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					Introduction

			

			Good afternoon and welcome to the 11th International Conference on Sovereign Bond Markets, a joint endeavor among central banks (Bank of Italy, Deutsche Bundesbank, Bank of Canada and the European Central Bank) and U.S. and European academic institutions. 

			Venice is a historically important venue for sovereign debt: the Republic of Venice was the first state to develop a sovereign debt market, in the late XIII century.1 Historical records show that most of the features of modern sovereign debt were designed here. At that time, just across the eponymous bridge, the island of Rialto was the commercial and financial heart of the city, where merchants met to exchange information about world developments and to conclude contracts. Venice’s revenue largely came from indirect taxes, such as salt and customs duties. As military expenses grew, particularly for campaigns in the Italian mainland and naval conflicts to secure the Adriatic, the Republic resorted to a new financing source, namely compulsory financial investments by wealthy citizens. 

			To this end, the Venetians developed a financial instrument, “prestiti” (i.e. loans), which gave the (forced) purchaser a claim on the state and a right to interest. Such loans were a mere entry in the ledgers of the state loan office (“Camera degli Imprestiti”), so Venice invented not just sovereign bonds, but also dematerialization. 

			These claims were marketable, with a vibrant secondary market.2 They could even be lent and pledged as collateral for bank loans. Their coupons, called “paghe”, also became separately marketable, a detail that parallels modern-day bond “stripping”. According to some records, the yield on these credits was also used to set the interest rate on private loans.3 

			Today, sovereign debt markets continue to be the backbone of complex and sophisticated financial markets. They are key for the transmission of monetary policy and central to financial stability, as they serve as a benchmark for pricing other bonds, as well as loans to firms and households. Sovereign bonds are widely used by financial institutions to meet regulatory requirements and are treated favorably in capital and liquidity frameworks. Critically, they are viewed as ‘safe assets’ – especially those of advanced economies – due to low credit risk and their tendency to hold or gain value during downturns. This makes them ideal as collateral.

			The resilience and smooth functioning of sovereign debt markets is critical for policymakers and authorities. Effective fiscal and monetary policies as well as financial stability hinge on them.

			Following the extraordinary shocks to the global economy in recent years, sovereign bond markets are adjusting to new trends, which come with important challenges to policymakers, investors and debt managers. In the rest of my talk I will sketch four recent developments and frame some key challenges and questions for our consideration.

			
					Sovereign debt markets: post-pandemic developments 

			

			The pandemic left an important debt legacy. Since then, four developments have been shaping sovereign debt markets. 

			First, public debt increased considerably during the pandemic and is still rising in most countries. According to the IMF, global gross public debt is now about 90 percent of GDP, up from 84 per cent in 2019, and it is projected to reach nearly 100 percent by 2030.4 What stands out most is the expected sharp rise in public debt of the world’s two largest economies – China and the United States (Figures 1 and 2). In the euro area, the debt-to-GDP ratio is projected to rise only modestly through 2030. This reflects, in part, the newly reformed EU fiscal rules, designed to promote medium-term debt consolidation while preserving space for public investment and structural reforms. Still, the fiscal outlook remains uncertain, due to geopolitical developments and rising demands for investments and defense-related spending.

			The growth of the United States public debt has raised serious concerns about its long-term sustainability.5 And given the central role of the United States in the global economy and for global finance, tensions in its sovereign debt market could have far-reaching consequences, including for emerging economies with significant public and private foreign currency exposures.6 

			A second key fact is that around half of low-income countries are close to or facing debt distress, according to the IMF and the World Bank.7 The external debt of these economies at the end of 2024 stood at almost 1 trillion of US dollars, up by a third since the onset of the pandemic. While these economies represent only a small share of global GDP, just 2 percent in 2024, their population accounts for around 20 percent of the world’s total. A debt crisis in these regions might not shake the global financial system, but it could have serious human and geopolitical consequences, including the risk of heightened conflict and rising migration pressures.

			A third key development is that in most countries interest rates have gone back up to “normal” levels, and are not expected to return any time soon to the low levels of the last decade. In advanced economies, nominal and real rates have declined somewhat following the high inflation period, but are still much higher than before the pandemic. The combination of higher debt and higher rates going forward (Figure 3) is expected to increase the cost of servicing the debt (Figure 4). 

