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1. Introduction

| am happy to participate in this seminar marking the quasatucy since the

foundation of the Association of Foreign Banks in Italy.

| withessed the beginning of the association with the encouragemhéutido Rosa,
Vittorio Foroni Lo Faro and Remigio Saracino, who were alwayslyrda bring up the
problems that foreign banks, mainly present with branches back theunéred in Italy.
These twenty-five intense years have seen a succession ek mifagrowth and recession,
enormous changes in finance and the real economy, the opening upoélnaarkets, the

steady integration of the main financial systems and the introduction of the euro.

The last two years have been particularly difficult, marked dgep and far-reaching
crisis that, in the financial sector, has made evident distoneehtives, opportunistic

behaviour and widespread vulnerabilities which often had not been fully perceived.

The crisis now seems to be loosening its grip. The main internkiitstautions
agree, on the basis of the latest cyclical indicators, thamoeaic activity has stopped
contracting; the improvement in the indicators of consumer and busimefdence suggest
the coming months will bring a recovery, though a slow one. The state of theidiraystem
has also improved; the wholesale and retail markets, fundamenttdef@rocurement of

funds and the exchange of financial products, appear to be gradually getting backrinto ge

But we are far from the pre-crisis levels of output and emplaymi& many
countries, including Italy, the magnitude of the crisis and fecef on the real economy are

such that years of rapid growth will be needed to return to those levels.

The weak international recovery we are seeing is mainlyedriby the support
measures put in place by the governments of the main countriesxpéesion is proceeding
at a faster pace in the emerging countries, in particular tfodsia, which have shown a
greater capacity to resist and react — perhaps in part leeo&ile lessons learned in the
crisis at the end of the last millennium. Hopefully, careful amisistent economic policies

will enable this wave of recovery to extend fully to the advanced economies gnd lItal



In the financial field, the major items on the agenda are two: to sywiftlynto place a
new regulatory and supervisory framework that remedies theietefies brought out by the
crisis, and to make the financial system fully operationalragaias to ensure, in ltaly as

elsewhere, the flow of resources needed to accompany and sustain the ecormig.rec

The process of stabilizing and strengthening the financiaémsysind rewriting the
rules is proceeding according to the calendar set by the $eafidre G20 and the Financial
Stability Board (FSB). The set of reforms, once enacted, showletase the financial
system’s resilience to shocks, encourage the development of nfodeistermediation
oriented to long-term results, and eliminate the incentives foessive risk-taking by
stimulating more far-sighted behaviour based on the sound and prudent mentgé

intermediaries.

Concerns that the banking system will be unable to provide sufficippog to the
economy are particularly strong in ltaly, not least becausbeofimancial structure of our
small and medium-sized enterprises, heavily dependent on bank aredihistorically
skewed towards short-term debt. The crisis can — and must — be aruoppdar resolute
action to rebalance the structure of firms’ liabilities. laittselection activity, banks must be

able to assess firms’ long-term growth potential, to assist them in thelopleent.

In this context, the contribution of foreign banks can be significangcesdfy in some
segments of the economy. In Italy today, the branches and sulesidiairi foreign
intermediaries account for one fifth of all bank intermediatiorhaaescomparable to that of
many other advanced economies. An analysis of the past is usefuhlpdb identify the
contribution that foreign banks have made to their host markets -erms of
competitiveness, innovation and the quality and quantity of services provitiatlalso to
outline their possible future contribution. This has several determirthatsypes of foreign

intermediaries, their business model, their objectives, their results and thot angaices.

The Bank of Italy is following these matters closely; indeed, it couldioaitherwise.
| will therefore retrace some of the stages of the sutesg of foreign banks’ expanding
role in Italy and highlight the difficulties that must be overcomdhat this progress may

continue to the benefit of the Italian economy, and the implications for the Bankyof Ita



2. Internationalization

There are several reasons why a bank may decide to entgnforarketsi) to take
advantage of the host country’s growth potential and thereby tap neilvqppbértunities;

i) to follow its own customers abroad; aingl to diversify its activity.

