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Global investment event
Political uncertainty intensifies in Italy and Spain

 Italy’s President, Sergio Mattarella, has refused to appoint the Five Star Movement 
(5SM)/League coalition’s candidate for Finance Minister, Paolo Savona. Another set of 
elections will now likely take place. This has coincided with a vote of no confidence being 
called against Spain’s Prime Minister

 Increased uncertainty in Italy and Spain has contributed to greater market volatility, but there 
are a number of reasons that support a constructive stance on European assets

Rising political uncertainty in 
Europe

Italy’s President, Sergio Mattarella, has refused to 
appoint the Five Star Movement (5SM)/League 
coalition’s candidate for Finance Minister, Paolo 
Savona. The President has handed the task of forming 
a caretaker government to former IMF official Carlo 
Cottarelli. There will be a confidence vote for this 
government in the coming days. 

If Cottarelli wins the vote, he is likely to pass the 2019 
budget in the autumn and prepare the country for new 
elections in early 2019. However, if he loses, elections 
could take place sooner.

Looking ahead, it will be important to watch how 
5SM/League campaign in the run-up to the next 
election, particularly any signs of increasing 
euroscepticism, which could exacerbate the recent 
selloff in Italian assets. 

Meanwhile in Spain, on 25 May the country’s socialist 
party (PSOE) called a confidence vote against Prime 
Minister Mariano Rajoy. The vote is due to take place 
on Friday 1 June.
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This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing 
communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should 
it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the independence of 
investment research and is not subject to any prohibition on dealing ahead of its dissemination.
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Market reaction

Recent developments in Italy have seen a notable 
selloff in the country’s government bonds, with 10-year 
yields breaching 3% for the first time since mid-2014. 
The selloff has also been significant in Spain, although 
unlike in Italy, government bond spreads remain within 
their one-year range (Figure 1).

Figure 1: 10-year bond spreads over German bunds

Source: Bloomberg, as at 29 May 2018

European stock markets have also declined, with Italy’s 
FTSE MIB index underperforming regional peers since 
mid-May (down 11%). However, year-to-date losses are 
roughly in line with the pan-European Euro Stoxx 50 
index ( 2%). The euro has also declined since-mid May, 
losing 3% against the US dollar.

But there are reasons for calm

Higher uncertainty in Italy and Spain has contributed to 
greater market volatility, but there are a number of 
reasons that support a constructive stance on 
European assets. With regard to Italy:

There will not necessarily be a shift to greater 
euroscepticism. Although according to polls, the 
5SM/League coalition are likely to do well in upcoming 
elections, they will not necessarily campaign on a 
significantly more anti-EU platform. Leaving the 
eurozone also remains highly unlikely. Following the 
failed government bid, League party leader Salvini 

stated that quitting the euro “wasn't in our 
programmes”.

Markets and the Italian parliament will act as a 
constraint. Given Italy’s high debt pile, much of which 
is held domestically, enacting policies that push 
spreads wider can be seen as counter-productive. Also, 
the 5SM/League coalition only captured a small 
majority in the Senate at the March elections. A similar 
performance at the next vote would see a limited 
possibility to pass key legislation, including the 2019 
budget. Finally, the president has the power to block 
budgets that contravene the constitution’s balanced 
budget principles. 

In Spain, Rajoy is unlikely to be toppled. Votes of no 
confidence in Spain are constructive, meaning that the 
vote requires a successor to be nominated at the same 
time. This is highly unlikely given differences between 
opposition parties. 

More generally, eurozone economic fundamentals 
remain solid, despite a moderation in Q1 activity. 
Furthermore, Italy and Spain’s current account 
balances have shown a significant improvement in 
recent years, making them less reliant on financing 
from international investors. In addition, the ECB may 
deploy policy instruments to safeguard financial 
stability. 

Overall, we are entering a period of protracted 
uncertainty in Italian politics, which arguably outweighs 
risks stemming from Spain. But even in the event of 
5SM/League eventually forming a government, there is 
little indication they wish to pull the country out of the 
eurozone. There are also significant constraints to 
implementing a large fiscal stimulus. Amid solid 
economic fundamentals in the region, the potential for 
the ECB to safeguard financial stability, and relatively 
attractive valuations, we maintain our overweight 
stance in eurozone equities. Meanwhile, prospective 
returns on Italian government bonds are likely to have 
improved following the recent selloff. However, we 
retain a cautious view on this asset class amid 
considerable uncertainty highlighted above.
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward 
looking statements which provide current expectations or forecasts of future events. Such forward looking statements are not 
guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those 
described in such forward-looking statements as a result of various factors. We do not undertake any obligation to update the 
forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected in the 
forward-looking statements. This document has no contractual value and is not by any means intended as a solicitation, nor a 
recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The 
views and opinions expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC 
Securities (USA) Inc. at the time of preparation, and are subject to change at any time. These views may not necessarily indicate 
current portfolios’ composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual 
clients’ objectives, risk preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well as up.
Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some 
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly,
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative 
currency values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies 
also have been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual 
fund investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, 
risks, charges and expenses carefully before investing. The prospectus, which contains this and other information, can 
be obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you 
invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and are offered through Insurance Agents of HSBC Insurance Agency (USA) Inc., a wholly
owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all states. California 
license #: OD36843.

Investments, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; 
Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any 
of its affiliates; and subject to investment risk, including possible loss of principal invested.

© 2018 HSBC Securities (USA) Inc. All rights reserved




