2013 2014 2015 2016

Cost of new debt issued

Primary balance

0

1

2

3

4

5

2012 2013 2014 2015 2016 2017 2018 2019

Average cost of debt Primary balance

40

60

80

100

120

140

2010 2020 2030 2040

GDP=0.5%

GDP=1.5%

GDP=2.5%
20

40

60

80

100

120

140

2010 2020 2030 2040

Surplus zero

Surplus 2.5%

Surplus 3%

Sam
ple



 Views on the Italian Economy 
20 May 2016 

Intesa Sanpaolo – Research Department 9 

 

Table 1 – Debt/GDP ratio as at 2020, based on alternative 
assumptions on real GDP growth (vertical axis) and primary 
balance (horizontal axis) 

 Table 2 – Debt/GDP ratio as at 2030, based on alternative 
assumptions on real GDP growth (vertical axis) and primary 
balance) 

 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0 4.5 
-0.5 134.0 132.5 131.0 129.4 127.9 126.4 124.9 123.3 121.8
0.0 132.0 130.5 129.0 127.5 126.0 124.4 122.9 121.4 119.9
0.5 130.1 128.6 127.1 125.6 124.0 122.5 121.0 119.5 118.0
1.0 128.2 126.7 125.2 123.7 122.2 120.7 119.2 117.7 116.2
1.5 126.3 124.8 123.3 121.8 120.3 118.8 117.4 115.9 114.4
2.0 124.5 123.0 121.5 120.0 118.5 117.0 115.6 114.1 112.6
2.5 122.7 121.2 119.7 118.2 116.8 115.3 113.8 112.3 110.9

 

  0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0 4.5
-0.5 158.3 151.0 143.6 136.2 128.8 121.4 114.0 106.6 99.2
0.0 148.3 141.1 134.0 126.8 119.6 112.5 105.3 98.1 91.0
0.5 138.9 132.0 125.0 118.1 111.1 104.1 97.2 90.2 83.3
1.0 130.2 123.4 116.7 109.9 103.2 96.4 89.7 82.9 76.2
1.5 122.0 115.4 108.9 102.3 95.8 89.2 82.7 76.1 69.5
2.0 114.3 108.0 101.6 95.2 88.9 82.5 76.1 69.8 63.4
2.5 107.2 101.0 94.8 88.6 82.5 76.3 70.1 63.9 57.7
 

Note: baseline assumption from 2018: GDP deflator 1.8%, average cost of debt up 
gradually from 2.6% in 2018 to 4% in 2032. Source: Intesa Sanpaolo elaborations on 
MEF data 

 Note: baseline assumption from 2018: GDP deflator 1.8%, average cost of debt up 
gradually from 2.6% in 2018 to 4% in 2032. Source: Intesa Sanpaolo elaborations on 
MEF data 

The key indicator on which the sustainability of debt rests is r-g, i.e. the difference between the 
cost of debt and nominal GDP growth: an indicator that has been on a sharp downtrend in the 
past four years, and is in fact forecast in negative territory from 2017 (in other words the 
nominal GDP growth rate will exceed the average cost of debt) for the first time in the past 10 
years.  

While market risk premium indicators (including, for instance, the 5Y CDS) seem to reflect the 
underlying improvement in the sustainability of debt (thanks to the reduction of the r-g 
indicator), the rating agencies’ views do not yet seem to price in this evolution (Figures 19 and 
20). 