A recent survey by the European Central Bank of the drivers ointeenational
expansion of the largest European banking groups highlighted two mtonst&Some 80 per
cent of the respondents declared that expansion abroad was aimeglo@tngxgrowth
opportunities in the host market and thereby increasing profit margins, while &8npeited
the need to provide services to their customers operating abimainess diversification

was a less important goal.

In the past decade the integration of international financiatsgshas intensified and
extended to the banking system. In many countries the number and tket staare of
foreign intermediaries have grown as a result of the expansibanéing groups’ activities
beyond national borders and the increase in cross-border mergersauuisitians. The
process, initially involving the financial markets of the emergiogntries, has spread to the

mature economies, albeit to a more limited extent.

In the European Union, cross-border bank mergers and acquisitions haaséacm
both number and value. Between 2005 and 2007 more than 350 were carried dyt, large
between intermediaries from different countries. The trend @kbat008, owing to the
international financial crisis, but it did not come to a halt, veitbss-border mergers and

acquisitions down in number but up in value from the previous®year.

At the end of 2007 branches and subsidiaries of foreign banks accountetittier

less than 30 per cent of total bank assets in the European UnioignFbasks have a
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Committee on the Global Financial Systedforeign direct investment in the financial sector of emerging
market economies, Bank for International Settlements, 2004.
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particularly large market share in the United Kingdom, whieexéeeds 50 per cent thanks
above all to London’s central role in international finance. It $® &hrge in the European
Union’s new member countries, in connection with the acquisition of nagat banks by
foreign intermediaries. In the euro-area countries, foreign basikafe of total assets
averages about 20 per cent. The share of loans granted by non-damsgtitions has
doubled in the last ten years, rising from just under 4 to about &pepof outstanding loans

to EU residents (from 26 to 37 per cent for bank and financial counterparties).

Foreign banks are major players in the economies of central astdre Europe,
where they contributed to the privatization of the banking systeer #ie collapse of
communism. In those countries the leading international banks raisaffitiency of the
financial system with transfers of know-how and technology, improvedltbeation of
credit and brought stability after the severe financial srifethe early 1990s. However, the
recent financial crisis has revealed the risks deriving fronexicessive concentration of the
credit markets and their vulnerability to events originating in fireign banks’ home

countries.

In the mature economies of Europe, the nature of the benefits angersksted by

the integration of banking systems is similar but their scale is smaller.

Within the European Union we have seen a reduction in interest ffaiewliials and

convergence towards the most competitive levels.

3. Foreign banksin Italy

| said that foreign banks are spurred to enter a country by thehgprospects of
specific market segments in which the host-country’s intermedido not enjoy locational
advantages or are lagging in adapting their supply. Our own histovidps more than one

example of this.

The number of foreign intermediaries in Italy has risen continiraltige last twenty-
five years, from just over thirty in the mid-1980s to more than omelded today. Their

market share is significant. In 2007, the latest year for whieh have data for an



international comparison, their share of total bank assets wapd7eent, higher than the
corresponding figures in Germany, France and Spain (11.1, 12.9 and 11.6nper ce
respectively). It declined slightly in the first half of ghyear, to 16 per cent, owing to the

international financial crisis and the exit of some intermediaries fnenftdlian market.

Foreign banks’ reasons for entering Italy have changed over ghes.yA first
substantial inflow dates from the late 1970s and early 1980s, in pavaliethe growth in
world trade and the business expansion of multinational corporations. fidieagn banks
began to operate in Italy through branches, mainly in order to parae customers on the
spot. Another factor of no small importance was their objectivekafigeadvantage of the
administrative constraints then burdening the operations of Italiaksbdn particular,
foreign intermediaries could exploit their parent banks’ foreignetiety funding, which they
used to make foreign currency loans to both non-bank customers and btaties) and the

possibility of raising funds at moderate costs on the interbank market.

