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THE INTERNATIONAL ECONOMY

The world economy, which had been slowing down since the second
half of 2000 as a consequence of higher oil prices and the sharp declinein
investment, was not severely affected by the terrorist attacks of 11
September, thanks to the massive support promptly provided by US
monetary and fiscal policy. The economic upturn wasonly delayed by afew
months.

Households disposable income in the developed countries was
depressed by the previous year’s rise in oil prices. The slowdown in
investment spending was even sharper, especialy in high-tech sectors, and
involved all theindustrial economiesto avarying extent. The contraction of
demand for intermediate electronic goods weighed on the emerging
economies of Asia, which are specialized in their production. During the
summer some leading indicators pointed to an imminent cyclical upturnin
the United States, favoured by the monetary expansion initiated by the
Federal Reserve in January and by the tax-cut plan enacted in May. The
September events created a climate of uncertainty, with repercussions on
consumption, share prices and expectations. The further substantial
lowering of interest rates and the prompt passage of a series of budget
measures hel ped restore confidence.

World output increased by 2.5 per cent year on year, compared with 4.7
per cent in 2000; this was the smallest increase since the recession of the
early 1990s. World trade in goods and services collapsed from growth of
12.4 per cent in 2000 to a contraction of 0.2 per cent. The slowdown
originated mainly in the United States, which registered a decline of nearly
3 per cent in the volume of imports. From 1994 to 2000 US imports had
expanded at an average annual rate of 11 per cent. The slackness of world
economic activity caused a substantial and nearly unbroken decline in the
price of oil, which fell from $26 abarrel in January to $18.50 in December.
This had a beneficial effect on inflation.

In the devel oping countries and in the countries of Central and Eastern
Europe and the former Soviet Union, economic activity expanded lessthan
in 2000 but still posted appreciable growth (4 per in the former group and
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5 per centinthelatter). Chinacontinued itsrapid growth with again of more
than 7 per cent. In Latin America output stagnated as a result of the
worsening recession in Argentina, where it contracted by 4.5 per cent.

In 2001 USeconomic activity expanded by 1.2 per cent, compared with
4.1 per cent in 2000. The ten-year-long expansion cameto an end in March.
The subsequent recession, according to the estimates putting itstermination
at the start of this year, was historically short and, more important, mild.
Economic policy support made an essential contribution to this result. The
swift, decisiveaction of the Federal Reservelowered real short-terminterest
rates by nearly three percentage points; in the fourth quarter they were
practically nil. Fiscal policy also turned expansionary. At the end of May
Congress passed the new Administration’s tax plan for significant cutsin
personal income taxes over the coming decade. Some reliefs were
retroactive and were thus already effective in sustaining disposable income
towards the end of 2001. These measures combined with the slackness of
economic activity to decrease the federal budget surplus from $236 billion
infiscal 2000 to $127 billion in 2001. Recent Congressional Budget Office
estimates indicate a deficit of $46 billion for the fiscal year ending in
September 2002. Compared with 2000, the deterioration amountsto nearly
3 per cent of GDP. For the period 2002-2011, a cumulative budget surplus
of $1.6trillionisnow projected, downfrom $5.6 trillion projected at the start
of 2001.

US labour productivity continued to rise very rapidly last year by
comparison with previous cyclica downturns. This enabled firms to
counteract the profit squeeze stemming from heightened competition in the
goods market. Thanks to higher productivity, private non-farm profits rose
substantially even in the fourth quarter of 2001 and continued to grow
rapidly inthefirst quarter of 2002. Onthedemand side, thecrucial factor was
the continued strength of consumption, which increased by 3.1 per cent on
average for the year. Consumer spending was spurred by good terms on
home refinancing following the decline in interest rates and by the
possibility of taking out larger mortgages owing to the rise in rea estate
prices. This partialy offset the reduction in financial wealth dueto the fall
inshareprices. Households' debtincreased, especially among upper-income
households, which can more easily afford the related debt service. With
private consumer demand holding up, public consumption increasing and
the dollar appreciating, the current account deficit remained very high at
more than $400 billion, or 4.1 per cent of GDP.

From mid-November on the easing of international tensions favoured
a sharp improvement in the financial markets. Share prices made further
gains, rising well above the level registered prior to the terrorist attacks of
11 September.



Inthefinal monthsof theyear the US economy improved morethan had
been expected. Consumer spending soared, benefiting from the sharp
declinein oil prices and from incentives for car purchases.

The Japanese economy, inthethroes of profound structural differences,
fell into itsthird recession in ten years. Economic activity diminished from
the second quarter on, reflecting the contraction in private investment and
the sharp fall in exports. Year on year, GDP contracted by 0.5 per cent.
Prices continued to decline; as the labour market deteriorated, nominal
wages also fell.

Thereisagrowing consensusthat Japan’ sdecade-long stagnationisdue
above al to its model of economic development, which has impeded the
adaptation of the productive structure to the requirements of a changed
international environment. To deal with sharper foreign competition, the
more efficient manufacturing industries have been compelled by high
domestic costs to rel ocate to other Asian countries on a major scale.

This migration has increased the relative importance within the
domestic economy of less competitive industries with capital/output ratios
that are very high by international standards, owing in part to the massive
investment of the later 1980s. Their profitability has declined steadily since
theturn of the 1990s, and inthe last few years has been extremely poor. This
has affected the quality of the assets of banks, 80 per cent of whose lending
is to these sectors. This makes any solution to the problem of banks' bad
debts particularly difficult. Despite very substantial write-offs since 1993,
the quality of their assets has continued to deteriorate. It is evident that
measures to buttress banks' balance-sheet positions must be complemented
by action to foster a recovery in corporate profits by strengthening market
mechanisms for the allocation of resources.

The worsening of the economic and financial situation and the
accentuation of deflation led the Bank of Japan to change its operating
objective for monetary policy in March 2001; instead of a near-zero
very-short-term interest rate, it now has aquantitative target for the amount
of financial institutions’ current account balances at the central bank, a
figurewhich hasbeenraisedin several steps, from¥5trillionto ¥ 15trillion.
Theresult was a surge in monetary base, which grew by almost 33 per cent
between March 2001 and March 2002. The abundance of liquidity was
eventually reflected in theweakening of theyen, which depreciated by about
12 per cent against the dollar between the end of September 2001 and the
beginning of March 2002. However, the expansionary stimulus provided by
bank liquidity was not transmitted to the money supply, credit or, ultimately,
the economy because of thefragilestate of banks' and firms' bal ance sheets.

Economic activity inthe euro areaal so slowed down significantly over
the year. On an annual average basis, output increased by 1.5 per cent,

11
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compared with 3.5 per cent in 2000. The sharp deterioration in expectations
regarding export demand affected investment, whose growth halted. Mainly
owing to the lagged effects of the surge in oil prices in 2000, household
consumption grew at a considerably slower rate than in 2001. The
unemployment rate, which had fallen by almost one percentage point in
2000, remained virtually unchanged at around 8.3 per cent throughout 2001.
Against abackground of weak economic activity, the fall in the price of oil
and other raw materials helped to slow theincreasein consumer pricesfrom
the spring onwards. Between May and December inflation fell from 3.4 to
2.1 per cent. The reduced risk of inflation encouraged the Eurosystem to
adopt an expansionary monetary policy stance. Between May and
November official rateswere cut by atotal of 1.5 percentage points; therate
for main refinancing operations was reduced from 4.75 to 3.25 per cent.
Fiscal policy also became more expansionary; the working of automatic
stabilizers was supplemented in some countries by measures to bring about
a permanent reduction in the tax burden. This led to an increase in general
government net borrowing to 1.3 per cent of GDP, compared with 0.8 per
cent in 2000, and interrupted the adjustment process begun in 1994. On a
cyclically adjusted basis, the primary surplusfell from 2.7 per cent of GDP
in 2000 to 2.4 per cent.

The weak performance of the industrial economies also affected
lending to the emerging countries. Net flows of private capital, while
increasing slightly compared with 2000, remained at a low level; those to
Latin Americacontracted sharply. International investorsimposed different
termsfor accessto funds on countries according to the structural conditions
of their economies. In February Turkey suffered alarge-scale banking and
currency crisis. In December the economic and financial difficultiesthat had
been evident in Argentina since the spring turned into amajor crisis; at the
end of the year the government suspended the servicing of foreign debt and
at the start of 2002 abandoned the currency board regime. Theinternational
financial markets had foreseen these events well in advance, so that
contagion was avoided.

At the request of the international community and in response to the
serious situation that had arisen in Argentina, in February 2002 the
International Monetary Fund presented a proposal to reform the system of
multilateral management of sovereign debt crises, to make it more orderly
and predictable. During the recent meetings in Washington, the Finance
Ministers and Central Bank Governors of the leading industrial countries
adopted an Action Planto strengthen therol e of market mechanismsincrisis
management. In particular, the Plan calls for the inclusion in the contracts
governing securitiesissued by emerging countries of clauses that expressly
indicatewhat would happen inthe event of adebt restructuring. TheIMF has
al so been asked to draw up specific proposal sto amend international treaties,



national laws and its own Articles of Agreement to help strengthen the
multilateral crisis management system. In view of the time needed to
implement these changes, they will have to be complementary to those
aimed at extending market mechanisms. In March 2002 the United Nations
held an International Conference on Financing for Development in
Monterrey, aimed at significantly increasing the level of officia
development aid and changing the disbursement procedures to enhance its
effectiveness. On that occasion, the EU countries pledged to raise the
amount of aid to 0.39 per cent of their GDP by 2006; the United States
announced an increasein its own disbursementsfor atotal of $10 billion in
the next three years.

According to the IMF forecasts presented at the Washington meetings,
world output was predicted to grow by 2.8 per cent and world trade by 2.5
per cent in 2002. After stagnating in the last quarter of 2001, economic
activity in the leading industrial countries was expected to accelerate and
show an increase of 2.7 per cent in the fourth quarter compared with the
fourth quarter of 2001. In the United States growth was expected to
acceleratefrom 0.5t0 3.2 per cent, and in the euro areato reach 2.5 per cent.
In Japan, following afall in economic activity in the last part of 2001, an
upturn of 0.9 per cent was expected in thefourth quarter of thisyear. For the
emerging economies, varied results were expected. In the Asian countries,
the annual growth rate was expected to remain high, on the order of 5 per
cent, while stagnation in Latin America appeared set to continue. The
countriesof Central and Eastern Europe were expected to achieve growth of
3 per cent, asin 2001, whilein Russiatheforecast wasfor aslowdown from
510 4.4 per cent.

Growth prospects improved significantly in the first few months of
2002, primarily reflecting the better-than-expected performance of the
American economy, which is beginning to act as the engine of the world
economy once more. In the first quarter of 2002, US output increased
compared with the preceding quarter, at arate of 5.6 per cent on an annual
basis. A significant contribution came from inventory, as destocking
practically ceased. Investment in machinery and I T equipment began to pick
up. Theincreasein productivity exceeded 8 per cent. Share pricesand more
generally the prices of financial assets only partly reflected the more
favourable economic climate. The meltdown of the Enron energy group and
the doubts that this has provoked regarding the internal and external
procedures and methods for assessing companies financia stability have
weighed on the US market. In the other two largeindustrial economic areas,
positive signs have also been evident since the start of the year. In Japan,
industrial output has stabilized, exports have increased significantly and
consumer confidence has improved. In the euro area, according to
preliminary estimates output increased slightly in the first quarter.

13
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The international scene appears to be exposed to less risk than a few
months ago. If the tensions in the Middle East do not worsen and the price
of ail, whichsuddenly roseagainlast March, staysat today’slevel (about $26
abarrel), in line with what futures contracts suggest, growth and inflation
should not change significantly. Following the good results of the first
guarter, there is some uncertainty, however, asto the profile of the recovery
in the US for the rest of this year. The IMF forecasts that the stimulus
provided by inventories will peter out in the second quarter and that the
growth of the other demand componentswill be slower than hastraditionally
been the casein the initial stages of US cyclical upturns. By contrast, most
private forecasters predict arapid acceleration in investment, fueled by the
good prospects for profits, a significant increase in employment and
consequent rapid growth in private consumption. Thisscenariowould alow
the US economy to achieve a growth rate of more than 3.2 per cent by the
end of 2002 and to lay the foundationsfor an expansion of around 4 per cent
next year.



RECENT DEVELOPMENTSAND ECONOMIC POLICIES

Economic developmentsin theindustrial countries

The long period of expansion in the United States that began in March
1991 came to an end in March 2001. Compared with those in the past, the
ensuing recessionwasmild and brief. GDPonly changed for theworseinthe
third quarter, reflecting the terrorist attacks of 11 September. The economic
effects of that shock turned out to be less severe than initialy feared. Inthe
fourth quarter the economy began to grow again at arate of 1.7 per cent on
an annual basis. The outcome was GDP growth of 1.2 per centin 2001 asa
whole compared with 4.1 per cent in 2000 (Table 1).

At theroot of the downturn wasthefall infixed investment, which was
particularly sharp for information and communications equipment. Gross
fixed investment, which had increased by 7.6 per cent in 2000, fell by 2 per
cent in 2001, itscontribution to GDP growth, which had been positiveby 1.3
percentage pointsin 2000, was negative by 0.3 points last year. The decline
in fixed investment reflected the performance of the ICT sector, where the
expansion of 20.4 per cent in 2000 gave way to acontraction of 3.7 per cent
in 2001. It also involved investment in industrial and transport equipment.
Investment in residential construction, which in the preceding recessions
had tended to fall significantly, remained broadly stablein 2001, benefiting
from the reduction in mortgage lending rates.

Strong support for economic activity came from consumption; its
growthratewas 3.1 per cent, 1.7 percentage pointslessthanin 2000, but very
highif compared with similar cyclical phases. Inthe second half of theyear,
the reduction in energy prices bolstered households' spending capacity. In
the same period, against the background of a marked deterioration in the
employment situation and the greater uncertainty provoked by the events of
11 September, the resilience of consumption was decisively ensured by the
economic policies adopted. The expansionary budgetary measures had a
positive effect of fundamental importance on disposableincome. Thefall in
mortgage rates, fostered by the monetary expansion, created particularly
advantageous conditions for mortgage refinancing; the rise in the market
value of houses allowed borrowersto take out larger |oans against the same
properties. Theratio of household debt to disposableincome, which during
past recessions remained stable, rose between the first and last quarters of

15
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2001 from 91 to 96 per cent, alevel almost 20 percentage points higher than
that prevailing at the beginning of the 1990s.

Table1
GROSS DOMESTIC PRODUCT AND DEMAND
IN THE LEADING INDUSTRIAL COUNTRIES
(at constant prices; unless otherwise indicated,
annualized percentage changes on previous period)
2001 2002
2000 2001 o o o o o
United States
GDP .. 4.1 1.2 1.3 0.3 -1.3 1.7 5.6
Household consumption (1) ....... 4.8 3.1 3.0 25 1.0 6.1 3.2
General government expenditure (2) 2.7 3.6 5.3 5.0 0.3 10.2 6.7
Gross fixed private investment .. .. 7.6 -2.0 1.9 -9.7 -5.7 | -11.4 -2.3
Changeinstocks (3) ............. -0.1 -11 -2.6 -0.4 -0.8 -2.2 3.5
Netexports (3) .............oonn. -0.8 -0.1 0.6 -0.1 -0.3 -0.1 -1.1
Japan
GDP .. 2.4 -0.5 4.1 -4.8 -2.1 -4.8
Household consumption (1) ....... 0.6 0.3 7.7 -4.3 -6.7 7.9
General government expenditure . . 4.6 3.1 4.5 6.4 -1.1 15
Gross fixed investment ........... 3.2 -1.8 -0.4 -7.8 8.0 | -28.6
Change instocks (3) ............. .. .. 0.1 .. -0.5 0.1
Netexports (3) .........ooovunnn. 0.5 -0.7 -0.6 -1.2 0.2 -0.4
Euro area
GDP ... 3.5 1.5 2.0 0.2 0.9 -0.8
Household consumption (1) ....... 25 1.7 4.0 1.9 0.3 0.5
General government expenditure . . 1.9 2.2 2.9 1.7 1.4 2.3
Gross fixed investment ........... 4.4 -0.4 -15 -2.6 -1.3 -15
Change instocks (3) (4) .......... 0.2 -0.5 -2.8 0.1 -0.8 -0.9
Netexports (3) .............oon.. 0.6 0.7 25 -0.7 15 -0.4
Sources: Eurostat and national statistics.
(1) Comprises spending on consumption of resident households and that of non-profit institutions serving households. - (2) Includes
public investment. - (3) Contribution to GDP growth in percentage points. - (4) Includes net acquisitions of valuables.

Labour market conditions deteriorated steadily throughout 2001.
Non-farm payroll employment was down by 754,000, or 0.6 per cent, inthe
fourth quarter compared with a year earlier, primarily owing to the large
reduction in the manufacturing sector (6.6 per cent). On the other hand,
employment in the service sector showed a small gain of 0.3 per cent over
thesameperiod; it only registered adeclineinthefourth quarter, largely due
to the impact of the events of September on the labour demand in some
sectors (air transport, hotels and restaurants). The unemployment rate rose
significantly during the year, from 4.2 per cent in the first quarter to 5.6 per
cent in the fourth.



Labour costsin the non-farm business sector steadily decelerated, from
growth of approximately 5 per cent onan annual basisinthefirst half of 2001
to 2.3 per cent in the fourth quarter (with an average annual increase of 5.8
per cent). Labour productivity inthissector roseby 1.9 per cent over theyear
asawhole, whereasit had generaly fallen in the preceding recessions.

Non-farm and non-financial corporate business gross profits,
calculated on the basis of national accounts, fell in thefirst three quarters of
2001; in the third quarter they were down by 27 per cent from ayear earlier
against an increase of 11.4 per cent in the same period in 2000. During
this phase the dynamics of total profits was very largely determined
by the strongly negative performance of unit profits, which contracted
cumulatively by 28.5 per cent between the second quarter of 2000 and the
third quarter of last year, in the face of the moderately positive effect of the
trend in output volumes. In the last quarter of 2001 the very strong recovery
of unit profits (58 per cent on an annual basis in relation to the previous
quarter) ledtoasharprevival inoverall profits, which brought thelevel back
to figures similar to those recorded at the beginning of the year.

In 2001, following thefall ininvestment, non-financial firmsborrowed
less intensely than in previous years. Nevertheless, the ratio of corporate
debt to net worth valued at market prices, which at the end of 2000 wasequal
to 54.6 per cent, alevel similar to that of the peak at the beginning of the
1990s, roseto 59.4 per cent.

Consumer priceinflation fell over the twelve monthsfrom 3.7 per cent
in January to 1.6 per cent in December, reflecting the fall in energy prices;
theaverageannual inflation ratewas 2.8 per cent, compared with 3.4 per cent
in2000. Theindex of coreinflation, excluding themorevolatile components
(energy and food), maintained a basically stable twelve-month rate of
increase between 2.5 and 2.8 per cent.

The improvement in the economic climate at the end of 2001 was
followed by a significant recovery in economic activity in the first quarter
of this year, primarily due to the attenuation of destocking. According to
preliminary estimates, output grew by 5.6 per cent on an annual basis, of
which more than three percentage points was attributable to changes in
inventories. Consumption recorded rapid growth (3.2 per cent on an annual
basis), albeit less than in the fourth quarter of 2001, when it had been
temporarily boosted by the financial incentives offered for motor vehicle
purchases. Moreover, the increase in transfers and tax reliefs increased
disposable income by about 14 per cent in real terms on an annual basis.
After falling for four quarters, ICT investment increased by an annualized
4.4 per cent.

Inthefirst quarter of 2002 labour productivity inthe non-farm business
sector surged by 8.4 per cent on an annual basis, up sharply from 5.5 per cent
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in the preceding quarter. Unit labour costsfell by 5.2 per cent on an annual
basis, indicating a further strong recovery in profits. In the same period,
employment in the service sector began to grow again and the reduction in
the manufacturing sector abated.

In Japan, the economy’s third recession in the last ten years began in
October 2000. In 2001 output fell by an averageof 0.5 per cent (Table 1). The
declinein economic activity wasvery marked in the second half of theyear,
when GDP contracted by 3.5 per cent on an annual basis.

Private investment, whose robust expansion had contributed to the
recovery in 2000, fell in 2001 by 1.2 per cent, reflecting the collapse in
residential investment. Excluding the latter, private investment remained
more or less stationary, after growing by more than 10 per cent the previous
year. The drastic slowdown was partly due to the fal in profits
which, according to the Ministry of Finance, was equa to 16 per cent
for non-financial corporations as a whole and 28 per cent for large
manufacturing companies.

Exports diminished by 6.6 per cent on average for the year: investment
goods and IT products were particularly hard hit. The contribution of net
exports to the change in GDP was negative by 0.7 percentage points.

Household consumption, already stagnant in 2000, increased by barely
0.3 per cent year on year. It was held down in part by greater uncertainty
about the employment outlook and by the weakness of disposable income.
Employment fell by 0.5 per cent, after declining by 0.2 per cent the previous
year. The unemployment rate rose over theyear from 4.8 per cent in January
to 5.5 per cent in December. Nominal wages began to decline again, falling
by 1.1 per cent ayear on averagefollowing thevery small increase of 0.6 per
cent recorded in 2000; wages also fell dightly in real terms.

This new cyclical slowdown aggravated deflation: the twelve-month
declinein consumer priceswent from 0.3 per cent in January to 1.2 per cent
in December. Producer prices, which were virtually unchanged in 2000
owingtotheincreasein oil prices, beganto fall again, decreasing by 1.5 per
cent in the twelve months to December.

In the first few months of 2002, the recovery in foreign demand led to
an improvement in economic conditions in Japan. The depreciation of the
currency, from 120 yen to the dollar in the autumn of 2001 to morethan 133
in February 2002, hel ped to support the export recovery. Thisbrought ahalt
to the declinein industrial output, which at the end of 2001 had reached its
lowest level since 1987. After worsening significantly during 2001, firms
and households’ expectations stabilized.

Inthe euro area, GDP growth fell to an average of 1.5 per cent in 2001,
from 3.5 per cent in 2000 (Table 1). The deceleration was particularly



marked in Germany. The abrupt downturn in investment and the marked
slackening in exports contributed to the deceleration in economic activity;
destocking subtracted half a percentage point from GDP growth.
Employment growth slowed down but wasneverthelesssignificant at 1.4 per
cent. During the year the unemployment rate remained stable at around 8.3
per cent. Following the fall in GDP in the fourth quarter, signs of recovery
in the level of activity came from the improvement in the confidence
indicators and the increase in industrial output, under way since December.

Consumer priceinflation, which had risen to atwelve-month rate of 3.4
per cent in May 2001, subsequently benefited from thefall in oil pricesand
slowed to 2.1 per cent in December. At the start of 2002 the deceleration in
consumer prices came to an abrupt end; in April the twelve-month change
was equal to 2.4 per cent.

Economic paliciesin the leading industrial countries

Fiscal policies. - In the United States the overall federal budget
surplus for the fiscal year that ended in September 2001 amounted to $127
billion, compared with $236 billion for fiscal 2000; asaratio to GDP it fell
from 2.4 to 1.3 per cent. Excluding the social security surplus, there wasa
deficit of $33 billion. In 2001 federal debt fell in relation to GDP by one
percentage point, to 56.8 per cent; the debt held by the public fell from 35
to 32.7 per cent of GDP.

Against a background of economic weakness, in May 2001 Congress
approved a series of permanent expansionary measures, mainly in theform
of reductionsin personal income tax (the Economic Growth and Tax Relief
Reconciliation Act), whose impact in the decade 2002-2011 was estimated
by the Congressional Budget Office (CBO) at around $1.3 trillion. The
measures already significantly influenced the budget for fiscal 2001 by
giving rise to tax reimbursements last summer of around $74 billion or 0.7
per cent of GDP; theeffect inthe current fiscal year isexpected to be smaller
($38 hillion).

The stance of budgetary policy was made even more expansionary in
the wake of the events of 11 September. Emergency measures to increase
expenditure on defence and homeland security were approved in rapid
succession with an impact on the budget for fiscal 2002 of $53 billion
according to CBO estimates. In addition, a plan to stimulate economic
activity was approved in March; this consists primarily of tax reliefs for
firms and will reduce budget revenue this year by a further $51 billion.
Overadl, the support measures are expected to amount to $142 billion in
2002, or some 1.4 per cent of GDP. Recent CBO estimates indicate that the
federal budget will show a deficit of $46 billion.
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In Japan, after being expansionary for threesuccessiveyears, budgetary
policy becamedlightly restrictive. For thefiscal year endingin March 2002,
IMF estimates suggest that, excluding the social security surplus, the deficit
fell to 8.8 per cent of GDP from 9.2 per cent the previous year. There was
asimilar fal inthecyclically adjusted balance. Despite the worsening of the
economic situation, the new Government that came into power in spring
2001 decided to place a limit of ¥30 trillion on the issue of new debt
securities. The budget for the 2002 financial year approved in March
retained the above-mentioned limit of ¥30 trillion and should reduce the
deficitdightly, to 8.7 per cent of GDP, primarily owingto asizablereduction
in investment and in the funding of state enterprises (by more than 10 per
cent compared with the previous financial year). According to OECD
estimates, Japan’s gross public debt, which for some years has been the
highest of al theindustrial countries, was 133 per cent of GDP at the end of
2001 compared with 124 per cent twelve months earlier.

In the euro area general government net borrowing rose from 0.8 per
cent of GDPin2000to 1.3 per cent last year, withareversal of thedownward
trend that had been under way since 1994. The deterioration wasmainly due
to the effects of automatic stablizers; in some countries, including Germany,
the introduction of tax reliefs also played a part. The number of countries
with abalanced budget or asurplus nonethelessrosefrom4to 7. Public debt
fell from 70.2 to 69.1 per cent of GDP.

Monetary policies. - Inthe United States, the monetary easing under
way since the beginning of 2001 became even more pronounced following
the 11 September terrorist attacks. The Federal Reserve moved quickly and
vigorously: between January and May the federal funds target rate and the
discount rate, which had remained unchanged at high levelsduring theentire
second half of 2000 (6.5 and 6 per cent respectively), were cut by 2.5
percentage pointsoverall to 4 and 3.5 per cent. During the summer, the pace
of the easing slowed and there were just two further cuts of 0.25 pointseach,
in June and August. The Federa Reserve responded immediately and
incisively to the September events: on 17 September an extraordinary
meeting of the Federal Open Market Committee held before the opening of
the country’sfinancial marketsloweredthereferenceratesby 0.5 percentage
points at the same time as other central banks, including the Eurosystem,
lowered theirs; other extraordinary measureswere adopted to ensurethat the
financia system had sufficient liquidity. At the beginning of October and
again in November, the Federal Reserve cut the reference rates further, by
0.5 pointson both occasions. Inthefirst ten days of December, therateswere
cut by another 0.25 points, which took the federal funds target rate to 1.75
per cent, its lowest level for fifty years. In March of this year, when the
prospectsfor alasting recovery in domestic demand werestill uncertain, the



FOMC left official rates unchanged, but announced an improvement in its
assessment of the economic situation and took a neutral position on the
outlook for inflation.

In Japan, in order to combat deflation against a background of weak
economic activity, the authoritiesintensified their effortsto make monetary
policy even more expansionary and find more effective ways of ensuring
abundant liquidity. In mid-March 2001 the operational objective for
monetary policy waschanged to theamount of financial institutions' current
account balances with the central bank. The target level for this aggregate
wasraisedinstepsfrom¥5trillioninMarchto¥15trillionin December. This
changein monetary policy strategy allowed thevery-short-terminterest rate
to stay closeto zero. To make monetary expansion more effective, the Bank
of Japan also increased the amount of long-term government bonds that it
could buy outright, from ¥400 billion a month at the beginning of 2001 to
¥1trillioninFebruary 2002. To hold down expected short-terminterest rates
and, in this way, medium and long-term rates as well, the monetary
authoritiesfurther declared that the new strategy would be maintained until
consumer price inflation became stably positive once more.

The expansion in bank reserves produced a very sharp acceleration of
the monetary base, which increased by more than 15 per cent on averagein
thelast quarter of 2001 in relation to the corresponding period ayear earlier
(3 per cent in the fourth quarter of 2000); this acceleration continued in the
first few months of 2002. The growth in monetary base was not followed by
corresponding growth in the broad monetary aggregate (M2+CD), whichin
December showed atwelve-month increase of 3.4 per cent. Banksexercised
great caution in granting loansto the private sector in view of the problems,
aggravated by the recession, with their balance sheets and profitability; the
credit multiplier, which had been declining since 1993, registered a further
sharp fall.

According to the findings published last February by the Financial
Services Agency, in September 2001 banks' total non-performing loans
amounted to almost ¥36 trillion or 7 per cent of GDP, asagainst 6.3 per cent
in March; they were matched by ¥12 trillion of provisions.

Starting in May 2001 the Eurosystem also began to ease monetary
conditions. Between then and the start of November, against a background
of subsiding inflationary pressures and a weakening of domestic and
international demand, therate on main refinancing operationswascut infour
stepsfrom 4.75t0 3.25 per cent. At theclose of 2001, thereal short-termrate,
calculated on the basis of actual inflation, was more than one percentage
point lower than ayear earlier.
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The emerging countries

In 2001, in the newly industrialized Asian economies (Hong Kong,
Singapore, South K oreaand Taiwan), thefall inforeign demand, particularly
in the technology sector, caused GDP growth to slow from 8.5 per cent in
2000 to lessthan 1 per cent. In the Asian devel oping countries most open to
international trade (Indonesia, Malaysia, the Philippines and Thailand) the
growth rate halved from 5.1 to 2.6 per cent. On the other hand, international
economic activity benefited from the persistently high growth ratesin China
and India, whose shares of world GDP on a PPP basiswere 11.1 and 5.3 per
cent respectively in 2000.

Economic growth in Latin Americain 2001 was adversely affected by
thecrisisin Argentinaand fell from 4to 0.7 per cent. The deterioration also
reflected the close economic ties with the United States and the crisis in
international tourism following the events of 11 September.

Argentina was struck by aviolent financial crisis. Economic activity,
which had been in amost constant decline since the third quarter of 1998,
fell by 4.5 per cent on average in 2001. The situation precipitated in
November when fears of an imminent devaluation of the peso triggered a
bank run and capital flight. Following aperiod of social tension and political
instability, on 23 December the authorities announced a suspension of
foreign debt servicing and on 6 January 2002 they also suspended the
“convertibility law”, thereby putting an end to the currency board regime
that had pegged the peso to the dollar since 1991. The peso rapidly lost more
than 70 per cent of its value against the dollar.

In the twelve countries of Centra and Eastern Europe and the
Mediterranean area that are in the process of joining the European Union,
economic activity slowed a little but held up quite well on the whole;
sustained by internal demand, growthwasmorethan 3 per cent. Partly owing
tofirm monetary policiesand thefall in il prices, inflation fell below 10 per
cent in amost all the twelve countries; only in Romaniadid it remain very
high. In some countries in the area, the implementation of expansionary
policiesincreased the budget deficit; on average the deficit remained large.

Economic activity contracted sharply in Turkey following thefinancial
crisisthat had led the authoritiesto abandon the crawling-peg regimefor the
Turkish lirain February 2001. GDP fell by 7.3 per cent after rising by the
same amount in 2000.

In Russia, the support provided by the domestic components of demand
meant that although GDP growth slowed sharply it remained at ahigh level
(5 per cent, as against 9 per cent).



THE INTERNATIONAL FINANCIAL MARKETS

The equity and bond markets

The collapse of equity prices in the days immediately following 11
September was part of a downward trend that was already under way in all
theleading world stock markets. Technology stocks, which had beguntofall
in the spring of 2000, continued to decline, and the shares of companiesin
traditional sectorsalso showed more pronounced weaknessfromthemiddle
of last year onwards. The synchronized fall in share prices regardless of
industry or region reflected the slowdown in activity, which was particularly
severeintheUnited Statesand Japan, and the consequent declinein corporate
earnings. The sharper fall in the prices of technology stocks was aso due
partly to adeclinein demand in sectorswheretherewasstill excesscapacity,
which led to a further downward revision of profit forecasts (Figure 1).

Figure 1

SHARE PRICESIN THE UNITED STATES, JAPAN AND THE EURO AREA
(weekly averages; indices, first week of January 2000 = 100) (1)
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In the United States the Nasdag 100 index of technology stocksfell by
42 per cent between the beginning of the year and 10 September. At the
beginning of June the Dow Jones Industrial Average, which is composed
mainly of the shares of companiesin traditional sectors, wasstill closetoits
level of the beginning of theyear, but between then and 10 September it shed
13 per cent.

Thefurther declinein share prices on the main stock marketsfollowing
the terrorist attacks of 11 September proved temporary. Swift action by the
central banks and supervisory authorities and, especialy in the United
States, the measures immediately announced to bolster activity ensured
smooth market operation and restored investor confidence. Stock markets
began to recover in the last ten days of September, aided by expectations of
a turnaround in the economic cycle and by the even more expansionary
monetary and fiscal stance adopted in the United States. Between 10
September and the end of the year the Dow Jones gained 4 per cent and the
Nasdag 100 16 per cent.

Expectations about the performance of the US economy also affected
government bond pricesin the United Statesand the euro area. In the United
States, where bond yields had fallen by 1.5 percentage points to 5 per cent
in 2000 owing to expectations of aslowdown in growth and acontractionin
the supply of securities because of the public sector’s budget surplus,
ten-year yields continued to decline for the first ten months of 2001,
decreasing by almost one percentage point. In mid-November they
recovered rapidly, owing partly to the easing of international tensions, and
stabilized at around 5 per cent in subsequent months.

In the foreign exchange markets the US dollar appreciated by 14 per
cent against the euro during thefirst half of 2001, to arate of 84¢ per euro;
even though the US economy was slowing down sharply and interest rate
differentials narrowing rapidly, the dollar was buoyed by the growing belief
among investors that the decisive easing of monetary policy by the Federal
Reserve would avert a prolonged stagnation in output. The dollar
depreciated for atime in the third quarter, particularly in the wake of 11
September, but between October and January of thisyear it recovered almost
all the ground it had lost, touching 86¢. It began to weaken again at the end
of January, and in mid-May it was being quoted at 91¢; it isnow 6 per cent
lower than at the beginning of thisyear and 3 per cent lower than at the start
of 2001. Its nominal effective appreciation since it began to strengthen in
early 1997 is 22 per cent.

In the first few months of 2002 the collapse of Enron dragged down
share pricesin the United States and Europe, especially those of technol ogy
companies. investors became more selective, particularly where high-tech
and heavily indebted firms were concerned. Between the beginning of this



year and mid-May the index of traditional stocks in the United States rose
by 3 per cent, while that in the euro area declined by 4 per cent; technology
indicesin the two areasfell by 16 and 21 per cent respectively (Figure 1).

In Japan thedeclinein share pricesand government bond yieldsthat had
begun in early 2000 continued | ast year against the background of enduring
deflation. During theyear the Topix shareindex fell by 20 per cent, returning
toitslevel of theautumn of 1998; government bond yieldsdeclined from 1.7
to 1.3 per cent and touched alow of 1 per cent between March and June. Bond
prices benefited from the abundant liquidity injected by the Bank of Japan;
they were not adversely affected by Moody’s reduction of Japan’s credit
rating at the beginning of December 2001 or the announcement by the same
agency in February that it had placed Japan’s debt on review for a possible
further downgrade. In the first four months of this year share prices
recovered dlightly (by 6 per cent), owing partly to stricter enforcement of
restrictions on the short selling of shares and partly to growing expectations
of animprovement intheeconomicclimate. In April andthefirst half of May
government bond yields fluctuated around 1.4 per cent; they remained
positive in real terms, at about 0.6 per cent.

Financial marketsin the emerging countries

Theemerging countriesexperienced severeturbulencein 2001; Turkey
and Argentina were worst affected, to the point of suffering serious
economic and financial crises. Therepercussionson neighbouring countries
were limited, however. Asian markets also remained immune to the
upheavals in Turkey and Argentina, recording a clear improvement in the
last part of the year.

Despite the large volume of Argentine government bonds held by
non-residents, portfolio rebalancing by institutional investors following
Argentina’s default did not have an impact on other financial markets in
Latin America and Central and Eastern Europe.

The decreasein financial contagion, which had been afeature of crises
in the 1990s, can be attributed to a number of factors, some of which are
associated with the particular nature of the Argentine crisis and others are
due to changes in the behaviour of the financial markets. Argentina's
economic difficulties, which were thrown into relief by three years of
recession, prompted investors to reduce their exposure towards the country
well inadvanceand gradually. Inaddition, portfolioinvestment, whichinthe
past had exacerbated the transmission of turbulence because of its high
volatility, was already well below the peaks of 1996-97. Finally, investors
appear to have been better able to assess the different degrees of risk
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presented by the emerging economies; this hypothesisis confirmed both by
the decline in the correlation between the interest rate differentials for
Argentinaand those for other emerging countries and by the fact that during
2001 lending to countries whose economic situation was considered more
precarious fell while that to more stable emerging countries increased.

The emerging economies of Asia were immune to the effects of the
crisesin Turkey and Argentina; theregion’sgreater financial stability canbe
attributed to a lower proportion of public debt in foreign currency, a high
degree of opennessto world trade and the significant progress that has been
made with the implementation of structural reforms since the crisis of
1997-98. Sharepricesinthelargest countriesintheareafluctuatedinthefirst
ten months of 2001, declining significantly only inthe Philippines, and then
rose substantialy; by mid-May 2002 share prices in South-East Asian
countries were about 40 per cent higher than at the beginning of November
2001. The currencies of these countries remained stable last year, with the
exception of the Indonesian rupiah, which fluctuated widely before
returning in mid-May of this year to the level of January 2001. In the first
ten months of 2001 yield differentials between dollar-denominated bonds
issued by Asian countries and corresponding US bonds mirrored the
behaviour of share prices, with wide fluctuations around the level srecorded
at the end of the previous year; from November onwards they narrowed
considerably. Asagroup, the Asian countries continue to pay much smaller
risk premiathan do countriesin Latin America.

The dollarization of financial assets and liabilities in the emerging
countries

In contrast to the 1980s, when in many emerging countries
hyperinflation had encouraged the use of foreign currency as a means of
payment (currency substitution), in the 1990s the adoption of fixed
exchange-rate regimes and financial liberalization prompted many
economic agentsin these countriesto denominate alarge proportion of their
financial assets and liabilities in foreign currency, a practice referred to as
“financial dollarization”. It is well known that emerging economies, and
especially their public sector borrowers, cannot rai se loans abroad except in
foreign currency (a consequence of so-called “original sin”). A different
phenomenon that has received less attention is the decision of domestic
privateoperators - househol ds, enterprisesand banks - to negotiatefinancial
assets and liabilities between themselves in foreign currency. For several
yearstheauthorities' responseto thisconduct hasfollowed aregular pattern
inmany emerging countries: even where officially theexchange-rateregime
isflexible, the authoritiesin fact tend to limit exchange rate movements by



intervening intheexchangemarket or adjustinginterest rates. Onereasonfor
this“fear of floating” isthe high proportion of foreign currency liabilitiesin
broad swathes of the economy, which could |ead to heavy capital lossesfor
borrowers in the event of a devaluation. The experience of the 1990s
suggests that emerging countries fall into two groups: those where the
authorities have sufficient credibility to resort to administrative means to
discourageresidentsfrom usingforeign currencies, withtheaim of widening
the scope for monetary policy and preventing financial fragility, and others
wherefinancial dollarization may be away of fostering the development of
a banking system.

In the 1990s financial dollarization occurred on a substantial scalein
many emerging countries. In the larger Latin American countries the
dollarization of bank deposits and loans was particularly marked in
Argentina(almost 60 per cent for agood part of the decade), less significant
in Chile and Mexico (in the latter country around 30 per cent of loans were
denominated in dollars at the end of 2001) and nil in Brazil, where it is
prohibited by law. In Asia, on the eve of the 1997 crisisthe dollarization of
deposits and loans reached 30 per cent in Thailand and 20 per cent in
Indonesia.

Althoughin Argentinathe economy was more highly dollarized thanin
other emerging countries, the foreign currency exposure of individual
branches of industry, reflected in their net foreign currency position, was no
greater than in other countries. Comparison with countries such as Chile,
Mexico, South Korea, Indonesiaand Thailand showsthat on the eve of their
respectivefinancial crisesfirmsin most of these countries had anet foreign
currency debtor position (including loans raised directly abroad) equal to
between 20 and 27 per cent of GDP; the exceptions were South Korea (10
per cent) and Thailand (38 per cent), whilein Argentinathe net position was
equal to 21 per cent of GDP. Whereas banking systems in Latin America
maintained a nil or creditor foreign currency position, those in Asia had
taken on a significant exchange rate risk: at the end of 1996 the banks' net
foreign currency debtor position was equal to 12 per cent of GDP in South
Korea and Thailand and 5 per cent in Indonesia; since then their exposure
has been only partly reduced.

Action to prevent and resolve sovereign debt crises

The almost complete absence of contagion between the crisis in
Argentina and the economies of other emerging countries testifies to the
progress in crisis prevention, especially as regards the transparency and
soundness of national financial systems. On the other hand, the Argentine
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case shows that the lack of mechanisms for a predictable and swift
restructuring of public debt may allow the financial crises of sovereign
debtors to develop in a chaotic way, at great economic and social cost. For
these reasons, at the end of last year the IMF launched an initiative to
formalizethe mechanismsfor resolving international financial crises. There
followed awide-ranging debate within the international community that led
to theidentification of three main optionsfor crisis management and private
sector involvement: 1) thecontractual approach, inwhich clauses specifying
the procedures to be followed in the event of default would be included in
loan contracts; 2) the regulatory approach, based on the establishment of a
legal procedure for resolving sovereign debt crises;, and 3) the informal
approach, involving the adoption of a predetermined mechanism for the
temporary suspension of debt servicing, activated by the country itself.

Thedebate about the management of sovereign debt criseswasresumed
at the recent spring meetings of the IMF and the World Bank. Particular
emphasis was laid on the need for stricter application of limits on IMF
lending. The need for further work to define aframework for the resolution
of sovereign debt crises and the involvement of the private sector was
re-affirmed. In this respect it was agreed that the various options should be
considered as complementary and not as alternatives.

The work of the Financial Stability Forum aimed at identifying
potential weaknesses in the international financial system became highly
relevant in the light of the slowdown in the world economy and the shocks
that occurred in 2001. After the events of September, it helped in particular
to galvanize effortsto prevent the international financial system from being
used to support terrorist activities. AtitsmeetinginHong Kongin Marchthe
Forum defined the characteristics of the forthcoming initiatives regarding
offshore centres.

In 2001 the IMF and the World Bank intensified their scrutiny of
compliance with standards and codes of conduct inindividual countries. By
the end of the year 67 countries had agreed to cooperate in the preparation
of a Report on the Observance of Standards and Codes (ROSC), 31 more
thanin 2000. So far, 201 ROSC modul es have been compl eted, of which 140
have been published by the IMF. A large majority of the ROSC modules
carried out in 2001 (morethan 60 per cent) were conducted as part of awider
national Financial Sector Stability Assessment. During the year the IMF
held aseriesof seminarsinthemaininternational financial centrestoinform
market participantsabout the programmesin question and to encouragetheir
usefor investment decisions. In 2001 Italy prepared to carry out four ROSC
modules on the collection and publication of economic statistics, the
transparency of budgetary policy, banking supervision and payment
systems. Thelast two modules, which fall exclusively within the purview of
the Bank of Italy, were completed recently.



INTERNATIONAL TRADE AND THE BALANCE OF PAYMENTS

Trade and the prices of raw materials

The slowdown in world trade, which began in the second half of 2000,
wasunusually steepin 2001. Tradein goodsand servicesdeclined by 0.2 per
centinreal termson averagefor theyear, following the exceptional 12.4 per
cent growth recorded in 2000. Sharper contractions were registered in the
course of the year. More pronounced still was the decreasein trade in goods
(0.7 per cent year on year). An actual contraction of world trade had not
occurred since 1982.

The downturn in trade was accentuated by the simultaneous recession
in the main industrial economies. The running down of excess inventories
in industry had serious repercussions on imports of raw materials and
intermediate goods. The abrupt slowdown of fixed investment in the United
States bore most heavily on information and communications technology
(ICT), a sector whose weight in world trade (about 15 per cent of world
exports of goods by value) reflects the large-scale internationalization of
production. Trade in services was affected by declines in tourism and
transportation, whose dollar value diminished by 3 and 2 per cent
respectively.

The volume of US goods imports diminished by 2.8 per cent in 2001,
mostly in the capital goods sector. The exports of countries specializing in
ICT fell significantly. Japanese exports declined by 10 per cent in volume
terms. Those of the group of newly industrialized and devel oping countries
of Asiamost opentotrade (i.e. excluding Chinaand India) declined by 5 per
cent, compared with arise of nearly 16 per cent in 2000.

The countriesof the euro arearecorded avery small increaseinimports
(0.4 per cent) onaveragefor theyear. Exports, though slowing down sharply,
till increased by 2.4 per cent, thanks mainly to a 3.5 per cent gain in
Germany. Thispresumably reflectsthelesser importanceof | CT goodsinthe
area economies.

The price of crude oil (average for the three main grades), which had
risen by 57 per cent year-on-year in 2000, fell by 29 per cent in the course
of 2001, thisresulted in adecline of 14 per cent on average for the year. In
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the second half, the real price of oil fell back to near its average for the last
ten years.

In the first two months of 2002, as the world economy improved, oil
prices recovered somewhat, steadying at around $20 a barrel. From the end
of February onwards the heightened tensions in the Middle East led to
significantly higher and more volatile prices. In the second week of May ail
was back above $26 a barrel, about the same level asin June 2001.

The index of non-fuel commaodities prices, which had risen by 1.8 per
centin 2000 interrupting adeclinethat beganin 1996, fell by 5.5 per cent last
year, owing mainly to a decline in the prices of metals (10 per cent) and
non-food agricultural raw materials (7 per cent). The overall index turned
upwards again in 2002, reflecting the partial recovery of these components,
which are especially responsive to cyclical developments.

Balance-of -payments devel opments

The current account imbal ances between the main regions of theworld
remained very large in 2001, with only a small reduction following the
significant increase of the previous year.

In the United States, despite the pronounced slowdown in domestic
demand there was only a modest correction of the large current account
deficit, from $445 billion to $417 billion (4.5 to 4.1 per cent of GDP; Table
2). The further appreciation of the dollar resulted in a decline in
competitiveness of nearly 5 per cent on averagefor theyear, following a5.5
per cent fall in 2000, and brought the overall deterioration since the start of
1997 to nearly 12 per cent. The trade deficit, while decreasing from $452
billion to $427 billion, continued to reflect goods imports that exceeded
exports by amost 60 per cent.

The current account of the euro areawas roughly in balance, compared
with asmall deficit of $65 billion in 2000. Japan’s surplus narrowed from
$120billionto $88 billion, or from 2.5t0 2.1 per cent of GDP, owing mainly
to a weakening of demand in Asia. In the newly industrialized Asian
economies imports decreased even more than exports, expanding their
surplusto $57 billion (equal to 6 per cent of GDP), closetothe peak recorded
in 1998.

The large surplus of the oil exporting countries that had emerged in
2000 wasgreatly diminished. That of the oil-exporting devel oping countries
shrank from $102 billion to $56 billion, or from 14.4 to 7.8 per cent of GDP,
and that of Russia from $46 billion to $35 billion, or from 17.8 to 10.9 per



cent of GDP. Latin America’s structural current account deficit widened
from $48 billion to $54 billion, or from 2.4 to 2.9 per cent of GDP, owing
mainly to thedecreased surplusof Venezuela, whichisaleading oil exporter.
TheBrazilian and Mexican deficits, which aretheregion’slargest, remained
broadly unchanged at $23 billion and $18 billion respectively. However, the
former rosefrom4.1to 4.6 per cent of GDPwhilethelatter declined slightly
to 2.8 per cent. Recession cut Argentina’ sdeficit by nearly half, to $5 billion
or 1.7 per cent of GDP. The countries of Central and Eastern Europe
continued to run a deficit of about $20 billion, which was equal to 4.4 per
cent of GDP compared with 5.1 per cent in 2000.

Table 2
CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS
OF THE MAIN GROUPS OF COUNTRIES
Billions of dollars As a percentage of GDP
1999 2000 2001 1999 2000 2001
Advanced countries
United States . ...................... -324.4 | -444.7 | -417.4 -35 -4.5 -4.1
Japan ... 114.7 | 119.6 87.8 2.6 25 21
Euroarea ............. ... . ... -28.3| -64.9 15 -0.4 -1.1 ..
Newly industrialized Asian economies (1) 63.3 45.1 57.1 6.8 4.4 6.0
of which: South Korea ............... 24.5 11.4 8.2 6.0 2.5 1.9
Developing countries
ASia ... 45.9 45.9 39.1 2.2 2.1 1.7
of which: Asean-4 (2) ............ 38.2 34.8 24.0 9.1 7.9 5.7
China ................. 15.7 20.5 19.6 1.6 1.9 1.7
India .................. -3.2 -4.3 -0.1 -0.7 -0.9 ..
Latin America ......... ... ... ... ... -56.7 -47.9 -54.3 -3.2 -2.4 -2.9
of which: Argentina .............. -12.0 -8.9 -4.6 -4.2 -3.1 -1.7
Brazil ................. -254 | -246| -23.2 -4.8 -4.1 -4.6
Mexico ................ -140 | -17.7| -175 -2.9 -31 -2.8
Venezuela ............. 3.6 13.1 45 3.4 10.8 3.6
Central and Eastern Europe ......... -233| -19.9| -1838 -5.9 -5.1 -44
RUuSSia ... 24.7 46.3 35.4 12.8 17.8 10.9
Memorandum items:
QOil-exporting developing countries .. 18.6 | 102.0 56.1 3.1 14.4 7.8
Non-oil-exporting developing countries -29.8| -36.4| -2838 -0.7 -0.8 -0.6
Sources: Based on IMF data and national statistics.
(1) Hong Kong, Singapore, South Korea and Taiwan. - (2) Indonesia, Malaysia, the Philippines and Thailand.

The US current account deficit was again easily financed by abundant
capital inflows. Net inward portfolio investment in bonds soared from $256
billion to $424 billion, reflecting a substantia increase in non-residents
purchases of US corporate and agency paper, whilethat in equitiesfell from
$94 billion to $19 billion. Net foreign direct investment inflows, which had

31



32

financed about a third of the current account deficit over the previous
two years, came to a halt, reflecting an abrupt reduction in new inward
investment.

On the basis of current and capital account movements, the in-
ternational investment position of the United Statesisestimated to havegone
fromnet liabilitiesof $2,187 billion at theend of 2000 to about $2,600 billion
at the end of last year (more than 25 per cent of GDP).

Japan’s net external asset position rose to $1,370 billion (35.6 per cent
of GDP), while the net external liabilities of the euro area appear to have
decreased dlightly, from $94 billion to $80 billion (1.3 per cent of GDP).

Capital flowsto the emerging countries

Following a severe contraction in 2000, net capital flows to the
emerging countries recovered last year. Net private flows rose from $8
billion to $31 billion and official flowsfrom $6 billion to $37 billion (Table
3), reflecting the international support granted to Brazil and Turkey.
However, the total flow of $69 billion was not only far below the peak of
$236 hillion ayear in 1995-96, before the Asian crisis, but also lower than
the average for 1997-99.

Foreign direct investment remained by far the largest source of
financing. It rose from $153 billion to $176 billion and thus exceeded the
investment flows that prevailed prior to the Asian crisis of 1997. Except in
the Asian countries most severely affected by the crisis, where the capital
flow declined by comparison with 1999 and 2000 owing to diminishing
corporate acquisitionsfrom abroad and the contraction of activity inthe new
technol ogy sector, foreign direct investment remained constant or increased
everywhere, with Latin America continuing to receive the largest amount
($67 billion).

By contrast, “ other investment” (which includes bank |oans) continued
to represent a considerable drain on resources, with net outflows of $114
billion ($141 billion in 2000). However, whereas from 1997 to 2000
international disinvestment mainly involved the countries of Asia (to the
tuneof $72billionayear), in 2001 it wasconcentratedin Latin America($41
billion, compared with an annual average of $19 billion between 1997 and
2000). Portfolio investment also resulted in a net outflow of $30 billion in
2001, compared with $4 billion in 2000. This appears to have been due to
the virtual halt to international bond issues in the third quarter and a sharp
reduction in equity investment inflows, which had been growing very
rapidly in Asiain recent yearsin connection with the excellent performance
of new technology shares.



NET CAPITAL FLOWSTO EMERGING COUNTRIES (1)

(billions of dollars)

Table 3

Average
199496 1997 1998 1999 2000 2001
All emerging countries

Net private flows ........ 199.0 111.9 65.4 69.4 7.7 31.3
Direct investment . .. ... 99.3 142.7 154.7 163.8 153.4 1755
Portfolio investment . . . . 80.4 46.3 -4.6 33.9 -4.3 -30.2
Other investment ...... 19.4 -77.2 -84.7 -128.2 -141.4 -114.0

Net official flows ......... 9.6 64.9 60.5 13.7 5.7 37.2

Asia (2)

Net private flows ........ 96.0 14.0 -47.0 1.3 -15.5 19.2
Direct investment . .. ... 51.6 57.5 59.8 61.9 54.4 53.5
Portfolio investment . . . . 23.9 6.8 -18.2 14.2 4.4 -14.4
Other investment .. .... 20.6 -50.3 -88.5 -75.0 -74.2 -19.9

Net official flows ......... -11 7.1 20.1 1.6 4.5 -14

Latin America

Net private flows ........ 52.5 70.6 71.3 43.2 42.5 27.1
Direct investment . .. ... 29.1 56.2 60.6 64.1 61.6 67.2
Portfolio investment . . . . 349 25.9 18.7 11.1 4.6 0.9
Other investment ... ... -11.5 -11.5 -8.0 -32.0 -23.8 -41.0

Net official flows ......... 8.9 13.7 16.1 7.4 -0.5 29.1

Africa

Net private flows ........ 14.0 8.2 11.9 10.6 3.9 7.9
Direct investment . ... .. 3.0 8.0 6.5 8.9 7.3 22.2
Portfolio investment . . . . 3.2 7.0 3.7 8.7 -2.4 -8.8
Other investment ... ... 7.8 -6.8 1.6 -7.0 -1.0 -5.5

Net official flows ......... 1.8 1.9 3.1 1.9 1.4 1.1

Middle East, Malta and Turkey

Net private flows ........ 10.9 15.1 9.5 0.6 -24.0 -27.1
Direct investment . .. ... 5.3 5.2 6.3 54 7.3 8.5
Portfolio investment . . . . 3.8 -0.9 -13.2 -3.2 -13.7 -10.2
Other investment ...... 1.8 10.8 16.3 -1.7 -17.6 -25.5

Net official flows ......... 4.9 9.3 2.9 2.4 -0.1 7.1

Central and Eastern Europe and former Soviet Union

Net private flows ........ 25.5 3.9 19.8 13.9 0.8 4.2
Direct investment . .. ... 10.3 15.8 21.4 23.4 22.8 24.0
Portfolio investment . . . . 14.7 7.5 4.5 3.1 2.8 2.4
Other investment ...... 0.5 -19.4 -6.1 -12.6 -24.8 -22.2

Net official flows ......... -4.9 32.9 18.2 0.4 0.4 1.4

Source: IMF.

(1) Capital inflows less outflows. Other investment comprises bank loans and trade credit, foreign currency deposits and other assets
and liabilities; it may also inlude some official flows. Rounding may cause discrepancies in totals. - (2) Includes Southern and Eastern

Asia, excluding Japan and Hong Kong.
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INCOME, PRICESAND THE BALANCE OF PAYMENTS

The cyclical slowdown in the euro area

Euro-areaGDPgrew by 1.5 per cent in 2001, two percentage pointsless
thanin the previousyear (Table 4). Therisein oil pricesin 2000, the end to
the long expansion in the United States, and the economic deterioration in
Japan braked the pace of world trade, which was virtually flat. This hit the
area s exports, which rose by barely 2.5 per cent, 10 percentage points less
than in 2000, and, indirectly, national demand, whose main components
weakened: alongside the dlight fall in gross fixed investment and the
negative contribution of the changein stocks, there was only modest growth
in household consumption (1.7 per cent).

Itisestimated that morethan half of the slowdown in economic activity
intheeuro areain 2001 wasattributabl eto the decel erationin world demand.

Industrial production had begunto fall as early asthe first few months
of 2001, following the downturn in the United States. Signs of a possible
recovery emerged during the summer, but the terrorist attacks in September
caused the economic picture to worsen again; the index of industrial
production fell to itslow in November. In the fourth quarter the area’s GDP
contracted, interrupting along phase of growth that had lasted since 1993.

The fall in world demand and the uncertain economic outlook were
reflected in a decline in investment throughout the year. Consumption
slowed down after growing robustly in the first quarter and stagnated in the
second half of theyear. The stimulus of thetax reductionsenacted in various
euro-area countries in 2000 was counteracted by the worsening in the
general economic situation and by thelossof purchasing power dueto higher
inflation. Only in France did consumption maintain the previousyear’srate
of expansion, though easing dlightly in the second half.

The cyclical slowdown had an attenuated impact on employment
growth, which began to weaken in the spring. The average unemployment
rate in the euro areafell to 8.3 per cent in March and remained unchanged
for the rest of the year. There was further convergence among national
unemployment rates; only Spain and Greece registered rates higher than 10
per cent.



GDP AND ITSMAIN COMPONENTS

IN THE MAJOR EURO-AREA COUNTRIES
(at constant prices; seasonally adjusted data;

percentage changes on the preceding period unless otherwise indicated)

Table 4

2000 2001 2001

Year Year Q1 Q2 Q3 Q4

GDP
Germany .............. 3.0 0.6 0.4 .. -0.2 -0.3
France ................ 3.8 1.8 0.3 -0.1 0.5 -0.4
taly .................. 29 1.8 0.8 .. 0.1 -0.2
Spain ................. 4.1 2.8 1.0 0.2 0.9 0.2
Euroarea ............. 35 1.5 0.5 0.1 0.2 -0.2
Imports
Germany .............. 10.0 0.1 -54 1.1 -1.7 ..
France ................ 14.3 0.1 -2.3 -1.8 -1.0 -3.2
Italy .................. 9.4 0.2 0.5 0.6 -2.8 -1.2
Spain ................. 9.8 3.7 0.4 1.0 -1.3 15
Euroarea ............. 10.9 0.8 -1.9 -0.3 -15 -1.0
Exports
Germany .............. 13.2 4.7 0.1 0.3 0.6 -1.1
France ................ 12.7 0.5 -04 -2.7 -0.8 -2.4
Italy .................. 11.7 0.8 -0.3 .. -2.4 -0.1
Spain ................. 9.6 3.4 -1.8 -0.1 0.4 0.1
Euroarea ............. 12.2 2.5 -0.2 -0.7 -0.4 -1.2
Household consumption (1)
Germany .............. 1.4 1.1 1.0 0.7 -0.3 -0.5
France ................ 2.5 2.6 1.2 0.2 1.0 0.3
ltaly ............ ... ... 2.7 1.1 0.4 0.3 -0.2 0.3
Spain ................. 4.0 2.7 2.4 0.2 -0.8 1.4
Euroarea ............. 2.5 1.7 1.0 0.5 0.1 0.1
Gross fixed investment
Germany .............. 2.3 -4.8 -2.2 -15 -15 -0.9
France ................ 7.7 2.3 -0.1 -0.3 0.3 0.2
ltaly .................. 6.5 2.4 1.3 0.2 0.4 -0.1
Spain ................. 5.7 2.5 0.8 0.4 1.0 -1.0
Euroarea ............. 4.4 -0.4 -0.4 -0.7 -0.3 -0.4
National demand
Germany .............. 2.0 -1.0 -15 0.3 -1.0 0.1
France ................ 4.0 1.7 -0.2 0.2 0.5 -0.6
ltaly .................. 2.1 1.6 1.1 0.2 .. -0.5
Spain ................. 4.2 2.8 1.7 0.5 0.4 0.6
Euroarea ............. 3.0 0.8 -0.1 0.2 -0.2 -0.1
Net exports (2)

Germany .............. 1.1 1.6 1.8 -0.3 0.8 -0.4
France ................ -0.1 0.1 0.5 -0.3 .. 0.2
ltaly ............ ... ... 0.8 0.2 -0.2 -0.2 0.1 0.3
Spain ................. -0.2 -0.1 -0.7 -0.4 0.6 -0.4
Euroarea ............. 0.6 0.7 0.6 -0.2 0.4 -0.1

Sources: Based on Eurostat and national statistics.
(1) Comprises expenditure of resident households and of non-profit institutions serving households. - (2) Contribution to the growth on

the preceding period in percentage points.
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Inflation, measured by the harmonized consumer priceindex, wasequal
to 2.7 per cent in 2001, 0.3 percentage points higher than in 2000. Initially
fueled by the rise in the prices of unprocessed food products and by the
lagged effectsof that inoil prices, inflation gradually subsided in the second
half of theyear; by December the twel ve-month rate was down to 2 per cent.
Coreinflation was equal to 2.1 per cent, 0.8 points higher than in 2000; the
dispersion of rates among the countries of the area remained roughly
unchanged.

Economic activity in Italy

GDPgrowthinItaly slackened from 2.9 per centin 2000to 1.8 per cent
last year (Table5).Thiswasstill lightly higher than theaveragefor theyears
since 1990 (1.6 per cent) and was al so better than thefigurefor the euro area
asawholefor thefirst timesince 1995. The slowdown in output growth, less
pronounced in Italy than in the other mgjor countries of the area, was about
50 per cent attributable to the deceleration in world trade, compared with
higher values in Germany and France.

Table5
ITALY: RESOURCESAND USESOF INCOME
2000 2001
Percentage Ny Percentage "
P - Contribu- Contribu-
:é;e&t changes tion to the changes tion to the
GDP growth in growth in
in 2001 | Values at GDP at Zta 'C‘:,is GDP at
constant Deflators | constant stant Deflators | constant
prices prices prices prices
Resources
GDP ... - 2.9 2.1 - 1.8 2.6 -
Imports of goods fob and services (1) 28.3 9.4 12.0 -25 0.2 1.6 .
of which: goods ................ 221 | 11.0 134 -2.3 -0.2 1.1 -0.1
Uses
National demand ................. 98.1 2.1 4.0 2.1 1.6 2.1 1.6
Consumption of resident
households .................. 59.8 2.7 2.8 1.6 1.1 2.9 0.7
Consumption of government and
non-profit institutions serving
households .................. 17.6 1.7 44 0.3 2.3 34 0.4
Gross fixed capital formation . . ... 20.8 6.5 2.3 1.3 2.4 1.9 0.5
machinery, equipment and
transport equipment . ........ 11.3 6.9 1.7 0.8 1.2 1.2 0.1
construction ................. 8.5 5.6 3.2 0.5 3.7 2.6 0.3
intagible assets .............. 0.9 9.1 1.8 0.1 5.3 3.2
Change in stocks and valuables (2) -0.2 - - -11 - - ..
Exports of goods fob and services (3) 303 | 11.7 4.5 3.3 0.8 3.3 0.2
of which: goods .............. 24.0 | 1.7 5.4 2.6 0.2 3.6
Source: Istat, national accounts.
(1) Includes residents’ expenditure abroad. - (2) Includes statistical discrepancies. - (3) Includes non-residents’ expenditure in Italy.




After expanding at a 3 per cent annual rate in the first quarter, GDP
stagnated in the second and third quarters and contracted in the fourth. The
November low of the index of industrial production, adjusted for seasonal
and calendar effects, was 7 per cent below the level of December 2000
(Figure 2).

Figure 2
INDUSTRIAL OUTPUT, DEMAND AND STOCKS
(moving averages for the three months ending in the reference month)
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Sources: Based on Istat, Eurostat and ISAE data.

(1) Indices, 1995=100; seasonally adjusted data for all countries. - (2) Differences between the percentage of positive replies (“high”,
“increasing”) and negative replies (“low”, “decreasing”) to ISAE business opinion surveys. Seasonally adjusted except for stocks of finished
products.

In line with the development of world trade, exports of goods and
servicesremained virtually unchanged, whereasin 2000 they had grown by
11.7 per cent. The evolution of exports, together with the weak growth in
domestic demand, caused imports to stagnate. Thanks to the gain of 2
percentage points in the terms of trade (which had deteriorated by 7 points
in 2000), Italy’s external current account showed a deficit of just €200
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million; the €6.1 billion improvement from 2000 was entirely attributable
to the trade balance. In conjunction with the depreciation of the euro, the
growth in exports to non-EU markets made it possible to halt the erosion of
market shares.

After threeyearsof better than 7 per cent growth, grossfixedinvestment
other than construction slowed down abruptly. The sharp deceleration in
foreign demand, the modest increase in domestic demand and the uncertain
economic outlook caused corporate spending on capital goodsto hold at the
level of the previous year in spite of good earnings, favourable financial
conditions and ample tax incentives.

Investment in construction maintained ahigh growth rate (3.7 per cent),
thanks to the consolidation of the positive trend in residential building and
the increase in public works (4.6 per cent).

Household consumption growth slowed downto 1.1 per cent, compared
with 2.7 per cent in 2000. A striking aspect was the decline in purchases of
durable goods after three years of robust expansion. Despite several tax
relief measuresintroduced at the end of 2000, the protracted sluggishness of
disposable income and concern over the possible consequences of the
international crisisin the autumn checked the growth in spending.

In the last ten years disposable income at constant prices has remained
virtually stable, owing to limited wage growth and the decline in interest
income. Households have maintained their levels of consumption by
steadily reducing their saving. The average propensity to save has declined
by nearly half since 1990, falling to less than 12 per cent of disposable
income.

In 2001 the harmonized index of consumer prices rose by 2.7 per cent
in Italy as well, reflecting the inflationary pressures common to the euro
area. Core inflation was equal to 2.4 per cent, 0.4 points more than in 2000.
The differential with France and Germany narrowed a bit, but it remains
wideintheservicesector, especially in somebrancheswherethemarketsare
relatively non-competitive.

Despite the slowdown in economic growth, the labour force survey
found that the number of personsinwork roseby 2.1 per cent on averagefor
the year. While temporary workers' share in total employment diminished,
the number of full-time permanent employees continued to grow and
regainedthelevel preceding thecrisisof 1993 withtheaid of several specific
incentives. The expansion in employment, under way since 1995, was also
supported by changesintherel ative prices of factorsthat encouraged the use
of labour.



The factors of competitiveness of Italian firms

The possibility of launching a phase of rapid growth for the Italian
economy with the cyclica upturn depends on the recovery of
competitiveness by industry. Whilethe volume of world trade has expanded
by 7.1 per cent ayear since 1994, Italian exports of goods and services have
increased at an annual rate of 5.6 per cent, compared with 7 and 7.5 per cent
respectively for France and Germany; since 1998, when exchangerateswith
the euro were irrevocably fixed, the export growth gap with these two
countries has widened further (to 25 and 3.7 percentage points

respectively).

Italy’s economic infrastructure is still significantly underdeveloped
compared with the other major European countries. Besides sustaining
economic growth in the short term, a substantial increase in the volume of
resources alocated to public investment is indispensable to attenuate the
logistical constraints on the expansion of trade and improve the provision of
services essential to firms growth. It is also necessary to eliminate the
geographical disparities in the infrastructural endowment which - quite
apart from considerations of fairness - threaten to engender systemic
inefficiencies and make the whole of Italy less attractive for private
investment.

Important initiativeswerebegunin the ninetiesto modernizethe sectors
that produce goods and business services, in order to restore a competitive
environment in activities long subject either to legal monopoly or to direct
state intervention through public ownership. This objective was pursued by
gradually liberalizing and privatizing financial, industrial and public utility
sectors, by introducing independent sectoral regulators and antitrust
authorities, and by applying Community directivesfor the liberalization of
important aspects of the European internal market, such as public
procurement.

The process of redrawing the boundaries of public ownership and
restructuring markets has encountered obstacles and delays. In 2001 the
change of legislature, which caused important bills to lapse, and the stock
market turbulence accentuated the incompleteness and loss of momentum
of the reforms, which was pointed out in last year’s Annual Report.

Reform of regulation, tariffs, ownership structures and market
boundaries in local public services remains of vital importance for the
productive system, as does the resumption of liberalization in professional
business services, retail trade, telecommunications, and energy generation
and distribution.

39



40

Untapped growth potential isimplicit in the small size of Italian firms
in al branches of production. The persistence of this phenomenon and the
widening gap vis-a-vis the other European countries, even if compensated
for by Italy’ scharacteristic industrial districts, indicate that variouscultural,
institutional and economic factors impede the growth of firms. The
consequences of a fragmented productive structure are seen in the
opportunities that go unexploited because of a sub-optima scale of
production and in Italian firms low propensity for innovation and
internationalization.

Current trends

Themain cyclical indicatorsin the euro area show that the recession of
2001 bottomed out in November. The EuroCOIN coincident indicator of the
area-wide business cycle (Figure 3) shows that GDP growth in the area
began to slacken in November 1999 and confirms that the cyclical trough
camein November 2001. Most of the dataavailable sincethe end of theyear
are strongly concordant in signaling a recovery in the levels of economic
activity.

Figure 3

EUROCOIN INDICATOR OF THE EURO-AREA
BUSINESSCYCLE AND GDP (1)
(three-month percentage changes)
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Source: Center for Economic Policy Research (www.cepr.org).

(1) GDP s estimated on the basis of that of Germany, France, Italy, Spain, the Netherlands and Belgium, which account for about 90 per
cent of the area’s total. For the methodology adopted in constructing the indicator, see F. Altissimo, A. Bassanetti, R. Cristadoro, M. Forni,
M. Lippi, L. Reichlin and G. Veronese, A Real Time Coincident Indicator of the Euro-Area Business Cycle, Banca d'ltalia, Temi di
discussione, no. 436, December 2001. The shaded areas denote cyclical upturns.

The optimism found among businessmen and, albeit in lesser degree,
among consumers by the surveys conducted in the euro-area countries



suggests that the recovery will continue in the months ahead, provided that
world trade begins to expand again and barring shocks at the international
level, particularly to oil prices.

In this setting, the main international organizations forecast that the
growth in euro-area GDPin 2002 asawholewill be similar to that achieved
last year. The slackness that continued into the first few months of 2002 is
expected to be followed by an acceleration fueled by arecovery in exports
and by the resilience of the domestic components of demand, with
annualized rates of growth outstripping potential in the second half.

Figure 4

INDICATORSOF THE BUSINESSCYCLE IN ITALY
(indices, 1995=100)
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Sources: Based on Istat, ISAE and Bank of Italy data.

After remaining above the threshold of stability in 2000 and 2001,
inflation in the areashould gradually come down to around 2 per cent in the
closing months of this year.