Fig. 19 – S&P rating vs. r-g (average cost of debt – nominal GDP 
growth) for Italy 

 Fig. 20 – S&P rating vs. 5Y CDS for Italy 

 
 

Source: Istat and Intesa Sanpaolo elaborations  Source: EU Commission and Intesa Sanpaolo elaborations 

 

In a nutshell, while fundamentals both in terms of growth and reforms (and, to a lesser extent, 
of public finances) see compatible with an upgrading of Italy’s sovereign rating, the timing of 
the upgrade may not be imminent. There seem to be two main obstacles: 

1) there are still significant uncertainties, at the international level more than at the 
domestic, clouding the scenario, both on the economic front (especially the risks still 
deriving from the slowdown in some emerging countries), and on the political one (the 
UK referendum and elections this year in Spain and in the United States, and next year 
in Germany and France); 

2) the outcome of the institutional reform is still pending, and will depend on the 
outcome of the October confirmation referendum, which unfortunately has turned 
into a referendum on prime minister Renzi himself. If the reform is confirmed by the 
referendum vote, a window of opportunity would open (hopefully accompanied by at 
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least a partial reduction of the global scenario risks described above) for a rating 
upgrade. However, this could be prevented by: 

a. fiscal policy challenges, as the 2017 Budget Law will have raise substantial 
funds, of around 15 billion euros, to cover the safeguard clauses, and at least 
three billion if the EU Commission refuses to concede further flexibility to 
Italy; 

b. the completion of the reform could represent an incentive to bring forward 
the general election (this will depend on the evolution of consensus among 
the main political parties). 
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Summary of macroeconomic forecasts 

Macroeconomic forecasts 
2015 2016f 2017f 2015 2016 2017 

  Q3 Q4 Q1 Q2f Q3f Q4f Q1f Q2f Q3f Q4f
GDP (at constant prices, y/y)  0.6 1.2 1.4 0.8 1.1 1.0 1.0 1.3 1.5 1.5 1.5 1.3 1.3
- q/q % chg.   0.2 0.2 0.3 0.3 0.4 0.3 0.3 0.3 0.3 0.3
Households’ spending  0.9 1.3 1.2 0.5 0.3 0.3 0.2 0.3 0.4 0.4 0.3 0.2 0.2
Public spending  -0.7 0.3 0.3 0.2 0.6 -0.1 -0.1 0.0 0.0 0.1 0.1 0.1 0.2
Fixed investments  0.6 1.5 2.2 0.2 0.8 -0.1 0.5 0.5 0.6 0.6 0.6 0.4 0.4
- Investments in machinery 0.6 2.0 3.3 -0.4 -0.1 0.7 0.9 0.9 0.9 0.8 0.9 0.6 0.5
- Investments in transport 19.7 6.1 3.1 4.9 8.7 -2.0 0.8 0.7 1.0 0.9 0.7 0.5 0.4
- Investments in construction  -0.9 0.5 1.1 0.2 0.9 -0.6 0.2 0.2 0.3 0.3 0.3 0.2 0.3
Imports 5.8 1.8 3.6 -0.2 1.0 -0.4 0.7 0.8 0.9 1.0 0.9 0.8 0.8
Exports 4.1 1.2 3.6 -1.3 1.3 -0.8 1.0 0.9 0.8 0.9 1.0 0.9 0.9
GDP % contr.       
Foreign trade -0.3 -0.1 0.1 -0.3 0.1 -0.1 0.1 0.0 0.0 0.0 0.1 0.1 0.1
Final domestic demand 0.5 1.1 1.2 0.4 0.4 0.1 0.2 0.3 0.3 0.3 0.3 0.2 0.2
Inventories change  0.5 0.2 0.1 0.2 -0.4 0.3 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Productive activity       
Industrial output 0.9 1.4 1.4 0.4 0.0 0.6 0.3 0.3 0.3 0.3 0.5 0.4 -0.1
Prices, wages and incomes      
Consumer Prices (y/y) 0.0 0.0 1.3 0.2 0.2 -0.1 -0.3 -0.1 0.4 1.2 1.3 1.3 1.2
- excluding food & energy (y/y) 0.6 0.5 1.2 0.8 0.7 0.6 0.5 0.2 0.8 1.2 1.3 1.3 1.2
PPI (y/y) -2.7 -1.9 0.2 -3.1 -3.2 -2.8 -2.3 -1.1 -1.0 -0.1 0.1 0.4 0.7
Unemployment (%) 11.9 11.2 10.8 11.5 11.5 11.4 11.4 11.2 11.0 10.9 10.8 10.7 10.6
Total employment 0.9 0.9 0.8 0.7 0.0 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.1
Contract-based wages -0.2 0.3 0.6 -0.4 0.1 0.2 0.1 0.2 0.1 0.1 0.1 0.2 0.2
Real disposable income  1.1 0.8 1.3    
Savings rate (%) 0.8 1.3 1.4    
GDP (at constant prices, y/y)  8.3 7.9 8.1    
Balance of payments       
Current account (% of GDP) 2.1 2.3 1.9    
Public finance       
PA budget balance (% GDP) -2.6 -2.4 -1.7    
Debt (% of GDP) 132.7 132.6 131.2    
Financial variables*      
3m Euribor (%) -0.02 -0.27 -0.33 -0.03 -0.09 -0.19 -0.27 -0.31 -0.32 -0.33 -0.33 -0.32 -0.33
10Y BTP (%) 1.71 1.61 1.74 1.91 1.62 1.49 1.55 1.69 1.71 1.62 1.69 1.80 1.84
BTP/Bund spread (%) 1.19 1.23 0.88 1.23 1.06 1.21 1.29 1.27 1.15 1.11 1.02 0.91 0.89
 