Foreign banks accounted for about 4 per cent of total assets, with a imgHest
share for loans to non-bank customers and for commitments and contiabémies. The
profit margins they achieved on both loans and investments wereasiidls especially

compared with those obtaining in their home countries.

In this first phase, marked by strong regulatory constraintheractivity of Italian
banks, foreign intermediaries helped decisively to expand the Enggrvices, especially
financial services, offered to customers. On the other hand, dbait presence in retail

banking markets limited their contribution to the growth in competition.

Starting in the mid-1980s the Italian banking system underwent pggigee
liberalization and modernization whose milestones were the rembvhake ceiling on the
growth in bank lending, the abolition of the securities investment egaint and the lifting
of the restrictions on branching. All this affected the actiatythe foreign banks, which
contracted — significantly in several instances - in some asisegments. By 1990 their
share of total assets had fallen to 2.6 per cent and that of loans to non-bankrsust@per

cent.



In response to these developments, foreign intermediaries moved imgiyeasto
wholesale financial markets, which were relatively backwardhea time but with good
potential for growth: they quickly expanded their presence in sesuttusiness, asset
management services, correspondent banking (cash management forecsistmmwell as
hedging and foreign exchange transactions) and investment bankipgriicular raising

funds directly on the capital market by placing equity and bond issues and syndiaatd |

In the mid-1990s, the foreign banks’ off-balance-sheet transactkwesded 42 per
cent of the system’s total, mainly owing to the large volumiemiard business in securities

and derivatives.

Throughout this phase, the most popular type of establishment wakestilranch,
which was more flexible and better suited to supply policiesregrin specific ranges of

services geared to a limited time horizon.

When, in the 1990s, the European regulatory framework was complgtedhe
institution of freedom of establishment and home country control, & péasgng field was
created for the activity of local banks and foreign banks and cdrapentensified further.
The creation of a single banking market in Europe drasticaélyealtentry procedures for EC
banks, which now had a quicker method of access — simple notificationBartkeof Italy —
that obviated the need for endowment funds for their branches. Supewfidioe foreign
establishments of EU banks was entrusted to the home country auhesittept in respect

of liquidity.

The process of integration accelerated with the introduction ofitigée scurrency,
which acted as a catalyst for the main corporate projettindustrial and financial

reorganization.

Partly as a result of these developments, foreign institutionsdrdeeed the Italian
market in greater numbers in recent years, and increasingfigditional banking business,
seeking to exploit not only the growth potential of the retail endicorporate sectors but

also Italian households’ considerable saving capacity.



Entry into the retail market was achieved mainly by takeowénecal banks and
financial companies, not least to gain the competitive advantagenstgnrom local roots
and close customer relations. Subsidiaries of foreign banks operatetvesrks of their
international groups they belong to; their commercial policiesgaeged to expansion, to
enlarging the network and strengthening links with the product compahitee foreign

parents.

Between 1990 and 2005, the market share of foreign intermediariefsaims2.6 to 8
per cent of total assets. It has expanded further since thampund 16 per cent in the first
half of 2009.

There has been a substantial increase in foreign internesdi@nding to households
(Table 2). Operators specializing in mortgage lending and consaredit using credit
scoring techniques have entered the Italian markeis development, which facilitated
households’ access to these forms of finance, also led to innovatiothe types of
contracts’ longer durations, higher loan ceilings, and a larger percentafjeaotial risk
than the Italian average. In the first half of this year, 15ceat of the mortgage lending
market and 28 per cent of the personal finance market were aeddantby foreign banks,
compared with 0.2 and 7.7 per cent in 1990. Their customer deposits havecetssad,
albeit more slowly than lending, rising from 1 per cent of thd intd990 to over 9 per cent
in 2008.