In Italy, preliminary Istat data indicate that GDP grew by 0.2 per cent
in the first quarter of 2002 with respect to the previous quarter. According
to estimates based on electricity consumption, the course of industrial
productionin thelast few months pointsto aslight pick-up in growth for the
second quarter, consistent with the readings of the leading indicator of the
Italian business cycle (Figure 4).
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DEMAND

Household consumption

The rate of growth in euro-area household consumption declined from
2.5 per centto 1.7 per centinreal termsin 2001. The slowdown involved all
of the major countries except France, where demand for consumer goods
continued to rise by about 2.5 per cent, thanks to the stimulus of the
three-year plan for reducing direct taxes begun in 2000. Household
consumption was aso relatively robust in Spain, though its growth
decelerated from 4 to 2.7 per cent. In Germany, where the rate of expansion
had fallen by half to 1.4 per cent in 2000, it fell further to 1.1 per cent. The
stimulusof thetax relief introduced early intheyear was counteracted by the
temporary pick-up in inflation and the deterioration in labour market
conditions.

InItaly thegrowth in consumption decel erated more sharply thaninthe
other countries, from 2.7 to 1.1 per cent (Table 6); therewasasmall gainin
thefirst half of the year (0.7 per cent on the preceding six months), nonein
the second. The accel eration that had begun in the second half of the 1990s,
with growth averaging 2.9 per cent per year between 1996 and 2000, came
to a halt.

Spending on consumer goods in Italy was restrained in 2001 by the
persistence of sluggish growth in households' disposable income, which
nonetheless turned upwards, and by marked uncertainty. Consumers
opinions about the general economic outlook fluctuated widely during the
year; the rapid improvement recorded in the opening months was erased
between July and November, especially in the wake of the terrorist attacks
of 11 September. Assessments of the employment situation followed an
analogous trend, albeit with less intensity. The result was even greater
volatility in the composite indicator of consumer confidence than in the
preceding years (Figure 5).

Excluding resident households spending abroad and including
non-residents’ spending in Italy, which dropped by 5.5 and 5.4 per cent



respectively, largely in the period following the terrorist attacks, domestic
consumption increased by 1 per cent, compared with 3.1 per cent in 2000.
The slowdown involved al the main categories of goods but was
particularly sharp for durable goods, spending on which contracted by 1.5
per cent following three years of rapid growth (5.4 per cent per year
between 1998 and 2000). Spending for services, which in thelast two years
has accounted for the largest share of total consumption, continued to act
as the mainstay of household demand, although its rate of growth dlipped
to 1.9 per cent.

Table 6
ITALIAN HOUSEHOLD CONSUMPTION
(at 1995 prices; percentage changes)
% share
ir‘]’ 2001 1998 1999 2000 2001
Non-durablegoods .............. .. ..., 43.6 2.7 1.0 15 0.8
of which: food and beverages .................. 15.8 0.6 -0.2 1.9
Durablegoods ..............cccoiiiiii 11.9 5.0 5.4 5.9 -1.5
of which: furniture and repairs .................. 3.9 35 4.5 2.6 -1.2
electrical household appliances and repairs 14 8.4 12.4 3.2 -0.1
television receiving sets, photographic,
computer and hi-fi equipment ........ 14 4.3 19.8 17.8 5.3
transport equipment ............ .. ..., 3.9 1.8 -1.4 3.0 -3.8
SeIVICES ittt 44.4 2.8 2.6 3.9 1.9
of which: hotel and restaurant .................. 9.4 2.9 3.3 8.7 2.6
communication .................. ... 3.9 14.6 20.0 17.6 4.3
recreational and cultural ............... 2.8 5.3 54 8.3 0.8
Total domestic consumption ... 100.0 3.0 2.2 3.1 1.0
Residents’ consumption abroad .................. 1) 6.3 21 -3.2 -5.5
Non-residents’ consumptioninltaly ............... 1) 1.3 -2.3 8.4 -5.4
Total national consumption . .. - 3.2 2.4 2.7 11
Memorandum item:
Deflator of national consumption................ - 2.1 2.1 2.8 2.9
Source: Istat, national accounts.
(1) Residents’ consumption abroad and non-residents’ consumption in Italy amounted to 2.4 and 4 per cent, respectively, of total
domestic consumption.
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Figure 5

CONSUMPTION, REAL INCOME AND CONSUMER CONFIDENCE IN ITALY
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Sources: Based on Istat and ISAE data.

(1) At 1995 prices; percentage changes on previous period. - (2) Percentage changes in gross disposable income, divided by the resident
households’ consumption deflator. - (3) Indices, 1980=100; seasonally adjusted data. - (4) For the three months ending in the reference
month.

In 2001 Italian consumer households' grossdisposableincomegrew by
4.8 per cent at current pricesand 1.9 per cent at constant prices, slightly more
than in 2000 (Table 7). Factoring in the greater erosion of the purchasing
power of net financial assets dueto expected inflation, thegaininincomeat
constant pricesfallsto 1.6 per cent, compared with 0.4 per cent in 2000.

The growth in households' disposable income was fueled mainly by
labour income from salaried employment and self-employment. Total
earnings from salaried employment, net of employee social security
contributions, increased by 5.1 per cent in nominal terms; since employment
measured by standard labour units grew by 2 per cent, the increase in
earnings per unit amounted to 3.1 per cent. Labour income from
self-employment rose by 6 per cent, appreciably more than in the two
preceding years. Property income growth slowed down sharply (from more
than 8to 2.5 per cent), owing mainly to adecreasein net interest income and
dividend payments, which had been substantial in 2000. The contribution of
general government redistributive measures to gross disposable income
remained negative, although considerably less so than in the previous year
(nearly 0.5 percentage points).



GROSS DISPOSABLE INCOME AND PROPENSITY TO SAVE

(at current prices unless otherwise specified)

Table 7

1998 1999 2000 2001
Percentage changes
Earnings net of social contributions charged to workers .. .. 4.6 4.3 5.1 5.1
Income from salaried employment per standard labour unit -1.6 2.4 3.0 2.9
Total social contributions (1) .................ccoun.. 5.1 0.5 0.1 0.2
Standard employee labour units ...................... 1.0 1.3 1.9 2.0
Income from self-employment net of social contributions (2) 3.6 3.2 25 6.0
Income from self employment per standard labour unit .. 0.5 4.3 15 5.4
Total social contributions (1) ................ccoouun.. 2.2 -0.6 -04 0.1
Standard self-employed labour units .................. 0.9 -0.4 14 0.5
Net property income (3) ...t -35 -1.8 8.0 25
Social benefits and other nettransfers ................... 3.2 4.3 2.8 3.9
of which: net social benefits ........................ 2.6 4.3 3.0 3.8
Current taxes on income and wealth (=) ................. 6.6 5.5 5.0 2.6
Households’ gross disposable income (4) ............. 1.4 2.3 4.5 4.8
At 1995 PriceS (5) « v v vt -0.7 0.1 1.6 1.9
at 1995 prices, adjusted for expected inflation (6) ....... 0.6 0.4 1.6
at 1995 prices, adjusted for past inflation (7) ........... -0.4 -0.2 1.6 14
Private sector gross disposableincome ............... 3.9 1.9 5.0 4.1
at 1995 prices (5) .. v v i 1.7 -0.2 2.1 1.2
at 1995 prices, adjusted for expected inflation (6) ....... 2.1 0.8 0.7 0.7
at 1995 prices, adjusted for past inflation (7) ........... 1.7 0.1 2.0 0.4
Percentages

Households’ average propensity to save (4) (8) ........ 14.7 12.7 11.8 12.4
calculated on income adjusted for expected inflation . ... 12.6 11.0 9.0 9.4
calculated on income adjusted for past inflation ......... 12.3 10.0 9.1 9.3
Private sector average propensity tosave (8) .......... 26.0 24.0 23.6 23.7
calculated on income adjusted for expected inflation . ... 24.4 23.2 21.7 21.4
calculated on income adjusted for past inflation ......... 24.2 22.4 21.9 21.4

Sources: Based on Istat data and Bank of Italy’s estimates.

(1) Contribution in percentage points of social contributions to the change in net income; negative values indicate an increase in social
contributions relative to income. - (2) Includes mixed income and income withdrawn by members of quasi-corporations. - (3) Includes
gross operating result (essentially actual and imputed rents), net rents of land and intangible goods, actual net interest, dividends and
other profits distributed by corporations. - (4) Consumer households. - (5) Deflated using the resident households’ consumption
deflator. - (6) Gross disposable income net of expected losses on net financial assets due to inflation (estimated on the basis of the
Consensus Forecasts survey), deflated using the resident households’ consumption deflator. - (7) Gross disposable income net of
actual losses on net financial assets due to inflation; deflated using the resident households’ consumption deflator. - (8) Ratio between
the saving (gross of depreciation and amortization and net of the change in pension fund reserves) and the gross disposable income

of the sector.
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Measured on the basis of income adjusted for expected inflation, the
propensity to save of consumer househol dsrosedlightly, to 9.4 per cent, from
the low of 9 per cent registered in 2000.

For the private sector asawhole, thegrowthin grossdisposableincome
slowed down in 2001 from 5 to 4.1 per cent at current prices and from 2.1
to 1.2 per cent at constant prices. There was afurther slight decrease in the
privatesector’spropensity to save, cal culated onincomeadjusted for theloss
of purchasing power of net financial assets. General government saving rose
dightly in relation to gross national income (Table 8); the national saving
rate also edged upwards, from 20.4 to 20.5 per cent.

Table 8
GROSS SAVING AND INVESTMENT IN ITALY
(as a percentage of gross national disposable income)
A A A
General government saving . . . . . -6.4 -3.3 -1.7 0.4 1.8 1.6 1.7
Private sectorsaving........... 28.7 24.0 22.8 21.2 19.2 18.9 18.8
of which: total households .. .. 24.0 16.1 14.4 12.0 10.6 9.7 10.5
Gross national saving .......... 22.3 20.7 21.0 215 21.0 20.4 20.5
Gross investment.............. 23.3 19.9 19.5 19.6 20.0 20.6 19.9
Memorandum item:
Balance of currentaccount trans-
actions with the rest of the world -1.0 0.8 15 1.9 1.0 -0.2 0.6
Sources: Based on Istat and Bank of Italy data.

| nvestment

Capital formation in the euro area as awhole, which had increased by
4.4 per cent in 2000, diminished by 0.4 per cent last year. The figureswere
particularly negative for Germany, where growth of 2.3 per cent in gross
fixed investment in 2000 gave way to acontraction of 4.8 per cent last year;
thefurther fall of 5.8 per cent in the construction sector was compounded by
a decline of 3.6 per cent in investment in other capital goods, against an
increase of 8.7 per cent in 2000. Investment growth slowed down in France
from 7.7 to 2.3 per cent and in Spain from 5.7 to 2.5 per cent; in Spain,
investment in machinery, equipment, transport equipment and intangible
assetsfell for thefirst timesince 1993. The deceleration in capital formation
intensified during the year in all the major countries except for Germany,
wherein the second half the contraction with respect to the preceding period
was dightly smaller than in the first (3.5 and 2.7 per cent, respectively).



Theslowdowningrossfixedinvestment leftitsratioto GDP practically
unchanged in France and Spain both overall (20.6 and 24.6 per cent;
Figure6) and component by component. In Germany, theratio declined from
22.5 10 21.3 per cent; the decrease was more pronounced for construction
investment than for spending on capital equipment.

Figure 6

RATIO OF GROSS FIXED INVESTMENT TO GDP
IN THE MAJOR EURO-AREA COUNTRIESAND THE UNITED STATES
(yearly data at constant prices; percentages)
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Sources: Based on OECD and Eurostat data.
(1) Private sector.

Gross fixed investment growth also slowed down sharply in Italy,
falling from 6.5 to 2.4 per cent in 2001; in the second half of 2001 the
increase with respect to the preceding period was 0.4 per cent, down from
1.1 per cent in the first half. Its ratio to GDP was 20.8 per cent, virtually
unchanged. Capital spending gradually lost pace from the second half of
2000 onwards, with thefirst signs of aslowdown in the world economy and
the consequent repercussions on domestic demand.

The ISAE surveys of Italian industrial firms found a further
deterioration in their assessments of the current level of domestic and
foreign demand throughout much of the year, with an attenuation only in
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the final months. After improving during the summer, the climate of
confidence languished at historic lows in fourth quarter of 2001;
subsequently it regained the levels that had been registered preceding the
September crisis.

The capital spending slowdown in 2001 was particularly pronounced
innon-constructioninvestment, whoseannual growthfell from7.1to 1.5 per
cent (Table 9). Thiswas mainly the consequence of nearly flat purchases of
machinery and equipment, compared with an increase of more than 6 per
cent in 2000; the growth in investment in transport equipment amounted to
4.4 per cent, less than half that of the previous year. The weakness of
economic activity undermined the efficacy of the tax incentives introduced
in Law 383 of 18 October 2001.

Table 9
FIXED INVESTMENT IN ITALY
(at 1995 prices; percentage changes and percentages)
Percentage change As a percentage of GDP
1999 2000 2001 1999 2000 2001
Construction ..................... 2.8 5.6 3.7 8.2 8.4 8.5
residential ..................... 1.8 5.2 3.0 4.5 4.6 4.6
other..............oooiiiiiii 4.1 6.0 45 3.7 3.8 3.9
Machinery and equipment ......... 5.2 6.1 0.3 8.6 8.8 8.7
Transport equipment .............. 16.8 10.0 4.4 2.4 2.6 2.6
Intangible assets ................. 10.0 9.1 53 0.9 0.9 0.9
Total gross fixed investment ..... 5.7 6.5 2.4 20.0 20.7 20.8
Total excluding residential buildings . 6.8 6.8 2.2 155 16.1 16.2
Total excluding construction ... ... .. 7.7 7.1 15 11.8 12.3 12.3
Total net fixed investment (1) ..... 12.0 135 1.0 6.4 7.0 7.0
Source: Istat, national accounts.
(1) Net of depreciation.

Even though its growth slowed down from 5.6 to 3.7 per cent in 2001,
investment in construction was the most dynamic component of capital
formation. All the main sectors continued to expand. In residential building,
an increase of 3 per cent in volume terms brought investment back to the
levels obtaining before the onset of the protracted crisis at the start of the
1990s; a contributory factor was the building renovation and extraordinary
mai ntenance work stimulated by tax incentives, applicationsfor which rose



by 16.6 per cent, compared with 7.4 per cent in 2000. The strengthening
of the recovery in the property market, as evidenced by a pick-up in the
number of sales, was reflected in afurther rise of 7.9 per cent in the prices
of new or fully renovated housing (5 per cent net of consumer price
inflation).

Theslowdownfrom 10.3t0 4.5 per centinthegrowthinnon-residential
constructionwas counterbal anced by the pick-upincivil engineering, which
expanded by 4.6 per cent last year after contracting by 1.4 per cent in 2000.
Thesubstantial increaseininvitationsto tender for public works, whichrose
by more than 15 per cent in value in 2001, suggests that the positive trend
will continue this year.

According to the national accounts, the change in stocks and valuables
was negative in Italy for the second consecutive year, athough somewhat
less so than in 2000, making a negligible contribution to the growth
in GDP. This compares with the substantial negative effects of 0.9 and
0.8 percentage points, respectively, recorded in Germany and France.
According to the surveys of business conditions, after rising in autumn to
well abovethelevelsconsidered normal, industrial firms' stocks of finished
products have fallen back in recent months in Italy, as in the other main
euro-area countries.

Exports and imports

Net exports of goods and services contributed 0.7 percentage points of
thegrowthineuro-areaGDPin 2001, roughly thesameasin 2000. Theresult
reflected alarger deceleration in the growth inimports (from 10.9 to 0.8 per
cent) than exports (from 12.2 to 2.5 per cent). The repercussions on exports
of the sharp deterioration in world demand were attenuated by the lagged
stimulus of the substantial increments in competitiveness achieved in the
preceding two years with the depreciation of the euro, even if these gains
wereeroded in 2001. The expansionin exportswasthus morerapid than that
in the outlet markets, which ECB estimates put at almost 1 per cent for the
euro areaas awhole.

In Germany, net exportscontributed 1.6 percentage pointsto thegrowth
in GDP; set against broadly unchanged imports, exportsrecorded the fastest
growthintheeuro areaand werefueled by past competitivenessgains, which
were greater than for the other countries, given the smaller increase in
producer pricesin Germany (Figure7). In Franceand Spain, thecontribution
of net exportswas negligible (0.1 and -0.1 percentage points respectively).
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Figure 7

INDICATORS OF COMPETITIVENESS
OF THE MAJOR EURO-AREA COUNTRIES (1)
(monthly data; indices, 1993=100)
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Italian exports. - Italy’s exports of goods and services expanded by
0.8 per cent at constant prices, down sharply from 11.7 per cent in 2000
(Table 10).

According to foreign trade statistics on a cif-fob basis, last year the
volume of Italian exports of goods remained roughly the same as in 2000,
when it had grown by 11.7 per cent. Thiswasin line with the performance
of world trade, which swung from growth of 13.4 to a contraction of 0.2
per cent. Italian exports to the EU fell, while those to non-EU countries
expanded, but at far slower rates than in 2000.

In conjunction with a significant gain in export price competitiveness
in the last two years (amounting to just under 3 per cent on the basis of
producer prices), the five-year decline in Italy’s share of the world market
came to a halt; its share of the exports of the industrial countries was just
below 6 per cent (Table 11).



Table 10

ITALY'SEXPORTS AND IMPORTS OF GOODS AND SERVICES
(percentage changes on previous year unless otherwise specified)

1999 2000 2001

Goods |Services | Total | Goods |Services | Total | Goods |Services | Total

Exports (1)

Atcurrentprices ............ 06| -1.7 01| 17.8| 12.8| 16.7 3.8 5.5 4.1

At 1995 prices ............. 12| -31 03| 11.7| 11.8| 11.7 0.2 3.0 0.8

Deflators .................. -0.5 14| -0.2 5.4 0.9 4.5 3.6 2.4 3.3
Imports (2)

Atcurrentprices............ 6.7 2.9 57| 259 122| 226 0.9 4.7 1.7

At 1995 prices ............. 72| -0.8 53| 11.0 3.9 94| -0.2 1.6 0.2

Deflators .................. -0.5 3.8 0.4| 134 8.0| 120 11 3.1 1.6

Exports/imports

At current prices, % ratio ....|113.3| 94.8108.8|106.0| 95.3|103.6/109.0| 96.0106.0
At 1995 prices, % ratio ... ... 107.6| 91.6(103.9|108.2| 98.6|106.1|108.7| 100.0|106.8
Terms of trade;

indices, 1995=100 ........ 105.3| 103.5|104.7| 97.9| 96.7| 97.6|100.3| 96.0 | 99.3

Contribution of net exports
to real GDP growth (3) ....| -1.1| -0.1| -1.3| 0.3 0.5 0.8| 0.1 0.1 0.2

Sources: Istat, national accounts.
(1) Includes non-residents’ consumption in Italy. - (2) Includes residents’ consumption abroad. - (3) Percentage points.

Italy’s market sharesincreased by around half apercentage point inthe
countries of Eastern Europe and the former Soviet Union and to a smaller
extent in the newly-industrialized Asian countries. The gains accrued
mainly to producers of machinery and equipment.

Italian exports of motor vehicles and parts (accounting for around 40
per cent of total transport equipment exports) diminished in nearly all
markets except the United States. The steepest declineswererecorded inthe
European markets, which purchase morethan two thirdsof thetotal; outside
the EU, the fall in sales of vehicle parts and accessories was substantial in
Turkey, Poland and Brazil, countries towards which there has been a
significant transfer of production.

Asinthe past years, the relatively poor performance of Italian exports
to the EU was mainly due to weak sales to Germany. With total German
importsstagnating in real terms, importsfrom Italy declined by 3.2 per cent,
mainly reflecting heightened competition from the countries of Central and
Eastern Europe, whose sales to Germany scored appreciable gains.
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EXPORTSAND IMPORTS OF GOODS AND SERVICES
OF THE MAJOR EURO-AREA COUNTRIES
AND INDICATORS OF DEMAND AND COMPETITIVENESS
(at constant prices; percentage changes)

Table 11

1997 1998 1999 2000 2001
Germany
Imports of goods and services . ... 8.3 8.9 8.5 10.0 0.1
Exports of goods and services .... 11.2 6.8 5.6 13.2 4.7
Outlet markets (1) ............... 9.0 7.7 7.3 115 0.2
Indicators of competitiveness (2) ..
overall .............. ... ... -5.1 15 -3.8 -7.1 3.0
eXpPort ... -5.8 1.8 -4.4 -8.0 3.2
import.............. ... -4.1 1.2 -3.0 -5.9 2.9
France
Imports of goods and services .... 6.9 11.6 6.2 14.3 0.1
Exports of goods and services .... 11.8 8.3 4.3 12.7 0.5
Outlet markets (1) ............... 9.2 8.2 7.9 10.6 0.2
Indicators of competitiveness (2) ..
overall .............. ... ... -4.7 0.1 -2.3 -3.8 0.6
eXpPort ... -54 0.5 -3.1 -4.8 0.9
import.............. ... -3.9 -0.3 -15 -2.7 0.3
Italy
Imports of goods and services .... 10.1 8.9 5.3 9.4 0.2
Exports of goods and services .. .. 6.4 3.4 0.3 11.7 0.8
Outlet markets (1) ............... 8.8 8.3 8.0 115 0.2
Indicators of competitiveness (2) ..
overall ............... ... ... 0.3 1.4 -2.8 -3.3 14
eXport . ... -0.6 1.8 -3.7 -4.5 1.7
import........ ... 15 0.9 -1.7 -1.7 1.0
Spain
Imports of goods and services .... 13.2 13.3 12.8 9.8 3.7
Exports of goods and services .. .. 15.3 8.2 7.6 9.6 3.4
Outlet markets (1) ............... 8.7 8.8 7.4 11.3 0.1
Indicators of competitiveness (2) ..
overall ............... ... ... -4.5 -11 -2.8 0.9
eXpPort ... -5.1 0.3 -1.8 -3.8 1.0
import............. .o -39 -0.1 -0.5 -2.0 0.8

Source: Based on national statistics.

(1) Average of the changes in imports of goods and services of the principal importing countries, weighted using their respective weights
in the indicator of competitiveness. - (2) Based on the producer prices of manufactures. A positive value indicates a loss of

competitiveness.




The volume of Italian exports to non-EU markets expanded by 4 per
cent, despiteacontraction of 5.8 per cent in thoseto the United States. There
was another surgein exportsto China(37.1 per cent) and also aconsiderable
expansion in sales to the countries of Central and Eastern Europe, whereas
exportsto the M ercosur and the emerging Asian countries contracted, owing
to the performance of domestic demand in those areas.

Italian imports. - Imports of goods and services remained broadly
unchanged last year, showing a dlight decline of 0.2 per cent, as against an
increase of 9.4 per cent in 2000. In the second half of the year importswere
3.1 per cent lower than inthefirst half, reflecting the fall in exports and the
stagnation of national demand.

On a cif-fob basis, Italian imports of goods at constant prices fell by
1 per cent, whereas in 2000 they had grown by 9.5 per cent; those from EU
countries fell more sharply than those from outside the Union. The largest
decreases were in imports from France and the United Kingdom, which
dropped by 4.7 and 9.7 per cent respectively. Among non-EU countries, the
slump of 12.6 per cent inimportsfrom the United States contrasted with the
growth of 7.5 per cent in those from China, although the latter figure was
smaller than in 2000.

Thefall inltalian industrial output and the slowdown in exportsand in
investments in machinery and transport equipment were reflected in Italian
imports of capital goods and intermediate goods, which contracted in real
terms in 2001 by 5.3 and 1.7 per cent respectively. Imports of consumer
goods slowed down sharply but still recorded growth of 1.8 per cent. There
were large declines in imports of office machinery and computers (10 per
cent, compared with an average annual increase of 12.6 per centintheperiod
1996-2000), machine tools (7.2 per cent) and refined petroleum products
(9 per cent).
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DOMESTIC SUPPLY

Italian economic growth nearly halved in 2001, slowing from2.9t0 1.8
per cent. For the euro area as awhol e the slowdown was even sharper, from
3.41t0 1.5 per cent.

Economic sectors

Italian GDP at market prices grew by 1.8 per cent in rea terms.
The increase in value added at factor cost came down from 3 to 2 per cent
(Table 12). The slowdown was most pronounced in industry excluding
construction (from 2.7 to 0.5 per cent), owing mainly to that in
manufacturing (from 3.1t0 0.7 per cent). Therewas asubstantial pick-upin
construction (from 2.3 to 4.5 per cent) and a more modest one in the
production and distribution of electricity, gas and water.

Domestic production of energy, intonsof oil equivalent, declined by 0.9
per cent. The primary energy requirement increased by 1.5 per cent, and
import dependency accordingly rosefrom 83.2t0 83.6 per cent. The“ energy
bill” (total expenditure on primary energy imports) cameto 2.3 per cent of
GDP, down from 2.5 per cent. Energy consumption increased mainly for
civil uses (2.9 per cent), in agriculture (3.1 per cent) and in transportation
(1 per cent), while it was roughly unchanged in industry (0.3 per cent).
Continuing an established trend, the share of the primary energy requirement
met by oil productsfell to 48 per cent.

Industrial production contracted by 4.2 per centin 2001. Intheeuroarea
asawholeit fell by 4.5 per cent, following arise of 6.9 per cent in 2000. The
contraction was near the area-wide average in Germany, larger in Spain and
smaller in France. Capacity utilization fell from 79.3 to 78.1 per cent on
average for the year, with all of the reduction coming in the second half.

Value added in servicesrose by 2.5 per cent in Italy, following arise of
3.5 per centin2000. Thelargest gainscameintransport and communications
(5.5 per cent) and services to businesses and households (5.1 per cent).
Wholesale and retail trade recorded an increase of 1.6 per cent.

Retail salesincreased by 1.6 per cent at current prices (1.3 per cent in
2000). The growth differential between large and small retailers remained
substantial (rates of 4.9 and 0.9 per cent respectively).



VALUE ADDED AT FACTOR COST

Table 12

2000 2001 Percentage changes
Current Share of Current Share of
Branch values in value prices in value Volumes Deflators
millions of added millions of added
euros (%) euros (%) |2000 | 2001|2000 | 2001
Industry ... 293,384 28.0| 304,037 27.7| 2.6| 1.2| 1.6| 2.4
Industry excluding construction ...| 242,715| 23.2| 249,885| 22.8| 2.7| 0.5| 1.3| 2.4
Extractive industries ............ 5,627 0.6 4,952 0.5|-4.3|-7.0|33.6| -5.3
Manufacturing ................. 214,854 20.5| 221,148| 20.1| 3.1| 0.7 0.7| 2.2
Production and distribution of
electricity, gas, steam and water 22,234 2.1 23,785 22| 0.1] 05| 0.8| 6.5
Construction .................... 50,669 48| 54,152 49| 23| 45| 3.2| 23
SeIVICES . v i 721,598 69.0| 763,063| 69.4| 3.5| 2.5| 23| 3.2
Wholesale and retail trade, repairs . | 137,395 13,1| 145,100 13.2| 3.8 1.6(-0.1| 4.0
Hotels and restaurants ............ 38,166 3.7 41,312 3.7| 82| 34| 23| 47
Transport, storage and
communications ............... 75,612 7.2 79,810 7.3| 4.1| 5.5(-1.0] 0.0
Financial intermediation ........... 64,930 6.2| 63,750 58| 7.6|-3.0| 59| 1.2
Services to businesses and
households (1) ................. 207,019 19.8| 223,466 20.3| 4.6| 5.1| 25| 2.7
Public administration (2) .......... 55,122 5.3] 57,866 5.3|-0.3| 0.7| 1.6 4.3
Education ....................... 52,488 5.0/ 54,983 50| 0.1| 0.0| 5.3| 4.7
Health and other social services . . .. 47,777 4.6| 50,155 45| 18| 2.7| 57| 2.3
Other community, social and personal
SEIVICES ... vt 34,941 3.3| 38,245 35(|-2.4| 1.3| 47| 8.1
Private households with employed
PErSONS ... e i 8,148 0.8 8,376 08| 0.7| 1.2| 3.1| 15
Agriculture 3) ...l 31,072 3.0 32,116 2.9(-2.8(-1.0| 1.7| 4.4
Value added at factor cost (4) ...... 1,046,054| 100.0|1,099,216| 100.0| 3.0| 2.0 2.1| 3.0
Source: Istat.
(1) Gross of real-estate, renting, computer, research and other professional and business services. - (2) Includes defence and
compulsory social insurance. - (3) Includes forestry and fisheries. - (4) Gross of indirectly measured financial intermediation services.

According to the Ministry for Productive Activity’s national com-
mercial observatory, net business creation in distribution amounted to about
10,000 in the first half of the year, compared with a gain of 12,000 for the
whole of 2000. This brought the number of businesses to 868,000.

Thevalue added of agriculture, forestry and fisheries declined by 1 per
cent, following afall of 2.8 per cent in 2000: it accordingly slipped from 3
to 2.9 per cent of total Italian value added.
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Firm dynamics and productivity growth

In recent years, owing above al to the strong productivity gains
registered by the US economy, there has been a surge of interest in the
technological, organizational and institutional factors that determine
businesses performance in different countries. In the past two years the
OECD has coordinated a comparative research project, in which the Bank
of Italy’s Economic Research Department has participated, on the role of
policy andinstitutionsfor productivity growth and firm dynamicsin sel ected
developed countries. The data on business size confirm earlier findings (see
“Domestic Supply” in the Annual Report for 1999), namely that firms are
particularly large in the United States and particularly small in Italy.

Figure 8 gives the average firm turnover rates in the non-farm private
sector between 1989 and 1994. For nearly all the countries surveyed,
both entry and exit rates are between 8 and 12 per cent, so that annual
turnover involves about a fifth of all companies. The study found that
survival rates for new businesses are quite similar across countries and
demonstrate how severe the selection process is. about half of all new
companies leave the market within five years. Since the new companies
formed and those that go out of business are generally smaller than those
that survive, the share of employees involved in this turnover is about half
that of firms. By thisindicator, Italy isvery near the average, just abovethe
United States.

Figure 8
BUSINESS TURNOVER RATESIN THE NON-FARM
PRIVATE SECTOR, 1989-94
(annual averages)
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The absence of systematic differences between countries suggests that
factors involved in companies “life cycle” may be more important than
institutional and environmental differencesin determining market entry and
exit.

Figure 9 shows the employment increase in new firms at various
intervals following their formation in the six countries for which data are
available. The difference between the United States and the European
countriesis striking. Within just two years, new American firms more than
double their staff, on average, compared with increases of less than 25 per
cent in Europe. Comparable disparities obtain over longer periods as well.

Figure 9

EMPLOYMENT GROWTH OF SURVIVING NEW FIRMS, 2-7 YEARS (1)
(net gains as a percentage of initial employment)
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Source: OECD.
(1) The data refer to the period 1985-1995. The exact dates vary from country to country according to data availability.

This preliminary analysis suggests that by comparison with their US
counterparts, European firms face greater obstacles to increasing their size
after formation rather than in initial access to the market. The speed of
growth of new enterprises is also relevant to the analysis of productivity
gains, which depend significantly on increases in efficiency on the part of
firms already in business. This factor explains more than 50 per cent of
overall productivity growth in the various countries.

In Italy new companies limited growth is associated with the
traditional fragmentation of production and pronounced specialization in
traditional industries. These features appear to have adverse effects on the
capacity for innovation and the use of new technologies.

Inthe 1990ssmall Italian firmsattained more modest resultsthan larger
companiesintermsof profitability and productivity (Figure 10). Asregards
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the former, the gap in favour of small firms that had existed in the 1970s
subsequently narrowed owing to asubstantial increasein the profitsof large
companies. From the end of the 1980sto the mid-1990ssmall firms suffered
a particularly severe deterioration in profitability (6 percentage points).
Since 1995 the profit margins of large manufacturing firmshave been higher
than those of their smaller counterparts. Labour productivity has shown the
same pattern (Figure 10). From the end of the 1980s to the mid-1990s
productivity inlargefirmsincreased at nearly twicethe annual rate achieved
in small firms (3.9 per cent, as against 2.3 per cent), presumably in part
because of greater use of new technologies.

Figure 10

PROFIT MARGINS AND PRODUCTIVITY
IN MANUFACTURING INDUSTRY, BY SIZE OF FIRM
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Source: Based on Indagine Istat sul sistema dei conti delle imprese. The survey data have been reconstructed.
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In May 2002 Istat released provisional results from the eighth genera
censusof industry and services, conducted on 22 October 2001. The number
of local units had increased by 6.9 per cent since 1991 and the number of
workers by 4.4 per cent. The average size of local units had shrunk further
from 4 to 3.9 workers (Table 13).



Table 13
AVERAGE SIZE OF LOCAL UNITS
BY BRANCH OF ACTIVITY INITALY

1991 (definitive) 2001 (provisional)
Local units Workers Average | Local units Workers Average

Firms ............. 3,636,086 | 14,601,812 4.0 3,850,484 | 15,066,395 3.9

Industry .......... 1,025,009 6,857,894 6.7 988,293 6,197,002 6.3

Distribution ....... 1,378,332 3,304,838 2.4 1,334,791 3,334,026 2.5

Other services .... 1,232,745 | 4,439,080 3.6 1,527,400 | 5,535,367 3.6
Institutions (1) ..... 236,355 3,374,609 14.3 287,735 3,707,429 12.9
Total firms and

institutions ....... 3,872,441 | 17,976,421 4.6 4,138,219 | 18,773,824 4.5
Source: Istat, Censimento generale dell'industria e dei servizi, 1991 e 2001.
(1) Includes general government and public and private non-profit institutions.

The increasing importance of services is confirmed. Thirty-three per
cent of the non-farm work force is employed in industry and 67 per cent in
services: 17.8 per cent in wholesale and retail trade, 19.7 per cent in public
and privateinstitutionsand 29.5 per cent in other services. In 1991 industrial
employees had accounted for 38.1 per cent and services for 61.9 per cent.
The proportion employed in distribution fell by 0.6 percentage points over
the decade while that accounted for by institutions rose by 1 point.

Privatizations, market regulation and company law

Privatizations. - Thesaleof publicly-owned corporationsyielded gross
proceeds of €5.5 billion last year (0.45 per cent of GDP), compared with
€10.3 billion (0.85 per cent) in 2000 and €25 billion (2 per cent) in 1999.
Last year’s proceeds were the smallest since the privatization process got
under way in 1993.

On 14 February 2001, concluding acompetitive bid procedureinitiated
in 1999, IRI sold its entire stake (93.53 per cent) in Cofiri to a group of
private investors for €508 million.

Thedisposal of thefifth tranche of ENI shares, equal to 5 per cent of the
company’s equity, was concluded on 15 February 2001 by direct sale to
institutional investors, using theaccel erated bookbuil ding techniquewith no
public offering. The Ministry for the Economy, which took in €2,721 million
from the operation, retains control of the ENI group with a shareholding of
30.33 per cent and a golden share.

59



60

At the end of November 40.24 per cent of the equity of Snam Rete Gas
wassoldto privateinvestorsfor €2,202 million, taking account of the shares
set aside for the green shoe. Twenty-five per cent of the offering went to the
general public, ENI shareholders and Snam employees. Institutional
investors took the remaining 75 per cent.

Thestate still hasasubstantial presencein productive activitiesin Italy.
There are still many opportunities for share disposals.

Market regulation. - Deregulation and the fostering of competition
made some progress in 2001 but the process still has some way to go.

Intheelectricity sector, in July ENEL concluded the sale of Elettrogen,
one of threegenerating companies, to aconsortium consisting of Endesa(the
Spanishelectricity company), Banco Santander Central Hispanicoand ASM
Brescia (amunicipal utility) for €2.63 billion.

The electricity exchange market, which under Legisative Decree 79/
1999 liberalizing the sector should have been operational by 1 January 2001,
isstill not active, despitethe Ministry for Productive Activities approval in
May 2001 of the related regulations. The effective start-up of an electricity
exchange would require asufficiently competitive supply structure. In 2000
ENEL accounted for 77 per cent of total net power generation and held
75 per cent of installed capacity. Once the three new generating companies
are sold, ENEL will have about 56 per cent of the market (net of self-
consumption).

In the natural gas sector, where liberalization began with Legidative
Decree 164/2000, the national pipeline network remainsamonopoly. Snam
Rete Gas owns 29,000 of the 30,000 kilometers of pipelineand also controls
all the pipelines for gas imports from Algeria, Russia and the Netherlands
and for shipments from the terminal in Panigaglia (La Spezia). The
remaining 1,100 kilometers are owned by the Edison group.

In the area of large-scale retailing, no region had passed the measures
envisaged by L egislative Decree 114/1998 (the Bersani |aw) by the deadline
of April 1999. A number of regions reinstated restrictions on new retall
outlets.

Company law. - Enabling Law 366, laying down the criteria for
a Government legidlative decree reforming company law, was passed on
3 October 2001. On 20 December a committee was formed at the Ministry
of Justice to draft an enabling act for the reform of the procedures for
out-of -court settlementsin cases of insolvency by 30 June 2002.



Enabling Law 366/2001 providesfor abroad range of company models;
greater autonomy in drafting company bylaws; greater powers for the
executive body and its exclusive responsibility for operations, new
possibilitiesfor company finance; theintroduction of regulationsgoverning
corporate groups; rules to improve the quality of financia statements and
lower information costs for small firms; and special procedural rules for
disputes involving company law. The pena relevance of false financial
statements and other corporate crimeswas attenuated by L egisl ative Decree
61/2002.

The enlargement of the European Union

Enlargement to other European and Mediterranean countries, now in
the home stretch after a lengthy preparatory phase, will be a politically
important event in the history of the European Union. The entry of the
candidate countries is subject to conditions laid down in the Copenhagen
Council of June 1993: transposition of the acquis communautaire (the body
of existing EU rulesand regul ations), the consolidation of stable democratic
institutions and the creation of a market economy capable of coping with
competition and integrating with the Common Market.

Twelve countries are involved in the enlargement process: ten in
Central and Eastern Europe (Bulgaria, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia) plus
Cyprus and Malta. Given the progress to date in the talks and in economic
convergence, it is likely that enlargement will proceed by stages. The first
group (excluding only Bulgariaand Romania) is scheduled for admissionin
2004. Whilethe Central and Eastern European economiesaremodestinsize
(withatotal GDPequal to 10 per cent of that of the EU, at purchasing power
parity), these countries will add more than 100 million to the Union’'s
population.

The admission of so many new members will have an impact on
ingtitutional arrangements. The Nice Council in December 2000 made a
first, unsuccessful attempt to modify the Union's decision-making
mechanisms, with the proposal to approve Community rules by qualified
majority.

The new members, once they comply with the Maastricht standards,
will aso join the Economic and Monetary Union. The candidate countries
have already made substantial changes to their monetary institutions. The
independence of national central banks is an integral part of the acquis
communautaireand aguarantee of rigour inthepursuit of monetary stability.

Though highly disparate among themselves, the candidate countries as
agroup are less developed economically and less affluent than the present
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members. At purchasing power parity, their per capita GDP is 40 per cent
lower than that of the EU. The service sector is considerably |ess devel oped
and agriculture still accounts for nearly 6 per cent of total value added,
compared with 2 per cent in the EU.

Thisisnot thefirst time that the Union has been enlarged to relatively
less highly developed countries. The previous enlargement (which brought
in Spain, Portugal and Greece in the 1980s) involved countries with atotal
GDP equal to about 10 per cent of that of the EU at the time and per capita
GDP, at purchasing power parity, to 66 per cent.

Until the turn of the 1990s the Central and Eastern European candidate
countries had centrally planned economies and accordingly had to achieve
not only convergence but also a progressive transition (still under way)
towards the market economy. Many of them still have fragile banking and
financial systems, making it difficult to provide the necessary support to the
private sector of the economy.

Enlargement will aggravateintra-EU disparities between countriesand
even more between regions, with amajor impact on Community support and
development policies. One delicate problem is determining the procedures
and timetable for extending agricultural programmes, which absorb about
half the EU budget, to the new members.

Community policies to reduce regional disparities and promote
development arefinanced through structural funds, which account for about
40 per cent of the budget. Most of these resources go to Objective 1 projects
to promote the development and structural adjustment of regions that lag
behind. Italy, which is a net contributor to the EU budget, has some of the
Union's most severe regiona disparities. Unlike other countries with
comparable overall per capitaincome, Italy receivestransfers mostly under
Objective 1. At present the regions of Campania, Basilicata, Puglia,
Calabria, Sicily and Sardiniaare benefiting from these resources. At theend
of the current planning period in 2006, enlargement of the Unionwill reduce
the funds available to current members. Some Italian regions whose per
capitaincome is now near the limit of 75 per cent of the EU average could
become ineligible for Objective 1 projects.

Theintegration of the candidate economiesinto thesinglemarket began
with the Europe Agreements and the consequent progressive dismantling of
trade barriers. Over the past decade this produced agradual increasein trade
and mobility of factors between these countries and the EU. Three quarters
of thetrade hasbeen accounted for by the EU membersbordering on Eastern
Europe and has been concentrated especially in their border regions.

Among EU countries, Italy is second to Germany in trade with the
countries of Central and Eastern Europe. In 2000 it took 7 per cent of their



exportsand supplied 8 per cent of their imports. These marketsincreased in
importance for Italian exporters during the 1990s, partly making up for

losses of market share elsewhere in Europe.
Table 14

TRADE OF ITALIAN REGIONSWITH CENTRAL AND EASTERN
EUROPEAN COUNTRIESIN 2000

Percentage share of regional total (1) Specialization indices (2)
Imports Exports CEEC EU
Piedmont ................ 6.4 6.1 1.3 11
Valled'Aosta ............. 2.7 1.9 0.5 12
Lombardy ................ 3.0 5.6 0.8 1.1
Trentino-Alto Adige ........ 3.1 3.6 0.7 15
Veneto .................. 9.8 7.9 1.7 1.0
Friuli-Venezia Giulia ....... 145 8.1 2.1 1.0
Liguria .................. 1.6 2.0 0.4 0.9
Emilia-Romagna .......... 5.7 5.0 1.1 1.1
Tuscany ................. 4.0 3.9 0.8 0.9
Umbria .................. 5.4 6.5 1.2 1.0
Marche .................. 10.8 9.3 2.0 0.8
Lazio .................... 15 3.6 0.5 1.0
Abruzzo ................. 3.3 6.6 1.0 12
Molise ................... 6.1 3.3 0.9 11
Campania ............... 1.8 2.3 0.4 0.9
Puglia ................... 35 2.8 0.6 0.9
Basilicata ................ 6.2 6.5 13 13
Calabria ................. 1.0 3.5 0.4 12
Sicily ... 0.7 3.2 0.3 0.4
Sardinia ................. 0.4 11.6 0.9 0.4
taly ... ... 4.3 5.7 1.0 1.0
Source: Based on Istat data.
(1) Imports and exports from and to Central and Eastern European countries as a percentage of each region’s total imports and exports. -
(2) For each region, the sum of imports from and exports to the Central and Eastern European countries and the EU, respectively, is
Ictzlliu;z;tzdwa;]s;’la;percentage of total imports plus exports; this percentage is then expressed as a ratio to the corresponding figures for

Within Italy, the share of trade with the Central and Eastern European
candidate countries varies greatly from region to region (Table 14).
Piedmont, Veneto, Friuli, Emilia-Romagna, Umbria, Marche, Abruzzo and
Basilicata have shares that are larger than the national average because of
geographical proximity or product specialization. For these regions the
repercussions of enlargement are likely to be greater. Their trade with the
prospective new membersis highly specialized in sectoral terms (in 2000,
60 per cent of it was accounted for by motor vehicles, engineering products,
chemicals, textiles and footwear), and their productive specialization
closely resembles that of the new entries. This could result in stronger
competition fromthelatter both withintheir ownregiona marketsandinthe
Union generally.
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Regional economic developments and regional policy

Regional economic developments. - In the 1990s the average annual
growth rate in the South of Italy was lower than in the Centre and North
(1.2 per cent, as against 1.4 per cent). The Association for Industrial
Development in Southern Italy estimates that real output in the South
increased by 2.2 per cent last year (2.5 per centin 2000), registeringasmaller
slowdown than in the rest of Italy (from 3.1 to 1.7 per cent), which is
structurally more responsive to the international business cycle.

The difference in the growth of per capita GDP was even greater (2.3
per cent, as against 1.1 per cent), owing to continuing migration from the
South to the Centre and North.

The data on business formation show a strengthening of the southern
economy for the fifth consecutive year. In 2001 start-ups in the non-farm
sector again outnumbered closures, with a gain of 45,000; the net business
formation rate was higher than in the other parts of Italy, and the South
accounted for 38 per cent of the national total.

Gross fixed investment grew by 3.7 per cent in the South last year
compared with 2 per cent in the Centre and North, again according to the
Association for Industrial Development in Southern Italy. Final household
consumption growth slowed to 1.4 per cent in both parts of the country.

The growth in the value of exports slowed down drastically last year,
especialy in the southern regions, where it fell from 27.7 per cent in 2000
to 2.2 per cent. Inthe Centre thefall wasfrom 21.2 to 1.2 per cent, whilein
the North it was from 15.5 per cent to just over 4 per cent.

The provisional results of the general census of industry and services
in 2001 show that the Adriatic regions and Umbria and Basilicata have
achieved the greatest employment growth since the 1991 census (8.4 per
cent, compared with an average of 2.3 per cent for the other regions). The
increase came mostly in services other than distribution (32.7 per cent,
compared with 20.8 per cent in the other regions). Employment in
distribution in these regions increased by 4.4 per cent, while declining by
1 per cent in the rest of the country.

Inthe second half of the 1990s unit labour costsin manufacturinginthe
South rose to equal those in the Centre and North. The main cause was a
relative increase in the cost of labour due to the end of socia security
contribution relief, but slower productivity growth also played a part.
However, per capita earnings rose less in the South than in the rest of Italy,
partly offsetting the abolition of contribution relief.

Regional policy. - The decentralization of local devel opment planning
procedures and resources continued in 2001. The regions were given



responsibility for negotiated planning and for the bulk of the funds for
depressed areas. Starting with the eighth refinancing of Law 488/1992,
regional governments have also been allowed to establish special rankings
for selected geographical areas or economic sectors to which to allocate
50 per cent of the funds made available. Objective 1 regions initiated
“integrated territorial projects’, a new planning method instituted within
regional operational plans.

Negotiated planning, national responsibility for which was transferred
to the Ministry for Productive Activities in June 2001, is intended to
jump-start local economies, triggering self-sustained devel opment based on
acombination of public and privateinvestment and theinvolvement of local
business and |abour organizations.

Since 1996 some 230 territorial pacts have been approved, committing
more than €5 billion. Last September, 89 were active. Judging by the
amount of funds disbursed, the pacts’ ability to activate entrepreneurial
initiativesismodest. For thefirst 51 pacts, all approved by the end of 1999,
only 35 per cent of the total amounts available had actually been spent by
April 2001. The proportion was higher in the South than in the Centre and
North.

Disbursements under the Community Support Frameworks for
1994-1999 had to be completed by the end of 2001. Preliminary dataon the
state of implementation indicate that on Objective 1 projects, which account
for 60 per cent of total funding, actual spending had reached 87.2 per cent
of appropriations by September.

The Community Support Frameworksfor 2000-2006 were approvedin
August 2000 and are now being implemented. Theresourcesavailableup to
2008 amount to more than €50 billion.

The role of regional development policy and the instruments used
changed substantially in all the main European countriesin the course of the
1990s. Incentives for the relocation of production from large cities to
backward areas, which had been common from the 1960s on, were
progressively abandoned. Expenditure on regional development incentives
declined in relation to GDP. There was a heightened perception of the need
to create an environment conducive to enterprise, chiefly in terms of
infrastructure, and a growing consensus on a strategic approach based on
identifying the strengths and weaknesses of particular local areas.
Development aid became more selective. In Belgium, Portugal and Austria
competitive bid procedures were instituted under which applications for
resourceswere granted according to predetermined standards. In France, the
United Kingdom and the Netherlands the tendency was towards greater
discretionality in deciding and scaling awards.
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THE LABOUR MARKET

Employment

According to estimates based on national accounts data, the average
number of employed persons resident in the twelve euro-area countries
increased by 1.3 per cent in 2001, continuing the upswing that began in the
mid-nineties. However, the gain was significantly less than in 2000 (2 per
cent) because of the slowdown in economic growth. The sharpest
decel eration camein Germany, where employment expanded by just 0.2 per
cent, compared with 1.6 per cent in 2000. Employment grew by 2.6 per cent
in Spainand 2.0 per cent in France (asagainst 3and 2.5 per cent respectively
in 2000).

In Italy, following again of 2 per cent in 2000, one of the largest since
the Second World War, the number of personsin work rose by afurther 1.7
per cent. Taking the period from the third quarter of 1993 to the fourth
quarter of 2001 as a single economic expansion (even though, technically,
it was interrupted by brief recessionsin 1996 and late 1998), Italy showed
average annual employment growth of 0.7 per cent, comparable to the 0.8
per cent pace registered during the long expansion of 1983 to 1991.
However, net private-sector job creation differed sharply between the two
periods (0.7 as against 0.2 per cent per year), testifying to the primary role
of government in sustaining employment growth during the eighties.

Inthe past decade, the gain in employment was accompanied by slower
output growth than in earlier economic expansions. It was propelled by an
evolution of the relative prices of labour and capital that was more
favourablethan in the expansion of the eighties; thiswasreflected in slower
growth of the capital stock per labour unit (Figure 11). Contributory factors
were much slower real wage growth than in the past and greater flexibility
in staff adjustment, the organization of production and working hours.

The composition of employment and labour policiesin Italy

Temporary employment failed to increase last year for the first time
since 1993. Conversely, the expansion in permanent, full-time jobs that got



under way in mid-1999 accelerated, thanks to social security contribution
incentives. Istat’s labour force survey - which does not count some groups
that are included in the national accounts (workers living in institutions,
conscripts and non-resident aliens) - found an increase of 2.1 per cent in
2001 inthe number of personsemployed (Table 15). In October, the number
of personsinwork was 247,000 higher than twelve months earlier: 401,000
more permanent employees, 110,000 fewer fixed-term employees and
44,000 fewer self-employed. In January 2002 the number of permanent
full-time employees rose above 13.3 million, regaining the historic peak of

January 1993.
Figure 11

EMPLOYMENT AND COST OF LABOUR IN ITALY'SPRIVATE SECTOR
IN THE LAST TWO CYCLICAL EXPANSIONS (1)
(indices, cyclical trough =100)
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Sources: Based on Istat data, national accounts.

(1) Each series is rescaled setting equal to 100 the value registered in the quarter in which the cycle bottomed out, corresponding to
0 on the horizontal axis, which gives the number of quarters from that point. - (2) Ratio of net capital at 1995 prices (excluding the stock
of housing) to total standard labour units. - (3) Ratio of labour income per standard employee labour unit to the value added deflator
at factor costs. Values not adjusted for the introduction of IRAP. - (4) Difference between value added at factor costs and total labour
income (including the imputed labour income from self-employment) in relation to value added. Moving average of four quarters to the
reference quarter.
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Table 15
STRUCTURE OF EMPLOYMENT IN ITALY

Change Change
2001 (1) 2001/2000 (1) October 2001/October 2000
Thousands | Percentage | Thousands Thousands
of persons share of persons Percentages of persons Percentages
Self-employed ............... 5,997 27.9 49 0.8 -44 -0.7
full-time .................. 5,570 25.9 59 11 4 0.1
parttime ................. 427 2.0 -10 -2.3 -48 -10.7
Employees .................. 15,517 72.1 385 25 291 1.9
permanent ................ 14,003 65.0 401 2.9 401 2.9
full-time ................ 13,083 60.8 335 2.6 392 3.0
part-time ............... 920 4.2 66 7.8 9 1.0
fixed-term ................ 1,514 7.1 -16 -1.0 -110 -6.8
full-time ................ 1,045 4.9 3 0.3 -55 -4.9
parttime ............... 469 2.2 -19 -3.8 -55 -10.9
Total .. ... 21,514 100.0 434 21 247 1.2
Source: Istat, labour force surveys.
(1) Average of quarterly surveys conducted in January, April, July and October.

The recent increase in more stable forms of employment isdue to both
cyclical and fiscal factors. The rapid expansion in economic activity up to
thefirst few months of last year was accompanied by the emergence of local
labour shortages. Though these bottlenecks have been attenuated, they
remain severe by historical standards in all parts of the country. Since
October 2000 significant stimulusfor the growth in permanent employment
has comefrom thetax credit provided under Law 388 of 23 December 2000,
Article 7. The use of thisincentive was considerably greater than had been
forecast. Preliminary estimates by the Ministry of Labour and Social
Policies put therevenuelossfor all of 2001 at €530 million and the number
of workers benefiting from the programme at over 100,000 by September,
including 40,000 in the South.

The tax credit entailed a further large increase in the public resources
allocated to hiring incentives. Such spending rose from 6 per cent of total
labour policy spending in 1996 to 17 per cent in 2000. More generaly, it
increased the relative importance of automatic incentives. In 2000, such
incentives applied to 1.7 million jobs, 47 per cent of them in the South.

Activelabour policiesalso include contribution relief to encourage the
regularization of off-the-books labour. Istat estimates that the share of
irregular workerspicked up by the national accountsstabilizedin 1997-2000
at just over 14.5 per cent, compared with 13.5 per cent in 1992. Overall, the
number of irregular workers came to nearly 3.4 million in 2000. New
measures for the emersion of underground employment wereintroduced by



Law 383 of 18 October 2001, subsequently amended several times. Thelaw
envisages atax and social contribution conciliation covering past years and
concessionary tax and social security treatment for three yearsfor the firms
and workers that “surface”.

Total spending for active labour policy measures held relatively stable
at just over 0.6 per cent of GDP from 1996 to 2000, while the resources
allocated to passive measures declined from 1 to 0.6 per cent, owing above
al to the steady decline in early retirement expenditure (Table 16).
Unemployment benefitsturned upwardsin 2001 both because of thecyclical
slowdown and because of theintroduction of higher ordinary unemployment
benefits for non-farm workers. Although the Italian unemployment rate
is still high, the ratio of unemployment spending (including wage
supplementation) to GDP is among the lowest in the EU. In 1999, the last
year for which comparable data are available, Italian expenditure came to
0.5 per cent of GDP, compared with an EU average of 1.8 per cent.

Table 16

PUBLIC EXPENDITURE FOR LABOUR POLICY PROGRAMMESIN ITALY
(as a percentage of GDP)

1996 1997 1998 1999 2000 2001 (1)
Active labour policy programmes .. .. 0.62 0.62 0.69 0.65 0.64 e
of which: employment incentives . 0.25 0.28 0.40 0.44 0.49 0.56
Passive labour policy programmes .. 0.97 0.85 0.76 0.68 0.63 0.62
Unemployment benefits ......... 0.67 0.62 0.58 0.55 0.52 0.55
Early retirement ................ 0.30 0.23 0.18 0.13 0.11 0.07
Total .... 1.59 1.47 1.45 1.33 1.27
Sources: Based on data from Ministero del Lavoro e delle politiche sociali, Rapporto di monitoraggio sulle politiche occupazionali e
del lavoro, and Istat.
(1) Preliminary budget outturn.

Labour input and sectoral developments

In 2001 labour input in Italy, measured in standard labour units, again
grew more slowly than the number of persons (including non-residents)
employed (1.6 as against 2.1 per cent). The bulk of the increase came in
private services, while there was a further decline in public employment
(Table 17). Employment in agriculture increased, for the second time since
the Second World War, and in construction there was an acceleration from
the strong growth of the previous two years. Labour input in industry
excluding construction declined for the third consecutive year.
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Table 17

SECTORAL DISTRIBUTION OF EMPLOYMENT IN ITALY
(standard labour units; percentage shares of total and percentage changes)

Total employment Salaried employment
Share Change Share Change
2001 | 2001 | 2001 2001 | 2001 | 2001
1991 | 2001 51 | To96 | 2000 1991 | 2001 551 | 199 | 2000
Agriculture, forestry
and fisheries ............. 8.4 5.8/-31.8(-12.4| 0.8 4.3 3.2|-24.0| -4.1| 2.7
Industry excluding
construction .............. 23.7| 21.9| -6.6| 1.0 -0.4| 28.3| 25.9| -5.7| 2.0| -0.1
of which: manufacturing . . .. 22,71 21.2| -59| 1.6| -0.3| 26.9| 24.8| -49| 27| 0.1
Construction ............... 6.8 6.8| 1.7 9.3| 43 6.1 55| -6.6| 83| 4.0
Services ... 61.1| 65.5| 85| 8.8 20| 61.3| 65.4| 10.1] 9.9/ 26
Wholesale and retail trade,
repair of personal and
household goods ........ 155| 154 04| 6.1] 15| 94| 11.3| 23.3| 20.2| 35
Hotels and restaurants .. ... 4.8 5.5| 15.1| 14.2| 2.9 3.9 43| 15.1| 13.5| 2.0
Transport, storage and
communications ......... 6.0 6.1 39| 6.8/ 1.6 6.7 6.7 25| 6.7 17
Financial intermediation . ... 2.6 27| 3.1| 3.3| -0.1 3.4 3.4 3.5 3.2| 0.0
Services to businesses and
households (1) .......... 7.4| 10.4| 43.2| 32.1| 4.9 6.0 8.2| 40.8| 36.9| 8.8
Public administration (2) . . .. 6.3 5.7| -7.7| -3.4| -0.7 9.1 8.1 -7.7| -3.4| -0.7
Education ................ 6.9 6.6| -4.5| -0.4| 0.1 9.4 8.6| -6.6| -1.3| 0.4
Health and other social
SEIvices ................ 5.2 56| 9.1 50| 1.8 6.2 6.3| 6.2 43| 1.9
Other community, social and
personal services ........ 3.7 4.4 216| 6.3 54| 32| 4.1|30.4| 254| 8.0
Private households with
employed persons ....... 2.7 3.1 159| 15| 12| 40| 4.4|159| 15 1.2
Total .... | 100.0| 100.0f 1.1| 5.6| 1.6|100.0|{100.0f 3.2| 7.2 2.0
Source: Istat, national accounts.
(1) Includes real-estate, renting, computer and research services and other business services. - (2) Includes defence services and
compulsory social security services.

According to the Bank of Italy’s annua survey, employment in
industrial firmswith 20 employees or more remained roughly unchanged in
2001 (Table 18). For the second consecutive year hirings of permanent
employeesincreased, most notably infirmswith fewer than 50 workersand
in the South. Onefifth of al firmswith 50 workers or more took advantage
of hiring incentivesin 2001; the proportion risesto 48 per cent in the South,
wherethecontributionrelief isgreater. Thetax credit introduced by L aw 388
was appliedto 10 per cent of all permanent hirings (31 per cent inthe South).



Temporary employment in firmswith at least 50 workers accounted for 1.2
per cent of total hours worked, compared with 0.8 per cent in 2000 and 0.4

per cent in 1999.

EMPLOYMENT AND WORKING HOURSIN ITALIAN INDUSTRY

EXCLUDING CONSTRUCTION IN 2001:
FIRMSWITH AT LEAST 20 EMPLOYEES
(percentages)

Table 18

Size

class

(number of workers)

Geographical area (1)

Total
South
North- | North-
20-49 | 50-199 |200-499 | 500+ Centre | and
West East \slands
Salaried employment
Average employment (2) (3) . 0.1 0.7 08| -1.0| -13| -1.1 15| -0.2 0.5
Employment at end of year (2) | -0.6 05| -0.1f -0.7| -2.0| -15 0.5| -1.0 0.2
Proportion of fixed-term
workers at end of year .. .. 6.3 7.6 6.0 5.8 5.6 5.2 7.1 6.5 7.8
Turnover (4)

Turnover .................. 34.0| 379| 36.5| 33.0| 28.2| 26.7| 40.2| 33.5| 423
Hirings ................. 16.7| 19.2| 18.2| 16.2| 13.1| 12.7| 20.3| 16.3| 20.9
permanent ............ 7.3 8.9 7.4 6.2 6.3 6.5 8.2 6.7 8.4
atfixedterm .......... 9.4| 10.3| 10.8| 10.0 6.8 6.2 121 9.6 125
Separations ............. 17.3| 18.7| 18.3| 16.8| 15.1| 14.0| 19.9| 17.2| 214

for expiry of fixed-term
contract ............ 9.6| 10.1| 11.2| 10.6 6.9 6.5| 125 9.4| 12.4
for otherreasons ... .... 7.7 8.6 7.1 6.2 8.2 7.5 7.4 7.8 9.0

Actual working hours

Hours worked per employee (2) | -0.7 ..| -0.7f -11| -14| -0.7( -13| -0.5 0.2
Overtime (5) ............... 41 3.8 4.2 4.2 4.4 43 4.2 3.9 3.7
Temporary employment (5) (6) 1.2 11 14 1.2 1.3 1.2 1.0 1.0
Wage Supplementation (5) (6) 1.2 1.0 0.9 15 1.0 1.2 1.1 2.0

Source: Banca d'ltalia, Indagine sugli investimenti delle imprese dell'industria in senso stretto.

(1) Actual location of employees. - (2) Percentage changes on previous year. - (3) Estimates for firms with 20-49 employees. - (4) Ratio
of hirings and separations in the year to the average of employment at the beginning and at the end of the year. - (5) Percentage of

total hours actually worked by firms’ employees. - (6) Total refers only to firms with at least 50 employees.

Unemployment and labour supply

The Italian unemployment rate declined further last year to stand at 9.1
per cent in January 2002, seasonally adjusted. The yearly averagefell from
10.6 per cent in 2000 to 9.5 per cent in 2001. The long-term unemployment
ratewasreduced from 6.5t0 5.9 per cent. Thedeclineinvolved both menand
women; it was quite pronounced among young people aged 15-24; and it
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involved all parts of the country. The unemployment rate fell to 4 per cent
in the North, 7.4 per cent in the Centre and 19.3 per cent in the South. The
number of job-seekersfell by 228,000, or 9.1 per cent, to 2,267,000.

The employment rate for the population aged 15-64 rose from 53.5 to
54.6 per cent but isstill far below the euro-area average and the target set at
the EU Summit in Lisbon.

Wages, labour costs and the distribution of income by function

Gross earnings per standard employee labour unit in the private sector
(actua earnings as measured by the national accounts) rose by 2.5 per cent
nominally and declined by 0.2 per centinreal terms(Table 19). Inpublicand
social services, therenewal of the coll ective bargaining agreement for public
employeesresulted in arise of 4.2 per cent, following the substantial 3.9 per
cent gain registered in 2000, partly making up for past slower earnings
growth than the rest of the economy. For the economy as awhole, earnings
per full-time equivalent worker rose by 3 per cent.

Inindustry excluding construction, earnings per labour unit rose by 2.9
per cent, exceeding the increments provided by the relevant industry-wide
contracts by one percentage point. The cost of a standard labour unit - the
sum of gross earnings and employer social security contributions - rose by
only 2.7 per cent because of the reduction in contributions. Labour
productivity followed again of 2.7 per cent in 2000 with one of 0.9 per cent
last year, reflecting the slowdown in output growth. Unit labour costs rose
by 1.8 per cent (after holding constant in 2000), anincreasein linewiththose
registered in France and Germany and considerably less than in Spain.

Between 1991 and 2001 the share of total private-sector value added
(at base prices) going to capital increased morein Italy thanin France, Spain
or Germany (Figure 12). Against again in labour productivity that wasonly
dlightly smaller than in Germany and larger than in France and Spain, this
was the result of aslower risein labour costsin relation to the value added
deflator. In industry excluding construction, the increase in capital’s share
was smaller, owing to slower labour productivity growth than in France
and Germany.

Industrial relations

Collective bargaining agreements covering public employees,
metalworkers and wholesale and retail trade were renewed in 2001. The
latter two contracts, which cover atotal of 3 million workers, provided for
average annual wage raises of about 2.5 per cent in 2001 and 2002.



LABOUR COSTSAND PRODUCTIVITY INITALY
(annual percentage changes)

Table 19

Earnings per

Labour costs

Labour’s share

Total factor

Valatielggged st;—gcljaalrd perOsLtJ;%L(]:It::lrd standard per standard | Unit labour |of value ac!ded productivity (3)
base prices | labour units | labour unit Ewﬁﬁﬁt Ial?é?]?lgﬁﬁe(l) costs (1) | at b?ls)e(gglces adjLLJII;Eed Adjusted
Industry excluding construction
Average 1981-1985 0.2 -2.7 3.0 15.9 16.2 13.0 66.9 1.3 1.8
Average 1986-1990 3.2 0.6 25 7.3 8.0 5.3 64.6 1.9 0.7
Average 1991-1995 15 -1.7 3.2 5.8 5.9 2.7 67.2 21 15
Average 1996-2000 1.2 0.1 11 3.4 2.6 15 64.2 0.4 ..
1999 ............ 0.4 -0.7 11 2.9 23 1.2 63.9 0.1 -0.3
2000 ............ 2.7 .. 2.7 2.6 2.8 .. 62.9 1.7 -0.3
2001 ............ 0.5 -0.4 0.9 2.9 2.7 1.8 62.2 -0.2 0.8
Construction
Average 1981-1985 0.1 -1.3 1.4 16.0 15.3 13.7 63.5 0.2
Average 1986-1990 1.9 -0.4 23 9.9 10.5 8.0 66.0 2.0
Average 1991-1995 -1.2 -0.6 -0.6 4.6 4.6 5.3 70.1 -0.5
Average 1996-2000 11 0.7 0.4 3.4 2.3 2.0 70.4 -0.3
1999 ............ 11 2.2 -1.1 3.1 3.1 4.2 71.2 -1.6
2000 ............ 2.3 2.6 -0.3 23 2.4 2.7 71.0 -0.9
2001 ............ 4.5 4.3 0.1 2.4 2.2 2.0 70.8 0.1
Market services (4) (5)
Average 1981-1985 3.0 3.7 -0.7 141 135 14.3 75.5 -0.6
Average 1986-1990 3.7 1.7 2.0 7.0 7.3 5.1 71.2 1.4
Average 1991-1995 1.7 -0.2 1.9 5.8 5.5 3.6 70.3 1.0
Average 1996-2000 3.3 2.4 0.9 3.0 2.1 1.3 65.4 0.6
1999 ............ 1.9 2.4 -0.5 2.7 2.3 2.8 64.8 -0.9
2000 ............ 6.2 3.8 2.3 2.9 2.9 0.5 64.6 2.3
2001 ... 2.9 25 0.4 2.2 2.1 1.7 64.3 0.1
Private sector (5)
Average 1981-1985 1.7 -0.2 1.9 154 15.3 13.2 75.2 1.0
Average 1986-1990 3.3 0.4 2.9 7.3 7.9 4.9 721 2.0
Average 1991-1995 14 -1.1 2.6 5.8 5.7 3.1 72.7 1.7
Average 1996-2000 25 1.0 14 3.4 25 11 68.1 0.8
1999 ............ 1.7 0.8 0.9 3.0 25 1.7 67.5 0.1
2000 ............ 4.6 2.1 25 2.8 2.8 0.3 66.8 1.8
2001 ... 2.0 1.7 0.3 25 23 2.0 66.5 -0.1
Total economy (5)
Average 1981-1985 1.6 0.5 11 15.3 15.2 14.0 775 0.6 0.3
Average 1986-1990 2.8 0.7 2.1 8.1 8.5 6.3 74.8 15 1.2
Average 1991-1995 1.3 -0.8 2.0 5.1 5.3 3.2 75.1 1.4 0.9
Average 1996-2000 2.0 0.8 1.2 35 2.8 1.6 71.0 0.8 0.5
1999 ............ 14 0.8 0.6 2.8 2.4 1.8 70.2 0.1 -0.2
2000 ............ 3.4 1.7 1.7 3.1 3.0 1.3 69.8 1.3 1.2
2001 ... 1.9 1.6 0.3 3.0 2.8 25 69.5 -0.1

Source: Istat, national accounts.

(1) The introduction of the regional tax on productive activities (IRAP) and the simultaneous elimination of some employers’ contributions in 1998 caused a break
in the series. - (2) Percentages. - (3) Total factor productivity represents the growth in output attributable to technical progress and is calculated as the difference
between the rate of growth in value added at factor costs and those in labour input and capital stock, weighted according to their respective shares in the distribution
of value added. Adjusted productivity takes account of the improvement in the quality of labour input and, for industry only, also of the change in the number of
hours worked and capacity utilization. For 2001, partly estimated. - (4) Includes wholesale and retail trade, hotel and restaurant services, transport and
communications, financial intermediation services and sundry services to businesses and households. - (5) Net of rental of buildings.
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Figure 12
SHARE OF GROSSPROFITSIN VALUE ADDED

IN THE MAIN EURO-AREA COUNTRIES (1)

(percentages)
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Sources: Istat and Eurostat, national accounts.
1) Gross profits are calculated as the difference between value added at base prices and total labour income (including the imputed labour
income from self-employment). For Italy, adjusted for the introduction of IRAP.

In November 2001 the Council of Ministers approved an enabling
bill to reform labour market rules and institutions for greater flexibility.
Among other things, the measure contempl ates suspending Article 18 of the
Charter of Labour Rights (Law 300 of 20 May 1970) for several categories
of employees.

Under Italian labour law, the dismissal of an employee (except
managers and domestics) must be motivated by objective reasonsrooted in
the production needs of the firm or subjective reasons, i.e. punishable
misconduct on the part of the employee. If the worker appeals and the court
findsthat thedismissal isillegitimate, Article 18 providesthat employees of
private-sector firms with more than 15 employees are entitled to real
protection, consisting in monetary compensation and the right to choose
between reinstatement and additional monetary compensation. For workers
in smaller private companies, the provision isfor obligatory protection, i.e.
monetary compensation only, unless the employer opts for reinstatement.
Law 223 of 23 July 1991 governs collective redundancies (involving five or
moreworkersfor reasonsinherent in production) at firmswith morethan 15
employees, laying down aprocedure invol ving management, labour unions
and local government.

Lacking more detailed data, the number of dismissals yearly can be
proxied by the number of “non-employed persons reporting that they have
been dismissed from ajob in the year preceding the interview,” taken from



Istat’s labour force survey. This is an underestimate, because it omits
dismissed workers who have found new jobs. The dismissal rate - theratio
of dismissed persons so estimated to average employment - rose sharply
during the 1992-94 recession, which was the most severe since the war in
terms of job losses, and then abated gradually as labour market conditions
improved (Figure 13). Thispatternisconfirmed by the significant, if partial,
evidence from the Federmeccanica surveys of engineering firms.