Note: (*) assumptions underlying the macroeconomic forecasts.  
Source: Istat, Thomson Reuters-Datastream, Intesa Sanpaolo elaborations and forecasts 
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Trends in the Italian banking sector 

Significant drop in the rates on new household loans for house purchase  

In March too, the average rate on bank deposits remained unchanged at the level of the two 
previous months. The same happened to the rate on overnight deposits. According to ABI’s 
estimates, the decline should have resumed in April. However, also thanks to the drop in the 
average rate on outstanding bonds, in March the overall cost of funding stock decreased 
slightly, to a new record low in the historical series. As regards the conditions on new loans to 
non-financial businesses, the average rate essentially stabilised on the level of February and of 
the last two months of 2015. Conversely, the decline in the rates on new household loans for 
house purchase continued sharply, and was confirmed in April according to ABI estimates. Due 
to a drop in the rate on stocks of loans that is more marked than the decline in the cost of 
funding, bank spreads narrowed again both in March and in April according to ABI estimates.  

1Q2016 ended with an unchanged average rate on the stock of deposits at 0.49%, equal to 
level in the two previous months. The same occurred to the average rate on overnight deposits, 
unchanged at the record low of 0.14%. The halt in the drop of rates on overnight deposits 
concerned both the one offered to households, unchanged at 0.12%, and the one to non-
financial companies, which, during the quarter, fluctuated marginally at around 0.20%. ABI’s 
estimates for April indicate that the drop will resume, with the deposit rate at 0.47% overall, 
and at 0.13% in the case of overnight deposits.  

Rates on overnight deposits of households and non-financial 
businesses (%) 

 Average rates on overall outstanding deposits of households 
and non-financial businesses, excluding repos (%) 
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Rates on new deposits with agreed maturity of households 
and non-financial businesses (%) 

 Average rates on deposits with agreed maturity: new lending 
and stock (%) 
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With regard to deposits, the average rate on outstanding deposits with agreed maturity kept on 
falling, posting a result in March equal to 1.33%, -4bps mom. The cost of new transactions was 
back at 1%, thus reabsorbing the small rebound in February. Once again, the trend was driven 
by the volatility of the rate on new deposits with agreed maturity of non-financial companies, 
which has more than halved in March at 0.55% (-69bps mom) back at the level seen at the 
beginning of the year. Conversely, the average rate on new household time deposits remained 
essentially in line with that of the two previous months, at 1.14%, recording a marginal increase 
of 2bps mom.  