Currently, foreign banks are present in Italy in a wide varietijoohats (branches,
subsidiaries, significant shareholdings); they occupy a leadiegfor a broad selection of
products ranging from corporate banking services to wholesaleemaperations and
clearing and settlement services, from project finance ta asaeagement and financial

advice, and from leasing to traditional banking.

In certain segments, such as depositary bank services, locahg@rgrfinancing and

consulting, and the structuring and sale of derivative instrumentgyrfdsanks play a major

*  Casolaro, L., L. Gambacorta, and L. Guiso (200Redulation, formal and informal enforcement and the

development of the household loan market. Lessom fitaly”, Bank of Italy Working papers (Temi di
discussione) no. 560, September.



role. Their branches and subsidiaries account for almost a quathter wftal securities held
for custody, a share that may increase significantly if andnwthe sales announced by
several large Italian groups go through. It is important thetaidvantages of the possible
economies of scale be passed onto customers and that the semmweesdpbe effectively

adapted to the needs of Italian operators.

The Italian branches of foreign banks have seen their profitsrsagfa result of the
crisis since their business tends to be concentrated in the imvedtianking sector, which

has borne the brunt of the downturn. Their earnings have become negative.

Subsidiaries, on the other hand, have had generally positive resulté.tiddim were
profitable in 2008 and in some cases their gross income and grossngperafit increased.
These results are particularly important when compared withe thbshe foreign parent
companies, many of which sustained heavy losses and a subsiastiad allocations to

provisions.

The reason for the better performarafeltalian subsidiaries is their focus on retail

banking. Cost-cutting measures, including downsizing, also contributed.

The differences between the types of business of branches and sidssidra
reflected in the recent performance of lending by the two cae=g In the case of branches,
for a long period, and until the summer of 2008, the rate of growth in lending was owar 20 p
cent, owing to the sharp expansion of syndicated loans to medigenflans and financial
companies; it then progressively contracted, to turn negative bgeb.6ent in September
2009, as a result of the impact of the crisis on wholesale operdBpm®ntrast, subsidiaries
continued to record higher rates of growth than the system avewmgkenéling to both

households and firms.

Empirical analyses by the Bank of Italindicate that foreign banks have helped to
increase customer mobility, particularly in the case of househatdkencouraged product

innovation.

> Infante L. and P. Rossi (2009), “The Retail Adiivdf Foreign Banks in Italy: Effects on Credit $lypto
Households and Firms”, Bank of Italy Working pap@remi di discussione) no. 714, June.



The increased competition led to a drop in interest rates on mehdntong-term
mortgage loans to households. The annual reduction averaged about 15 basisveoitite
period 1997-2006 and 18 basis points in the last five years. More redbetlaverage
collateral on medium and long-term loans has also decreased, pbdg@s a result of rising

loan-to-value ratios.

The entry of foreign banks does not appear, however, to have aftbetedterest
rates applied to firms, either on short or on medium-to-long-taram€ing. This is probably
due to the difficulty foreign banks have in evaluating projects tinb@ced because of their
lack of local roots and hence of a close relationship with borrowers. Even in thed Gases,
however, the presence of foreign banks has been accompanied régeatliendency to

reduce the collateral on medium and long-term loans.

4. Supervision

The changes in the presence of foreign banks operating in Italy dhdii business
models have led to major alterations in the approach taken by superviBhese
developments have been strongly influenced by the progress of interhdtiarecial

integration, above all in Europe.

In the single European market the principle of home-country contealns that
branches of banks from other member states are subject to &icarghi different
supervisory model from that applied to subsidiaries established ualign law. Controls on
the former are entrusted almost entirely to the home-country digbowith the notable
exception of liquidity risk, which is monitored by the host country. ThakBof Italy
monitors liquidity risk in various ways; since September 2008 contrets been tightened
and banks are now required to maintain a positive net liquidity positionadurities up to
one month. When the strains were at their height, direct stepstaken in respect of foreign
parent banks, with the help of the relevant supervisory authoritiesifiSmeeasures of an
extraordinary nature can be adopted for branches of foreign banka sighificant volume

of deposits raised in Italy.