Figure 13
DISMISSAL RATESAND LEGAL PROCEEDINGS
(per 100 or per 10,000 employees)
2.0 2.010.0 —
Dismissal rate (1) IJ\ Successful petitions
(right-hand scale) (3)
1.5 15 75 75

J

1.0 1.0 5.0

W]A/ .

Dismissal rate (2)
Litigation rate
(left-hand scale) (4)

0.0 0.0 0.0 0
1975 1980 1985 1990 1995 2000 1975 1980 1985 1990 1995 2000

Sources: Based on data from Istat, Indagine sulle forze di lavoro; Federmeccanica, Indagine sulla situazione dell'industria meccanica;
and Istat, Statistiche giudiziarie civili.

(1) Number of non-employed persons who, according to the labour force survey, have been dismissed in the year preceding the survey
as a percentage of total average payroll employment during the year. - (2) Number of dismissals as a percentage of average employment
in engineering firms with at least 50 employees. - (3) Percentage of cases in which the ruling is in favour of the plaintiff. - (4) Number
of cases concluded with a lower court ruling in matters concerning termination of employment per 10,000 employees.

The proposed changein therulesgoverning individual dismissalsaims
to easethe constraintson firmsin managing personnel. A comparative study
by the OECD reportsthat Italy isamong the developed countries providing
the highest levels of protection for workers in the event of illegitimate
individual dismissal, owing to the number of cases in which the law
envisages reinstatement and to the monetary cost of illegitimate dismissal.
Itisamong theleast restrictivein the definition of thelegitimate groundsfor
dismissal and the procedures. The OECD index summarizing these rules
puts Italy among the countries with the most stringent constraints on
dismissal. However, this assessment depends heavily on theinclusion of the
trattamento di fine rapporto (deferred salary paid upon separation for
whatever reason) as part of the monetary cost of dismissal. Excluding this,
Italian rulesonindividual dismissalswould be among theleast restrictivein
Europe. Atthesametime, the OECD index referstolegislation only and does
not explicitly consider the substantial international differencesin frequency
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of legal action, in judicial interpretations and in the length of legal
proceedings. In many countries the length of the trial itself is a factor in
determining the amount of compensation, hence the cost to the employer, in
the case of illegitimate dismissal. In Italy, in cases in which Article 18
applies, compensation is commensurate with the period elapsing between
the dismissal and the sentence.

The extent of litigation over dismissals can be approximated, in Italy,
by the number of lower-court judgments in proceedings against the
termination of an employment relationship as a percentage of total payroll
employment (Figure 13). The surge in litigation between 1995 and 1997,
which stemmed from the large number of dismissalsin the preceding three
years, was accompanied by adeclinein the share of rulingsin favour of the
plaintiff (presumably, the worker). During the period of sharply rising
litigation - which is in any case much less frequent than in the United
Kingdom, France, Germany or Spain - the duration of proceedings
lengthened substantially, from an average of 14 monthsin 1992 to 21 months
in 1999 for each level of judgment, greatly increasing the cost to firms.

The enabling bill, taking up proposals formulated in the “White Paper
on the Labour Market in Italy” published by the Ministry of Labour and
Socia Policies, provides for the reorganization of public and private
employment agencies, the systematic revision of employment incentives
and social shock absorbers and a redefinition of contractual relations to
introduce greater flexibility. These measures are intended to enhance the
structural competitiveness of Italian firms, easing job-to-job mobility and
safeguarding workers' rights.

The resumption of industrial conflict in connection with the proposed
reform of the rules onindividual dismissalsdid not prevent the conclusion,
in the early months of 2002, of nationa contract renewals in the
construction, chemical, banking, wood and furniture, clothing and textiles,
and gas and water industries. The settlements called for the ex-post
recouping of the differential between actual and target inflation in 2000 and
2001, while confirming wage increases for 2002 consistent with price
stability. For public employees, the agreement signed in February for 2002
and 2003 callsfor an average annual raise of 2.8 per cent, four fifths of this
to recoup past extra-inflation and to cover the target inflation for the two
years and the rest as a productivity increment.

Thedistribution of net earnings and household income

The Bank of Italy’s survey of household income and wealth found that
real per capita monthly earnings of employees (net of income tax and



employees’ social security contributions) rose by 0.7 per cent per year
between 1998 and 2000, after declining by 1 per cent per year between 1989
and 1998 (Table 20). Dispersion of net monthly earnings has remained
roughly unchanged since 1993, after a significant increase compared with
1991. The share of low-paid workers, i.e. those earning less than two thirds
of the median for full-time employees, fell to 16.8 per cent in 2000 but
remains far above the 10.3 per cent registered in 1991.

Table 20
REAL MONTHLY NET EARNINGSIN ITALY (1)
(at 2000 prices)
1989 ‘ 1991 | 1993 1995 ‘ 1998 | 2000
Thousands of lire Euros
| | | | |
All employees
Average earnings .............. 2,396 | 2,297 | 2,329 | 2,240 | 2,183 2,213 | 1,143
Men ........ ... ... 2,562 | 2,472 | 2,541 | 2,455 | 2,368 2,414 | 1,247
Women ................... 2,109 | 2,007 | 1,993 | 1,916 | 1,914 1,914 988
Centre and North ........... 2,408 | 2,327 | 2,359 | 2,288 | 2,269 2,300 | 1,188
South ..................... 2,362 | 2,221 | 2,255 | 2,125 | 1,977 1,988 | 1,027
Giniindex(2) .................. 0.193 | 0.194 | 0.241 | 0.234 | 0.241 0.240
Interdecileratio(3) ............. 2.2 2.4 2.8 2.8 3.1 3.1
Percentage of low-paid workers (4) 8.1 10.3 15.7 13.7 18.3 16.8
Men ... .. 4.9 6.1 9.7 8.2 13.0 11.1
Women ............ ..., 13.8 17.2 251 22.0 25.9 25.4
Centre and North ........... 8.1 9.2 13.7 11.4 14.4 13.2
South ... 8.2 13.0 20.6 19.2 27.6 26.2
Full-time employees
Average earnings .............. 2,424 | 2,336 | 2,400 | 2,308 | 2,295 2,326 | 1,201
Men ........... .. ... 2571 | 2,484 | 2562 | 2,471 | 2,432 2,462 | 1,272
Women ......... ... ... ... 2,155 | 2,072 2,112 | 2,031 | 2,069 2,087 | 1,078
Centreand North ........... 2,441 | 2,370 | 2,438 | 2,364 | 2,371 2,402 | 1,241
South .......... ... .. ..., 2,379 | 2,250 | 2,304 | 2,175 | 2,109 2,120 | 1,095
Giniindex(2) .................. 0.187 | 0.186 | 0.227 | 0.220 | 0.216 0.217
Interdecileratio (3) ............. 2.2 2.2 25 2.4 2.6 2.4
Percentage of low-paid workers (4) 6.4 7.9 11.9 9.7 12.2 10.5
Men ........ ... ... . 4.5 55 8.8 7.5 9.8 8.9
Women ............ ..., 10.0 12.4 17.3 135 16.1 134
Centreand North ........... 6.2 6.7 9.4 7.0 8.6 7.4
South ...... ..o 7.0 11.2 18.1 16.3 20.9 19.0
Source: Banca d'ltalia, Indagine sui bilanci delle famiglie italiane, Archivio storico (Version 2.0, February 2002).
(1) Principal jobs, excluding second jobs. Earnings are deflated by the general consumer price index. - (2) The Gini concentration index
ranges from 0 (perfect equality) to 1 (maximum inequality). - (3) Ratio of the wage corresponding to the 9th decile to that corresponding
to the 1st (lowest) decile. - (4) Percentages. By the OECD definition, “low-paid” is less than two thirds of median earnings for full-time
workers.
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Table21

EQUIVALENT HOUSEHOLD DISPOSABLE INCOME IN ITALY (1)
(at 2000 prices)

1989 ‘ 1991 ‘ 1993 ‘ 1995 ‘ 1998 ‘ 2000
Thousands of lire Euros
Mean equivalentincome .......... 26,560 | 26,660 | 26,029 | 25,930 | 27,871 | 28,374 | 14,654
Centreand North . .............. 30,191 30,276 | 30,106 | 30,115 | 32,879 | 33,087 | 17,088
South ... 20,266 | 20,280 | 18,855 | 18,611 | 19,074 | 20,061 | 10,361
Giniindex (2) ... 0.300| 0.291| 0.336| 0.337| 0.349 0.335
Centreand North . .............. 0.277| 0.264| 0.300| 0.299| 0.316 0.293
South ... 0.291| 0.291| 0.350| 0.357| 0.350 0.357
Interdecileratio(3) ............... 3.7 3.8 4.7 4.7 4.9 4.6
Low-income households (4) ....... 8.2 9.0 12.4 125 13.0 12.4
Centreand North............... 3.7 4.7 6.4 5.2 5.9 4.4
South.......... ... 17.3 18.1 251 271 27.4 28.4
Persons in low-income households (4) 9.1 10.2 141 141 14.4 141
Centreand North............... 3.5 4.3 55 4.8 5.3 4.4
South.......... ... 18.8 20.8 29.3 30.4 30.4 31.2
Source: Banca d’ltalia, Indagine sui bilanci delle famiglie italiane, Archivio storico (Version 2.0, February 2002).
(1) Total household income (including imputed rental income from owner-occupied homes), net of direct taxes, deflated by the general
consumer price index and made comparable using the modified OECD scale of equivalence, weighted by the number of persons in
the household. The modified OECD scale assigns a weight of 1 to the first adult member, 0.7 to every additional person older than
13, and 0.5 for every member aged 13 or less. - (2) The Gini concentration index ranges from 0 (perfect equality) to 1 (maximum
inequality). - (3) Ratio of the disposal income corresponding to the 9th decile to that corresponding to the 1st (lowest) decile. -
(4) Percentages. “Low-income” is defined as less than 50 per cent of median equivalent disposable income.

To proxy thelevel of individual economic well-being, thetotal income
of each household (including imputed rental income on owner-occupied
homes and net of taxes and social security contributions), has been adjusted
using the OECD modified equivalence scale to take account of household
composition and economies of scale from cohabitation. This “equivalent
disposable income’ rose by 3 per cent per year between 1998 and 2000 at
current pricesand 0.9 per cent at constant prices, continuing the uptrend that
began in 1995. From 1995 to 2000 the annual increase was 1.8 per cent in
real terms, following adeclinein real income of 0.4 per cent per year in the
six years from 1989 to 1995 (Table 21). Inequality in the distribution of
equivalent income diminished in 2000, returning to the levels of 1993-95.
The share of persons in low-income households - i.e. those with an
equivalent income of less than half the median - declined dlightly, to 14.1
per cent, the sameasin 1993-95, thanksto animprovement inthe Centreand
North that more than offset afurther deterioration in the South. The broad
stability in the population share of persons in low-income households
between 1993 and 2000 squares with Istat’s statistics on poverty in Italy.



PRICESAND COSTS

Consumer priceinflation averaged 2.7 per cent in 2001 in both the euro
area and Italy, compared with 2.4 and 2.6 per cent respectively in the
previousyear; theslight accelerationwasduetoasharpriseincoreinflation,
as measured by the harmonized index excluding energy and unprocessed
food products, and despite a slowdown in energy prices. The acceleration
in core inflation from just over 1 per cent in 1999 and 2000 to 2.2 per cent
in 2001 (in Italy from just under 2 to 2.4 per cent; Figure 14 and Table 22)
reflected rises in import prices in the previous two years, which gradually
worked through to final prices. Domestic costs rose more rapidly in 2001,
whereas in the previous year they had offset inflationary pressures from
abroad. Despite amoderate rise of around 2 per cent in overall labour costs
in the four largest euro-area countries (2.8 per cent in Italy), a decline of
about 1 percentage point in productivity growth asaresult of the slowdown
inactivity caused unit labour coststoriseby 1.9 per cent, against 0.3 per cent
in2000. Domestically generatedinflation, estimated onthebasisof the GDP
deflator, roseto 2.3 per cent in the areaas awhole and 2.6 per cent in Italy,
compared with 1.3 and 2.1 per cent respectively the previous year.

Inall of the countriesthe more volatile components of consumer prices
caused an acceleration in the twelve-month rise in the general index in the
first half of 2001 and a slowdown thereafter. Therise of 2.5 per cent inthe
euro areain thefirst quarter of this year was due to one-off factors, such as
large risesin fruit and vegetabl e prices caused by bad weather, increasesin
some regulated prices and changes in indirect taxation in some countries.
At the beginning of thisyear the action taken by OPEC in concert with other
large oil-producing countries to halt the decline in crude oil prices and the
subsequent heightening of tensions in the Middle East caused a renewed
sharprisein oil prices, not only spot but also forward in connection with the
improved prospects for a recovery in the world economy. As a result,
professional forecasters made aslight upward revision of their expectations
asto averageinflation thisyear, to 1.9 per cent for the euro areaand 2.1 per
cent for Italy; the rate should ease in 2003. The slight deterioration in
short-term price expectations is also evident from surveys of industrial
firms. Over longer time horizons, forecasters expect inflation of just under
2 per cent both in the areaasawhole and in Italy.
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Figure 14
INFLATION INDICATORSIN THE EURO AREA
(percentage changes on the year-earlier period) (1)
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Source: Based on Eurostat data.

(1) Monthly data for the harmonized indices. Quarterly data for the other indicators. - (2) Left-hand scale. - (3) Right-hand scale. -
(4) Calculated from the sum of the values for Germany, France, Italy and Spain. Moving average of the four quarters ending in the
reference quarter. Left-hand scale.

Consumer and producer prices and inflation differentials

Consumer prices and the changeover to the euro. - Consumer price
inflation, measured by the harmonized index of consumer prices (HICP),
rosefrom 2.4 to 2.7 per cent on an annual average basisin the euro areaand
from 2.6 t0 2.7 per cent in Italy (Table 22). The acceleration was dueto the
core components, which exclude energy and unprocessed food; it affected
all the countries except Ireland, asthe effects of the depreciation of the euro
and large increases in raw materials prices since 1999 gradually worked
through to final prices. Coreinflationin the euro areawas 2.2 per cent last
year, around one percentage point higher than in 2000. There were similar
risesinthelargest countries, and thecomponent itemsal so behaved similarly
across countries, confirming the common origin of the inflationary
pressures.



Table 22

HARMONIZED INDICES OF CONSUMER PRICESIN THE EURO AREA
(percentage changes on the year-earlier period) (1)

Italy Germany France Euro area
2002 2002 2002 2002
2000 | 2001 | <5 | 2000 | 2001 | “5;“ | 2000 | 2001 | “5;° | 2000 | 2001 | ‘o7
Generalindex .......... 26| 27| 25| 21| 24| 20| 18| 18| 23| 24| 27| 25
Core inflation (2) ....... 19| 24| 28| 07| 15| 20| 0.7| 15| 22| 13| 22| 2.6
Processed food ........ 13| 25| 28| 00| 23| 34| 23| 34| 3.7 12| 29| 35
of which: Milk. dairy
products, oil . | 1.3| 2.7 3.1|-0.1| 12| 11| 12| 1.7| 12| 0.7| 18| 15
Non-alcoholic
and alcoholic
beverages ... | 1.2| 24| 3.2|-14| 50| 56| 22| 48| 3.6 05| 40| 4.4
Non-food and non energy
products ............. 1.7 18| 23| 03| 08| 13| 0.1| 09| 11| 08| 15| 1.8
of which: Clothing and
footwear .. ... 23| 29| 31| 01| 08| 13| 0.2| 05| 10| 0.7 16| 23
Electrical,
photographic &
computer
equipment ... | -3.7|-2.4|-24|-3.1|-6.2|-5.3|-6.1|-5.1|-6.5|-3.9|-4.4|-4.9
Medicaments &
medical
equipment ... | 3.0|-4.7| 2.4| 04| 0.8|-0.7| 12| 06| 0.2|-3.0/-0.3| 0.9
Services .............. 23| 29| 33| 14| 19| 21| 06| 15| 25| 17| 25| 3.0
of which: Transport other
than air
transport .... | 0.1| 27| 47| 12| 3.2(11.4|-05| 52| 36| 1.1| 45| 49
Lodging &
catering,
personal
services . .... 31| 37| 44| 13| 19| 38| 18| 25| 40| 27| 34| 44
Insurance &
financial .. ... 58|11.1|116| 42| 3.7| 27| 07| 17| 17| 34| 44| 43
Unprocessed food
products ............. 18| 58| 6.2|-0.2| 7.1| 68| 24| 74| 81| 17| 72| 7.0
Energy products ........ 11.6| 1.6|-44|144| 6.4|-0.8|12.1|-15(-2.6(13.4| 2.8(-2.0
Source: Based on Eurostat data.
(1) Percentage changes for the first quarter of 2002 are calculated with reference to the indices based on the new method of recording
promotional offers. - (2) General index excluding unprocessed food and energy products.

There was a pause in the decline in consumer price inflation at the
beginning of 2002. The harmonized index for the arearose by 2.6 per cent
in the twelve months to January, compared with 2.1 per cent in December;
it remained at 2.5 per cent in February and March. A number of one-off
factors conspired to keep the rise in prices high, including sharp increases
infruit and vegetabl e prices, therisein energy prices (after many months of
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decline) owing to the renewed increasein crude oil priceson world markets,
increases in tobacco prices in France and Germany and the raising of the
eco-tax on energy products in Germany.

Thefiguresfor March and April confirmed that the upward pressureon
the prices of unprocessed food since the beginning of the year was only
temporary; by contrast, energy pricesremained under pressure owing to the
worsening of the conflict in the Middle East. The rise in the harmonized
index for the euro area slowed down to 2.4 per cent in April. Coreinflation
stabilized at 2.6 per cent following a long period of gradua increases.
Among its components, there were large increases in the prices of some
servicesin several countries: the twelve-month rate rose from 2.8 per cent
in the fourth quarter of 2001 to 3 per cent in April, possibly owing partly to
the changeover to the single currency.

At the beginning of 2002 consumer pricesin Italy wereal so affected by
increasesin particular items, in some casesin common with other countries.
In January and February the general consumer price index was on average
about 4.5 per cent higher than in the two preceding months on a seasonally
adjusted annual basis (Figure 15) owing to increasesin utility charges that
are often concentrated at that time of year aswell aslargerisesin the prices
of unprocessed food. The slowdown in the seasonally adjusted index in
March (to an annualized rate of 2.5 per cent in relation to February) and its
rebound to 4 per cent in April were due respectively to areturn to normal
conditions in the fruit and vegetable markets and to further large increases
inenergy prices. Thetwelve-monthriseintheindex remained at 2.5 per cent
between January and March, fallingto 2.4 per cent in April and, onthebasis
of provisional data, 2.3 per cent in May.

Figure 15

ITALY: GENERAL CONSUMER PRICE INDEX
(monthly data; percentage changes)
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Source: Based on Istat data.
(1) Seasonally adjusted and annualized. - (2) Average of seasonally adjusted and annualized monthly changes in the reference quarter.




Sincethe beginning of thisyear the most reliableindicator of consumer
price inflation in Italy has been the general consumer price index. From
January onwards the HICP has been calculated in accordance with
Commission Regulation 2602/2000, which requiresthat account be taken of
temporary price reductions lasting for fifteen days or more that are due to
promotional offers, sales, and so forth. This methodology had already been
followed by all the statistical agencies of the euro-area countries except
those of Italy and Spain. For these two countries the adoption of the new
procedure caused a break in the historical series of the HICP, significantly
altering the seasonal pattern of the index, particularly for goods other than
food and energy. Istat has not applied the Commission Regulation to the
national consumer priceindex, for which itsuseisnot compulsory, with the
result that it has been possible to analyze inflation in Italy during the
changeover to the new currency on the basis of statistical methods whose
operation is not compromised by structural breaksin the historical series.

As Eurostat has reconstructed the HICP for Italy and Spain for the
whole of 2001 on the basis of the new method of recording sales prices, it
will be possible to calculate the percentage changes in 2002 by comparing
indices that are uniform throughout the euro area. By contrast, inflation in
2001 is measured on the basis of the series published by Eurostat up to last
December using the old methodologies.

Onthebasisof datafor thefirst quarter of thisyear, therewasno general
risein pricesassociated with the changeover totheeuro. Theaggregate data
available so far suggest that in the first four months of the year the impact
inltaly was about 0.3 points. Thisestimate isobtained in the following way.
In Italy the rise in consumer prices, measured in terms of the three-month
changes in the seasonally adjusted general index, remained stable at an
annual rate of 1.5 per cent between September and December 2001, or a
monthly rate of just over 0.1 per cent (Figure 15). Using this rate as an
estimate of core inflation in January and February and excluding changes
due to volatile components and regulated items that often occur during this
period, the “residual” of the change in the general index in the two months
(0.5and 0.4 per cent respectively) wasaround 0.1 per cent (for February this
estimate also takes account of the rise in the prices of motor vehicles); in
March and April it was probably much smaller. Thiscan beregarded asthe
maximum contribution of the currency changeover to consumer price
inflation. It cannot be ruled out, however, that the changeover to the euro
also had an impact on the prices of unprocessed food, but the size of any
effect is even more difficult to assess than for the other items in the index
because of the bad weather that affected these markets at that time.

Producer prices. - The prices charged in the early stages of the
marketing of products rose some months earlier than consumer prices. The
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index of the producer prices of final consumer goods other than food and
energy (and also excluding motor vehicles), which is a better indicator of
trendsin the same aggregate at consumer level, rose morerapidly inthefirst
half of 2001, at a twelve-month rate of 2.5 per cent in Junein the areaas a
whole and around 3 per cent in Italy; at the beginning of 2002 the rate
decreased by about half a percentage point, which suggeststhat theindirect
price effects of the long period of upward pressure on import costs and the
depreciation of the euro had run their course.

The dispersion of inflation and inflation differentials. - Thedispersion
of consumer priceinflation rates, asmeasured by the difference between the
averageratefor thethree countrieswith the highest inflation and that for the
three with the lowest, remained at the same level as in the previous year
(Table 23). The standard deviation computed with referenceto theinflation
rates in the twelve euro-area countries did not change significantly either,
remaining close to one percentage point.

Table 23
DISPERSION OF INFLATION IN THE EURO AREA (1)
(percentage points)
General index Core inflation (2) com:)/g:?;irh‘?s 4
of which:
Non-food & :
Services
R Standard | R Standard | Non-energy products Standard
" |deviaton | (3" | deviaton Range (3)| Geaton
Stan- Stan-
Range @) | £9 | Range ) | 10
tion tion
1997 ....... 1.9 1.2 2.4 14 3.3 15 3.9 2.0 3.9 2.0
1998 ....... 2.3 1.1 2.2 1.2 2.8 1.4 3.0 1.4 3.0 1.4
1999....... 1.7 0.7 1.9 0.8 1.8 0.8 2.6 11 2.6 1.1
2000 ....... 2.2 0.9 2.5 1.1 1.7 0.7 3.3 1.4 3.3 1.4
2001....... 2.3 1.0 2.4 1.0 2.2 0.9 3.3 1.3 33 1.3
H1 ...... 2.3 1.0 2.4 1.0 2.2 0.9 3.4 1.4 6.4 2.5
H2 ...... 25 11 2.4 1.0 2.2 0.9 .3.3 1.3 6.8 2.9
2002 .......
QL ...... 2.7 1.1 2.6 1.1 2.1 0.9 3.7 1.6 6.1 2.6
Source: Based on Eurostat data.
(1) Dispersion data are calculated from the percentage variations in the harmonized indices of the euro-area countries in relation to the
year-earlier period. - (2) Index excluding unprocessed food products and energy products. - (3) Difference between average inflation
in the 3 countries with the highest inflation and that in the 3 countries with the lowest. - (4) Unprocessed food products and energy
products.




In 2001, as in the previous year, consumer price inflation in Italy
measured by the HICP was in line with the average for the area; the
differential in the index excluding food and energy products decreased
considerably, from 0.7 pointsin 2000 to 0.3 points (Table 24), owing mainly
to afurther gradual alignment of the rate of increase in domestic costs in
industry and services with the average for the euro area. Consumer price
inflation in Italy was respectively 0.9 and 0.3 points higher than in France
and Germany, broadly the same as the differential recorded in 2000;
measured in terms of core inflation, the differential remained around one
percentage point.

Table 24

INFLATION INDICATORSIN THE LARGEST EURO-AREA COUNTRIES
(percentage changes on previous year)

Italy Germany France Spain Euro area

2000 | 2001 | 2000 | 2001 | 2000 | 2001 | 2000 | 2001 | 2000 | 2001

Consumer prices
Generalindex ................ 26| 27| 21| 24| 18| 18| 35| 3.7| 24| 27

General index excluding food and
energy products ............ 20| 24| 09| 14| 04| 12| 28| 34| 13| 21

of which: Non-food &
non-energy products. | 1.7| 1.8| 03| 08| 0.1 09| 20| 24| 08| 15

Services ........... 23| 29| 14| 19| 06| 15| 36| 43| 1.7| 25

Producer prices
Generalindex ................ 6.0 19| 33| 30| 55| 13| 54| 17| 55| 21

General index excluding food and
energy products ............ 29| 16| 21| 13| 11| 18| 33| 19| 3.0| 1.6

Final consumption goods
excluding food and
energy products . ........... 18| 25| 08| 16| 06| 14| 17| 3.1| 14| 21

Unit labour costs

Total economy ................ 17| 23|-0.8| 08| 05| 29| 24| 36| 03| 19
of which: Industry excluding

construction ........ 00| 18|-28| 19|-29| 21| 23| 44|-20| 1.9

Services ........... 24| 24|-01| 05| 14| 3.0 23| 31| 10| 1.9

Memorandum item:

Added value
Total economy ................ 30| 20| 39| 12| 41| 19| 41| 31| 38| 1.7
of which: Industry excluding
construction ........ 27| 05| 58| 03| 49| 17| 40| 13| 48| 0.8
Services ........... 35| 25| 38| 21| 39| 21| 41| 36| 3.8| 23

Source: Based on Eurostat data.
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The dispersion of price levels within the area took on greater
significance with the final abandonment of national currencies. It is now
much easier to make price comparisons between countries, and this should
reinforce consumer pressure for areduction in disparities.

The measurement of consumer price inflation is the subject of a
Community Regulation harmonizing the methods and baskets of goods and
services throughout the European Union. The sole official source of
information on the dispersion and convergence of pricelevelswithinthe EU
isthe study on purchasing power parities (PPPs) coordinated by Eurostat.

The Eurostat dataon consumer pricelevels are broken down into some
thirty elementary items available with an annual frequency from 1995
onwards. The sub-indices for goods other than food and energy and for
services, which are not published by Eurostat, have been obtained for each
country by aggregating the PPPs of the constituent itemsusing their weights
in the national harmonized index of consumer prices. This procedure is
consistent with the method adopted for calculating the national PPPsfor all

products.
Figure 16

LEVEL OF CONSUMER PRICES AT CONSTANT PURCHASING POWER:
EURO AREA, 1999 (1)
(indices, EU average= 100)
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Source: Based on Eurostat data.
(1) Purchasing power parities are calculated with reference to households’ final domestic consumption in the euro-area countries.

In 1999, the last year for which official data are available, there were
wide national differences in general price levels based on PPPs. If the
average for the EU is set at 100, the highest level was in Sweden (125) and
thelowest in Portugal (73). Italy, with anindex figure of 86, wasamong the
countrieswith thelowest pricelevel (Figure 16). The overall dispersionfor
the euro area, as reflected in the standard deviations of the PPPs for each
country, declined from 18.6 in 1995 to 13.51n 1999. Price disparitieswere



smaller for non-food and non-energy products than for services (8.5 and 13
respectively in 1999) and declined more rapidly, falling by about 6 points
between 1995 and 1999.

The determinants of consumer prices

Wage growth in the euro arearemained moderate last year; inthefour
largest countries labour costs per employee in the economy as awhole rose
by 2.3 per cent, 0.3 percentage points more than in 2000 (Table 25). The
largest increaseswerein Spain (4.3 per cent), Italy (2.8 per cent) and France
(2.6 per cent); in Germany therisewas 1.6 per cent. In these countriesgross
per capita earningsin the economy asawholerose moreor lessin linewith
consumer prices in the two years 2000 and 2001.

Thesharpfall inoutput growthin 2001 caused aslowdown of about one
percentage point in labour productivity growth in the entire economy;
between 2000 and 2001 it fell from 1.7 to 0.4 per cent in the four largest
countries together and from 1.3 to 0.5 per cent in Italy. Thisresulted in a
significant acceleration in unit labour costs, from 0.3 to 1.9 per cent in the
areaasawhole. Inltaly therisewas 2.3 per cent (compared with 1.7 per cent
in 2000), in France 2.9 per cent and in Germany 0.8 per cent.

Input costs declined everywhere in 2001, but have begun to rise again
since the end of last year owing to the recovery in the world prices of raw
materials. Crudeoil prices(averagefor thethree main grades) fell to around
$18abarrel at theend of 2001 but rose sharply in subsequent monthsto stand
at morethan $25in April in connectionwith animprovement inthe prospects
for economic growth and, fromthe spring onwards, aheightening of tensions
inthe Middle East. Raw materials prices, which tend to move in step with
expectations regarding world demand, fell steadily from the beginning
of 2000 onwards to a low in October and recovered thereafter. These
devel opments, together with the stabilization of the euro vis-a-visthedollar,
were responsible for the marked slowdown in the prices of imported goods
and services; in 2001 the import price deflator for the euro arearose by 1.3
per cent, compared with 8.3 per cent the previous year, while in Italy it
increased by 1.6 per cent, against 12 per cent in 2000.

Theavailableinformationonfirms' costsismoredetailed for Italy than
for the euro area and makes it possible to examine the determinants of
inflation more precisely.

| stat recently publishedindicatorsfor thepricescharged by Italianfirms
(output prices) and their costs (input prices), calculated net of intrasectoral
transactions. These data, which are produced in the context of quarterly
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national accounts, are available for the main sectors - agriculture, energy,
manufacturing industry, construction, services excluding the public sector
- and for theeconomy asawhole. They makeit possibleto monitor directly
the behaviour of profit margins in the various sectors within a consistent
accounting framework.

Table 25

UNIT LABOUR COSTSAND THEIR DETERMINANTS
IN THE MAJOR EURO-AREA COUNTRIES
(percentage changes on the previous year)

Labour productivity

Labour costs
per employee (1) Value added at Employment
constant prices (2)

Unit labour costs

2000 2001 2000 2001 2000 2001 2000 2001 2000 2001

Industry excluding construction

Germany ........ 2.1 1.8 51| -01 5.8 0.3 0.3 00| -28 1.9
France .......... 0.6 2.4 3.7 0.3 4.9 1.7 1.2 14| -29 2.1
taly ............. 2.8 2.7 2.7 0.9 2.7 0.5 00| -04 0.0 1.8
Spain ........... 3.0 4.4 0.7 0.0 4.0 1.3 3.3 1.3 2.3 4.4
Euro4(3)........ 2.0 2.3 4.1 0.4 4.8 0.8 0.7 04| -20 1.9
Services
Germany ........ 0.8 15 0.9 1.0 3.8 21 2.7 10| -0.1 0.5
France .......... 2.3 2.6 09| -04 3.9 21 3.0 25 1.4 3.0
taly ............. 3.3 3.0 0.9 0.5 35 25 2.6 2.0 24 24
of which:

private (4) .. 2.9 21 11 0.5 4.9 3.0 3.8 25 1.8 1.6

public...... 3.6 39| -10| -02| -0.1 11 0.9 1.3 4.6 4.0
Spain ........... 3.4 4.2 11 11 4.1 3.6 3.0 25 2.3 3.1
Euro4(3)........ 2.0 2.4 0.9 0.5 3.8 2.3 2.9 1.8 1.0 1.9

Total economy

Germany ........ 1.2 1.6 2.0 0.8 3.9 1.2 1.6 02| -0.8 0.8
France .......... 21 2.6 16| -04 4.1 1.9 25 2.2 0.5 2.9
taly ............. 3.0 2.8 1.3 0.5 3.0 2.0 1.7 1.6 1.7 2.3
Spain ........... 3.4 4.3 1.0 0.7 4.1 3.1 3.1 2.4 2.4 3.6
Euro4@3)........ 2.0 2.3 1.7 0.4 3.8 1.7 2.1 1.4 0.3 1.9

Source: Based on Eurostat data.

(1) Standard labour units for Italy and Spain. - (2) At 1995 base prices. - (3) Changes calculated on the basis of the sum of the values
for France, Germany, Italy and Spain. - (4) Comprises the ESA95 sectors “wholesale and retail trade, transport and communication
services”, “financial intermediation and real estate services” and “other services”.

In Italy cost pressures from imports decreased dramatically in 2001
(Table 26). In manufacturing industry the rise in unit variable costs came
downfrom 3.3to 1.8 per cent in connection with the abrupt slowdowninthe
rise of non-labour input costs from 5.9 to 1.1 per cent. Labour input costs,
which had fallen by 1.2 per cent in 2000, rose by a substantial 3.1 per cent



last year. The sector’soutput pricesincreased by 2.1 per cent, slightly more
thantherisein unit variable costs. Inthe service sector (excluding services
provided by the public sector) the rise in unit variable costs slowed down
significantly, from 3.4 to 2.5 per cent, and that in output prices was
only marginally higher, at 2.7 per cent. Given these movements, the profit
margins of firmsin the two sectors do not appear to have been squeezed in
2001, despite the weakness of activity.

Table 26
UNIT VARIABLE COSTSAND OUTPUT PRICESIN ITALY
(percentage changes on previous year) (1)
Manufacturing Services, excluding public services
% weight % weight
1992 2000 2001 1695 2000 2001
Unit variable costs . ............ 100.0 3.4 1.8 100.0 3.4 25
Labourinputs ................ 35.9 -1.2 3.1 73.6 2.8 21
Otherinputs ................. 64.1 5.9 1.0 26.4 4.7 34
Domestic .................. 38.3 1.8 0.1 19.9 2.6 3.5
Imported .................. 25.8 11.3 2.1 6.5 11.0 3.3
Output prices ................. 100.0 3.4 2.1 100.0 3.1 2.7
Domestic ................... 58.3 2.8 0.8 91.3 3.3 2.7
External .................... 41.7 4.4 3.6 8.7 0.7 3.1
Source: Istat.
(1) Indicators excluding intrasectoral transactions.

In Italy the ratio of gross operating profit to value added in
manufacturing and services showed afurther small increase. Thisisalsothe
only piece of information available in the other euro-area countries for
assessing the performance of profits, which in France and Germany
increased slightly in 2001.

The price deflator of exportsof goodsand servicesfor al the euro-area
countries rose by an annual average of 1.6 per cent in 2001, compared with
4.7 per cent the previous year, when exporters had benefited from the sharp
depreciation of the euro. Asin 2000, Italy’s export prices rose much more
rapidly last year than those of our most important trading partners (by 3.3 per
cent, compared with 1 per cent in France and 0.8 per cent in Germany).
Onthe basis of acomparison between therates of increasein theimport and
export deflators, Italy’s terms of trade improved by about two percent-
agepointsin 2001, whereasthey had deteriorated by more than seven points
in 2000.

Inflation expectations

Last year the professional forecasters surveyed each month by
Consensus Forecasts were predicting that consumer price inflation in the
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euro area and Italy would average just under 2 per cent in 2002; over the
course of the year their forecasts tended to fluctuate slightly, in line with
actual inflation (Table 27). The broad stability of expectations about the
behaviour of prices confirmed the forecasters’ view that the changeover to

the euro would not have a significant inflationary impact.
Table 27

EXPECTATIONS CONCERNING CONSUMER PRICE INFLATION
IN THE EURO AREA IN 2002 AND 2003
OBSERVED BY CONSENSUS FORECASTS
(percentage changes on previous year)

Forecasts for 2002 Forecasts for 2003
made in the period indicated made in the period indicated

January June December April January April

2001 2001 2001 2002 2002 2002
Germany ............... 15 1.7 1.3 1.7 15 1.6
France ................. 14 15 1.3 1.6 14 15
taly .......... ... ... 1.8 1.9 1.7 21 1.9 1.9
Spain .................. 2.6 2.7 2.4 29 2.6 2.6
Euroarea .............. 1.8 1.9 1.7 2.0 1.8 1.9

Source: Consensus Forecasts.

The survey carried out in April revealed expectations of inflation
averaging 2.1 per cent in Italy and 2 per cent in the euro area this year,
implying aslowdown in consumer pricesin subsequent months; the annual
average rate was expected to come down only slightly in 2003. According
to the forecasters, consumer price inflation in the euro area is therefore
likely to remain at the stability threshold set by the Eurosystem, which it
had exceeded by awide margin in 2000 and 2001.

Other indicators of short-term inflation expectations point to an
accel eration, but not sufficient tojeopardize pricestability. Inparticular, the
European Commission’s survey of industrial firms' intentions regarding
price changes in the subsequent three or four months showed a steady
decline in intended price rises until December and a slight deterioration
thereafter. The Bank of Italy-Sole240re survey of March, the sample for
which aso includes companies from the service sector, produced similar
indications. Expectations regarding consumer price inflation have been
revised upwardsslightly since December for all time horizons, both for Italy
and for theeuro area, in linewith therisein actual inflation at the beginning
of thisyear.

Expectations for more distant time horizons surveyed in April by
Consensus Forecastsindicated aninflationrate of between 1.5and 2 per cent
inthe coming years; interest ratesin the financial markets point to asimilar
conclusion.



THE BALANCE OF PAYMENTSAND
THE NET INTERNATIONAL INVESTMENT POSITION

Italy’s current account swung back towards balance last year, showing
adeficit of just €200 million, compared with one of €6.3 billion, or 0.5 per
cent of GDP, in 2000 (Table 28). The improvement was due amost entirely
toanincreaseof €7.4 hillioninthesurpluson merchandisetrade. Thedeficit
onincomediminishedslightly from€13.1billionto€11.6 billion, whilethe
surpluson services, which had amounted to€1.2 billionin 2000, was nearly
erased. The deficit on current transfers widened from €4.7 billion to €6.7
billion.

Table 28
ITALIAN BALANCE OF PAYMENTS
(balances in billions of euros)
1999 2000 2001
Currentaccount ..., 7.7 -6.3 -0.2
GO0US ..t 22.0 10.4 17.8
EXports ... 2215 260.9 270.9
IMports ... 1994 250.5 253.1
SEIVICES ...t 1.1 1.2 0.3
Income ... -10.4 -13.1 -11.6
Transfers .......... ... -5.1 -4.7 -6.7
EU institutions ............ ... -4.7 -4.9 -5.8
Capital account ................ ... 2.8 3.2 0.9
Intangible assets ............ ... . ... 0.0 -0.1 -0.3
Transfers .......... .. 2.8 3.3 1.2
EU institutions .......... ... ... 3.2 3.6 1.7
Financial account .......................... -8.9 43 -2.9
Directinvestment.......................... 0.2 11 -7.4
Portfolio investment ....................... -23.6 -26.3 -7.6
Financial derivatives ....................... 1.8 25 -0.5
Otherinvestment .......................... 5.7 30.0 12.1
Banks (1) ... -7.4 29.5 27.6
Tradecredits .............. ... ... ... 0.9 -45 -1.0
Change in official reserves ................. 7.1 -3.1 0.5
Errors and omissions ....................... -1.6 -1.2 2.1
(1) MFIs, excluding the Bank of Italy.
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The financial account showed a deficit of €2.9 billion, as against a
surplus of €4.3 billion in 2000. There was a net direct investment outflow
of €7.4 billion, compared with an inflow of €1.1 billion the previous year,
while the deficit on portfolio and derivatives investment contracted from
€23.8 hillionto€8.1 billion. Net external fund-raising by banks remained
very substantial at around €30 billion.

The capital account surplus shrank from €3.2 billion to €900 million
asaresult of the decrease in public transfers, primarily those fromthe EU’s
Regional Development Fund and the European Agricultural Guidance and
Guarantee Fund.

Trade

Italy’s merchandise trade surplus on an fob-fob basisrose from €10.4
billionto€17.8 billion and from 0.9 to 1.5 per cent of GDP, owing to faster
growth in exports than imports (3.8 per cent asagainst 1 per cent by value).
The result reflected both changes in volumes - exports expanding and
imports contracting - and an improvement of more than 2 per cent in the
terms of trade after the sharp deterioration of 7 per cent in 2000. Import
prices showed asmall rise, reflecting the fall in ail prices, albeit with alag.
Export prices recorded increases of more than 4 per cent in thefirst half of
the year, when the euro depreciated against the other main currencies.

On a cif-fob basis the trade surplus widened by €8 billion in 2001,
owing almost entirely to an improvement in trade with countries outside the
euro area. There was rapid growth in the value of exports of food products
(6.2 per cent), clothing and textiles (6.7 per cent), leather and footwear (8.5
per cent), chemicals(5.8 per cent) and machinery and mechanical equi pment
(5.4 per cent). Exportsof transport equipment contracted by 3.1 per cent. The
traditional industries of clothing, textiles, leather and footwear and thefood
sector al so contributed to the growth of imports, withincreasesranging from
5.3 per cent (foods) to 17.5 per cent (leather and footwear). Imports of
transport equipment rose by 6.3 per cent, while those of the products most
closely bound upwithindustrial activity declined: metal sand metal products
by 3.5 per cent, electrical equipment and precision instruments by 4.5 per
cent. Fuel imports, more than 90 per cent of which consist of crude oil and
natural gas, declined in value by 3 per cent and their ratio to GDP thus
diminished from 2.3 to 2.2 per cent.

Thelargest contributionto theincreaseintheoverall surpluscamefrom
trade with the OPEC countries, with which Italy’s deficit fell from €12.4
billion to €8 hillion. The decline in the value of imports, due to the fall in
oil prices, was accompanied by an appreciableincreasein exports, favoured
by therisein the oil exporters income.



Italy’s trade surplus with the countries of Central and Eastern Europe
and the former Soviet Union increased by €2.1 billion, as export growth
outpaced the substantial increasein imports. After four successive years of
deterioration, the deficit on trade with China narrowed, reflecting further
rapid expansion of 37.5 per cent in Italian exports and a sharp slowdown in
import growth (from 40.5t0 6.4 per cent). Exportswerefueled by thegrowth
of the Chinese economy and concentrated in mechanical engineering
products. Imports were affected by the slowdown in Italian demand; even
though market shares increased, the growth of imports subsided in the
fashion industries (clothing and textiles, leather and footwear) and in “ other
manufactures’ (where toys and games account for 40 per cent of the total).

Italy’ sdeficit on trade with the EU remained about the same asin 2000,
while that with the euro area worsened, owing entirely to an increase from
€5.9t0 €7 billion in the deficit vis-a-vis Germany. Exportsto that country
declined by almost 1 per cent, owing mainly to the performance of sectors
affected by the weakness of German economic activity (electrical
machinery, non-metallic minerals) or Italian losses of competitiveness
(transport equipment). Imports of transport equipment, especially motor
vehicles, increased substantially. Italy’s surplus on trade with the United
Kingdom increased from €3.9 hillion to €4.9 billion; the improvement came
from afall inimportsthat was concentrated in electrical machinery, rubber
and plastic products and foods.

Services, income and transfers

Services. - The surplus of €1.2 billion on services that Italy recorded
in 2000 gave way to balance last year, mainly because of awidening of the
deficit on communications (from €700 million to €1.3 billion) and on
services to government (from €500 million to €1.2 billion). Total receipts
rose more slowly than in 2000, from€61.5 billion to €64.5 billion. Among
the major items, receipts on account of travel and transport diminished,
whilethosefor “other business services’ grew morethan in 2000. Outflows
increased from €60.3 billion to €64.1 billion. A sharp fall in spending on
foreign travel and adeclinein that on transport was offset by faster growth
in many smaller items.

Italy’spayment surplusonforeigntravel cameto€13.1 billionin2001,
or 1.1 per cent of GDP, up from<€12.9 billionin 2000. The balancereflected
afall in outflows and receiptsalike, asItalians spending abroad contracted
by 6.7 per cent after six years of virtually uninterrupted growth and
foreigners’ spendingin Italy declined by 3.2 per cent. The number of Italian
travelersabroad and that of foreign visitorsto Italy decreased by 2.5 and 3.4
per cent respectively. The events of 11 September were reflected in alarge
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contraction in both the number and the spending of Italian and foreign
travelers. From September to December, spending abroad by Italians was
19.1 per cent less than in the same period of 2000, compared with adecline
of 1.6 per cent in the first eight months of the year. In the same period
foreigners spendinginltaly fell by 14.5 per cent, compared with anincrease
of 1.8 per cent in the months through August. The per capita expenditure of
Italians abroad and foreigners in Italy aso diminished. In the first two
months of 2002 receipts in this sector were 21.1 per cent less than a year
earlier, outflows 15.8 per cent less.

Income. - Italy’s deficit on income was dlightly smaller than in 2000,
thanksto the performance of both labour and investment income. Thedeficit
on labour income, which had been €500 million in 2000, was practically
erased last year. The deficit on investment income narrowed from €12.6
billion to €11.5 billion; within this segment, the outflows on account of
direct and portfolio investment both decreased, while the net outflow on
“other investment” increased.

Current account transfers. - Italy’sdeficit on current account transfers
rosefrom€4.7 billionto€6.7 billion. The deterioration was due entirely to
a larger deficit on private sector transfers, in particular those classed as
“other transfers’, which increased from €700 million to €2.8 billion. Net
transfersto EU institutions rose by €900 million, with an increase of €800
million on account of VAT, receipts from the European Socia Fund
decreased by €500 million, while those from the EA GGF increased.

The capital account

Italy’straditional surpluson capital account decreased substantially in
2001, falling from €3.2 billion to €900 million. The main factor was the
reduction from €3.6 hillion to €1.7 billion in the surplus vis-a-vis EU
ingtitutions as a consequence of smaller transfers from the Regional
Development Fund and the Guidance Section of the EAGGF.

The financial account

Direct investment. - Therewasanet direct investment outflow of €7.4
billion last year, as against an inflow of €1.1 billion in 2000, reflecting a
sharp increase (about 80 per cent) in outflows and amore modest expansion
in inflows (14.5 per cent). Investment towards the rest of the euro area
accounted for just over 50 per cent of the total net outflow. The other main
euro-area countries al so recorded deficits on direct investment: France had



net outflows of €32.6 hillion, Germany of €12.8 billion and Spain of €6.7
billion. In Italy the first quarter of 2002 produced a net outflow of €2.1
billion, about one fifth the size of that recorded ayear earlier.

While Italy’s investment inflows held steady in the course of 2001,
outflowsaccelerated rapidly inthefirst quarter and slowed down afterwards.
The size and pattern of outflows depended almost entirely on a few large
mergers and acquisitions involving major energy and communications
groups. Mechanical engineering also saw important transactions.

Italian direct investment abroad, net of disinvestment, amounted to€24
billion, or 2 per cent of GDP. Although substantially larger than the previous
year’s figure of €13.4 hillion, this flow remained modest by comparison
with Italy’sEuropean partners: outward direct investment wasequal to 6 per
cent of GDP in France, 4.8 per cent in Spain and 2.3 per cent in Germany.

Net inward direct investment amounted to €16.6 billion in 2001 (1.4
per cent of GDP), up from€14.5 billionin 2000. Italy isalso comparatively
weak in attracting foreign direct investment. Inward investment in the last
twoyearshascometo 1.3 per cent of GDP (against an average of 0.4 per cent
in the 1990s); inward investment in Germany was dightly higher, while
Spain and Franceboth attracted inward investment amounting to nearly 4 per
cent of GDP.

Portfolio investment and derivatives. - Both outward and inward
portfolio investment slowed down sharply in Italy in 2001, especially inthe
second half of the year. The deficit on this account decreased from €26.3
billion to €7.6 billion. The reduction in Italian outward investment was
concentrated in equities, the outflow of which fell from €83 billionto €11
billion; investment in other securities rose from €3.4 billion to €28.9 billion.
Thischangereflected more prudent portfolio choicesonthe part of residents,
giventhegreater risk and lower returnsof equity investment. Thebulk of the
decline in inward portfolio investment was in non-equity securities (the
inflow fell from €61.8 hillion to €32.8 hillion). There were again net
disposals of Italian shares, though less substantial than in the previous two
years (€400 million in 2001, €1.7 billion in 2000). The reduction in
investment in non-equity securities was accounted for by countries outside
theeuro area, that in sharesby thosewithinthearea. Inthefirst three months
of 2002 there was a deficit of €14.2 billion on portfolio and derivatives
investment, due mainly to continuing foreign disinvestment in Italian
non-equity securities (€7.1 billion).

In the second half of 2001, the disinvestment involved mainly Italian
Treasury bills, credit certificates and zero-coupon certificates. These
disposals were partly offset by increased investment in private non-bank
bonds, which increased by €14.1 billion.
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“ Other investment” . - Italy had inflows of €12.1 billion in “other
investment” in 2001, substantially less than the €30 billion recorded in 2000.
Italian banks' net fund-raising abroad remained near the previous year’'s
level, as a result of smaller growth in liabilities (€13.5 billion as against
€26.3 hillion) and alarger reduction in externa assets (€14 billion as against
€3.2billion). Almost al of therisein liabilities came outside the euro area,
while the asset reduction was vis-a-vis area countries.

Table 29
ITALY'SINTERNATIONAL INVESTMENT POSITION
(millions of euros)
January-December 2001
Stocks at Value adjustments Stocks at
end-2000 Flows Change end-2001
1) (@) Exchange- Other in stocks 1)
rate (4)
() (b) (c) (3) (d)=(b)+(c) | (@)+(d)
Resident non-banks

Assets ... 955,517| 50,698 -68,917| 10,411 -79,328| -18,219| 937,298
Direct investment ......... 178,948| 24,325| -11,642| 1,395 -13,037| 12,683| 191,631
Portfolio investment ....... 597,869| 43,366| -59,487| 6,865| -66,352| -16,121| 581,748
Other investment .......... 176,296| -17,948 2,197 2,151 -46| -15,751| 160,545
Derivatives ............... 2,404 955 15 .. 15 970 3,374
Liabilities ................ 852,966| 46,044| -26,467| 1,773| -28,240| 19,577| 872,543
Direct investment ......... 120,967 16,110| -15,376 10| -15,386 734 121,701
Portfolio investment ....... 599,693| 33,371| -11,981| 1,502| -13,483| 21,390| 621,083
Other investment .......... 130,408 -5,130 890 261 629 -4,240| 126,168
Derivatives ............... 1,898 1,693 .. .. .. 1,693 3,591

Net investment position 102,551 4,654 | -42,450| 8,638 -51,088| -37,796| 64,755

Resident banks

Assets ................... 203,420| -16,041 1,118 77 341| -14,923| 188,497
Liabilities . ................ 299,436| 13,477 785| 3,642 -2,857| 14,262| 313,698

Net investment position -96,016| -29,518 333| -2,865 3,198 -29,185| -125,201

Central bank

Assets ... 61,633 12,170 2,958 ce ....| 15,128 76,761
Liabilities . ................ 18,018| -15,583 58 Ce -15,525 2,493
Net investment position 43,615| 27,753 2,900 e ....| 30,653| 74,268

OVERALL INTERNATIONAL
INVESTMENT POSITION . 50,150 2,889 -39,217 ce ....| -36,328| 13,822

(1) At end-of-period prices and exchange rates. - (2) At prices and exchange rates of the date of transaction. - (3) Calculated on the
basis of currency composition. - (4) Estimated on the basis of financial instrument composition.




Trade credit flows diminished in 2001. The credits received by Italian
operators were outweighed by repayments, for a net reduction of €100
million (€2.8 billion in 2000), while those granted fell from€7.3 billion to
€900 million.

The official reserves and the net international investment position. -
Italy’s officia reserves amounted to €52.4 hillion at the end of 2001, up from
€50.4 billion ayear earlier. Flows during the year reduced the reserves by
€500 million, while exchange rate and val uation adjustments were positive
by €2.6 billion.

Italy’s net external assets contracted by €36.3 billion to€13.8 hillion,
or from 4 to 1.1 per cent of GDP. Against the modest positive contribution
from transactions on the financial account (€2.9 hillion) there were over
€39.2 billion in downward value and exchange rate adjustments. Thevalue
of non-bank externa assets and liabilities was adjusted downwards by €68.9
billion and €26.4 hillion respectively, owing to the fall in stock market prices
(Table 29).
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THE PUBLIC FINANCES

General government net borrowing in the euro area rose from 0.8 per
cent of GDP in 2000 (excluding the proceeds of sales of UM TS licences) to
1.3 per centin 2001. Thiswasthefirst deterioration recorded by theeuro area
asawhole since 1993. On the basis of the stability programmes submitted
by national governmentsin late 2000 and early 2001, the deficit should have
declined dlightly. Many countriesfailed to attain the objectivesthey had set.
Germany and Portugal had the largest deficits in relation to GDP (2.7 per
cent). The deterioration was due to the slowdown in economic activity and
above al to the tax reliefs granted in some countries. The ratio of general
government debt to GDPfell by 1 percentage point to 69.2 per cent; in 2000
it had fallen by 2.4 points.

Turning to 2002, the stability programmes submitted at the end of 2001
indicated areduction in euro-area net borrowing from 1.1 per cent of GDP,
thefigureestimated at thetimefor 2001, to 0.9 per cent. They envisaged that
the deficit would fall to 0.4 per cent of GDP in 2003 and that balance would
be reached in 2004. The European Commission and the main international
organizations subsequently drew up less favourable scenarios, in which net
borrowing was expected to rise by 0.2 percentage points to 1.5 per cent of
GDP in 2002 and then decline to around 1.2 per cent in 2003.

In Italy net borrowing in 2001 was equal to 1.4 per cent of GDP, down
by 0.3 percentage points from 1.7 per cent in 2000. The latter result is 0.2
percentage points higher than the preliminary figure as a consequence of
revisionsthat mainly concerned the heal th sector. Theobjectiveindicated for
2001 inthe Forecasting and Planning Report of September 2000 was 0.8 per
cent of GDP. The Economic and Financial Planning Document of July 2001
confirmed this objective but estimated that in the absence of corrective
measures the deficit would be 1.9 per cent of GDP. Inview of thehigh level
of the borrowing requirement in the first half of the year and the difficulty
of forecasting the gap between this aggregate and net borrowing, the
Economic and Financia Planning Document contained a second,
prudential, estimate of the deficit, equal to 2.7 per cent of GDP. The
Forecasting and Planning Report published in September 2001 indicated a
deficit of 1.1 per cent.

In the second half of 2001 net borrowing was curbed by therestrictions
imposed on disbursements, higher-than-expected receipts of some one-off



taxes and the securitization of proceeds of public property sales(amounting
to 0.3 per cent of GDP, of which a little more than half has already been
received) and lotto and other gaming recei pts (amounting to 0.25 per cent of
GDP). The latter operation will result in a loss of revenue from 2002
onwards.

The reduction in the deficit between 2000 and 2001 reflects both the
decrease in interest payments from 6.5 to 6.3 per cent of GDP and the
increase in the primary surplus from 4.7 to 4.9 per cent. The ratio of taxes
and social security contributionsto GDP declined by 0.1 percentage points
to 42.4 per cent of GDP. The primary current expenditure ratio rose by 0.1
percentage points; excluding the effects of the sale of UMTS licences and
securitizations, the capital expenditure ratio rose by 0.3 points. The datafor
2001 are till partially estimated; in the last two years the preparation of
accurate preliminary figures has proved particularly difficult, especialy in
the health sector.

At the end of 2001 theratio of debt to GDP was 109.4 per cent; thefall
of 1.1 percentage pointsover theyear compareswith oneof 4 pointsin 2000.

Thetotal general government borrowing requirement rose from 2.2 to
3.4 per cent of GDP. Net of settlements of past debts and privatization
receipts, it fell from 3.2 to 2.9 per cent; the difference between the latter
figure and that for net borrowing continued to be large (1.5 percentage
points). The difference between net borrowing on a cash basis and that
calculated in accordance with ESA95 on an accrual basis increased.

The application of ESA95 to the public finances has raised
interpretational problems with regard to particular transactions in some
euro-area countries. The rulings Eurostat is expected to issuein the coming
months may cause changes in the figures these countries transmitted to the
European Commission in March.

The Economic and Financial Planning Document published in July
2001 confirmed the earlier objectives for 2002 and 2003: net borrowing
equal to 0.5 per cent of GDPin 2002 and abal anced budget in 2003. For 2002
the budget provides for an adjustment on the order of 0.7 per cent of GDP,
it includestemporary deficit-reduction measures amounting to around 1 per
cent of GDP.

Theobjectivefor net borrowingin 2002 was confirmed in the Quarterly
Report on the Borrowing Requirement published in April. The estimatesare
based on the assumption of a significant acceleration in economic activity
in the second half of the year. The Report increased the estimate of the net
borrowing requirement of the state sector in 2002 to 2.1 per cent of GDP;
settlements of past debts amounting to 0.8 per cent are envisaged. The gap
between the net borrowing requirement of the state sector and general
government net borrowing, which was negative throughout the 1990s, is
thus expected to be positive and to grow for the third successive year.
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The Quarterly Report shows the public sector borrowing requirement,
net of privatization recei pts, asamountingto 3.2 per cent of GDP. Thiswould
result in a relatively small improvement in the debt ratio. It would also
produce a further widening of the gap between genera government net
borrowing on a cash basis and that calculated in accordance with ESA95.

In the first four months of this year the state sector borrowing
requirement, net of settlements of past debts and privatization receipts,
amounted to €30.2 billion, €1.8 billion more than in the corresponding
periodin2001. Achieving theobjectivefor net borrowingwill depend onthe
success of the action taken to control cash flows.

The medium-term budgetary policy formulated in the July 2001
Economic and Financial Planning Document is intended to achieve lasting
bal ance, reducethetax burden and increasethe endowment of infrastructure.
If it is to have a positive effect on economic agents' expectations, the
reduction in the tax burden must be perceived as permanent. To thisend it
will need to be based on a significant reduction in theratio of current public
expenditure to GDP and structural reforms in the main spending sectors.
Measures producing permanent effects will need to replace those of a
temporary nature enacted to raise revenue in a period of unfavourable
economic conditions.

Balancing the budget will speed up the reduction in the debt ratio and
make room for counter-cyclical stabilization policies. The consequent
reduction in interest payments in relation to GDP can be used to foster the
decrease in the tax burden, with positive effects on expectations and
economic growth.

The introduction of new methods in the management of public assets
and the financing of investment can increase the efficiency with which
public resourcesare used and contributeto theimprovement of thecountry’s
infrastructure; the implications for the public finances in the medium and
long term need to be carefully assessed. The mandate given to the
Government inthefield of social security providesfor an accelerationinthe
growth of supplementary pensions but does not significantly affect public
pension expenditure in the long run; it widens the gap between outlays and
contributions. The tax reform mandate provides for a substantial reduction
in taxation, especially for households, and a ssmplification of the central
government tax system. The abolition of the regional tax on productive
activities (Irap) will require the creation of new taxes giving the regions a
sufficient revenue-raising capability. Theincreased autonomy granted tothe
regions by therecent reform of the Constitution must be accompanied by the
introduction of rigorous budgetary rules and efficacious financial reporting
systems. If the objectives for the public finances are to be achieved, every
level of government must play its part.



BUDGETARY POLICY IN 2001

In 2001 the definition of net borrowing used in preparing national accountswas
changed by excluding the effects of swaps frominterest payments and hence fromthe
budget balance. Thedefinition of net borrowing used in theexcessivedeficit procedure
laid down in the Maastricht Treaty was not changed and thus continuesto includethe
effects of swaps. Both definitions refer to ESA95 and are the same in every other
respect. The data analyzed in the chapter on the public finances are those obtained
using the definition of the excessive deficit procedure.

Theeuro area

In 2001, for the first time since 1993, there was an increase in the euro
area sbudget deficit. General government net borrowing roseto 1.3 per cent
of GDP (Table 30) from 0.8 per cent in 2000 (when, including the proceeds
of sales of UMTS licences, there had been a surplus of 0.2 per cent).

Table 30
NET BORROWING AND DEBT IN THE EURO-AREA COUNTRIES (1)
(asa percentage of GDP)
1998 1999 2000 2001

Borrowing Debt Borrowing Debt Borrowing Debt Borrowing Debt
Germany ..... 2.2 60.9 1.6 61.3 1.3 60.3 2.7 59.8
France ....... 2.7 59.5 1.6 58.5 1.3 57.4 15 57.2
ltaly .......... 2.8 116.4 1.8 114.5 1.7 110.6 1.4 109.4
Spain ........ 2.6 64.6 1.1 63.1 0.4 60.4 0.1 57.2
Netherlands . .. 0.8 66.8 -0.4 63.1 -15 56.0 | -0.2 52.9
Belgium ...... 0.8 119.3 0.6 115.0 -0.1 109.3 0.0 107.5
Austria ....... 2.4 63.9 2.2 64.9 1.9 63.6 |-0.1 61.8
Finland ....... -1.3 48.8 -1.9 46.8 -7.0 440 |-4.9 43.6
Greece ....... 2.4 105.0 1.7 103.8 0.8 102.8 0.4 99.7
Portugal . ..... 2.3 54.8 2.2 54.2 1.8 53.4 2.7(2) 55.4
Ireland ....... -2.3 55.1 -2.3 49.6 -4.5 39.0 |-1.7 36.3
Luxembourg .. -3.2 6.3 -3.8 6.0 -5.8 5.6 -5.0 55
Euro area (3) . 2.2 73.7 1.3 72.6 0.8 70.2 1.3 69.2
Source: Based on European Commission data.
(1) The data on net borrowing do not include the proceeds of sales of UMTS licences butinclude the effects of swaps. - (2) The European
Commission’s estimate differs from the figure shown in the report Portugal submitted in March (2.2 per cent of GDP) because itincludes
the effects of the injection of fresh capital into public enterprises and of transactions carried out by local authorities. - (3) To permituniform
comparison, Greece is included in the euro area in all the years considered.
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According to the stability programme updates submitted latein 2000 or
early in 2001, the deficit should havefalen from 0.7 to 0.6 per cent of GDP.
The overshoot was mainly dueto GDP having grown by 1.5 per cent instead
of 3.3 per cent as forecast.

The ratio of the deficit to GDP was increased by more than half a
percentage point by the fiscal reliefs granted in some countries and reduced
by 0.2 points by the further declineininterest payments. The area’s primary
surplus fell from 3.2 to 2.6 per cent of GDP. According to European
Commission estimates, on acyclically adjusted basisit fell from 2.7to0 2.4
per cent.

The consolidation of the euro-area’s public finances slowed down in
2000 and went into reverse in 2001 (Figure 17). Theratio of total revenue
to GDP, which had risen sharply in 1999, fell in the two following years as
aconsequence of thetax and social security contribution cutsenacted inthe
leading countries. In 2001 the decline of 0.6 percentage pointsin the area’s
revenueratioto46.7 per cent waslargely duetothefall of 1.4 pointsrecorded
in Germany.

After rising slightly in 1999, the primary expenditure ratio declined
significantly in 2000 and then showed a small increase in 2001, reflecting
the rapid growth in GDP in 2000 and its slowdown last year. In 2001 the
increase in unemployment benefits and other transfers to households was
in line with the growth in nominal GDP; excluding the effects of the
securitizations carried out in Italy, public investment expanded faster than
GDP.

In 2001 the majority of euro-area countries failed to achieve the
objectives set out in their stability programme updates. Only in Austria,
Finland and Luxembourg was the outcome for the budget better than had
been indicated; in Spain it wasin line with the objective.

Thelargest deficitsin relation to GDP were in Germany (2.7 per cent),
Portugal (2.7 per cent), France (1.5 per cent) and Italy (1.4 per cent). The
other euro-areacountries already had abalanced budget or asurplus, except
for Greece, which recorded a deficit equal to 0.4 per cent of GDP.

The accounting treatment of certain operations that some countries
carried out has not yet been decided. Eurostat’s rulings are expected in the
coming months and may result in changes to the figures these countries
submitted to the Commission in March.

In Germany and Portugal the ratio of the deficit to GDP was
respectively 1.2 and 1.6 percentage points higher than indicated in their
stability programme updates. According to the European Commission, the
German overshoot was mainly due to the pronounced slowdown in
economic growth, supplemented by the effects of the tax reform and the



rapid rise in outlays on pharmaceuticals and spending by the Lander. In
Portugal the unforeseen effects of the tax reform enacted in 2001 and the
larger-than-expected increasein current expenditure were major factors; the
slowdown in economic activity also played arole.
Figure 17
CHANGESIN THE MAIN BUDGET INDICATORS
IN THE EURO AREA AND THE MAIN EURO-AREA COUNTRIES
(as a percentage of GDP)
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Sources: Based on Istat and European Commission data.

(1) The data do not include the proceeds of sales of UMTS licences. - (2) The data do not include the proceeds of securitizations, which
inthe national accounts are deducted from expenditure. - (3) The data include the effects of swaps. - (4) GDP-weighted average. To permit
uniform comparison, Greece is included in the euro area in all the years considered.

As part of the multilateral surveillance procedure put in place by the
Stability and Growth Pact, the Commission proposed that the Council send
each of these countries a Recommendation in connection with their large
deficitsin 2001, verging on the threshold of 3 per cent, the possibility of a
further deterioration in 2002, and the wide gap between the balance
indicated in the programme for 2001 and the actual outcome.

Subsequently, the governments of Germany and Portugal reaffirmed
their intention to prevent the deficit from exceeding the threshold and
undertook to comply with the objectives indicated in their stability
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programme updates and to balance their budgets by 2004. The Council
deemed that these undertakings satisfied the Commission’s requests and
decided not to send the Recommendations.

[taly

Net borrowing. - General government net borrowing fell from 1.7 per
cent of GDP in 2000 (0.5 per cent including the proceeds of the sale of
UMTS licences) to 1.4 per cent in 2000 (Tables 31 and al5).

Table 31

MAIN INDICATORS OF THE GENERAL GOVERNMENT
CONSOLIDATED ACCOUNTSIN ITALY (1)
(as a percentage of GDP)

1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001

Revenue .............. 43.8| 46.0| 47.3| 45.1| 45.6| 45.8| 48.0| 46.5| 46.7| 45.9| 45.8
Expenditure (2) ........ 55.5| 56.6| 57.6| 54.3| 53.2| 52.9| 50.7| 49.3| 48.4| 47.6| 47.2
of which:
interest payments ... | 11.9| 12.6| 13.0| 11.4| 11.5| 11.5| 9.4| 8.0 6.8| 6.5 6.3
Primary surplus (2) ..... 0.2| 2.0/ 28| 21| 39| 44| 67| 52| 50| 47| 49
Net borrowing (2) ....... 11.7| 10.7| 10.3| 9.3| 7.6| 7.1| 27| 28| 18| 17| 14

Total borrowing
requirement ......... 11.0| 10.8| 10.9| 9.7 7.2 75| 19| 25| 08| 22| 34

Borrowing  requirement
net of settlements of past
debts and privatization
receipts .............. 11.2| 10.8| 10.2| 9.5 75| 7.1| 3.0/ 3.0/ 22| 32| 29

Debt .................. 100.6|107.7|118.2|124.3|123.8|122.7{120.2 (116.4|114.5|110.5|109.4

Source: The general government consolidated accounts items are based on Istat data.

(1) Rounding may cause discrepancies. - (2) The figure for 2000 does not include the proceeds of the sale of UMTS licences (equal
to 1.2 per cent of GDP); in the national accounts they are deducted from expenditure. See Table al5 in the Statistical Appendix.

The result for 2001 benefited from the reduction in interest payments
from 6.5t0 6.3 per cent of GDP (Figure 18) and from the revenue produced
by securitizations (0.6 per cent). These concerned | otto and enal otto recei pts
until December 2006 and the proceeds of the sale of some public property.
The lotto and enalotto securitization, the proceeds of which amounted to
0.25 per cent of GDP, will result in aloss of revenue from 2002 onwards.



Asregardsthe sale of public property, in 2001 the buyer (Societaper la
Cartolarizzazione degli Immobili Pubblici) paid the government €2 billion
as a part payment. The €3.8 hillion of revenue included in calculating net
borrowing in 2001 isthefull value of al the buildingsinvolved. In addition
to the securitized sale of public property, there were direct sales amounting
to some€1.5 hillion, compared with around €1 billion in 2000.

Figure 18
GENERAL GOVERNMENT REVENUE AND EXPENDITURE IN ITALY
(as a percentage of GDP)
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Source: Based on Istat data.

(1) The figure for 2000 does not include the proceeds of the sale of UMTS licences (equal to 1.2 per cent of GDP); in the national accounts
they are deducted from expenditure. See Table al5 in the Statistical Appendix.

The weak performance of the economy is estimated to have had an
adverse effect on the budget balance of around 0.2 per cent of GDP
(for the methodology used to obtain this estimate, see the chapter on
“Budgetary policy in 2000” in the Annual Report for 2000).

The primary surplus rose from 4.7 to 4.9 per cent of GDP. Revenue
decreased from 45.9 t0 45.8 per cent of GDP and theratio of taxesand social
security contributions declined by 0.1 percentage points to 42.4 per cent.
Among the main revenue items, direct taxesrose substantially, from 14.6 to
15.1 per cent of GDP, partly owing to the receipts of the one-off tax on the
revaluation of corporate fixed assets. Excluding the proceeds of the sale of
UMT S licences and securitization recei pts, both of which are accounted for
as adeduction from capital expenditure, theratio of primary expenditureto
GDProseby 0.3 percentage points. Thefastest growing current expenditure
items were compensation of employees, following the renewal of wage
agreements, and social benefits in kind, which mainly refer to the health
sector. Spending on investment and investment grants rose by more than 10
per cent in nominal terms.
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Budgetary policy. - The Economic and Financial Planning Document
of June 2000 had set the objective for net borrowing in 2001 at 1 per cent
of GDP.

In September 2000 the Planning Document Update and the Forecasting
and Planning Report for 2001 revised the estimate of revenue in 2001 on a
current programmes basis upwards by more than 1 per cent of GDP. At the
sametimetax cutsfor aroughly equal amount were envisaged in the budget
for 2001. The objective for net borrowing was set at 0.8 per cent of GDP,
compared with the expected result in 2000 of 1.3 per cent. GDP growth in
2001 wasforecast at 2.9 per cent. The updateto Italy’s stability programme
submitted in December confirmed this scenario.

In line with the objective set for net borrowing, the Government’s
budget proposals envisaged an increase in the deficit compared with that on
acurrent programmes basis. The budget approved by Parliament at the end
of 2000 was little changed with respect to the original proposals and
provided for anincreasein the deficit of around €13 billion, of which€11
billion represented reductionsin revenue.

The results for the borrowing requirement in the first few months of
2001 pointed to the risk of an overshoot. In March the Quarterly Report on
the Borrowing Requirement indicated a deficit of 1 per cent of GDP in the
absence of corrective action. Thisestimate took account of the result for net
borrowing in 2000 published by Istat (1.5 per cent of GDP) and of the
revision of the macroeconomic planning framework, in which the expected
growth in GDP was reduced to 2.5 per cent.

