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Exchange and Buy-back 

These operations are considered flexible and strategic instruments for the Italian public debt 

management and, unlike regular auctions, are only announced a few days in advance and not 

subject to a fixed annual calendar.  

Buy-back operations 

The Treasury uses to conduct buy-back operations in order to reduce the outstanding debt and 

the future interest expenditure. After a buy-back operation the bonds purchased are 

immediately cancelled. 

Buy-back operations are funded by ordinary cash surpluses and funds available on the Sinking 

Fund for Government bonds1. 

It is a strategic instrument for the public debt management, in terms of effects on the liquidity 

and efficiency of the secondary market. When it is necessary to select bonds for buy-back 

transactions, the Treasury holds an analysis based on several different criteria.  

The first criterion is the redemption profile, because bonds selected to be purchased are 

normally those showing peaks of reimbursement at their redemption dates, which are judged to 

be smoothed by the Treasury. 

The second criterion is the liquidity: the Treasury selects bonds (usually off-the-runs) with 

adequate outstanding, in order to avoid a negative impact on the secondary market liquidity. 

Analysis of the Repo market and research from the Specialists in Government Bonds are also 

exploited to increase the effectiveness of the operation. 

                                                           
1
 The Sinking Fund has been set up in 1993 with the aim of buying-back from the market or reimbursing at maturity 

Government bonds, in order to reduce public debt. Revenues resulting from privatization and some other extraordinary 

incomes must be allocated to the Sinking Fund. 
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The third criterion is the impact on outstanding debt, because normally bonds bought back are 

traded at par or below, in order to maximize the effect in terms of public debt reduction. 

Moreover, the Treasury traditionally repurchases bonds with a residual maturity up to 18 

months, in order to smooth the public debt redemption profile, taking into account the market 

conditions. 

It is worth noting that, in order to minimize the distortion observed in sectors of the secondary 

market not involved by the ECB bond-buying program2 (triggered in August by the deterioration 

of the financial environment), during second half of 2011 the Treasury has taken the 

opportunity to buy back government securities also with longer than 18 months residual 

maturity (please see Table 1).  

 

Table 1: Buy Back Transaction on the Government Sinking Fund in 2011 (Mln Euro) 
 

Bonds bought back BTP€i 01/09/ 2023 CCT 01/07/2016 BTP 15 /04/2012 

Amount bought back 447 301 652 

Total maximum 

amount for buy back 

1,400 

 

The transaction was held on 7 September 2011 and, as mentioned before, the Treasury has 

repurchased government bonds also with a residual maturities longer than 18 months (the 

BTP€i 01/09/2023 and CCT 01/07/2016) to mitigate the distortion witnessed in the secondary 

market, caused by the lack of intervention from the ECB in certain segment of Italian 

government securities (inflation linkers and floating rate notes).  

Furthermore, this buyback transaction is strictly related to the ministry intervention for bank’s 

recapitalizations. In fact, during the last two years of the financial crisis the government has 

intervened in favour of some banks by subscribing hybrid bonds up to an amount of 4,05 billion 

euro, the so called “Tremonti bonds”.  One of those beneficiary banks has opted to reimburse 

the bond in advance. In turn, the state budget requires the this kind of proceeds has to be 

                                                           
2
 The bonds more affected by this distortion were the ILBs, CCTs (Floating rate notes) and BTPs with maturities up to 2 years 

and over 10 years.  
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channeled into the Government Bond Sinking Fund. As a consequence, the Treasury has bought 

back securities for the mentioned amount of 1,400 million euros.  

Regarding the operational features, a buy back transaction can be held via competitive auction 

(multi-price auction) or Treasury mandate (to the Bank of Italy or to selected Specialists in 

Government Bonds).  

Here below you can find a brief comparison between the two modalities of buy back operation: 

  

Table 2: Auction VS Mandate 

AUCTION MANDATE 

Large volume 

to buy-back 

Smaller-scale 

repurchase 

Liquid 

bonds 

Less liquid 

bonds 

One shot, 
single transaction 

More than one 

(smaller) transaction 

High 

transparency 

Less impact on the market (confidentiality) and 
easier involvement of final investors 

Less discretion 

on timing 

Fine tuning of timing 

and pricing process 

Lower use of resources  
(front and back office) 

Selection of intermediaries, 
but more demanding process 

 

Only Specialists in Government Bonds are allowed to participate in the reverse auction, which is 

officially announced to the market through a press release. After a few days, the specific bonds 

subject to buy-back are announced, also via press release. As usual, the auction is held at the 

Bank of Italy through its IT network and it is very similar to an ordinary Government bond 

auction. 

As mentioned before, buy-back operations can be also held through a specific mandate of the 

Treasury to the Bank of Italy or to selected Specialists in Government Bonds. 
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The mandate specifies the features of the transaction, that are the bonds and the maximum 

amount to buy-back, the maximum acceptable price and the time frame of the operation. 