Even the average rate on the stock of bonds during the 1st quarter recorded a slow-down in the 
decline from 2.93% of the first two months to 2.91% in March, after recording in 4Q2015 a 
sharper decline than in the past. According to ABI estimates, in April it dropped by 1 bp mom. In 
March new fixed-rate issues rebounded to 1.44% from the record low of 0.90% in the previous 
month.  

In consideration thereof, the overall cost of funding stock further decreased by 2bps mom, both 
in March and in April, according to ABI's estimates, reaching a new record low in the historical 
series since the beginning of 2003. In particular, with the decline in March, the average cost of 
customer funding fell below 1%, to 0.99%.  

Rates on outstanding bank funding (%)  Rates on outstanding bank bonds and new issues (%) 
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Source: Bank of Italy and Intesa Sanpaolo calculations  Source: Bank of Italy  

As regards new loans to non-financial businesses, in March the rate essentially stabilised on the 
level of February and of the last two months of 2015, having reabsorbed the rebound seen at 
the beginning of 2016. In detail the average rate was equal to 1.90%, a marginal decline of 1bp 
on February, this latter revised upwards by approximately 20bps, as the last two months of 
2015. In April, according to estimates by ABI, the rate dropped by 5bps to 1.85%. In terms of 
components of the average rate, in March we registered a decline in the rate on transactions of 
up to 1M of -16bps mom to 2.57%, which was partly offset by an increase by 5bps mom to 
1.39% of the rate on new loans above 1M. With regard to February 2016 and the final months 
of 2015, the level of this rate was revised considerably upwards (by over 20bps in November and 
February), so much so that the rebound at the beginning of 2016 appears to have eased down.  
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Rates on new loans to non-financial businesses in Italy (%)  Rates on new loans of up to EUR 1M to non-financial 
businesses (%) 
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A comparison between European countries shows that the spread between the Italian rate on 
new loans to non-financial companies and that in the Euro area was almost wiped out for loans 
of up to 1M, equal only to 1bp in March, from an average of 10bps over the six previous 
months. In relation to the German rate, the spread is even marginally negative, for the first time 
since July 2011, at -1bp from +10bps recorded in February. For the Italian rate on new loans 
exceeding 1M, the upward revision made following the latest release of statistics, has reduced 
the negative spread with European rates, equal to -7bps in March, compared to the Eurozone 
average, not unlike the figure of -6bps in February. Also regarding the German rate the 
differential was slightly negative, at -3bps.   

Average rate on new loans of up to EUR 1M to non-financial 
businesses, Italy – Euro area comparison (%) 

 Average rate on new loans of over EUR 1M to non-financial 
businesses, Italy – Euro area comparison (%) 
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The decline in interest rates on new household loans for house purchase continued, and was particularly 

evident in March, as already seen in February, with a drop of 8bps mom in both cases, to a level of 2.33%. 
According to ABI’s estimates, in April the drop continued at a more moderate pace, to 2.30%. In detail, in 
March the fixed rate dropped by another 9bps mom to 2.66%, a new record low. As with 
previous months, the decline in the floating rate was more moderate, losing another 4bps mom 
at 1.92%. Therefore, the spread between the fixed and floating rates fell further, to 74bps. 

Also as regards the rates on the stocks of loans, the reduction was significant in March. The overall rate 
on loans to households and businesses further declined by 5bps mom settling at 3.16%, a new 
record low. According to ABI estimates, a further drop by 4bps mom to 3.12% is reported in 
April. 
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Rates on new household loans for house purchase (%)  Rates on outstanding loans to households and non-financial 
businesses (%) 
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As a consequence, due to the significant drop in the rates on loans, the spread between the 
lending and borrowing rates narrowed again by 3bps mom to 2.15%, which was the lowest 
value since the end of 2013. The spread reduced also in April, based on ABI estimates. As for 
the contribution of demand deposits, there was a further deterioration of the mark-down1, to  
-0.45% in March, a level never previously recorded, once again due to ever more negative 
Euribor rates. Finally, the mark-up2 on 1-month Euribor remained over 4%, though reducing 
slightly from 4.09% to 4.05%, a level that brings it back in line with the average of the last 
quarter of 2015 after the rebound at the beginning of 2016. 