			A fourth key trend is that, following the ultra-accommodative policies that defined the previous decade, since 2022 a growing number of central banks in advanced economies have been reducing the size of their government bonds portfolios, via the so-called quantitative tightening (QT).8 

			Recent cross-country evidence shows that the increased net supply of government paper caused by QT has been absorbed mostly by nonbanks, both foreign and domestic, though with heterogeneity across countries.9 The process has been smooth so far. In the euro area mainly investment funds and foreign private investors increased their shares, and to a lower extent households, banks, pension funds and insurance companies (Fig. 5.a). In this case as well, cross-country heterogeneity is high. For example, in Italy the households’ share increased significantly, whereas banks’ share declined.

			
					Sovereign debt markets: challenges

			

			These developments – rising sovereign debt, higher interest rates, and a changing investor landscape – raise challenges for researchers, investors and debt management officers (DMOs). 

			A key question is: at what interest rates will investors be willing to hold such increasing amounts of government debt? In other terms, what is the reactivity of demand for sovereign debt to interest rates? 

			Our keynote speaker, Professor Greenwood, has conducted seminal work in this field. His research illustrates how different investor types, each with their own preferences for specific segments of the sovereign market, interact with bond arbitrageurs to shape the yield response when quantities change.10 

			There are multiple dimensions to be taken into account to answer the above question. The reactivity of demand can differ over time, and across investor types, bond maturities, macro-financial conditions, and jurisdictions. There seems to be some consensus that some investors have low elasticity of demand, as they tend to buy and hold the securities. Insurance companies and pension funds are often considered to be part of this category.11 Other investors, instead, such as hedge funds, tend to have high elasticities, especially during stress periods.12 Also, there is some evidence that in periods of stress banks tend to act as contrarian, buying sovereign paper as interest rates rise, whereas foreign investors reduce their exposures.13 

			Fresh evidence and insights come from new studies such as those that will be presented tomorrow, that examine this topic in the light of granular data and innovative methodologies.14 

			Overall, this evidence suggests that for debt managers it is important to know the composition of their investor base, and to study the characteristics of demand. For instance, in the euro area the share of sovereign paper held by price sensitive investors has been gradually increasing in recent years (Figure 5.b), and so has the share of hedge funds in trading activity.15 This suggests that in a situation of market stress, other things equal, tensions on sovereign yields might be stronger than in the past.

			This risk is exacerbated by the relative scarcity of safe assets in the euro area. A feature which is also relevant to the international role of the euro. 

			Several commentators have suggested that the current geopolitical conjuncture offers an opportunity for the euro.16 To seize this opportunity, decisive steps are needed toward integrating the EU capital markets more deeply and creating a large, liquid, and unified market for euro-denominated debt securities (a goal worthy in itself, given its relevance for the growth potential of the European economy). The EU Commission has recently put this issue at the centre of its program with the so-called Competiveness Compass, but the absence of a European safe asset remains a critical obstacle.17 

			The issuance of EU bonds is an important first step. These instruments already enjoy the highest credit rating, and have made real progress since their inception. First, EU bonds are now issued under a unified funding strategy – moving away from fragmented labels like NextGenerationEU, SAFE, and SURE – to present a clear, coherent identity to investors. Second, since October 2024, these bonds are supported by a repo facility run by the European Commission, which helps ensure a smoother functioning of the secondary markets. And third, liquidity has been further enhanced with the introduction of futures contracts, making these instruments more attractive for hedging purposes.18 These improvements have contributed to narrowing the spreads relative to the Bund down to about 40 basis points on average in 2025, from about 70 in 2022 (Figure 6).19 

			However, if Europe wants to build a financial system that matches the weight of its economy, and offer global investors a credible alternative to the US dollar, it needs to go beyond technical adjustments, and dramatically scale up the issuance of EU bonds, as their total volume remains too modest to support a thriving market and bring down the liquidity premium (Figures 7, 8, 9). Achieving this goal would demand a bold political step to start a process that transcends the current boundaries of existing programs and reflects a shared European vision for the future of our economic and financial union.20 The experience of NextGenerationEU and the other programs mentioned above, however, provides examples of how such a process could be set in motion, as it shows that it is possible to finance an ambitious European investment plan through the issuance of common public debt without having to create a fiscal union or introduce an EU finance ministry.21

			Let me thank all participants, speakers and panelists for their contribution, as well as the organizing committee for their efforts for the success of this event. I wish you all a productive and stimulating conference.
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