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IN A WORD: 

Long-term bond yields in eurozone peripheral countries are running at all-time lows. 
Will they go as far as zero? 

Record after record 

Bond yields in the peripheral eurozone countries have fallen sharply since the Covid-19 crisis 
began in March. They sank to all-time lows last week: 0.65% for the Italian 10-year yield and 
1.50% for the 30-year yield, 0.77% for the Greek 10-year yield and 0.80% for the Portuguese 30-
year yield. On Tuesday 13 October, Italy successfully placed a 3-year bond with a negative yield 
(-0.14%) and no interest (zero coupon) for the first time in its history. Spanish and Portuguese 
10-year yields, meanwhile, are only 0.10% above their all-time lows, at 0.15% and 0.14%, 
respectively. 

 

The ECB in action 

The fall in yields is a result of the ECB's monetary policy. Its bond purchases it has been making 
for several years increased in March with the PEPP (a programme for buying bonds in countries 
hit by the Coronavirus crisis), the result of which sent bond yields plunging. The ECB's chief 
economist had indicated that he wanted the yield spread of eurozone countries (weighted by 
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their GDP) to return to its pre-crisis level. That has been done. However, it does not mean that 
the ECB is going to withdraw its support, even though it is actually less active than before (just 
under €3 billion euros of bonds bought each day via the PEPP compared with €6 billion at the 
start of the programme in March). The latest speeches by members of the ECB suggest that the 
institution intends to ramp up its monetary stimulus due to the timid economic recovery and 
the excessively low inflation outlook. We believe it will step into action in December, in light of 
its new economic projections. It is expected to increase the PEPP amount by €400 billion and 
extend its validity by six months, therefore until the end of 2021, in our view.  

 

Attractive carry 

Thanks to its intervention, the ECB has significantly reduced the volatility of interest rates in 
the peripheral countries. As a result, the carry of peripheral debt is becoming attractive as 
yields are higher and not really more volatile than core or semi-core eurozone countries. 

 

Few bond issues by the end of the year 

 

Another supporting factor is that the issuance momentum is expected to slow. Countries have 
almost completed their issuance programme for this year, so there are relatively few new issues 
in the pipeline, which is reducing the upward pressure on rates. Moreover, the European Union 
should start to gradually release the €750 billion from its stimulus package in mid-2021. Italy 
and Spain will be the main beneficiaries with €82 billion and €77 billion respectively. Greece is 
set to receive €23 billion and Portugal, €16 billion. As a result, countries benefitting from the 
programme could cut the amount of their issues next year versus their initial forecasts. The 
fact remains that issuance in 2021 will be high. The ECB, which had bought about half of 
eurozone countries' net issuance between January and August 2020, is still expected to play a 
leading role.  

 

The political risk 

The political risk in Italy has faded. The Democratic Party's victory in the last regional elections 
reassured investors that the coalition in place could remain in power until March 2023. In 
contrast, Spain is suffering from political instability, which prompted S&P to put the country on 
negative outlook on 19 September. Note, however, this did not affect Spanish bonds: spreads 
did not widen and there was no spike in interest rate volatility. 

 

To monitor... 

Beyond the health situation and its economic repercussions, which are hurting all countries, 
rating agencies are no doubt nervous about Italy's level of debt. In this context, the ECB will 
need to prevent spreads from widening too much if they downgrade the country's outlook or 
even rating. They will communicate on 23 October (S&P), 6 November (Moody's) and 4 
December (Fitch). 
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Conclusion 

Admittedly, valuations are high and the level of bond yields may seem out of touch with 
economic fundamentals, but momentum remains positive thanks to the safety net offered by 
the ECB and relatively little issuance to come. Investor demand for peripheral debt is strong, in 
anticipation of further monetary easing by the ECB. Yields, though low in absolute terms, are 
still attractive compared with other eurozone countries where they are negative. If the ECB 
does not disappoint, bond yields in the peripheral countries could continue to fall and spreads 
could tighten. We would then contemplate negative Portuguese and Spanish yields, and Italian 
10-year yields and Greek 10-year yields even closer to 0.50%. We are positive on peripheral 
debt with a buy on weakness strategy. 
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DISCLAIMER 

 
This marketing document is provided by the Wealth 
Management business of BNP Paribas, a French public limited 
company with a capital of € 2,499,597,122, registered office 16 
bd des Italiens 75009 Paris - France, registered at RCS Paris 
under number 662,042,449, authorised in France, under the 
number 662,042,449, approved in France by the Autorité des 
Marchés Financiers (AMF). As a marketing document, it has not 
been produced in accordance with regulatory constraints to 
ensure the independence of investment research and is not 
subject to the prior transaction ban. It has not been submitted 
to the AMF or other market authority. This document is 
confidential and intended solely for use by BNP Paribas SA, BNP 
Paribas Wealth Management SA and companies of their Group 
(‘BNP Paribas’) and the persons to whom this document is issued. 
It may not be distributed, published, reproduced or revealed by 
recipients to other persons or reference to another document 
without the prior consent of BNP Paribas. 
 
This document is for informational purposes only and does not 
constitute an offer or solicitation in any State or jurisdiction in 
which such offer or solicitation is not authorised, or with persons 
in respect of whom such offer, solicitation or sale is unlawful. It 
is not, and should under no circumstances be considered as a  
prospectus. The information provided has been obtained from 
public or non-public sources that can be considered to be 
reliable, and although all reasonable precautions have been 
taken to prepare this document, and, in the event of any 
reasonable precautions, the accuracy or omission of the 
document shall not be recognised. BNP Paribas does not certify 
and guarantees any planned or expected success, profit, return, 
performance, effect, effect or profit (whether from a legal, 
regulatory, tax, financial, accounting or other point of view) or 
the product or investment. Investors should not give excessive 
confidence in theoretical historical information relating to 
theoretical historical performance. This document may refer to 
historical performance; Past performance is not a guide to future 
performance.  

 
The information contained in this document has been drafted 
without taking into account your personal situation, including 
your financial situation, risk profile and investment objectives. 
Before investing in a product, the investor must fully understand 
the risks, including any market risk associated with the issuer, 
the financial merits and the suitability of such products and 
consult its own legal, tax, financial and accounting advisers 
before making an investment decision. Any investor must fully 
understand the characteristics of the transaction and, if not 
otherwise provided, be financially able to bear the loss of his 
investment and want to accept such risk. The investor should 
remember that the value of an investment as well as the income 
from them may fall as well as rise and that past performance is 
not a guide to future performance. Any investment in a product 
described is subject to prior reading and to an understanding of 
the product documentation, in particular that which describes in 
detail the rights and duties of the investors and the risks 
inherent in an investment in that product. In the absence of any 
written provision, BNP Paribas does not act as an investor's 
financial adviser for its transactions. 
 
The information, opinions or estimates contained in this 
document reflect the author's judgement on the day of his 
drafting; they must not be considered as authority or be 
substituted by anyone in the exercise of his or her own 
judgement and subject to change without notice. Neither BNP 
Paribas nor any BNP Paribas Group entity will be liable for any 
consequences that may arise from the use of the information, 
opinions or estimates contained in this document. 
 
As a distributor of the products presented in this document, BNP 
Paribas may receive distribution fees on which you can obtain 
further information on specific request. BNP Paribas, its 
employees or Directors may hold positions in or relationship 
with their issuers. 
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