Short-term contribution (%)  Short-term spread and overall spread (%) 
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1 Spread between the 1-month Euribor and the rate on overnight deposits of households and businesses. 
2 Spread between the rate on loans to households and businesses of up to one year and the 1-month 
Euribor. 
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Recovery of loans to households gains momentum   

The recovery of loans to non-financial businesses remains uncertain, with another fall of -0.3% 
yoy in March. Household loans continued a gradual acceleration at +1.1% yoy. As a 
consequence, overall, the change in loans to the resident private sector was still slightly positive, 
equal to +0.3% yoy. Based on ABI estimates, April confirmed a modest improvement. 

According to the changes calculated by the Bank of Italy, the recovery of loans to non-financial 
companies remains uncertain. The yoy change of overall loans adjusted for securitisations was 
indeed once again negative, albeit marginally, equal to -0.3% yoy after the +0.3% in February 
(data referring to resident customers of Italian banks, adjusted to take into account 
securitisations and other changes unrelated to transactions).  

By taking a look at the breakdown by duration of loans to non-financial companies, the trends 
already seen before were confirmed. The fall in short-term loans continued, equal to -5.7% yoy 
in March from -5.0% in February and an average -6.7% of the two previous months (data 
referring to customers residing in the Euro area, adjusted for the changes unrelated to 
transactions, but not for securitisations). At the same time, medium/long-term loans continued 
to grow, with a rise of +1.4% yoy in March, once again thanks to the performance of medium-
term lending. Indeed, medium-term loans (with an original maturity from 1 to 5 years) 
confirmed their double-digit growth rate, despite the slowdown at +13.6% yoy from +16.8% in 
February. Conversely, loans over 5 years continued to decline, in line with the previous month  
(-3.7% yoy in March). 

Medium-/long-term loans to non-financial businesses  
(yoy % change) 

 Net monthly flows of medium-/long-term loans to non-
financial companies (EUR million) 
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Loans to non-financial companies by duration (*) (yoy % 
change) 

 Loans to the private sector resident in Italy, figures adjusted for 
securitisations and net of central counterparties (yoy % change) 
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Loans to households confirmed their strengthening recovery, marking a stock increase of 1.1% 
yoy, the highest since May 2012. Within that category, the strong performance of loans for 
house purchase continued. With regard to the characteristics of new loans, the renegotiations 
of existing loans and fixed-rate loans continue to be significant, as a result of the extremely low 
interest rates and of the high level of competition on the household lending market. The impact 
of renegotiations3 remained higher than 30% in March, equal to 31.6% of new loans for 
household purchase (it was 23.5% a year earlier). Recently, the relevance of the phenomenon 
appears to be declining, on average, in the euro area, where the renegotiations accounted for 
31% of new mortgage loans, a lower percentage compared to the first two months of 2016 
and of the average of 2015 (37%). Fixed-rate loans also continued to confirm their importance, 
equal to 53% of the total new residential mortgage loans in March, albeit slightly more 
moderate compared to the previous two months and 57% on average of the 2H15. Concerning 
the key elements of the success of fixed rate loans, an additional decline was seen in the spread 
between fixed rate and floating rate, dropping in March to 74bps. 

Overall, in March the change in loans to the resident private sector remained slightly positive, 
equal to +0.3% yoy from +0.7% in February (-0.2% yoy at the beginning of 2016 and -0.9% 
yoy average in 2015, figures net of central counterparty transactions and adjusted for 
securitisations). Based on ABI estimates, April confirmed a small positive change.  

