UNIVERSITA LUISS - GUIDO CARLI
CERMEF - Centro di Ricerca sui Mercati Finanziari

ANIA IRSA
Associazione Nazionale Istituto per la Ricerca e lo
fra le Imprese Assicuratrici Sviluppo delle Assicurazioni

Financial savings in Italy:
Instruments, intermediaries and markets

Address by the Director General of the Bank of Italy
Vincenzo Desario

to the conference on

The New Economy
and its impact on finance and insurance

Rome, 10 January 2001



CONTENTS

L gLEg0e (8o 1T o o H TSP PRSP PSPPSR 1
Financial SavingS N TTAlY ........cccveieeiice s nne s 2
The growth of asset management in [taly .........cccccoveverceccce e 3
Competition in the Italian asset management market ...........cccocevveceveeve e 8
Banks in the market for inSuranCe Products ...........cccceeeereeveceese e 10
The new economy and financial intermediation ............cccoccveveviicie s 12

CONCIUSIONS ...t e e e et e e e e e e e e e e ettt eeeeesae e eeeeeeeeeeeesaannneeeeeeeeenaannnnnns 16



1. Introduction

This gathering is an opportunity to reflect on the developments and far-reaching
changes afecting the savings market and financid intermediariesin Itay.

The experience of the United States in the nineties clearly shows the importance of
efficdent and developed financid markets for the growth of the economy, income and
employmen.

In Itay the propendty of households to save, dbeit declining, remains higher than in the
other leading countries. Demand for financia assets has shifted from bank depodits and short-

term securities to equities and long-term bonds.

The asset management industry has grown enormoudy in the past few years and drawn
close to the levels found in the most advanced economies. Macroeconomic trends and

legidative reforms have contributed to this progress.

Intermediaries have simulated and accommodated the inclinations of savers by
widening their product ranges and creating new channels of didribution. Intense competition
has spurred them to improve the qudity of services, brought a lowering of commissons and
encouraged interna reorganization designed to enhance operating efficiency and develop

specidized expertise.

Greater use is being made of the Internet in order to market financia products, reach
new categories of customer and paticipate in dectronic commerce initiatives. The
opportunities offered by on-line activities are accompanied on a growing scale by severd
typicd risks of intermediation, particularly the operationa and reputationa risks connected with
distance activity.



Growing demand for equity instruments increases the resources available to finance
indugtrid projects, including those, typicd of the high technology sectors, that carry a high risk

and offer adeferred return.

The massive purchases of foreign shares by specidized Itdian intermediaries have not
been balanced by equaly large capitd inflows to Italy. Foreign investors have tended to prefer

[talian government securities.

[tdlian intermediaries’ ability to compete effectively in foreign markets and the need to
upgrade our economy’ s technologica leve require a further strengthening of the private capita
market and the development of corporate finance services comparable to those aready
widespread in the most advanced financid markets.

2. Financial savingsin Italy

The Italian economy’s saving rate in 1999 was equa to 21.5 per cent of nationa
income. This was in line with the average for the nineties and compares with the average of
22.5 per cent for the eighties. Today the rate is close to the European average (21.8 per cent)
and dightly higher than that for the Group of Seven countries (20.9 per cent).

In the second hdf of the nineties the improvement in the financid balance of the public
sector was accompanied by a decrease in households propensity to save. In 1999 the
proportion of disposable income saved was 13.2 per cent, compared with 16.6 per cent in
1993 and 21 per cent in 1983.

The fdl in households propensity to save can be dtributed to the prolonged weak
growth in digposable income, and in fact it has been accompanied by a very smdl rise in
consumption. According to recent empirical andyses, the decline has been mitigated by the
spread of expectations of smaler pensons, which gppears to have encouraged households to
step up their accumulation of real and financia assets.



Italy’s household saving rate nonetheless remains high by internationad standards. It is
much higher than those of Germany, the United Kingdom and the United States; among the

main industria countries, it is second only to that of France.