The Bank of Italy’s supervision of branches includes important contmolghe
transparency of banking services offered to customers and fagansy-laundering, about

which | will say more shortly.

Controls on subsidiaries are more intensive and resemble thosedajapli@lian
banks. In keeping with the new prudential framework established inatbed B Accord these
must be coordinated between the home- and host-country authoritiesigtlis ramified
supervisory system involving various authorities with different poweagkes the task of
supervision a complex and difficult one, in a setting in which foreigarmediaries are

exposed to an expanding array of risks, including operational and reputational risks.

As in its supervision of Italian banks, the Bank of Italy increglgirdirects and
calibrates its activity based on risks and their importaneeeomprehend their evolution and
impact, it has held more meetings with the subsidiaries of forgigups. This dialogue is
useful for a timely and in-depth analysis of operational choicdbgicontext of those taken
at group level, and of the risk management and control systemsctinggeincluding those

of a partial nature, have been intensified.

A start has been made on action to strengthen internal contrainsysidich were
found to be inadequate in some cases. The reaction has been positive, fimocéss of
adapting to higher standards is not yet complete. The corporateecokuseveral big
financial groups requires a thorough rethinking in order to forge a eletwonship between
business units and control functions. These controls must be assigail gngortance than

in the past.

The performance of depositary banks’ activities require orgaarml structures and
working processes capable of curtailing the operational and repafatisks to which
custodians are subject. The regulatory framework governing thisrsiectitaly fosters
reliable and transparent conduct: for example, the distinction eetweanagement
companies and depositary banks makes it easier to control tlezatiops, the quality of
valuations and the actual amount of assets held for custody. Tmgemant has prevented
the emergence of similar risks to those seen in other systéimds Eust continue to make

this activity even more effective and secure for customers.
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Derivatives business can expose banks to major legal and reputaisésalas the
numerous ongoing legal disputes testify. For some time now weimawsified our activity
on this front, both by reminding banks of the need for proper conduct andlcas&f
assessment, and through the monitoring of the phenomenon, includinggetedaon-site

controls. We must not lower our guard.

One aspect that can condition supervisory activity is the avatijakoli full
information on the activity of foreign branches, and to some extentoh the subsidiaries
present in Italy, when their role is merely to distribute prasldetveloped abroad, often in
London. In these cases it becomes difficult to obtain, even duringeosxaminations, the
documentation needed to reconstruct the operations of the foreign intmynieditaly; in
some cases the transactions in question are complex, exposing bdmgls tperational,
legal and reputational risks that are difficult to quantify. In edaoce with the division of
responsibilities under Community legislation, there is a need &atgr cooperation between

foreign intermediaries and the authorities of the countries in which theyludieservices.

Improvements in transparency are necessary: foreign intemesdmust also comply
with the advertising obligations, follow the rules on contracts and,nargk set up customer
relations on a completely correct basis. It is essential, ticplar, that a careful selection be
made of agents responsible for distributing credit cards, a dectanich several foreign

banks are very active.

A qualitative leap is also called for on the sensitive issurarfey laundering, with a
greater commitment by top management, more intensive staffnijaand more stringent
controls. At times we have found the phenomenon to be underestimateceign parent

banks when setting up programmes for organizing and reorganizing their Italian units

The supervision of foreign banks must reconcile the requirements oblcorngr
institutions that can have systemic importance in the nationabtgrwith the powers of the
supervisory authority in the country where the parent company ablisbed. This is a
delicate process, requiring a balanced and pragmatic approacBamkef Italy has stepped
up the activity it performs in the colleges of supervisors. Intaddio validating internal

risk-measurement systems, the colleges’ activities have ghadbalnd not without
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difficulty — been extended to broader issues, concerned with the very stabilibssfborder

banking groups.