In July 2001 the new Government submitted the Economic and
Financial Planning Document for 2002-06. Whileit confirmed the objective
for net borrowing of 0.8 per cent of GDP, the Planning Document estimated
that the deficit would be 1.9 per cent of GDP, assuming that the wide gap
recorded in 2000 between net borrowing and the borrowing requirement
persisted. In view of the difficulty of forecasting the items that influenced
the gap, the Planning Document contained a second prudential estimate of
net borrowing equal to 2.7 per cent of GDP.

From the summer onwards the Government took steps to curb
expenditure on purchases of goods and services, established a procedure
based on securitizations to accelerate the sale of public buildings, and
concluded an agreement with the regions on health expenditure. In addition,
aseries of measures were adopted with the aim of fostering the recovery in
economic activity and raising therate of growth in GDPinthe medium term.
The borrowing requirement began to show signs of animprovement, owing
in part to the larger-than-expected recei pts of the taxes on the reval uation of
corporate assets and capital gains arising from the disposal of businesses.



In September, the Forecasting and Planning Report for 2002 estimated,
on the basis of aforecast for GDP growth in 2001 of 2 per cent (the actual
result was 1.8 per cent), that net borrowing in 2001 would be 1.1 per cent of
GDP, afigurethat wasconfirmedintheupdateto Italy’ sstability programme
submitted in November.

Themeasuresto foster therecoveryineconomicactivity. - Inthesecond
half of 2001 the Government launched a series of measures aimed at
stimulating investment, promoting the regularization of unreported
employment, and encouraging the repatriation of capital and the
regularization of assets held abroad in breach of tax rules.

A temporary tax incentivefor investment wasintroduced; known asthe
Tremonti-bis, it isanalogousto the 1994 measure widely used by firmsuntil
1996. According to official estimates, in thefirst two years the consequent
loss of revenue will be more than offset by the additional receipts from the
increase in economic activity that the incentive will generate and the
elimination of theexisting reliefs (with anet effect of €1 billionin 2001 and
€2.8billionin 2002); by contrast, in 2003 anet revenue lossof €1.1 billion
is expected.

A tax and socia security contribution condonation scheme has been
introduced for past years, together with rate-reductions for the years
2002-04, for cases of off-the-books employment that are regularized. A
specia programme of controls aimed at countering tax and social security
contribution evasion has also been prepared. According to the original
official estimates, these measures were expected to bring about one quarter
of al off-the-books jobs into the tax net and generate about €20 billion of
additional revenue in the period 2001-04. The regularization of such
undeclared jobs nonethel ess requires an agreement between employers and
workers that could cause problems. Some aspects of the measures were
subsequently amended; in particular, the deadline for submitting the
necessary documentation has been extended from 30 November 2001 to 30
November 2002. At the end of April recei ptsfrom the measure amounted to
€0.9 million.

A measure, known as the tax shield, has been approved permitting
the repatriation or regularization of assets held abroad by individuals,
non-commercia entities and non-business associations in violation of
foreign exchange and tax laws. The government estimated that this measure
would produce €50 million in 2001 and €1 bhillion in 2002, implying the
repatriation or regularization of more than €40 billion. According to UIC
data, thefigureat the end of Marchwas€21.9 billion; at the end of April the
related recei pts amounted to €0.6 billion.
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Financial balancesand the public debt. - Thetotal general government
borrowing requirement increased further in 2001, rising to €40.8 billion or
3.4 per cent of GDP. In 2000 it had been€25.8 billion or 2.2 per cent of GDP
and in 1999 €8.5 billion or 0.8 per cent of GDP (Tables 31, 32 and al6).

Table 32
ITALY: GENERAL GOVERNMENT BALANCESAND DEBT
AND STATE SECTOR BORROWING REQUIREMENT
(billions of lire and, in brackets, millions of euros)
1997 1998 1999 2000 2001
General government
Net borrowing (1) .......... 53,679 58,471 37,597 38,876 34,105

(19,417) (20,078) (17,614)

Total borrowing requirement 38,607 52,797 16,508 50,036 79,001
(8,526) |  (25,841)|  (40,801)

Borrowing requirement net of
settlements of past debts

and privatization receipts (2) 60,195 63,305 48,229 71,047 67,459
(24,908) (36,693) (34,840)
Debt .................... 2,388,743 2,417,374 2,458,276 2,493,127 2,576,605

(1,269,594) | (1,287,593) | (1,330,705)

State sector

Total borrowing requirement 31,054 47,996 -725 28,305 68,770
(-375) (14,618) (35,517)

Memorandum items:

Settlements of past debts . . . -409 4,770 12,118 8,904 19,925
(6,259) (4,599) (10,290)
Privatization receipts (-) ... -21,179 -15,277 -29,915 -8,383

(-22,641) | (-15,450) |  (-4,329)

Sources: For net borrowing, Istat; for the state sector, the Ministry for the Economy and Finance.
(1) The figure for 2000 does not include the proceeds of the sale of UMTS licences (€13,815 million). - (2) The figures for settlements
of past debts and privatization receipts are those of the state sector.

Compared with 2000, the borrowing requirement wasinfluenced by the
lower level of privatization receipts (€4.3 billion, as against €15.5 billion,
deriving mostly from the sale of UMTS licences) and larger outlays
classified as settlements of past debts. The latter rose from €4.6 billion to
€10.3 billion (€7.2 billion if, for the sake of comparability, tax credits
reimbursed viathe Post Office are excluded). Excluding settlements of past
debts and privatization receipts (items that do affect net borrowing), the
borrowing requirement rosefrom 2.2 per cent of GDPin 199910 3.2 per cent
in 2000 and then declined to 2.9 per cent in 2001 (Table 31). The wide gap



that opened in 2000 between the net borrowing requirement and net
borrowing remained virtually unchanged.

The gap between net borrowing on a cash basis, obtained by deducting
financial items and privatization receipts from the general government
borrowing requirement, and net borrowing, calculated by Istat on the basis
of ESA95, widened further, from€14.5billionto€22.2billionandfrom 1.2
to 1.8 per cent of GDP.

The gap is attributabl e to the items reconciling the accounts on a cash
and an accrua basis (including settlements of past debts) and to the
discrepancy between the general government borrowing requirement,
calculated by the Bank of Italy on the financing side, and the public sector
borrowing requirement (which refersto an aggregate that isa most the same
as general government), calculated by the Ministry for the Economy and
Finance on the formation side. The latter are the data used by Istat to
calculate net borrowing. In 2001, the widening of the gap attributable to the
above-mentioned reconciliation items (from €6.2 billion to €18.8 hillion)
more than offset the reduction in the difference between the two borrowing
requirement estimates (from €7.4 billion to €3.4 hillion).

The worsening of the general government borrowing requirement
reflects the increase in that of central government (from €19.7 billion to
€39.4 hillion), which was partly offset by the reduction in the local
government borrowing requirement after consolidation (from €6.2 billion
to €1.7 billion; Table al6). The state sector borrowing requirement rose
from €14.6 billion to €35.5 hillion.

The public debt grew by €43.1 billion to €1,330.7 billion. This was
€2.3 billion morethan the borrowing requirement (in 2000 theincrease had
been€7.8billionless). Thedifferencereflected: a) theincreaseof €4 billion
in the Treasury’sliquid assets held with the Bank of Italy (in 2000 they had
decreased by €9.6 billion); and b) issue premiums and discounts and other
minor items, which resulted in areduction in the debt of around€1.9 billion
(as against an increase of €0.6 billion in 2000). The movements in the
exchange rate of the euro had virtually no net effect on the value of foreign
currency liabilities, whereas in 2000 exchange rate movements had
increased their lira value by the equivalent of €1.2 billion.

The average residual maturity of public debt securitiesissued in Italy
lengthened further, from 5.7 years at the end of 2000 to 5.8 years at the end
of 2001. Net issues of medium and long-term securities placed on the
domestic market amounted to €13.9 hillion; the corresponding figure for
short-term securitieswas<€11.3 billion. Accordingly, inrelationto GDPthe
stock of short-term securities rose to 9.3 per cent, after falling for six
successive years, from 24.9 per cent in 1994 to 8.8 per cent in 2000.
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Figure 19

ITALY: CHANGE IN THE RATIO OF THE PUBLIC DEBT TO GDP
AND ITSCOMPONENTS (1)
(percentage points)
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[ change in the ratio of general government debt to GDP

- effect of the difference between the average cost of the debt and the GDP growth rate
ratio of the primary balance to GDP (surplus: -)
— — residual component

(1) For the methodology, see the note to Figure 18 in the Annual Report for 2000.

The year-end ratio of general government debt to GDP was 109.4 per
cent, afall of 1.1 percentage points. This was the smallest decrease since
1996 and 2.9 pointslessthan that achieved in 2000 (Table 31 and Figure 19).
Most of the difference was due to the net effect of the financial flows that
affect the debt but not net borrowing; in 2001 these brought an increase of
2.1 percentage points in the debt ratio, whereas in 2000 they had been
virtually neutral. These flows include privatization receipts, settlements of
past debts and changesin the Treasury’sliquid assets held with the Bank of
Italy; the last of these items, of opposite sign in the two years, contributed
about 1.1 percentage points. Another 0.7 points was attributable to the
widening of thedifferential between theaverageinterest rate on the debt and
the rate of growth in nominal GDP (from 0.9 to 1.6 percentage points).



REVENUE AND EXPENDITURE IN ITALY

Revenue

In 2001 total general government revenue grew by 4.2 per cent to
€557.2 billion; inrelationto GDP it diminished by 0.1 percentage pointsto
45.8 per cent (Tables 31 and a15). Current revenue grew by 4.6 per cent and
remained unchanged in relation to GDP at 45.5 per cent; capital revenue
diminished by 0.1 percentage pointsin relation to GDP.

Theratio of taxesand social security contributionsto GDP declined by
0.1 percentage points to 42.4 per cent, reflecting the performance of tax
revenue (Table 33 and Figure 20). In 2001 it was higher than the averagefor
the other EU countries (42 per cent).

Table 33

GENERAL GOVERNMENT FISCAL REVENUE (1)
(as a percentage of GDP)

1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001

Directtaxes............... 14.3|14.6|16.0| 14.9|14.7 | 15.3| 16.0| 14.4| 15.0| 14.6| 15.1
Indirecttaxes ............. 11.1] 11.3|12.0| 11.8|12.1| 11.8| 12.4| 15.3| 15.1| 15.0| 145
Current tax revenue ...... 25.41259|28.0|26.7|26.8|27.1|285|29.7(30.1|29.7|29.6

Actual social security
contributions ............ 13.3113.4|135|13.2|13.0|14.6|149|125|12.4| 124|124

Imputed social security

contributions ............ 16| 17| 18| 19| 17| 04| 04| 04| 03| 03| 0.3
Current fiscal revenue .... [40.3|41.0(43.3|41.7|41.6|42.2|43.8|425|42.8|42.4|42.3
Capital taxes . ............. 0.2| 2.0| 0.7 0.1| 06| 03| 0.7| 04| 01| 01| 01

Fiscal revenue ... [ 40.5|43.0|44.0(41.8|42.2|425|445|42.9|43.0(425|42.4

Source: Based on Istat data.
(1) Rounding may cause discrepancies. See also Table al5 in the Statistical Appendix.

After peaking at 44.5 per cent in 1997, the ratio of taxes and social
security contributions to GDP fell by 1.6 percentage points in 1998,
primarily owing to the lapsing of some taxes introduced the year before to
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ensure Italy’s adoption of the single currency from the start. In the three
following yearstheratio declined by atotal of 0.5 percentage points. Since
1997 this measure of the fiscal burden has been higher than the average for
the other EU countriesevery year except 2000, when it was 0.1 pointslower.

Figure 20

TAX REVENUE AND SOCIAL SECURITY CONTRIBUTIONS
(as a percentage of GDP)
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Sources: Based on Istat and European Commission data.
(1) GDP-weighted average. Following the switch to ESA95 there is a break in the series between 1994 and 1995.

In view of the lack of data on receipts of the individual taxes on an
accrual basis, the analysisthat follows refersto data on a cash basis, which,
moreover, are only available for the state sector and the regiona tax on
productive activities (Irap). The data are adjusted to exclude the effects of
accounting settlements not accompanied by effective changes in revenue
(Table a19).

Direct taxes. - This component grew by 7.9 per cent or €13.4 billion
and roseinrelation to GDP by 0.5 percentage pointsto 15.1 per cent. It was
buoyed by the€5billion of receiptsof thetax ontherevaluation of corporate
fixed assets introduced in the budget for 2000. Revenue from personal
income tax and corporate income tax rose by 4.7 and 13.5 per cent
respectively. Ontheother hand, revenuefromthewithholding tax oninterest
income and capital gainsfell by 17.7 per cent.

Asregards personal incometax, payroll withholdingsincreased by 8.1
per cent, reflecting the rise of 3 per cent in gross wages and salaries per
full-time equivalent employee and that of 2 per cent inthe number of payroll
workers. The reliefs granted in the budget for 2001 curbed the increase,
whichwasboosted, instead, by theinclusionamong payroll incomesof those
from so-caled coordinated and continuous collaboration. Withholdings
from self-employment income correspondingly declined, by 17.8 per cent.



Self-assessed persona income tax increased by 2.9 per cent. The
increase would have been larger had it not been for thereliefsgranted in the
budget.

Corporate income tax receipts benefited from the good performance of
profitsin 2000. They increased despitethe operation of the Dual Income Tax
mechanism and the lowering of the standard rate from 37 to 36 per cent,
which islikely to have reduced payments on account.

Receipts of the withholding tax on interest income and capital gains
were affected by the large fall in those generated by managed assets (Table
al9).

Revenue from the withholding tax on securities held under
management schemescontracted from<€7.9billionto€0.4 billionasaresult
of thefall in share pricesin 2000. That from the withholding tax on interest
income and capital gains in respect of securities held for administration
contracted by only €0.4 billion, asaresult of an increase of €0.9 billionin
the interest income component and a decrease of €1.3 billion in the capital
gains component. Receipts of the withholding tax on interest on bank
depositsincreased from<€1.2 billionto€3.4 billion owing to the exhaustion
of thetax creditsthat bankshad begunto accrueinmid-1996. L astly, receipts
of the tax on capital gains arising from disposals of businesses and major
shareholdings increased from €0.9 billion to €4.1 billion. This result was
partly due to taxpayers no longer being allowed to pay in five annual
instalments, so that some of the improvement was of atemporary nature.

Indirect taxes. - Indirect tax revenue grew by 0.9 per cent or €1.6
billion; in relation to GDP it declined by 0.5 percentage points to 14.5 per
cent.

Irap receipts rose by 13.3 per cent. Net of the part accruing to the
European Union, VAT receiptsincreased by 2.5 per cent; theincreasewould
have been larger had it not been for the measures adopted at the end of 2000.
The revenue from excise duties and salestaxes declined by 2.4 per cent; the
increase of 2.4 per cent in receipts of the excise duties on oil products was
more than offset by the decreasesin those of the sales taxes on methane and
electricity. Thesedecreaseswereinfluenced by therenewal of thetemporary
reductionsin the excise duties on methane and the reduction in the taxation
of electricity for commercial and industrial usesintroduced inthe budget for
2001.

The revenue from state monopolies remained basically unchanged
(-0.7 per cent), whilethat from lotto and other lotteriesfell significantly, by
13.1 per cent.
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Social security contributions. - Actual social security contributions
rose by 4.5 per cent, compared with an increase of 5.1 per cent in total gross
earnings; in relation to GDP they remained unchanged at 12.4 per cent.

Actual contributions paid by private-sector employers, whose ratio to
GDP remained unchanged at 5.8 per cent, rose by 4 per cent, compared with
an increase in earnings of 5 per cent; the difference reflected the reduction
of 0.8 percentage points in the relevant contribution rate. The actual
contributions paid by general government, whose ratio to GDP remained
unchanged at 2.8 per cent, rose by 4.9 per cent, compared with an increase
in earnings of 5.3 per cent; the difference reflects the virtual stability of the
additiona state contribution to the budget of INPDAP, the State Sector
Employees Socia Security Institute (€7.2 billion in 2000 and €7.3 billion
in 2001). The contributions paid by employeesrose by 5.7 per cent, those by
the self-employed by 3.4 per cent.

Expenditure

Genera government expenditure amounted to €574.8 billion or 47.2
per cent of GDP (Tables 34 and al5). Excluding the proceeds of sales of
UMTS licences (€13.8 billion in 2000) and of securitizations (€6.8 billion
in 2001), which are both deducted from capital outlays, expenditure
increased by 4.8 per cent and rosefrom 47.6t0 47.8 per cent of GDP. Interest
paymentsdeclined from 6.5t0 6.3 per cent of GDP; primary current account
outlays rose from 37.4 to 37.5 per cent and capital outlays, excluding
the extraordinary revenue referred to above, rose from 3.7 to 4 per cent
(Figure 21).

Interest payments. - After falling significantly in relation to GDP
between 1997 and 1999, interest payments declined moderately for the
second year running (0.3 percentage pointsin 2000 and 0.2 pointsin 2001).
Theresultin 2001 wasdueto thefall in theratio of debt to GDPin 2000 and
2001 and was curbed by the slight increase in the average cost of the debt.
After coming down without interruption from 1991 onwards and reaching
5.9 per cent in 2000, thisroseto 6 per cent, the level recorded in 1999. The
increase was due to the rise in short-term interest rates in 2000 and to that
in medium and long-term interest rates in 1999, which more than offset the
effect of the gradual redemption of high-yield securities (Figure 22).

The decline in interest payments should be larger this year as the
average cost of the debt is set to fall significantly. The effects of thefall in
short-term interest rates in the second half of 2001 will be supplemented by
those deriving from the very substantial volumes of ten-year BTPs that



maturedin 2001 (€13.9billion) andwill maturein 2002 (€16.3billion). The
coupons on these securities were around 12 per cent, about 7 percentage
points higher than those on new ten-year issues.

Table 34
GENERAL GOVERNMENT EXPENDITURE (1)
(as a percentage of GDP)

1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001

Compensation of employees .. [12.6|12.4(12.3|11.9|11.2|11.5|11.6|10.7|10.6 |10.5|10.6

Intermediate consumption . ... 50| 51| 52| 52| 48| 48| 47| 48| 50| 51| 51
Purchases of social benefits in

kind ... o 26| 25| 24| 22| 20| 20| 21| 21| 21| 22| 23
Social benefits in money ..... 15.6|16.5(17.0|17.3|16.7|16.9(17.3|17.0|17.1|16.8|16.7
Interest payments ........... 119|126(13.0|114|11.5|11.5| 94| 80| 6.8| 65| 6.3
Other current expenditure .. .. 3.0| 28| 33| 27| 23| 25| 22| 29| 28| 28| 28

Total current expenditure .. [50.6|52.1|53.3|50.6|48.5(49.1|47.2(45.4|44.4|43.9|43.8

Gross fixed investment (2) .. .. 32| 3.0 26| 23| 21| 22| 22| 24| 24| 24| 25
Other capital expenditure (3) (4) | 1.7| 15| 1.7| 15| 25| 16| 13| 15| 16| 13| 14

Capital expenditure adjustment
item:
proceeds of securitizations .. - - - - - - - - - -1-06

Total capital expenditure (3) 49| 46| 43| 3.7| 46| 38| 35| 39| 40| 3.7| 34

Total expenditure (3)... [55.5|56.6|57.6|54.3|53.2|52.9|50.7 |49.3|48.4 | 47.6 | 47.2

of which: expenditure excluding
interest payments (3) ....... 43.7|44.0|44.6|42.9|41.6(41.4|41.4(41.3|41.7|41.2|40.9

Source: Based on Istat data.

(1) Rounding may cause discrepancies. See also Table al5 in the Statistical Appendix.- (2) The figure for 2001 does not include the
securitization of the proceeds of sales of public buildings (0.3 per cent of GDP). In the national accounts these receipts are entered as
a reduction in investment expenditure. - (3) The figure for 2000 does not include the proceeds of sales of UMTS licences (1.2 per cent
of GDP). In the national accounts these receipts are entered as a reduction in the item “Other capital expenditure”. - (4) The figure for
2001 does not include the proceeds of the securitization of receipts from the lotto and enalotto lotteries (0.25 per cent of GDP). In the
national accounts these receipts are entered as a reduction in the item “Other capital expenditure”.

Social benefits in money. - The increase of 3.8 per cent in this item
reflected the rise in outlays on pensions and annuities and the sharp fall in
severance pay for general government employees. In relation to GDP total
benefits of this kind declined by 0.1 percentage points to 16.7 per cent,
pension expenditure remained unchanged at 15.1 per cent.

Expenditure on pensions and annuities, of both an insurance and a
welfare nature, grew much faster than in 2000 (by 4.5 per cent, asagainst 2.8
per cent). The acceleration was attributable: @) to the automatic adjustment
of pensionsto therisein prices (2.5 per cent, as against 1.6 per cent); and
b) to theincreasein 2000 in the retirement age for private-sector employees
(from 64 to 65 for men and from 59 to 60 for women), which reduced the
number of new pensionsin 2000.
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As regards non-pension expenditure, outlays on unemployment
benefits and wage supplementation rose by 7.1 per cent overall after falling
by 13.6 per cent in 2000. A contribution to the rise came from the increase
in unemployment benefits (from 30 to 40 per cent of earnings) and the
lengthening of the period for their payment to unemployed workers aged
over 50 from 6 to 9 months. Expenditure on family allowancesrose by 1.3
per cent after falling by 11.5 per cent in 2000. Outlays on severance pay for
general government employeesfell by 24.8 per cent; the previous year had
seen the compl etion of the top-ups of severance pay disbursed beforetheend
of 1994, as provided for in Law 87/1994.

Figure 21
TOTAL PRIMARY EXPENDITURE
AND PRIMARY CURRENT EXPENDITURE (1)
(as a percentage of GDP)
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Compensation of employees. - General government staff costs rose
from 10.5t0 10.6 per cent of GDP. Theincrease of 5.1 per centin outlays(4.3
per cent in 2000) reflected that of 5.3 per cent in public employees gross
earnings. By contrast, therewasarel atively moderateincrease of 4.4 per cent
in employer social security contributions owing to the above-mentioned
stability of the additional state contribution to the budget of INPDAP, the
State Sector Employees Social Security Institute. The increase in gross
earningsreflected that of around 5.2 per cent in gross wages and salaries per
full-time equivalent employee (excluding conscripts), which was mainly
due to the cost of most of the new contracts for 2000-2001 being incurred
inthelatter year. After decliningfor nearly tenyearsupto 1999, employment
grew for the second successive year, rising by 0.7 per cent in 2000 and 0.1
per cent in 2001.



Figure 22

AVERAGE COST OF THE PUBLIC DEBT,
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Other current expenditure. - In relation to GDP this item rose by 0.1
percentage points to 10.2 per cent. Social benefits in kind increased
substantially for the second year running, by 10.2 per cent in 2000 and 9.9
per cent in 2001, and rose from 2.1 per cent of GDP in 1999 to 2.3 per cent
last year. The rise was due to the growth of 32.8 per cent in expenditure on
pharmaceuticals; taken together, other social benefitsin kind diminished by
1.8 per cent. Intermediate consumption recorded arelatively moderate rise
of 4.1 per cent, down from 7.9 per cent in 2000, and remained unchanged in
relationto GDP at 5.1 per cent. Subsidiesto firmsdecreased from1.2to 1.1
per cent of GDP; the remaining current expenditure items remained
unchanged in relation to GDP at 1.6 per cent.

Spending on pharmaceuticals increased by 32.8 per cent, compared
with 18.6 per cent in 2000, and rosefrom €8.7 billionto€11.6 billion. The
increase was due primarily to the broadening of the scope of the payments
guaranteed by the National Health Service and to the abolition of
prescription chargesinthebudget for 2001. In order to slow downthegrowth
inthisitem, in the middle of |ast year measures were adopted setting limits
on the prices of pharmaceuticals reimbursed by the National Health Service
and on the number of items that can be prescribed at the same time; in
addition, the prices of most of the pharmaceuticals reimbursed by the state
were cut by 5 per cent.

The data on a cash basis show that total health spending grew by 15.9
per cent. Staff costsroseby 9.8 per cent, compared with 9.3 per cent in 2000,
primarily asaresult of thewage and salary increases provided for inthe new
contract for 2000-2001.

In August 2001 a new agreement was reached between the central
government and theregions. It provided for the former’s contribution to the
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funding of theNational Health Servicetorisetoamaximumof €71.3billion
and for transfers amounting to around €1.4 billion to cover the deficits of
earlier years. The new agreement also established that the funding of the
National Health Service was not to exceed 6 per cent of GDP. According to
the estimates published in April in the Quarterly Report on the Borrowing
Requirement, health expenditure in 2001 overshot the limit set in the
agreement by around €3 billion.

Capital expenditure. - Thisitem was reduced by the deduction of the
proceeds of the sale of UM T Slicences, securitizations and ordinary sales of
property. In particular, the proceeds of the securitizations of property
disposals reduced investment expenditure by €3.8 hillion in 2001; the
proceeds of the sale of UMTS licences and the securitization of lotto and
enal otto recel ptsreduced other capital expenditure by €13.8 billionin 2000
and €3 billion in 2001; those of ordinary sales of property reduced
investment expenditure by around €1 billion in 2000 and €1.5 hillion in
2001. Excluding these extraordinary items, capital expenditureincreased by
around 13 per cent compared with 2000. Capital transfersto enterprises and
direct investment accelerated sharply, growing by 19.2 and 12 per cent
respectively; inrelation to GDP, theformer rosefrom 1.1 to 1.3 per cent and
the latter from 2.5 to 2.7 per cent. At 0.2 per cent, the other capital
expenditure items were basically unchanged.

Local government

L ocal government’ sbudgetary positionimprovedinrelationto GDP by
0.5 percentage points, with ashift from closeto balancein 2000 to asurplus
of around €6.2 billion in 2001. The result benefited from the substantial
increaseintransfersfrom central government. Transfersfrom publicentities
rose from 41.7 to 45.9 per cent of total revenue; by contrast, tax revenue
declined from 45.3 to 43.5 per cent.

The consolidated local government account for 2001 was published
together with a revised version of that for 2000. This shows a balanced
budget instead of asurplusof 0.1 per cent of GDP. Therevision derivesfrom
an increase in expenditure of €3.3 hillion that was only offset in part by an
increase in revenue of €1.7 billion.

Loca government revenue grew by 12 per cent. Current revenue rose
by 11.3 per cent (€16.5 billion) and capital revenue by 19.2 per cent (€2.8
billion).

Asregards current revenue, transfers from other public entities rose by
20.1 per cent (€11.2 billion). Most of the increase occurred in transfers to



the regions, which include the ordinary statute regions share of VAT
receipts. Among local government tax receipts, those of indirect taxes rose
by 6.6 per cent (€3.5 billion), primarily owing to the increase in revenue
from Irap. Direct tax revenue rose by 10.8 per cent (€2 billion), partly asa
result of the increase in the base rate of the Irpef regional surtax.

Legidative Decree 56/2000 implementing the mandate on fiscal
federalism containedin Law 133/1999 provided for theabolition, with effect
from 2001, of the earlier system of transfers of tax revenue from the central
government to the ordinary statute regions. Simultaneously, it increased
both the base rate of the Irpef regional surtax, from 0.5 to 0.9 per cent, and
theregions' shareof theexciseduty on petrol, from€0.12t0€0.13 per litre,
and provided for the ordinary statute regions to receive a share of VAT
receipts. A PrimeMinisterial decreeof 17 May 2001 fixed the share at 38.55
per cent of the VAT revenue in the penultimate year preceding the year in
guestion, net of the amounts accruing to the special statute regions and the
European Community. The decree also estimated that in 2001 this would
givetheregions atotal of €27.4 billion, to be divided on the basis of each
region’sconsumption and then adj usted to take account of thehistorical level
of expenditure. In coming years the amount attributed to each ordinary
statute region on the basis of consumption will be adjusted to take account
of the resident population, the tax base, per capita health expenditure and,
for alimited period, the historical level of expenditure.

Asregards capital revenue, theincrease of 38.4 per cent (€4.2 billion)
in transfers from other public entities was offset in part by a reduction in
other receipts.

Total expenditure grew by 8.2 per cent (€13.1 billion). Among the
current expenditure items, there were particularly large increases in
compensation of employees (5.9 per cent), intermediate consumption (6.4
per cent) and purchases of social benefitsin kind (10 per cent); the bulk of
the latter item consisted of health expenditure. Capital expenditure rose by
11.1 per cent as a result of large increases in investment and investment
grants.

The Domestic Stability Pact, first introduced in the budget for 1999, is
intended to involvelocal government in the effortsto achievethe targetsfor
the public finances agreed at European level. The Pact establishes an
objective for each local authority’s budget with some major revenue and
expenditure items excluded: the result in 2001 was not to be worse than that
in 1999 worsened by 3 per cent. The information avail able does not permit
a complete assessment of the results for 2001.

Therules of the Domestic Stability Pact have been amended for 2002,
Caps have been imposed on the primary current outlays of local authorities,
excluding some items. These caps apply regardless of each authority’s
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budgetary position. The sanctions applicable to provinces and
municipalities have been made more severe.

Last year saw the reform of Title V of Part |1 of the Constitution. The
legidlative and administrative competences of the various levels of
government have been changed and local authorities granted more
autonomy.

The new text of the Constitution identifies the matters for which the
central government has exclusive legislative authority and those for which
it sharesthiswith theregions; theregionsare exclusively responsiblefor al
other matters. Within the sphere of concurrent competences, the task of
central government is exclusively to define the fundamental principles.

The principle of revenue-raising and spending autonomy is sanctioned
for local authorities, which are to sharein central government revenue and
may impose own taxes. Provision is made for the central government to set
up an equalization fund for the benefit of areas with lower per capita tax
revenue. Lastly, constitutional forceisgivento the application of the golden
rule to local authorities, which may borrow only to finance investment.

In order for the new text of the Constitution to be applied adequately,
therewill haveto be aframework law establishing the relationship between
regional laws and central government legislation defining the fundamental
principles. Many aspects call for the definition of common rules, especially
as regards autonomous tax-levying powers, equalization mechanisms,
budgetary constraints and accounting methods.



THE OUTLOOK

Budgetary policy in the euro area

The stability programme updates submitted at the end of 2001, while
reaffirming the goal of achieving budgets in balance or in surplus in the
medium term, set less ambitious objectives for most countriesfor 2002 and
2003. The revisions reflect the performance of the public financesin 2001
and the macroeconomic situation, both of which were not as good as had
been expected when the earlier programmes were drafted. Moreover,
according to the forecasts for this year released by the European
Commission and by the main international economic organizations, many
countries will not succeed in attaining even the new objectives. There also
remain uncertainties concerning the accounting treatment of some
transactions carried out in 2001.

According to the stability programme updates, the ratio of euro-area
general government net borrowing to GDP should improve by 0.2
percentage pointsin 2002 and budgetary balance should be achieved in 2004
(Table 35). Inthat year al the countries of the area should have abudgetary
positioninbalanceor in surplusexcept Ireland and, under thelessfavourable
of the two scenarios presented, France. Between 2001 and 2004 the ratio of
general government debt to the area’s GDP is expected to decline by 5.4
percentage points, remaining slightly above the threshold of 60 per cent. It
isforecast to exceed that threshold only in Italy (98 per cent), Belgium (93
per cent) and Greece (90 per cent).

The budgetary policies announced by the maor countries have some
features in common: the improvement in net borrowing between 2001 and
2004 isto come from areductionin primary expenditurein relation to GDP,
only partially offset by a reduction in revenue. In Germany a balanced
budget is projected for 2004, when the ratio of expenditure to GDP is
expected to be nearly 3 percentage points lower than in 2001. However, if
German economic growth were to be significantly slower than expected,
budgetary balance would be put off until 2006. France plans to achieve a
balanced budget in 2004 or else adeficit of 0.5 per cent of GDP, depending
on the macroeconomic scenario; in the first case, the planned reduction in
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spending with respect to 2001 amountsto 2 percentage points of GDP, inthe
second to 1.4 points. Spain should achieve a small surplusin 2004, with a
decline of 0.2 pointsin the expenditure ratio compared with 2001.

Table 35

GENERAL GOVERNMENT NET BORROWING
AND DEBT IN THE EURO AREA
(as a percentage of GDP)

2001 | 2002 | 2003 | 2004 | 2005
Net borrowing (1)

Outturn and European Commission forecasts ............ 1.3 15 1.2 - -
National stability programme update objectives (2) ....... 1.1 0.9 04| -01| -03
Outturn and IMF forecasts .. ..., 1.3 1.6 1.1 - -
Outturn and OECD forecasts ................cccovuann.. 1.3 15 1.2 - -
Debt

Outturn and European Commission forecasts ............ 69.2 | 68.6 | 67.2 - -
National stability programme update objectives (2) ....... 68.7 | 67.2 | 655 | 63.3| 61.6

Sources: Based on data published by the European Commission (Spring Forecast, April 2002), the IMF (World Economic Outlook, April
2002) and the OECD (Economic Outlook, April 2002) and the updates to national stability programmes submitted in the last months
of 2001.

(1) The figures exclude the proceeds of sales of UMTS licences. - (2) Updates refer to the period 2001-05. For Finland, Greece, Ireland,
Luxembourg and the Netherlands they refer only to the period 2001-04; the averages for 2005 are accordingly calculated using the same
objectives as for 2004 for those countries.

The European Commission’sforecastsfor 2002 indicate an increasein
the ratio of euro-area general government net borrowing to GDP of 0.2
percentage points, bringing it to 1.5 per cent (net of the proceeds of UMTS
licence sales). For some countries the Commission’s estimates differ
significantly from the latest stability programme updates, owing in part to
differing assumptions concerning the main macoeconomic variables.
Germany and Portugal, according to the Commission, will still run deficits
ontheorder of 3 per cent (against targets of 2 and 1.8 per cent respectively).
The French deficit, in the Commission’s projection, will worsen by half a
point (2 per cent of GDP against 1.4 per cent in the update). That of Italy is
expected to decrease by 0.1 points to 1.3 per cent of GDP (against an
objectiveof 0.5 per cent). Similar forecastshave been rel eased by the OECD
and the IMF, which put area-wide net borrowing at 1.5 and 1.6 per cent of
GDP respectively.

The Commission and the international organizations forecast an
improvement in the area’s budget balance in 2003, attributable mainly to
better economic conditions. Net borrowing should come to 1.2 per cent of
GDP, compared with the 0.4 per cent figure indicated by the stability
programme updates.



According to the Commission’s forecast, between 2001 and 2003 both
the primary budget surplus and interest payments in the area will decrease
by 0.2 percentage pointsin relation to GDP. The lower surplusisto come
from a reduction of 0.5 points in revenue, that will more than offset the
expected decline in primary expenditure. The cyclically adjusted primary
surplus should remain basically unchanged in 2002 and 2003 at its 2001
level of 2.4 per cent of GDP.

The European Council has observed that the programmes of the
principal countries are based on economic assumptions that could prove
overoptimistic and pointed to several problems. Specifically, the German
deficit could come closer to the threshold of 3 per cent of GDP in 2002 if
economicgrowth provessignificantly lessthan forecastinthe Government’s
programme. The Council aso took a negative view of the French
postponement of budgetary balance to 2005 under the less favourable
economic scenario. Finally, it called on Portugal to control the dynamics of
its budget aggregates in order to prevent significant target overshoots.

The Stability and Growth Pact set the medium-term objective of
budgetary positionsfor EU member countries closeto balance or in surplus.
The European Council subsequently explained that the reference period for
this objective corresponds to a business cycle, suggesting a situation in
whichthebudgetary position fluctuatesaround balanceaccordingto cyclical
devel opments without ever showing a deficit larger than 3 per cent of GDP.
Theresultsfor 2001 confirm the validity of this design of European budget
rules. Thecountriesthat had already attai ned the medi um-term objectivehad
scope for stabilization policies without running significant deficits. It is
crucial that the countries still far from budgetary balance complete the
advancetowardsthat goal on schedul e. Repeated postponements, especially
if not due to particularly poor cyclical conditions, could undermine the
credibility of the commitment to structural equilibrium in the public
finances.

Budgetary policy in Italy

The outlook for 2002. - The Economic and Financial Planning
Document for 2002-06 released in July 2001 confirmed the targets for 2001
and 2002 set in Italy’ sstability programme update of December 2000. While
noting the obstacles to their attainment, the Planning Document indicated
that general government net borrowing wasto fall to 0.8 per cent of GDPin
2001 and 0.5 per cent in 2002, while the primary surpluswasto riseto 5.4
and 5.5 per cent. The Planning Document did not present a detailed picture
of revenue and expenditure and assumed real economic growth of 2.4 per
cent in 2001 and 3.1 per cent in 2002.
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The Planning Document Update presented in October 2001 revised the
growth forecast downwardsto 2 per cent for 2001 and 2.3 per cent for 2002.
Althoughforecast net borrowingwasrevised upwardsto 1.1 per cent of GDP
for 2001, the objective for 2002 was reaffirmed. The same figures were
repeated in November in the stability programme update.

In order to achieve the target for 2002, the Government presented a
budget correction amounting to 0.7 per cent of GDP. It was passed by
Parliament with only limited modifications. According to official estimates,
the measures will produce€11.5 billion of additional revenue (increases of
€14.7 billion minus decreases of €3.2 billion) and €2.4 billion of added
expenditure (increasesof €6.3 billion minusdecreasesof €3.9 hillion). The
measures involving spending increases and revenue decreases are largely
permanent. Those designed to raise revenue (equivalent to about 1 per cent
of GDP) are mainly temporary, and more than half of the amount derives
from property disposals, which will help to soften their repercussions on
economic activity.

The property sales are expected to raise €7.7 billion. One third of the
additional revenue projected in the budget is to come from measures to
encourage the revaluation of corporate assets (€2.6 hillion), the
regul arization of underground employment (€1 billion) and therepatriation
and regul arization of assetsheld abroad in violation of tax laws (€21 billion).
Of thetotal of €3.9billionin spending cuts, €1.2 billionisexpectedto come
from the application of the domestic stability pact and €600 million from
tighter controls on purchases of goods and services.

The effectiveness of the revenue measures depends on the response of
economic agents. Realizing the expenditure savings that are expected from
the rules on local authority finances depends on cooperation between the
different levels of government.

The Quarterly Report on the Borrowing Requirement released in April
2002 confirmed both the GDP growth forecast for 2002 of 2.3 per cent and
the deficit target of 0.5 per cent. By comparison with the 2001 Planning
Document, it lowered the estimates for both interest payments and the
primary budget surplus by 0.3 percentage points, to 5.7 and 5.1 per cent of
GDPrespectively. The Report attributesthe projected small improvement of
0.2 pointsinthe primary balance compared with 2001 to a0.4-point increase
in revenue to 46.2 per cent of GDP, partly offset by an increase in primary
expenditure to 41 per cent. The ratio of tax and social security contribution
receiptsto GDP isforecast to decrease by 0.1 points to 42.3 per cent.

There are uncertainties concerning the effectiveness of the deficit-
containment measures for 2002 and the realization of the economic
assumptions adopted in the Government documents. In thefirst few months



of 2002 the general government financial bal ances have been significantly more
negative than a year earlier. Moreover, in the last two years there have been
problems in estimating budget figures before the end of the year, especidly in
the hedlth sector. The preliminary estimate of net borrowing for 2000 later had
to be revised upwards by 0.2 per cent of GDP.

The Report on the Borrowing Requirement, while reaffirming the net
borrowing target for 2002, increased the estimate of the state sector borrowing
requirement. Net of privatization receipts and settlements of past debts, the
estimated requirement was raised from the €18.6 hillion indicated in the
Economic and Financial Planning Document and the<€22.2 billion projected in
the October update to €26.3 hillion, about €3 hillion less than the figure for
2001. The Report projects that the state sector net borrowing requirement will
be larger than generd government net borrowing, as in 2000 and 2001; the
differenceis seen asincreasing further, to €19.3 billion or 1.5 per cent of GDP.
Settlements of past debts are expected to amount to €10.4 hillion, about the
same asin 2001

According to the Report, the public sector borrowing requirement net of
privatization recel ptswill amount to-€40.6 billion, compared with€41.7 billion
in 2001 (3.2 and 3.4 per cent of GDP respectively). This would result in a
relatively modest reduction in the ratio of debt to GDP.

The difference between the estimate of genera government net borrowing
on a cash basis and that calculated using ESA95 (on an accrual basis), which
was negligible in 1999 and exceeded 1.5 per cent of GDP in 2001, will
apparently increase further in 2002, to more than 2 per cent of GDP (Figure 23).

Figure 23
NET BORROWING IN ITALY ON AN ACCRUAL
AND A CASH BASIS
(billions of euros)

90 90
- public sector net borrowing on cash basis (1) (3)

general government net borrowing on accrual basis (ESA95)
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Sources: Based on Bank of Italy, Istat and Ministry for the Economy and Finance data.

(1) Public sector deficit: borrowing requirement net of privatization receipts and the balance on the financial account (Quarterly Report on
the Borrowing Requirement). - (2) Estimate obtained as general government borrowing requirement net of privatization receipts, calculated
by the Bank of Italy on the funding side, less the balance on the public sector’s financial account (Quarterly Report on the Borrowing
Requirement). - (3) For 1997-2001 (the period for which data are available), account has been taken of the adjustments made by Istat
(in accordance with ESA95) to the items classed as financial items by the Ministry for the Economy and Finance.
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Genera government net borrowing on a cash basis can be estimated
either from that sector’s borrowing requirement, calculated by the Bank of
Italy on the funding side, or from the public sector borrowing requirement,
calculated by the Ministry for the Economy and Finance on the formation
side. The difference between these two balances, which was fairly large in
1999 and 2000 at 0.5 and 0.6 per cent of GDP respectively, fell back to 0.3
per cent in 2001.

A technical committee has been set up at the Prime Minister’s Office
to analyze the consistency between the various public finance indicators.
The committee is composed of representatives of Istat, the Ministry for the
Economy and Finance and the Bank of Italy.

In thefirst four months of 2002 the state sector borrowing requirement
net of settlements of past debts and privatization receipts came to €30.2
billion, €1.8 billion morethan in the same period of 2001. Theincreasewas
curbed by controls on disbursements. A contribution came from swaps that
reduced outlays by about €4 billionin April; thisreduction will presumably
be offset by an equal increase in outlaysin the rest of the year.

The general government net borrowing requirement in the first three
months came to €24.6 billion, €9.3 billion more than in the first quarter
of 2001.

The outlook for the medium term. - The Economic and Financial
Planning Document published in July 2001 called for budgetary balanceto
be achieved in 2003 and then maintained over thefollowing threeyears. The
stability of the overall balance was to result from concurrent reductions in
interest payments and the primary surplus. The ratio of debt to GDP wasto
fall below 100 per cent in 2004 and be down to 92.8 per cent in 2006. These
objectives were essentially reaffirmed in the stability programme update of
November 2001. To achieve abalanced budget in 2003, an adjustment equal
to 0.3 per cent of GDP isindicated.

The economic programme set forth in the Planning Document aims to
reconcile budget balance with support for economic activity and with a
significant reduction in the overall tax burden on the order of 4 per cent of
GDP between 2002 and 2006. As part of this programme, the Government
has taken several measures regarding the labour market and presented three
enabling bills: oneoninfrastructure (now enacted), one on pensionsand one
on taxes.

The enabling law on infrastructure is intended to facilitate the
completion of public works of pre-eminent national interest, especially in
transport, by simplifying the proceduresfor determining and approving the



top-priority projects. In a subsequent decree law the Government provided
for the creation of two corporations, Infrastrutture S.p.A. and Patrimonio
dello Stato S.p.A., with the purposes, respectively, of financing major
infrastructure projects and capitalizing on State assets.

Infrastrutture S.p.A., which is wholly owned by the centra
government’s Cassa Depositi e Prestiti, will raisethefundsto finance public
worksinthe market. Thecorporation canraisefundsat relatively favourable
rates of interest thanks to government guarantees. To prevent such
guarantees from resulting in actual disbursements by the State, the
corporation must be capabl e of earning areasonablereturn onitsoperations.
Infrastrutture S.p.A. aims at increased private sector involvement in the
realization of public works. By paying an annual lease for the use of the
structures instead of directly financing their construction, government can
at least temporarily activate more projects with agiven annual outlay.

Patrimoniodello Stato S.p.A. isthedesignated vehiclefor al theassets,
including real estate, that are comprised in the general account of the State.
The corporation can retain ownership of these goods or dispose of them by
direct sale or securitization. Theinitial transfer to the corporation of title to
the State’ s assets should not have any impact on net borrowing; Eurostat has
ruled this out in asimilar case involving Austria.

The decree provides that the shares of Patrimonio dello Stato S.p.A.,
initially assigned to the Ministry for the Economy and Finance, can be
transferred to CassaDepositi e Prestiti and to Infrastrutture S.p.A. or totheir
subsidiaries. Inthisway Infrastrutture S.p.A. can offer collateral to providers
of finance.

The enabling bill on the pension system is intended to speed up the
development of supplementary private pension plans. It will not affect the
long-term trends of public pension spending. Some of its provisions widen
the gap between outlays and contribution receipts.

The bill provides for the compulsory payment of annual allocationsto
employees’ severance pay funds into supplementary pension plans. It
introduces freedom of choice for workers between collectively bargained
occupational funds and open plans. It providesfor firmsto be compensated
through facilitated access to credit and a reduction in labour costs. And it
increases the tax reliefs for pension funds.

Theincentiveto continueworking, consistinginreduced social security
contributions for workers who are eligible to retire and elect not to, is not
substantially different from that introduced with the Finance Law for 2001
and may not significantly affect workers' choices. The hill provides for a
reduction of between 3 and 5 percentage pointsin employers contributions
for newly hired workers on permanent contracts, with no corresponding
reduction in pension entitlements.
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Theenabling bill ontax matters providesfor agradual reform of thetax
system. The reform is designed to simplify the system, eventually bringing
thenumber of taxesdownto just five: personal incometax, corporateincome
tax, value added tax, taxes on services and excise taxes. The most important
changes will involve personal and corporate income taxes.

Personal income tax brackets are to be reduced from the present five,
corresponding to ratesranging from 18 to 45 per cent, to just two, with rates
of 23 and 33 per cent, whiletax allowancesareto be gradually convertedinto
deductions from taxable income, concentrated on lower and middle
incomes. The lack of information on the structure of the deductions makes
itimpossibleto evaluatetherevenue and income-redistribution effects of the
proposed changes. As for the taxation of investment income, the measure
callsfor the exclusive use of withholding tax, except in the case of qualified
shareholdings, and for the convergence of the tax rate on these incomes to
12.5 per cent. In addition, the taxation of accrued capital gains on managed
assets will be abandoned in favour of taxation of realized gains.

Asfor corporatetaxes, themeasure providesfor theabolition of thedual
incometax, the lowering of the ordinary tax rate from 36 to 33 per cent, and
the progressive elimination of Irap. Thiswould meanareturnto the previous
tax regime of relatively more favourable treatment of debt with respect to
equity. The reform aims at general tax reductions regardless of firms
financial choices. In 2001 thetotal tax rate on corporate profitswas between
40.25 and 23.25 per cent, depending ontheamount of asset increaseseligible
for the lower rate under the dual income tax. Under the reform proposal the
total rate would go to 37.25 per cent (and to 33 per cent when Irap is
completely phased out). Thereform would a so introduce taxation of groups
on aconsolidated basis.

To haveapositive effect on the expectations of economic agents, thetax
reductionsmust be perceived aspermanent. To that end, they cannot produce
budget deficits and must be based on a corresponding decrease in the ratio
of expenditure to GDP, which in the years to come will necessarily be
achieved by curbson primary outlays. Budgetary balancewill acceleratethe
decline in the debt ratio and help create the conditions for afurther easing
of the tax burden. The temporary measures will have to be supplanted by
permanent ones.

The savings generated by the replacement of old, high-yield securities
with new issues at lower rates are petering out. The Government estimates
that the ratio of interest payments to GDP will decrease by about 1
percentage point between 2001 and 2006.

To achieve the budgetary and tax ratio objectives, structural reformsin
the main areas of expenditure are indispensable. Failing such action, given
the projections of the ratio of pension spending to GDP, the commitment to



hold health care spending to 6 per cent of GDP and that to increase public
investment, there would have to be a sharp contraction in real spending on
other items, essentially on purchases of goods and services and on staff.
However, the downward trend in the number of public employees that
prevailed during the 1990s has halted in the last two years. If the adjustment
involved all primary current expenditure, under the economic scenario set
forth in the Economic and Financial Planning Document it would be
sufficient for such spending to remain constant in real terms.

Achieving these objectives requires the contribution of all levels of
government. The increase in regional autonomy in matters of taxation
and spending envisaged by the recent constitutional reform must be
accompanied by closer coordination between the central government and the
regions, stricter budget rules and uniform, transparent financial reporting.
M aking administrators accountabl e for spending and taxation decisionsand
enabling the community to check their performance are indispensable to
reap thefull fruitsof decentralizationintermsof public sector efficiency and
responsiveness to the needs of citizens.
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THE SINGLE MONETARY POLICY,
FINANCIAL INTERMEDIARIESAND
THE MONEY AND FINANCIAL MARKETS

The Governing Council of the European Central Bank reduced the
official rates by steps in the course of 2001 as inflationary pressures
gradually subsided and economic activity slowed down. The expansionary
action was accentuated after the terrorist attacks in the United States; the
interventions decided by the Eurosystem, the Federal Reserve and the other
principal central banks in the days immediately following 11 September
helped to maintain orderly conditions in the financial markets. In
mid-November theinterest rate on main refinancing operationsstood at 3.25
per cent, 1.5 percentage points lower than ayear earlier. In the last part of
the year and the opening months of 2002, as signs of world economic
recovery gathered strength, official rates were left unchanged. In the euro
areanominal and real short-term yields are currently below the average of
recent decades.

The growth rate of the euro-area monetary aggregates rose to high
valuesin the second half of theyear, partly in responseto temporary factors.
Lending to the private sector slowed down substantially; credit conditions
remained easy. The effective exchange rate of the euro weakened slightly.

Euro banknotes and coins entered into circulation on 1 January 2002
and have been the only legal tender in the area since 1 March. Despite the
complexity and scale of the operation, the introduction of the new notes and
coins and the simultaneous withdrawal of the old national currencies went
smoothly in Italy and the rest of the area.

I nterest rates and the exchange rate

In the first months of 2001 signs emerged of a slowdown in economic
activity in the euro area. The inflationary tensions that had arisen in the
course of 2000 abated thanks to the fall in raw materials prices, the
persistence of wage moderation and the lapsing of the effects of therisein
food prices following the spread of livestock diseases in various European
countries. Consumer priceinflation beganto comedowninJune. On 10 May



2001 the Governing Council of the ECB lowered the rate on main
refinancing operations by 0.25 pointsto 4.5 per cent (Figure 24).
Figure 24
OFFICIAL INTEREST RATESAND MONEY

AND FINANCIAL MARKET RATESIN THE EURO AREA
(daily data and percentages)
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Thereduction in official rates continued in the second half of the year.
On 30 August the main refinancing rate was cut by 0.25 percentage points
to 4.25 per cent. Following the terrorist attacks in the United States, it was
lowered by another 0.5 points to 3.75 per cent on 17 September, in
conjunction with the decision of the US Federal Reserve to reduce the
federal funds target rate by the same amount. Euro-area official rates were
lowered by another 0.5 percentage points on 8 November. On that date the
Governing Council of the ECB a so decided that thereafter it would, asarule,
assessthemonetary policy stanceand makeany changesto official ratesonly
in the first of its two regular monthly meetings.

Signs of world economic recovery emerged in the last part of 2001 and
strengthened in the first few months of this year. In the euro area the risks
for price stability remained limited, despite the rise in inflation in the first
quarter of 2002, due largely to temporary causes.

Long-terminterest rates, measured by theyield onten-year eurointerest
rate swaps, remained just below 5.5 per cent until the end of August. They
fell following theterrorist attacks of 11 September, reaching alow of 4.6 per
cent at the start of November. They rose subsequently, as the military

131



132

operations got under way in Afghanistan and cyclical conditionsimproved;
on 21 May 2002 they stood at 5.4 per cent. The yield differential between
ten-year dollar and euro swaps, which had narrowed to virtually nil in the
wake of the attacks, subsequently widened to around 0.6 percentage points,
inlinewiththefigureregistered at the end of 2000. It iscurrently around 0.3
points.

Thereal short-terminterest ratein the euro area, calculated onthebasis
of surveys of expected inflation, stood at 1.3 per cent in December 2001,
morethan one percentage point lower than ayear earlier (Figure25); in May
2002 it had increased to nearly 2 per cent, till low by comparison with the
decades-long experience of the European countries characterized by price
stability. The corresponding real rate in the United States, where the
slowdown in economic activity was pronounced, was close to zero in
December 2001, more than three points lower than in the previous
December; in May 2002 it was around one percentage point lower than that
in the euro area. In Italy, the real short-term interest rate remained slightly
below that of the area.

Figure 25
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Sources: Bank of Italy calculations based on data from Reuters, Consensus Forecasts and the OECD.

(1) Nominal 3-month Euromarket rates (average of daily rates in the last month of the quarter), deflated using inflation expectations from
the quarterly Consensus Forecasts survey. For the euro area, until December 1998, 3-month LIBOR rates for France, Germany, Italy and
Spain, weighted using each country’s GDP; from January 1999 onwards, 3-month EURIBOR.

The exchange rate of the euro continued to weaken in the first half of
2001, strengthened during the summer and then began to weaken again; it
fell by 1.2 per cent in nominal effective terms in the twelve months to
December. The euro reached a low against the dollar in July; with the
deterioration in the US economic situation it recovered in August and
September, and approached the levels recorded at the end of 2000.
Subsequently it weakened again against the dollar; in December the
depreciation compared with a year earlier amounted to 5.3 per cent. The
appearance of thefirst signs of economic recovery in the United States and
the consequent widening of the differential between long-term yields in
dollars and euros contributed to this development. The euro’'s marked



appreciation against the yen (7.9 per cent) reflected the stagnation of the
Japanese economy. Furthermore, in 2001 there were net outflows of foreign
direct and portfolio investment totaling €68.2 billion (but with net inflows
of €27.2 billion in the third quarter, when the euro strengthened). In 2002,
after weakening further in January the euro staged agradual recovery; on 21
May it had appreciated by 1.8 per cent in nominal effectivetermsand by 4.5
per cent against the dollar since the start of the year.

The money supply and credit

Thetwelve-month growth in euro-area M 3 accel erated during the year,
rising to 8.2 per cent in December; the three-month moving average
remained below the reference value of 4.5 per cent until May beforerising
to 7.9 per cent in December.

The rapid expansion in M3 reflected the acceleration in consumer
pricesinthefirst half of 2001 and, to alesser extent, thereductionininterest
rates in the course of the year. Stock market uncertainty may also have
contributed by encouraging investors to increase the share of monetary
assetsin their portfolios.

In December the ECB Governing Council confirmed 4.5 per cent asthe
reference value for the growth of M3 in the medium term on the basis of the
estimates for the macroeconomic variables considered: the area’s potential
output growth would lie between 2 and 2.5 per cent and M3 income vel ocity
would decline at atrend rate of between 0.5 and 1 per cent. The Governing
Council observed that the relatively high growth rate of M3 in 2001 had to
be assessed in the light of both the portfolio shifts in response to the
heightening of uncertainty in the financial markets and of the deceleration
intotal lending to the private sector (from twelve-month growth of 10.1 per
cent in December 200010 6.7 per cent last December). For thesereasons, the
expansion in M3 should not be taken as signaling inflationary risks unless
this behaviour persistsin the future.

In Italy, asin the euro area as a whole, the growth in monetary assets
accelerated in 2001. The twelve-month increase in the Italian contribution
to euro-area M3 was 6.8 per cent in December, compared with 4.6 per cent
in December 2000. In Italy too there was asignificant pick-up in the growth
in short-term deposits (9.4 per cent for overnight deposits and 7.4 per cent
for deposits redeemable at notice of up to 3 months) and money market
shares and units (to 126.7 per cent, compared with minus 3.1 per cent in the
twelve months to December 2000); however, the latter instruments still
account for only asmall proportion of the aggregate (3.7 per cent in March
2002). The contraction in currency in circulation (currency held by the
publicand banks) only began after the summer and wasequal to 13.8 per cent
in December.
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There was a dlight let-up in the growth in total lending to the private
sector, from 14.5 per cent in 2000 to 11.2 per cent last year. The slowdown,
which was concentrated in bank loans, was partially offset by arecovery in
loansfrom abroad and by substantial bond issues; against the background of
expansionary supply-side conditions, it reflected the fall in corporate
demandfor credit, counterbalanced in part by the persistence of rapid growth
in loans to households. Although corporate debt rose marginally in 2001, it
remains low by historical standards.

The changeover to the euro

Euro banknotes and coins were put into circulation between 1 January
and 28 February of this year; the withdrawal of banknotes denominated in
national currencies is now virtually complete. Despite its complexity, the
operation went smoothly, thanks to the cooperation among the parties most
directly involved in the operational aspects and to the positive reception of
the new currency by the public. Theimpact on consumer priceinflation was
moderate and in line with expectations both in Italy and in the euro area as
awhole.

Inltaly, thestrategic and operational aspectsof thechangeover had been
set out inthenational plan drawn up by the Euro Committeein January 2001.
The plan adopted a gradual approach, to avoid a concentration of requests
for new banknotes and coins, especialy at the beginning and the end of the
period of dual circulation, and to minimizetheinconveniencefor consumers
and businesses. The decision to extend the period of dual circulation to 28
February, the latest date envisaged by the Ecofin Council, was consistent
with this gradualism. Special attention was paid to the security-related
aspects of the changeover.

Both the delivery of euro notes and coins to post offices and banks
(frontloading) and their subsequent distribution by these to commercial
chainsand smaller retail ers (sub-frontloading) went smoothly inItaly. There
werenoinstancesof eurosentering into circul ation ahead of schedule. Banks
and post officestook delivery of notesworth€21.2 billion, avalue equal to
21.6 per cent of the amount produced, in line with the European average.
Sub-frontloading was very limited: the banking system delivered 0.3 per
cent of the amount it had received from the Bank of Italy to the distributive
sector, compared with an average of 10.5 per cent in the area. The value of
frontloaded coinswas very substantial (82 per cent of the amount minted at
31 December 2001, against an area average of 73 per cent). Starting on 15
December, post offices and banks made available more than 30 million
starter kits of euro coins worth €12.91 to enable people to familiarize
themselves with the new coins; around one third of these kits were actually
taken up.



The distribution of the new currency and simultaneous withdrawal of
lirabanknotes and coins was virtually complete by 28 February. A key role
in distributing the euro was played by the ATM network, which was fully
converted to the euro by 12 January, ahead of schedule. A measure of the
speed of distribution of the euro is the ratio of the value of euro banknotes
toal banknotesin circulation (theeuro progressratio). Intheareaasawhole
it was 33 per cent on 1 January and roseto 86 per cent at the end of February.
In Italy the corresponding figures were 25 and 85 per cent; the initia
difference was therefore made good during the period of dual circulation.
This pattern was consistent with the gradual approach set out by the Euro
Committee in the national plan.

The differences in the euro progress ratio among the countries of the
area were largely determined by a mechanical effect: the countries that
began the period of dual circulation with a high euro progress ratio, and
which asarule subsequently maintained their “lead”, werethosewith ahigh
ratio of frontloading to national currency at 31 December 2001. In Italy that
ratio wasrelatively low (33 per cent, compared with 49 per cent on average
inthearea). Thelength of the period of dual circulation did not significantly
affect the speed of the distribution of the euro.

According to datafrom the Ministry for the Economy and Finance, the
use of the euro in retail transactions spread quickly in Italy. On 3 January
around 25 per cent of cash purchaseswere made in euros, compared with 40
per cent on average in the area. By 14 January the proportion exceeded 90
per cent both in the areaas awhole and in Italy.

The approach of the cash changeover spurred holders of cash to move
up its conversion into other instruments. The contraction in currency in
circulationinthe countriesof the areafrom December 2000 onwards caused
an abrupt interruption in the rising trend of the currency time series.

At theend of April 2002 the total stock of euro banknotes and national
banknotes till in circulation was well below the average level for 1999 and
2000 bothin Italy and in the area.

With the introduction of the euro, residents in each country of the area
also hold banknotes and coins put into circulation in other countries. This
“migration” of thecurrency in circulation makesitimpossibleto measurethe
amount actually present in the country. Obtaining reliable information
would require sample surveys, which at this stage are judged excessively
costly. For accounting purposes, it has been decided that starting with the
datafor 31 January 2002 8 per cent of the total of euro banknotesisto be
attributed by convention to the balance sheet of the ECB; the remaining 92
per cent is divided among the balance sheets of the NCBs in proportion to
their individual percentage shares in the capital of the ECB, which for the
Bank of Italy is 18.39 per cent.
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THE HOUSEHOLD AND CORPORATE SECTORS

With consumption growing only moderately, in 2001 the financia
surplus of the household sector rose from 7.8 to 8.6 per cent of GDP
(Table 36). In a period of stock market turbulence, households showed a

Table 36
ITALY: FINANCIAL BALANCES (1)
(billions of lire, millions of euros and percentages)
1998 1999 2000 2001
lire euros euros euros euros

Households .................... 89,090 46,011 71,349 90,807 104,165

of which: external balance ... .. 50,393 26,026 33,029 31,943 34,786
Non-financial corporations ....... -30,070 -15,530 -8,017 -61,058 -36,768

of which: external balance .. ... 9,701 5,010 6.836 9,840 9,697
General government ............ -61,047 -31,528 -24,480 -8,208 -20,613

of which: external balance ..... -149,337 -77,126 -98,503 -50,390 -16,697
Monetary financial institutions . . .. 29,720 15,349 -9,033 12,513 -36,538

of which: external balance ..... -36,580 -18,892 -34,725 -26,230 -27,145
Other financial intermediaries (2) . 3,725 1,924 1,400 -9,831 -9,509

of which: external balance ..... 140,837 72,736 90,943 43,360 =797
Insurance companies (3) ........ -13,155 -6,794 -23,646 -18,694 5,117

of which: external balance ... .. 3,247 1,677 9,992 -2,994 6,012
Restoftheworld ............... -18,263 -9,431 -7,572 -5,529 -5,856

As a percentage of GDP
Households .................... 4.3 6.4 7.8 8.6
Non-financial corporations ....... -14 -0.7 -5.2 -3.0
General government ............ -2.9 -2.2 -0.7 -1.7
Financial institutions (4) ......... 1.0 -2.8 -14 -3.4
Restoftheworld ............... -0.9 -0.7 -0.5 -0.5
Adjusted for inflation, as a percentage of GDP (5)

Households .................... 2.5 4.3 5.7 6.7
Non-financial corporations ....... -1.0 0.0 -4.4 -2.2
General government ............ -1.3 0.0 14 0.1
Source: Bank of Italy.
(1) Rounding may cause discrepancies in totals. — (2) Includes financial auxiliaries. — (3) Includes pension funds. — (4) Monetary
financial institutions, other financial intermediaries and insurance companies. — (5) Only financial instruments denominated in national
currencies, with a fixed monetary value at maturity, are taken into consideration in calculating the adjustment for inflation.

136



heightened tendency to increase the shares of bonds and deposits in their
financial portfoliosand to reducethat of investment fund units. The sector’s
financial liabilities continued to grow, albeit more slowly than in the
preceding years.

The ratio of firms gross operating profit to value added remained
virtually unchanged. The rise in the corporate sector’s financial costs as a
result of thelargeincreasein itsdebt contributed to thefall in self-financing
from 16.5to 15.7 per cent of value added. In view of the limited expansion
in investment and the reduction in stocks, the sector’s financial deficit
dropped from 5.2 to 3 per cent of GDP.

On the basis of data for the companies surveyed by the Company
Accounts Data Service, net profitsin 2000 wereequal to 7 per cent of equity,
about 2 percentage points less than in 1999. From 1996 to 2000 they
averaged 8 per cent of equity, compared with 3.5 per cent in thefirst half of
the 1990s.

Italy’ stotal stock of financial assetsamountedto€8,465 billionin2001
and declinedfrom7.2to 7timesGDP. Thisratioislower than those recorded
in the other major euro-area countries.

Thefinancial accounts of households

The financial surplus of the household sector (comprising consumer
households, sole proprietorships with up to five employees and private
social institutions) rose from €90.8 billion in 2000 to €104.2 billion last
year (Table 37). This was equal to 8.6 per cent of GDP, more than 4
percentage points higher than the low of the last seven years recorded in
1998.

Grossfinancial assets grew by €126.1 billion, compared with €129.7
billion in 2000.

Holdings of currency and sight deposits rose by €19 billion; thissharp
accel eration with respect to the previousyear waspartly dueto thereduction
in the opportunity cost of these instruments, which reflected the declinein
interest rates on alternative short-term assets. Other bank deposits and
post office deposits rose by €10.2 billion, against €8.4 billion in 2000; a
contraction in bank certificates of deposit was counterbalanced by faster
growth in post office time deposits. There was an ample shift in the
composition of households’ portfoliosin favour of deposits and securities,
whose proportion of their total financial assets rose by around 6 percentage
points to nearly 50 per cent.
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Table 37

FINANCIAL ASSETSAND LIABILITIESOF ITALIAN HOUSEHOLDS (1)
(millions of euros and percentage composition)

End-of-period stocks Flows
Percentage composition
December 2001 December December 2000 2001
2000 2001
ASSETS
Cash and sight deposits .. .. 403,591 14.1 16.3 9,687 19,016
Other deposits ............. 273,829 9.7 1.1 8,439 10,199
bank .......... ... ... 101,244 3.8 4.1 -870 -3,572
postoffice ............... 172,585 5.9 7.0 9,309 13,772
Short-term securities ....... 22,292 0.9 0.9 -4,885 815
Medium and long-term
securities ............... 415,344 15.0 16.9 56,026 39,318
of which: government .. ... 191,981 7.3 7.8 24,369 -4,319
Investment fund units .. ..... 360,477 15.1 14.6 5,744 -6,637
Shares and other equity . .. .. 382,725 23.7 155 -16,226 -1,887
External assets ............ 232,843 8.6 9.2 31,943 34,786
of which: short-term
securities ........... 889 0.0 0.0 99 56
medium and long-term
securities ............ 91,572 2.8 3.7 913 15,037
shares and other equity . 94,012 3.9 3.8 17,716 23,865
investment fund units . .. 41,492 1.7 1.7 14,488 -5,118
Insurance and pension  fund
reserves (2) ............ 364,540 121 14.8 40,128 35,629
Other financial assets (3) .. .. 15,370 0.8 0.7 -1,174 -5,095
Total assets ....... 2.471,011 100 100 129,682 126,144
LIABILITIES
Short-term debt (4) ......... 55,618 15.8 14.8 3,024 -811
of which: bank ........... 54,958 15.6 14.6 2,800 -788
Medium and long-term debt (5) 222,962 58.7 59.4 23,784 17,322
of which: bank ........... 202,821 53.1 54.0 21,810 17,111
Other financial liabilities (6) . . 97,015 25.5 25.8 12,067 5,468
Total liabilities . ... 375,595 100 100 38,875 21,979
Balance .. 2.095,416 90,807 104,165

Source: Bank of Italy.

(1) Consumer households, non-profit institutions serving households, and sole proprietorships with up to 5 employees. Rounding may
cause discrepancies in totals. - (2) Includes insurance reserves of both the life and casualty sectors and pension funds. - (3) Includes
trade credit and other minor items. - (4) Includes finance provided by factoring companies. - (5) Includes finance provided by leasing
companies, consumer credit from financial companies and other minor items. - (6) Includes staff severance pay provisions and other

minor items.




The world economic slowdown and the fall in share prices prompted
householdsto build up their investment in lessrisky assets and to dispose of
investment fund units.

Holdings of medium and long-term bonds continued to grow strongly,
rising by €54.4 billion, compared with €56.9 billion in 2000; an increase
in the net flow of foreign bonds was accompanied by a decrease in that of
domestic bonds. Holdings of short-term debt securities began to grow again
after diminishing in 2000.

Domestic shares and other domestic equity held directly by households
declined by €1.9 billion. Holdings of Italian investment fund unitsalsofell;
the contraction of €6.6 billion mainly involved equity and balanced funds.

Italian households' net purchasesof foreign sharesand investment fund
unitstotaled<€18.7 billion, compared with€32.2 billionin2000. Overall net
purchases of foreign financial assets rose from €31.9 billion to €34.8
billion.

The growth in households' gross financial liabilities was substantial,
but smaller than in the preceding years (€22 billion, compared with around
€40billioninboth 1999 and 2000). Theratio of financial liabilitiesto assets
roseto 15.2 per cent in 2001, from 12.5 per cent in 1999.

Debts towards banks and other credit intermediaries increased by
€16.5 billion. A contraction in short-term debt was offset by growth in the
medium and long-term component, which increased by just over 8 per cent
(compared with an average of 16 per cent in 1999 and 2000).

Thefinancing of enterprises and their liquidity

In 2001 the profitability of enterprises, measured by the ratio of gross
operating profit to value added, remained broadly unchanged with respect
to the previous year at 36 per cent. The further rapid expansion in debt
pushed net interest expense up from 13.6 to 15 per cent of gross operating
profit (Figure 26). Self-financing fell from 16.5 to 15.7 per cent of value
added.

In connection with a slowdown in gross fixed investment and
destocking, the proportion of investment covered by internally generated
fundsrosedlightly (from 73 to 74 per cent). The corporate sector’sfinancial
deficit decreased from €61.1 billion to €36.8 billion (Table 38).

In 2001 gross financial liabilities grew by €96.7 billion, compared
with €103.8 hillion in 2000; the foreign component contributed
substantially.
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THE EXTERNAL FUNDING REQUIREMENT OF ITALIAN FIRMS (1)

(annual data)

Figure 26
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Sources: Istat and Bank of Italy.

(1) Estimate for the sector “non-financial corporations” based on the national economic accounts of the institutional sectors according to
ESA95 (1990-2000). Investment includes stocks. The data for 2001 are estimated on the basis of the national accounts for the year. The
data for 2000 and 2001 are provisional. - (2) Indices, 1990=100.

The expansion in debt (in the form of loans or securities) was smaller
than in 2000 (€53.3 hillion, against €79.6 billion). The deceleration was
attributable to loans, whose growth slowed down from €79.9 hillion to
€39.6 hillion, while net issues of medium and long-term securities showed
a sharp increase of €13.4 billion, compared with a contraction of €0.4
billionin 2000. Despite the decel eration, the stock of debt rosefrom 58.1 to
59 per cent of GDP, around 5 percentage points higher than the average of
the past decade (Figure 27).