The decline in red interest rates, the reduction in the supply of government securities
and the expansion in that of assat management services contributed in the second haf of the
nineties to amgjor redlocation of households financid portfoliosin favour of equity securities.
The progressive integration of financid markets and the dimination of currency segmentation in

the euro area have stimulated purchases of foreign securities.

The change in investment choices has been managed by inditutiond investors.
According to the Bank of Italy’s survey of household income and wedth, between 1995 and
1998 the proportion of households entrusting their financid savings to investment funds or
portfolio management services rose from 5 to 11 per cent, while the proportion of those
investing in life insurance products increased from 21.5 to 23.3 per cent.

Owneship of risky financd assets is generdly widespread among wedthier
households but not everywhere to the same extent. In the United States 87 per cent of the
households in the highest quartile of the didribution of wedth held shares ether directly or
indirectly in 1998. In Italy the corresponding figure was 39 per cent.

Italian households dso sand out by international comparison for the low levd of ther
debt. The ratio between households' financid liabilities and assets was 6.6 per cent in Itay at
the end of 1999, amilar to the figure in Germany but far lower than those in France, Spain and
the Anglo-Saxon countries. In the past few years sharply faling interest rates have encouraged
vigorous growth in loans to households, primarily for the purchase and renovation of properties

and for pecific items of consumption.

3. Thegrowth of asset management in Italy

Between the end of 1996 and the third quarter of 2000 assets under management in
Ity in individud and collective invesment portfolios nearly tripled to 1,940 trillion lire.



Investment funds accounted for 58 per cent of the increase and took on a centrd role in the

management of savings.

Households' growing demand for individua and collective asset management services
was abetted by the reform of the legidation governing the credit and financid sectors.

The legidative innovations helped new products to succeed, promoted grester
efficiency in the financid industry and strengthened the competitiveness of Itdian intermediaries
in acontext of markets open to internationa competition.

The 1998 Consolidated Law on Financid Intermediation was of fundamentda

importance to this process.

The new inditution it created, the asst management company, conditutes the
organizationd modd for al intermediaries authorized to operate in the different market
segments. from individud portfolio management to collective invesment vehides, penson funds
and advisory sarvices. It has introduced an ement of organizationd flexibility alowing banking
and financid groups to raiondize their presence in the various sectors of activity and to

centralize management functions and separate them from distribution.

The 99 asset management companies operating a the end of 2000 accounted for 74
per cent of the assets under management in individua and collective investment portfolios. A
growing number of banking groups delegate these companies to operate their individua
portfolio management services and they are aso entrusted with alarge part of the portfolios of

Italy’ s main insurance companies.

The removal of the procedures for creating new categories from the reddm of datute
law, with respongbility for establishing their characteristics assigned to the Treasury Miniger in
July 1999, has fostered product innovation and made new management indruments available.

The formdities have been smplified and the time taken to gpprove invetment fund
rules has been appreciably shortened. A set of standard rules has been defined and their



adoption by fund management companies will make it possible to minimize the supervisory
checks by the Bank of Itdy, which is committed to issuing its authorization within twenty days
ingead of the maximum of four months provided for by law.

In December 2000 the assets of Itdian investment funds totaled 880 trillion lire, four
times more than at the end of 1996. Units of Itdian investment funds, which represented 2 per
cent of households' total financial assets at the start of the decade, accounted for 18.5 per cent
at the end of 1999.

In the last four years invesment funds initidly recorded a surge in net subscriptions,
followed after 1998 by the ongoing phase marked by more moderate increments and, above
al, by apronounced redlocation of assets among the different categories of fund.

Initidly, banks sought to expand their sources of non-interest income by encouraging
customers to invest in money market and bond funds that were better able than individua
investors to redize capitd gains from the convergence of Itdian interest rates with those

prevailing in the leading European countries.

In 1999 and 2000 the fal in bond prices encouraged a shift of savings into equity
funds. In November 2000 equity funds assets had grown to 38 per cent of the totd, a value
close to the European average.