Household loan stock (yoy % change)  New loans for house purchase (gross flows) 
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Renegotiations of loans for house purchase as % of total 
monthly new business (gross flows) (*) 

 Disbursements of loans for house purchase: fixed rate as % of 
the total and spread between fixed and floating rate 
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3 Renegotiations refer to the active involvement of the household (or of the non-financial business) in 
adapting the terms and conditions of an existing loan agreement, including the rate of interest. Any 
automatic extensions and other adjustments of the terms and conditions are not regarded as renegotiations. 
Source: (EU) Regulation no. 1072/2013 dated 24/09/2013 (ECB / 2013/34). 
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Growth in deposits is confirmed  

Bank funding in March 2016 showed a decrease of 1.4% yoy, a more limited decline compared 
to the first two months of the year. This relative improvement was attributable to the faster 
growth in overnight deposits (+8.6% yoy) and the slow-down in the decline in deposits with 
agreed maturity (-13.3% yoy), which led bank deposits to increase by 3.9% yoy. Conversely, 
bank bonds continued to fall (-16.5% yoy). According to ABI estimates, the performance of 
deposits strengthened further in April, thus bringing the total funding to decrease only 
marginally by 0.5% yoy.  

In March 2016 bank deposits confirmed their upward trend, recording an increase of 3.9% yoy, 
a slight improvement compared to the first two months of the year (3.4% yoy the average of 
January and February changes) and closer to the 2015 average (3.8% yoy). According to ABI 
estimates, the trend in April strengthened further (+4.7% yoy compared to 3.7% in March on a 
consistent basis). 

The acceleration of deposits was mainly linked to the dynamic of overnight deposits, up 8.6% 
yoy from 8.2% of the previous month. Overall, the stock of overnight deposits increased by 68.5 
billion compared to March 2015. 

Also the slowdown in the decline of deposits with agreed maturity contributed to the 
improvement of deposit growth, recording a drop of -13.3% yoy, which was lower than in the 
previous month and compared to the 2015 average (-15.1% and -14% yoy respectively), 
although it was still a double digit figure. The change in absolute terms compared to the 
previous month fell to -61 million, compared to -2.4 billion in February and -1.5 billion on 
average in 2015. 

Finally, the decline in bonds kept intensifying, reaching -16.5% yoy (data adjusted for the issues 
held by Italian MFIs in their portfolios), stronger than the -14.2% yoy average in 2015. ABI 
estimates for April show a decline of the same magnitude of March (-15.9% yoy). 

Despite the strongly negative change recorded by bonds, the combined effects of the 
strengthening of growth in overnight deposits and of the marginal slowdown in the decline in 
deposits with agreed maturity led the bank funding to decline at a slightly more moderate rate 
than in the previous two months (-1.4% yoy in March 2016 compared to -1.7% in February), 
bringing the change to levels that are closer to those recorded on average in 2015 (-1.2% yoy). 
The ABI preliminary data for April 2016 showed only a slightly negative change (-0.5% yoy). 

Overnight deposits (*) (yoy % change)  Deposits with agreed maturity (*) 
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As regards bank assets under administration, securities held in custody on behalf of households 
and businesses continued to fall, more sharply compared to the previous month, albeit more 
contained than in 2015. For securities held in custody for consumer households, the annual 
change stood at -15.8%, while the monthly fall in absolute terms increased further, reaching  
-10Bn mom. The decline in debt securities held in custody on behalf of non-financial businesses 
intensified once again, down by 3.9% yoy and by 1.9 billion in absolute terms, compared to the 
previous month. Together, the two changes have led securities held in custody to decline by 
5.4% compared to March 2015, a sharper contraction than the 2015 average, also due to the 
slowdown in the growth of debt securities held in custody on behalf of insurance companies 
and financial institutions, which in March was equal to + 2% yoy against 8.9% on average in 
2015 and +3.4% in February.  

Customer funding at Italian banks (yoy % change) (*)  Debt securities held in custody at banks for some holder sectors 
(nominal values; yoy % change) 
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their households, may have a long or short position in any securities mentioned at any time, and may make a purchase and/or 
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interest are available through the above mentioned webpage. The conflicts of interest published on the internet site are updated 
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