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Italian retail debt market:
traditional products and distribution channels

In Italy, retail investors have normally had two types of financial products directly and indirectly
payable by the State: Government securities (direct liabilities) and Postal Savings
Certificates (guaranteed by the State).

> Government securities are issued by the Italian Treasury.

They can be purchased by auction (primary market), that is at their issue, and also on
the secondary market, where they are exchanged on a daily basis.

They are all negotiable.

= Selling channel: Banks or any other authorized financial intermediaries, but also through
any home-banking system equipped with the on-line trading feature

> Postal Savings Certificates (Postal bonds) are issued by Cassa Depositi e Prestiti (CDP).

There is not a secondary market for Postal bonds, since they are nominative and non-
marketable instruments.

= Selling channel: nearly 13.000 Postal Offices of “Poste Italiane SpA”, the Italian limited
Public Corporation for postal services, throughout the country, plus digital channels
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Italian retail public debt market:
some historical background (70’s-80’s)

» A long-dated history of returning retail
investors
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» 70s and 80s high-inflation era had
accustomed retail investors to search for
high nominal yields
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REPUBBLICA ITALIANA - B%7 % Although no specific goal in terms of retail
DIREZIONE GENERALE DEL DEBITOPQBBLICO Y 2 .
BVONI DEL TESORO POLIENNALI 13% VA share had ever been assigned to the DMO,
retail investors used to be a substantial
Italy 15-y bond certificate, 1978 share of Gov Bondholders due to a lack in
alternatives in a far less open market than
nowadays

» Government needed retail investors and
the retail investors felt confident in lending
their money to the Government: no need
for specifically retail-tailored products
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Italian retail public debt market:
some historical background (80’s-90’s)

Since the 80s, the original approach to public debt management of the Italian
Treasury has been focused on providing easy access to the whole range of securities
offered to wholesale investors

Central Government has not traditionally offered specific retail bonds, but
households have always had the chance to buy a wide range of Treasury securities
easily, both via auction and on the secondary market.

Retail investors can participate in new issues or negotiate government bonds
through financial intermediaries that have access to the auction system as well as to
the regulated secondary markets.

In this context, the development of a strong retail market has been strengthened by
households saving rate in Italy, overall higher, on average, than those historically
registered in the other European countries.
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Italian retail public debt market:
some historical background (after the euro)

» Despite the increasing debt
trend, since 2011 the share of
debt held by retail investors has
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@ been declining continuously
2000 T NI e T + 20% » This was driven by a combination
of low or negative interest rates
and intense financial innovation
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that contributed in channeling
retail savings into different
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intermediaries
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> In the last few years, however,

the speed of decline slowed
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A long-standing policy to safeguard retail investors

» The first decree aimed to safeguard the retail investors was approved in the early ‘90s
(1992 Ministerial Decree, containing “Specific rules for transparency in Government
bond placement transactions”).

» In the wake of this policy, over the years the Treasury has modified the original decree
considering the evolution of financial markets, preserving the safeguard of the retail
customers (the last decree was approved in 2009).

» Maximum fees and management costs of Government bonds are fixed by decree, as
well as settlement rules and communication to be provided by financial
intermediaries.

» Furthermore, our official website www.publicdebt.it promotes financial literacy by
making it easy for customers to learn about the products and understand how to
purchase and hold Government securities under the legislation in force. Financial
literacy, financial sophistication, and the use of professional financial advice play an
important role in the composition of households’ wealth and they are an important
driver of the Italian retail debt market
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http://www.publicdebt.it/

2 The current situation
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The current role of retail public debt

Since 2019 the share of public debt held by retail investors stabilized in the region of 6-8%

This was favored by the DMO that kept issuing retail-tailored products:

" since 2012 BTP-Italia (re-branded in 2020), which are inflation-indexed bonds specifically designed
for retail investors.

. in June 2020, the government also issued a new retail series bonds the BTP Futura, with step-up
coupons and a GDP-linked final bonus.