Foreign funds, especidly Luxembourg and Irish funds, largely established by Itdian
intermediaries, have become widespread in Itdy, patly owing to the difference in tax
treatment. In 2000 the net inflow that they recorded, equd to around 72 trillion lire, more than
offset the net outflow from Italian funds.

At the end of 2000 there were around 1,000 funds in operation, twice as many as at
the end of 1996. The shape of the Italian market is different from that of the other European
countries, where the average size of fundsiis rdatively smdl; for instance, totd investment fund
asets are only dightly greeter in France than in Itay, whereas the number of fundsis Sx times
higher.



The larger average Sze of the funds marketed in Itay is partly a reflection of the ill
limited extent of product diversfication, but this is changing as intermediaries seek to respond
better to the needs of different categories of investor.

The product range is dso tending to widen with the introduction of highly specidized
ingruments, to be used in complex portfolios or as components of portfolios modeled on
specific gods pursued by individud investors.

Today investment funds often condtitute the “raw materid” for further forms of asset
management, such as insurance policies and individud portfolio management accounts. For the
|atter, the phenomenon is becoming highly significant; the proportion invested in funds has risen
rapidly, reaching 55 per cent last September. Investment fund returns act as the principa
parameter in unit-linked insurance policies, which have lady recorded sgnificant rates of
growth.

Funds of funds, which foster broader risk diversfication by improving the distribution
of the investment, are becoming popular and are postioned to compete with unit-linked
policies. Some 40 of them were established last year and had assets totaling 9.7 trillion lire at
the end of December.

Funds reserved for qudified investors, targeted to inditutiona customers willing to teke
on more risk in order to obtain higher returns, are making headway. They are permitted to
derogate from the prudentid rules for diversfying and limiting risks and alowed greater
autonomy in establishing their investor entry and exit procedures. About 20 of these products
have been offered so far, though most are sub-funds of just one fund.

Speculative or hedge funds, characterized by particularly high risks and returns, are a
third type of innovative product. Unlike the generd run of finds, they may take out loans and
engage in short-sdling. Although only two asset management companies pecidizing in this
sector have been authorized up to now, the market is seeing a spate of initiatives especialy on
the part of intermediaries that are not members of banking or insurance groups.



Pension funds are gaining ground as aform of collective portfolio management.

“Contractud” penson funds, redricted to specific categories of workers, have
sgnificant enrolment considering the short time they have been in operation. At the end of 1999
their members numbered more than 700,000, dthough their assets were ill not much more
than 1 trillion lire, snce only 6 of the more than 30 funds authorized had gone live. Mot of the
17 authorizations issued for management agreements regarded asset management companies
and invesment firms.

“Open” pendon funds have atracted fewer members, the number enrolled does not
exceed 140,000. By the end of 1999 authorization had been granted for 88 funds, mainly
established by insurance companies and asset management companies, and 61 funds were in
operation.

The growth of pension funds could be stimulated by the fiscd measures introduced
with Legidative Decree 47 of February 2000, which raised the cellings for the tax deductibility
of contributions for individuads and equated the taxation of the net operating result with that in
effect for investment funds, but with arate reduced from 12.5 to 11 per cent.

Individud portfolio management accounts, which were born as an instrument for higher
income investors, have gradualy spread to a wider customer base in forms ranging from the
specidized and persondized accounts reserved to wedthier investors to those set up on
predetermined lines, largdly involving investment funds, for smdler amounts. The compostion
of portfolio management accounts has aso changed as government securities have made room

for agrowing proportion of shares and corporate bonds.

At the end of 1999 individua portfolio management accounts held 7.5 per cent of
households' financia assats, compared with 3.2 per cent at the beginning of the nineties. Their
growth dowed down in 2000. In September their value exceeded 750 trillion lire, 56 per cent
of which under management by banks and one third entrusted to asset management companies.



