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 KEY CONSIDERATIONS 

The Italian Non-Performing-Exposure (NPE) market has continued to evolve. In recent years a new kind 
of asset has attracted the attention of credit institutions and investors. “Unlikely to Pay” (UtP) obligations 
refer to credits whose total repayment is considered unlikely. In such circumstances a credit institution, 
after a recurrent series of two or more consecutive missed repayment instalments by the debtors, could 
categorise the credit as being UtP. UtPs intrinsic possibility to return to perform makes this asset class 
technically less risky than NPLs and are typically associated with a faster recovery. 

 UtPs have shown a consistent growth trend since 2019, overtaking the Non-Performing-Loans (NPL) 
market capitalisation in 2020. It is expected that the NPE market1 would reach EUR 440bn this year, 
with UtPs representing about 25% of it. Slower than expected recoveries, end of moratoriums and 
the European Central Bank (ECB) re-establishment of the capital provisioning requirements for Italy 
are the main drivers of this growth of the NPE market. 

 UtP obligors are predominantly SMEs, hence the market mirrors the economic geography of the 
country. Northern regions hold more than 60% of this debt, with the peak of 21% in Lombardy, while 
the rest of the country shows lower concentration. Furthermore, the largest three credit institutions 
(UCG, Intesa Sanpaolo, BPM) hold about 60% of the assets and the top 10 banks control the market. 

 According to the Italian Central Bank estimations c.15%-22% of UtPs return to perform, while the 
remaining are likely to fall into the NPL category. Italian financial authorities along with the 
government, are promoting a tighter collaboration between firms, banks, investors, and the local 
legislators. 

 
1 Term used by regulatory authorities to denote a market formed by lending contracts or other counterparty exposures that are problematic in 

the sense of unexpectedly deviating from contractual cash flows due to counterparty behavior. In Italy the market is formed by NPLs, UtPs, PPCs 
(negligible amount) 
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 I. OVERVIEW 

The European Securities and Markets Authority (ESMA) has identified two typologies of UtP: 

- Forborne performing exposure, related to debtors in financial distress  

- Forborne non-performing exposure, related to deteriorating credits over a certain level 
of tolerance  

Whilst UtPs are often treated similarly to NPLs, it is possible to detect different 
characteristics as shown in the table below. 

UtP NPL 

Debtors have not been declared insolvent Court already judged as insolvent 

No juridical procedure has been initiated Juridical actions have been taken 

Considered less risky as there is still a chance 
the debtor will return "In Bonis" 

Recovery process have been set in place 

Ad-Hoc Management Collective / Uniform Management 

The relationship is direct as it is maintained 
between debtor and the credit institution and 

the servicer 

The relationship is expanded to more juridical 
and economic "actors" 

Macroeconomic factors, cyclicality of the 
sectors, national banking system robustness 

and credit line characteristics might affect the 
UtP 

Juridical system, Markets trend and economic 
policies might be determinant 

Relatively short recovery time Longer recovery time 

No GACS GACS 

Direct effect on the national economic growth Indirect effect on national economic growth 

Source: ODCEC, IFiS, Osservatorio Nazionale NPE, ARC Ratings analysis  

UtP obligations are a complex asset class compared with other types of credits. Each 
obligation has its own peculiarities. UtPs tend to be characterised by a low-medium ticket 
size as they represent loans to SMEs. Given their numerosity in the banks’ portfolios and 
their complexity, which will likely require a “case by case” analysis, it may not be cost-
effective for the credit institutions to maintain them on their balance sheets, therefore 
sales are becoming increasingly common. 
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 II. THE MARKET 

Securitisation of UtPs has only been present in Italy in recent years. Therefore, despite 
being a relatively new market, it has shown considerable growth as shown below. 

 

A legacy of economic stagnation and recent recessions (2008/09; 2012/13; 2019/20) and 
the effect of various lending practices, has saddled Italian banks with roughly 25% of the 
Eurozone’s NPL stockpile, while the country represents 13.3% of the continent’s GDP (2021). 
In response, regulatory bodies such as the European Central Bank (ECB) have applied 
pressure on domestic banking institutions to restructure and deleverage their operations 
through securitisations. The deleveraging implemented by the banking system, mainly 
focused on NPL’s reduction, has improved the credit institutions’ books and facilitated the 
overtaking by UtPs. 
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 III. DISTRIBUTION 

UtPs follow the concentration and characteristics of the country’s economy. According to 
the Bank of Italy, currently there are more than 130,000 firms with UtP exposures. The 
majority of those are represented by SMEs, which are the spine of the Italian economy. 
Geographically UtPs are more concentrated in the North (62.1%), historically characterised 
by high business density. The country shows peaks of concentration in Lombardia (20.9%), 
Lazio (12.7%) and Campania (6.9%) located in the North, Centre and South respectively. 