The pandemic encouraged the acceleration of the transition to the use of digital devices
which enable easier and faster access to information on available debt instruments and to buy
and sell them (e.g. home banking) thereby reducing the pressure on households to buy bank-
sponsored products that normally takes place in ordinary times

Treasury’s Debt Management Guidelines for 2022 state that the Treasury’s market strategy
over coming months will be based, inter alia, on “the continuation of issuances devoted to
retail investors, aimed at expanding their direct participation in public debt”

Comparing with other developed economies, Italy has still one of the largest share of debt
securities held directly by retail investors
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Holdings of government debt by retail investors:

comparison with other countries (Q3 2020 ECB data)

Direct holdings by the retail in the

Q3 2020

Direct (a) + (b)

form of securities and postal bonds o | ot | ot | a0 | ot | Tow Deposits | securlies | indrect

. . 1995 | 2000 | 2005 | 2010 | 2015 | (a)+(b)*(c) (a) (b) ()
in Europe in Q3 2020 was 2.2. In — e N " i »
Italy aImOSt 7% Germany 23 24 0.2 0.0 0.2 22
Estonia 0.1 0.1 0.1 11 0.1 0.0 0.0 1.0
Households held both directly and Ireland 195| 164 08 a1 96 9.1 9.1 0.0 05
indirecﬂy around 16% of Greece 2.1 26 16 1.3 0.3 10
government debt in the euro area Spain 14.8 8.6 10.2 12.4 9.4 0.1 0.0 0.1 9.2
in Q3 2020. The Ievel WaS close tO France 23.2 19.6 11.1 10.8 12.4 12.2 0.0 0.0 0.0 12.2
. Italy 38.2 34.3 23.0 229 18.9 6.9 2.2 4.7 12.0
19% L Italy. Cyprus 28 27 25 0.0 25 01
Latvia 3.5 2.4 6.8 2.8 1.2 11 0.1 17
In Italy, the component of Lithuania 24| 120 84| s 27| 13| 03| 10 14
government debt held by the retail Luxembourg 84| 53| 73| 10 05| o3 0.0 03|  oi
includes, in addition to securities Maita 305 203|104 48| 148 09
dlrectly held by hOUSGhOldS, SaV'ng Netherlands 10.1 15.8 16.1 0.2 0.0 0.2 15.9
bonds |Ssued by the Treasury up Austria 6.2 25 21 22 1.7 0.2 0.0 0.2 15
. Portugal 19.0 13.6 9.4 12.3 15.3 11.9 10.1 1.8 34
to 2003 and funds ralsed by Cassa Slovenia 15.9 8.0 29 21 0.2 0.0 0.1 19
Depositi e Prestiti (the national Slovakia 7 a2l ox 00 o .
promotional institute) with postal Finland 0s 03| oo 00 00| o2
savings bonds and held at the Euro area 158 8| 22 12 10| 137
Treasu ry as depos'ts. United States 50.3 451 45.0 395 34.4 315 145 0.6 139 17.0
Canada 36.8 446 39.9 36.8 34.7 28.6 2.9 0.6 23 257

United
Kingdom 47.2 53.9 46.8 26.6 23.9 26.6 7.8 7.7 0.1 18.8
€3 Ner) s 3




3 Products designed to retail investors:
= Btp ltalia

= Btp Futura




A move to gain retail bondholders since 2020

In spring 2020 the Treasury implemented a threefold move to bring back retail
investors to government securities, in a contest of high need for investor
diversification:

» Re-branding and issue BTPs Italia as a tool to finance Covid-19 emergency
measures. BTP Italia was the only already existing Italian security purposely
designed for retail investors. Due to its financial features, BTP Italia was deemed
covering just a part of the potential retail demand, leaving room for a new
product to reach additional investors.

» Designing a brand-new product (BTP Futura), with different financial features,
that too to finance Covid-19 emergency measures.

» Implementing a communication strategy in order to get awareness (i) of the link
between the issuances and the emergency and (ii) of the features of the new BTP
Futura.
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BTP Italia — main features

» Usually 4 - 8 year bonds, indexed to Italian inflation official index (FOI)

» Semi-annual coupons, including:
= a fixed yield (set at the auction) to the revaluated principal
= principal revaluation of the period (and not in full at maturity)

» Fixed fidelity bonus at maturity for those who buy at issuance and hold it
until maturity

In a context of low/negative interest real BTP

rates, the last BTP Italia was set with an 8- ITALIA
: : . N

year maturity and the final bonus was split in Dai potetaal tus HsparIc

two parts, the first paid after 4 years and the
last at maturity.
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BTP Futura — main features

1 BTP
' I' | Futura

Respectively 8, 10, 12 e 16 - year maturity

The first bond exclusively reserved to retail investors. Proceed supports
Economic Policies set up to empower Country’s Economic Resilience

A step-up mechanism offering increasing pre-set annual coupon rates: e.g., BTP
Futura fourth issue was structured on a 12 years tenor. On its placement (2021, 8
-12 November) this Bond priced 0,75% nominal yield from the 1st to the 4th
year; 1.25% from the 5th to 8th year; 1.70% from the 9th to 12th year.