Leverage, measured by the ratio of debt to the sum of debt and equity,
was equal to 37.9 per cent at the end of 2001, around 2 percentage points
higher than at the end of 2000. However, Italian firms are still less highly
leveraged than in the first half of the 1990s.

The flow of short-term debt, which had increased sharply in 1999 and
2000 owing to mergers and acquisitions carried out by several large firms,
fell from €51.8 billion in 2000 to €8.3 hillion, while that of medium and
long-term debt rose from €27.8 hillion to €45 billion. Consequently,
short-term debt decreased from 58.3 to 56 per cent of the overall stock of
debt; this ratio is double that for the firms of the other major euro-area
countries.



Table 38

FINANCIAL ASSETSAND LIABILITIESOF ITALIAN ENTERPRISES (1)

(millions of euros and percentage composition)

End-of-period stocks Flows
Percentage composition
December 2001 2000 2001
December 2000 [December 2001
ASSETS
Cash and sight deposits ......... 105,625 8.1 7.6 10,770 8,765
Other deposits .................. 9,224 0.9 0.7 3,470 -1,928
of which: bank ............... 8,208 0.9 0.6 3,439 -2,008
Short-term securities ............ 187 0.0 0.0 -349 -504
Medium and long-term securities . . 32,225 3.0 2.3 2,368 -2,761
of which: government ......... 17,696 1.6 1.3 -3,031 -2,567
Shares and other equity .......... 694,307 43.6 50.0 27,697 21,251
Investment fund units ............ 5,013 0.5 0.4 80 -92
Tradecredit .................... 216,412 17.0 15.6 -13,438 13,080
Other financial assets (2) ......... 45,135 4.2 3.3 -3,881 -6,588
Externalassets ................. 279,672 22.7 20.1 16,058 28,727
of which: trade credit receivable 69,958 5.0 5.0 7,274 10,245
securities ........... 21,831 17 1.6 -685 1,205
shares and other equity| 136,516 11.6 9.8 5,036 15,109
Total assets ........ 1,387,801 100.0 100.0 42,774 59,950
LIABILITIES
Domestic liabilities ............. 1,981,474 87.4 87.6 97,613 77,689
Short-termdebt (3) ............. 319,192 13.9 141 44,151 12,478
of which:bank ................. 292,227 12.7 12.9 36,340 11,269
Medium and long-term debt (4) ... 282,996 11.7 125 28,996 32,742
of which:bank ................. 221,278 9.3 9.8 21,661 23,189
Securities ... 11,587 0.4 0.5 -1,349 6,902
of which: medium and long-term . 8,698 0.3 0.4 -1,360 6,515
Shares and other equity .......... 1,046,183 48.0 46.3 31,341 5,188
Tradecredit .................... 220,829 9.4 9.8 -13,713 13,347
Other financial liabilities (5) ....... 100,687 4.0 4.4 8,187 7,032
External liabilities .............. 279,580 12.6 12.4 6,218 19,029
of which: trade credit payable .. 39,768 14 1.8 2,759 9,236
debt ................ 104,176 4.7 4.6 7,780 1,201
of which: medium and
long-term securities . 18,606 0.5 0.8 989 6,846
shares and other equity| 130,578 6.5 5.8 -3,083 9,226
Total liabilities .. ... 2,261,054 100 100 103,831 96,718
Balance ...l -873,253 -61,057 -36,768

Source: Bank of Italy.

(1) The datarefer to non-financial corporations. Rounding may cause discrepancies in totals. - (2) Includes insurance technical reserves
and other minor items. - (3) Includes finance provided by factoring companies. - (4) Includes finance provided by leasing companies.-
(5) Includes severance pay provisions and other minor items.
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Figure 27
ITALIAN CORPORATE SECTOR DEBT (1)
(annual data; percentages)
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Sources: Bank of Italy and Istat.
(1) The data refer to “non-financial corporations”. From 1995 they refer to new definitions of instruments and sectors of economic activity
introduced by ESA95.

Domestic and foreign trade credit payable rose by €22.6 hillion,
accounting for roughly a quarter of the total increase in liabilities.

In 2001 theflow of sharesand other equity amountedto€5.2 billionfor
the domestic component and €9.2 billion for the foreign component (€31.3
billionand -€3.1billionin 2000); theoverall flow of sharesand other equity
accountedfor 14.9 per cent of thetotal flow of liabilities, compared with 27.2
per cent in 2000.

Firms' grossfinancial assets showed alargeincrease of €60 billion, up
from €42.8 hillion in 2000. Among assets, there was a substantial rise of
morethan<€23billionintradecredit receivable, set against asimilar increase
intrade payables. The expansionin sight deposits continued but was smaller
than in 2000 (€8.8 billion against €10.8 billion).

Firms' holdingsof sharesand other equity recorded robust growth, with
the domestic component rising by €21.3 billion and the foreign component
by €15.1 billion. Acquisitions of several large companies contributed to the
growth.



BANKSAND OTHER CREDIT INTERMEDIARIES

In 2001 the activity of Italian banks was affected by the unfavourable
economicandfinancial climateinltaly andtheother leading economies. The
slowdownineconomic activity wasreflected inlower growthinlending; the
turbulenceinthe mainfinancial markets caused afall inthedemand for asset
management services; and the problems of some countriesand largeforeign
firms, whichin some casesdegeneratedintofinancial instability, required an
increase in prudential provisions. The profitability of the banking system
declined for the first time since 1997: the return on equity fell from 11.6 to
8.9 per cent.

The slowdown in lending was common to all categories of customer;
it was more pronounced for large firms and for financial companies,
whose bank borrowing in late 2000 and early 2001 to finance corporate
restructuring operations had been higher than would have been expected on
thebasisof thelevel of investment andinterest rates. By theend of December
corporate lending was again in line with expectations. The rapid growth in
consumer credit and the lively property market fueled the expansion in
lending to households, which is still underdeveloped in Italy. Interest rates
on short-term loans adjusted rapidly to conditions in the money market
(Figure 28). Credit conditions generally remained easy.

Banks domestic fund-raising increased morerapidly, especialy inthe
second half of the year. High uncertainty in financial markets and the
narrowing of the yield differential between government securities and
bank deposits (an indicator of the opportunity cost of holding the latter)
encouraged an expansion in banks more liquid liabilities. Banks' issues
of bonds, especially those of subordinated paper, continued to grow
strongly.

As in previous years, banks reduced their securities portfolios and
increased their net external liabilities. The ratio of liquid assets (cash and
securities) to loans declined further from the already low level reached in
2000 (Figure 29).
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The growth in net interest income produced by the increase in lending
offset the contraction in net fee income from services and income from
securities trading. The increase in operating costs and the very large
allocations to provisions caused net profit to fall by 19.8 per cent.

Figure 28

BANK INTEREST RATES AND DIFFERENTIALSIN RELATION TO
YIELDS ON GOVERNMENT SECURITIESIN ITALY (2)
(quarterly data; percentages and percentage points)
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Figure 29

BANKING INTERMEDIATION IN ITALY
(year-end data; percentages)
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(1) As a percentage of GDP; left-hand scale. - (2) Cash and securities. - (3) On previous year; right-hand scale. Year-end stocks deflated
using the GDP deflator.

Lending

Lending by Italian banksto residentsincreased by 7.4 per cent in 2001,
compared with 13.1 per cent the previous year (Table 39). Despite this
slowdown, the rate of increase was till higher than the growth in nominal
GDP (4.4 per cent) and morethan the averagefor the euro area (5.3 per cent;
Figure 30).

Theslowdownwasmainly inlendingtofirms(from 15.6t08.7 per cent)
and to financial and insurance companies (from 25.3 to 10.3 per cent), and
was especially pronounced in large loans to finance mergers, acquisitions
and other corporate restructuring operations.

In 2000 the bank debt of firmswith atotal exposurein excessof €103.3
million (200 billion lire) had increased by €33.3 billion, or 38.3 per cent. It
accelerated further in the first few months of 2001 but then slowed down,
owing partly to repayments due to greater recourse to bond issues by some
large enterprises and afall in the number of mergers and acquisitions.

Attheend of 2001 syndicated loansgrantedtoresidentsby Italian banks
and their foreign branches amounted to €57 hillion, equal to 11 per cent of
total corporate lending. Although it is growing rapidly, the market in Italy
isstill less developed than in the other leading countries.

According to datafrom specialist compani eson operationswhoseterms
have been made public, in 2001 new syndicated |oansto I talian firmstotal ed
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€31 billion, or 1.7 per cent of theworld total (compared with<€5 billion and
0.6 per centin 1995). Italian banks acted aslead institution for loanstotaling
€24 hillion, 1.3 per cent of the total (€2 billion and 0.2 per cent in 1995).

Table 39

MAINITEMSIN THE BALANCE SHEETSOF ITALIAN BANKS(1)
(end-of-period data)

Percentage changes Balances
. il
On 12 months previously On;nrﬁxg)”uzsegligl)’ter, éTéJ?gs)
Dec. Dec. Mar. 2001 December
2000 | 2001 | 2002 o1 Q2 Q3 04 2001
Assets
Securities ... -16.0 | -11.7| -5.3|-25.9 49|-11.8|-11.2| 178,981
government securities . ......... -20.3|-16.4| -85|-31.7 791(-17.4|-19.5| 122,985
Loans ... 13.1 7.4 6.4| 8.8 6.0 9.5 6.1| 980,578
of which: (3)
shortterm (@) .............. 18.5 6.4 22| 11.0 35 9.8 3.1| 464,196
medium and long-term (b) ... | 10.1 9.0 104| 84| 10.1| 115 59| 461,569
@+D®) o 14.2 7.7 6.2| 9.7 6.7 | 10.7 45| 925,765
FEPOS ittt -18.3 | -18.3 2.2|-25.0| 355|-625| 17.1 6,803
baddebts (4) .............. -13.8|-12.7| -13.9| -3.7(-374| -1.3| -2.0 45,356
Memorandum item:
bad debts at realizable value . ... .. -20.1|-13.6|-16.3| -5.9|-47.3| 21.1| -6.9 21,216
External assets ................. 16| -82| -6.6| 22.7| -8.6 1.0|-37.1| 180,538
Liabilities
Domestic funding (5) ............. 6.1 7.8 95| 4.6 74| 10.2 8.7| 978,543
Deposits ... 4.0 6.4 9.0 0.0 6.3| 10.3 8.6 | 643,870
of which: (6)
current accounts ........... 6.0 94| 126| -0.4 8.0| 18.8| 10.7| 446,113
fixedterm ................. -16.1| -11.7| -7.5(-21.7 |-105|-17.1 45 57,202
repayable at notice ......... -6.6 0.1 44| -65| -11 2.4 7.1 57,175
FEPOS «ovii et 35.7| 11.6 8.3| 29.7| 17.2 0.6 1.8 76,164
Bonds(5) ............iiit, 10.7| 10.6| 10.3| 139 9.4 10.2 8.9 | 334,672
External liabilities ................ 11.6 41| -6.4| 50.3 6.5| -9.7|-18.6 | 286,509

(1) The figures for March 2002 are provisional. The percentage changes are net of changes due to reclassifications, exchange rate
variations, value adjustments and other variations not due to transactions. - (2) Calculated on data adjusted for seasonal variations
where appropriate. - (3) Minor items in the aggregate are not reported separately. - (4) The percentage changes are not adjusted for
debt cancellations and assignments. - (5) Including bonds held by non-residents. - (6) Excluding those of central government.




Figure 30

BANK LENDING AND FUND-RAISING IN THE EURO AREA (1)
(monthly data; 12-month percentage change)
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(1) Lending and fund-raising of monetary and financial institutions (MFIs) of the euro area, excluding the Eurosystem, to non-MFI resident
customers.

Lending to manufacturing firms grew much more slowly - by 4 per
cent, compared with 9.8 per cent in 2000 - owing partly to the cyclical
difficulties of the sector and partly to the financial restructuring of some
large groups, which used funds raised through capital increases and bond
issues to reduce their bank debt. The slowdown in lending to the service
sector from 19.2 to 11.2 per cent was attributable largely to the reductionin
lending to telecommunications companies.

Bank lending to households continued to grow apace (by 9.4 per
cent, compared with 13.3 per cent in 2000), both to finance purchases of
residential property and for consumer credit. At the end of the year home
mortgage |l oansto househol ds amounted to€102.2 billion, equal to 10.4 per
cent of total bank lending.
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Consumer credit granted by banks continued to grow strongly, rising by
14.6 per cent compared with 15.4 per cent in 2000, owing partly to alarge
increase in credit associated with the use of credit cards (Table 40). The
growthinlending by finance companies, in contrast, slowed downfrom 14.2
to 6.4 per cent, partly on account of the difficulties in the motor vehicle
market.

Table 40

LEASING, FACTORING AND CONSUMER CREDIT IN ITALY
(end-of-period data; millions of euros and percentage changes on previous year)

Changes

Outstanding Percentage
1999 2000 2001 (1) 2001 (1) of total
Leasing
Totalcredit .................. 22.8 22.7 15.8 53,724 100.0
Finance companies ......... 22.0 22.8 18.6 43,614 81.2
Banks .................... 26.2 21.9 5.3 10,109 18.8
Factoring
Totalcredit .................. 19.9 171 14.2 38,495 100.0
Finance companies ......... 195 17.3 12.9 35,285 91.7
of which: without recourse .. 18.3 35.2 17.1 15,150 39.4
Banks .................... 25.5 14.8 32.1 3,210 8.3
Consumer credit
Totalcredit .................. 18.8 14.9 104 41,181 100.0
of which: creditcards ........ 26.0 26.3 18.2 4,621 11.2
Finance companies ......... 25.9 14.2 6.4 17,470 42.4
of which: credit cards ...... 24.9 27.6 14.8 3,203 7.8
of which: for purchase of motor
vehicles ......... 22.9 7.5 3.7 10,784 26.2
Banks .................... 134 15.4 14.6 23,711 57.6
of which: creditcards ...... 28.0 22.8 26.9 1,418 34
Source: Based on supervisory reports.
(1) Provisional.

Inthe second half of the ninetiesthe main finance companies specializing
in consumer credit were converted into banks, partly in order to have access
to cheaper forms of funding; three of these, which were formed between 1998
and 2001, account for around one quarter of total consumer credit granted by
the Italian banking system. If banks established inthelast four yearsthat were
previoudy specidized financia companies are excluded, the share of
consumer credit granted by the banking system fell from 57.6 to 42.8 per cent.

Lending by the smallest banks increased at the fastest rate. According to
the Bank of Italy’snew classification by size, the shareof “largest” and “large’
banks (those with total assets of more than €20 hillion at the end of 2001)
declined by two percentage points last year to 51 per cent, while that of



“small” and “smallest” banks (with total assets of lessthan€7 billion) rose
by two pointsto 27 per cent.

The consolidation of the Italian banking system from the mid-nineties
onwards did not reduce the market share of the smallest banks. The share of
lending of “largest” and “large” banks has fallen by seven points since the
end of 1995 and that of “small” and “ smallest” bankshasincreased by three.
Mutual banks (banche di credito cooperativo) also increased their share
from 4 to 5 per cent.

Credit conditionsremained generally easy. Thedifferential betweenthe
average and lowest short-term lending rates widened by 15 basis points
during 2001 to 2.3 percentage points, but this was still less than before
July 2000. The rate of drawdown on overdrafts, which had fallen to an
extremely low level in 2000, rose only marginally, from 42.5 to 43 per cent.
The proportion of secured loans decreased dlightly.

In 2001 banks assigned loans totaling €21.3 billion, equal to 2.3 per
cent of loans outstanding at the end of the previous year, mainly by means
of securitization operations. Assignments had amounted to€16.3 billionin
2000 and €11 billion in 1999.

Bad debts decreased by 12.7 per cent, falling to 4.7 per cent of total
lending at the end of the year; this was the lowest level since 1983 and
compared with 5.7 per cent in December 2000. The reduction reflected the
assignment of €9.3billioninirrecoverableloans. Theflow of new bad debts
in 2001 wasvery small, equal to 0.9 per cent of the stock of performingloans
at the beginning of the year, compared with 1 per cent in 2000.

Figure 31
BAD DEBTSOF ITALIAN BANKS
(percentages and percentage changes)
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Sources: Central Credit Register (supervisory reports) and Istat (national accounts).

(1) As a percentage of the stock of performing loans outstanding at the end of the preceding year; annual data; left-hand scale. - (2) At
constant prices in relation to the corresponding quarter of the preceding year; left-hand scale. - (3) In relation to the corresponding quarter
of the preceding year; not adjusted for debt cancellations and assignments; right-hand scale.
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The banks exposure towards customers in temporary difficulties
(so-called impaired positions) rose by 2 per cent, whereas in 2000 it had
fallen by 1 per cent. The increase last year was due mainly to lending to
financial enterprises and consumer households; by contrast, impaired
positions relating to non-financial enterprises and producer households
decreased dlightly.

Figure 32
BANK LENDING RATESIN ITALY AND THE EURO AREA
(monthly data; percentages)
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(1) Weighted averages of national interest rates reported to central banks. The curves indicate trends rather than relative levels of rates,
as they are based on non-harmonized data.

The slowdown in economic activity was not accompanied by a rapid
deterioration in loan quality, mainly for two reasons. First, the cyclical
downturn wasrelatively short and mild. In the past, substantial increasesin
bad debts were recorded during prolonged periods of weak economic
activity, as between 1980 and 1983, or large falls in output, as in 1992-93
(Figure 31). Secondly, at the start of the slowdown firms were in better
financial health thanin the past. The leverage of companiesreporting to the
Company Accounts Data Service, measured by the ratio of debt to the sum
of debt and net worth, had been 60.1 per cent in 1992, more than ten
percentage pointshigher thanin 2000. The economic slowdowndid not raise



the overall company mortality rate, which in 2001 remained at the level
recorded in the two previous years (5.6 per cent according to datafrom the
Companies Register).

The adjustment of bank lending ratesto changesin money market rates
was in line with past experience. Short-term lending rates fell by one
percentage point in 2001, to 5.9 per cent; the decrease was similar to that in
the euro area as awhole (Figure 32).

Medium and long-term lending rates came down by 1.1 percentage
points for firms and by 0.6 points for households, to 4.7 and 5.9 per cent
respectively. In the euro area there was a dlightly smaller decrease in rates
for firms (0.8 points) and a slightly larger one for households (0.9 points).

Interest rateson leasing, factoring and consumer credit generally fell by
less than banks’' lending rates.

Domestic fund-raising

In 2001 domestic fund-raising by Italian banks rose by 7.8 per cent,
compared with 6.1 per cent in 2000 (Table 39 and Figure 33). Current
accounts showed a very modest increasein thefirst half of the year but the
rateof growth steadily accel erated, especially after theterrorist attacksinthe
United States; in the twelve months to December they rose by 9.4 per cent
(6 per cent in 2000). Funds raised by means of securities repurchase
agreements increased by 11.6 per cent, compared with 35.7 per cent the
previous year. Total depositsincreased by 6.4 per cent (4 per cent in 2000).

Econometric estimates indicate that the growth in GDP and the
narrowing of differentials between the currrent account deposit rate and
Treasury bill and bond yields explain half of the increase in current account
deposits. In 2001 the fall in equity prices and greater uncertainty may have
prompted savers to increase further the proportion of liquid assets in their
portfolios.

Banks' bond issues continued to grow rapidly in 2001, rising by 10.6
per cent, almost the same rate as in 2000. Sales of bonds in the domestic
market represented 87.3 per cent of the total, five percentage points more
than the previous year.

I ssues of subordinated bonds increased by 30 per cent; in value terms,
around one quarter of eurobond issuesin the last three years has consisted
of such paper.

Short-term deposit rates declined, mirroring the change in money
market conditions. The rate on current accounts came down by 0.7
percentage points to 1.4 per cent during the year. The negative differential
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in relation to Treasury bill yields, after taking account of differencesin tax
treatment, narrowed by 0.9 percentage pointsto 1.7 points.

In the euro areainterest rates on fixed-term deposits of up to one year
decreased by 1.2 points.

Figure 33
BANK FUND-RAISING IN ITALY (1)
(year-end data; billions of euros)
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(1) Net of deposits of central government departments. - (2) Includes those held by non-residents.

In Italy the rates on fixed-rate bank bonds, which vary significantly
from month to month, fell by 0.7 percentage points to 4 per cent last year;
the differential in relation to the rates on five-year Treasury bonds, net of
withholding tax, widened from 0.2 to 0.4 percentage points. Inthe euro area
rates on fixed-term deposits of more than two years decreased by 0.8 points.

The other balance-sheet items: the securities portfolio and the banks' net
external position

In 2001 the value of the banks' securities portfolio declined by €8.4
billion; excluding the effects of variationsin securities prices, the decrease
amounted to 11.7 per cent. The share of government securities fell by 3.9
percentage points to 68.7 per cent. More than 5 per cent of the portfolio
consisted of securities issued in connection with securitization operations,
their total value was€9.8 billion, almost three times the amount of ayear
earlier.

Theratio of liquid assets (cash and securities) to the aggregate of liquid
assets and loans diminished for the third consecutive year, from 18.1to 16.9
per cent, 4.8 points less than the average for banks in the euro area.



Excluding the effects of exchange rate variations, the net external
liabilities of Italian banksincreased by €27.7 billion, more than 60 per cent
of which wastowards countries outside the euro area. At the end of the year
the Italian banking system had a net external debtor position of €106
billion, equal to 5.6 per cent of total bank liabilities, compared with €77.9
billion and 4.4 per cent in 2000. Its net liabilities towards foreign
branches amounted to €29.7 hillion, equal to 28 per cent of total debt
towards non-residents.

Securities deposited with banks

The face value of securities deposited with banks rose by 8.8 per cent
to€1,715hillion; around two thirds of theincreasewasinforeign securities,
which rose to 25 per cent of the total.

Securities deposited by households declined by 2.4 per cent to €722.8
billion; areduction in government securities and investment fund unitswas
only partly offset by an increase in foreign securities and bank bonds.
Securities entrusted to banks for portfolio management fell by 6.9 per cent,
owing partly to strong growth in asset management by asset management
companies.

In 2001 the market value of securities traded by banks on behalf of
customers (excluding derivatives) fell from €869.6 to 751.1 hillion,
reflectingadeclinein sharetradingfrom€634.9t0444.7 billion, duelargely
to thefall in equity prices.

Sales of new issues of securitiesto customersfell from€195.4t0 173
billion as aresult of a contraction in subscriptions of investment fund units
from€132.5t092.2 billion. Salesby financial advisersalsofell, from<€39.8
to 24.2 billion.

Profit and loss accounts

The growth in lending was reflected in arise in net interest income,
although a smaller one than in 2000 (5.5 per cent, compared with 8.4 per
cent; Table 41). Incomefrom servicesdeclined for thefirst time since 1995;
the contraction of 12.5 per cent wasdue mainly to afall in asset management
fees. Net income from trading in securities and other assets fell by 18 per
cent. However, there was a large increase in income from other financial
operations, reflecting the rise in dividends. Dividends on shareholdingsin
other banks, which accounted for half of the total, rose from €4.2 to 6.5
billion; if they are excluded, gross income rose by 1.4 per cent.

153



PROFIT AND LOSSACCOUNTSOF ITALIAN BANKS (1)

Table 41

1998 1999 2000 2001 1998 1999 2000 2001
As a percentage of total assets Percentage changes
Net interestincome (@) ................. 2.15 1.95 1.94 1.93 -1.0 -6.4 8.4 55
Non-interestincome (b) (2) .............. 1.40 1.60 1.77 1.76 36.6 17.8 20.9 4.2
(11.6) (16.1) (-3.7)
of which: trading ...................... 0.32 0.18 0.14 0.13 141 -41.3 -14.0 -18.0
SEIVICES .. ovi i 0.62 0.73 0.82 0.68 59.6 22.6 21.2 -125
other financial operations (2) ... 0.23 0.42 0.53 0.67 56.3 90.8 36.1 34.7
(65.3) (18.5) (17.9)
Gross income (c=atbh) (2) ............... 3.55 3.55 3.71 3.68 11.0 3.2 14.0 4.9
(0.5) (11.6) (1.4)
Operating expenses (d) (3) .............. 2.16 2.15 2.07 2.03 2.0 2.7 5.2 3.8
of which: banking staff costs (3)(4) ...... 1.30 1.26 1.17 1.1 2.0 -0.4 1.3 1.0
Operating profit (e=c-d) (2)@3) ........... 1.39 1.40 1.64 1.65 28.7 3.8 275 6.3
(-3.1) (22.7) (-2.0)
Value adjustments, readjustments 0.48 0.40 0.36 0.66 -25.9 -15.0 10.8 91.4
and allocations to provisions (f) (2)(5) (-6.8) (1.2)
of which: loanlosses .................. 0.45 0.44 0.35 0.37 -16.2 -1.5 -11.1 10.9
Profit before tax (g=e-f) (2)(3)(5) ......... 0.91 1.01 1.28 0.99 110.8 13.7 34.2 -17.7
(-0.9) (34.3) (-34.3)
Tax (N) (B) .« 0.43 0.40 0.48 0.39 59.8 -4.6 21.1 -7.7
Net profit (g-h) .......... ... ...t 0.48 0.61 0.79 0.60 440.7 30.0 42.7 -19.8
Dividends distributed .................... 0.25 0.37 0.44 0.39 71.1 494 27.7 -3.9
Other data
Profit before tax Net profit
Profit as a percentage of capital and
reserves (ROE) (6) ..............cuuinn. 13.8 15.3 18.5 14.5 7.4 9.6 11.6 8.9
Amounts Percentage changes
Total assets (millions of euros) ............ 1,571,410 (1,632,225 |1,771,357 (1,888,159 6.3 3.8 9.9 6.2
Average total number of employees ....... 345,697 | 343,615| 343,050 | 344,897 -0.6 -0.9 0.3 0.4
of which: banking staff ................. 341,425| 339,310| 339,067 | 341,982 -0.6 -0.9 0.4 0.7
Total assets per employee
(thousands of euros)
atcurrentprices .............iiiiaan. 4,546 4,750 5,164 5,475 7.0 4.8 9.7 5.9
at constant prices (7) ............... ... 4,201 4,318 4,578 4,724 4.9 3.1 6.9 3.0
Banking staff costs per employee (3)
(thousands of euros)
atcurrentprices (8) ... 58,9 59,0 60,5 61,1 24 0.1 25 0.9
at constant prices (7) (8) ................. 54,4 53,6 53,6 52,8 0.5 -1.6 -0.1 -1.7
Memorandum items: (9)
Total assets (millions of euros) ............ 1,579,507 |1,635,415 |1,789,484 (1,893,406 6.6 35 9.4 5.8
Total number of employees (10) ........... 343,750 | 341,311| 344,305| 343,846 -1.0 -0.7 0.9 -0.1
of which: banking staff (10) ............. 339,415| 337,087 | 340,841 | 341,329 -1.2 -0.7 11 0.1

(1) Rounding may cause discrepancies in totals. The data for 2001 are provisional. - (2) The rates of increase calculated net of dividends on shareholdings in other banks, if included
in the aggregate, are shown in brackets. - (3) The figures for 1998 are only partially comparable with those for previous years owing to the abolition of direct National Health Service
contributions. The percentage changes for 1998 have been adjusted by deducting €3,400 per employee from the staff costs for 1997. - (4) Comprises wages and salaries, costs in
respect of severance pay, social security contributions and sundry bonuses paid to banking staff; also includes the extraordinary costs incurred in connection with early retirement
incentive schemes. The number of banking staff is obtained by deducting tax collection staff and staff seconded to other bodies from the total number of employees and adding
employees of other bodies on secondment to banks. - (5) The percentage changes for 2000 are calculated including deferred and prepaid taxes for the year among extraordinary
income in order to ensure consistency with the data for 1999. - (6) Profit includes the net income of foreign branches and the change in the provision for general banking risks. -
(7) Deflated using the general consumer price index (1995=100). - (8) Excluding the extraordinary costs incurred in connection with early retirement incentive schemes. - (9) Data
for the entire banking system, including banks that have not reported information on their profit and loss accounts. - (10) End-of-period data.
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Banking staff costs rose by 1 per cent, compared with 1.3 per cent in
2000, asaresult of arisein the number of employees (by an annual average
of 0.7 per cent) and an increase in costs per employee (by 0.9 per cent, to
€61,100); the cost of early retirement incentive schemes decreased. Other
administrative expensesrose by 7.5 per cent, compared with 9.8 per cent in
2000, owing mainly to expenses in connection with the use of information
technology. Total operating costs increased by 3.8 per cent, against 5.2 per
cent the previous year.

Operating profit declined by 2 per cent. Value adjustments on balance-
sheet assets (net of corresponding value readjustments) almost doubled,
rising from 22 to 40 per cent of operating profit for the sector as a whole
and from 16.1 to 52.1 per cent for the largest banks. Writedowns on
shareholdings rose from €1 hillion to €4.1 billion, reflecting mainly those
made by some large banks in respect of direct investments in Argentina.
Value adjustments on loansrosefor thefirst time since 1998; the increase of
10.9 per cent wasdue partly to writedownson | oansto non-residents. Further
expenses stemmed from adjustmentsin the value of securitiesin the banks
portfolio and the amortization of intangible assets.

Pre-tax profit fell by 34.3 per cent, while net profit after tax fell by 19.8
per cent, or €2.8 hillion (Table a24). Return on equity - obtained by
summing profit, the change in the fund for general banking risks (€133
million) and net income from foreign branches (€193 million) - declined
from 11.6 to 8.9 per cent.
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INSTITUTIONAL INVESTORS

In 2001 the flow of savings to institutional investors picked up again.
Consolidated net fund-raising amountedto€38.8 billion, anincreaseof 14.2
per cent on 2000 (Table 42). Consolidated assets under management rose by
2.8 per cent, aresult that reflects the fall in value of the equity component;
in relation to GDP they declined for the second successive year, from 80.2
to 78.8 per cent.

Table 42
ITALIAN INSTITUTIONAL INVESTORS:
NET FUND-RAISING AND ASSETSUNDER MANAGEMENT
(millions of euros; percentages)

Net flows End-of-period stocks

Percent_a_ge Percent_a_ge

2000 2001 composition 2000 2001 composition

2000 2001 2000 2001
Investment funds (1) .. | -6,895| -20,365| -11.1| -56.2 | 449,931| 403,689| 39.6| 35.5

Insurance companies(2)| 33,004 | 27,523| 53.2 75.9 216,483 | 244,006| 19.1| 214

Pension funds and non-
INPS social security

funds (2) ......... 2,847 1,657 4.6 4.6 77,820 79,477 6.8 7.0
Portfolio management
services .......... 33,087 | 27,435| 53.3 75.7 392,112 410,305| 34.5| 36.1
Total .... | 62,043 | 36,250| 100.0| 100.0 | 1,136,346 | 1,137,477 | 100.0 | 100.0
Consolidated total (3) | 34,032 | 38,848 - - 936,256 | 962,171 - -

(1) Harmonized investment funds and Sicavs. - (2) Technical reserves and total balance sheet assets for insurance companies and
pension funds respectively. The figures for 2001 are estimated. - (3) Net of investments between the different categories of intermediary.

At the end of 2000 financia instruments supplied by institutional
investors accounted for 44 per cent of households' financial assets in the
United States, 39 per cent in Germany and 32 per cent in France and Italy
(Table 43). The sizeable increases recorded in 1999 and 2000 in the United
Statesand Germany werelargely dueto thegrowthininvestment fund units;
in Italy, most of the growth came from insurance policies.



Table 43

FINANCIAL ASSETSOF INSTITUTIONAL INVESTORS
IN THE MAIN EURO-AREA COUNTRIESAND THE UNITED STATES
(end-of-period data; percentages)

1998 2000 2001

United United

Italy France | Germany States Italy France | Germany States Italy

Percentage shares in households’ financial assets (1)

Investment funds (2) 16.3 9.0 8.8 10.7 16.8 8.7 11.3 12.6 16.3
Insurance

companies ...... 55 22.8 25.0 7.0 7.0 23.0 26.0 7.4 8.8
Pension funds .... 1.1 - 1.8 20.8 1.1 - 1.8 20.9 1.3
Other institutions (3) 7.9 - - 3.3 6.8 - - 3.1 8.9

Total ... 30.8 31.8 35.6 41.8 317 31.7 39.1 44.0 35.3
As a percentage of GDP (4)
Unconsolidated

financial assets . 79.6 | 113.7 70.2 | 205.0 97.6 | 133.8 80.8 | 197.7 93.6
Consolidated

financial assets .. 68.1 e R Ce 80.4 R e . 79.2

Composition by category of intermediary (4)

Investment funds (2) 43.6 43.7 43.2 30.2 39.6 46.5 47.5 33.0 35.5
Insurance

companies ...... 19.7 56.3 52.2 21.6 213 53.5 48.4 20.6 23.8
Pension funds .... 3.9 - 4.6 37.1 4.6 - 4.1 35.3 4.7
Other institutions (3) 32.8 - - 111 34.5 - - 111 36.0

Total ... | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Composition by type of financial asset (4)

Bonds ........... 64 54 43 34 49 46 40 33 54
Loans ............ .. 3 30 8 .. 2 27 9 ..
Shares ........... 15 34 22 48 23 44 28 48 18
Other(5) ......... 21 9 5 10 28 8 5 10 28

Total ... 100 100 100 100 100 100 100 100 100

Sources: For France, Germany and the United States, OECD and Eurostat.

(1) Ratio of institutional investors’ net assets held by households to households’ total financial assets. The data for investment funds,
insurance companies and pension funds are taken from the national financial accounts for Italy, France and Germany and from OECD
for the United States. - (2) For Italy, France and Germany, includes foreign funds. - (3) For Italy, individually managed portfolios net
of investments in investment fund units; includes the portfolios of sectors other than households. - (4) For Italy, the figures for pension
funds include non-INPS social security funds. - (5) Cash, deposits and other items.

Italianinvestment fundsrecorded alarge net outflow of savingsin 2001.
By contrast, funds based abroad but controlled by Italian intermediaries
achieved anet inflow, albeit about half that of the previous year. Mainly as
aresult of the prolonged fall in stock market indexes, investors made very
large net sales of equity, balanced and bond funds and substantial net
purchases of money market funds. Management companies broadened the
range of funds on offer and last year saw the launch of Italy’s first hedge
funds.
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Italian investment funds showed a negative twelve-month rate of return
a the end of 2001, as in 2000. The share of equities in the portfolio of
investment funds decreased for the first time since 1996, falling from 43 to
34.9 per cent. Holdings of foreign equities and medium and long-term Italian
government securities contracted substantialy.

The high volatility of equity prices in some parts of the year fueled the
flow of savings to portfolio management services, which hold a higher
proportion of low-risk assets. The net inflow to these services remained
relatively large, even though it contracted by 17.1 per cent compared with
2000. Therewasfurther growth in the portfolio management business of asset
management companies, which account for just under half the total assets
under management. The average rate of return earned by portfolio
management services was also negative.

Insurance companies technical reserves recorded another large increase
(12.7 per cent). After faling sharply in 1999 and 2000, the share of Italian
government securities in their portfolio showed a small rise.

The combined resources of pension funds and non-INPS socia security
funds increased by 2.1 per cent. The net assets of pension funds set up under
the new statutory rules rose from €1.7 billion to €3.2 billion and at the end
of the year their share of total pension fund net assets had risen to 9.5 per cent.

Securities investment funds

In 2001 Italian investment funds recorded net redemptions of €20.4
billion, three times as much as in 2000. By contrast, the fund-raising of
investment funds established abroad by Itaian intermediaries remained
positiveby €18.1 billion, compared with<€36.2 billionin 2000. Overall, funds
operated by Italian intermediaries registered net redemptions of €2.3 billion,
against net subscriptions of €29.3 hillion the previous year.

The different fund-raising performance of Italian funds and Itaian-
controlled foreign funds was partly the consequence of the portfolio choices
of portfolio management services, which made €6.8 billion of net sales
of units of Italian funds and €7.4 hillion of net purchases of units of
foreign investment funds (Italian-controlled and not). The advantage for
intermediaries of placing foreign investment funds with their customers lies
principally inthelower level of corporateincometax inthe countriesinvolved.

Investors carried out a substantial portfolio shift in favour of funds that
invest in short-term assets. For Italian funds, net redemptions of equity,
balanced and bond funds amounted to €20.5 billion, €11.5 billion and €20.8
billion respectively, while net subscriptions of money-market funds totaled



€33.1 billion. For foreign funds controlled by Italian intermediaries, there
wasanet inflow of savingsinto all the main segments, with very highfigures
for funds specializing in short-term assets.

Inall theother main euro-areacountriesnet fund-raising by harmonized
investment funds decreased sharply or, asin Spain, wasnegative. Inall these
countries there was also a considerable shift of resources from equity and
balanced funds to money-market and bond funds.

Reflecting thedropin sharepricesand substantial redemptions, thetotal
net assets of al investment funds established in Italy or abroad by Italian
intermediarieswasequal to€509 billion at the end of 2001, 6.9 per cent less
than a year earlier (Table 44). The decline was attributable entirely to the
Italian funds, whose net assets fell by 10.2 per cent to €403.7 billion. In
the euro area, funds net assets grew by 3.5 per cent, principally as a
consequence of the expansion in money-market and bond fundsin Ireland,
L uxembourg and France; the shareattributableto funds controlled by Italian
groups fell from 19 to 17.1 per cent.

Table 44

NET ASSETS OF INVESTMENT FUNDS
IN THE MAIN EUROPEAN COUNTRIESAND THE UNITED STATES (1)
(end-of-period data in billions of euros)

Luxembourg
and Ireland (3)
) E
Italy (2) | Germany | France C’:’Ofr‘]’m)'ﬁga a?erg UK us
by Italian @)@
intermedi-
aries
Netassets .......... 2000 450 253 766 938 97 | 2,878 415 | 7,485
2001 404 240 800 | 1,064 105 | 2,980 412 | 7,909
asa%of GDP ...... 2000 38.6 12.5 54.1 e e 43.9 27.4 70.5
2001 33.2 11.6 54.7 e Ce 43.8 25.3 68.3
of which: (5)
equity funds ....... 2000 156 154 217 351 50| 1,137 318 | 4,258
2001 111 125 207 318 46 937 310 | 3,873
domestic ...... 2000 27 35 116 e 7 228 230 | 3,675
2001 17 29 104 e 5 200 168
euro-area and 2000 56 44 24 e 17 177 49
European ... 2001 38 35 33| ... 15 152 47
other .......... 2000 72 75 77 e 25 314 38
2001 56 61 70 e 26 268 95 e
bond funds ........ 2000 156 57 129 264 36 774 36 868
2001 159 60 139 328 47 825 42 | 1,049
balanced funds .... 2000 116 15 202 67 10 523 31 376
2001 87 18 197 62 8 445 30 393
Sources: Based on FEFSI, ICI and Assogestioni data.
(1) The data refer to open-end investment funds that invest in securities and are offered to the public; funds of funds are not
included. - (2) In order to compare the Italian data with those of the other countries, the fund classification adopted in this table is that
of FEFSI and therefore differs from that used in the other tables in the Report. - (3) The available data for Ireland refer to the end of
November 2001. - (4) The available data for the Netherlands refer to the end of June 2001. - (5) In addition to equity, bond and balanced
funds, the fund classification used internationally includes money-market funds and a residual category; the data for the last two catego-
ries are not shown in the table. For Ireland and Luxembourg, data for the sub-sectors are not available.
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The degree of concentration of the Italian investment fund industry,
measured by the market share of the five largest management companies,
was equal to 46 per cent at the end of 2001. According to Lipper data, this
isanintermediate value by international standards: higher thaninthe United
Kingdom and France (14.6 and 34.2 per cent, respectively) and lower than
in Spain and Germany (51.1 and 75.7 per cent).

Estimatesfor the period 1988-2000 indicate that, in Italy, only smaller
management companies and those with a higher-than-average fee structure
could have increased market share by reducing management fees. The
greater price elasticity of the market shares of the smaller, lesswell-known
management companies may be attributable to the higher information costs
incurred by customers in selecting their funds. Strategies of supply
differentiation based on broadening the product range appear to be able to
boost individual asset management companies market shares, while the
impact of relative performance on market sharesis more limited.

In 2001 alarge number of new funds were created both in the category
of harmonized funds and in that of funds of funds and funds reserved to
professional (primarily institutional) investors. The year also saw the start
of operationsof thefirst hedge funds, whose distinguishing features arelow
correlation between fund returns and the performance of the general market
indexes and the possibility of using leverage. In addition, arecent law has
expanded the methods of fund-raising and financing for closed-end real
estate funds, whose number rose from 10 to 18 in the course of last year.

The degree of development of funds of funds in Europe differs from
country to country. In 2001 the resources managed by funds of funds were
equal to 0.9 per cent of total net assets of harmonized funds in Spain, 1.8
per cent in Italy, 3 per cent in Germany, 4.1 per cent inthe United Kingdom,
13.7 per centin Belgium and 27.5 per centin Austria. Inal the EU countries
funds of funds tend to specialize in balanced portfolios; around one third
of the total operate equity portfolios and barely 5 per cent run bond
portfolios.

The average return of Italian investment funds was -8.7 per cent,
compared with -3.6 per cent in 2000. The deterioration was due mainly to
larger losses in the equity and balanced segments. Positive results were
achieved almost exclusively by bond and money-market funds. Among
equity funds, there was a sharp decline in the performance of those
specializing in European and Italian shares.

Estimatesfor the period 1987-2000 indicate that the funds specializing
in Italian shares that obtain ahigher or lower yield than the average for the
sector in agiven year generally do not repeat the performance thefollowing
year. This conclusion does not change with the way the performance is
measured or whenyieldsare cal culated grossrather than net of management



fees. The low persistence in the rankings based on the returns of funds
specidlizing in Italian shares is consistent with the efficient market
hypothesis.

Total fees paid by Italian investment funds to management companies
amounted to 1.1 per cent of funds net assets, as in 2000 (Figure 34). A
decline of around 0.2 percentage pointsin the ratio of incentive feesto net
assets, to just under 0.1 per cent, was offset by an increase in fixed
management fees from 0.9 to around 1 per cent. Fees paid to depositary
banks and other operating expenses were equal to 0.2 per cent of net assets.

Figure 34
ITALIAN INVESTMENT FUNDS:
MANAGEMENT AND INCENTIVE FEES (1)
(percentages)

1.6 1.6

0.8 0.8

0.0 0.0
1999 2000 2001

[Imanagement fees Emincentive fees

(1) Simple average of the values for the individual funds, equal to fees as a percentage of average annual net assets.

Management fees are higher for equity funds, whose management is
more complex, and more moderate for bond funds. Total management and
incentive fees on equity fundsfell from 2.1 per cent of net assetsin 1999 to
1.6 per cent in 2000 and 1.5 per cent in 2001; for incentive fees alone, the
figures for the same three years were 0.5, 0.4 and 0.1 per cent. Total
management fees on bond fundsfell from 1 per cent of net assetsin 1999 to
0.7 per cent in 2000 and then rose to 0.8 per cent in 2001; the incentive fee
component was negligible.

According to Lipper data for various European countries, investment
fund management fees remained fairly stable last year in the United
Kingdom, France and Spain. In Germany they rose slightly both for equity
funds (from 0.9 to 1 per cent) and for bond funds (from 0.6 to 0.7 per cent).

Asaresult of thefall in share pricesand thelarge disposalsmade during
the year, the proportion of Italian shares in Italian investment funds
portfolios declined from 10.6 per cent to a historic low of 7.1 per cent; that
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of foreign sharesfell from 32.4 to 27.8 per cent, thelevel at the end of 1999.
The proportion of Italian government securities rose by nearly 3 percentage
points to 33.3 per cent, that of other euro-area government securities by 4
points to 14.1 per cent (Table 45). Euro-denominated assets' share of the
total portfolio expanded to 71.6 per cent.

Table 45

ITALIAN INVESTMENT FUNDS: SECURITIESPORTFOLIO
BY TYPE OF ISSUER AND CURRENCY (1)
(market values; end-of-period data in billions of euros)

Securities denominated Securities denominated

N . . Total portfolio
in euros in non-euro-area currencies

1999 2000 2001 1999 2000 2001 1999 2000 2001

Bonds and government
securities

Italian issuers

Public sector ............. 160.6 | 124.9| 120.3 2.0 2.2 2.9|162.7| 127.1| 123.2
Banks ................... 4.9 5.3 5.3 0.1 0.1 .. 4.9 5.3 5.3
Firms ...l 2.1 2.3 4.6 .. .. .. 2.1 2.3 4.6

Foreign issuers

Euroarea ................ 55.4| 54.2| 65.8 1.6 1.4 16| 57.1| 55.7| 67.4
of which: government
securities ...... 42.7| 41.8| 52.1 0.2 0.2 0.2| 42.9| 420| 523
Other .................... 14.3| 129| 13.7| 37.4| 34.7| 26.6| 51.8| 47.6| 40.3
Shares
ltalianissuers............... 446| 44.2| 26.1 .. .. ..| 44.6| 443| 26.1

Foreign issuers

Euroarea ................ 36.1| 42.7| 28.8 0.6 0.6 15| 36.6| 43.2| 303
Other .................... 0.1 0.1 0.1| 88.6| 91.8| 725| 88.6| 919| 725
Total ... | 318.1| 286.6| 264.6 | 130.3 | 130.8 | 105.1 | 448.5| 417.4| 369.8

(1) Data refer to harmonized investment funds and Sicavs.

Portfolio management services

The net flow of savings to portfolio management services decreased
from€33.1 billionin2000to€27.4 billionlast year (Table 46). Total assets
under management rose by 4.6 per cent to €410.3 billion. During the year
banks market share fell from 54.4 to 44.8 per cent, to the benefit of asset
management companies, whose share rose from 35.6 to 45.6 per cent, while
securitiesfirms' share held steady at around 10 per cent.



ITALIAN PORTFOLIO MANAGEMENT SERVICES:

SECURITIESPORTFOLIO

(millions of euros and percentages)

Table 46

1999 2000 2001 (1) 1999 2000 2001 (1)
Net flows End-of-period stocks
(percentage composition)
Italian bonds and government

securities ................ -813 | -3,561 | 19,880 36.3 319 39.5
Short-term and floating-rate . 4,743 | -2,601 3,170 10.6 7.7 8.3
BOTs ............coo.... 4,364 -523 2,645 1.2 0.6 0.6
CCTS ..ot 971 | -2,078 525 9.4 7.1 7.7
Medium and long-term ... ... -5,556 -960 | 16,710 25.7 24.2 31.2
CTZS ... -1,693 -392 -398 15 12 0.9
BTPs ............... ... -1,632 -625 | 16,274 17.9 16.4 21.2
Other government securities | -1,406 57 -126 2.0 0.6 0.7
Bonds ................... -559 .. 961 4.3 6.0 8.4

Italian shares ............... 77| -1,272| -3,191 5.8 5.8 53

Italian investment fund units 11,065 | 15,516 | -6,802 41.5 44.7 35.6

Foreign securities ........... 16,643 | 18,008 6,903 15.7 17.0 19.0

Bonds and government
securities ... 148 | -1,518 1,730 6.1 5.1 45
Shares .................... 3,231 1,729 | -2,180 3.5 25 2.0
Investment fund units ....... 16,265 | 17,797 7,353 6.1 9.4 12.5

Other financial assets ....... 130 1,909 1,857 0.7 0.6 0.6

Total portfolio ... | 30,102 | 30,600 | 18,647 100.0 100.0 100.0

Memorandum items:

Net fund-raising ............. 53,699 | 33,087 | 27,435 - - -
Banks ..................... 14,902 | -7,303 | -22,485 - - -
Securities firms ............. 13,092 -110 3,039 - - -
Asset management companies | 25,705 | 40,500 | 46,881 - - -

Portfolio .................... - - - | 357,347 | 381,644 | 398,502

Total assets under

management ............. - - -| 370,292 | 392,112 | 410,305
(1) Provisional.

The sector’s financia result (the increase in net assets less new funds

raised, which approximates the manager’s return on the assumption that all
income is reinvested) remained negative at -2.5 per cent, compared with

-0.8 per cent in 2000. The worst performance was turned in by the services

run by securities firms (-6.7 per cent), the best by those operated by asset
management companies (-0.4 per cent).

Less risky assets rose substantially as a proportion of the securities

portfolio; Italian bonds and government securities accounted for 39.5 per
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cent of securitiesheld at the end of 2001, compared with 31.9 per cent ayear
earlier. On the other hand, the proportion of investment fund units declined
from 54.1 to 48.1 per cent.

In the services operated by banks and securities firms, the share of
Italian investment fund units declined to the benefit of that of foreign
investment funds, which rose from 10.4 to 16.8 per cent of the portfolio for
the former and from 31.9 to 45.4 per cent for the latter. In the services
operated by asset management companies, the corresponding decline was
matched by an increase in the shares of Italian bonds and government
securities.

I nsurance companies and pension funds

Insurance companies. - The premium income of insurance companies
accelerated dlightly in 2001 and grew by 12.7 per cent overall, with an
increase of 16.4 per cent in the life sector and 7.3 per cent in the casualty

sector (Table 47).
Table 47

ITALIAN INSURANCE COMPANIES: MAIN ASSETSAND LIABILITIES (1)
(balance sheet values, end-of-period data in millions of euros)

Assets Liabilities Memorandum
item:
Deposits . Loans & Technical i
and cash SeCLIZFItIeS annuities eifeﬁle O;hsi;{]set Total reserves w’\c‘JEr}tth ﬁ;i?#z
@ @ @® 4) )
Life sector

1999..... 2,237 | 144,207 739 2,232 4,121 | 153,536 137,627| 15,909 35,597
2000..... 4,535 174,008 953 | 2,174 4,069 | 185,739|166,959| 18,780 39,784

2001 (6) .. | 4,518| 197,294 943| 1,892 7,245| 211,892| 192,337| 19,555 46,328

Casualty sector
1999..... 1,680 42,578 268| 6,207 8,683 59,416| 45,851| 13,565 26,246
2000..... 1,825| 47,907 313| 6,161 9,034| 65,240| 49,524| 15,716 27,875
2001 (6) .. | 2,823| 54,493 363 | 5,907 3,707| 67,293| 51,669| 15,624 29,920

Total
1999..... 3,917 | 186,785| 1,007 8,439 12,804 | 212,952| 183,478 29,474 61,843
2000..... 6,360 | 221,915| 1,266| 8,335| 13,103| 250,979| 216,483| 34,496 67,659

2001 (6).. | 7,341 251,787| 1,306| 7,799 | 10,952| 279,185| 244,006 35,179 76,248

Sources: Based on Isvap and ANIA data.

(1) Excluding the agencies of companies based in other EU countries and including those of companies based in non-EU
countries. - (2) In lire, euros and foreign currency; including assets entrusted to portfolio management services. - (3) Net of
corresponding liabilities. - (4) Net of reinsurance. - (5) Italian direct insurance; includes premium income of offices in other EU
countries. - (6) Partly estimated.




At the end of the year there were 202 insurance companies with their
registered office in Italy: 84 in the life sector, 95 in the casualty sector, 19
operating in both sectors and 4 engaging exclusively in reinsurance.
Reversing the trend of thelast few years, there was an increase of two inthe
total number of companies.

Premium income from unit-linked and index-linked policies slowed
down sharply to grow by 6.3 per cent, compared with 47.9 per cent in 2000,
and declined from 55.8 to 51 per cent of the total for the life sector. By
contrast, there was strong growth of 21.6 per cent in premium income from
traditional life policies whose portfolios are invested predominantly in
bonds and government securities.

Isvap, the Supervisory Authority for the Insurance Industry, recently
introduced important changes in the regulations on index-linked and
unit-linked policies. The new provisons are designed to enhance the
transparency of the information disclosed to insurees, especialy asregards
management costs, indexation mechanismsand therisk-return profile of the
investment. They also introduce prudential rules for the management of
credit risk and the correct valuation of assets.

Table 48

ITALIAN INSURANCE COMPANIES: SECURITIESPORTFOLIO (1)
(balance sheet values, end-of-period data in millions of euros)

Securities denominated in euros Securities
denominated in
- non-euro-area
Bonds and government securities currencies Inv$3;ngent Total
Private- Shares (2) Total ] units
Govern_ment Sré\:f:; Total of which:
securities bonds shares (2)
Life sector
1999 .. 65,205| 35,645 100,850 18,463 119,313| 10,951| 3,198| 13,943| 144,207
2000 .. 69,928| 45,816| 115,744 22,810 138,554 9,575 3,283| 25,879| 174,008

2001 (3) 84,263| 55,220 139,483| 18,649 158,132| 9,232| 3,184| 29,930 197,294

Casualty sector
1999 .. 18,479 6,648| 25,127 14,445 39,572 2,358 796 648| 42,578
2000 .. 19,692 7,783| 27,475| 16,986 44,461 2,354| 1,039| 1,092| 47,907
2001 (3) 22,385/ 8,720| 31,105| 19,507| 50,612f 2,565/ 1,414| 1,316| 54,493

Total
1999 .. 83,684 42,293| 125,977| 32,908| 158,885 13,309| 3,994| 14,591| 186,785
2000 .. 89,620 53,599| 143,219| 39,796 183,015 11,929| 4,322| 26,971| 221,915

2001 (3) | 106,648| 63,940| 170,588| 38,156 208,744| 11,797| 4,598| 31,246 251,787

Sources: Based on Isvap and ANIA data.

(1) Including assets entrusted to portfolio management services. The breakdown of the data on the portfolio of assets relating to pension
funds and to unit-linked and index-linked products is partly estimated. Excluding the agencies of companies based in other EU countries
and including those of companies based in non-EU countries. - (2) Includes participating interests. - (3) Partly estimated.
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The proportion of insurance companies portfolios invested in
government securities, which had fallen by atotal of 13 percentage points
in 1999 and 2000, edged upwards from 40.4 to 42.4 per cent last year
(Table 48). The proportion invested in sharesfell from 19.9 to 17 per cent.
In contrast with the previous years, the proportion invested in investment
fund units remained virtually unchanged, at 12.4 per cent.

Pension fundsand non-INPSsocial security funds. - At theend of 2001
the assets of pension fundsand non-INPS socia security funds amounted to
amost €80 billion, 2.1 per cent more than a year earlier (Table 49).
Non-INPS socia security funds' assets increased by 1.1 per cent to €45.4
billion. Pensionfunds’ total assetsexpanded morerapidly, increasing by 3.6
per cent to €34.1 billion. The assets of the funds established after the 1993
reform nearly doubled, rising to€3.2 billion and from 5.3 t0 9.5 per cent of
the total; the growth involved both occupational funds (whose assets rose
from€1.2 billion to €2.3 billion) and open pension funds.

Table 49
ITALIAN PENSION FUNDS AND NON-INPS SOCIAL
SECURITY FUNDS: MAIN ASSETS (1)
(balance sheet values; end-of-period data in millions of euros)
2000 2001 (2)
Pension funds (3) Pension funds (3)
Non-INPS Non-INPS
social F d F d social F d F d
security b%rflgfe L;rﬁrg? Total security btzerfrg?e (;:‘tn: Total
funds the reform | the reform funds the reform | the reform
of 1993 of 1993 of 1993 of 1993

Cash and deposits | 12,552 1,177 294 | 14,024 | 12,678 2,483 742 | 15,903

Bonds ........ 6,911| 15,228 925 | 23,064 7,100| 14,467 1,579 | 23,146
of which:
government
securities (4) 4,743 5,358 ....| 10,101| 4,837 4,329 e 9,167
Shares .......... 850 5,894 358 7,102 817 5,261 614 6,693
Investment fund
units ......... 333 2,270 163 2,766 310 1,858 286 2,454
Loans and other
financial assets . 3,385 2,061 2 5,448 | 3,192 2,265 7 5,464
Real estate ...... 20,852 4,563 -| 25,415| 21,270 4,548 -| 25,818
Total ... | 44,884| 31,193 1,742 | 77,820 45,366 | 30,882 3,228 | 79,477

(1) The composition is partly estimated. - (2) Provisional. - (3) Includes the Bank of Italy and UIC employees’ pension funds. - (4) For
funds formed before the reform of 1993, the data relate only to intermediaries supervised by the Bank of Italy.

According to the Pension Fund Supervisory Authority, at the end of
last year 27 occupational funds and 94 open funds had been authorized,
respectively 23 and 85 more than ayear earlier. The number of participants



in occupational pension fundsrose by 14.1 per cent to 1,010,000. Thosein
open funds expanded more rapidly, by 28.8 per cent, but their number was
till relatively small at theend of theyear (287,000); 55 per cent of thesewere
members of funds set up by asset management companies (against 55.1 per
cent in 2000), while 20.4 and 19.4 per cent respectively had signed up with
funds established by insurance companies and banks (against 19.4 and 19.6
per cent in 2000).

According to the Italian Insurance Industry Association (ANIA),
insurance technical reserves connected with individual pension plans,
introduced by legis ation that cameinto effect in January 2001, amounted to
€156 million at the end of the year; thiswas equal to 4.8 per cent of the net
assets of the pension funds established after the reform of 1993 and 16.5 per
cent of those of open pension funds alone.

The proportion of liquid assetsin the portfolio of pension fundsformed
before the 1993 reform doubled to 8 per cent, while bonds declined from
48.8t0 46.8 per cent, investment fund unitsfrom 7.3 to 6 per cent and shares
from 18.9 to 17 per cent.

The difference between the portfolio preferences of the two types of
pension fund established after the 1993 grew wider. Restricting the
comparison to financial resources aready invested at the end of 2001,
depositsrosefrom4.9to 7 per cent of thetotal assetsof occupational pension
funds, while bonds fell from 73.6 to 73.1 per cent and shares from 20.2 to
18.5 per cent. Among open pension funds, the proportion of depositsintotal
financial assetsfell by half to 6 per cent, whilethat of bonds rose from 28.9
to 31.1 per cent and that of sharesfrom 28.4 to 31.9 per cent.
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THE SECURITIESMARKETS

Equity prices were down over the year in Italy. The fall that occurred
immediately after the terrorist attacks in the United States was made good
in the last quarter. The Italian Stock Exchange general index lost more
ground than the other main European indexes. The losses recorded by the
stocks listed on the Nuovo Mercato were substantial, although not as large
as those on the other European markets reserved to high-tech companies.
There was a sharp contraction in the number of IPOs. At the end of March
2002 the capitalization of the Italian stock market had fallen to less than 50
per cent of GDP,

Medium and long-term interest rates showed small fluctuations around
5 per cent; the movements were larger in the second half of September but
soon moderated. Theyield differential between Italian and German ten-year
government bonds narrowed. Net issues of Italian government securities
more than doubled compared with 2000. The duration of the outstanding
securities remained around three years and four months.

Italian banks and firms further increased their recourse to bond
financing, partly owing to the rapid growth in securitizations. The
proportion of securities placed abroad declined slightly. After widening
significantly in the wake of the September terrorist attacks, the yield
differential between private and public-sector bonds began to narrow again
in the last few months of 2001.

Government securities

Supply and demand. - Net issues of Italian government securitiesmore
thandoubled from<€14.5hillionin2000to€31.4 billionin 2001 (Table50).
Theincrease offset the declinein receiptsfrom disposal's, which in 2000 had
included the proceeds of the sale of UMTS licences.

Net issuesof government securitiesalsoroseintheeuro areaasawhole
for the first time since 1994. The 12 per cent increase mainly involved
short-term securities, which showed positive net issues for the first time
since 1996. Total gross issues grew by more than 8 per cent and rose from
14.7 to 15.3 per cent of GDP (Figure 35). The stock of outstanding
government securities declined in relation to GDP for the third consecutive
year, falling from 53.6 to 53 per cent.



Table 50

BONDS AND GOVERNMENT SECURITIES: ISSUESAND STOCKSIN ITALY (1)
(millions of euros)

Gross issues Net issues Stocks (2)
2002 2002 March
2000 2001 o13) 2000 2001 o103) 2000 2001 2002 (3)

Public sector .... [347,836| 397,447 | 140,424 | 14,487| 31,423| 41,202 | 1,119,540 | 1,151,881 | 1,194,559
BOTs .......... 164,650 | 188,677 | 63,471 | -17,550| 11,717 | 15,049 102,093 113,810 | 128,858
CTZs .......... 33,317| 35,528 | 13,991 | -22,462| -16,476| 5,978 62,415 48,577 55,561
CCTs(4) ....... 19,870 | 28,330 12,511 | -7,860| -9,812| 4,519 235,988 225,961 | 230,380
BTPs .......... 106,737 | 119,929 | 42,136 | 47,626| 38,256 7,819 594,399 631,015| 639,193
CTEs.......... -1,744| -1,500 1,500
Republic of Italy

issues........ 19,145| 22,529 8,069 | 13,804 9,049 | 7,624 70,597 79,780 87,616
Other.......... 4,117 2,454 246 2,674 189 214 52,548 52,738 52,951
Banks .......... 86,915| 95,777| 22,833| 30,585| 31,834| 10,003 302,481 334,672 | 344,766
Firms ........... 22,972 | 56,052 8,059 | 18,112| 52,037| 7,855 82,280 132,411 | 136,593
Total .... |457,723| 549,277 | 171,315| 63,184 | 115,294 | 59,060 | 1,504,302 | 1,618,965 | 1,675,918

Memorandum item:

Redemptions of
government se-
curities (5) ..... 11,336 | 13,244 - - - - - -

Percentage composition (6)

Public sector .. .. 76.0 72.4 82.0 22.9 27.3 69.8 74.4 71.1 71.3
BOTs .......... 47.3 475 452 | -121.1 37.3 36.5 9.1 9.9 10.8
CTZs .......... 9.6 8.9 10.0| -155.0 -52.4 14.5 5.6 4.2 4.7
CCTs(4) ....... 5.7 7.1 8.9 -54.3 -31.2 11.0 21.1 19.6 19.3
BTPs .......... 30.7 30.2 30.0 328.7 121.7 19.0 53.1 54.8 53.5
CTEs.......... -12.0 -4.8 0.1
Republic of Italy

issues........ 5.5 5.7 5.7 95.3 28.8 185 6.3 6.9 7.3
Other.......... 1.2 0.6 0.2 18.5 0.6 0.5 4.7 4.7 4.4
Banks .......... 19.0 17.4 13.3 48.4 27.6 16.9 20.1 20.7 20.6
Firms ........... 5.0 10.2 4.7 28.7 45.1 13.3 5.5 8.2 8.2
Total ...... 100.0 100.0 100.0 100.0 100.0| 100.0 100.0 100.0 100.0

As a percentage of

GDP ......... 39.3 45.1 14.0 5.4 9.5 4.8 129.2 133.1 136.7

(1) Rounding may cause discrepancies. - (2) End-of-period face value. - (3) Provisional. - (4) Comprises only variable-coupon certificates. - (5) Comprises both
buybacks and redemptions at maturity; face value. - (6) The percentages shown for the various types of government securities are ratios to the total of public-sector

securities.
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Figure 35

GOVERNMENT SECURITIESISSUESIN THE EURO AREA (1)
(as a percentage of GDP)
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Source: ECB.
(1) The data refer exclusively to the issues of government securities denominated in euros or euro-area currencies.

With the steepening of the yield curve, the Italian Ministry for the
Economy increased the supply of short-term securities; net issues of BOTs
amountedto<€11.7 billion, against net redemptionsof €17.6 billionin 2000.
By contrast, net placements of BTPs declined from €47.6 billion to €38.3
billion and those of Republic of Italy issues from €13.8 billion to €9
billion. Net redemptions of CCTs rose from €7.9 billion to €9.8 hillion.
Notwithstanding the turnaround in net issues of BOTS, the duration of
outstanding government securitieslengthened slightly, from threeyearsand
one month to three years and three months; their average residual maturity
increased from five years and eight months to five years and ten months
(Figure 36).

Banks, investment funds and househol dswent back to making large net
purchases of BOTSs. Foreign investors made further net purchases of BTPs
worth €26.2 billion, athough thiswas half the amount of the previousyear,
while banks and investment funds made net disposals of €4.4 billion
and €8.5 billion respectively. Foreign investors overall purchases of
government securitiesdeclined from€67.1 billionin 2000to€16.7 billion.
At the end of 2001 non-residents held 42.1 per cent of the stock of out-
standing government securities.

Interest rates. - Medium and long-term rates in the euro area held
relatively steady last year, fluctuating around 5 per cent at the ten-year
maturity (Figure 37). After remaining stablein the first quarter of the year,
they rosedlightly inthe next two monthsin responseto expectationsof aless
severecyclical slowdown than previously predicted. Theterrorist attacksin



the United States drove interest rates on government securities back down,
in part as a consequence of the preference shown by investorsfor lessrisky
financial assets. Rates touched bottom in November (with the yield on
ten-year BTPs at 4.6 per cent). In the final part of the year the outcome of
themilitary operationsin Afghanistan and theimprovement in theeconomic
outlook inthe United Statesand the euro areapushed ratesup again; theyield
on ten-year BTPs stood at 5.2 per cent at the end of the year. Medium and
long-term rates continued to risein thefirst four months of 2002 asthe signs
of cyclical recovery gained strength.

Figure 36

AVERAGE MATURITY OF OUTSTANDING
ITALIAN GOVERNMENT SECURITIESAND OF NEW ISSUES (1)
(monthly data; years)
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(1) Calculated on securities listed on MTS. - (2) Moving average for the three months ending in the month indicated.

Thevolatility implied by the prices of optionson ten-year Bund futures
increased sharply in the second half of 2001 before receding inthefirst few
months of thisyear (Figure 38).

Real medium and long-term rates, cal culated from the prices of French
ten-year government bonds indexed to consumer prices, moved in linewith
nominal rates, indicating stable inflation expectations. At the end of 2001
they stood at 3.4 per cent, the same level as ayear earlier.

Theeuro-areayield curve showed arising slopefromMay onwardsand
steepened rapidly in the second half of the year. The yield differential
between ten-year BTPs and Bunds gradually narrowed to stand at 27 basis
point at the end of December, compared with 40 basis points ayear earlier.
The decline in the differential with the Bund (which was also recorded in
France, Spain and Belgium) was attributable to the deterioration in
Germany’s public finances and to expectations of an increase in issues of
German government securities in 2002.
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The secondary market. - Average daily turnover on the screen-based
market in government securities (M TS) rose by 16.5 per cent to €9.2 billion.
Bid-asked spreads narrowed in al the segments. Repo trading on MTS
increased further, with average daily turnover rising from €21.8 to €27.8
billion. On the other hand, average daily turnover in government securities on
the MOT segment of the Italian Stock Exchange declined by 9 per cent to
€460 million.

Figure 37

GROSSYIELDSON TEN-YEAR ITALIAN AND GERMAN SECURITIES
AND MAIN INTEREST RATE DIFFERENTIALS (1)
(weekly data; percentages and percentage points)
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(1) Yields on benchmark ten-year bonds. - (2) Differential between the ten-year benchmark BTP and the corresponding Bund. -
(3) Simple average of yield differentials between Republic of Italy issues and IBRD bonds with similar characteristics. - (4) Differential
between ten-year Bunds and ten-year euro swaps.

In August MTS launched BondVision, a circuit reserved to ingtitutional
investors, who can contact different market makersover the Internet and trade
euro-area government securities with them through an auction procedure.

Average daily turnover in euro-area government securitieson EuroM TS
in London grew further to €3.8 hillion, 20 per cent more than in 2000. The
sharesof turnover in Italian and German securities declined from 48 to 42 and
from 16 to 12 per cent respectively, primarily to the benefit of French and



Spanish securities, whose shares rose from 16 to 17 per cent and from 7 to
12 per cent.

In October EuroM TS and Coredeal, an electronic exchange, signed an
agreement for trading international debt securities on a common trading
platform. The agreement became operational in February 2002.

Figure 38

EXPECTED VOLATILITY OF TEN-YEAR BUNDS (1)
(daily data; percentages on an annual basis)
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(1) Volatility implied by options on futures quoted on EUREX.

Marketsininterest-ratederivatives. - Averagedaily turnover infutures
on ten-year Bunds on the Eurex market in Frankfurt rose by 23 per cent to
€76.5hillionin2001. Thevolumeof trading in ten-year French government
bondsfutureslisted onthe Euronext marketin Parisfell sharply inthesecond
half of the year.

Bank and corporate bonds

Net issues of medium and long-term bonds by Italian banks and firms
amounted to€106.7 billion, 79.5 per cent morethanin 2000 (Table51). Net
issues by banks rose from €36.1 to €46.2 hillion; those by non-bank
financial corporationsand non-financia firmsincreased from<€15.8 billion
to €33 hillion and from €7.5 billion to €27.6 billion respectively. Net
placements by Italian issuers on the international market increased from
€50.4 billionto €74.4 billion, continuing the trend of recent years, but their
sharein total net issues of Italian private-sector bonds declined from 85 to
70 per cent.

Between July 1999 and the end of 2001, following the enactment of the
new legislation on claims securitization, gross issues of bonds by Italian
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companies in respect of these transactions expanded rapidly. In 2001 they
rosenearly threefoldto atotal of €35 billion. Themajority of the placements
were made by banks and included a larger share of securities backed by
performing loans. The transactions carried out by public-sector entities
were also substantial, accounting for 26 per cent of the total value of
securitizations.

Table 51

MEDIUM AND LONG-TERM BONDS OF BANKSAND FIRMS

INITALY AND THE EURO AREA (1)
(at face value; millions of euros)

Net issues Stocks Asa %
of GDP
1999 2000 2001 1999 2000 2001 2001
Italy
Banks ................ 21,939 36,071 46,188 | 289,489| 324,427 370,890| 30

Other financial companies 8,973 | 15,848| 32,957 11,470| 28,083| 61,121 5

Non-financial

companies (2) ........ 23,998 7,541 27,565 55,311 63,121 90,822 7
Total ... | 54,910| 59,460| 106,710| 356,270| 415,631| 522,833| 42

of which:

international market (3) 46,845 | 50,386 74,381 89,903| 138,276| 213,496| 18

Memorandum item:

public sector ......... 37,955 37,212 22,635 | 977,358(1,014,558|1,037,310| 85
Euro area
Banks ................ 227,296 | 241,097 | 225,038 (2,431,935(2,691,217(2,924,002| 43

Other financial companies | 91,313 | 98,913| 111,527 | 308,412| 408,406 525,976 8

Non-financial

companies (2) ........ 42,295 | 92,261 80,911 | 287,849| 381,861| 465,429 7
Total ... | 360,904 | 432,271 | 417,476 3,028,196 (3,481,484|3,915,407| 58

of which:

international market (3) | 391,328 | 472,565 | 489,259 |1,365,636|1,848,458|2,357,831| 35

Memorandum item:
public sector ......... 190,497 | 114,810| 187,954 |3,174,150(3,288,960|3,476,914| 51

Sources: For the euro area, based on ECB and BIS data.

