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BTP spreads have been volatile amid current geopolitical tensions and
shifting ECB rate-hike expectations. We assess the key short-term drivers
using a fair-value framework, extend the analysis to long-term structural
valuation across euro-area sovereigns, and examine recent BTP curve
repricing and its implications for Italy’s funding costs.

1. BTP-Bund spread has widened from a low of around 60bp to nearly 100bp before retracing to
approximately 75bp following the ceasefire announcement. This reflects the potentially nedative impact
of higher ECB rates and lower growth as well as a reduced appetite for carry trades.

2. Given this volatile environment, we developed a fair-value model to assess the relative importance of the
various BTP drivers. The model indicates that the rating has been the most important driver of BTPs over
the past year or so. Appetite for credit risk is also important while ECB rate-hike expectations have a
smaller beta. The model suggests a fair value of 70-80bp in our baseline scenario and a spread level of
around 100bp in our adverse scenario. This is in line with our forecast.

3. Based on the funding mix of recent years and the current BTP curve, we estimate that new issuance would
take place at an average yield of around 3.20%. As a result, the averade cost of outstanding debt could
rise by around 8bp over the next twelve months, moving towards 3%. This would be in line with 2019
levels — and still low from a historical perspective.
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What is driving BTP spread volatility?

BTPs have been under pressure since the start of the conflict in Iran, with spreads widening from a low of around
60bp to nearly 100bp before retracing to approximately 75bp following the announcement of a ceasefire. Throughout
this phase, BTPs have proven particularly sensitive to changdes regarding ECB rate-hike expectations.

We see two main reasons behind the recent volatility in BTP spreads. First, the current macro backdrop presents
several headwinds for Italy. Higher ECB rates would translate into increased debt-servicing costs, weaker GDP growth
could weigh on the fiscal balance and ltaly’s relatively high dependence on oil could exacerbate inflationary
pressures. Second, heightened uncertainty around rates has weighed on overall risk appetite, discouraging carry
trades more broadly.

CHART 1: BTP-BUND SPREAD AND ECB RATE-HIKE EXPECTATIONS GO HAND IN HAND
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Source: Bloomberg, The Investment Institute by UniCredit

In a market environment dominated by news, headline risk and elevated uncertainty, it is useful to assess the relative
importance of the drivers behind BTP performance. To this end, we estimate a fair-value model for the 10Y BTP-Bund
spread based on three variables: ECB rate-hike expectations, the iTraxx index as a proxy for credit risk appetite and
Italy’s sovereign rating. Correlation across these three variables is reasonably low. All coefficients have the expected
sign and are highly statistically significant. Together, these factors explain around 93% of the variation in the BTP-
Bund spread over the period from January 2021 to March 2026. The model currently points to a fair value of around 70bp.
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CHART 2: BTP-BUND FAIR-VALUE MODEL
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Source: The Investment Institute by UniCredit, Bloomberg
The model uses weekly data from Jan21 to Mar26. Explanatory variables are the 1Y1M OIS rate, the iTraxx Main and a measure of Italy’s rating

The model is particularly helpful in disentangling the relative contribution of the different drivers. Ratings are the
most important factor: a one-notch chande is associated with roughly a 50bp move in the BTP-Bund spread. By
contrast, while investors are currently focused on the impact of higher ECB rates, the estimated effect is relatively
modest: a 25bp increase in expected policy rates results in only a few basis points of spread widening. Risk appetite,
as proxied by the iTraxx, plays a more material role. BTPs behave like a high-beta asset, with a 10bp move in the
iTraxx corresponding to around a 15bp chande in the BTP-Bund spread.

We can use the model to assess potential spread dynamics under alternative scenarios. In our baseline assumption
— two ECB rate hikes and no further deterioration in risk appetite — the BTP-Bund spread should trade in the 70-80bp
range.

In our adverse scenario, where inflation accelerates to just above 4%, the ECB raises rates to the 3.00-3.25% area
and risk appetite deteriorates further, the model implies a fair value for the spread closer to 100bp. BTP-Bund spreads
could widen further if the combination of deopolitical tensions and monetary tightening leads to materially slower
growth and to a deterioration in the domestic political outlook. That said, the availability of the ECB’s Transmission
Pratection Instrument (TPI) should limit the scope for sustained or disorderly spread widening.

Ultimately, a return to this year’s spread lows would require both a repricing of ECB rate-hike expectations and a
meaningful improvement in risk appetite.

Long-term valuation of euro-area sovereign bonds

The model we have discussed so far focuses on short-term financial dynamics. We now turn to a more long-term
assessment, based on a set of structural economic variables: primary deficit, debt/GDP ratio, the difference between
growth and the cost of debt and a measure of bond-market liquidity. Furthermore, rather than focusing on Italy
specifically, we look at a broad group of eurozone countries.

Chart 3 illustrates the degree of credit spread mispricing across countries, as reflected by the swap spread. For
comparison, we also report the mispricing implied by each country’s averade sovereign rating. The key takeaway
from this analysis is that Italy, Slovenia and the Netherlands appear cheap on a structural basis, while Germany and
Austria screen as expensive. Moreover, Italy and Slovenia look cheaper than what a ratings-only assessment would
suggest. By contrast, France and Beldium appear less cheap than implied by their sovereign ratings alone.
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The model is designed to capture long-term structural trends. The analysis is based on currently available data, and
results may evolve over the coming quarters as the effects of the conflict in the Middle East unfold. Similarly, the
current rating assessment may change in future quarters.

CHART 3: RICH-CHEAP INDICATOR FOR EUROZONE COUNTRIES
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Source: The Investment Institute by UniCredit, Bloomberg
Note: The economic variables considered are the primary deficit, the debt/GDP ratio, the difference between growth and the cost of debt and the
averade bid/ask spread at the 10-year as a proxy for market liquidity. The rating is the average across S&P, Moody’s and Fitch.

Recent BTP curve dynamics and implications for funding

As a final point of discussion, we look at recent dynamics of the BTP curve and what this may imply for funding costs.

Over the past few weeks, the BTP curve has shifted up, driven largely by news from the Middle East. Its movements
reflect a combination of changes in “risk-free” rates and credit spreads. This move has more than reversed the bull
flattening observed during the first two months of 2026, which was driven by appetite for carry trades.

As shown in Chart 4, BTP yields are now around 50-60bp above the levels prevailing just before the outbreak of war.
The chart also compares the current BTP curve with the averagde cost of outstanding debt (approximately 2.90%) and
the year-to-date funding cost (2.80%).

If current yield levels persist, they are likely to put upward pressure on the averade cost of debt. Based on the funding
mix of recent years, we estimate that new issuance would take place at an averade yield of around 3.50%. As a result,
the average cost of debt could rise by around 10bp over the next twelve months, moving towards 3%. This would be
in line with 2019 levels — and still low from a historical perspective.
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CHART 4: THE BTP CURVE: IMPLICATIONS FOR THE AVERAGE COST OF DEBT
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Source: The Investment Institute by UniCredit, Bloomberg
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

4. |Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

5. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

6. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

7. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

8. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

9. |If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

10. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

11. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes

without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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