Fidelity bonus linked to the average annual variation of the Italian nominal GDP
recorded in the security’s lifespan (for individuals holding the bond from
placement until maturity)
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a4 Communication strategy and figures
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Retail debt instruments: the communication mix

4 issues of BTP Futura and 1 issue of BTP Italia from July 2020 to June 2022

Always updated digital contents on all Websites (Mef, Department of the Treasury, Banks)

Dedicated MEF e-mail box for assistance (with timely responses even during weekends)

Social media Mktg: Sponsored Facebook posts + Social media plan coordinated with
Banks, Borsa Italiana and Poste Italiane Spa + Google ADV

Media relation with interviews to Mef officials

Tv and Radio Spot on the national broadcasting company network RAI

Free for Public Administration campaigns

. Sponsored stories on national news portals and radio (first BTP Futura issue only)

. 2 weeks Advertising on national and local newspapers and radios (first BTP Futura issue only)

o Dipartimento . paid activities Cost free
) I\QE del Tesoro



BTP Italia - A close look to the new TV SPOT

The creative idea of
the spot shows
scenes of daily life.
A tricolor ribbon
wraps, as a
protection, all the
protagonists.

The ribbon
represents
metaphorically the
new BTP Italia which
protects savings
from inflation.

Inflation is not
presented as a

problem or a danger,
but something that The spot «call of action» is to encourage Italians to

can ordinarily affect protect their savings by subscribing BTP ltalia.
everybody’s life.
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https://youtu.be/TWACRQhdGZc

COMMUNICATIONS STRATEGY

Key Takeaways What’s next?
Potential elements to consider

» Although multiple communications| > Greater investments
tools have been used, DIGITAL
INSTRUMENTS (social and web)

_ » Deepen our knowledge about
play a crucial role

investor habits and where they

search key information
» Focus on RETAIL INVESTORS

> Possible tailored initiatives

» Core message does not consider towards managers of greater
INFLATION as a threat private assets
(BTP Italia)
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5 Key messages and open issues: costs
and benefits of keeping a retail public
debt market




Costs and Benefits for Italy
to foster direct participation of retail investors

> Benefits

>

>
>
>

Significant diversification of the investor base. Considering the size of household financial
wealth in Italy (around EUR 4 trn), this can be crucial in a period of sudden higher financial needs
Available incoming source of funding in a rising market rates environment

Alleviation of supply pressure on ordinary bonds

Contribution in reducing the impact on debt performance by foreign investors

> Costs

>

>

More expensive (but attention to fintech such as distributed ledgers which may offer cheaper
and more inclusive programs).

Ad hoc promotional activities tailored to retail investors. The Treasury is indeed setting up an
ad hoc service dedicated to study retail behavioural trends and build consistent focused
promotional campains

Given uncertainties around demand, it requires DMO enough flexibility to absorb large issuance
volume changes

Government's reputational risk if investors cannot sell their bonds before maturity at a
competitive price (ltaly address this risk by incentivizing the holding of the security until
redemption through bonuses paid at maturity or after an enough long holding period )
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Open issues

> In the short term

= What level of extra-costs are we ready to bear to keep the retail channel up
and running?

= How much this level depends on contingent market conditions?

= How much this level may signal the capacity of the issuer to access capital
markets?

» In the medium term, new digital technologies may change the cost/benefit
scenario to approach, maintain, improve and enlarge the retail channel:

= new products

= new issuance and distribution channels

= new types of retail investors (young, less wealthy, less sophisticated)

= possible drawbacks (bank disintermediation, need to set up ad hoc
organization within the DMO ecc...)

EF Dipartimento
I\Q del Tesoro



Thank you !
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