(1) Partly estimated. The nationality and sector are those of the parent company and not of the issuer. The distribution according to sector
is affected by differences in the classification systems used by the ECB and the BIS. - (2) For ltaly, includes issues by the State
Railways. - (3) The international market consists of bond issues sold partly to residents of countries other than that of the issuer.

In the euro area as a whole, in contrast with Italy, net bond issues by
banks and firms decreased by 3.4 per cent (to€417.5billion), sothat Italy’s
share of the total rose from 13.8 to 25.6 per cent. The decline involved
placements by both banks and non-financial firms, which diminished by 6.7



and 12.3 per cent respectively, whereas those by financial corporations
increased by 12.8 per cent, reflecting, in particular, the surge in Italian
transactions. Asinthetwo previousyears, the share of outstanding securities
placed in domestic markets fell (from 47 to 40 per cent), while that of
international bonds continued to rise, although more slowly than before.

Italianfirms' recoursetothebond market islargely explained by certain
characteristics of size and financial structure. Most of the companies that
issued listed bonds in the last two decades are also listed on the stock
exchange, are large and have been in business for many years. The median
firmwas 35 yearsold and had 605 empl oyees and turnover of €153 million.
By contrast, the median issuer of unlisted bonds was 18 years old and had
72 employees and turnover of €11 million. The firms belonging to thefirst
group were also less heavily in debt. Their median leverage was 48.9 per
cent, compared with 56.8 per cent for those of the second group. Theratio
of net interest expense to gross operating profit was 15.4 per cent, against
28.5 per cent.

In recent years the growth of the international market has facilitated
recourseto bondissuance by numerous|talian non-financial firms. Between
theend of 1998 and theend of 2001 the share of international bondsinltalian
firms' total issuesrosefrom 37 to 88 per cent. Inthesethreeyears 36 Italian
non-financia firms made international bond issues, 25 of them for the first
time. Compared with the companies that had already issued Eurobonds, the
new issuers had lower average turnover and placed a smaller volume of
securities. Their ranksalso included alower proportion of listed companies,
independently rated companies and firms belonging to traditional sectors.
The Euromarket debut of smaller, less-well-known companies was assi sted
by the presence of Italian banks in the underwriting syndicates; just under
half of the securitiesof thenew issuerswereplaced by Italianintermediaries,
against one fifth in the case of the securities of other firms.

In the first eight months of 2001 the yield differential between Euro-
bonds of non-financial firmsand government securitiesremained at the high
levels reached in the final part of 2000 (Figure 39). After peaking at 1.6
percentage points in the days following 11 September, the differential
narrowed rapidly to just over 1 percentage point by the end of the year. In
thefirst four months of 2002 it widened again by around 0.2 points, owing
mainly to the spread of worries about the reliability of company’s accounts
after the failure of Enron.

The equity market

Share pricesand trading. - The downturn in share pricesthat beganin
2000 continued in the first three quarters of 2001, with a brief interruption
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between March and May (Figure 40). The drop in stock market indexes
following the terrorist attacks in September (between 11 and 21 September
share pricesfell by 21.5 per cent in Italy and 17.3 per cent in the euro area)
was rapidly recouped, so that by the end of October in the euro area, and a
week later in the United States, they had regained their pre-11 September
level. Over the year as awhole, stock exchange indexesfell by an average
of 19.7 per cent in the euro area (6.4 per cent in Spain, 18.2 per cent in
Germany, 22 per cent in France and 25.1 per cent in Italy), by 13 per centin

Figure 39
CORPORATE BOND YIELD DIFFERENTIALS (1)
(daily data; percentage points)
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(1) Yields on fixed-rate euro-denominated Eurobonds with a residual term to maturity of not less than one year issued by non-financial
corporations resident in countries whose long-term foreign currency debt bears a rating not lower than BBB3 or BBB-. - (2) Yield differential
between AAA-rated bonds and government securities (French and German).- (3) Yield differential between BBB-rated and AA-rated
bonds. - (4) Yield differential between all bonds issued by the non-financial sector and government securities (French and German).

Figure 40
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the United States and by 15.4 per cent in the United Kingdom. Huge losses
wererecorded inthe marketsreserved to high-tech companies: 45.6 per cent
inltaly, 60.2 per centin Germany and 62.7 per cent in France, compared with
32.7 per cent in the United States and 42.6 per cent in the United Kingdom.

Over 2001 as awhole, the average volatility of share indexesimplied
by options prices and that actually recorded did not diverge substantially
from the values for the previous year.

In 2001 theratio of current earningsto stock market capitalizationinthe
euro area rose appreciably to approach the levels prevailing at the start of
1997 (Figure 41). Theincreasefor the Italian market was more pronounced.
The rise in the ratio reflects the combination of a downward revision of
forecastsfor corporate earnings, which began in the autumn of 2000, and an
increase in the equity risk premium, as a consequence of the cyclical
slowdown.

Thelarger dropsufferedby theltalian Stock Exchangein 2001 compared
with the other major exchanges of the euro area was attributable mainly to
bank shares, which fell by 29.9 per cent, against a corresponding decline of
22.5 per cent in Germany and arise of 6.4 per cent in France. The sizable
reduction in Italian banks stock market value came after their large
appreciation in the preceding years. It brought Italian banks' earnings/price
ratio back into line with those of the banking sector of the other magor
countries of the area. The Italian Stock Exchange also underperformed the
other European exchanges in the media and automobile sectors.

Figure 41
CURRENT EARNINGS/PRICE RATIOS
IN SELECTED INDUSTRIAL COUNTRIES
(end-of-month data; percentages)
8 8

2 L1 I L1 L1 I I 2
1997 1998 1999 2000 2001 2002

—-—- United States Euro area  ----- Germany —--- France

Source: Thomson Financial.

177



178

Turnover fell from €868 billion in 2000 to €658 billion in 2001. The
turnover ratio (i.e. turnover/market capitalization) declined from 110 to 89
per cent.

Supply and demand. - The fall in share prices in 2001 discouraged
companies from seeking listing on the Italian Stock Exchange, especially
those with high growth potential. During the year therewere 13 new listings
on the main market and only 4 on the Nuovo Mercato, compared with 14
and 31 respectively in 2000. The initial capitalization of the newly-listed
companiesamounted to<€10.6 billion, compared with<€30.2 billionin 2000.

According to datacollected by Thomson Financial, inthe euro areathe
number of new listingsfell from 419 in 2000 to 132 in 2001 and the amount
of capital raised from<€70billionto€26 billion. Inthe United Statesand the
United Kingdom, the amount raised with |POs decreased from €54 billion
to €17 billion and from €33 billion to €18 hillion respectively. The
slowdown in 1POs was especially sharp for high-tech companies, whose
share of the resources raised decreased from 65 to 6 per cent in the United
States and from 36 to 34 per cent in the euro area; in the United Kingdom,
by contrast, it rose from 30 to 44 per cent.

The Italian Stock Exchange's capitalization at the end of 2001 was
equal to€587.5 billion, 27.7 per cent lessthan ayear earlier (Table 52). In
March 2002 it had risen to €619.6 billion. Market capitalization fell from
69.7 per cent of GDP in 2000 to 48.3 per cent in 2001.

In 2001 Consob approved regulatory changes regarding the
organization of trading on the Italian Stock Exchange. The principal change
consists in the introduction of a closing auction, to give the market a
representative pricefor transactions carried out at the end of the trading day.
A second change regardsthe criteriafor establishing the price parametersto
be used in the automatic mechanisms for suspending trading in a stock.

The STAR segment of the Italian Stock Exchange, targeted to low and
mid-cap companies that meet more stringent liquidity and transparency
requirements, went live in April 2001.

At the end of January 2002 the discovery of irregularities in the
preparation of annua accounts in connection with the failure of Enron
generated fears that similar stratagems had been used by a substantial
number of companies. Thisepisode spurred the US Securitiesand Exchange
Commission to propose measures to counter these risks by tightening
accounting standards and introducing stricter rules on insider trading and
transactions with subsidiaries.

In March 2002 alawsuit brought by some USinvestors against amajor
international bank underscored the risks of potential conflicts of interestin



the activity of financial analysts who make buy or sell recommendationson
shares. Various investment banks consequently revised the criteria
governing investment consulting services provided to customers. In Italy, at
the start of 2001 Consob had already ordered that where an analyst’sinterest
in a company was such as to compromise his independent judgement, the
nature of that interest as well asits existence had to be disclosed.

Table 52

MAIN INDICATORSOF THE ITALIAN STOCK EXCHANGE (1)
(billions of lire and, in brackets, millions of euros unless otherwise indicated)

1996 1997 1998 1999 2000 2001
Number of listed Italian

companies ............... 213 209 219 247 276 276

of which: on the Nuovo Mercato - - - 6 39 44

Total market capitalization (2) .. | 386,156 | 600,042 | 931,472 1,396,299 | 1,573,109 | 1,137,495
(721,128) | (812,443)| (587,467)

13,517| 42,919 24,182
(6,981)| (22,166)| (12,489)

of which: on the Nuovo Mercato - -

as a percentage of GDP . ... 20.3 30.2 44.8 65.1 69.7 48.3
percentage breakdown:
industry ................. 34 31 24 20 21 23
insurance ............... 15 15 16 11 14 13
banking ................. 15 19 27 23 25 23
finance .................. 4 4 3 3 3 3
SErviCes ................. 32 31 30 43 37 39
Total . . . 100 100 100 100 100 100
Gross share issues (3) 5,506 7,933 13,689 43,649 17,714 11,949
(9,148) (6,171)
of which: on the Nuovo Mercato - - - 411 8,523 430
(212) (4,402) (222)
Market capitalization of newly| 14,886| 12,731 42,060 | 360,927 58,380 20,484
listed companies (4) ....... (186,403)| (30,151)| (10,579)
of which: foreign companies . - - 17,268 | 232,660
(120,159) . .
of which: on the Nuovo Mercato - - - 2,604 42,807 887
(1,345)| (22,108) (458)
Dividends distributed ......... 9,786| 12,112 13,061 19,254 31,005 30,549
(9,944)| (16,013)| (15,777)
Earnings/price ratio (5) ....... 6.9 4.6 3.9 3.4 4.5 6.0
Dividend/price ratio (5) ....... 21 1.7 1.6 15 2.1 2.8
Turnover:
stock exchange ........... 157,088 | 339,564 | 822,630 | 980,758 1,680,638 1,273,374
(506,519) | (867,977)| (657,643)
futures on MIB30 index . . . .. 400,926 | 925,005 |1,893,190 | 1,753,953 | 1,906,049 | 1,605,973
(905,841) | (984,392) | (829,416)
options on MIB30 index .. .. 71,359 (242,225| 517,462 511,526| 625,736| 477,397
(264,181) | (323,166) | (246,555)
Annual change in prices (6) ... 131 58.2 41.0 22.3 5.4 -25.1
Turnoverratio (7) ............ 44 69 107 84 110 89

(1) Excludes the Mercato Ristretto. - (2) Italian companies; at end of period. - (3) Italian companies. The value of share issues is
obtained by multiplying the number of shares issued by the issue price. - (4) Sum of the capitalization values of each company on the
issue date. - (5) Source: Thomson Financial. End-of-period data. Percentages. Current earnings and dividends. - (6) Percentage
change in the MIB index. - (7) Italian companies. Percentage ratio of turnover to average market capitalization.
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Thetotal value of listed Italian shares held directly by households fell
over the year by nearly one half, from €161 billion to €84 billion. The
proportion of shares in households portfolio of financial assets declined
from 28 to 19 per cent.

According to sample surveys conducted by the Italian Stock Exchange,
nearly two third of the investors who traded or held listed Italian shares or
equity derivatives in 1999 and 2000 had bought the securities when the
company was privatized. For half of those interviewed, the reason for
holding shares was to obtain a higher return; for a quarter it was portfolio
diversification. Banks were the principal channel for purchasing shares
(60 per cent), followed by financial salesmen (around 20 per cent ) and the
telephone and Internet servicesof banksand securitiesfirms. Inthefirst two
cases, nearly al the purchases were made by customers in person.

The market in equity-based derivatives. - The average number of
contractstraded daily ontheltalian DerivativesMarket rose by 25.8 per cent,
while average daily turnover fell by 15 per cent. The volume of trading
increased for futures contracts on the M1B30 index and for individual stock
options but decreased for options on the MIB30 index. Turnover was down
for all types of contract.



SUPERVISION OF BANKS
AND OTHER INTERMEDIARIES

Thissection of the Report fulfilsthe Bank of I1taly’sobligationto publish
an annual report on its supervision of banks and other intermediaries
pursuant to Article 4 of Legidlative Decree 385 of 1 September 1993; in
particular, it sets out the criteria and methods followed in the Bank's
supervisory activities and describes the actions taken in 2001.

The Bank of Italy was intensely involved in the work of supervisory
authorities in the forafor international cooperation. The main issues under
discussion concerned the capital adequacy of intermediaries, the protection
of financial stability and action against money laundering and the financing
of terrorism.

The Basel Committee concentrated on examining the comments
received from operators and supervisory authorities on the proposal
published in January 2001 for amendment of the Capital Accord; it carried
out further studies in order to obtain a clearer picture of the effects the
regulations would have on banks' capital and reserves. In November it set
out new methodsfor cal cul ating capital requirementsinrelationto credit risk
based on the use of banks internal ratings. The changes are aimed at
attenuating the procyclical effects of the new rules and establishing an
appropriate means of treating loansto small and medium-sized enterprises.
The new regulations should be completed in the course of next year.

In view of the slowdown in economic activity and the consequences of
theterrorist attacks, the Financial Stability Forumintensified itsanalysis of
thevulnerabilitiesof theinternational financial system and took stock of the
progress financial systems have made in the adoption of standards of
prudential supervision and market regulation. Further studiesrelated to the
conditions for the creation and operation of effective deposit insurance
systems, methods for the early identification of bank problems and to the
instruments and strategies of crisis resolution. The Banking Supervision
Committee of the ECB strengthened its macroprudential analysis of
financial stability, examining in particular loan |oss provisioning practices
over the course of the economic cycle.

The United Nations and the European Union intensified their effortsto
prevent and suppress the financing of terrorism; the Financial Action Task
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Force (FATF) issued eight specia recommendations aimed at denying
terroristsaccesstotheinternational financial system. Inltaly, inorder togive
immediate support to the initiatives agreed at international level, the
measures and operating procedures devel oped to prevent money laundering
were extended to terrorism, and cooperation between the administrativeand
investigative authorities was strengthened.

Within the European Union, the regulations on banking and financial
accounts were revised, introducing the principle of “fair value” for the
valuation of certain financial instruments. The rules on asset management
companies and collective investment undertakings were amended, one of
the objectives being to widen the range of assets in which harmonized
investment funds may invest.

As regards national legislation and regulations, measures were
introduced governing the ownership of banks, expansion of the operations
of intermediaries and prudential rules on financial innovation.

Amendments to the law on foundations altered the provisions on
shareholdings in banks by widening the concept of control to cover
situationsin which control is exercised jointly by several foundations. The
deadline for the disposal of shareholdings in the companies to which the
foundationshad transferred their banking businesswas postponed until June
2006 on condition that the shareholdings were entrusted to an asset
management company.

The regulations on capital requirements for loan securitization
operationsin which banks areinvolved either assellersor asinvestorswere
amended; new supervisory returns were introduced for special purpose
entities for securitization operations. In the asset management field,
provision was made for the formation of companies with reduced initial
capital in order to permit the creation of closed-end venture capital fundsin
the scientific research sector; the rules for permitting non-harmonized
foreign investment funds to operate in Italy were simplified.

Lastly, regulations were introduced for electronic money institutions,
which are subject to supervisory regulations similar to those for banks.

The reorganization of the Italian financial system continued last year;
the number of banks declined by 11 to 830 and that of asset management
companiesincreased by 30 to 129. There are now 263 financial institutions
listed inthespecial register pursuant to Article 107 of the 1993 Banking Law,
an increase of 52, mainly as aresult of the registration of specia purpose
entities for securitization operations.

The market share of the five largest banking groups remained
unchanged at 54 per cent of total assets, whilethat of the ten largest rose by
one point to 68 per cent. The maor groups continued to expand in Eastern
Europe.



Banks and groups in which foundations, local authorities and the state
hold the majority of the share capital account for 10 per cent of the banking
system’s total assets, two points less than in 2000.

The major banking groups intensified the overhaul of their
organizational structures; they are moving towards a configuration with an
increasingly clear separation between governance bodies, situated in the
parent company, and operating units. The separation between units that
develop products, which are also offered outside the group, and those
distributing them, which are specialized for particular customer segments,
is also becoming more pronounced.

Banks are making growing use of distribution channels that are
alternatives to branches, especially for the supply of asset management,
insurance and pension products. The number of financial advisers used by
banksrose by morethan 40 per cent. A sset management companieswidened
and diversified their range of products; funds of every type provided for
under the legislation are now in operation.

The slowdown in economic activity contributed to the slower growth
inlending, and the downturninthefinancial marketsreduced household and
corporate demand for services. Thefinancial difficultiesof certain countries
and large foreign firms necessitated substantial allocations to loan loss
reserves.

Banks exposure towards telecommunications companies, which had
increased greatly in 2000, decreased by more than a third; their exposure
towards firms operating in the sectors most vulnerable to the possible
repercussions of last September’sterrorist attacks is small by international
standards. Positionsin relation to customers who becameinsolvent in 2001
amounted to 0.9 per cent of lending, the lowest percentage of recent years.
Bad debts diminished by 12.7 per cent, partly owing to securitization
operationscarried out during theyear; net of write-offs, bad debtswereequal
to 17.6 per cent of consolidated supervisory capital and reserves, compared
with 22.5 per cent in 2000.

The banks' consolidated profits declined from 12.9 to 9.1 per cent of
their capital and reserves; the contraction was larger for the major groups,
whose ROE fell by 4.6 pointsto 12.5 per cent. The capital adequacy of the
banking system improved, partly on account of capital increases and issues
of subordinated bonds. The solvency ratio on aconsolidated basisrosefrom
10.2t010.6 per cent; for themajor banking groupsit increased by almost one
point to 9.5 per cent.

The downturn in the financial markets led to an appreciable reduction
in fee income for asset management and securities intermediation
companies. The ROE of financial companiesdecreased from 81to 6 per cent.
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Supervisory analyses indicate an improvement in banks financial
strength: the proportion of total borrowed funds attributabl e to bankswhose
situation showed anomalies declined from 19 to 17 per cent. The progress
that isbeing madeis confirmed by the findings of on-site inspections by the
supervisory authority. Between 1998 and 2001 the banks for which
unfavourable assessments were made had 6 per cent of total assets, whereas
in the preceding four years the corresponding figure had been 11 per cent.

In the asset management and securities intermediation fields the
number of firms displaying anomalies increased owing to the fall in the
volume of business and, in some cases, to an inadequate adjustment of
organizational and control arrangements to cope with the growth of recent
years, their market share is small, however.

The supervisory authority paid particular attention to the strengthening
of intermediaries’ capital base, the adequacy of internal control systemsand
the distribution of financial instruments and asset management products.

The programme launched by the supervisory authority at the beginning
of last year to strengthen the capital base of some banking groups was
subsequently extended to all large groups, with the objective of achieving
ratios of 6 per cent for core supervisory capital and 10 per cent for total
capital and reserves. In connection with the financial restructuring of some
largeindustrial groups, thebanks' attention wasdrawnto loan concentration
by branch of economic activity and by group of connected clients; the most
exposed banks were asked to adopt appropriate prudential policies.

The supervisory authority assessed the effects of the growing use of
securitization operations and credit derivatives on the various risk profiles.
Intermediaries were urged to acquire adequate procedures and experienced
staff to monitor the risks underlying such operations.

Analysesof thequality of internal control systemsfocused in particul ar
on the effectiveness of theauditing function, not least in view of thegrowing
tendency to entrust it to other group member companiesor outside agencies.
The actions taken were aimed at promoting the strengthening of
organizational structures and control procedures and the integration of
information technology systems. Since the regulations on internal controls
were issued, considerable progress has been made in improving the
effectiveness of controls and expanding the range of risk measurement
instruments.

In the management of portfolios on an individual basis, some
intermediaries failed to comply with the regulations or paid insufficient
attention to ensuring that contractual relationswith investorswere in order.
The attempt to meet investors expectations as to returns during the period
of rising markets led some intermediaries to guarantee minimum yields
without adequately hedging the risks involved. The supervisory authority
graduated itsactionin accordancewiththescal e of theanomaliesuncovered.



THE REGULATORY FRAMEWORK

Therevision of capital adequacy rules

In 2001 the work of the Basel Committee focused on completing the
main parts of the new Capital Accord. The Committeetook into account the
commentsit received on the second consultative document i ssued at the start
of the year and the results of a quantitative study involving a substantial
number of banks of the Group of Ten countries.

In November 2001 the Committee formulated new methods for
calculating the requirementsfor credit risk using internal rating systems. In
particular, therisk weightswere reduced and the correl ation between capital
endowment and credit risk was attenuated. The revision curbs the pro-
cyclical effects of the new rules and indirectly allows more appropriate
treatment of loans to small and medium-sized enterprises. In addition, the
Commiittee is assessing the possibility of explicitly recognizing small
company size as afactor attenuating the capital requirements.

Theneedtotaketheresultsof the consultation into account and to adjust
important aspects of the proposed rules resulted in a postponement of the
deadline for publishing the new Accord, originally set for the end of 2001,
and of the date of its entry into force. The new Accord should be finalized
in 2003.

International cooperation and Community legislation

Measures to counter the financing of international terrorism. -
Important measures were adopted in the wake of 11 September to prevent
and repress the financing of terrorism.

The UN Security Council called on all States to freeze the capital,
financial assets and economic resources of personsinvolved in committing
or abetting acts of terrorism, and to make it unlawful for such capital,
financial assets and economic resources to be made available to them. To
implement the freeze within the European Union, the EU Council of
Ministers issued numerous regulations updating the list of the individuals
and organi zations to which the measure applies.
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In addition to actionsto implement the freeze, the Bank of Italy and the
Italian Foreign Exchange Office asked intermediaries to check for the
existence of business relations and transactions with persons, entities and
companies connected with the terrorist events, which they were to report to
the national anti-money-laundering authorities. In order to make this task
easier for intermediaries, lists of persons suspected of being involved in
international  terrorism were circulated at international level by
administrative and investigative authorities and by the supervisory
authorities, inter alia by means of the Basel Committee.

International cooperation. - The Financial Stability Forum intensified
itsanalysis of the factors of vulnerability of the financial system in view of
the economic slowdown and the effects of the terrorist attacks. In a report
published in September the Forum analyzed the progress made in
strengthening the incentives to apply the international standards for
prudential supervision, market regulation and action against money-
laundering and terrorism. The Forum called on offshore centres to take
further steps to comply with the standards, participate in the evaluation
programmes prepared by the International Monetary Fund and make their
results public.

In 2001 the Joint Forum of banking, securities and insurance
supervisors began to explore possible forms of coordination between the
three sectors' prudential rules applicable to financial conglomerates.

Community legislation. - Directive 2001/97/EC amending the
Anti-Money-Laundering Directive (91/308/EEC) was approved on
4 December 2001. The amended directive expands the list of money-
laundering predicate offences, introduces measures to ensure customer
identification in distance transactions, and extends the identification and
data registration requirements to persons who do not engage in financial
activity but are nonetheless deemed to be exposed to involvement in
money-laundering (for example, auditors, notariesand other membersof the
legal professions).

Significant progress was made in implementing the plan to introduce
the International Accounting Standards in Europe. In particular, Directive
2001/65/EC of 27 September 2001 amending Community legislation on
individual and consolidated accounts made IAS 39 (Financia Instruments:
Recognition and Measurement) applicable in the EU starting with annual
accounts for 2004.

Two directives amending the UCITS Directive (85/611/EEC) were
approved in December 2001. The so-called Manager Directive



(2001/107/EC of 21 January 2002) provides a complete set of rules
governing management companies and regul ates the simplified prospectus,
while the so-called Product Directive (2001/108/EC of 21 January 2002)
widenstheeligibleinvestments of fundsthat may befreely marketed within
the Union. National primary and secondary legislation transposing the two
directives must be approved by 13 August 2003 and enter into force by
13 February 2004.

On 5 February 2002 the European Parliament gave afavourableopinion
on the legidative procedure proposed in the Lamfalussy Report for
accelerating the integration of the securities markets in Europe.

Italian legislation

Banking foundations. - Article 11 of Law 448 of 28 December 2001
(the Finance Law for 2002) introduced several amendments to Legislative
Decree 153 of 17 May 1999 concerning banking foundations. The changes
regard the rules on foundations' equity interests in banks. The ban on
controlling interests is extended from individual control to cases of joint
control by two or morefoundations. Foundationsare all owed to postponethe
disposal of controlling interests until June 2006, provided the shareholdings
areentrusted to an asset management company that managestheminitsown
name. Theimplementing regulations areto beissued by the Ministry for the
Economy and Finance.

Electronic money institutions. - Article 55 of Law 39 of 1 March 2002
(the 2001 EU Legidation Implementing Law) transposed Directives
2000/28/EC and 2000/46/EC on electronic money institutions into Italian
legidation as Title V-bis amending the 1993 Banking Law. The new
measures extend the scope of many provisionsof the Banking Law. Specific
amendments to the anti-money-laundering rules extend their application to
the new category of intermediary.

Electronic money institutions are non-banks whose sole activity isthe
issue of electronic money, comprising related and instrumental activitiesand
payment services as well. They may not grant any form of credit.

For the configuration of supervisory controls, thenew legislationrefers
to the provisions of the 1993 Banking Law regarding regulatory powers,
reporting requirements and inspections, aswell asto those concerning crisis
procedures (except those on depositor guarantee schemes). It amends the
Banking Law’s provisions on sanctions, reserved banking activities and the
use of banking names, extending their application to electronic money
institutions.
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Pursuant to Article 146 of the 1993 Banking Law, the Bank of Italy is
to take measuresto assist the devel opment of electronic money, to ensureits
reliability and to promote the regular operation of the e-money payment
circuit.

Real estate investment funds. - Law 410 of 23 November 2001
introduced measures to foster the development of funds that invest
exclusively or prevalently in real estate, real estate property rights and
shareholdingsinreal estatecompanies. It establishesafavourabletax regime
for these funds.

The new law reduces the rigidity of the typica investment in
closed-end funds by alowing the latter to correlate successive issues of
units and partial redemptions. It permits shareholders of the management
company and of other companies belonging to the same group to sell or
contribute land and buildingsto the fund and to buy property from the fund;
the implementing regulations are to provide safeguards to reduce potential
conflicts of interest. The law also raises the limits for borrowing by real
estate investment funds.

Secondary legislation

Cross-border credit transfers. - With Decree456 of 13 December 2001,
the Minister for the Economy and Finance, acting on a proposal from the
Bank of Italy, established the guidelines for complaints and redress
procedures and the composition of the bodies appointed to settle disputes
concerning cross-border credit transfers of up to €50,000.

The ministerial decree implements Articles 8 and 9 of Legidative
Decree 253 of 28 July 2000, which in transposing Directive 97/5/EC
required institutions executing cross-border credit transfers to prepare
procedures for settling disputes with customers. These procedures may be
designed by the institutions’ trade associations. The decree establishes the
criteria for the composition of the decision-making bodies, to ensure their
impartiality and representativeness, and for the related procedures, which
must be expeditious, economical and ensure effective protection.

Securitizations. - Measures were taken in December 2001 concerning
the capital chargesfor asset securitizationsin which abank isthe transferor
or investor. The provision modified the regulatory framework regarding
investment in securities issued by a special purpose vehicle, the different
formsof credit enhancement, and therulesfor transactions characterized by
innovative elements, principally asaresult of their combination with credit
derivatives.



Supervisory rules on country risk. - New rules on country risk issued
in December 2001 inview of the development of Italian banks’ international
operations recognize differential prudential treatment in relation to the
different components of risk connected with lending in non-OECD
countries.

Asset management companies and Italian collective investment
undertakings. - A measure issued in July 2001 made it possible to set up
asset management companies with reduced initial capital for the
establishment and management of closed-end funds having the objective of
financing venture capital projectsin the field of scientific research.

Provisions issued in November recognized the possibility of
establishing exchange traded funds, whose characteristics include passive
management and low expenses for shareholders.

Foreign collective investment undertakings. - A regulation issued on
31 December 2001 introduced new, streamlined procedures for granting
authorization to market units and shares of foreign collective investment
undertakings not falling within the scope of the relevant Community
legislation (non-harmonized foreign investment funds). The power of
authorization is now within the competence of the Bank of Italy.

Financial intermediaries. - In February 2002 specific prudential rules
were established for financial intermediaries (entered in the special register
under Article 107 of the 1993 Banking Law) that engage exclusively or
prevalently in issuing guarantees to the public. In January 2001 provisions
wereissued regarding the supervisory reports that special purpose vehicles
set up for securitizations are required to transmit to the Bank of Italy.
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THE STRUCTURE OF THE FINANCIAL SYSTEM

At the end of 2001 Italy had 830 banks and 557 other supervised
intermediaries (asset management companies, securitiesfirmsand financial
companiesentered in the special register pursuant to Article 107 of the 1993
Banking Law; Table 53). The other institutional sectors of the economy had
entrusted financial assets, including thosein custody or under management,
worth€1.5trillion to banksand €550 billionto the other intermediariesand
had received from the two categories of intermediary financing of €1.2
trillion and €500 billion respectively. Banks had 345,800 employees, the
other intermediaries 20,200.

Table 53
THE STRUCTURE OF THE ITALIAN FINANCIAL SYSTEM
31 December 2000 31 December 2001
No. of branches No. of branches
Interme- Interme-
diaries Italy Abroad diaries Italy Abroad
Banks ........ . 841 | 28,177 94 830 | 29,270 91
of which: limited company banks (1) ...... 240 | 20,338 84 252 | 21,081 81
cooperative banks (banche
popolari) .............. ... 44 | 4,789 10 44 | 5,036 10
mutual banks (banche di credito
cooperativo) .................. 499 2,951 - 474 | 3,044 -
branches of foreign banks . ..... 58 99 - 60 109 -
Securities firms ... . oL 171 - - 162 - -
Asset management companies and Sicavs 101 - - 132 - -
Financial companies entered in the register
referred toin Art. 106 of the Banking Law | 1,357 - -1 1,376 - -
of which: entered in the special register
referred to in Art. 107 .......... 211 - - 263 - -
(1) Includes central credit and refinancing institutions.

The number of banks diminished by 11 during the year. That of other
supervised intermediaries rose, primarily because of the formation of 30
asset management companies - mostly to operate hedge funds and
closed-end funds - and the registration in the specia register of 53 special
purpose entities for securitizations.



At theend of theyear therewere 76 banking groups, encompassing 226
Italian banks, 98 asset management companies and securitiesfirmsand 217
Italian financial companies. They also included 82 foreign banks and 249
other foreign financial intermediaries. Instrumental companies belonging to
groups numbered 159, including 32 foreign companies.

Banks and banking groups

Restructuring of the banking system. - After three years of substantial
growth, the leading Italian banking groups accelerated the pace of
reorganization. The actions already completed or still under way have
focused on central and peripheral structures with the aim of reducing costs,
standardizing the operating and information procedures of group members
and exploiting the advantages of service specialization according to
customer segment.

The principal banking groups are moving towards an organizational
model that features a clear separation of the policy-making and governance
unit at the parent company from the operational units, which may either be
internal divisions of the parent company or separate companies, ordinarily
wholly-owned subsidiaries.

As a rule, the operational units have considerable autonomy. The
governance units assign them objectives, expressed as rates of return on
risk-weighted capital. Specialization has resulted in a distinction between
production units, which supply products or instrumental services to other
group members, and distribution units, dividedin turn according to customer
segment.

Developments in 2001. - The number of mergers and acquisitions
decreased from 57 in 2000 to 40 last year, and their combined sizefell from
6.4 per cent to 1.6 per cent of banking system assets. There were also 6
intra-group mergers, these involved 6 per cent of total system assets (as
against 10 per cent in 2000), mostly on account of the merger of Banca
Commerciale Italiana into Banca I ntesa.

Taking account of themerger of the San Paolo-IMI and Cardinegroups,
decided at the end of 2001 and completed early in 2002, the share of total
assetscontrolled by thefivelargest banking groupsremained stableat 54 per
cent; that of the top ten groups rose from 67 to 68 per cent. The proportion
of total assets attributable to banks and groups in which amgjority interest
is held by a foundation, a local government or the central government
declined to 10 per cent.
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Thirty-four banks began operations in 2001 (18 in 2000); 12 were
converted securities firms or financial companies and 8 were foreign bank
branches. Most of these new banks mainly provide investment and private
banking services.

The number of Italian banking groups active abroad was unchanged at
26, and the foreign component of total consolidated assets remained stable
at 16.5 per cent. Foreign banking subsidiariesincreased in number from 73
to 82 while foreign branches diminished from 94 to 91; respectively 49
subsidiaries and 47 branches were located in non-EU countries.

The foreign expansion of the main Italian banking groups is directed
mostly to the countries of Eastern Europe, especialy those with which
Italian trade is most substantial and where Italian firms have made direct
investments to increase their production capacity and extend their outlet
markets.

There are sixty foreign banks with establishments in Italy, with 109
branches (10 more than in 2000). Italian subsidiaries of foreign banking
groups numbered 14, of which 10 belonged to EU groups.

Distribution. - Reorganization of banking groups according to
customer segment led to greater integration of traditional branches with
networks of financial salesmen and with telephone and Internet channels, in
order to facilitate access to services. Bank branches commonly designate
specialy trained officersto handlerelationswith firmsand with individual s
of substantial wealth. The leading banking groups have begun to institute
branches specializing in business with such customers.

The number of branches increased by 1,093 last year. The proportion
having no more than 5 employees remained stable at 52.6 per cent. The
number of financial salesmen used by banks rose by more than 40 per cent,
from 19,650 to 27,760; of the total 23.2 per cent were bank employees,
compared with 20.2 per cent the previous year. Financial salesmen for
securities firms controlled by banks numbered 6,500 at the end of the year.

Relations between banks and insurance companies. - At the end of
2001 Italian banks held equity investments in 76 insurance companies
(mostly in the life sector) and in 37 Italian insurance brokers; in 32 and 26
cases, respectively, they held controlling interests. The number of such
investments was essentially unchanged compared with 2000. Italian banks
also held investments in 17 foreign insurance companies and 5 foreign
brokers (with controlling interests in 11 and 3, respectively). Insurance
groups had significant holdings in 21 Italian banks, including controlling
interests in 6 small banks.



Asset management companies

At the end of 2001 there were 129 registered asset management
companies and 3 Sicavs (Table 54), increases of 30 and 1 in the year. The
majority continued to be bank-controlled (86 out of 132). Only 9 of the new
asset management companies operate open-end funds; 8 concentrate on
closed-end securities or real estate funds and 13 run hedge funds. For their
part, the companies already active have tended to diversify their product
lines, flanking harmonized open-end funds with non-harmonized products
(funds of funds, funds reserved to qualified investors) and individual
portfolio management services.

Asset management companies, which arethe only authorized operators
of collective investment undertakings, also perform the bulk of other asset
management services.

Table 54
ASSET MANAGEMENT COMPANIES AND SICAVS
31 December 2000 31 December 2001
of which: of which:

Total bank- Total bank-
controlled (1) controlled (1)

Asset management companies (2) ............. 101 68 132 86

of which, instituting and managing:
harmonized open-end funds .................. 62 35 60 36
harmonized and non-harmonized open-end funds 11 11 21 16
closed-end securities funds ................... 11 10 18 13
closed-end real estate funds .................. 6 5 7 5
open-end and closed-end funds ............... 9 7 10 7
hedgefunds .............. ... ... ..o i 2 - 16 9

Memorandum items:
Companies with individual portfolio management

SEIVICES . ittt 48 36 65 48
Companies managing funds instituted by others . .. 14 8 16 10
Companies instituting open pension funds ........ 20 15 19 15
Foreign Sicavs and management companies (3) 173 219

of which: Sicavs .......... ... . i i 122 152

(1) Companies in which banks hold more than 50 per cent of the equity. - (2) The data include Italian Sicavs. - (3) Companies that market
units to the general public in Italy pursuant to Legislative Decree 58/1998, Article 42.

Italian collective investment undertakings. - At the end of 2001
all the types of funds envisaged by the implementing provisions
of the Consolidated Law on Financial Intermediation were operational:
harmonized open-end funds and Sicavs, non-harmonized open-end funds,
closed-end funds, funds reserved to qualified investors and hedge funds.
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Harmonized open-end funds and Sicavs totaled 1,234, which was 118
more than a year earlier (Table 55). In addition there were 183 non-
harmonized open-end funds, most of which (160) were funds of funds. The
rules of the first 21 hedge funds were approved during the year; on 31
December the 16 operational hedge funds held assets of €743 million.

Table 55
COLLECTIVE INVESTMENT UNDERTAKINGS
31 December 31 December
2000 2001
Italian collective investment undertakings: total (1) ............. 1,200 1,485
of which:

Harmonized open-end funds and Sicavs ................... 1,116 1,234
of which: equity ...... ... ..o i 465 523
MIXEA oo 65 73

bond ... 316 337

money market .. ... 120 108

global . ... 16 23
notoperational .......... ... 134 170
Non-harmonized open-end investment funds ............... 58 183
of which: non-reserved funds of funds ..................... 39 152
funds of funds reserved to qualified investors ....... 0 8

other non-reserved funds ........................ 0 1
otherreservedfunds ............ ... ... .. ... .. 19 22

Closed-end investment funds ............... ... ... ... ... 26 47
of which: non-reserved securities funds .................... 16 18
securities funds reserved to qualified investors ... .. 0 11

non-reserved real estate funds ................... 10 17

real estate funds reserved to qualified investors . . . .. 0 1

Hedge funds ... ... i 0 21
Foreign funds and sub-funds marketed inltaly ................. 1,844 2,613
of which: equity ........ ... 1,009 1,527
MIXEA 145 196

bond ... .. 525 719

money market .. .........co it 116 121

global . ... 49 50

(1) Sectors are considered individually.

The closed-end fund segment is growing rapidly. Of the 47 such funds
authorized at the end of last year, 21 were instituted during the year. There
was especially strong interest in closed-end securities funds reserved to
qualified investors for private equity purposes; 11 such funds were formed
in2001. A total of 28 closed-end fundswere operational at theend of theyear



(19 securities funds and 9 real estate funds) with assets of €3.5 billion (48
per cent more than ayear earlier). Of this, €900 million was managed by
securities funds and €2.6 billion by real estate funds.

Harmonized foreign collective investment undertakings. - The number
of EU investment funds and Sicavs marketed in Italy under mutual
recognition continuesto grow rapidly. Between 1999 and 2001 it rose from
1,192 to 2,613. The shares or units owned by Italian subscribers to these
funds exceeded €133 billion at the end of the year, including €105 billion
under the management of funds set up in other EU countries by Italian
intermediaries.

Securitiesfirms

Thenumber of registered securitiesfirms(SIMs) declined by 9last year
to 162, astheresult of 24 deletionsand 15 new registrations (Table 56). The
declinein number began in 1993, when theregister, with 326 firms, counted
more than twice the present number. More recently, the exit of marginal
firms has been accompanied by the decision of many bank-controlled
operators to revise their organizational structure for the provision of
investment services.

The number of SIMs providing a full range of investment services
declined from 16 to 12; those opting for one-function business decreased
from 79 to 62. There remains a large number of so-called networks (42),
companies authorized to sell financial instruments on account of issuers
without underwriting them, sometimes in conjunction with the reception

and transmission of orders.
Table 56
ITALIAN SECURITIESFIRMS

31 December 2000 31 December 2001

Italian securities firms ......... ... 171 162
of which: bank-controlled (1) ............ ..., 63 66
Memorandum items: authorizations issued for:
Trading ON OWN @CCOUNE .. ..ottt e e 55 51
Trading on account of third parties ........................ 60 61
Underwriting . ... ..o 36 34
Placement without guarantee ...................... ... ... 109 109
Individual portfolio management .....................o.... 91 85
Reception of orders and mediation ........................ 79 92

(1) Companies in which banks hold more than 50 per cent of the equity.
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The Bank of Italy received 122 communications from EU inter-
mediaries concerning the provision of investment servicesin Italy; seven of
these involved the establishment of a branch. More than 75 per cent of the
communications came from the United Kingdom.

Financial companies

On 31 December 2001 the special register established by Article 107 of
the 1993 Banking Law listed 263 financial companies, compared with 211
ayear earlier. Thissubstantial increase was due mainly to the registration of
a large number of securitization companies (50 special purpose vehicles
and 3 servicers), which are required to register by a ministerial decree of
4 April 2001.

The number of registered companies engaged in traditional credit
business (leasing, factoring, consumer credit) continued to declinelast year.
The number of merchant banking intermediarieswas unchanged, aswasthe
value of the equity stakes they held for subsequent sale (about €500
million). Of |ate, operators appear to prefer closed-end private equity funds.

There were 15 deletions from the special register, chiefly involving
factoring and leasing companies and mostly in connection with the
rationalization of industrial groups. One consumer credit company and one
factoring company were converted into banks; in the previoustwo yearsthe
conversion of five financial companies into banks had been authorized.

Securitization vehicles apart, there is a substantial foreign presencein
the ownership of the intermediaries entered in the special register. At the
end of 2001 French and German operators accounted for 6 and 4 per cent
respectively of theassetsof registered companies. French companiesserved
asubstantia share of the consumer credit market (19 per cent).



RISKS, PROFITABILITY AND CAPITAL
ADEQUACY OF INTERMEDIARIES

Banks

Creditrisk. - Total bank lending, at current exchange rates and net of
bad debts, increased by 7.8 per cent in 2001, compared with 14.2 per cent in
2000 (Table 57). The slowdown involved all categories of banks and all
sectors of the economy. The overall quality of credit again improved,
continuing the trend that began in the second half of the 1990s.

Table 57

BANKS BAD AND DOUBTFUL DEBTSAND TOTAL LENDING (1)
(end-of-period amounts; millions of euros)

Limited company banks Cooperative banks Mutual banks Total

Bad Performing| Bad Performing | Bad Performing| Bad Performing
debts Dgggg”' loans debts Dgggg”' loans debts Dggglt;ul loans debts Dgggg”' loans

() 3) () (©) () (©) (@) (©)

1999 |51,084(15,378(620,773|7,533| 2,467| 97,334|1,833| 1,537| 35,925|60,450|19,382|754,032
2000 (43,412|15,053|706,224|6,632| 2,452|113,637|1,897| 1,680| 41,345(51,940(19,185|861,205

2001 |38,322(14,927|755,351|5,029| 2,802{126,837|2,015| 1,840| 46,329|45,365|19,569|928,518

(1) Lending to resident customers of banks operating in Italy and Italian banks’ branches abroad. Merged banks have been considered
as belonging to the category of the bank into which they were merged. - (2) Includes unpaid and protested bills. - (3) Excludes bad
debts and unpaid and protested bills.

Performing loans worth €12 billion were securitized during the year
(€6.7 billion in 2000), equal to 1.4 per cent of the stock outstanding at the
start of the year (0.9 per cent in 2000). Since the enactment of the law
governing securitizations in 1999, €20.6 billion of performing loans has
been securitized.

The terrorist attacks of 11 September made the situation of firms
operating in the economic sectors directly affected more uncertain. Italian
banks' exposure of €29.7 billion to such firms was small by international
standards.

In the telecommuni cations sector, wherelending had expanded sharply
in 2000, banks exposurefell from€42.2 billionto €26.4 billion, primarily
because of the reduction in guarantee commitments (from €18.7 billion to
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€5.6 billion) with the expiry of those issued in connection with the sale of
mobile phone licences.

In recent years banks have inclined to direct their lending to less risky
counterparties; together with the favourable trend of corporate profitability,
thishasbeenreflectedinimprovedloanquality. A statistical study using data
on company accounts and credit relationships has been conducted to
estimate the probability of afirm’sdefaulting on itsloanswithin ayear. For
the 150,000 firms covered by chambers of commerce and the Central
Credit Register, which account for 70 per cent of total outstanding lending
to private-sector non-financial corporations, lending to firms with an
insolvency probability of lessthan 1 per cent (roughly correspondingtoaBB
credit rating) increased by 6.4 per cent in 2001, compared with 3.4 per cent
for firmsin the three riskiest classes. Extending the analysis backwardsin
time, it emerges that the average probability of aloan becoming abad debt
declined from 1.5 per cent in 1998 to 1.3 per cent in 2001. The sharpest
reduction camein the construction industry. Indicationsfor 2002 arefor the
overall probability to be about the same asin 2001 (Figure 42).

Figure 42
FIRMS RISK INDICATORS (1)
3.0 3.0
2.5 25
2.0 2.0
1.5 15
1.0 T O 1.0
0.5 L L 0.5
1998 1999 2000 2001 2002

----- industry —-——trade ——building —--—-services e total

(1) Vertical axis: average percentage probability of loans becoming bad debts in each year.

Thediminutioninbad debtscontinued; grossof specificprovisions, they
fell by €6.6 billion, or 12.7 per cent, to €45.4 billion and from 5.7 t0 4.7 per
cent of total lending, whichwasbel ow thelevel recordedinthe 1990s(Tables
57 and a30). Net of specific provisions, bad debtsamounted to€22.7 billion,
or 17.6 per cent of supervisory capital, compared with 22.5 per cent in 2000.

Bad debts amounting to €7.6 billion were securitized in 2001,
compared with €8.4 billion in 2000, ailmost all involving claims of mgjor,
large or medium-sized banks. Securitizations were concentrated in the first
half of the year, in connection with the deadline for qualifying for the tax



benefits provided by the law instituting securitization. In the three years
from 1999 to 2001, a total of €23.6 billion of non-performing loans was
Securitized.

L oans newly classed as bad debts remained roughly unchanged at €7.8
billion; this represented a slight decline to 0.9 per cent in relation to
outstanding performing loans at the start of the year (Table a30). Doubtful
debts increased by 2 per cent, after decreasing by 1 per cent in 2000
(Table 57).

According to supervisory statistical reports, large exposures (those
which, on arisk-weighted basi's, exceed 10 per cent of abank’s supervisory
capital) increased from €79.3 billion to €86 billion. The number of banks
with such exposures rose from 87 to 115 and the amount in excess of the
related limits from €1.6 billion to €2 hillion.

Countryrisk. - Attheendof 2001, consolidated reportsto the BI S put
banks outstanding lending to non-OECD countries, for which the risk is
deemed to be higher, at more than €2.1 trillion. Italian banks” exposure to
these countries, including guarantee commitments, amounted to €78
billion: €49 billion with developing countries and Central and Eastern
Europe and €29 hillion with offshore centres.

The Italian banking system continues to be less internationalized than
those of the other main countries. Italy’s share of on-balance-sheet lending
to non-OECD countries (excluding offshore centres) is4 per cent, compared
with 17.1 per cent for the United States, 14 per cent for Germany, 12.2 per
cent for the United Kingdom, 9.6 per cent for Spain, 8.2 per cent for France,
7.6 per cent for Japan and 5.9 per cent for the Netherlands. Italy’s share of
such lending to offshore centresis around 1.8 per cent, the lowest figure of
any Group of Seven country. Italy registers its highest non-OECD market
shares with the countries of Central and Eastern Europe (7.3 per cent) and
Latin America (7.5 per cent).

In December 2001 Italian banks exposures subject to the supervisory
rulesin effect since 1993 and modified in 2001 amounted to €18.2 hillion,
compared with €11.9 billion a year earlier. Required adjustments to
supervisory capital amounted to €2.9 billion (€2.1 billion in 2000).

Profitability. - The profit performance of the Italian banking system
on a consolidated basis was affected by the unfavourable economic
conditions and the episodes of financial instability in Latin America
Consolidated net profits fell by 23.8 per cent to €8.4 billion. Return on
equity decreased by 3.8 percentage points to 9.1 per cent. The decline in
profitability wasmore pronounced for themai n banking groups, whose ROE
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fell by 4.6 pointsto 12.5 per cent (Table 58). Provisional data indicate that
the decline in income continued in the first quarter of 2002.

Table 58
RESULTSOF THE MAIN ITALIAN BANKING GROUPS
AND OF THE BANKING SYSTEM (1)
(end-of-period amounts; millions of euros)
Main banking groups Banking system
2000 2001 2000 2001
Gross operating profit .................... 15,706 15,574 27,150 26,934
Charges forloanlosses .................. 4,436 6,028 6,818 8,817
ROE ... 171 125 12.9 9.1
Allocations to supervisory capital .......... 3,758 3,182 7,189 5,991
Capital increases (2) ........coovvvvuen... 774 675 4,661 4,428
Supervisory capital ......... ... L 61,051 66,787 118,625 129,205
Solvencyratio............oviiiiiii. 8.7 9.5 10.2 10.6
Capital excesses ...........ccovvviinn.n 5,188 11,231 26,109 33,499
Capital shortfalls ........................ - - 9 522
(1) Consolidated reports for banking groups and individual reports for banks not belonging to groups, Excludes the Italian branches of
foreign banks. - (2) Capital increases net of redemptions.

The growth in the volume of lending last year, stemming in part from
the acquisition of intermediaries located in countries where traditional
banking business accounts for alarger share of overall activity, caused net
interest incometo riseto €39.2 billion and from 2.1 to 2.2 per cent of total
assets.

Non-interest income, which had risen steadily in the previous five
years, contracted significantly, especially in the second half of the year. It
amounted to €26.5 billion in 2001 as a whole and accounted for 40.4 per
cent of total grossincome, compared with 44.1 per cent in 2000. Earnings
stemming directly from asset management business, which includes net
commissions from portfolio management, securities trading on account
of third parties, and securities placement, custody and administration,
diminished by 10.7 per cent to €16.9 billion.

Grossincome, which cameto€65.7 billion, declined from 3.8t0 3.6 per
cent of total assets (Table a31).

Operating expenses, which had already turned upwards in relation to
total assetsin 2000, increased by 5.4 per cent, owing both to staff costs and
to other administrative expenses. They thusrosefrom 57.5 to 59 per cent of
gross income. Net income remained roughly unchanged at €26.9 hillion,
while edging downwards in relation to total assets, from 1.6 to 1.5 per cent.



The financia difficulties that emerged towards the end of the year in
some countriesand afew large foreign corporations heavily affected the net
profits of the banking system. The portion of net income absorbed by loan
losses rose from 25.1 to 32.7 per cent. Non-recurring income, which was
affected by value adjustments to the Argentinian investments of somelarge
banks, fell by 16.3 per cent to €5.2 billion.

After taxes of €5.9 hillion, 24.3 per cent less than in 2000, profits
distributed to shareholders amounted to €3.1 billion, about one third less
than the previousyear. Retained earnings cameto about €6 billion, 16.7 per
cent less than in 2000.

Capital adequacy. - At the end of 2001 the total supervisory capital
of the Italian banking system, calculated on a consolidated basis, was
€129.2 billion (Table 58), an increase of 8.9 per cent for the year, asagainst
ariseof 7.6 per cent in 2000. Capital increases contributed €4.4 billion to
the increase and subordinated loans €6.4 billion (compared with €4.7
billion and €6.7 billion in 2000; Tables 58 and a32).

Giventhe5 per centincreasein risk-weighted assets, the solvency ratio
rosefrom 10.2to 10.6 per cent; for the main banking groups, it rosefrom 8.7
t0 9.5 per cent. In December capital charges against market risk on trading
portfolios accounted for 6.8 per cent of supervisory capital, compared with
6.2 per cent ayear earlier. Theincreasein capital contributedtoariseinfree
capital of 6 per cent, to €28.2 billion. Both the number of banks with
negative free capital and the amounts involved diminished.

Asset management companies

Profitability. - After several years of robust growth, asset manage-
ment companies’ profitsdecreased in 2001. The year ended with net profits
of €540 million, 46 per cent less than in 2000. Of the 103 operational
companies, losseswererecorded by 34, most of whichwererecently-formed
companies, the losses amounted to less than €20 million.

The decline in earnings was due mainly to the 34.8 per cent fall in net
commission income, which cameto slightly above€1.44 billion. Financial
market trends directly affected the performance fees of asset management
companies, which fell by nearly 90 per cent. The reallocation of investor
portfoliosintolower-risk products, which generate lower unit revenues, and
the decrease in subscriptions of investment fund units also resulted in a
decline in other types of commission income.
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The companies’ operating costs, which increased by 12.8 per cent
compared with 2000, amounted to 66 per cent of net revenues. Organi-
zational measuresweretaken to adapt thecompanies’ structurestothelarger
volume of assets under management and the complexity of the business. A
substantial increase in staff of around 25 per cent was accompanied by a
decline in per capitalabour costs.

Securities investment firms

Profitability. - Italian investment firms made net profits of €110
million in 2001, 80 per cent less than in 2000 (Table 59). Return on equity
fell from 28.9to 5.9 per cent. The fall in profits resulted from adeclinein
core business revenues, more than half of which come from intermediation
services for customers (trading, placement, collection of orders). Profits
from trading on own account declined less sharply than overall revenues.
The only increase in revenues came from accessory activities, such as
consulting and the preparation of research reports.

Table 59
PROFIT AND LOSSACCOUNTS
OF SECURITIESINVESTMENT FIRMS (1)
2000 2001
Millions Percentage Millions Percentage
of euros share of euros share
Revenue from trading on own account (2) ... 255 11.5 221 15.9
of which: interest and dividends ......... 203 9.1 205 14.8

Revenue from trading on account of third

parties (3) ... . 1,215 54.7 733 52.7
Revenue from individual portfolio management 242 10.9 189 13.6
Revenue from “door-to-door selling” ........ 442 19.9 165 11.9
Revenue from other business (4) ........... 24 1.1 46 3.3
Revenue from securities administration (5) .. 42 1.9 36 2.6
Total revenue ................ooviii.... 2,220 100 1,390 100
Operating expenses (=) ........c.vevvvnnn.. 1,251 56.4 1,186 85.3
Netincome .............. ... ... ... 969 43.6 204 14.7
Other revenues/expenses (6) .............. -36 -1.6 89 6.4
Profit beforetax ......................... 933 42 293 211
TAX () et 399 18 183 13.2
Net profit ......... .. 534 24 110 7.9
Numberof firms (7) ........ ... .. ... .. 158 155
Shareholders’ equity (8) ................... 1,841 1,876
ROE .. . 28.9 5.9
(1) Profit-and-loss data from prudential reports. - (2) Including net interest income. - (3) Securities and foreign exchange trading,
placement services and collection of orders. - (4) Revenue from accessory services (consulting, securities custody and administration,
etc.). - (5) Net result of securities investment by firms not authorized to engage in trading on own account. - (6) Comprises allocations
to provisions and non-recurring items. - (7) End-of-year data. Excluding non-operational firms. - (8) Average for the year.




In the face of the revenue decline, investment firmslowered personnel
costs, reducing their staffs by 3.1 per cent, and cut other administrative
expensesaswell; only investment in technological equipment rose. Overall,
operating expenses diminished by 5.2 per cent.

Capital and risks. - At the end of 2001 the supervisory capital of
investment firms, consisting almost entirely of tier-one elements, came to
about €1.45hillion, aslight decrease compared with December 2000. Some
firms carried out capital increases during the year to cover losses, in several
cases the action was taken at the request of the supervisory authorities.

Total capital requirements rose to €614 million, an increase of 5.1 per
cent. This was due to the rise in operating expenses during 2000, which
resulted in asignificant increase of 26.8 per cent inthe chargefor risksother
than market and credit risks. The charge for market and credit risks, equal
to 65.3 per cent of the total, declined by 3.6 per cent. In December 2001
eleven investment firms had capital shortfalls (ten the previous year); five
of them had supervisory capita below the minimum for engaging in
securities business.

Financial companies

Credit risk. - At the end of 2001 the total lending of financial
companies entered in the special register, excluding securitization vehicles,
amounted to €100.2 billion, an increase of 15 per cent.

Leasing and factoring again grew strongly, with lending increases of
18 and 14 per cent respectively. Leasing activity was led by the real estate
segment.

Against the background of a general slowdown in households
spending, the volume of consumer credit outstanding recorded a much
smaller increasethaninthelast few years (7 per cent grossof securitizations,
as against 15 per cent in 2000).

Bad debts amounted to €2.1 billion, 7 per cent lessthan ayear earlier.
Combined withtherisein lending, this decrease lowered bad debtsfrom 2.6
to 2.1 per cent of thecompanies’ total lending. The amount of loansoverdue
by more than 120 daysrose by 26 per cent to €5.9 billion, or 5.8 per cent of
total lending.

Loans newly classed as bad debts amounted to€1 billion in 2001, one
third more than in 2000. In consumer credit and factoring, the ratio of new
bad debtsto the volume of performing loansat the start of the year was 2 per
cent; in the leasing segment, it was 1 per cent.
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There was a sharp reduction in financial companies’ lending in excess
of thelarge exposurelimit (60 per cent of supervisory capital). Contributory
factors were the increase in capital and greater diversification of lending,
which had been expressly requested by the Bank of Italy. The excess
amounts totaled €940 million, 25 per cent less than at the end of 2000.

Profitability. - The financial companies in the special register, ex-
cluding securitization vehicles, made net profits of €420 millionin 2001, or
23 per cent less than in 2000. Despite an increase in the volume of lending
and the positive contribution of non-recurring items, their return on equity
declined from 8 to 6 per cent, owing to increased provisions and value
adjustments for credit risk. Interest income increased by 9 per cent in
absolute terms, although it diminished from 2.2 to 2 per cent in relation to
total balance-sheet assets. As net revenue from services and dividends
decreased, gross income remained unchanged.

Operating costsrose by 4 per cent astheresult of higher administrative
expenses. Staff costs rose by 1.8 per cent, in part because of a 1.3 per cent
expansion of staff, accounted for primarily by companies with branch
offices.

Capital adequacy. - At the end of 2001 the financial companies
supervisory capital, which consisted largely of capita and reserves,
amounted to €7.9 billion, 9 per cent more than ayear earlier. The increase
stemmed from capital increases and issues of subordinated debt. Smaller
contributions were made by retained earnings and a decrease in deductions
for equity interestsin banks and other financial companies as aresult of the
rationalization of banking groups. Net of tangible and financial fixed assets,
available capital amounted to €2.08 billion, an increase of 11 per cent.

At the end of the year the ratio of capital to risk-weighted assets of
leasing, factoring and consumer credit companies was 6 per cent, a slight
reduction on the end of 2000 (6.4 per cent) that can be attributed to the
increase of 14 per cent in risk-weighted assets.



SUPERVISION OF BANKSAND OTHER INTERMEDIARIES

Banking supervision

Analytical methods and tools. - Supervisory action to increase the
capitalization of banks, especially the mgor ones, and contain the risk of
large exposures was made more systematic in 2001. The methodology for
validating banks’ internal modelsfor cal culating market risk and therelated
capital charges was also established.

At thestart of 2001 the Bank of Italy requested several banksto achieve
capital ratios above the regulatory minimum. During the year this request
was extended to all the major banks and to smaller banks with plans
for particularly rapid growth. These banks are now asked to develop
programmes to achieve asolvency ratio of 6 per cent for core capital and 10
per cent overall. Thesetarget values differ from the minimum requirements
intheir flexibility, inasmuch aswith the approval of theauthoritiesthe banks
canfall temporarily below the target depending on cyclical devel opmentsor
on the occasion of corporate actions or unforeseen events.

The robust growth of investment in some branches of the economy,
corporate actions by some large industrial groups, and the uncertainties of
the economic situation in some countries heightened the importance of
credit concentration by sector, individual borrower and geographical area.
The most heavily exposed banks were asked to take prudential measures.

Last year the Bank of Italy issued itsfirst authorization to abank to use
an internal model to calculate the capital charge against market risk on its
trading portfolio. The advantages of internal models are that they lead to
more precise measures of capital at risk, which should result in a decrease
in the capital charge, and encourage banks to adopt the strict technical and
organizational standardsfor the validation of the models. The Bank of Italy
therefore invited banks that engage in complex financial activity to
undertake similar initiatives.

Actiontoimplement thenew Capital Accord. - Theuseof internal rating
systems to determine the capital requirementsfor credit risk requires banks
toembark on alaboriousprocessof identifying, designing and implementing
methodol ogical, informati on-system and organi zational solutions. TheBank
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of Italy conducted a preliminary survey with fifteen of the main banking
groups to assess initiatives already under way. It emerged that the projects
were till at an early stage, that some methodological and organizational
choices needed correction and that in some cases the data series were not
sufficiently long. Consequently, itislikely that at first only afew groupswill
beinapositionto apply for the recognition of their internal rating systems.

Prudential analysisof banks' situations. - Theshareof borrowed funds
held by banks with unsatisfactory overall scores declined last year from 19
to 17 per cent, while that of banks with good scores rose from 41 to 44 per
cent. Excluding mutual banks, the number of institutionswith unsatisfactory
scoresfell from 55 to 45 (with 16 per cent of borrowed funds), including 26
that were members of groups whose overall situations were good. There
were 79 mutual bankswith unsatisfactory scores(down from 96), with about
10 per cent of the category’s borrowed funds.

The quality of internal control systems was a key aspect of prudential
analysis last year, with special importance being attached to verifying the
effectiveness of internal audits. Preliminary inquiry found that following
the issue of supervisory instructions on this matter bank managers had
generally paid greater attention to internal control systems. Nevertheless,
shortcomings were still found in some cases: lack of incisiveness of boards
of directors in setting strategic and organizational guidelines, inadequate
definition of the control procedures on the part of top management, merely
formal controls by boards of auditors, which did not always cooperate
effectively with the internal audit function.

Internal auditing appears to be in a phase of transition. It is still ex-
cessively bound up with an approach to inspection that is not sufficiently
oriented to assessing the effectiveness of theinternal control system. Much
of theinternal audit process focuses on checking the operations of branches
and verifying compliance with internal rules, audit controls on central
structures and process analysis are inadequate.

Supervisors devoted special attention to the sale of financial products,
in view of the importance that this business has taken on and the presence
of new risks. In several instances practices were discovered, sometimes
stemming from aggressive marketing policies, that were not consistent with
the rules governing this sector or with the banks' own internal rules. Banks
were found to pay scant attention to the risks actually assumed by investors
andtotheregularity of contracts. Further anomalieswerefoundinindividual
portfolio management services. minimum yield guarantees provided by
unauthorized persons; failure to enter such commitments in the accounts,
lack of cover against the related risks; and erroneous val uations stemming
from procedural shortcomings.



Supervisory action. - Last year 372 bankswere sent written reprimands
or summoned to meetings with supervisors. Reprimands bore mostly on
organizational inadequacies, with special reference to internal control
systems and the granting of loans. There were 424 meetings; of these, 178
dealt with the overall situation of the bank, 124 with organizational matters
and 84 with lending. The Bank of Italy’s Head Office arranged 197 of the
meetings, of which 176 were with banks belonging to 31 different groups,
and the branches arranged the other 227.

Apart from verification of compliance with prudential requirements,
the supervision of banks involved in rationalization following con-
centrations focused on the plans for adapting the organization and control
systemsof banking groupsand on the effective control of risksby governing
bodies.

The growth of the foreign networks of some large banks required
special supervisory action to ensure stricter control by the parent bank over
the operationsand risksof subsidiariesabroad. Thebankswereurgedtotake
measures to integrate information and accounting systems, to achieve
uniform standardsfor the measurement, management and control of all risks
and to monitor subsidiaries’ operations continuously. Closer relations were
also established with the local supervisory authorities.

The growing use of credit derivatives for both hedging and trading
made it necessary to check the ways in which the risks are measured and
managed. Pricing methods, which are not yet standardized internationaly,
are not always reliable. Despite the greater uniformity of master contracts,
there are appreciable differences between financial centres as regards some
clauses, most notably those bearing on the number and definition of the
eventscovered by credit derivatives. Intermediarieswere asked tointroduce
adequate procedures and procure properly trained personnel to eval uate and
control risks, in particular legal risk.

Controls on asset management companies and investment firms

Market access. - Applications for authorization of new asset
management companiesand investment firmsmostly involved fast-growing
innovative sectors. A significant share of the applications came from
intermediaries active in other sectors that wanted to move into new market
areas or extend to Italy activities they were already engaged in elsewhere.
Most of the applicants featured organizational arrangements designed to
exploit synergies with existing structures. Asset management companies
- particularly those specializing in hedge funds - frequently rely on foreign
consultants in choosing the financial instruments to invest in. The Bank of
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Italy requires that the companies retain an effective decision-making
capacity and full responsibility for the conduct of their business.

Prudential analysisof intermediaries’ situations. - 1n 2001 thisform
of supervisory action led to 28 investment firms and two asset management
companies having unsatisfactory scores. The assets of the two asset
management companies amounted to 0.3 per cent of the industry total; the
investment firms accounted for 6.2 per cent of the industry interms of gross
revenues.

Prudential analysis resulted in the identification of a set of “problem”
intermediaries, embracing not only those with unsatisfactory scoresbut al so
some with intermediate scores, which need to take action to prevent a
deterioration in their situations. The number of “problem” intermediaries
was 90 last year (70 investment firmsand 20 asset management companies),
compared with 43 in 2000. The increase reflects the decline in the volume
of business, which for investment firmsin particular impinged on earnings
and in some cases determined capital shortfalls.

It was aso found that investment firms and asset management
companies more and more commonly outsource the interna control
function. Of the 284 intermediaries that were operational at the end of the
year, 118 had assigned this function to other group members and 46 to
outside professionalsor specialized institutions. The supervisory authorities
check that this practice does not reduce the efficiency, rapidity or
effectiveness of controls.

Supervisoryaction. - In2001theBank of Italy made130interventions
in the form of written reprimands or meetings with corporate officers. This
action involved 122 intermediaries (84 investment firms and 38 asset
management companies). In 2000 there had been 87 interventionsinvolving
34 investment firms and 25 asset management companies.

Theinvestment firmsreceiving reprimands or called to meetings were
mainly small companies with limited market shares whose diversification
had resulted in financial commitments that outweighed the benefits. The
firms were required to recapitalize and reformulate their business plans.
Additional measures were urged to make internal audits more effective and
to devel op risk management systems, especially asregards operational risk.
In some instances the companies supervisory bodies were asked to verify
the adequacy of the initiatives undertaken following the supervisory
intervention.

For asset management companies most of the interventions involved
strengthening their organizational structures. Supervisors focused on the



persistence of some manual operationswithin production processes and the
shortcomings of information systems, which in some cases contributed to
errors in the valuation of fund units and to the overstepping of investment
limits.

Supervision of financial companies

Inthe course of 2001 theincreased involvement of the Bank’sbranches
and improved scheduling permitted a systematic evaluation of the financial
companies entered in the special register, excluding securitization vehicles.
A total of 125 intermediaries were assigned scores.

The financial companies with unsatisfactory overall scores numbered
38 and accounted for 20 per cent of the sector’s total balance-sheet assets
(excluding securitization vehicles). Intermediate scores were given to 57
companies with 47 per cent of total assets.

Supervisors made 144 interventions involving 111 companies. There
were 106 meetings with corporate officers at the Head Office or at Bank of
Italy branches. The focus was on the organizationa repercussions of the
rationalization of banking groups on their financial companies. The
concentration in a single intermediary of business activities previously
performed by a variety of companies heightens the need to integrate
information and accounting systems and risk measurement and control
procedures. In these cases supervisory action also involved the parent
companies.

I nspections

A total of 195 inspections were completed in 2001 (180 in 2000), of
which 138 were initiated by the Bank’s branches (118 in 2000).
Comprehensiveinspectionswere conducted at 172 banksthat accounted for
11 per cent of the banking system’s total assets (164 banks and 11 per cent
of assetsin 2000). There were also six sectoral inspections, three of which
involved large and medium-si zed banking groupswith assetsequal to 10 per
cent of the system total.

Negativejudgments, which resulted from 19 per cent of theinspections,
were most frequent at banks operating in the Centre and South; they
represent avery minor portion of the banking system (1.6 per cent of assets).

In the fours years from 1998 to 2001 the Bank of Italy carried out 694
inspections at banks representing 54 per cent of the banking system’stotal
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assets. Positive judgments were given on banks accounting for 26 per cent
of assets, partially positivejudgmentson bankswith 22 per cent and negative
judgments on banks with 6 per cent. In the previous four years, when
inspections covered 52 per cent of the banking system’s assets, the cor-
responding percentages were 12, 29 and 11.

Crisisand other special procedures

Soecial administration and compulsory administrative liquidation of
banks. - Five specia administration procedureswere initiated in 2001, al
involving mutual banks. Eight procedureswere concluded. At theend of the
year, five banks - four mutual banks and one cooperative bank - were under
specia administration; three of them werein the processof being taken over
by other banks.

Four procedures for compulsory administrative liquidation were
initiated, all involving mutual banks already under special administration.
Two liquidation procedures were concluded with the deletion of the banks
from the company register. On 31 December 2001 therewere 31 liquidation
procedures still under way, but ten of these had been practically terminated,
with the Bank of Italy having authorized the filing of the final liquidation
bal ance sheet with the courts.

Thecompul sory administrativeliquidation of Sicilcassacontinued with
credit recovery, focusing chiefly on out-of-court settlements to shorten
collection time compared with court proceedings. The liquidators took
further action, including organizational measures, for swifter and more
effective management of creditor positions.

Other special procedures. - The collection company SGA continued
to recover the claimsit had acquired from Banco di Napoli and Isveimer. It
closed the year with a loss of €525 million, including €279 million in
respect of the balance-sheet situation at 30 June 2001. The loss was made
good by Banco di Napoli, which was indemnified by means of special
advances from the Bank of Italy under Law 588/1996. Owing primarily to
the claim recoveries carried out and the making good of losses, SGA’s debt
to Banco di Napoli had fallen to€2,069 million at the end of the year, about
one third of the original amount.

The voluntary liquidation of Isveimer, which got under way in April
1996, has practically concluded the realization of assets and the settlement
of liabilities, following the transfer of non-performing loansto SGA. On 31
December 2001 I sveimer’sremaining assetsconsisted mainly initsclaimon



SGA for the acquisition of thoseloansand in real estate and share holdings.
The accounts of the liquidation at the end of the year essentially confirmed
theestimate of afinal lossof €917 millionfor the procedure, which had been
entered in the previous interim balance sheets and already made good.

Spoecial administration and compulsory administrative liquidation of
investment firms. - Two special administration procedureswere concluded
in 2001 with the return of the investment firms to ordinary administration
after changes in their ownership structures. No special administration
procedures were under way at the end of the year.

One investment firm was placed in compulsory administrative
liquidation at the proposal of the Bank of Italy. At the end of the year ten
liquidation procedureswere under way; inall but two cases assets have been
allotted and distributed.