5. Developmentsin regulation and supervision

The integration of the markets and the broad process of internataiimadizan
facilitate the spread of instability, even if localized fmst, and require a coordinated
response. This is why it is essential not only to proceed ramdiytroduce new common
rules for the financial sector, aimed at reducing the rislysibsic crises, but also to achieve
greater homogeneity in their actual application and to stiengtooperation between
national supervisory authorities. The proposals for reform of the taleh on numerous
issues: the capital adequacy of banks, the size of the regufeonyeter, the planning of
measures to attenuate the pro-cyclicality of banking activéiital buffers, the introduction
of limits on the financial leverage of intermediaries, the impmom@ of corporate
governance and executive compensation mechanisms, the role of sgiyemgportant
intermediaries, integration between macro-prudential and micro+uradsupervision, and

international coordination between authorities in supervising cross-bordertioss.

Effective supervision of international groups and the institution tofilg integrated
monitoring process will require overcoming the divergences &iilind between the
approaches of the various authorities, especially in the definitiorthef scope of
consolidation for banking groups, the application of Basel Pillar 2, ¢la¢ntient of liquidity
risk, the reporting of off-balance-sheet vehicles, accounting stidand prudential

reporting.

The FSB, under the leadership of the Governor of the Bank of Italycdreduded
that the international college of supervisors is the most suitadilement for strengthening
cooperation and information exchange among the national supervisory aeghaxitlved in
the oversight of cross-border groups. This instrument, already cwvitirih the European
Union and amply utilized in Italy, will be reinforced in the n&sture and extended to all
cross-border groups. To make action more effective, a clearaligesframework and a

precise definition of the powers and duties of colleges are negeBsa the most part, they
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have worked well as the place for information exchange but have nodbpedea real
capability for the joint assessment of the risks of groups and ¢beiponents or for the

effective coordination of supervisory action.

Colleges’ decision-making powers need to be reinforced, with maghimesettling
disputes and a powerful coordinating role for the consolidated superVisisr.process
should be complemented by greater recognition of the role of the pamewntany under
Community legislation on banking groups to establish a proper distributi@mosté and
benefits among all the components of the group. The Italian lawrinigagroups can offer

useful points of reference here.

In addition, colleges need to become the forum for the integratedsssksanent of
groups and their main components, in order to plan supervisory action andticerre
intervention. This requires the development of common methodologies and they sifa
information, including through central databases accessible thealthorities within the

college, to favour joint monitoring of the main risks.

There have been problems in the management of crises involving crossdrorges.
In particular, what is lacking is agreement on the method fomghtire costs of intervention.
In practice, government support has gone exclusively to the natierabens of troubled
groups and not to sustain the group as a whole. Supervisory colleges halayedt a
central role when group crises have occurred, as would have bé=blgeg&ven in cases in
which cooperation was thought to have produced a good degree of uniformegulatory
approaches, national needs and practices prevailed. The “too-kidj-t@&yndrome is
currently under discussion in international fora, with various proposeddies) including
the imposition of additional capital requirements and other, moreatagroposals for
reducing the size and interdependence of group structures with glstamic relevance.
The debate is still just beginning, and the eventual resultsl t@ye a considerable impact

on market integration.

The European Commission has worked up a set of proposals to improve coaperati
among national supervisors, harmonize crisis management and resohdasures and

clarify the standards for sharing the costs of banking crises among countries.
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The most significant proposals are for: enhancing the quality and itguait
information that home and host supervisors exchange, both in normal timés enges;
host supervisors’ participation in colleges, including when the aas@ves important
branches or subsidiaries; creating a new European System of igirfampervisors (ESFS)
grouping three sectoral agencies (the European Banking Authoritutfopean Insurance
and Occupational Pensions Authority and the European Securities Mankitority), for
more effective supervision over the major European groups; and foanireyy European

Systemic Risk Board, in order to sharpen the macro-prudential focus of supepdboyy

A few weeks ago the Commission released a consultation documemng seit its
projects for enhancing supervisory authorities’ early interventicaliag banks, and their
crisis management and resolution. The idea is to revise Europegampm@and bankruptcy
law, together with compulsory deposit insurance schemes, and, morallyetige financing

of crisis intervention measures.