4. Competition in the Italian asset management mar ket

In the internationd panorama, Italy’ s asset management market has attained significant
gze. Itay is the fourth-largest “producer” in the world, following the United States, Japan and
France. Investment funds directly or indirectly controlled by Italian groups account for 18 per
cent of the investment fund market in Europe. Two of the five largest European groups are
Italian.

At the end of 1999 the Italian market had a high degree of concentration: 10 groups,
including 2 headed by insurance companies, controlled 71 per cent of total assets under
management. In September of last year Itaian banks market share was 83 per cent, while that
of foreign intermediaries was around 10 per cent.

Product innovation is being simulated as competition grows and investors pay more
atention to returns, fee levels and service qudity. Use of the Internet threatens the primacy of

traditional distribution networks and makesiit easer to compare competing offers.

The leading operators are offering an ever-expanding menu of products, including
financia instruments issued by other intermediaries, in order to attract customers and secure
thar loydty.

The increase in competition has been reflected in pricing. In the investment fund sector,
entry fees have dropped substantidly: in 1999 the totd amount of such feesfell by 11 per cent
compared with the preceding year in pite of the increase in subscriptions.

The mgor invetments necessxry to acquire a sgnificant podtion in the asset
management market and the importance of marketing networks favour the formation of large
intermediaries, particularly bank-related ones with extensive potential customer bases.

Foreign companies are sepping up their efforts to expand in Italy and seeking to
overcome the handicap of limited didribution networks. Entry srategies centre on marketing



agreements with locd intermediaries and on-line didtribution. The number of foreign funds sold
in Italy jJumped from 1,200 to 1,800 last year.

Portfolio redlocation to the benefit of foreign securities is tending to reduce the
comparaive advantage Itaian asset managers derive from their knowledge of domestic issuers.
This could affect their ability to compete if it were not accompanied by the acquistion and
development of specific skills. The Italian managers of a growing number of funds are engaging
magor foreign intermediaries to handle specific sectors of investment.

Itdian intermediaries’ presence in foreign markets is il limited. The decision to locate
management activity abroad is often motivated more by advantageous tax treatment than a
drategy of international growth. Investment funds established abroad by Itdian firms collect
nearly al their funds from saversin Itay.

An important step in the direction of a common regime of taxation of non-resdents
investment income within the European Union was taken by the Ecofin Council meeting of last
November, which agreed a draft directive on the matter. For a trandtiona period of seven
years, twelve countries would implement an information-exchange system, while three (Austria,
Belgium and Luxembourg) would gpply a withholding tax (equd to 15 per cent for the first
three years and 20 per cent theredfter), with three-quarters of the resulting revenue being
rebated to the investor’s country of residence.

In the Itdian market, where competition is now intense, banks gill play a centrd rolein
the development of investment funds and portfolio management accounts.

In the last three years the banking system has recouped profitability by expanding the
supply of services. Income from asset management and securities custody accounts amounted
to 12 trillion lire in 1999, an increase of 47 per cent on the preceding year. The risng trend
continued in the firgt haf of 2000, when, despite the upturn in net interest income, the share of
total gross income attributable to asset management rose to 13 per cent, compared with 10 per

cent ayear earlier.



In order to increase their ability to compete, Itdian banking groups have launched a
far-reaching effort to reorganize their production and distribution processes with a view to

achieving economies of scale and capitdizing on in-house professiona resources.

The amount of assets involved and the growing complexity of management activity
have led to a growing separation between portfolio management and the activity of the sdes
networks, which are focused on helping customers to identify the most gppropriate risk-return

profile.

Not infrequently, adminigtrative, accounting and interna audit functions are entrusted to
specidized arms of the group.

Crucid organizationd factors include the ability to define Strategic objectives, pursue
them consgently with adequate resources, exercise full control over operationa and

reputationa risks, and maintain effective control over outsourced functions.