Transparency controlsin banking and financial transactions

In 2001 the branches of the Bank of Italy conducted extensive controls
of the transparency of contractual conditions, an activity which will be
intensified in the future. A total of 698 checks were carried out at the
branches of 154 banks to verify compliance with Title VI of the Banking
Law. Transparency controlsin the course of ordinary inspectionsuncovered
irregularitiesat 74 banks, mostly small institutions. Administrative sanction
procedures were begun against 16 banks.

Access to the securities markets

The Bank of Italy performed controls on issues and offerings of
securities with the aim of fostering the orderly development of the market
and financial innovation. The controls centred on the characteristics of the
instrumentsreported by market participants, to verify their compliancewith
theregulations and the transparency of theindexation mechanisms adopted.

Bond issuestotaled €84.5 billion, anincrease of 24 per cent compared
with 2000; morethan 97 per cent consisted of bondsissued as part of banks
regular fund-raising activity.

Therewasvery substantial resort to asset backed securitiesin 2001. The
number of issuesreported (57) and the large volume, equal to€32.3 hillion,
put Italy among the leaders in the European securitization market.
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There was rapid growth in the volume of foreign financial instruments
placed in Italy, which totaled €23.6 billion for the year.

Sanctions

Last year the Bank of Italy submitted 104 proposals for pecuniary
sanctionsfor violationsof banking and financial regulations, compared with
110in2000. Most of the proposals (90, compared with 95 in 2000) involved
banks; the others concerned five investment firms (7 in 2000), one asset
management company and five consumer credit companies, for failure to
indicate the annual percentage rate of charge or other contractual terms.
Finally, sanctions were proposed for three intermediaries for the un-
authorized use of banking names.

TheMinister for the Economy and Financeissued 98 decreesimposing
administrative sanctions (110 in 2000). There were atotal of 163 appeas
against the sanctions (154 in 2000), lodged by officers of 18 banks and 2
investment firms (19 and 6, respectively, in 2000).

Cooperation with other governmental bodies and the prevention of
financial crime

TheBank of Italy cooperated intensely with thejudicial authorities|ast
year. The number of requests for information and documentation from
magistrates and investigative bodiesrose from 441 to 524 and those for data
on bank loans from the Central Credit Register from 43 to 60. Bank of Italy
employeesacted asconsultantsfor judicial authoritiesin 26 cases, compared
with 30 in 2000, and testified in 80 cases, as against 86.

The Bank submitted 33 reports to judicial authorities on suspected
penal offences discovered in the course of off-site or on-site controls (47 in
2000). Under special cooperation agreements, four inspection reports were
turned over to the Bureau of Antimafia Investigation.

In the course of 2001 the Bank received 60 requests for information in
relation to parliamentary activity concerning matters falling within the
competence of the Banking Supervision Department, mostly through the
Interministerial Committee for Credit and Savings. In 2000 such requests
had numbered 107; the decrease was due to the dissol ution of Parliament for
new elections.



COMPETITION POLICY IN THE BANKING SECTOR

The changes in the institutional and regulatory framework and in the
behaviour of banks over the last five years have created conditions
conducive to the development of competition in the banking sector. The
opening-up of national markets, which facilitates access by companiesfrom
abroad and from other segments of the financial market, has also had a
positive effect.

A large number of new institutions have entered the market in banking
and financia services. Over the last five years 120 new banks have opened
for business, of which 43 had previously operated as securities companies
or financial companies. The number of foreign bankswith branchesin Italy
andtheltalian subsidiariesof foreign banking groupsrosefrom 65to 74 over
the same period and that of asset management companies and SICAV's
governed by Italian law increased by 67.

The reorganization of the banking system has proceeded mainly by
meansof mergersand theformation of groups; over thefiveyearsfrom 1997
to 2001 the number of banks fell from 935 to 830. Consolidation has not
jeopardized competition, either in Italy or in other European countries.

Theimpact of competition can be seeninthechangesthat have occurred
over the medium term in the main indicators of prices, mobility in market
share and concentration of banking services. In 2001 the spread between
short-term lending and deposit ratesremained steady at around 4 percentage
points, whereas five years earlier it had been around 5 points. The
redistribution of market shares was on the order of 3 per cent in provincial
deposit markets and 3.6 per cent in regional loan markets, in line with the
five-year average. The trend decline in the Herfindahl-Hirschman index
over the last ten years points to a reduction in the degree of concentration
both in provincia deposit markets and in regional loan markets.

Competitionin non-traditional financial marketsintensified. It became
keener in professional asset management and securities trading, partly on
account of the closer attention customers paid to the return on financial
products and partly owing to the presence of foreign banks and companies
specializing in these types of business. Theincrease in the number of banks
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operating in the leasing, factoring and consumer credit fields led to an
expansion inthe supply of such services. Competition in the deposit market
is also tending to increase because of the effect of growing substitutability
between bank and post office deposits.

Inits capacity asthe Competition Authority for the banking sector, the
Bank of Italy istaking particular care during the present period of large-scale
reorganizationinthe sector to ensurethat consolidationisnot achieved at the
expense of competition in local markets.

The Bank of Italy is also responsible for protecting competition in the
payment system. Efficiency requires a high degree of cooperation, not |east
to ensurethe completetransferability of payment instrumentsandto achieve
economies of scale in the provision of services via networks. The Bank’s
actions are designed to prevent the agreements necessary for the smooth
functioning of the system from harming competition.

Mergersand acquisitions. - A total of 54 mergersinvolving bankswere
notified to the Bank of Italy last year under Article 16 of Law 287 of
10 October 1990. In 28 cases an examination of the effects of the operations
- whichlooked at the market sharesof thebanksinvolved, their interest rates
compared with average rates in the markets affected and indices of the
concentration of supply - found that no dominant position waseither created
or reinforced in the areas concerned. The Competition Authority concurred
with this finding in the opinions submitted to the Bank under Article 20 of
Law 287/90.

Amendment of authorization conditions. - In 2001 the IntesaBci group
sold Banca Carime, thus significantly reducing its market sharein Calabria,
wherethegroup had been required to freeze the number of branchesfor three
years under the terms of the authorization of the merger between the Intesa
and Banca Commerciale Italiana groups. The restriction on expansion in
Calabriawas therefore lifted (Order 138/A of 1 March 2001).

Agreements. - A number of complex enquiries regarding payment
systemswere completedin 2001; somerel ated to new systems (the so-called
bank payment dlip) and others to existing ones (Pagobancomat).

The ABI/Bank payment slip enquiry. - The enquiry was opened in
response to an application from the Italian Bankers' Association (ABI) for
exemption under Article 4 of Law 287/90in respect of the agreement on the
setting of the maximum price that banks charge customersfor paymentsvia
the OPLA service, a bank payment instrument similar to the post office



payment dlip. It had been agreed within ABI that payers would be charged
auniform maximum feeof 2,000 lirefor each payment effected using abank
payment slip, at least during the two-year launch period. Accordingto ABI,
it was necessary to set amaximum fee so that when payers chose the method
of payment they would be aware of the cost of the service provided by banks.

ABI was not granted authorization to indicate a uniform maximum
pricefor bank payment slips; banks will each have to publish the price they
chargefor collecting paymentsby thismeans, aslaid downintheregulations
on the transparency of contractual conditions (Order 37 of 9 August 2001).

The Pagobancomat enquiry. - The procedure involving ABI and the
Bancomat Convention that had been opened in June 2000 with regard to a
number of agreements on collection and payment services offered by banks
was closed in November 2001 as far as the Pagobancomat agreement is
concerned. The investigation centred on the provision under which the
Convention sets a maximum multilateral interbank fee payable to the
Pagobancomat card-issuing bank by the retailer’s bank in respect of each
payment operation. In particular, the enquiry was aimed at assessing the
correlation between the interbank fee, which the Convention set at 0.53 per
cent of the transaction value in April 2000, and the costs incurred by the
issuing banks.

It wasfound that the fee was consistent with the banks' unit costs at the
time when it was set. In the light of the growth in the volume of payments
via Pagobancomat during the course of the investigation, the Convention
was ordered to reduce thefeeto 0.41 per cent of the transaction value by 15
December 2001 and to devise anew method of calculating the fee by 1 July
2002, on pain of cancellation of thefive-year authorization granted in 1998.
The enquiry confirmed that there is sufficient variation in the fees banks
chargeto retailers and that the setting of amultilateral interbank fee did not
have harmful effects on competition downstream of the interbank market
segment, even though theinterbank feeisthe parameter on which banksbase
the fee charged to retailers (Order 38 of 27 November 2001).

The enquiry into bank payment cards. - The purpose of the enquiry,
which was opened in February 2001, was to ascertain whether Servizi
Interbancari, Deutsche Bank, BNL, Findomestic Banca and Cariplo had
implemented an agreement on the conditions applied to customers, in
particular charging auniformfeeof 1,500 lire, equal to€0.77, on purchases
of fuel by means of credit cards. The enquiry was coordinated with the
Competition Authority, which opened asimilar investigation into non-bank
operators.
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In view of the volume and importance of the material to be examined
and the number of partiesinvolved, thetwo authorities deferred thedeadline
for completion of the investigations until 30 June 2002.

The enquiry into UniCredito Italiano/Casse di risparmio di Bra, di
Fossano, di Saluzzo and di Savigliano. - The investigation, which was
begun in May 2001 in view of an alleged agreement between UniCredito
Italiano and Cassadi risparmio di Fossano in the provincia deposit markets
of Turin and Cuneo, was widened to include Casse di risparmio di Bra, di
Saluzzo and di Savigliano. It was concluded with theimposition of afine of
€500,000 on UniCredito Italiano and one of €50,000 on Cassadi risparmio
di Fossano (Order 39 of 11 March 2002).

Investigations opened in 2001. - In the course of an on-site inspection
at Banca ValdichianaCredito Cooperativo Tosco-Umbro, evidence emerged
of a possible agreement on the division of the market between the bank in
guestion and Banca di Credito Cooperativo di Montepulciano, an
arrangement in which the Federazione Toscana delle Banche di Credito
Cooperativo was alegedly also a party. This led to the opening of an
investigation under Articles 2 and 14 of Law 287/90 in November 2001.

Fact-finding enquiry into treasury services for public bodies. - A
fact-finding enquiry into treasury services for public bodies was launched
in 2001 under Article 12(2) of Law 287/90 in order to gauge competitionin
the sector, with particular regard being paid to barriers to entry, the market
positions of the main operators and the methods by which public bodies
award contracts for the provision of such services (Order 153/A of 25 June
2001).



MARKET SUPERVISION

Against the background of aslowing world economy, trendsand events
last year severely tested the structures and functional efficiency of the
international financial markets. However, the further decline in share
prices, the events of 11 September, the crisisin Argentinaand the financial
difficultiesof several large companiesdid not havesignificant repercussions
on the functioning of trading and post-trading systems.

Theflexibility and continuity of operations shown by the markets and
market support structureswerelargely theresult of the action of prevention,
stimulus and coordination carried out by financial supervisors, massive
investment in technology in recent years, especialy for the launch of the
euro and the year 2000, and ad hoc monetary policy measures. The greater
solidity of the markets and support structures also reflected more balanced
behaviour by participants and managers than in the preceding financial
Crises.

In Italy, the supervisory authorities intensified their contacts with
market participants and management companies in order to ensure orderly
trading and continuity in portfolio reallocation in the wake of 11 September.
In the hoursimmediately following the attacks, the high volatility of prices
and the presence of many American participantsin the market prompted the
wholesalemarket in government securities(MTS) to closetrading early. The
Italian Stock Exchange, in accordance with a joint decision with the other
European exchanges, remained open. Theinterbank deposit market (e-MID)
followed suit in order to foster liquidity redistribution within the system,
thereby facilitating the closure of settlement procedures. In the days that
followed M TSprogressively reintroduced the obligation for dealersto quote
prices, so astorestorethemarket’shighlevelsof liquidity rapidly. Likeother
central counterparties, the Italian Clearinghouse increased initial margin
requirements and on one occasion called intraday margins.

During the year the supervisory authorities continued to examine the
implications of the growing use of electronic trading systems for the
structure and functioning of the financial markets. From the supervisory
perspective, crucia aspects are: therisk of liquidity being split up between
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different circuits, which would undermine efficient price formation; the
tendency of intermediariesto carry out in-house netting of ordersof opposite
sign received from customers (so-called internalization); the difficulty of
clearly distinguishing between regul ated markets, other trading circuits and
trading activity performed by individual intermediaries.

In Europe the rationalization of the supply of trading and post-trading
servicescontinued. Strong existing synergies, theneedto lower costsand the
driveto strengthen the positionsof the main management companiesinview
of their stock exchange listing spurred integration between trading circuits
and settlement systems.

Italian management companies concentrated on planning and
developing new services. The market companies, in particular, amended
operating rules to improve price formation and increase the liquidity of
listed securities. Further efforts were made to expand Italian structures
international presence and improve the quality of the services offered. The
upgrading and expansion of the market structures constitute an important
contribution to the overall efficiency and competitiveness of the Italian
financial marketplace and a prerequisite for its active participation in
European integration.

The wholesale market in government securities

The cash market. - The MTS cash market benefited especially from
portfolio reallocation in favour of bonds. Average daily turnover rose by
16 per cent to €9.2 billion. BTPs accounted for 69 per cent of the total
(compared with 72 per cent in 2000), CCTsfor 20 per cent (compared with
16 per cent) and BOTsand CTZsfor 10 per cent (compared with 9 per cent).

The bid-asked spread, an indicator of the market's efficiency and
liquidity, narrowed again, from 6 to 4.8 basis points. In the first quarter of
2002, despite a dlight contraction in activity, it narrowed further to 4.1
basis points.

Bank mergers and the withdrawal of some small dealers caused the
number of market participants to decline further, from 188 to 175, but the
number of primary dealersrose by 3 to 29. The number of “remote access”
intermediariesincreased from 27 to 30, including 16 primary dealers, while
their market share fell from 44 to 38 per cent. Thetop five primary dealers
handled 40 per cent of turnover (compared with 37 per cent in 2000), thetop
ten 60 per cent (as in the previous year). Trades between primary dealers
accounted for more than 80 per cent of total volume.



Specialistsin government securities continued to make avery substantial
contribution to market efficiency and liquidity. Their average spread was
smaller than that applied by the other primary dealers and their market share
rose from 59 to 68 per cent. Italian specialists again were the most active in
terms of turnover; they aso reduced the bid-asked spread applied and
expanded the number of securities they quoted and traded.

Therepo market. - Average daily turnover rose from€22 billion in 2000
toamost €28 billion, divided fairly equally between the general collateral and
specia repo segments (59 and 41 per cent). In the first quarter of 2002 daily
turnover increased to €33 hillion, with peaks of more than €44 billion.
Spot-next was again the most liquid maturity and accounted for 73 per cent of
all transactions, followed by tom-next with 24 per cent. Inthefirst few months
of this year the two maturities together accounted for 98.2 per cent of total
trades, with a more pronounced expansion in the shorter maturity.

Of the two segments, the general collateral segment recorded the larger
increase in average daily turnover (37 per cent), confirming the widespread
use of this instrument in intermediaries liquidity management. Except for
tom-next, dally rates were dightly lower on average than those on the
corresponding maturities on the interbank deposit market.

Turnover in the special repo segment grew by 17 per cent and effectively
signaled shortages of individual securities. On some occasions participants
had to conclude contracts at very low interest rates in order to fulfil their
securities settlement obligations.

Trading was concentrated in the early part of the day. This phenomenon
is especialy pronounced in the specid repo segment, where participants tend
to usethe morning hoursto adjust positionstaken during previoustrading day.

The grey market. - Pre-issue trading grew appreciably in 2001. Tota
turnover rose from €29 hillion to €35 hillion. AlImost al trades continued to
take place on the last trading day, coinciding with the auction day. Priceswere
generaly in line with the issue prices.

BondVision. - The new regulated market, which was launched by MTS
Sp.A.inAugust, dlowsprimary dealers (banksand investment firms) to trade
euro-area government securities over the Internet directly with ingtitutional
investors (insurance corporations and asset management companies) by
means of a competitive auction. MTS S.pA. has a similar organized trading
circuit that allows participants to trade private-sector bonds.
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Other segments of the bond market

EuroMTSand other national MTSs. - The growth in the volume of spot
trading in benchmark government securities on EuroM TS was in line with
that recorded on the Italian market, while turnover diminished further inthe

repo segment.

Average daily spot turnover rose from €3.1 hillion to €3.8 hillion.
Italian securitiesaccounted for 42 per cent of thetotal, downfrom 48 per cent
in 2000. The volume of trading in German securities contracted slightly,
while trading in those of the other countries expanded. Trading in Greek
government securities was introduced in January 2001.

The number of national circuits within the euro areathat usethe MTS
platform and in which MTS S.p.A. holds a minority interest rose to
five with the formation in April 2002 of MTS/Finland, in which the
Italian management company is a shareholder by way of MTS/Belgium.
MTS/Spain and MTS/Germany, the latter currently an operating division of
EuroMTS Ltd, are expected to go live this year. Volume was up on almost
all the circuits.

The corporate bond market. - Trading in euro-denominated corporate
bonds on the markets managed by the M TS group remained broadly at the
previous year’s levels, with a dight contraction on MTS/Corporate and
reasonable growth on Eurocredit/MTS. Coredeal/MTS, ajoint venture by
EuroMTS Ltd and the International Securities Market Association, went
operational in February 2002.

The over-the-counter market. - The dataon the OTC businessof MTS
primary dealers confirmsthat the regul ated market isthe platform on which
Italian government securitiestrading isconcentrated and within which price
formation largely takes place. Thereis a significant correlation of activity
between the two segments, and the distribution of the securities traded
between the OTC market and the regul ated market is consistent with thetwo
circuits' different degree of liquidity. Most of the trades on the OTC market
are still carried out by telephone; the use of electronic systems is more
common among non-resident participants.

Theinterbank deposit market

Daily turnover on e-MID averaged €15.4 billion in 2001 and €16.9
billion in the first three months of 2002. Turnover in overnight funds again



averaged just over €12 billion per day; itsshare of total turnover was 79 per
cent in 2001, rising to 84 per cent in the first three months of this year.
Average daily turnover was also unchanged in tom-next funds, the second
most important maturity, which accounted for 11 per cent of the total.

Turnover on the large-deal segment averaged €3.5 billion per day and
accounted for 24 per cent of the total volume of transactions in the four
maturities traded on the segment; it rose to €4.6 billion in the first quarter
of 2002, equal to 29 per cent of the total for the same maturities. The
large-deal procedure has succeeded in bringing major internationa in-
termediaries into MID. Foreign banks carried out most of their activity on
that segment, accounting for 42 per cent of the total volume of transactions.

Bank mergers and acquisitions led to a further decrease in the number
of active participants, from 199 to 187. The concentration of trading per
participant, measured as the combined market share of the ten most active
intermediaries, declined from 34 to 29 per cent.

The number of “remote access’ participants rose from 14 to 24 during
theyear and 25 at the end of March 2002. Their market shareincreased from
8 to 13 per cent during the year and further to 18 per cent in the first three
months of 2002. These intermediaries’ transactions were divided rather
evenly between lending and fund-raising, in contrast with the previousyear,
whenloan contractsclearly prevailed. They were highly concentrated onthe
overnight maturity (91 per cent). Forty per cent of theforeignbanks' activity
was carried out with Italian counterparties, but this business was still
conducted with asmall number of banks: 64 per cent with ten counterparties
in the case of funding and 84 per cent for lending.

In July eMID S.p.A. opened acircuit for trading dollar-denominated
deposits, with a range of maturities and characteristics similar in every
respect to those of the market in euro deposits. There are plansto introduce
deposits denominated in other currencies as well.

The overnight rate on e-MID again proved to be a good indicator of
liquidity conditions throughout the euro area, thanks above all to the
increasing participation of foreign intermediaries. Therelationship between
price volatility and turnover was not significant, testifying to the interbank
market’s high liquidity and its ability to absorb increases in the volume of
trading with no appreciable repercussions on prices.

Interest rate derivatives

In futures on long-term European government securities, there was a
further concentration of activity on the ten-year Bund contract traded on
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Eurex. By contrast, LIFFE took the lion's share of trades in short-term
interest rate derivatives.

Daily turnover in overnight indexed swaps on the Eoniarate, launched
in November 2000 on the e-MIDER market, averaged €1.5 billion in 2001
and€1.1 billioninthefirst three months of 2002. The most frequently used
maturities were one week (30 per cent of thetotal), two weeks (15 per cent)
and one month (14 per cent). Volume peaks coincided with the daysin which
the overnight rate was most volatile. Trading remained concentrated at a
small number of Italian participants, thefirst five of which accounted for 60
per cent of the total.

Central securities depositories

In 2001 Monte Titoli ranked fourth among European centra
depositories by value of securities held. At the end of the year it had more
than<€2trillion worth of securitiesin custody, compared with<€7.86 trillion
at Euroclear, €7.46 trillion at Clearstream and €2.9 trillion at Crest in
the UK. Its participants comprised 653 intermediaries and 1,214 issuers,
compared with 630 and 952, respectively, at the end of 2000. The number
of participating banks increased from 344 to 379, while that of Italian
securities firms and stockbrokers declined.

At face value, bonds deposited with Monte Titoli rose by 19.1 per cent,
shares by 4 per cent and government securities by 2.3 per cent, while
warrants showed further strong growth of 33.4 per cent. Thevalueof foreign
securities held by Monte Titoli with central depositories of issue remained
around €2.7 billion. The number of transfers effected directly by
participants increased by 31.3 per cent to more than 1.8 million.

Monte Titoli activated the Web Surfer function enabling participantsto
access the system viathe Internet, brought securities lending into operation
in support of settlement operations, activated a link with the Depository
Trust Company inthe US, and is preparing a plan for matching transactions
at European level.

Settlement of transactionsin securities

Pending the launch of Express I, securities transactions in Italy
continueto be settled by the securities settlement service of the Bank of Italy



and the Express system operated by Monte Titoli. In 2001 Express settled
transactions amounting to €1.128 trillion. The relatively low number of
transactions per day (an average of 383) contrasted with their large average
value (€12 million), of which around 90 per cent involved government
securities. Monetary policy operations accounted for 34 per cent of the
transactions settled and other government securities trades for 56 per cent.
Trades in shares and private bonds made up the remaining 10 per cent. The
number of participants in Express, prevalently banks, rose to reach 114
at the end of the year.

The profile of Express'soperating day continuesto reflect asignificant
link with the Bank of Italy’s settlement service. Express acquiresthelargest
number of transactions and its queues grow when the net settlement system
is operating. After the close of the Bank of Italy service gross settlement
volume decreases and the queues tend to dwindle away.

On 5 March 2002 the Bank of Italy and Consob approved the operating
rules of Express I1, the net settlement system for non-derivative financial
instruments, which Monte Titoli presented in October 2001. Pending the
gradual start-up of Expressli, whichisscheduled to beginin mid-2003, the
authorities will monitor the implementation of the system, checking on its
functionality and its consistency with the rules that they approved.

Express Il will consist of two components. The first will settle
transactions on a net basis in the initial phase of the settlement day. The
second, coinciding with the current Express gross settlement system, will
take in the transactions not settled during the net cycle as well as those that
intermediaries will directly submit to gross settlement.

The purposes for the creation of Express || are to move up transaction
settlement to the early morning of the settlement day, to concentrate
operations during the nighttime, to facilitate the handling of settlement fails,
in part by means of adaytime netting cycle, to permit efficient utilization of
collateral in respect of intraday credit from the central bank with
mechanismsfor the automatic setting aside of collateral, and to attenuate the
impact on intermediaries’ infrastructures.

Clearing and guarantee systems

The Clearinghouse's activity, concentrated on the equity market,
reflected thefall in trading volume on the Italian Stock Exchange. Turnover
on the Italian Derivatives Market (Idem) fell by 15 per cent in the course of
2001 and at the end of the year open interest was 20 per cent smaller. The
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average daily stock of margin deposits with the Clearinghouse declined by
27 per cent.

The Clearinghouse is working on a plan for extending the central
counterparty function to the regulated spot markets managed by Borsa
Italiana S.p.A. In addition, it has signed a preliminary letter of intent with
Clearnet and MTS S.p.A. for an agreement to offer the central counterparty
service to the participants of the wholesale market in Italian government
securities.

Theregulatory framework

In the second half of 2001 the European Commission concluded an
extensive consultation with the financial community on a document
detailing the proposed amendmentsto the Investment ServicesDirective. In
thelight of the commentsreceived, the Commission prepared anew version
and began anew round of consultations. A text should befinalized thisyear.

In November 2001 the Finance Committee of the Italian Chamber of
Deputiesbegan afact-finding inquiry into the state of implementation of the
1998 Consolidated L aw on Financial |ntermediation. The Committee heard
representatives of the Italian financial community, experts and sectoral
authorities. Theresults of the first four years of the Consolidated Law were
viewed as basically positive, athough requests were made for specific
amendments to adapt it to domestic and international developments.

LegislativeDecree210of 12 April 2001 transposed Directive 98/26/EC
on settlement finality in payment and securities settlement systems.

In February 2002 the Bank of Italy and Consob issued regulations on
the securities markets and central securities depositories that provide a
singleframe of referencefor dataflowsfrom management companiesto the
supervisory authorities. The document consists of five parts, each treating
adifferent area subject to supervision. The requests for information regard
both the systems and the management companies and are grouped into three
separate titles concerning the performance of the activity, shareholders and
corporate officers, and the procedure for carrying out supervision.

Supervision of market management companies

Assessment of the efficiency of the systems subject to supervision
necessitates constant monitoring based on detailed, timely and reliable



information and subsequent processing and analysis. In 2001 further action
was taken to improve the quality of data flows and to achieve better
specification and use of the necessary indicators for evaluating the
functioning and solidity of systems.

Supervisory evaluation of management companies ability to ensure
the efficiency, orderly functioning and stability of the systemsthey operate
involves checks on their fulfilment of the requirements for performing the
activity and on the compliance of their organizational and operating rules
with the regulatory framework. A second series of checks concerns the
solidity of the mechanisms in place to control the risks typical of the
activities performed.

Special meetingswith corporate officersof the management companies
were stepped up with a view to enhancing the ability to detect possible
anomalies. Meetings with the supervised companies were held in order to
examine the possibleimpact of restructuring and expansion projects on the
efficiency and stability of systems. The results of these analyses were
discussed with the other institutionally responsible authorities.
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PAYMENT SYSTEM OVERSIGHT AND SERVICES

Cooperation in international forain 2001 continued to concentrate on
reinforcing financial stability and on the effective operation of payment
systems. Central banks strengthened their commitment to enhance the
security and efficiency of retail transactions in order to safeguard public
confidence in the currency and in other payment instruments.

At the Bank for International Settlements, participating central banks
began implementation of the core principlesfor guaranteeing thereliability
and efficiency of systemically important payment systems, which were
published in January 2001. Central banks in many industrial countries,
including Italy, verified the compliance of their payment systems with the
principlesand that of their oversight policieswith thetransparency codesfor
monetary and financial authorities.

Followingtheeventsof 11 September thecentral banks, intheir twofold
role as oversight authorities and payment system operators, acted to
reinforce security safeguards for system and market infrastructures. The
mandate of the OECD’s Financial Action Task Force was extended to
preventing use of the financial system to support terrorist activities.

Inthe sphereof retail payments, Bl Scentral banksareworking together
to develop common lines of action to foster innovation and respond to the
integration of markets, to the increase in cross-border payments and to the
growing presence of new intermediaries, including non-banks, in payment
circuits.

The Eurosystem continued its review of the long-term strategy for
TARGET. Thereisaconsensusthat TARGET needsto offer users abroader
range of servicesand more efficient operating conditions while maintaining
national central banks' business relationshipswith their respective banking
communities. Central banks activities will be directed to harmonizing
access to the system, the range of services offered and pricing of TARGET
core services provided at the national level.

The Eurosystem has played an active role in retail payment systems.
Study has been begun to define best practices for the security of electronic
money schemes and to analyze its use in electronic commerce.

With the changeover to the euro, there is a more pressing need for a
single payment area in which to harmonize the features of individual



instruments and reduce disparities of treatment. This was the thrust of
European Commission Regulation 2560, issued in December 2001. The
realization of a European cross-border payment infrastructure and the
adoption of common technical and operating standards for the various
instruments will contribute to the process.

In Italy, there was significant progress in the preparation of the
implementing regulations for Article 146 of the 1993 Banking Law. The
draft reflectsinternational standards and the sectoral rules enacted so far by
theBank of Italy specifying jurisdictional mattersand theformsinwhichthe
oversight function is to be exercised.

Verification of the efficiency of banking payment circuits and
instruments continued, with broad involvement of the Bank of Italy’s
branches. The monitoring was extended to postal payment instruments and
to progress in integrating the bank and postal circuits. Action in the area
of new payment instruments, taken in cooperation with the Banking
Supervision Department, sought to facilitate the development of secure,
functional services.

In keeping with international initiatives, the Bank of Italy began an
inquiry into potential infrastructura weaknesses and measures for
improving the operational reliability of the systemsit operates. It also began
a survey of the Italian financial community’s preparedness for disastrous
events.

Work to upgrade the BI-REL gross settlement system and modify the
securities settlement system proceeded. The purpose is to make the Italian
financial marketplace more competitive, with aview to itsbecoming apole
of attraction for non-residents and for future new members of the Economic
and Monetary Union.

In the operation of the state treasury service, the Bank stepped up its
action to extend computerized spending procedures using the linkage of the
single public administration network with the National Interbank Network.
Major initiatives were undertaken for greater speed and security in the
computerized public administration payment system sponsored by the
Bank of Italy, the State Accounting Office, the State Audit Office, and
the Authority for Computerization of the Public Administration. The
progressive integration of the treasury service into the national payment
system made possible the computerized operation of treasury services for
the tax agencies created by the reform of the former Ministry of Finance.
Contacts with other public agencies interested in using the electronic
network to rationalize their collection and payment services were initiated.
TheBank isparticipating inamajor project by the Ministry for the Economy
and Finance to revise and harmonize the state treasury service regulations.
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Oversight activities

Institutional issues. - The international tendency to formalize and
definethe oversight function, itssphere of application and thewaysinwhich
itisexercised gathered forcelast year. Some countries enacted legislation to
redefine the powers of central banks over payment systems, specifying the
main areasof interest and theinstrumentsthat can beused. In others, inorder
to serve the need to make the institutional boundaries of the function clear
to the market, in accordance with the broader principle of financial policy
transparency, central banks published technical reports on their activities.

Eurosystem oversight policy wasdirected to establishing the conditions
for the institution of an integrated euro payments area. The central banks
designed actions to improve banking services, starting from an analysis of
the impediments to efficient cross-border payments.

In this framework, Italian banks acted to create the technical and
operating conditions for increasing the efficiency of cross-border credit
transfers. In the first half of the year the assignment of international bank
account numbers (IBAN) to customers was completed. In June the new
IBANSs were extended to national credit transfers and collections and to
interbank corporate banking operations. A survey of the banking system
found that IBANSs are very rarely used in transactions settled via cor-
respondent banking accounts but are relatively common in cross-border
transactionsinvolving TARGET and other private systems. Work proceeds
towardsfinalizing theinterbank and customer transaction procedureswhich,
together with bank identification codes, are necessary for the straight
through processing standard, i.e. full automation of the crediting of foreign
paymentsto the beneficiary’saccount. Finally, Italian banksareinvolvedin
preparing European action to end the practice of “double charging” for
cross-border credit transfers to both payer and beneficiary by adopting a
single multilateral interchange fee.

Greater attention was paid to the development of electronic payments,
and in particular to the requirements of security in open networks, with
further study of their consequences and of the supply structure at European
level. The aim is to establish the procedures for setting guidelines and
monitoring the new instruments and infrastructuresin away that combines
growth, financial stability and efficiency.

Thedrafting of the regulatory framework specifying Article 146 of the
Banking Law continued, to disclose the Bank of Italy’s oversight objectives
in each area of interest (systems, infrastructures, instruments) and the
practical procedures for exercising the function. The drafting of the
provisions benefited from the extension of regulatory activity to sectoral



matters, with the direct issue of provisionsand the support of the competent
legidative fora.

A first area for sectora intervention was the transposition of the
directives on el ectronic money, on thedigital signature, and on cross-border
credit transfers. Thefirst of these measures empowers the Bank of Italy as
oversight authority to issue provisions to guarantee the reliability of
e-money schemes and the regular operation of circuits. Administrative
sanctions are envisaged for violations. The law on electronic signatures
(Legidlative Decree 10 of 23 January 2002), transposing Directive
99/93/EC, cites the areas of interest to the oversight authority for the
application of electronic signatures to payments, providing for preliminary
agreement between the Prime Minister’'s Office and the Bank of Italy.
Finally, Decree 456 of the Minister for the Economy and Finance, 13
December 2001, issued at the proposal of the Bank of Italy, governs
complaint procedures concerning cross-border credit transfers and the
settlement of disputes by the competent bodies.

Other sectoral interventions include the “postal regulatory” decree
(Presidential Decree 144 of 14 March 2001) and the regulatory framework
for the operation of theinterbank database onirregular chequesand payment
cards (Legislative Decree 507 of 30 December 1999 and its implementing
regulations). The former recognizes the Bank of Italy’s role as oversight
authority and mandatesit to further theintegration of the post officeinto the
national payment system and interoperability between the banking and
postal circuits.

Traditional payment instruments. - The number of transactions settled
using non-cash instruments again rose considerably, by 10.8 per cent
compared with 7.1 per cent in 2000. This growth continued into 2002 as a
result of the public’'s large-scale use of payment cards, even for small
purchases, which facilitated the cash changeover during the period of dual
circulation.

Turning to individual components, there was an increase in collection
orders, direct debitsand bank receipts (8.5 per cent), credit transfers (6.3 per
cent), and cheques (3.2 per cent). Asin recent years, there was especially
sharp growth in debit card transactions (33 per cent). Theintroduction of the
euro coincided with further growth of 55 per cent in January 2002 compared
with January 2001 and an averageof 27 per centinthetwo following months.
Overall, there were nearly 23 million debit cards outstanding at the end of
the year, an increase of 7.9 per cent.

The volume of ATM cash withdrawals, which rose by 6.7 per cent in
2001, increased very sharply in January 2002 (50 per cent), less rapidly in
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February and March (8 per cent 2 per cent). Credit card transactions
increased by 15.5 per cent in number in 2001 and continued to grow at about
the same pace in the first quarter of 2002.

A longer view finds important changes in market preferences, with a
substantial shift from paper to electronic instruments. However, the pace
and features of this development vary between sectors of the economy.
Households have switched significantly to direct debits for recurrent
paymentsand to payment cards (from 48 per cent of total non-cash payments
in 1996 to 75 per cent in 2001), corresponding to a substantial reduction in
the use of cheques (from 46 to 20 per cent).

For non-financial firms, the most common means of payment was
electronic bank receipts, which accounted for 50 per cent of payments,
followed by cheques with 27 per cent and credit transfers with 23 per cent;
in 1996, thefigures had been 46, 37 and 16 per cent respectively. Therewere
two main trends: on the one hand, greater use of electronic collection and
payment procedures (bank receiptsand credit transfers), owingin part to the
growth of interbank corporate banking and cash management services; and
on the other, a slower decline than in other sectors in the use of cheques,
which despite a decrease in the period considered continued to account for
nearly aquarter of all corporate paymentsin 2001.

Among financial institutions and in government, cheques now account
for aminor share of total payments (12 per cent in 2001, compared with 32
per centin 1996). Theuseof credit transfershasrisen significantly (to 67 per
cent, compared with 54 per cent), ashasthat of collection orders(to 22 from
14 per cent).

In this context, considerable importance attaches to the efficiency and
transparency of payment services, which still display significant variability
in the conduct of intermediaries and fall far short of the nearly uniform
execution times and costs found in interbank transactions. To take account
of thevariability of customer treatment found inthe annual survey of banks,
the Bank of Italy stepped up its monitoring of payment service quality last
year, extending consideration to local factors that affect relations with
customers. Through its branches, the Bank carried out a survey of bank
branches focusing on procedures and fees for cheques and for domestic and
cross-border credit transfers. This initiative is designed to achieve close
cooperation and interaction with local banks.

By theend of April 2002 afirst group of 280 bank branches nationwide
had been surveyed. Given its complexity, the project is being realized
gradually; in the course of the year it will be extended to alarger number of
branches. The survey significantly improves our knowledge of payment
system developments. The results reveal the persistence of inadequate
attention to the information needs of customers and to the efficiency of



payment services. As to the state of individual bank branches, apart from
confirming the long average time needed to cash cheques or execute credit
transfers and the widespread use of implicit charges - which were already
highlighted by general surveys (Table 60) - the survey observed substantial
dispersion in the fees charged by the branches” banks.

Table 60

HANDLING TIME FOR CHEQUESAND CREDIT TRANSFERS
(number of working days)

Average Minimum Maximum
1999 2000 2001 1999 2000 2001 1999 2000 2001

Cheques

Valuedate ........... 4.0 4.0 3.9 1.7 1.9 2.2 6.2 6.2 6.1

Availability of funds . . .. 6.7 6.7 6.6 4.7 5.4 5.5 8.3 8.7 7.9

Finality .............. 8.1 | 10.0 9.4 6.8 8.4 8.1 96| 11.6 | 10.0
Credit transfers

Valuedate ........... 1.7 2.0 2.1 1.5 1.3 1.9 3.7 4.0 4.5

Availability of funds . . .. 3.0 2.6 25 21 0.9 1.9 5.2 3.2 3.8

Action to improve integration between the bank and postal circuits
continued, with interventions to prompt development of the postal circuit
consistent with the broader aims of efficiency and reliability for the
integrated systems, whichisindispensableto quality customer services. The
Bank of Italy is extending its monitoring activity to the post office, in the
light of the regulation governing postal banking services.

Electronic instruments. - The market continued to furnish a raft of
proposals for new electronic money products. There was a proliferation of
projects by banks and other operators for multi-use prepaid cards for small
amounts and usable mainly for payments via the Internet. Faced with the
large number of proposals, the limited actual use of the cards, and a
regulatory framework that is still in flux, the Bank initiated dialogue with
operators to guide this industry towards secure, reliable and economic
systems. A communication released in February 2001 publicized the
objectives and the areas of interest for e-money circuits and products.
Specifically, it pointed to the need for reliability, integrity and efficiency so
that these circuitsdo not risk undermining public confidencein the currency
and in non-cash instruments. The initiative, which involved the Bank’s
branches, proved effectivein monitoring the phenomenon; it was carried out
in close cooperation with the banking supervisory function and, as regards
possibleillicit uses, with the Italian Foreign Exchange Office.
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Internet payment services. - Further surveys of the use of new
information and communications technologies for payments were
conducted. A Eurostat study released in February 2002 found that in Italy as
inother European countrieslargefirmsrely more heavily than smaller firms
on the Internet, both for payments and for electronic commerce. Special
surveys focused on the main trends at Italian firms and the principal
obstacles to the expanded use of Internet payment instruments.

TheBank of Italy flanked itstraditional survey of manufacturing firms
with one of Internet use by non-financial servicefirms. Virtualy all service
firms (95 per cent, including 70 per cent with fewer than 50 workers) were
onthelnternet, and 57 per cent had their own web sites. In this sector, 20 per
cent of firms were engaged in electronic commerce and 30 per cent had a
portal. Once they are linked up, firms make significant use of on-line
banking servicesto check current accounts (71 per cent), to make collections
and payments (63 per cent), to perform corporate banking operations (36
per cent), and to handle invoices (7 per cent). There are no significant
geographical disparities in Internet use. The main obstacle in the service
sector appears to be reluctance to put part of one’'s business or products on
the web rather than lack of technology, trained personnel, or finance. Of the
firmsthat effected on-line sales, 27.9 per cent also made payments; of those
making on-line purchases, 34.2 per cent.

The survey of manufacturing firms also found a strong propensity to
turn to the Internet to obtain current account information and to make
collections and payments, but only marginally for on-line invoicing.
Geographically, manufacturers in the South, especialy the smaller ones,
make less use of ICT, both in terms of web sites and for on-line banking
Sservices.

Thedecisivefactor in households' decisionsto make paymentson-line
continues to be certainty of outcome. While credit cards continue to be the
main instrument for Internet payments - with 10,000 transactions aday, the
web accounted for 2 per cent of all credit card transactions in 2001 - the
dynamic introduction of new remote payment products and customers
hei ghtened sensitivity to on-linesecurity suggest that thereisstill unsatisfied
demand and further growth potential.

Italian households and firms made nearly 10,000 on-line credit
transfersaday in thefourth quarter of 2001 for atotal of about one million,
accounting for 1 per cent of al bank credit transfers. The Bank of Italy’s
survey of banks' use of non-branch distribution channels found that in the
fourth quarter 62 per cent of bank customers who had effected at least one
Internet transaction had made or received payments on-line. On-line
customers clearly tend to use the new channel for al the operations that
are readily standardized (monitoring current accounts, credit transfers,



securities transactions, etc.). In the fourth quarter transaction ordersviathe
Internet averaged more than 120,000 a day.

Infrastructure. - Animportant aspect of payment system oversight last
year was the assessment of operating risks to infrastructure. Initiatives to
control operating riskswith potentially systemic repercussionswere stepped
up and the groundwork for rational guidance in this areawas put in place.

The eventsof 11 September altered priorities, making it more urgent to
guarantee continued operability of infrastructures even in case of disasters
whose actual scope and devel opment are basically unpredictable. Inkeeping
with international guidelines, and alongside analogous initiatives by the
Bank of Italy’s banking supervision and market oversight divisions, the
payment oversight unit undertook a study of the system to identify weak
pointsin the emergency procedures and the security safeguards of the main
payment system infrastructures.

To check the real capacity of the ATM and POS circuits to handle the
predictable increase in transactions stemming from the cash changeover to
the euro, the Bank conducted intensive monitoring and sensitization of the
operators involved in those circuits. Combined with technical and
organizational measures to circumscribe the systemic effects of possible
failures, this permitted the rapid resolution of severa ATM breakdownsin
the first few days of January.

Given the stronger and stronger integration of markets, infrastructure
operators are increasingly offering new products to ensure the security of
transactions in open networks, especialy cross-border. In this context,
the interoperability of digital signature certificates is essential to rapid
expansion in theinstrument’s use. In the area of interoperability in general,
the Bank acted to promotetheintegration of the electronicidentity card with
bank and postal smart cards.

Direct provision of payment services

Cash settlement. - The flow of funds handled by the Bank of Italy’s
clearing and settlement systems|ast year amounted to€40trillion, about the
same asin 2000 and equal to almost 33 times the Italian GDP. Some 88 per
cent of the payments were settled viathe BI-REL gross settlement system,
which handled a daily volume of 46,000 transactions worth €145 billion.
Payments channeled through the BI-COMP retail clearing system, which
accounted for 6 per cent of thetotal, increased by 8 per cent. The multilateral
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cash balances generated by the securities settlement procedure diminished
by 17 per cent, reflecting the fact that in November 2000 settlement of
monetary policy operations with the Eurosystem was reassigned to the
Express gross settlement system operated by Monte Titoli S.p.A.

The value of domestic payments via BI-REL decreased by about 7
per cent, owing to two factors: a contraction of trading between resident
banks on the electronic interbank deposit market e-MID to the benefit of
transactions with non-resident institutions and the further reduction of 24
per cent in giro transfers between resident banks ordered by foreign
correspondents. This contraction is explained by the continuing decline in
the use of correspondent banking accounts to settle cross-border payments
in euros.

The contraction of domestic flows was offset by an increase of
about 7 per cent in cross-border payments, confirming the growing
internationalization of the Italian financial marketplace. The rise in cross-
border payments also reflects the increased use of BI-REL to settle
commercial transactions,

TARGET consolidated itsleadership among large-val ue euro payment
systems, with averagedaily settlementsworth<€1.3trillion, 26 per cent more
than in 2000. TARGET was the recipient of 74 per cent of funds transfers
through the main EU payment systems. The largest alternative system, the
Euro Banking Association’s Euro 1, received an average daily inflow of
morethan<200 billion, anincrease of 5 per cent. Within TARGET, BI-REL
is the fourth-largest national system in terms of value, accounting for 8.2
per cent, and the second in volume with more than 19 per cent.

ThenewBI-REL project. - A seriesof changesto BI-REL are planned
to improve quality and extend the range of services. The plans, which
were widely endorsed by banks, provide for the most advanced technology
to facilitate international interoperability and greater interactivity.
Intermediaries will be able to use the new functions flexibly under
procedures that are consistent with specific operating needs.

Some of the measures planned will extend the range and heighten the
efficiency of the correspondent banking services that the Bank of Italy
provides to institutions outside the euro area. Enhancing these services is
part of the programme to further internationalize the Italian financial
marketplace and is designed to foster economic cooperation with key
partners (in Central and Eastern Europe, the Mediterranean and Latin
America).

The Continuous Linked Settlement (CLS) multicurrency clearing
system for foreign exchange transactions will go operational in the second



half of 2002. Inthe new system thetransfer of creditin onecurrency depends
on simultaneoustransfer of the other, which reduces settlement risk. At first
CL Swill handle seven currencies, including theeuro. Two I talian bankswill
belong to the system, and transactions settled in BI-REL will be channeled
through a single settlement agent.

Other studiesand adjustments. - With the approval by the G-10 central
bank governors of the core principles for systemically important payment
systems and their incorporation into the standards set by the FSF, the
principles have become the most important yardstick for gauging the
reliability and efficiency of domestic and international payment systems. In
thiscontext thel M F hasbegun aseriesof actionsaddressed bothto emerging
andtoindustrial countriesto assess compliancewith international standards
and good practiceson transparency in monetary and financial policy. Aspart
of an exercise bearing on some essential financial standards for the Report
on the Observance of Standards and Codes, the Bank of Italy conducted a
self-assessment of BI-REL. The results, which confirmed the system’s full
compliance with the core principles, have been transmitted to the IMF and
the ECB.

Securitiessettlement. - Thenet settlement procedure handled securities
transactions worth €29 trillion last year, an increase of €2.5 trillion or 9.7
per cent compared with 2000. The rise reflects the increase in government
securities transactions both on the MTS electronic market and on the
OTC market. Turnover in sharesamounted to€1.4 trillion, adecrease of 26
per cent.

The Express gross securities settlement system for OTC securities
trading and monetary policy operations with the Eurosystem began activity
in the final months of 2000. The cash leg of the securities transactions
entered into Expressissettled through BI-REL . In 2001 the system executed
an average of 340 OTC payments aday for avalue of €2.9 billion (2.8 per
cent of all the transactions settled through BI-REL). On monetary policy
repo settlement days, thedaily averagefor these transactionswasamost €7
billion. Overall, theuse of Expressto settle OTC tradeswasmodest | ast year.
Intermediaries preferred the net settlement system and used Expressfor just
5 per cent of their contracts (3 per cent by value).

Theuseof securitiesascollateral. - Thevolume of securitiesdeposited
as collateral for Eurosystem monetary policy operations and intraday
liquidity from the Eurosystem averaged €690 billion in 2001, compared
with €675 billion in 2000; foreign securities made up 23 per cent of the
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amount. The cross-border use of securitiesas collateral grew by 33 per cent;
the increase came both through the Correspondent Central Banking Model
and through bilateral links between national securities depositories.
Collateral provided by Italian banks for monetary policy repos diminished
significantly, while that for intraday liquidity remained broadly unchanged
at around €15 billion. Within the Model the Bank of Italy continued to be
the leading correspondent central bank, handling over 30 per cent of the
securities deposited by non-resident intermediaries for their own central
banks.

Given the difficulties of the market in creating an alternative to the
Correspondent Model and in view of intermediaries appreciation of the
Model’sreliability, the Eurosystem took a series of measuresto enhanceits
operating efficiency. Accordingly, the linkage between European central
banks was adapted to the new SWIFT message format, and the factors
impeding rapid execution in each country were examined. M easuresare now
being designed to increase automation within the national central banks, to
enhance the efficiency of Model transactions involving depository banks,
and to utilize real-time gross settlement procedures for national securities
settlement systems.

Government payment services. - The initiatives undertaken during
the year to extend the use of electronic systems and interbank procedures
for government payments resulted in further smplification and greater
efficiency, reliability, and quality of the treasury service.

Starting on 1 January 2001 the Bank of Italy began providing an elec-
tronic data flow on revenues accruing to the Treasury, using the interlink
between the Single Public Administration Network and the National
Interbank Network. The Bank continued to work in cooperation with the
State Audit Officeto dematerialize the spending orders, acts and documents
required by state accounting rules, with a view to more extensive use of
electronic reporting systems.

Presidential Decree 482 of 15 December 2001 simplified government
payments and collections abroad. As part of the operation of the State
treasury service, the Bank of Italy was assigned to execute euro payments
and collections in EMU member countries. The new procedure will go
operational when the Ministry for the Economy and Finance issues the
implementing rules, after consulting the Bank and the Italian Foreign
Exchange Office.

The Bank is engaged, along with the State Accounting Office, the
Authority for Computerization of the Public Administration and the State
Audit Office, in creating a Computerized Public Administration Payment



System. The system is open to government agencies that use the State
treasury service and will be extended in the future to other central and local
government bodies. Participating agencies must link their information
systems into the Single Public Administration Network for electronic
transfer of payment and collection orders, and they must use digital
signatures to guarantee authenticity and integrity.

As part of the action to create a computerized State treasury service
integrated with the overall payment system, a measure in course of
publication in the Gazzetta Ufficiale revises pension payment procedures,
providing for the use of bank and postal credit transfers. A ministerial decree
will extend this procedure to the payment of recurrent outlays for salaries
and other compensation.

State treasury rules will be adapted to the Computerized Public
Administration Payment System by revising and coordinating legislative
and regulatory provisions. Initiatives were undertaken last year to optimize
the flow of financial data and information on public sector payments
and receipts for the use of the Ministry for the Economy and Finance. The
availability of data on-line permits uniform and rapid processing and
analysis of the data by the State Accounting Office for monitoring public
spending.

Theprogressiveimplementation of measuresfor computerized treasury
management and the steadily expanding use of the National Interbank
Network to execute government payments enabled the Bank of Italy to
begin, on 1 January 2001, providing treasury services for the tax agencies
(revenues, customs, territory and state property) created by thereform of the
former Ministry of Finance. Since March 2001 el ectronic paymentsfor these
agencies have been increasing steadily.
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THE GOVERNOR'SCONCLUDING REMARKS

The changeover to the euro has been achieved according to plan, with
an orderly introduction of the new notes and coins. Two billion 454 million
banknoteswith atotal value of €98 billion were printed between June 1999
and 31 December 2001. By yesterday, 96 per cent of the lira banknotes in
circulation at the end of 2001 in terms of value had been withdrawn.

Managerial, clerical and production staff, both at Head Office and in
the branches, have worked together for thisimportant event intelligently and
inaspirit of service.

The functions performed by the Bank are increasing, and are also
becoming more complex.

The Bank of Italy participates in the setting of European monetary
policy and is responsible for itsimplementation at the national level.

International cooperation calls for the Bank to make an active
contribution in the European ingtitutions, the Bank for International
Settlements, multilateral organizations and the informal groups of the
leading industrial and emerging countries.

The Bank is playing its part in the major changes occurring in the
economy and finance through its intensive analysis, data collection and
documentation, the monitoring of markets and payment systems, the
supervision of the banking sector and the saf eguarding of competitioninthat
sector.

The branches have been assigned new duties in addition to their
traditional activities. They have begun to verify that commercial banks
branches comply with the transparency regulations. The Regional Reports
are gaining importance, partly as a result of the institutional and
administrative decentralization introduced by the amendment to the
Constitution. The Reports are a valuabl e source of information for thelocal
economies, adding to the knowledge and analysis of the national economy.

The Bank’s Departments are continuing to develop a programme
for electronic treasury operations in order to integrate public sector
transactionsinto the payment system. In collaboration with the banks, work
has begun on expanding the services offered by the gross settlement system;



together with the introduction of new procedures for the settlement of
securities, these measures will make the Italian financial market more
competitive.

TheBank of Italy and the Italian Foreign Exchange Office, workingin
conjunction with state authorities, are combating the financing of terrorism,
a task in which there have been important instances of international
coordination.

Theresultsof theanalysisof theltalian and world economies, thework
of the Bank in monetary policy and banking supervision, together with
accounting data and information on internal administrative activities, are
systematically presented in this Report, which has been prepared by the
Economic Research Department and, where applicable, by the Banking
Supervision Department, with the collaboration of al the central
departments. The Report is the fundamental document through which the
Bank gives a detailed account of its operations.

In performingitsfunctionsand through itsanalyses and proposal's, the
Bank of Italy pursues the general interest, aims for the common good and
serves the country.

Internally, it pays constant attention to technological innovation,
training and the scientific and technical preparation of its staff.

On behalf of theBoard of Directors, the Directorateand myself, | wish
to expressheartfelt thanksto themanagersand all the membersof theBank’s
staff.

The world economy

The tragic events of 11 September and the consequent political and
military tensionscaused turmoil inthefinancial marketsand uncertainty that
could have spread from the United States to other markets and economies.
The prompt economic policy reaction and cooperation among the monetary
authorities in the leading countries prevented the triggering of a profound
worldwide crisis.

Therise in the price of oil and the abrupt slowdown in investment in
technology had already put a brake on the growth of output in theindustrial
countries in the second half of 2000.

Thegrowthrateinthedevel oped economies, whichwas 3.9 per centin
2000, declined to 1.1 per cent in the first six months of 2001. Output fell in
the second half of theyear, partly asaresult of the recession in Japan and the
slowdown in Europe. Growth remained rapid in the emerging economies.
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World output rose by 2.5 per centintheyear asawhole, compared with
4.7 per cent in 2000.

World tradein goodsand serviceshad increased by 12 per centin 2000
but fell sharply in the course of 2001 and remained stationary on an annual
average basis.

The US economy

Economic activity in the United States declined only in the third
guarter, in connection with the fall in consumption in September.

Monetary policy and tax reductions improved expectations and
stimulated domestic demand. Consumption responded immediately. In the
fourth quarter output began to grow once more at an annual rate of 1.7 per
cent.

In view of the clear signs of an economic slowdown, official interest
rates began to be cut at the very beginning of 2001. A further ten reductions
were made asthe year proceeded. Thefederal funds rate was brought down
from 6.5 per cent at the end of 2000 to 1.75 per cent last December.
Consumer priceinflation declined from over 3 per cent inthefirst half of the
year to 1.6 per cent at the end of 2001.

The fal in interest rates buoyed investment in housing. The liquid
funds released by the renegotiation of mortgage loans increased household
spending capacity.

The five-year programme of tax reductions launched in May 2001
raised consumption and firms expectations and checked the fall in
investment.

Taxeswere cut by $70 billionin 2001. Revenueis scheduled to fall by
$40 billion in 2002 as a result of the programme. The plan to extend the
reductions for a second five-year period ending in 2011 will raise the
permanent income of the private sector.

To meet defence and rebuilding costs, support the sectorsworst hit by
the crisis, encourage investment and increase unemployment benefits, new
measures were approved immediately after 11 September and again last
March, which will increase disposable income in the private sector by a
further $100 billion in 2002.

The budget proposal for 2003, which was presented to Congress in
February, providesfor further tax cuts and increasesin expenditure totaling
$100 billion in 2002 as well. A new programme of expenditure on internal
and external security costing around $30 billion was drawn up in April.



The budget measures adopted to date will inject the equivalent of 1.4
per cent of GDP into the economy this year. If the measures now under
discussion are approved, the fiscal stimuluswill rise to 2.5 per cent.

Continued productivity growthand competition have curbedinflation,
allowing monetary policy ample room for manoeuvre.

Thanks to the scope for adjusting employment swiftly, labour
productivity rose even as economic activity was declining. It increased by
1.9 per cent on an annual average basisin 2001 and by 5.5 per centinthelast
quarter, benefiting investment earnings and encouraging the recovery to
start up rapidly.

GDPgrowth leapt to 5.6 per cent inthefirst quarter of thisyear; labour
productivity increased further, at an annual rate of 8 per cent. In April
consumer price inflation was at atwelve-month rate of 1.6 per cent and the
unemployment rate rose to 6 per cent; payroll employment began to rise
again, after having declined by atotal of 1,300,000 jobsover several months
ending in March.

In the first quarter investment in housing began to rise again,
consumption continued to increase, despite the fall in purchases of durable
goods, and destocking virtually came to a halt. Public expenditure gave
significant direct support to production.

Investment in equipment continued to fall but the declinein spending
on machinery and software levelled off. After decreasing for five quarters,
exports began to rise again, indicating an improvement in the world
economy.

Sustainability of the recovery

During the decade-long expansion, consumption was fueled by the
steady increase in employment and per capitaearnings. After contractingin
the first half of the 1990s, the share of value added accruing to payroll
workers grew again.

The increase in consumption marginally exceeded that in GDP; as a
result, households' saving ratefell to zero and their debt rose from 76 to 96
per cent of disposable income.

Consumption was al so sustained by theincreasein wealthin theform
of securities and property.

The growth in investment lasted for ten years; its composition
gradually shifted in favour of information technology and other high-tech
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capital expenditure. Investment was covered by firms ample profits. The
net financial flows of the corporate sector, which are normally negative in
rapidly growing economies, swung from large deficits in the 1980s to
balance in the first half of the 1990s; in the last few years they have turned
negative again. In 2001 the sector’sratio of debt to shareholders’ equity rose
back to the level obtaining at the beginning of the 1990s.

Thefall in share pricesin the days immediately following the attacks
of 11 September was rapidly reversed. Profits are still lower than in earlier
years. Above all, expectations of earnings growth have been scaled back.
The risk premium has risen during the period of slower economic growth;
price/earnings ratios are still high. A clearer assessment of stock markets
will only become possible as the recovery proceeds.

During 2001 the dollar appreciated against the euro and theyen. Inthe
last five years non-residents’ purchases of shares and bonds on US markets
comfortably exceeded the increase in the country’s net external debt. They
created areservoir of morethan $1,500 billionfor residentsto invest abroad.

The inflow of investment depends on the outlook for growth and
profits, but afurther increaseinthe external imbalance may curb thevolume
of financial capital attracted to the United States by depressing theexchange
rate of the dollar.

The structural adjustment of the public finances in the early 1990s
and the prolonged rapid growth of the economy produced ever larger
budget surpluses in the last few years.

According to the official forecasts published at the beginning of 2001,
the budget surplus was expected to be $313 billion in 2002, rising to $800
billion in 2010 and nearly $900 billion in 2011.

Thetax reductionsapproved in 2001 and the early months of 2002 will
have a significant impact, reducing the forecast surpluses by about half.

Theforecasts have been revised yet again in the light of the additional
tax cutsand expenditureincreases now under discussion. The budget isnow
expected to move close to balance during the rest of the decade. In this
scenario, public debt would not risein absolutetermsand would fall from 57
per cent of GDP in 2001 to much less than that at the end of the decade.

Assuming that no additional expenditure programmes are introduced,
the planned multi-year reductioninthetax burden appearssustainablein the
light of the information currently available.

The spread of the new technologies in industry and services still has
some way to go. Prudent estimates indicate that labour productivity will



continueto increasein the next few years at an annual rate of between 2 and
2.5 per cent.

The strong growth in GDP in the first quarter was largely due to the
smaller reduction in stocks, which will continue to contribute to output as
restocking gets under way. The interest rate cuts made in 2001 have not yet
produced their full effects.

Growth will inevitably slow down from the exceptional pace of the
first quarter. The forecasts for the second half of the year indicate rates of
between 3.5 and 4.5 per cent.

Outlook for the world economy

Therecovery inthe USeconomy will tend to gain momentum in 2003.

Itsdurability will depend in part on recovery and continued growthin
the other industrial countries and the emerging countries.

Theforecastsfor the world economy wererevised downwards severa
timesin 2001 and again in the early months of this year.

The outlook was clouded by the difficult situation in Argentina and
other Latin American countries and the fears caused by thefailure of alarge
US corporation. The forecasts probably underestimated the effects of the
expansionary economic policy in the United States.

According to the International Monetary Fund, GDP growth in China
islikely to exceed 7 per cent thisyear and next; in Indiait should be between
5 and 6 per cent in both years and in the developing countries asawhole it
will probably average 4 per cent this year and 5 per cent in 2003. The
transition economies are expected to grow at rates of around 4 per cent.

InJapanindustrial productionfell by 15 per cent inthe course of 2001,
between the beginning of 1999 and the end of 2000 it had risen steadily by a
total of 10 per cent in response to the sharp acceleration in world trade.

GDP showed a pronounced fall from the second quarter of 2001
onwards.

Inthefirst quarter of thisyear industrial productionbegantoriseagain,
benefiting from the recovery in the United States and the pick-up in world
trade.

Japan’s large current account surplus and the further increase in the
country’s net creditor position are responsible for the resilience of the yen,
despite short-term interest rates being close to zero. Medium-term interest
rates are also extremely low, but the combination of deflation, which raises
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the cost of funds, and the excess capacity created in the second half of the
1980s have impeded arecovery ininvestment. Theratio of capital to output
ishigh.

The difficult situation and reduced profitability of firms are reflected
in widespread losses on bank lending.

The allocation mechanisms are such that the enormous resources of
the leading industrial economy of the Far East are underutilized. The
economy isstill beset by rigiditiesthat makeit difficult to switch labour and
the other resources between sectors in response to market stimuli and
international demand.

Itisessential that theeffortstorehabilitate and consolidatethe banking
system continue.

For the economy to grow again, the recovery in foreign demand will
have to be accompanied by an increase in domestic demand. Reforms have
been sketched out that should ensure a better use of resources; by limiting
investment in infrastructure, a start has been made on redirecting public
expenditure with the aim of restoring the economy’s flexibility and
efficiency.

The European economies slowed down less than the US economy
in 2001.

Against the background of cyclical weakness and a gradual easing of
inflationary pressures, the Governing Council of the European Central Bank
decidedto reducethereferenceinterest rates on anumber of occasions. Both
nominal and real short-term euro interest rates are low today.

The growth in the monetary aggregates rose to a high level in the
second half of the year, partly owing to temporary factors. The euro
weakened dlightly in effective terms during the year; it has strengthened
appreciably in the last few weeks.

The slope of the yield curve has steepened in the early months of this
year as the signs of arecovery in the world economy have strengthened; it
impliesthat the markets expect short-term interest ratesto rise by morethan
half a point by the end of the year.

The main euro-area economies continue to have structural rigidities
that hinder the growth in productivity and a swift recovery in economic
activity. Their public finances have deteriorated, reversing the earlier trend
towards balanced budgets.

In Germany, whereindustry accountsfor alarger part of the economy,
output suffered more than in other countries from the sharp slowdown in



world trade in manufactures. GDP grew by 0.6 per cent in 2001, compared
with 1.7 per cent in the European Union as awhole.

Like other continental European economies, Germany has high costs
and rigidities in the utilization of the factors of production; as a result, its
ability to adjust during an economic slowdown is limited. Labour
productivity inindustry rose by 5 per cent in 2000, during the expansionary
phase of the cycle; in 2001 it remained static. In France productivity in
industry rose by 3.7 per cent in 2000 and by 0.3 per cent in 2001; in Italy it
rose by 2.7 and 0.9 per cent respectively in the two years.

In economies open to international trade, the absorption of resources
on alarge scale by the public sector diminishesthe propensity to invest and
reduces competitiveness, especialy if the services provided to citizens do
not increase the overall efficiency of the economy.

In Germany, asin Franceand Italy, theratio of taxesand social security
contributionsto GDP isin excess of 40 per cent, partly as a consequence of
the demands of the public pension system.

Theoutlook for growth in Germany and other euro-areacountries, and
not just in the short term, appears to depend on a sustained expansion of the
world economy that will generate demand for high-quality industrial
products.

Thetransition countries of Central and Eastern Europewill be ableto
produce medium and low-tech goods at competitive prices, thanks to their
potential for trade and integration with western Europe and their lower
labour costs; they can provide a large market for exports of advanced
products and services.

Thisisan opportunity that we must grasp at both the European and the
national level.

In the first few months of 2002 the economies of the European
Union also experienced a cyclical upturn. The expansion in activity will
gain strength in the second half of the year; the rate of growth could rise
to around 2.5 per cent in the last few months.

The growth in world trade in goods and services should accelerate
during the year; it is expected to be around 7 per cent in 2003. The benefits
will accrue to the countries best able to participate competitively in the
recovery that istaking shape.
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International finance

The monetary expansion that has been under way in Japan since the
mid-1990s and in the United States since the beginning of 2001, together
with the monetary policy in the euro area, has led to an increase in global
liquidity and afall in interest ratesin real aswell as nominal terms.

Themoney stock inthe sevenleadingindustrial countriesrosefrom 66
to 73 per cent of their combined GDP between 1998 and the end of | ast year.
Bank deposits held by non-residents have increased very rapidly. The
uncertainties that affected markets last year have resulted in a pronounced
preference for liquidity.

Thevolume of public and private sector bonds outstanding hasgrown
inline with GDP.

Interest rateshavereflected the growthin themoney stock anditsratio
to the volume of bonds.

Adjusted for inflation, short-term interest rates came down from 2 per
cent in 1997 to lessthan 1 per cent at the end of last year; long-term interest
ratesdeclined from 4 to 3 per cent. The capitalization of the stock exchanges
of the seven leading industrial countriesrosefrom 60 per cent of GDPinthe
mid-1990s to 130 per cent in 1999; in 2001 the ratio fell to around 90 per
cent.

The notional value of derivatives rose gradually until 2000 and then
surged in response to the risks associated with the volatility of asset prices;
by the end of 2001 it had reached 110 per cent of the GDP of the seven
leading industrial countries.

Abundant liquidity, low interest rates and the reduction in the cost of
capital encouraged an exceptionally large number of mergers and
acquisitions. Far fewer transactions of this kind were carried out last year,
owing to the fall in share prices.

Thewideavailability of credit and thelow cost of capital alsofostered
investment, which increased steadily and substantially in al the industrial
countries between the mid-1990s and 2000. In 2001 the upward trend came
to ahalt, and in several countries it was reversed.

On earlier occasions | have drawn attention to the contribution that
global liquidity and financial market conditions madeto the recovery in the
industrial countriesin 1999.



However, the growth in demand and therelated risein oil pricesled to
higher inflation that stifled growth, especially in economieswithwidespread
structural rigidities.

This led to the pronounced slowdown of 2001.

Capita flows to the emerging countries contracted from 1997
onwards in the wake of the crisesin Asia, Russia and Latin America. Net
portfolio investment in these countries dried up completely and there
were massive outflows of bank lending and trade credit.

Direct investment continued to increase; net inflows rose from $117
billionin 1996 to $155 billion in 1998 and $176 billionin 2001. Most of the
resources went to countriesin Asiaand Latin Americaand to the transition
countries.

Foreign investment has contributed to the devel opment of innovative
products and to the use of advanced technologies, but the volatility of
financial marketsand shorter-term financing can have serious consequences
for the economic and political stability of the weakest countries.

The regulation and supervision of financial intermediaries are
generally inadequate in these countries; inefficiency and sometimes
corruption are widespread. The public finances are often precarious.

Market forces, which have driven the expansion and globalization of
financial flows, arenot ontheir own ableto produce an efficient all ocation of
resources on aworld scale.

The Mexican crisis of 1995 had already prompted the first steps
towards closer cooperation between the monetary authorities of the seven
leading industrial countries.

In the absence of a world government, it is necessary to rely on
international cooperation to draw up and disseminate rulesand practicesfor
credit and money that the devel oped countrieshave applied for decades, ever
sincethe Great Depression of the 1930s. Aninformal body hasbeen set upto
disseminate standardsfor the regul ation and sound management of financial
intermediaries and markets.

In 1999 the Group of Twenty was created to discussissues relating to
economic development and the governance of global finance.

Theserioussituationthat hasarisenin Argentinaisaspur toreformthe
mechanismsfor restructuring public debt and strengthen thosethat facilitate
coordination among creditors in the management of crises.
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In this context the Bretton Woods institutions are called upon to
perform surveillance of individual economies, to provide and guide credit
for investment, and to contribute to the adoption of adequate rules for the
supervision of financial intermediaries.

Thepolitical initiative and strategi c guidance must, of necessity, come
from the informal groupings of the major countries.

The development of the backward economies

The rapid growth of the world economy from the end of the war until
theearly 1970swasfueled by the progressiveliberalization of worldtradein
manufactures; the exchangerate system was set within theframework of the
rules established in the Bretton Woods Agreements.

A group of highly industrialized economies emerged in which per
capita income more than doubled in a span of twenty years.

The period since then has been distinguished by floating exchange
ratesand theliberalization of capital movements. New industrial economies
have risen in which labour costs are very low compared with those in the
countries where industrialization occurred earlier.

Thesecond half of thelast century saw an exceptionally rapidincrease
in the world population and even faster growth in output. However, the
disparities between countries in terms of income and living conditions
became more pronounced. While many countries made progress, others
marked time or even dlid backwards.

The number of persons living in extreme poverty is still enormous.

Attheglobal level, thereduction of inequality isthe social question of
the beginning of the new century.

The highest moral, religious and political authorities have explicitly
stated that poverty creates conditions in which terrorism can take root and
flourish.

Thesystematic fight against poverty isavalid objectiveinitself; it can
al so be the means of achieving conditions of security and peaceful relations
between peoples.

In 2000 the United Nations solemnly set itself a series of goals for
reducing poverty and improving the living conditions of the most
disadvantaged populations over the following fifteen years.

Rapid growth of the world economy must be accompanied by the
promotion of global public goods able to ensure the sustainability of growth



and its steady extension to the countries that missed out in the tumultuous
expansion of recent decades.

The liberaization of trade and finance has proved to be a potent
instrument of progress, however, it needs to be accompanied by rules and
policies capable of eliminating or at least attenuating the most serious
repercussions on income distribution.

The widespread use of information technology can make a decisive
contribution to the development of the backward economies and to
narrowing the gap between them and the most advanced countries. It
requires adequate investment in education, in human capital.

L ast year saw the start of the debt-reduction programmefor the poorest
heavily indebted countries, aimed at enabling them to participate in the
process of economic growth.

The recent Monterrey Conference examined ways to increase
development aid and improve its effectiveness. The richest countries
renewed the pledge to boost their aid to at least 0.7 per cent of GDP.
Programmes must be coordinated in order to avoid waste and inefficiency.
This is another field in which the contributions of the IMF and the World
Bank will be essential.

The development potential of many emerging economies continuesto
depend on expl oitation of thenatural and agricultural resourcesthey possess,
or can possessin abundance, given appropriateinvestment. Therichest areas
of the world - the United States, Japan and the European Union - protect
their domestic producers by paying large subsidiesto their farm sectorsand
erecting tariff and regulatory barriersto imports. Obstaclesto freetrade are
also present in other labour-intensive sectors.

An increase in the output of the most backward countries, made
possible by unfettered access to the richest markets, would also benefit
consumers in the developed countries. Barriers and subsidies must be
removed, inthe sameway asthey werefor industrial productsinthe decades
following the Second World War.