 

Valle d'Aosta Piemonte Liguria Lombardia Trentino Veneto Friuli 

6.1% 6.1% 1.9% 20.9% 1.4% 7.7% 1.6% 

Umbria Marche Lazio Abruzzo Emilia- Romagna Tuscany 

2.2% 3.5% 12.7% 2.6% 8.7% 7.7% 

Molise Campania Puglia Basilicata Calabria Sicilia Sardegna 

2.6% 6.9% 2.6% 5.6% 2.0% 5.7% 2.8% 

Source: Banca d'Italia, Ordine Commercialisti  

The Italian banking sector shows considerable concentrations, with the first 10 banks in the 
country making up the UtP market. For these credit institutions, UtPs also represent a 
significant proportion of their NPE portfolios. 
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The combination of UtP’s complexity and their weight on the NPE banks’ portfolios, might 
create difficulties in their management. However, the banking system has been able to 
build comfortable capital coverage levels, higher than the European average of 44.7%. 
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 IV. MEASURES TO MINIMISE DEFAULT 

From a banks’ perspective, UtPs that turn to NPLs represent higher costs, in terms of timing, 
as the Italian juridical system is still more inefficient compared with the EU average, and in 
terms of higher capital coverage requirement and management.  

The OECD in the “Italian regional SME response” mentioned that an efficient analysis to 
identify the non-performing assets which have capabilities to return to perform, targeted 
investments with a supportive legislation and a clear communication from the borrower, 
would minimise the risk of default.  

In order to minimise the risk of default, the European and Italian authorities have promoted 
a closer collaboration between local legislators, credit institutions, Investors and firms. 

The proposed measures aim to promote: 

- Proactive management of ‘past due’ credits 

- Investment to improve the quality and the efficiency of the credit analysis 

- More emphasis on management rather than liquidation of delinquent positions  

- Improvement in communication between debtors and investors/creditors 

- Support to the real economy through targeted investments, and when possible, 
through the National Recovery and Resilience Plan (NRRP), granted by the EU to Italy to 
increase investment and support the recovery 

These initiatives aim to help rehabilitate businesses, especially those that have been 
experiencing temporary difficulties, and as such, they could also end up being an 
instrument to relaunch the country’s economy.  

In the coming years, ARC expects to see increasing numbers of transfers of UtP and NPL 
portfolios by credit institutions to specialist purchasers (including increased 
securitisations). Furthermore, ARC expects to see growth and consolidation of the supply 
chain of special servicers able to onboard, manage and service such loans. 
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 DISCLAIMERS 

This research publication is not a rating of any kind, is not related to any specific rating and should 

not be seen as an indication of a future rating of any kind. It summarizes ARC Ratings’ view as of the 

publication date. That view is based on information collected from a wide variety of sources which 

ARC Ratings believes to be reliable. Whilst ARC Ratings has adopted and implements measures 

aiming to ensure that, to the extent available in the circumstances, it has obtained reasonable 

verification of the information it uses and that such information is from reliable sources, the 

publication of this document should not be viewed as a guarantee of the accuracy, completeness, 

or timeliness of the information relied on or the results obtained from the use of such information. 

ARC Ratings does not act as a legal, tax, financial, investment or other advisor and users should seek 

professional advice from appropriate third parties where necessary. 

 

ARC Ratings, S.A. is registered as a Credit Rating Agency with the European Securities and Markets 

Authority (ESMA), within the scope of the Regulation (EC) Nº 1060/2009 of the European Parliament 

and of the Council, of 16 September, and recognised as External Credit Assessment Institution (ECAI). 

ARC Ratings (UK) Limited is registered as a Credit Rating Agency with the United Kingdom Financial 

Conduct Authority, within the scope of the Statutory Instrument Nº 266/2019, of 13 February, and 

recognised as ECAI. 
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