In any case, the market condition is the main factor behind the decision to go ahead with a buy 

back operation. So, the Treasury reserves to itself the right to adjust the terms of the operation 

in case of a sudden change in the financial market environment. 

Exchange operations 

The objectives of these operations are similar to buy-back ones, that are to reduce the  

refinancing risk, smooth the redemption profile and ensure a positive effects on the secondary 

market. 

Bonds are repurchased in exchange of another one and in this case, unlike regular auctions and 

buy-back operations, exchange transactions have a limited cash impact (nominal-for-nominal), 

so neither new funding nor global debt reduction are realised. 

The Treasury holds exchange transaction in two ways: via exchange auction (primary market) 

and through electronic trading system (secondary market). 

In the exchange (single-price) auction, held at the Bank of Italy through its IT network, one 

bond is offered against up to 10 bonds bought back.  

In the latter case the Treasury directly operates on the secondary market through an electronic 

platform, with multi-price allotment, and one bond is offered against up to 5 bonds bought-

back.  

Here below you can find a brief comparison between the two modalities of exchange operation: 

Table 3: Auction VS Electronic Trading System 

AUCTION ELECTRONIC TRADING SYSTEM 

Single-price Competitive (multi-price) 

One shot Continuous process 

Less discretion on timing and 
pricing 

Fine tuning of timing and pricing 

Liquid bonds Less liquid bonds 

Lower use of resources 
(front/back office) 

More demanding process 
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Only Specialists in Government bonds are allowed to participate in the exchange transactions, 

while  the amount offered is discretionally set by the Treasury, based on the anonymous banks’ 

bids and the market levels. 

Why the Bond exchanges and buybacks are so important 

As already said, the objectives of these operations (Exchange and Buy-back) are to reduce the  

refinancing risk, smooth the redemption profile and correct the distortions in the secondary 

market. 

For this reason, the Treasury has executed  in 2010 and 2011 several exchange and buy-back  

transactions, in particular with the aim at smoothing the 2012 redemptions profile and to 

disperse a critical  redemption concentration that will reach a peak between February and April 

2012.  

Here below you will find the summary of the activity carried out with this specific purpose: 

Table 4: Exchange offer and Buy back transactions in 2010 and 2011 aimed at smoothing the 
2012 redemptions profile  

     

Transaction Settlement 
Bond 

bought 
back 

Maturity 
Notional bought 

back (ml.€) 

Ordinary Exchange  25-May-10 BTP 01-Feb-12 621.127 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 BTP 01-Mar-12 373.424 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 BTP 01-Mar-12 356.442 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 CCT 01-Mar-12 365.210 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 CCT 01-Mar-12 575.661 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 BTP 01-Jul-12 51.001 

Buy-back (Sinking Fund) 15-Dec-10 BTP 01-Jul-12 220.0 

Ordinary Exchange  01-Jul-10 CCT 01-Nov-12 279.997 

Exchange Transaction via Electronic 
trading system   

21-Jul-10 CCT 01-Nov-12 90.943 

Exchange Transaction via Electronic 
trading system   

18-Nov-10 CCT 01-Nov-12 436.516 

Buy-back (Sinking Fund) 15-Dec-10 BTP 15-Dec-12 500.0 

    

 

Total 
2010 

3,870.3 
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Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 01-Feb-12 529.778 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 01-Feb-12 836.859 

Exchange Transaction via Electronic 
trading system   

26-Sep-11 BTP 01-Feb-12 507.880 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 01-Mar-12 418.480 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 CCT 01-Mar-12 566.763 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 01-Mar-12 314.952 

Exchange Transaction via Electronic 
trading system   

26-Sep-11 CCT 01-Mar-12 108.609 

Exchange Transaction via Electronic 
trading system   

11-Feb-11 BTP 15-Apr-12 229.264 

Exchange Transaction via Electronic 
trading system   

08-Apr-11 BTP 15-Apr-12 440.576 

Buy-back (Sinking Fund) 12-Sep-11 BTP 15-Apr-12 652.0 

Exchange Transaction via Electronic 
trading system   

12-Dec-11 BTP 15-Apr-12 414.203 

   

Total 
2011 

5,019.4 

     

 
Total amount bought back 2010-2011 8,889.7 

 

In 2012 the Treasury intends to use again the tools represented by the exchange and buy-back 

operations. 

 To conclude, on the basis of prevailing market conditions, the Treasury foresees making 

substantial use of exchange operations, as has already happened in 2011, assessing each time 

whether to carry out such activity through the auction procedure managed by the Bank of Italy 

or through the electronic trading system. 

To this regard, the Treasury is considering the scope of reducing the number of tranches 

usually offered for on-the-run securities, limiting in this way the total amount of outstanding for 

each of them. This can lead to the issuance of more bonds relatively less large in terms of 

nominal amounts. In turn, by increasing the range of securities available, it can provide room 

for manoeuvre and render the entire exchange operations procedure more efficient, while 

avoiding critical  concentration on specific redemption.  


