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The decline in Italy's TARGET2 liabilities reflects strong foreign demand for 
Italian bonds and an improving current account balance. While geopolitical 
tensions and weaker trade may slow further gains, recent capital inflows 
suggest the trend could remain intact. 

IMPROVING TREND OF ITALY’S TARGET2 LIABILITIES 

TARGET2 BALANCES – CLAIMS/LIABILITIES (EUR BN, OUTSTANDING AMOUNTS, EOP) 

 

Source: national central banks, The Investment Institute by UniCredit 
Note: Target2 balances reflect the claims and liabilities of the national central banks against the Eurosystem. They are positions on the balance 
sheets of euro area national central banks that arise from the settlement of cross-border payments within the Eurosystem. These payment flows reflect 
transactions by both public and private entities (i.e. banks, corporates and households), including trade, financial investments and interbank lending.  

THE CONTEXT  
During periods of market stress, such as those triggered by the US-Iran conflict and the associated energy shock, 
investors often re-examine indicators perceived as signalling underlying economic and financial vulnerabilities. 
Among these, TARGET2 balances have historically attracted significant attention, as they are sometimes seen as an 
early indicator of financial fragmentation. However, TARGET2 balances primarily reflect payment flows related to 
trade and financial transactions within the Eurosystem and provide valuable insights into foreign investors' appetite 
for financial assets and the strength of a country's current account position. 
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THE DATA 

Our chart shows that Italy's TARGET2 liabilities, which peaked at EUR 715bn in 3Q22 amid the 
legacy effects of the pandemic, have steadily declined, falling below EUR 400bn by mid-2025. 
The balance has broadly stabilised since then, standing at EUR -359bn as of May. Italy now 
accounts for just over one-third of the roughly EUR 1tn in TARGET2 liabilities recorded by the 
euro area's peripheral economies (Greece, Italy, Portugal and Spain), down from more than 
50% in 3Q22. Within the Eurosystem, these liabilities are largely mirrored by claims held by 
northern countries, particularly Germany. Balance of payments data, which capture the 
fundamental drivers of these developments, suggest that the improvement in Italy's TARGET2 
position has been driven primarily by portfolio investment flows. Strong foreign demand for 
Italian assets, especially government bonds, has resulted in sustained net purchases by non-
residents, a trend that continued through April. This is particularly noteworthy given that Italian 
investors have simultaneously remained significant net buyers of foreign assets, especially 
bonds. Improvements in Italy's external position, as reflected in the current account surplus 
recorded in recent years, have also contributed to the steady narrowing of Italy's TARGET2 
imbalances, although they have not been sufficient to fully offset net portfolio investment 
outflows. By contrast, Germany continues to accumulate TARGET2 claims, as its relatively large 
current account surplus is only partly offset by net capital outflows.  

OUR VIEW 

The decline in Italy's TARGET2 liabilities reflects a broader trend that is already familiar to 
investors: an improving external position and renewed foreign interest in Italian assets. Several 
factors have underpinned this trend, including the bold fiscal response to the pandemic and 
enhanced fiscal credibility, reinforced by the EU's new medium-term fiscal framework and 
governance rules. That said, the pace of improvement is likely to slow compared to recent 
years. Higher energy import costs linked to the US-Iran conflict, together with weaker export 
prospects amid continued tariff uncertainty, are expected to temporarily lower Italy's current 
account surplus this year after it averaged around 1% of GDP (roughly EUR 25bn) over the 
previous two years. Investor sentiment also remains a key source of volatility. In March, foreign 
investors were sizeable sellers of Italian government bonds, a reminder that concerns regarding 
the impact of higher yields on Italy's debt-servicing costs and fiscal outlook have not 
completely disappeared. Encouragingly, this episode proved short-lived. Balance of payments 
data show that foreign investors returned as strong buyers in April, purchasing nearly EUR 19bn 
of Italian government bonds and more than offsetting the almost EUR 9bn of net sales recorded 
the previous month. With geopolitical tensions potentially easing following the recent US-Iran 
agreement, conditions appear supportive for a renewed hunt for yield. While some volatility 
may persist, continued foreign demand for Italian assets should help to preserve the progress 
achieved in Italy's TARGET2 position and keep broader external vulnerabilities contained.  

 
Author 
Dr. Loredana Maria Federico, Chief Italian Economist, (UniCredit, Milan), loredanamaria.federico@unicredit.eu  

Editors 
Edoardo Campanella, Director and Chief Editor of The Investment Institute (UniCredit, Milan) 
edoardo.campanella@unicredit.eu 
Francesco Maria Di Bella, FI Strategist (UniCredit, Milan), francescomaria.dibella@unicredit.eu  

UniCredit S.p.A 
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, I-20154 Milan 

www.the-investment-institute.unicredit.eu  

mailto:loredanamaria.federico@unicredit.eu
mailto:edoardo.campanella@unicredit.eu
mailto:francescomaria.dibella@unicredit.eu
https://www.the-investment-institute.unicredit.eu/en


 

     

   

The Investment Institute 
by UniCredit 

Coffee Break 
3 July 2026 

 

www.the-investment-institute.unicredit.eu 

 

Legal 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 prov ided 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 w ith legal 
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, corre ctness and 
truthfulness of which the UniCredit Group makes no guarantees 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:  

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

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

3. 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. 

4. 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. 

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

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

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

8. 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, damages due to losses, lost earnings or unrealised savings. The contents of the publ ication – 
including data, news, information, images, 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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