The Bank of Itdy has placed the monitoring of asset management companies
organizationa Structures a the centre of supervisory action, requiring companies to have the
controls and human and technical resources needed to ensure correct performance of the
mandates conferred on them by investors. This aspect is particularly important in the case of
companies managing innovative funds. Supervisory scrutiny covers the entire production
process, from the formulation of management Strategies to the vauation of fund units,

5. Banksin themarket for insurance products

The share of households' financia assets managed by insurance companies rose to 6
per cent in the nineties. Banks play an important role in this market. Growing ownership links
between banks and insurance companies, especidly in the fidd of life insurance, and cross-
sdling of products are to be found in dl the leading countries. The am of both banks and
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insurance companies is to diversfy the range of products available to households and reduce
the incidence of the fixed costs of sales networks.

Bancassurance developed in Europe under the impetus of deregulation in the eightiesin
France and the United Kingdom; in the United States the legidation prohibiting commerciad
banks from producing or selling insurance products was repealed in 1999.

Business combinations involving banks and insurance companies have frequently been
cross-border and have given rise to some of the largest European conglomerates. Banks have
acquired substantid market shares in the digtribution of insurance products in Germany, Spain,
Portugal and the Nordic countries.

Under Itdian law banks can acquire control of insurance companies and vice versa.
Cross-sdling is permitted, provided the products are standardized and it is carried out under
agreements tha clearly define the contractud liabilities and risks associated with the insruments
being sold.

Inltaly bancassurance involves some of the country’s biggest intermediaries, including
five of the ten largest life insurance companies. In September 2000 banks owned interests in
72 Itdian insurance companies, of which 34 engaged in life busness and 24 in mixed business,

some smaler banks are controlled by insurance companies.

The role of banks in the insurance indugtry is clearly reveded by their share of totd life
premium income, which rose from 5 per cent at the beginning of the nineties to 50 per cent in
1999. In that year, according to a survey conducted by the Bank of Italy, life premium income
deriving from new policies sold by the banking syssem amounted to 41 trillion lire; about two
thirds of the premium income was generated by large banks that accounted for 56 per cent of
bank deposits and bonds. Some 84 per cent of the premium income came from policies issued
by insurance companies in which banks owned an interest; the remainder referred to policies

sold exclusively under distribution agreements.
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In line with Community law, insurance companies are not included in banking groupsin
Italy nor are thelr accounts consolidated with those of banks; the same approach has been

adopted for the consolidated accounts of insurance companies.

Attention is being drawn in internationd fora to the need to avoid the dilution of the
capita of conglomerates made up of banks and insurance companies as a result of its being
used to cover the risks of more than one group company at the same time (a phenomenon
known as double gearing). The protection of intermediaries dability is entrusted to the
prudentia rules of each sector and the supervision carried out by the competent authorities.
Itdian law provides for full cooperation between the two authorities involved based on the
exchange of information needed to maximize the effectiveness of supervison.

6. The new economy and financial intermediation

The flow of private Itdian capitd channelled to foreign markets by specidized
intermediaries is growing. For the most part the funds are used to buy shares. in September
2000 Itdian investment funds held 292 trillion lire of foreign shares, more than three times the
vaue of their holdings of Itaian shares, as againg aratio of lessthan onein 1996.

The inflow of capitd from abroad has mainly been invested in government securities.
Between the end of 1996 and September 2000, the proportion of public debt securities held
by non-residents rose from 16.3 to more than 40 per cent. The proportion of Italian shares
held by non-residents remained small, at around 10 per cent.

The pattern of capital movements to and from abroad revedls an inadequate supply of
equity and debt instruments on the part of Italian private-sector issuers.

The low market capitdization of the stock exchange is a feature of Itay’s financid
system, dthough the value of listed companies has increased congderably in the last few years
owing to privatizations and the rise in share prices. At the end of September 2000, the market
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capitdization of the Itdian sock exchange was equd to 73 per cent of GDP, in line with the
figure for Germany but less than those for Spain and France, respectively 94 and 118 per cent.

The gap with respect to the other euro-area countries in terms of the number of listed
companies continues to widen: in the firs 11 months of last year, 11 new companies were
listed on the main board and 28 on the Nuovo Mercato. These are large increases compared
with the past, but when delistings are included, the number of Itdian listed companies rose by
only 21, compared with 123 in Germany and 54 in France.