The set of regulatory changes under consideration, once implementedaval
significant impact on the conduct of banking supervision over national amdgro
intermediaries alike and on the roles and responsibilities of tieusaauthorities. There will
be a period of intense dialogue with intermediaries, whose organidadodabusiness

models could be affected.

6. Conclusion

| believe that the Italian experience over the past twentyyas has been positive
on the whole. Foreign banks have significantly enlarged theiepcesin Italy and helped
spread new business models, different even from those of their owa mankets. These
foreign intermediaries contributed substantially to the growtthefitalian banking industry
in terms of innovation, service quality and quantity, and stiffer ctitrgre Italian savers and
investors benefited. The contribution was greater in some markeeseg) less noticeable in

others.
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During the recent crisis, in Italy — unlike other countries — thegoree of foreign
banks did not cause strains or inflict losses on Italian savergaeestors. However, more
highly diversified lines of business and the rapidly evolving exteenaironment have
increased risk exposure, especially in some segments. The Barddyohds accordingly
adjusted supervisory approaches and instruments to guarantee the caffectecness of
its action, adapted to the evolution of risks. In recent yearshief focus has been on

liquidity, operational, legal and reputational risks.

The closer integration of financial markets heightens the dasfgeontagion. The
debate on the effectiveness of supervision over the major cross-tgnalips, with their
often over-complex organization, is still under way. Obviously, the guestion that ranges
beyond national confines. If the crisis was — unquestionably — globaltlibereview and
reinforcement of the supervisory architecture needs to be as tideatly coordinated as
possible. The regulatory response to cure a financial systermatagroven to be borderless
and highly interconnected cannot be marked by divergent national emphdsagproaches.
It must follow common guidelines and methods of application based on givamegbles.
Otherwise, we would be leaving ourselves open to regulatory arbareyepportunism on
the part of the large global players. In this new frameworletbannot and must not be any

room for supervisors to favour their own financial marketplace by light regulation.

There is now broad international consensus on the need for common rui@snuni
supervisory measures, severe and cogent enforcement, enhancegimdrg role of
supervisory colleges and cooperation among authorities. Hopefully,comsensus will

translate rapidly into practical action.

The Bank of ltaly is convinced that stepped-up cooperation and collamoratthe
best way to minimize the risk of new crises and avoid the remeref the severe damage

sustained in the last two years.

As the authority responsible for prudential supervision in Italy,aagpsilously apply
the rules agreed on internationally and in Europe, in tandem withigbpeareful and
severe controls. This we do every day. Recent experience has staiwhi$ necessary to

maintain this course.
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Table 1

PRESENCE OF FOREIGN BANKSIN THE EU COUNTRIES

(with reference to the end of 2007)

Number of foreign

intermediaries present
(branches and subsidiaries)

Market share of

foreign intermediaries

(total assets )

of which: of which:
branches branches
Belgium 85 58 24.8 6.9
Bulgaria 21 5 81.6 4.0
Czech Republic 34 14 915 8.9
Denmark 31 22 19.3 5.0
Germany 123 84 111 2.1
Estonia 13 8 98.8 11.2
Ireland 69 32 46.7 10.2
Greece 35 27 23.2 9.6
Spain 127 80 11.6 7.8
France 239 88 12.9 2.2
Italy 99 82 17.4 9.5
Cyprus 33 25 321 11.8
Latvia 13 58.0 0.0
Lithuania 8 83.7 8.0
Luxembourg 151 43 95.0 15.9
Hungary 30 57.4 1.6
Malta 16 42.6 0.0
Netherlands 50 23 17.6 2.5
Austria 53 27 26.9 1.2
Poland 54 14 70.5 4.1
Portugal 36 24 23.0 6.8
Romania 34 10 82.1 4.8
Slovenia 11 3 28.5 0.6
Slovakia 25 10 95.9 19.6
Finland 33 25 65.3 5.3
Sweden 24 16 9.3 9.0
United Kingdom 264 174 53.4 42.3
MU - 13 1111 596 19.5 4.9
EU - 27 1711 908 28.7 14.2

