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NPLs in the Italian banking system and potential
impacts on commercial real estate
The Italian banking sector is currently seen one of the weakest
in the eurozone, with the European Banking Authority
reporting a Tier 1 ratio of 12% and a Return of Equity (RoE) of
3.3% in their 1Q16 Risk Dashboard. Since the beginning of
Global Financial Crisis (GFC), Non-Performing-Loans (NPL)
have risen in Italy, with solvencies of Italian banks attracting
investors' attention with an NPL ratio of more than 16%
(equivalent to more than EUR 320 billion in total), which is
well above the European average of 5.7%. Should real estate
investors be concerned of the current situation?
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mainly due to a sharp increase in financially distressed small
and medium sized companies. Circa 9% of NPL volumes are in
the retail residential sector while more than 80% are in the
corporate sector. Real estate comes in to play because
approximately half of corporate and retail NPLs are
collatorized by real assets, and particularly real estate. On the
face of it, this seems to be a concern but even if greater
details of underlying asset characteristics are currently not
available, most of the real estate is likely to be outside the
institutional investment universe in manufacturing facilities of
small and medium sized companies or residential
developments in provincial cities. Therefore, direct contagion
risk to institutional commercial real estate might be limited.
However, we believe that sentiment towards the Italian real
estate market may suffer, and the ability to secure financing
might become even more restrictive.
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Most of the NPLs are outside the institutional real estate
market although sentiment is likely to suffer
The weak Italian banking sector is undoubtedly a threat to the
economy and needs to be managed under European rules.
Over the last few years, the protracted low economic growth
environment has placed Italian corporates and households
under pressure. This has led to an increasing volume of NPLs,

Deleveraging the commercial real estate sector
Limited availability of finance has been a major factor why the
Italian real estate investment market has started attracting
global investors later in this cycle. Italian banks have been
restricting their lending books on commercial real estate over
the last few years. The Italian lending sector is still in a
deleveraging process, while capital market holdings in private

and public debt have been contracting in recent years. Unlike
other European markets, banks are still conservative in their
lending policies, even for core assets. While in other European
markets, loan-to-value (LTV) ratios of 60-70% for core assets
are achievable, in Italy it is barely possible to get above 50%.
Financing outside the core real estate segment is even more
restrictive and is hardly existent. Domestic institutional
investors, such as pension funds and insurance companies, are
traditionally used to low LTVs (rarely above 30%), thus the
deleveraging is not having significant impacts on their real
estate investment strategies.

Commercial real estate investment volumes and changes
in capital market holdings (EUR million)
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constrained supply situation in the core segment exists,
leading to upward pressure on rents. Thus the investor is
experiencing an improving environment in real estate market
fundamentals. The low bond rate environment has also
motivated institutional investors to search for investment
alternatives and allocate more capital to real estate. Even
though real estate prime yields (Milan prime office yields at
4% by end of 2Q16) have also come under downward
pressure, the spread to Italian bond yields is significant (274
bps as of July 22, 2016).
Sound real estate market fundamentals in the core
segment may create investment opportunities in a
pausing market
Undeniably, serious issues in the Italian banking sector exist.
A weaker economic environment will influence occupier
demand negatively; however, supply and development activity
in the core segment remain constrained. Thus, the rental
growth outlook may weaken but not deteriorate as real estate
market fundamentals are in balance. If the situation in the
Italian banking sector was to worsen, the consequences are
likely to be felt mostly outside the institutional real estate
segment. Uncertainties may lead to a pausing of the Italian
investment market and may even put some limited pressure
on capital values in the core real estate segment. On a positive
side, however, this may even create opportunities for equityrich investors or alternative lenders.
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As a consequence of the global financial crisis, development
activity has been muted. Over the last two years in particular,
occupier demand has improved slightly; however, a

Real Estate Research & Strategy
Gunnar Herm
Nicola Franceschini

For more information please contact:
UBS Asset Management
Global Real Estate Research & Strategy
Gunnar Herm
Tel. +49-69-1369-5317
gunnar.herm@ubs.com
www.ubs.com/realestate
This publication is not to be construed as a solicitation of an offer to buy or sell any securities or other financial instruments relating to UBS AG or its affiliates in
Switzerland, the United States or any other jurisdiction. UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior
written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect. The information and opinions contained in this document have
been compiled or arrived at based upon information obtained from sources believed to be reliable and in good faith but no responsibility is accepted for any errors or omissions.
All such information and opinions are subject to change without notice. Please note that past performance is not a guide to the future. With investment in real estate (via direct
investment, closed- or open-end funds) the underlying assets are illiquid, and valuation is a matter of judgment by a valuer. The value of investments and the income from them
may go down as well as up and investors may not get back the original amount invested. Any market or investment views expressed are not intended to be investment research.
The document has not been prepared in line with the requirements of any jurisdiction designed to promote the independence of investment research and is not
subject to any prohibition on dealing ahead of the dissemination of investment research. The information contained in this document does not constitute a distribution,
nor should it be considered a recommendation to purchase or sell any particular security or fund. A number of the comments in this document are considered forward-looking
statements. Actual future results, however, may vary materially. The opinions expressed are a reflection of UBS Asset Management’s best judgment at the time this document is
compiled and any obligation to update or alter forward-looking statements as a result of new information, future events, or otherwise is disclaimed. Furthermore, these views are
not intended to predict or guarantee the future performance of any individual security, asset class, markets generally, nor are they intended to predict the future performance of
any UBS Asset Management account, portfolio or fund. Source for all data/charts, if not stated otherwise: UBS Asset Management, Global Real Estate. The views expressed are as
of July 2016 and are a general guide to the views of UBS Asset Management, Global Real Estate. All information as at July 2016 unless stated otherwise. Published July 26, 2016.
Approved for global use.
© UBS 2016 The key symbol and UBS are among the registered and unregistered trademarks of UBS. Other marks may be trademarks of their respective owners. All rights
reserved.

2