Numerous studies have sought to identify the reasons for the limited growth of the
stock exchange and assess its consequences for the efficiency of resource dlocation and the

transfer of corporate ownership.

It iswidely held that the limited presence of ingtitutiond investors cannot be invoked as
the main reason for the smal sze of the market and the tax regime has been ruled out as a
factor discouraging the ownership of shares. The changes made to the organizationa aspects of
the stock exchange, simulated by the competition between financia centres, have increased
the liquidity and trangparency of transactions.

The dudies dress the limited supply of shares, busnessmen's fear of losing control and

reluctance to disclose the information laid down for listed companies discourage them from

going public.

It is necessary to create conditions conducive to the listing of companies with good
growth prospects. The objective is to channd the savings made available by the reduction in
the government’s borrowing requirement and by investors greeter propengty to hold risky

assets towards the most dynamic and innovative companies.

New economy firms and those operating in high-tech sectors are marked by high risk-
return ratios and their greater difficulty in raising finance by traditiond means.
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In the United States these companies can obtain adequate financia support by sharing
ownership with venture cagpitd companies. These have detalled knowledge of the markets in
which the companies they finance operate, have a voice in the most important company
decisons, make the release of funds subject to progress in the implementation of corporate
plans and obtain resources from closed-end invesment funds and inditutiona and private
investors. In 1998 about 60 per cent of the funds raised by such companies came from pension
funds, which have a very long time horizon for their investments.

In Europe venture capita business has grown rapidly in the last few years, however,
compared with the United States, it has focused less on investments in innovative sectors and

newly-born companies.

Closed-end investment funds congtitute a vehicle of fundamenta importance for the
financing of this activity. In Itdy a decree issued by the Minigter of the Treasury in July 1999
removed some of the redtrictions on the maximum equity interests that could be held in each
company recaiving finance and made it easier for investors to enter and exit such funds. Funds
reserved for quaified investors enjoy even greater freedom. The outcome has been an
expandon in activity in this fidd: the number of funds in operation has dmost doubled and
innovative initigtives have been launched.

In the two years 1998-99, venture capitad companies carried out more than 600
transactions in Italy, but less than 20 per cent were in high-tech sectors such as information
technology, eectronics, communications and biotechnology.

Firms are making increasing use of the bond market in order to lengthen the average
maturity of their debt, diversfy their sources of financing and reduce the overdl cost of their

borrowings.

The start of the single currency has boosted the Eurobond market, which issuers find
atractive in view of the wide range of investors, the absence of withholding tax on interest
income, and the depth guaranteed by the participation of leading banks and important
inditutiond investors.
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In 1999 Itdian non-financia companies made 32 Eurobond issues for a tota of 24
hillion euras, with one company accounting for 16 hillion. In the firg three quarters of 2000

there were 31 issues for atotd of 9 hillion euros.

The role played by banks in the bond market congsts in certifying the creditworthiness
of issuers, providing liquidity and placing securities through their branches, which dso bringsin

additional and steadier revenues.

The processes involved in the production and digtribution of financid services are
undergoing profound changes connected with the increasingly widespread application of
information and communication technology. The Internet is accelerating the changes taking
placein the financid sysem.

The Studtion thet is emerging is highly diversfied and offers many opportunities, but it is
also beset with risks.

Banks and other intermediaries can make extensive use of the Internet to collect,
process and transmit information, expand the range of services they supply and participate in

the development of e-commerce.

The Internet makes it possible for banks to consolidate and expand their business with
exiding customers, but even more importantly it alows them to pursue expansion policies in
new catchment areas, thanks to the reduction in establishment and transaction costs. On the
other hand, it adlows operators in the communications and software industries to develop
products smilar to those offered by the financia sector and thus increase competition in the
fidd of intermediation.

The changes occurring in the ways services are produced and supplied, in the
digtinguishing features of cusomers and in the structure of the markets accentuate some of the
rikstypicd of financid intermediation.

