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The Italian election last week rattled the sovereign debt 

maket and the major equity markets as investors were forced 

to price in some ‘disruption’ risk once again.  

The net result after the election seems to be that on the 

current results over 50% of the voters are not supporting the 

economic austerity program put in by former PM Monti. 

There is a considerable risk that a coalition government 

won’t be formed, forcing another round of elections in a few 

months. Unless something changes dramatically, it would 

seem that however the next government is formed, the plans 

that garnered so much favour from the ‘core’ Eurozone 

members (and more importantly, the ECB) will be under 

pressure and many may be revoked or watered down. This 

may not matter, if one takes the view that Italy will see their 

economy rebound and the debt market calm down. But it 

seems more likely that the fears that kept bond market 

investors on the sidelines in late 2011 and summer 2012 will 

return. This may drive bond yields higher, and put pressure 

on Italian, Eurozone and even global equity markets. The 

backstop that the ECB provided the Italian bond market in 

2012 was predicated on the Italian government implementing 

very difficult spending cuts, reforms and restructuring in the 

economy.  

If Italy is seen as stepping away from the austerity program, 

the ECB may find it more difficult to justify intervening to 

support Italian bonds in the secondary market if called upon 

to do so in the future.  To be fair, odds are that the ECB will 

‘look the other way’ and attempt to support the market if the 

risk of not doing so is seen as being too disruptive for the 

broader Eurozone markets (other ‘soft’ bond markets like 

Spain’s could be caught in a ‘contagion’ trade and equity 

markets would be under pressure as the risk of any Italian 

failure to fund their bond market borrowing or exit from the 

Eurozone would increase wider investment risk). However 

there are justifiable fears that it will be difficult for German 

politicians to explain to their electorate (elections in 

September) why they are participating in any bailout of the 

Italian bond market if Italy is not seen to be doing ‘their part’ 

in sticking with the economic reforms that won them so much 

praise (even though it sunk the economy deeper into 

recession).  

The fear of an Italian Eurozone exit may seem unfounded, 

but the ‘5 Star’ party did pull over 25% of the vote, and they 

advocate a referendum on the euro. Italy needs to tap the 

bond market for over 400 bn EUR this year, and a ‘buyers 

strike’ would not help. The ‘knee-jerk’ reaction on Tuesday 

saw the EuroSTOXX 50 index fall by over 3% (and the Boost 

EURO STOXX 50 3x Short Daily ETP rise by over 9% - see 

chart on next page), if Italian bond yields continue to rise 

then previous market reactions would suggest that the stock 

market index will fall further. 

The charts below highlight the effect of higher bond yields (2-

yr and 10-yr bond yields) on the EuroSTOXX 50 index. While 

Italian companies only make up around 10% of the index, the 

cross border banking and lending implications are much 

bigger. 
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Summary 

 Elections in Italy last week increase uncertainty as the composition of the coalition, its ability to 

govern and the possibility of a need for reelections are all up in the air 

 A move away from the austerity policies that former PM Monti advocated may be seen and could 

undermine the sovereign bond market, and weaken the broader European equity markets   

 Following the election, Italian treasuries sold at yields that are 0.65% higher than before the 

election and the FTSE MIB dropped over 4.5% on the day after the election 

 Concerns regarding the continental implications of the elections saw the euro drop from $1.33 to 

$1.30 and the EuroSTOXX 50 fall over 3% 

 Investors who believe that the EuroSTOXX 50 index will fall further as the effort to build a 

government unfolds could buy the Boost EURO STOXX 50 3x Short Daily ETP to provide a 

leveraged inverse return or hedge their portfolio 

* 
* 
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EuroSTOXX 50 Index and Boost  EUROSTOXX 50 3x 

Short Daily ETP daily prices* before and after the 

announcement of the Italian election results: 
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Disclaimer  
  
This communication has been produced by Gerald Celaya from Redtower Asset Management Limited which is authorised and regulated by the 
Financial Services Authority.  Boost ETP LLP is an appointed representative of Mirabella Financial Services LLP which is authorised and 
regulated by the Financial Services Authority. Boost ETP LLP have appointed Redtower Asset Management Limited to produce third party 
research and there is no financial incentive for Redtower Asset Management Limited to make a recommendation to Boost products.  Therefore, 
there are no conflicts of interests between Boost ETP LLP and Redtower Asset Management LLP. 
 
Important Notice 
This commentary is for information only and the comments and forecasts are intended to be of a general nature and are current as at the date of 
issue.  Redtower Research and Redtower Asset Management take no responsibility for any individual investment decisions based thereon.  
Redtower Asset Management provides this data on the understanding that the data is sourced from the public domain or authorised sources, and 
that while Redtower Asset Management will endeavour to ensure that the accuracy of the data in our reports, no responsibility is taken for any 
errors in the data and no responsibility or liability of any sort is taken for any losses that you or your company may incur, either directly or 
indirectly, through the use of this information.   The source of data within this communication can be sourced directly from Bloomberg and 
Reuters.  Redtower Asset Management is registered in Scotland, registered office: Crystal Valley, Fettercairn, Kincardineshire, Scotland AB30 
1DU, registered number is SC325065. VAT registration no. 751 6880 11. Redtower Asset Management Limited is authorised and regulated by the 
Financial Services Authority.  FSA no. 473656. 
 
The products discussed in this document are issued by Boost Issuer PLC (the “Issuer”) in accordance with the Prospectus published on the 
Central Bank of Ireland’s website. The Central Bank of Ireland has certified that the Prospectus of the Issuer has been drawn up in accordance 
with the Directive 2003/71/EC. The Prospectus has been passported from Ireland into the United Kingdom. Please read the Prospectus before 
you invest in any Exchange Traded Products (“ETPs”).  
 
Boost Issuer PLC, Boost ETP LLP or Mirabella Financial Services LLP is not acting for you in any way in relation to the investment to which this 
communication relates, or providing investment advice to you. The information is not an offer to buy or sell or solicitation of an offer to buy or sell 
any security or investment. As no recommendations can be provided you are advised to seek your own independent legal, investment and tax or 
other advice as you see fit. 
 
The value of an investment in ETPs may go down as well as up and past performance is not a reliable indicator of future performance. An 
investment in ETPs is dependent on the performance of the underlying index, less costs, but it is not expected to match that performance 
precisely. ETPs involve numerous risks including among others, general market risks relating to the relevant underlying index, credit risks on the 
provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks. 
An investment in an ETP tracking a daily leveraged or daily short index is intended for financially sophisticated investors only who wish to take a 
short term view on the underlying index. As a consequence, Boost ETP LLP is not promoting or marketing Boost ETPs to Retail Clients. However, 
you may consult your financial advisor if you wish to invest in ETPs. 
 

 