Source: Based on European Central Bank data.
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Table 2

MARKET SHARES OF FOREIGN BANKSIN ITALY
(annual averages with reference to bank branches and subsidiaries)

1984 1990 1995 2000 2005 2008 2009 (1)

Total branches and subsidiaries

Total assets 4.2 2.6 5.2 7.1 7.9 16.4 16.2
Interbank assets 9.8 6.0 15.7 12.9 13.3 20.6 171
Loans 5.2 3.0 2.7 5.8 9.0 16.2 15.8
mortgage loans 0.7 0.2 0.3 5.7 5.8 12.5 15.2
personal loans 11.5 7.7 6.2 14.2 27.7 354 27.5
Securities 1.6 15 6.3 10.1 9.9 17.6 12.0
Deposits 1.0 0.9 2.0 2.9 4.7 11.2 9.3
Interbank liabilities 13.7 9.7 16.3 19.3 24.0 32.7 27.6
Off-balance-sheet items 8.6 6.1 5.4 10.6 11.3 13.5 12.3
Commitments and contingent

liabilities 29.5 24.4 42.6 16.8 6.9 27.3 11.9
Securities held for custody 1.9 2.2 5.6 9.0 10.7 28.7 333

of which: branches

Total assets 3.3 1.8 4.1 4.8 54 9.4 8.9
Interbank assets 8.6 5.0 14.2 9.9 10.3 12.5 10.7
Loans 4.0 1.9 2.0 3.0 6.3 7.7 7.2
mortgage loans 0.2 0.1 0.2 0.7 2.6 3.6 4.6
personal loans 0.1 0.0 0.2 3.0 9.0 35 5.6
Securities 1.2 1.3 5.2 7.9 4.3 7.6 5.9
Deposits 0.2 0.2 0.8 1.4 3.2 3.0 2.2
Interbank liabilities 12.5 8.7 15.0 15.0 20.3 22.1 19.3
Off-balance-sheet items 6.9 4.9 4.4 6.2 5.2 55 5.1
Commitments and contingent

liabilities 28.6 23.0 40.9 15.3 4.6 20.0 7.8
Securities held for custody 13 15 4.5 7.2 8.5 14.5 10.8

Source: Supervisory reports.
(1) Average of the first 6 months of the year. Some items may have different definitions from the past owing to changes in the reporting
procedures.
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Figure 1

NUMBER OF FOREIGN BANKS PRESENT IN ITALY
(with reference to bank branches and subsidiaries)

110
[Ichanges over the year //’
90 1 ——total foreign banks
—=— of which: branches
70 A
SOM/ )
30 A
10 4 H
D.:. :.:.:.EIEIDI:l DH 0 = = [] I:l O =
I:l\\\\l:l\\\\\\\\\\\‘:’\\\\\‘:’\\\\
-10
M D 0 A DO O N DO O DO O >H O D
XD R R RX SRR DD DD QT OO OO
SRR NS INEE AR RS AR R SRS - I S S S S S SIS S

Source: Supervisory reports.
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Figure 2

LOANS BY EU BANKS TO NON-RESIDENTS (1)

(amount by residence of counterparty
as a percentage of total outstanding |oans)

—other euro-area countries
— —remainder of the European Union

Source: European Central Bank.
(1) Outstanding loans granted by banks having their registered office in the European Union to non-institutional customers
resident in other EU countries. The counterparties do not include monetary financial institutions.
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