15



Strategic risks are especidly important in view of their Sze and the rapid obsolescence
of investments, operationd and reputationa risks, related to the scope for fraud and procedural
inefficiencies, dso gand out. Difficulties in performing contracts and mafunctioning of 1T
systems affect the continuity of services and the certainty of transactions and can jeopardize the
relationship of trust with customers.

Today’s increased customer mobility makes the management of interest rate and
liquidity risk more complicated; the assessment of creditworthiness is more difficult for distance
lending.

Intermediaries’ firgt line of risk contral is provided by their interna checking systems,
which must be consstent with the volume and specid features of business conducted over the

Internet.

The supervisory authorities of the United States and severa European countries have
adopted ad hoc measures in this fidd. Particular importance is assgned to the role of
intermediaries boards of directors, which are required to establish the objectives for Internet
business, identify the related risks and put the necessary organizationd bulwarksin place.

These criteria are andogous to those underlying the regulaions concerning banks
internal controls issued by the Bank of Italy at the end of 1998, which cal on managements to
asEss entry into new sectors very carefully, especidly where these are highly innovative and

complex, and to ensure the proper working of their information systems.

7. Conclusons

The Itdian financid system is becoming more and more like those of the other leading
countries. The lengthening of average life expectancy, the reform of public penson systems,
and more widespread familiarity with financd indruments are tending to strengthen the

preference for managed assets, encourage investors to look for a high degree of diversfication
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even for smdl amounts, and simulate the demand for increasingly complex and sophiticated

financid sarvices.

The new economy, teken to mean primarily the innovation in production and
digribution brought about by the mgor changes that have taken place in technology, can
increase the efficiency of economic systems, enhance compstitiveness, improve the alocation
of resources and sugain growth in the long run. At the same time, however, it exposes
intermediaries to paticularly ingdious risks lending to new economy firms requires highly
specidized skills and thorough examination of applications in order to make correct
assessments of projects based on expectations that are far from easy to interpret in sectors
marked by very variable profitability and rapid technica obsolescence. Prudence gppears dl
the more necessary in the light of the Sgns of crisis a important e-commerce companies and
the high volatility shown by technology stocks.

The share of equity capitd in households portfolios is increasing, as is the share of
savings entrusted to specidized managers, and greater use is being made of technologicaly
advanced channds for the didtribution of financid instruments.

The centrd role of innovation and modern technologies in competing successfully in
international markets cdls for far-reaching changes in the financid management of firms and in

the business of intermediaries.

The spread of new technologies is dtering the reationship between intermediaries and
users of financia services. Customers are better informed and more active; the contractua
relationship is becoming more equd; and the importance of persond acquaintance and
previous dedings is likely to decline. The competitive chdlenge is in terms of the degree of
customer “satifaction”, in terms of quality of service, product differentiation, the trangparency
of contractua terms and conditions, and the levd of technica security.

In a context marked by fierce compstition in internationd markets firms must innovate
in their activities, products and processes.
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The key to Itay’s growth prospects lies in reconciling a fabric of smdl and medium-
Sized enterprises with the need to develop sectors based on advanced technologies and higher
capitd intengty, which presuppose very large investments with long paybacks.

Banks are required to make good use of the wedth of information they have acquired
in years of profitable cooperation with businesses, in order to increase their ability to provide
financid market advice and assgtance. In their lending, they must combine their knowledge of
customers with careful evauation of the latter’s investment projects, in order to sdect those
that deserve to be financed and the most appropriate forms of support.

Intermediaries and firms must be able to operate in alegd and economic context that is
certain and provides the security needed to enter into long-term commitments and carry out

projects with along time horizon.

Measures are needed to foster the organizationd and operationd flexibility of firms,
egpecidly smdl and medium-sized enterprises, and to remove al the redrictions on

competition.

Such action is essentid in a country called upon to make a specid effort to modernize
its economic system, S0 as to put households savings to good use, raise the potentia growth

path and increase employment.
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