The agreements signed at the WTO Ministerial Conference held in
Doha last autumn move in this direction. The objective should be a new
configuration of world production that gives full play to the principles of
specialization and comparative advantage.

Thiswill bring considerable benefits not only for the global economy
but also for political stability in the world.
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The Italian economy

Between 1995 and 2001 the economy of the fifteen European Union
countriesgrew at an average annual rate of 2.4 per cent; growth averaged 3.6
per cent ayear inthe United Statesand 4.6 per cent intheemerging countries
asagroup.

In Japan growth was just over 1 per cent.

In Italy GDPincreased by 1.9 per cent ayear over the same period. In
the fourth quarter of 2001 industrial production was5.1 per cent higher than
it had been in 1995; the corresponding increase for the twelve euro-area
countries was 15.8 per cent.

Competitiveness and productivity

The underlying cause of the weak growth of the Italian economy isa
loss of competitiveness in both the domestic and international markets.

The volume of Italian exportsincreased by 25 per cent between 1995
and 2001. Over the same period world trade grew by 45 per cent and the
exportsof theother eleven euro-areacountriesby 55 per cent. Italy’ sshareof
world tradein goods, at constant prices, fell from 4.6 per centin 1995t0 3.7
per cent in 2001.

The output and value added of Italian industry are cyclicaly and
structurally dependent on exports. Sectoral studies have found that firms
exporting alarger proportion of their output systematically achieve higher
profits, increase employment and raise productivity.

World trade in high-tech productsis growing at twice therate of trade
in other goods. Innovative products enable their producers to increase
market share in high-value-added sectors and to improve their countries
terms of trade.

Many industrial countries have increased their specialization in
high-technology sectors over the past few decades. In Germany high-tech
productsrosefrom 12 per cent of total exportsin 1991 to 15 per cent in 2000;
in Francethey increased from 20to 25 per cent and in the United Statesfrom
2610 30 per cent. Inltaly the proportion remained unchanged at around 8 per
cent.

At theend of the nineties high-tech products accounted for about 6 per
cent of total manufacturing value added in Italy. The comparable figurewas
10 per cent in France, 26 per cent in the United States and 14 per cent in

Japan.



Middle-technology goods manufactured at relatively low cost in the
emerging economies now compete strongly in the domestic as well as the
export market. Large companies, which have been slow to react because of
organizational and operational rigidity, have been losing market share, as
have the smallest firms. Imports of manufactures rose from 16 per cent of
GDPin 1995 to 20 per cent in 2001.

Productivity is the key to competitiveness in both the domestic and
international markets.

InItaly labour productivity growth slowed down perceptibly between
the eighties and the nineties.

In food processing the average annual increase in productivity
declined from 2.6 per cent in the eighties to 1.4 per cent in the nineties. In
chemicals and synthetic fibres it fell from 9.5 to 2.7 per cent, and in
machinery and transport equipment from 3.7 to 1.3 per cent.

The competitiveness of Italian industry has suffered from the
fragmentation of output among a plethora of small firms. Small firms give
the economy flexibility but make it more difficult to develop innovative
products and techniques and limit efficiency.

The tax burden and labour market rigidity undermine the economy’s
productivity and competitiveness. They may push firms towards
sub-optimal size.

Competitivenessis also affected by the degree of efficiency of public
services, infrastructure deficiencies and the cost of energy.

The low number of persons in employment in relation to the
working-age population, widespread self-employment and the abnormally
large scale of underground activity are the ultimate result of arrangements
that have become unsuited to the new global economic environment of fierce
competition and the continual introduction of new products and
technologies.

Economic growth and firm size

The extraordinary growth of the Italian economy in the fifties and
sixties was fueled by large public and private firms.

In the late sixties labour market regulation and industrial relations
began to be shaped in accordance with a steadily and rapidly growing
economy and firms of substantial size.
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Theoil crises and inflation of the 1970s caused growth to slow down
and to become more erratic, falling from an average annual rate of nearly 6
per cent in the two previous decades to 3.8 per cent.

Sharp conflict over the distribution of income led to an enormous
increase in the cost of labour and a reduction in profit margins for large
companies. Smaller firms were better able to respond to the changing
economic and social environment; they increased their penetration of
foreign markets by exploiting the depreciation of thelira.

In the 1980s major restructuring and substantial technological
investment enabled the largest enterprises to restore their efficiency and
profitability.

However, inflation and the poor state of the public finances
necessitated high interest rates. Public expenditure crowded out productive
investment. The growth rate slowed to 2.4 per cent ayear.

In the 1990s a further slowdown in growth, greater demand volatility
and intensifying international competition again curtailed investment to
expand the scale of production.

The periodic currency devaluations of the seventies and eighties had
offset the weaknesses of the Italian economy by producing gains in
competitiveness, which proved short-lived, however. The 1992 deval uation
also led to an appreciable increase in exports in the years that followed.
Agreements on wages and industrial relations helped to restrain the cost of
labour.

Monetary policy wastightened severely in 1995 in order torevaluethe
liraand reduceinflation. Italy’s return to the Exchange Rate M echanism of
the EMS at the end of 1996 helped to restore monetary stability.

However, productivity growth slowed down sharply in the following
years. Between the end of 1996 and the end of 2001, Italian competitiveness
vis-a-vis the rest of the euro area, measured in terms of unit labour costs,
deteriorated by 8.6 per cent.

Themodest risein real wagesresulted in aredistribution of incomein
favour of profits. Adjustment of the public financesconsumed an ever larger
share of income.

The loss of competitiveness in foreign markets has been greatest in
mature industries and in sectors with a high proportion of small firms.

The average size of firms in the industrial countries peaked in the
sixties. The subsequent reduction reflected the increasing importance of



the service sector and decreasing employment in large manufacturing
concerns. The spread of information technology and the drive to increase
efficiency through reorganization are leading to a less verticaly
integrated structure of production.

In Italy the average size of firm, which was already smaller than in
other leading countries, has declined more sharply than elsewhere.

In manufacturing industry, firms with more than 500 employees
accounted for 31 per cent of total employment in 1971; this sharefell to 19
per centin 1991 and 15 per centin 1996. In Franceemploymentinlargefirms
fell from 55 to 43 per cent of the total between 1977 and 1994, whilein the
United Kingdom it declined from 54 to 50 per cent. In the United States
employment in firms with more than 500 employees accounted for nearly
two thirds of the total in the mid-nineties.

Ninety-five per cent of Italian firms have fewer than ten employees.
Firms in that category account for 47 per cent of tota employment,
compared with 21 per cent in Germany, 22 per cent in Franceand 27 per cent
in the United Kingdom.

Theaverage Italianfirm inindustry or servicesisabout 60 per cent as
large as its counterparts in the other countries of the European Union.

The proportion of medium-sized companiesisespecialy low inItaly.

Small enterprises have made a decisive contribution to Italian
economic development in past decades, but fragmentation now threatensto
undermine the capacity for growth.

Innovation demands substantial initial investment, which can best be
afforded by large companies or by consortia of medium-sized and small
firms. The public sector and the banking system can provide important
impetus.

Italian investment in information technology is low by international
standards. One significant potential benefit of the spread of the new
technol ogiesisamore efficient configuration of intersectoral relationships.
Some of the advantages enjoyed by firms in industrial districts can be
extended nationally.

It is necessary to move towards a new employment charter that
protects the rights of all working people but adapts flexibility and costs to
the new redlities of production and the utilization of the new
technologies.
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The socia safety net must be strengthened. The portion of wages that
depends on company performance must be increased.

Tax and social security contribution rates must be progressively
lowered, in connection with the necessary reform of public expenditure.

In small firmsfamily control isadecisive factor at the launch of new
businessprojectsandintheinitial phase of devel opment, but subsequently it
may become a barrier to expansion, for lack of capital and managerial
resources.

The path to restoring the efficiency and competitiveness of the entire
economy necessarily passes through Italy’s large firms. They are
indispensablefor propagating technological advances, stimulating research
and creating managerial skills.

It is essential to remove the regulatory and fiscal obstacles that have
curbed the growth of small firms. The conditionsfor arevival ininvestment
must be created and reforms must be introduced to unlock Italy’s abundant
entrepreneurial resources.

It isthe growth of small and medium-sized enterprises that can make
the greatest contribution to an increase in employment.

Employment

Employment in the euro area expanded by 1.3 per cent in 2001 on an
annual averagebasis. In Franceand Spaintheincreasewas 2 and 2.6 per cent
respectively, in Germany just 0.2 per cent.

In Italy the number of personsinwork roseby 2.1 per cent last year. In
2000 the gain had been 656,000, of whom 370,000 were permanent full-time
employees. Between January 2001 and January 2002 employment i ncreased
by 370,000, including 300,000 full-time positions.

As in the past, most of the jobs were created in the service sector.
Employment in construction increased for the third consecutive year.
However, the number of manufacturing workers decreased, continuing a
decline that began in 1998.

Last year the rate of employment growth was faster in the South than
in the Centre and North. As in the rest of the country, the gain was
concentrated in services and construction, but there was also a continuing
gradual expansion in industry.

In a setting of weak economic growth, employment was favoured by
wage moderation. From 1997 to 2000 firms made extensive use of
fixed-term and part-time contracts.



Thetax relief introduced by the Finance Law for 2001 reducesthe cost
of labour for new permanent employees by 15 per cent in the Centre and
Northand 30 per cent inthe South until theend of 2003. Thedirect cost tothe
Treasury was €530 million in 2001. This incentive helped increase the
number of stable jobs. It is estimated that by the end of the year more than
150,000 workers had benefited, 60,000 of them in the South.

It can be assumed that a significant proportion of the new contracts
replaced existing precarious jobs.

The underground economy remained substantial during the nineties.
According to official estimates, the value added of undeclared economic
activity rose from 15.8 per cent of thetotal in 1992 to 17.7 per cent in 1997
and then fell to 15.4 per cent in 1998.

Italy’s employment rate, including undeclared work, remains the
lowest inthe European Union; in 2001 it was 55 per cent, 10 pointsbelow the
average for the other member countries. In the South it was 43 per cent.

All countries in Europe have employment incentives in the form of
public funding for training, recruitment, direct job creation and
self-employment.

Inltaly thebudgetary cost of |abour policiesdeclined from 1.6 per cent
of GDP in 1996 to 1.3 per cent in 2000.

Unemployment benefits, including payments by the Wage
Supplementation Fund, amount to about 0.5 per cent of GDP. Thisis one of
the lowest figures in the European Union. In 1999 unemployment benefits
were equal to 0.8 per cent of GDP in the United Kingdom, 2.1 per cent in
France and 2.5 per cent in Germany.

The reforms introduced in the last few years, together with tax
relief, have led to a significant increase in employment. However, the
labour market still suffers from high costs and insufficient flexibility,
which keep the participation rate low and the incidence of undeclared
work high.

Socia security contributions, though far from sufficient to cover
expenditure by the pension institutions, amount to 40 per cent of gross per
capita earnings.

To reduce high unemployment, combat underground employment,
which is frequently accompanied by poor safety conditions, and stimulate
participation by those now discouraged from entering the labour market
requiresaresol ute shift towardsnew and more modern formsof employment
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regulation. At the same time the pension system must be reformed to permit
the lowering of social contributions, which impinge directly on labour costs
and earnings.

Far-sighted action is needed to enable the potential of economically
backward regionsto contributeto thegrowth of theltalian economy, tolower
the high rates of youth and female unemployment and to offer the nation the
prospect of economic and social progress.

The public finances

Thetotal general government borrowing requirement on a cash basis
declined to€8.5 billionin 1999; it rose to €25.8 billion in 2000 and €40.8
billion last year.

Net of settlements of past debts and privatization proceeds, the
requirement amounted to 2.2 per cent of GDPin 1999. It roseto 3.2 per cent
in 2000 and then declined to 2.9 per cent in 2001.

The net borrowing requirement on acash basis cameto €34.8 billion
last year. Settlementsof past debtsamounted to€10.3 billion, or 0.8 per cent
of GDP. Thisamount should be attributed to the requirements for previous
years.

Genera government net borrowing on an accrualsbasis, calculated in
accordance with the European System of Accounts, was estimated at 1.7 per
cent of GDP in 2000 and 1.4 per cent in 2001. The difference between the
borrowing requirement and net borrowing, equal to 1.5 per cent of GDPin
both years, is presumably due not only to financial items but also to accrued
but uncollected revenues and to expenditure and tax reimbursements
relating to previous years.

The reconciliation account between the two aggregates needs to be
clarified.

The decrease in the general government borrowing requirement and
net borrowing in 2001 was small compared with the final results for 2000.
There was a considerable improvement in the second half of the year by
comparison with the trend in the first six months, owing to tight control
over spending, higher-than-expected revenue of €5 hillion from the
extraordinary tax on the revaluation of corporate assets, and securitization
operations that produced €5 billion on a cash basis and €7 hillion on an
accruals basis.

For this year, the Quarterly Report on the Borrowing Requirement
projects a net state sector borrowing requirement of 2.1 per cent of GDP. It



estimates the public sector requirement, excluding privatization proceeds
and including €10.4 hillion of settlements of past debts, at 3.2 per cent of
GDP.

The Stability Programme sets a general government net borrowing
target of 0.5 per cent of GDPin 2002, based on forecast economic growth of
2.3 per cent. In 2003 the budget should be balanced. In the light of present
trends, the borrowing requirement and expenditure must be carefully
controlled.

Above all it is necessary to undertake a structural adjustment of the
public finances in the course of this year.

Theratio of taxes and social security contributionsto GDP rose by 6
percentage points between the second half of the eightiesand the second half
of the nineties. It must be brought down gradually in the coming years, in
accordance with the plan laid out in the Economic and Financial Planning
Document and along the lines of the draft enabling law now before
Parliament.

Theimplementation of the tax reform depends on curbing the growth
in public spending net of interest payments.

Efforts to contain expenditure on public sector wages must rely on
hiring controls; savings can be made by outsourcing some activities. In the
past, spending on health care hasrisen morerapidly than GDP. Themeasures
already enacted, agreements with the regions, the rationalization of the
system and the assignment of health care provision to private sector
operators that meet defined standards must prevent the ratio of health
spending to GDP from rising above its current level of 6 per cent. Without
increasing the level of spending, these measures must provide for prompt
provision of services, an increase in quantity and satisfactory quality.

Public expenditure on goods and services can be held constant in
nominal terms, or even reduced, by carrying out a far-reaching
rationalization of purchasing procedures.

As in other European countries, the public pension system in Italy
suffers from a structural imbalance between benefits and contributions.
Even excluding the outlays that actually constitute welfare benefits, the
private sector employees pension fund still shows a gap of more than 4
percentage points between the actual contribution rate of 32.7 per cent of
wages and the equilibrium rate.

More than athird of the public debt derivesfrom central government
transfersto public social security institutions. Current demographic trends,
which can change only very slowly, will aggravate the imbalance.

In the long run the system is unsustainable. Action must be taken,
whilesafeguarding theentitlementsand, to alarge extent, the expectations of
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workers now approaching retirement; the average age at retirement must be
raised, on avoluntary basis, but with the prospect of substantial savings, a
significant part of retirement provision must be shifted to private, funded
pension plans.

The importance of spending on education and research in the present
situation must be emphasized. These are investments whose returns are
deferred in time but high, well above current interest rates.

Expenditure on public works must be increased substantialy in the
more advanced regionsand aboveall, especially inthe short term, intheless
developed ones, to overcome the widespread deficiencies of infrastructure.

The construction and operation of public infrastructure on whichitis
possible to earn a return from user fees should be entrusted to non-state
operators, subject to appropriate controls. Such projects can be financed by
private lenders or by the capital market. Lending which entails an indirect
cost for the Treasury must be managed and supervised in accordance with
banking criteria.

Privatizationsand the disposal of assets not needed for the production
of public services can accelerate the reduction of the public debt in
proportion to GDP. Better administration of public assets can improve the
efficiency of the economy.

The institutional and administrative decentralization introduced by
the amendment of Title V of the Congtitution offers an opportunity for a
reorganization of government, in order to bring decisions concerning
public services and the way they are financed closer to citizens.

This task needs to be tackled urgently, not least to avoid a further
widening of the gap between economically advanced regions and less
developed regionsand areas. It isnecessary to decide the source and amount
of the envisaged solidarity fund and the criteriafor distributing it.

The process of deciding budgetary policy must be reconfigured to
permit coordination of thedemandsof thedifferent level sof government and
the preparation of an overall plan for the expenditure and revenue of central
government and local authorities.

The wide range of functions and services entrusted to local
government could raise the overall level of public spending.

It is necessary to reform the public accounting system, to harmonize
budgetary rules and to form atimely picture of al central government and



local authority expenditure and revenue with the aid of information
technology. The measures under discussion in Parliament go in this
direction.

Implementing provisions must be adopted that allow institutional
decentralization to be achieved within a comprehensive framework.

These are momentous tasks, issues to be faced with clarity and
resolution to avoid afurther erosion of the efficiency of our economy.

Their solution will bring opportunities for growth.

The financial markets and banking

The large fluctuations in securities prices and the risks of instability
arising from the terrorist attacks and the crises in important emerging
countries, at a time when equity prices were falling back from the levels
reached inthe spring of 2000, were overcomethanksto theimprovementsin
market organization, the liquidity supplied by the central banks and the use
of advanced hedging techniques.

Since January of last year share prices have fallen by 13 per cent in
Japan, by 19 per cent in the United States and by between 24 and 28 per cent
in Germany, Italy and France.

In the euro area the number of initial public offerings declined from
419in 2000 to 132 last year. In Italy it fell from 45 to 17 and the amount of
capital raised decreased from €9 billion to €6 billion.

The difficult economic situation fueled fears about the markets
willingness to finance firms, especially those that had increased their
leverage during the upswing.

Monetary policies helped to maintain easy conditions in the credit
market.

Euro-area firms made net bond issues of €190 hillion, as in 2000;
placements by Italian companies rose from €23 billion to €61 billion.

The bankruptcy several months ago of amajor US energy group that
also operated in thefinancial sector hasraised questions about the adequacy
of the safeguards designed to ensure correct corporate governance and the
faithful representation of business management activities.

Theorderly functioning of the capital marketsrequirestimely, correct
and complete information. The importance of transparency in accounting
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policies growsin proportion to the intangibl e assets in acompany’s balance
sheet and operations. Thedistortionsthat may stem from the performance of
consultingand analysisby firmswithinterestsintheir client companiesmust
be avoided.

Financial statements, internal controlsand the auditing of accountsare
governed in our law by the general principle of true and fair reporting of the
company’s situation. Correctness, competence and professional ethics are
essential; they are the foundation on which firms' reputations and market
confidence are built.

The role of the financial markets in serving the economy has wider
implications in the current international context. Enhancing the scale and
quality of the structures of the Italian financial marketplace is essential
for the competitiveness of our economy; it contributes to the strength and
efficiency of the European market.

The reorganization of market structures and operating systems is
continuing with a view to improving the quality of services offered to
participants. The banksaretaking part in the growth of thefinancial markets
with renewed commitment and a wider range of investment services.

Credit conditions

In 2001 bank lending continued to grow at a lively pace in Italy.
Interest rates came down by one percentage point over the year.

The increase in lending was equal to 7.4 per cent, higher than in the
euro areaand abovetherate of GDP growth. The expansion wasrapidinthe
first half and more moderate in the second.

Thecyclical downturn dampened thedemand for fundsto financeboth
investment and consumption. Therewasasharp declinein demandfor loans
connected with corporate mergersand acquisitions. Inrecent yearsthese had
increased the banking system’s exposure to large industrial groups; in the
past few months the largest groups have embarked on debt-reduction
programmes.

Net interest income, which had surged in 2000, grew by 5.5 per cent. It
benefited not only fromtheincreaseinthevolumeof businessbut alsofroma
shift in the composition of assetsin favour of loans, at the expense of bonds.

Market volatility curbed households’ demand for investment and asset
management services; net fee income fell by 12.5 per cent.



Total operating costsrose by 3.8 per cent compared with the previous
year. Expenditureontheuseof information technol ogy increased by 11.8 per
cent and rose to 15 per cent of total operating costs.

Average staff costs per employeerose by 0.9 per cent to€61,100; they
remain high compared with other leading European countries.

Return on equity in the banking sector fell to 8.9 per cent, compared
with 11.6 per centin 2000. Thedeclinewaslargely duetolossesonloansand
investments, which were almost twice as large as in the previous year and
equal to 40 per cent of operating profit. In particular, investments in two
banks operating in Argentina were written off.

The flows of impaired loans and bad debts in the domestic portfolio
were small in relation to the volume of lending. The cyclical slowdown of
2001 could affect loan quality thisyear, giventhelag withwhichthehealth of
thereal economy isreflected in bank assets. However, the profitability and
financial situation of firmsare stronger now than during the downturn of the
early nineties.

By international standards, the ratio of banks' total assetsto GDPis
low in Italy.

Lending to firms is in line with that in the other main euro-area
countries. Lending to householdsisless developed. It isasector with scope
for expansion, even taking into account the specific characteristicsof Italy’s
economic and socia structure.

Borrowing can enable households to achieve a better allocation of
saving over the life cycle. Competition, which has already increased, will
have to grow further, in order to reduce the cost of loans and stimulate the
supply of services.

Securitiestrading and asset management servicesfor householdshave
expanded substantially in the last few years.

We renew the call we have made on previous occasions for greater
professionalism on the part of intermediaries and their staff in selling
financial products so asto avoid theillusions and errors of the past.

The banking system is already moving in this direction.

It is necessary to strengthen and consolidate the relationship of trust
with savers.

It must be made explicit that high yields entail risks of capital lossand
that the nominal value of an investment is guaranteed only in the case of
deposits.
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Any undertaking of this kind made in respect of other financial
products is subject to transparency obligations, adequate capital reserves
must be set aside and the related contingent liabilities must be expressly
stated in the accounts.

The concentration and reorganization of banking groups

Since the mid-nineties, the banking system has evolved from one
consisting of small and medium-sized banks engaging mainly in
deposit-taking and lending in local marketsinto aweb of larger groups able
to offer awider range of products and increasingly active in international
markets.

Banks have pursued high rates of return on equity by striving for
efficiency in resource alocation and developing intra-group synergies.
Competition hasintensified in the national and local markets.

Between 1996 and 2001 mergers and acquisitions involved banks
accounting for 40 per cent of total assets.

Four large banking groups were formed that hold 49 per cent of total
assets. If the other two leading groups are also counted, thefigurerisesto 60
per cent.

In authorizing mergers and acquisitions we acted so as to prevent the
formation of dominant positions in the national and local markets.

With the possible exception of one last major operation, we consider
the consolidation in the top tier of Italy’s banking system to be complete;
further amalgamations would lead to a decrease in competition.

Aswe haveinsisted on previous occasions, it is necessary to integrate
the organizational structures within groups, centralizing the functions of
corporate planning, product design and risk control.

Organizational rationalization isbearing fruit, with positive effectson
banks' efficiency andthequality of new lending. Nevertheless, thereisstill a
long way to go before the scope for synergy is exhausted. There have aso
been uncertainties in command structures owing to tensions in important
partsof the systemwheretheinfluence of the previouspublic ownershipwas
strongest.

We pay special attention to the availability of loans for small
enterprises. Detailed studies indicate that at the provincial level bank
consolidation has not led to credit rationing or adeterioration in conditions
for small businesses.



Relations with local customers need to be enhanced in qualitative
terms; in important cases, especially in the South, this can be accomplished
by preserving the original bank names within groups.

Thedrivefor greater scale must now primarily involve medium-sized
banks. With their characteristic statutes, cooperative banks combine
attention to thelocal economy with the supply of high-quality services; they
enrich the diversity of our banking system.

The number of cooperative banks has fallen from 100 at the end of
1992 to 39, mostly as a consequence of mergers and acquisitions within the
category. Their market share has increased from 12 to 15 per cent. These
banks generally have good efficiency indicators.

It isimportant to increase collaboration within the category. A recent
operation between two of the largest intermediaries points to ways of
achieving further consolidation.

Ownership structures and banking foundations

The number of listed banks has increased; these institutions account
for 80 per cent of the system’s total consolidated assets. At the end of last
year six Italian banksfigured among thetop thirty in the euro areaby market
value.

Theshareof total assetsattributableto banksinwhich the government
or foundations held majority interests was still 58 per cent in the
mid-nineties. It has now fallen to 10 per cent.

Banking foundations have played akey rolein the consolidation of the
system by gradually disposing of their holdings in banks. The transfer of
ownership has fostered the creation of stable cores of controlling
shareholders in which major insurance companies and leading foreign
intermediaries are represented.

With a single exception, the majority of the capital of all the largest
banks has been sold. The foundations hold more than 50 per cent of the
capital of 25 small banks with an aggregate market share of 4 per cent.

The measures introduced in the Finance Law for 2002 allow
foundations to postpone the sale of controlling interests in banks until June
2006, provided the controlling shareholdings are entrusted to asset
management companies with a mandate to administer them according to
principles of economic efficiency.

Rigorous criteriaare being defined, on the basis of which the Bank of
[taly will identify control situations.
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The foundations will be able to retain shareholdings in banks for
income-producing purposes.

The law established the criteria for appointing the members of
foundations' boards. They will be designated predominantly by the local
authorities of each foundation’s home area.

“Predominantly” suggests a proportion of more than 51 per cent. A
proportion of around 60 per cent reflectsthe spirit of thelaw; it can constitute
a balanced solution for the representation of civil society.

In foundations constituted as associations, 50 per cent of the members
of the board are el ected by the general meeting; the remainder are appointed
in the proportions laid down for foundations with an institutional basis.

In a financial market in which institutional investors are less
developed, the compl etion of the transfer of control of banks must proceed
by ensuring that banks have stable governance.

Itisnecessary to completethe processthat inlessthan adecade hasled
to abanking system that is largely privatized, consists of intermediaries of
much greater average size, has returned to the international markets after a
long pause and is able to serve savers and firms effectively.

Banking supervision

The sound and prudent management of banks is the responsibility of
their directors. As confirmed by the recent Ecofin Council meeting in
Oviedo, proximity to the supervised institutions is essential for effective
supervision.

The supervision performed by the Bank of Italy consists first and
foremost of an examination of the data supplied at regular intervals by
individual intermediaries, according to reporting formatsdesigned to givea
complete view of operations and the state of the accounts.

Meetingsare held on asystematic basiswith banks’ corporate officers
to discussaspectsthat point to weaknesses. A total of 424 such meetingstook
place last year, including 227 held at branches of the Bank. Supervisory
measures are aimed at ensuring compliance with therulesand strengthening
banks' organizational structures and internal controls; they may consist of
formal reprimands.

On-siteinspection of eachintermediary takesplace, on average, every
Six years. Inspections are more frequent for banks in difficulty.

Inthefour yearsfrom 1998 to 2001 inspectionswere performed at 694
banks accounting for 54 per cent of total assets. Assessments were



completely positive for intermediaries with market shares amounting to 26
per cent of total assets and completely negative for banks with 6 per cent.
Intermediate eval uations were made for the remaining 22 per cent.

Between 1994 and 1997 inspections were performed at 726
intermediaries, representing 52 per cent of the system. The banks that
received completely positive evaluations accounted for 12 per cent of total
assets, those with completely negative evaluations for 11 per cent.

Thefindings of on-site supervision confirm theimprovement that can
be seen in the aggregate data.

Specia importance has been attached in the most recent period to
organization, cost trends and performance in terms of transparency and
correct conduct towards customers.

Last year, the desire to meet savers' expectations of high returns led
some bankstofall short inrisk evaluation, contractual regularity, disclosure
of information and accounting for the commitments they had entered into.

Examination of banks' situations and on-site controls brought to light
inadequaciesin organizational structures, internal auditing systems and the
actions of banks governing bodies. The procedures for sanctioning the
irregularities were activated. Measures were taken to restore sound and
prudent management.

In 2001 Bank of Italy branches made on-site visits to check local
compliance with the rules on the transparency of contractual terms and
conditions for banking services. Checks at 698 branches of 154 banks
uncovered instances of non-compliance for which corrective action was
requested; administrative sanctionswere imposed in the most serious cases.

In international fora it has been found appropriate to recommend
that the largest banks, which are most exposed to the risks of the global
market, raise their capital to levels substantially above the minimum
requirement.

In the three years from 1998 to 2000, in connection with the rapid
growth inlending, the capital of Italian banksfell from 11.4to 10.2 per cent
of their risk assets, weighted on the basi sdefined intheinternational accords.
The capital adequacy ratios of the largest Italian banks, in particular, were
low by comparison with those of the other Group of Ten countries.

We called for thelaunch of aprogrammeto strengthen the capital base
of our country’s largest banks.

Thecapital of Italian banksgrew to€129 billionin 2001. Theaverage
capital ratio rose to 10.6 per cent; the amount in excess of the minimum
requirement of 8 per cent increased to €33.5 hillion.
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Within the Basel Committee it has been agreed that capital
requirements will be computed on the basis of agency ratings or models
developed by individual banksinthelight of their specific operationsandthe
composition of their assets, subject to validation by the supervisory
authorities.

Criteriafor assessing the credit risk of small firmsin waysthat avoid
an increase in their cost of borrowing have been accepted, partly at our
initiative.

Inthelight of their complexity, the problemsrequirefurther study. The
new Capital Accord is expected to become operative in 2006.

Corporate finance

There is an increasing tendency in al countries for large and
medium-sized companies to raise funds in the capital market.

The leverage of Italian firms declined over the last decade; today it is
not out of line with the levelsin France, Germany and Spain.

In the last three years Italian companies raised €38 hillion in equity
capital, equal to an annual average of 1.9 per cent of the stock market
capitalization, and issued €59 billion in eurobonds. The presence of Italian
banks in underwriting syndicates enabled 25 medium-sized companies,
which do not generally have acredit rating from the specialized agencies, to
make their début in the eurobond market.

The gross profits of Italian companies rose from 25 to 33 per cent of
value added between 1992 and 2001. Thedecreaseintheir debt from 58to 38
per cent of their financial liabilitiesand thefall ininterest rates reduced the
ratio of net interest expensesto grossoperating profit from 31 to 15 per cent.

There was no improvement in the financia structure of small
enterprises during the nineties. Their investment continues to be financed
almost entirely frominternal resourcesand bank loans, mainly at short term.

Their productive efficiency is offset by the burden of interest charges
dueto their heavier debt. Thisaffectstheir profitability, which islower than
that of European firms of comparable size and below that of larger Italian
companies.

The measures taken by Parliament and the regulatory authoritiesin
recent yearshave created the conditionsfor animprovement in the operation
of the markets; they have fostered the demand for shares by increasing the
protection of minority shareholders and introducing new types of
institutional investor.



It has been primarily companies not belonging to listed groups that
have taken advantage of the tax incentives for initial public offerings. The
growth of the market has also been boosted by the listing of privatized
companies.

However, Italy still appearsto be caughtinaviciouscirclebetweenthe
small size of firms and the low demand for financial services. This is
hampering the development of the equity market and reducing the
availability of long-term capital; firmsarefailing to grasp opportunities for
investment and growth.

Thefall in share prices discouraged firms from seeking stock market
listing last year.

The ratio between stock market capitalization and gross domestic
product fell to 48 per cent. The number of listed companiesis small, and
non-financial enterprises are under-represented.

Labour market reform and a reduction in the tax burden could help
overcome the reluctance of Italian firms to operate on alarger scale and to
raise external finance.

Banks should deepen the relationships they already have with firms
and will haveto bejoined by new intermediariesthat specializein assessing
and financing small and innovative enterprises in order to facilitate their
access to the capital market and assist their development.

Sincethe end of 2000 the number of Italian venture capital companies
hasincreased from 11 to 21 and that of closed-end investment fundsfrom 16
to 33.

During the technol ogy investment boom, almost half of the resources
that flowed into the venture capital sector in the United States came from
pension funds.

Theltalianfinancial system needsto seeasimilar increaseininvestors
with a medium-to-long-term horizon.

Despitethe consequences of the attacks of 11 September, the economy
of the United States is recovering strongly, thanks to its efficiency, labour
market flexibility and timely, effective economic policy.

Growth is bound to slow down from the exceptional rate of the first
quarter; investment islikely toriseinthe second half of theyear. GDP can be
expected to increase by at least 4 per cent between the end of 2001 and the
end of 2002.
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The European economy is recovering slowly; the structural
adjustment of the public finances has not been compl eted, theratio of tax to
GDP remains high and there are still market rigidities, especialy in the
labour market.

Theltalian economy isalso proving slow tojoinintheworld recovery.
The difficulties in initiating reforms and the consequences of the terrorist
attacks have set back an upturn in economic activity by at least six months.

In the first quarter industrial production was on average 0.2 per cent
higher than in the last three months of 2001.

In March production was 4 per cent lower than twelve months earlier.
According to preliminary data, it recovered in May but was still between 1
and 2 per cent below the level of ayear earlier.

The incipient recovery in world trade, as evidenced by the export
performance of the United States, France and Germany, does not yet appear
to have had significant effects on industrial production or on Italian exports,
which have in fact declined.

Wehaveregained the benefit of monetary stability, but Italian products
are increasingly less competitive.

Productivity growth slowed down in too many branches of industry
during the last decade. Industrial activity in Italy is tending to contract.

There is a rising trend in orders, but consumption remains weak.
Productiveinvestment stagnated in thefinal quarter of last year. It hasbegun
to grow again in 2002, but more slowly than in recent years.

The possibility of achieving GDP growth of more than 2 per cent in
2002 depended on the programme of public worksbeinglaunchedinthefirst
few months of the year.

A survey carried out by our branches in the first two weeks of May
indicated an increase in activity in theinfrastructure sector in most regions,
in others there are fears that it will decline. The positive outlook that is
emerging for the medium term depends on implementation of the enabling
law. Theinfrastructure gap in relation to other European countries must be
narrowed. Infrastructure is particularly deficient in the South.

The legidation and administrative formalities can be completed
quickly. Conflicts between the powers of central government and those of
the local authorities must be resolved.

Construction projects must get under way as soon as possible. Works
inthe second half of theyear totaling€5 billion, equivalent to 0.4 per cent of
GDP, could raisethegrowth rate significantly above 1.5 per centin 2002 and
generate a stronger expansion in 2003.



The crucial requirement for a growth-oriented policy is a reduction
in the ratio of current public expenditure to GDP.

Itisapreconditionfor credibletax reform; it will generate benefitsfor
households, interms of their spending power, and for firms, interms of their
propensity to invest.

It isnecessary to proceed rapidly to define the measuresfor the labour
market and the pensions sector.

Inthe background, thereisthe need to begin the overhaul of the public
pension system. The structure and level of the social safety net must be
reviewed.

Thelaunch of far-reaching reforms can set the economy on avirtuous
circle of growth, employment and balanced public finances.

Itisessential that thisstrategy beimplemented. We havetheresources
to bring it to fruition. The markets are calling on us to do it, and qualified
international observers expect it of us. It isin the interests of society.

Thereis need for aprofound change - ametanoia, asit were - in the
way in which relations between employees and firms are conceived.

Negotiations in defence of legitimate interests must be transformed
into strategic collaboration on the basics, with the ultimate objective of
achieving growth, improved conditions for those already in work and the
prospect of stable employment for thosein precariousjobsand those others,
many of whom are young, who aspire to a better future.

It is up to firms to return to the path of growth by introducing new
technologies and products, in a regulatory and social setting that has been
made more favourable.

In the service sector, where inventiveness and human capital are most
prevalent, there is ample scope for expansion. We must grasp the
opportunities.

The banking system has undergone profound change over the last
five years; it has grown in size and in the range and quality of operations.

Thefinancial marketsareal so extendingtheir activitiesandimproving
their efficiency, thanks to changes in legislation and the effective action
taken by the regulatory authorities.

Problems remain to be resolved and further progress must be made.
But only a few years ago the country lacked a modern financial
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infrastructure. The banking system and the financial market now have the
means to enable large industrial companies to overcome difficulties, to
foster their development and to support the growth of small enterprises. We
constantly monitor current events, paying attention to the general interest.

Thesuccessof the operationto repatriate capital from abroad provides
our banking and financial system with€30 billion, which can beinvestedin
Italy, in the financial market and in enterprises, if the conditions for
profitable investment are created.

Italy does not make full use of the resources at its disposal. The
regions in the South will be able to contribute to the growth of the
economy as awhole if labour market innovations, adequate infrastructure
and improvements in security foster the establishment of enterprises by
reducing external diseconomies.

A more resolute economic policy is needed to achieve the necessary
structural reforms, stimulate productive activity and offer better growth
prospects for our economy.

Themonetary stability provided by theeuro must bebut oneelementin
a broader, far-sighted vision in which Europe can take effective economic
policy measures by assuming a clearer political identity.

The historic signature of the Rome Declaration laysafirmer basisfor
security and the easing of international tension; it opens the door for closer
cooperation between East and West, and between Western and Eastern
Europe.

The economic benefits may be substantial; the Declaration holds out
the prospect of closer integration by repairing the chain of cooperation and
trade that was broken in the early decades of the last century.

It gives grounds for optimism.

We must be equal to the test of our times, each acting camly and
resolutely in his appointed field.

To alarge extent, our future rests in our own hands.



ANNUAL ACCOUNTS






NOTESTO THE ACCOUNTS @

The Bank’s results for the year 2001 were affected by the fall in
short-term interest rates on international markets and the consequent effects
onthepricesof debt securitiesand by the depreciation of the euro against the
dollar.

Theyear-end balance sheet total was equal to€179,099 million, which
was basically unchanged compared with the figures for the end of the
preceding year (€180,795 million). On the assets side, the substantial
reduction in refinancing operations was largely offset by a claim on the
Eurosystem that arose in connection with the TARGET settlement system,
the growth in foreign currency assets and the increase in the value of gold.
On the liabilities side the annulment of the debit balance present on
TARGET accounts at the end of 2000 and the substantial reduction in
banknotesin circulation were matched by the cash deposits made by banks
as collateral for the euro notes they received in the front-loading phase and
the increase in the deposits of general government.

Turning to the profit and loss account, total net income amounted to
€4,347 million (€3,752 million in 2000); expenditure, excluding that in
respect of institutional transactions, amounted to €3,840 million (€3,625
million in 2000). Net profit for the year amounted to €507 million, an
increase of €380 million onthefigurefor 2000 (€127 million) that reflected
thelarger profit beforetax and the smaller tax liability, whichwasduein part
tothereductioninthestandard ratesof corporateincometax and theregional
tax on productive activities and to the larger effects of Dual Income Tax.

1. Legal basis, methods of preparation and layout of theannual accounts

1.1. Legal basis of the annual accounts. - In drawing up its annual
accounts, the Bank of Italy is subject to the provisions of special laws and,
although it is not bound by them, applies the rules laid down in the Civil
Code, interpreted in the light of generally accepted accounting standards.

(1) This abridged English version of the Bank’s annual accounts does not contain all the
information required by law in the Italian version. In addition, it does not include the external
auditor’s report issued by Reconta Ernst & Young.
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The main statutory provisions referred to above are:

- Article 8.1 of Legidlative Decree 43/1998 (* Adaptation of Italian law to
the provisions of the treaty establishing the European Community for
matters concerning monetary policy and the European System of Central
Banks’). The Decree states that “in drawing up its annual accounts, the
Bank of Italy may adapt, inter alia by way of derogation from the
provisions in force, the methods it uses in recognizing amounts and
preparing its annual accounts to comply with the rules laid down by the
ECB in accordance with Article 26.4 of the ESCB Statute and the
recommendations issued by the ECB in this field. The annual accounts
drawn up in accordance with this paragraph, with regard in particular to
the methods used in their preparation, are also valid for tax purposes’.

In a guideline approved by the Governing Council of the ECB on 1
December 1998 (Guideline ECB/1998/NP22, amended on 15 December
1999 and again on 14 December 2000 (Guideline ECB/2000/18), the
ECB laid down rules for items of central banks annual accounts with
referencemainly totheinstitutional activitiesof the ESCB (systemitems)
and non-binding recommendations for the other items of their annual
accounts (non-systemitems). In addition, on 8 April 1999 the Governing
Council of the ECB issued Recommendation ECB/1999/NP7 on the
accounting treatment of the costsincurred inthe production of banknotes.

On the basis of the authority granted by Article 8 of Legidlative Decree
43/1998, the Bank of Italy has applied in full the accounting rules and
recommendationsissued by the ECB, including those on thelayout of the
profit and loss account in report form and that of the balance sheet. The
latter is the same as that used for the monthly statement approved,
pursuant to Article 8.2 of Legislative Decree 43/1998, by the Minister of
the Treasury, the Budget and Economic Planning;

- Roya Decree 1067/1936 (the Bank’s Statute) as amended, which lays
down special rules for the allocation of the net profit for the year, the
creation of special reserves and provisions, and the alocation of the
income arising from the investment of the reserves.

As regards the matters concerning the preparation of the accounts not
covered by the foregoing rules, the following provisions apply:

- Legidative Decree 127/1991 (“Implementation of Directives
78/660/EEC on the annual accounts of certain types of companies and
83/349/EEC on consolidated accounts pursuant to Article 1.1 of Law
69/1990");

- Legidative Decree 87/1992 (“Implementation of Directive 86/635/EEC
on the annual accounts and consolidated accounts of banks and other
financia institutions and 89/117/EEC on the obligations of branches
established in a Member State of credit institutions and financial
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institutionshaving their head officesoutsidethat Member Stateregarding
the publication of annual accounting documents”);

- the Income Tax Code approved by Presidential Decree 917/1986.

Inimplementation of European Council Regulation 974/98, the Bank’s
accounting records and annual accounts are expressed in euros.

1.2. Accounting policies. - The accounting policies applied in prepar-
ing the annual accounts for 2001 are described below. Where provided for
by law, they were agreed with the Board of Auditors.

GOLD AND FOREIGN CURRENCY ASSETSLIABILITIES

- invaluing stocksand deter mining theresultsof trading, the* average-daily-net-cost”
method is applied for each currency;

- thevaluationiseffected on the basis of the year-end price of gold and exchange rates
communicated by the ECB. Revaluation gains are included in the corresponding
revaluation account; revaluation losses in excess of earlier revaluation gains are
taken to profit and loss account, with the simultaneous entry under income of any
amount withdrawn fromthe specifi c provision existing at the beginning of Sage Three
of EMU, if it still exists;

- thelnternational Monetary Fund quotaistransglated on the basis of the exchangerate
of the SDR communi cated by the IMF for the quota originally subscribed in lireand
at the exchange rate communicated by the ECB for the quota in SDRs.

SECURITIES

-  thecost (clean price) of bonds is adjusted by the amount of the amortization of the
premiunvdiscount (the difference between the book value and the redemption value,
to be taken to profit and loss account - on a pro rata basis using a method based on
compound capitalization - in relation to the residual life of the security);

- purchases of bondsin connection with forward contractsareincluded, in accordance
withtheruleslaid down inthe Guideline, at the current market price recorded on the
settlement day;

- thevaluation of holdingsfor the purpose of deter mining the profit or losson securities
is effected, for each type of security, using the “ average daily cost” method,;

- holdings are stated as follows:
1. for securities not held as fixed assets:

a) listed sharesand bonds: at the market price available at the end of the year;
revaluation surpluses are not recognized in the profit and loss account but
includedinthereval uation accounts; revaluation deficitsin excessof earlier
revaluation surpluses are taken to profit and loss account, with the
simultaneousentry under incomeof any amount withdrawn fromthe specific
provision existing at the beginning of Stage Three of EMU, if it still exists;

b) unlisted bonds: at cost with account taken of any diminution in value
corresponding to special situations related to the position of the issuer;
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¢) unlisted shares and equity interests not represented by shares. at cost,
reduced asappropriatewherethelossesincurred by theissuing company are
such as to cause the security’s value to fall below cost;

2. for securities held as fixed assets (bonds and shares):

- atcost, with account taken of special situationsrelated to the position of the
issuer that cause the security’s value to fall below cost.

PARTICIPATING INTERESTS

The Bank’s participating interests in subsidiary and associated companies classified
as fixed assets are stated at cost less any losses that reduce the Bank’s interest in the
shareholders’ equity below cost.

The UIC endowment fund and the participating interest in the ECB are stated at cost.
Dividends and the profits of the UIC are recognized on a cash basis.

The Bank'saccountsare not consolidated with those of investee companiesinsofar as
the Bank is not among the entitiesreferred to in Article 25 of Legislative Decree 127/1991.

The annual accounts of the UIC are attached to those of the Bank pursuant to Article
4 of Legidative Decree 319/1998.

TANGIBLE FIXED ASSETS

Depreciation beginsinthequarter subsequent to that of acquisition both for buildings
and for plant and equipment.

Buildings

- arestatedat cost plusreval uationseffected pur suant to specificlaws. Thedepreciation
of buildings used in the Bank's institutional activities and thosethat are“ objectively
instrumental” (included among the investments of the provision for staff severance
pay and pensionsin accordance with the definition of “ instrumentality” containedin
Article 40.2 of the Income Tax Code) is on a straight line basis using the annual
allowance of 4 per cent established by the ECB.

Plant and equipment

- arestated at cost. They are depreciated on a straight line basis using the allowances
established by the ECB (plant, furniture and equipment, 10 per cent; computers and
related hardware and basic software and motor vehicles, 25 per cent).

For some tangible fixed assets acceleration is charged in addition to the ordinary
depreciation envisaged by the ECB and set asideinthe*” reserve’ referredtoin Article 67.3
of the Income Tax Code as amended. The accelerated depreciation allowances are
consistent with the provisions of Italian law and the rules laid down by the ECB.

INTANGIBLE FIXED ASSETS

Costs of not less than 10,000 euros are capitalized.
Procedures, studies and designs under way and advances
- included at purchase or production cost.



Procedures, studies and designs completed

- included at purchase or production cost and amortized on the basis of allowances
deemed congruent with the assets’ remaining useful lives.

Deferred charges

- softwarelicencesarestated at cost and amortized on a straight line basis over thelife
of the contract or, where no time limit is established or it is exceptionally long, over
the estimated useful life of the software;

- costs incurred in constructing and enlarging communication networks and one-off
contributions provided for in multi-year contracts are amortized on a straight line
basis over the foreseeablelife of the network in thefirst two cases and over the life of
the contract in the third case;

- costs incurred in carrying out “incremental” works on buildings owned by third
partiesandrentedtothe Bank areamortized onastraight linebasisover theremaining
life of the rental contract.

STOCKS OF THE TECHNICAL DEPARTMENTS

The valuation of stocks, with reference exclusively to the EDP Department. The
valuation is made using the LIFO method.

ACCRUALSAND DEFERRALS

Include accrued income and prepaid expenses and accrued expenses and deferred
income.

PROVISONS FOR SPECIFIC RISKS

Transferstotheseprovisionsaremadeinthelight of theassessment of thespecificrisks
associated withthevarioussector sof theBank'soper ationsin compliancewith the prudence
principle.

Theprovisionfor losses on foreign exchangeisfor exchangeraterisk estimated using
the value-at-risk (VAR) method. The provision for losses on securities is for the risk of
changes in the prices of the securities in the Bank's overall portfolio, estimated using the
same method. In evaluating the adequacy of these provisions, account is al so taken of the
revaluation accounts.

Theprovisionfor taxationisequal totheamount of taxesto bepaid (including deferred
tax liabilities), determined on the basis of a realistic estimate of the foreseeable liability
under the tax rules in force and amounts possibly arising from disputes with the tax
authorities.

The provision for insurance cover isprimarily for lossesincurred in the transport of
banknotes.

SUNDRY STAFF-RELATED PROVISIONS

Transfersto the provision for severance pay and pensionsare included in the annual
accountsunder Article3 of therelated Rulesfor anamount that comprisesboththeactuarial
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reservescor responding tothesituation of staff having entitlement and that of pensionersand
the severance pay accrued at the end of the year.

Theprovision for staff costsincludes the estimated amount of coststhat had accrued
(e.g. sundry bonuses, holidays not taken, contributions set aside for newly-hired staff) but
not been paid at 31 December 2001.

The provision for grants to Bl pensioners and their surviving dependents takes into
account the revenues accruing under Article 24 of the Rules governing staff severance pay
and pensions.

Transfersto the provision for severance pay of contract staff, who do not participate
in pension funds, comprise the amounts determined pursuant to Law 297/1982.

PROVISION FOR GENERAL RISKS

Transfersto this provision are made in the light of the general risks associated with
the various sectors of the Bank’s operationsin compliance with the prudence principle.

Theprovisionisfor risksarising fromthe Bank's activity which cannot be determined
individually or attributed objectively and for which specific provision has not been made.
Transfers to and withdrawals from the provision are decided by the Board of Directors.

OTHER ASSETSAND LIABILITIESITEMS

These are stated at their nominal value; in particular, for receivables, the nominal
val ue coincides with the estimated realizable value.

Theitems Other assetsand Other liabilitiesinclude theinvestmentsand patrimony of
the defined-contribution supplementary pension fund created for staff hired since 28 April
1993. The fund is invested in financial instruments, which are valued at year-end market
prices. Theresulting revaluation gains (losses) are treated as revenues (expenses) and, in
the same way as for other operating revenues (expenses), added to (subtracted from) the
fund’s patrimony.

MEMORANDUM ACCOUNTS

Commitments to repurchase securities in connection with advances granted under
Treasury Ministry Decree27.9.1974 arevalued at theforward pricedetermined onthebasis
of market interest rates. Negative valuation differences are included in the balance sheet
under the item other liabilities and taken to profit and loss account.

Securitiesof third partiesheld on deposit are stated at their nominal value; sharesare
stated on a quantity basis.

Foreign currency amounts are translated at year-end exchange rates.

TheBank’s cash holdings of euro notesand those delivered in the front-loading phase
are stated at face value.

2. Comment on the accounts

2.1. Balance sheet. - The year-end balance sheet total, excluding
memorandum items, was equal to €179,099 million, compared with
€180,795 million at the end of 2000 (Tables 1 and 2).



BALANCE SHEET - ASSETS
(thousands of euros)

Table 1

Amounts at end-

Changes
2001 2000

1 Gold and gold receivables ................. 24,830,282 23,097,625 1,732,657
2 Claims on non-euro-area residents

denominated in foreign currency ........... 27,703,644 27,486,941 216,703
2.1 Receivables fromthe IMF ................... 4,608,324 3,983,852 624,472
2.2 Securities (other than shares) ................ 19,833,417 19,863,830 -30,413
2.3 Current accounts and deposits ............... 3,258,153 3,636,855 -378,702
2.4 Reverse operations ..............c.coeeuuinnn. - - -
25 Otherclaims ........... ..., 3,750 2,404 1,346
3 Claims on euro-area residents

denominated in foreign currency ........... 5,462,237 3,022,323 2,439,914
3.1 Financial counterparties ..................... 5,462,237 3,022,323 2,439,914

3.1.1 Securities (other than shares) ........... 143,936 156,835 -12,899

3.1.2 Reverse operations .................... - - -

3.1.30therclaims ...................ou... 5,318,301 2,865,488 2,452,813
3.2 Generalgovernment ........................ - - -
3.3 Other counterparties ..............c.ccouvvuun. - - -
4  Claims on non-euro-arearesidents ......... - - -
5 Lending to euro-area banks related

to monetary policy operations .............. 9,719,070 25,861,685 -16,142,615
5.1 Main refinancing operations . ................. 9,474,323 25,398,507 -15,924,184
5.2 Longer-term refinancing operations ........... 244,747 463,003 -218,256
5.3 Fine-tuning reverse operations ............... - - -
5.4 Structural reverse operations ................ - - -
5.5 Marginal lending facility ..................... - - -
5.6 Credits related to margincalls ................ - 175 -175
6 Other claims on euro-areabanks ........... 430 499 -69
7  Securities issued by euro-area

residents (other than shares) ............... 1,545,761 1,550,762 -5,001
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BALANCE SHEET - ASSETS

(thousands of euros)

Table 1 cont.

Amounts at end-

Changes
2001 2000

8 General governmentdebt ................ 40,552,273 40,611,403 -59,130

Government securities issued under Law

4831993 .. 39,356,989 39,356,989 -

Items arising from the Bank’s former

management of stockpiling bills - securitized part 1,161,592 1,167,061 -5,469

Items arising from the Bank’s former

management of stockpiling bills - unsecuritized

part ... 33,692 87,353 -53,661
9 Intra-Eurosystem claims ................. 18,903,338 8,192,250 10,711,088
9.1 Participating interestinthe ECB ............ 744,750 744,750 -
9.2 Claims deriving from the transfer of foreign

reservestothe ECB ................... ... 7,447,500 7,447,500 -
9.3 Other claims within the Eurosystem (net) 10,711,088 - 10,711,088
10 Itemstobesettled .............. ... ... ... 828 797 31
11 Otherassets ............ovveiineninnenns 50,380,689 50,971,198 -590,509
11.1 EUro-areacoiNs . ..........veeeeeeuennnnn. 7,613 6,326 1,287
11.2 UIC endowmentfund ...................... 258,228 258,228 -
11.3 Investments of reserves and

provisions (including shares) ............... 28,969,311 28,675,361 293,950

Government securities .................... 22,339,989 20,514,600 1,825,389

Shares and participating interests ........... 6,169,908 7,770,114 -1,600,206

Other securities ..., 459,414 390,647 68,767
11.4 Intangible fixed assets..................... 19,812 26,779 -6,967
11.5 Deferredcharges ..............cccuviunn. 9,081 6,105 2,976
11.6 Tangible fixed assets (net of depreciation) . . .. 2,772,917 2,844,090 -71,173
11.7 Accrued income and prepaid expenses ... ... 1,059,482 1,226,497 -167,015
118 SUNArY .o 17,284,245 17,927,812 -643,567

Advances under Ministerial Decree of 1974 .. 15,401,649 15,982,911 -581,262

Other investments of severance pay

and pension provisions .................... 46,572 38,413 8,159

Otheritems ... 1,836,024 1,906,488 -70,464

Total .......... 179,098,552 180,795,483 -1,696,931




BALANCE SHEET - LIABILITIES
(thousands of euros)

Table 2

Amounts at end-

Changes
2001 2000
1 Banknotesincirculation .................. 64,675,772 75,063,752 -10,387,980
2 Liabilities to euro-area banks related
to monetary policy operations ............ 7,573,465 7,752,016 -178,551
2.1 Current accounts (covering the minimum
reserve System) ... 7,569,710 7,650,936 -81,226
2.2 Depositfacility ............ciiiiii 3,453 101,080 -97,627
2.3 Fixed-term deposits . ..., - - -
2.4 Fine-tuning reverse operations .............. - - -
2.5 Deposits related to margincalls ............. 302 - 302
3 Other liabilities to euro-area banks ........ 18,708,179 - 18,708,179
4  Liabilities to other euro-area residents
denominated ineuros .................... 23,697,366 19,453,617 4,243,749
4.1 Generalgovernment ....................... 23,463,305 19,370,513 4,092,792
4.1.1 Treasury payments account ........... 21,287,086 15,125,837 6,161,249
4.1.2 Sinking fund for the redemption
of government securities ............. 176,431 4,219,165 -4,042,734
4.1.3 Other liabilities ...................... 1,999,788 25,511 1,974,277
4.2 Other counterparties .............covuuea... 234,061 83,104 150,957
5 Liabilities to non-euro-area residents
denominated in euros .................... 38,333 23,977 14,356
5.1 Liabilities to non-euro-area EU central banks . . 1 1 -
5.2 Other liabilities ............................ 38,332 23,976 14,356
6 Liabilities to euro-area residents
denominated in foreign currency .......... - - -
7 Liabilities to non-euro-area residents
denominated in foreign currency .......... 2,455,572 228,658 2,226,914
7.1 Deposits and balances ..................... 14,766 13,895 871
7.2 Other liabilities ............ ... 2,440,806 214,763 2,226,043
8 Counterpart of SDRs allocated by the IMF . 1,000,576 983,420 17,156
9 Intra-Eurosystem liabilities ............... - 17,762,752 -17,762,752
9.1 Promissory notes covering debt certificates
issuedbythe ECB ................ccovinn. - - -
9.2 Other liabilities within the Eurosystem (net) . . . - 17,762,752 -17,762,752
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BALANCE SHEET - LIABILITIES
(thousands of euros)

Table 2 cont.

Amounts at end-

Changes
2001 2000

10 Iltemstobesettled ....................... 17,880 26,741 -8,861
11  Other liabilities ..., 1,921,622 1,958,616 -36,994
11.1 Bankof ltaly drafts ........................ 820,710 800,161 20,549
11.2 Cashier’s department services ............. 751 17,012 -16,261
11.3 Accrued expenses and deferred income ... .. 83,951 22,296 61,655
114 SUNAIY .o 1,016,210 1,119,147 -102,937
12 ProvisSions .............iiiiiiiiiiiiiii 9,902,583 9,879,360 23,223
12.1 Provisions for specific risks: ................ 4,423,194 4,603,328 -180,134
for losses on foreign exchange ............. 2,157,764 2,157,764 -
for losses on securities .................... 1,024,287 1,024,287 -
forinsurancecover ....................... 309,874 309,874 -
fortaxation ........... ... .., 931,269 1,111,403 -180,134
12.2 Sundry staff-related provisions: ............. 5,479,389 5,276,032 203,357
for staff severance pay and pensions . ....... 5,395,339 5,198,959 196,380

for grants to Bl pensioners and their surviving
dependents ........... i 1,590 1,530 60
for severance pay of contract staff .......... 1,351 1,296 55
forstaffcosts .......... ... 81,109 74,247 6,862
13 Revaluationaccounts .................... 26,060,124 26,150,676 -90,552
14 Provision for general risks ............... 9,798,072 9,098,072 700,000
15 Capital and reserves ..................... 12,742,153 12,286,410 455,743
15.1 Capital ... 155 155 -
15.2 Ordinary and extraordinary reserves ........ 8,589,063 8,184,683 404,380
15.3 Otherreserves . ..........c.coeeiiieeunnnnn. 4,152,935 4,101,572 51,363
16  Net profits for distribution ................ 506,855 127,416 379,439
Total ................. 179,098,552 180,795,483 -1,696,931




Some of the end-2000 data have been reclassified to take account of
Greece's participation in the Eurosystem from 1 January 2001.

ASHLS

Theitem Gold and gold receivablesrosefrom €23,097 million to€24,830
owing to the increase in the year-end market price communicated by the ECB
(from €293.01 to €314.99 per ounce). In fact the quantity of gold remained
unchanged at 79 million ounces or 2,452 tons.

Claims on non-euro-area resdents denominated in foreign currency,
valued at market prices and exchange rates, increased from €27,487 million
€27,704 million.

Within this item:

receivables fromthe IMF increased from €3,984 million to €4,608 million.

They comprised:

a) Itay’snet postion vis-avisthe IMF, which rose from €3,134 million to
€3,646 million;

b) fredy available SDRs, which rose from €255 million to €337 million;

c) the loan Italy made to support debt-reduction initiatives for the poorest
countries (PRGF), which rose from €594 million to €625 million.

- securities (other than shares) totaled €19,834 million and were basicaly
unchanged compared with the previous year (€19,864 million). At year-end
the portfolio conssted of €16,017 million of securities denominated in US
dollars and €3,817 million of securities denominated in yen;

- current accounts and deposits declined from €3,637 million to €3,258
million; sight and overnight deposts rose from €697 million to €751
million, while time deposits fell from €2,940 million to €2,507 million;

- other assets conssted exclusively of foreign banknotes and rose from €2
million to €4 million.

Over the year the euro depreciated againgt the US dollar (from 0.9305 to
0.8813) but appreciated against the yen (from 106.92 to 115.33).

Claims on euro-area residents denominated in foreign currency incressed
by €2,440 million (from €3,022 million to €5,462 million) and referred to
transactions with financia counterparties. In particular:

- securities (other than shares) fel from €157 million to €144 million and
at the end of the year were al denominated in US dollars;

- other assets rose from €2,865 million to €5,318 million and consisted
entirely of depositswith correspondent banks, mostly in theform of time
depositsin US dollars and yen.
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Claims on non-euro-area residents, were equal to zero, as at the end of
2000.

Lending to euro-area banks related to monetary policy operationsfell
by €16,143 million (from €25,862 millionto€9,719 million), primarily as
a consequence of the reduction of €15,925 million (from €25,399 million
to €9,474 million) in main refinancing operations, which also fell on an
annual average basis (from €24,411 million to €13,562 million).

Longer-term refinancing operations fell by €218 million (from €463
million to €245 million). By contrast, the annual average value of this
item was higher (€598 million, as against €457 million).

Fine-tuning operations, for which the year-end balance was zero, were
used only inthetwo daysfollowing 11 September; the annual averagevalue
of thisitem rose from €2 million to €34 million.

In 2001 the first use was made in the Eurosystem of operations lasting
aweek inorder to createadditional liquidity inrelationto theneedsthat arose
in the reserve maintenance period. The operations were carried out on two
occasions. 30 April (€5,220 million) and 28 November (€4,525 million).
These amounts have been included under structural reverse operations,
which consequently showed an annual average value of €187 million.

The marginal lending facility and creditsrelated to margin calls stood
at zero at the end of the year. The annual average value of thefirst of these
itemswas<€47 million (compared with€17 millionin 2000) and that of the
second €0.4 million (compared with €0.3 million in 2000).

The item other claims on euro-area banks, which comprises the
correspondent accounts held in connection with the activity of the Bank’s
representative offices abroad, remained small, declining from €0.5 million
to €0.4 million.

Securities issued by euro-area residents (other than shares) consisted
of government securities eligible for monetary policy purposes and
remained basically unchanged, declining from €1,551 million to €1,546
million.

General government debt contracted slightly, from€40,611 millionto
€40,522 million, as a consequence of the partial redemption of securities
issued in respect of the past management of stockpiling bills. The securities
deriving from the conversion of theformer Treasury current account (issued
under Law 483/1993) remained unchanged at €39,357 million.

Intra-Eurosystem claims increased by €10,711 million (from €8,192
million to€18,903 million) as a consequence of theincreasein the subitem
other claims within the Eurosystem (net). This refers to the Bank’s net



position vis-a-vis the Eurosystem in connection with the TARGET system,
which moved from a negative value of €17,763 million to a positive value
of €10,711 million.

The above item also includes the Bank’s participating interest in the

ECB of €745 million and €7,447 million of claims deriving from the
transfer of reserves to the ECB in the form of gold, foreign securities and
foreign currencies at the beginning of Stage Three of EMU. The foregoing
amounts were unchanged compared with 31 December 2000.

[tems to be settled remained stable at around €1 million.
Other assets declined from €50,971 million to €50,381 million. In

particular:

euro-area coins rose from €6 million to €8 million;
the UIC endowment fund remained unchanged at €258 million;

investments of reserves and provisions (including shares) rose from
€28,675 million to €28,969 million as a consequence of the net
purchases made during the year. The annual average value of this item
was €28,253 million, compared with €28,132 million in 2000;

intangible fixed assets decreased from €27 million to €20 million asa
consequence of the smaller volume of procedures, studies and designs
developed by the EDP Department;

deferred charges rose from €6 million to €9 million owing to the
increase in software licences (from €4 million to €8 million) and the
decrease in other deferred charges (from €2 million to €1 million);

tangible fixed assets (net of depreciation) amounted to €2,773 million.
The decrease of €71 million compared with 31 December 2000 was due
to €89 million of purchases and capitalized own work and €161 million
of depreciation;

accrued income and prepaid expenses decreased from €1,227 million to
€1,059 million;

sundry other assets declined from €17,928 million to €17,284 million.
They included:

a) €15,402 million in respect of the advance granted under Treasury
Ministry Decree 27.9.1974 to Banco di Napoli pursuant to Law
588/1996 (€15,983 million at 31 December 2000);

b) €1,416 million of corporate income tax credits (€587 million),
related accrued interest (€205 million), prepayments of taxes (€30
million), paymentson account of incometax and thetax on productive
activities (€594 million);
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¢) €47 million of advances on staff severance pay and related accrued
interest;

d) €29 million, the balance-sheet total of the supplementary pension
fund. Thisitem is matched on the liabilities side by an equal amount
entered under other liabilities - sundry.

Liabilities

Banknotes in circulation refers only to lira notes and amounted to
€64,676 million, a sharp reduction of €10,388 million that was related to
the introduction of euro notes on 1 January 2002. By contrast, the annual
average value of this item rose dlightly, by 1.6 per cent (from €68,226
millionto<€69,331 million), despitealargefall inthesecond half of theyear.

Liabilities to euro-area banks related to monetary policy operations
amounted to €7,573 million. Thereduction of €179 million compared with
31 December 2000 was due to the decreases in the deposit facility (from
€101 million to €3 million) and banks current accounts (covering the
minimum reserve system), which declined from €7,651 million to €7,570
million. The annual average value of the latter subitem rose from €12,472
millionto €12,771 million.

Fixed-termdepositsand fine-tuning rever se oper ationswere both equal
to zero, as at the end of 2000.

Deposits related to margin calls amounted to €0.3 million (null at 31
December 2000).

Other liabilitiesto euro-area banks rose from zero to €18,708 million
and comprised the cash deposits banks made as collateral for the euro notes
and coins they received in the front-loading phase.

Liabilities to other euro-area residents increased by €4,243 million
(from €19,454 million to €23,697 million). The following changes
occurred within the subitem general government:

- the Treasury payments account rose from €15,126 million to €21,287
million. The average balance on the account rose from €19,148 million
t0 €20,918 million;

- the sinking fund for the redemption of government securities fell from
€4,219 million to €176 million following withdrawal s to buy back and
redeem government securities. The annual average value of this item
nonetheless rose from €1,853 million to €3,719 million;

- other liabilitiesto genera government rose from €26 million to €2,000
million, primarily owing to the cash deposits Poste Italiane S.p.A. made



as collateral for the euro notes and coinsit received in the front-loading
phase (€1,964 million).

The subitem liabilities to other counterparties rose from €83 million
to €234 million amost exclusively in connection with the movement in the
balance onthe UIC’s current account, which rosefrom€79 millionto €233
million.

Liabilities to non-euro-area residents rose from €24 million to €38
million owing to theincreasein other liabilities, which include the accounts
held by central banks and international organizations.

Liabilitiesto euro-arearesidentsdenominatedinforeign currency were
equal to zero, as at 31 December 2000.

Liabilitiesto non-euro-area residents denominated in foreign currency
rosefrom€229 millionto€2,456 million. Inparticular, other liabilitiesrose
from €215 million to €2,441 million in connection with US dollar repo
transactions. By contrast, the subitem deposits and balances remained
virtually unchanged, rising from €14 million to €15 million.

The counterpart of SDRs allocated by the IMF rose from€983 million
to€1,001 million, primarily owing to the gain of €10 million produced by
the revaluation at the year-end exchange rate.

Theitemintra-Eurosystemliabilitiesfell to zerofrom<€17,763 million
at 31 December 2000 since the Bank’s “net” position vis-avis the
Eurosystem was positive and accordingly included in the corresponding
item on the assets side.

Items to be settled fell from €27 million to €18 million.

Other liabilities declined by €37 million (from €1,959 million to
€1,922 million). The subitem sundry fell by €103 million and cashier’s
department services by €16 million, while accrued expenses and deferred
income rose by €62 million and Bank of Italy drafts by €20 million.

In particular, the subitem sundry other liabilities included:

- €506 million corresponding to the negative difference, matched by the
writedown taken to profit and loss account, in respect of the forward
repurchase position in securities connected with transactions under
Treasury Ministry Decree 27.9.1974 determined on the basis of the
foreseeable difference between the repurchase price and the future
market price. At the end of 2000 the negative difference had amounted
to €477 million;

- €29 million, the balance-sheet total of the supplementary pension fund.
Thisitemismatched on the assets side by an equal amount entered under
other assets - sundry.
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Provisons increased from €9,879 million to €9,903 million. In

particular:
- provisions for specific risks decreased by €180 million (from €4,603

millionto€4,423 million). The decrease was dueto thetax provision, from
which atotal of €960 million was withdrawn to pay the Bank’s taxes for
2000 and to which a total of €780 million was alocated for corporate
incometax and the regional tax on productive activitiesfor theyear (€777
million) and for deferred tax liabilities for the year (€3 million). The
provisions for losses on foreign exchange and securities remained
unchanged at respectively €2,158 million and €1,024 million, as did the
provision for insurance cover at €310 million;

sundry saff-related provisions rose from €5,276 million to €5,479
million. The growth in thisitem reflected the allocation of €145 million to
theprovisionfor pensionsand of €73 million for staff severance pay, partly
offset by the transfer of €22 million to the supplementary pension fund.
The provision for staff costs rose from €74 million to €81 million, owing
to theincreasein amounts accrued but not paid at the end of the year. Taken
together, the provision for grants to Bl pensioners and their surviving
dependents and that for the severance pay of contract staff remained at
around €3 million.

Theprovisionsand therelated movementsin 2000 aredetailed in Table 3.

Table 3
PROVISIONS
(thousands of euros)
Amounts at Changes Amounts at
end-2000 Transfers from Transfers to end-2001

Provisions for specific risks: .... 4,603,328 960,296 780,162 4,423,194
for losses on foreign exchange . ... 2,157,764 - - 2,157,764
exchangerisk .................. 1,537,605 - - 1,537,605
under Decree Law 867/1976 .. ... 620,159 - - 620,159
for losses on securities ........... 1,024,287 - - 1,024,287
for insurance cover .............. 309,874 - - 309,874
fortaxation (1) .................. 1,111,403 960,296 780,162 931,269
Sundry staff-related provisions: . 5,276,032 76,141 279,498 5,479,389
for staff severance pay and pensions 5,198,959 (2) 21,545 217,925 5,395,339

for grants to Bl pensioners and their
survivingdependents .......... 1,530 49 109 1,590

for severance pay of contract staff
under Law297/1982 ........... 1,296 140 195 1,351
forstaffcosts .................... 74,247 54,407 61,269 81,109
Total . .. 9,879,360 1,036,437 | 1,059,660 9,902,583

(1) Includes the amounts set aside for corporate income tax and the tax on productive activities for 2001, and deferred tax liabilities. -
(2) Transfer to the supplementary pension fund.




Thereval uation accounts, which show the effects of the reval uations of
gold, foreign currencies and securities not held as fixed assets at market
exchange rates and prices, remained largely unchanged, declining from
€26,151 million to €26,060 million.

The provision for general risks amounted to €9,798 million following
the allocation of €700 million.

Theitem capital and reservesincreased in total by €456 million (from
€12,286 million to €12,742 million) as aresult of:

- the increase in the ordinary reserve from €4,158 million to €4,373
million and that in the extraordinary reserve from €4,000 million to
€4,216 million. Thetotal increase of €404 million was smaller than that
of the previousyear (€1,051 million) both because theincome earned on
thereserveswaslessand because the all ocation of net profit for 2000 was
smaller than that for 1999;

- the increase (from €79 million to €130 million) in the reserve for
accelerated depreciation under Article 67.3 of the income tax code,
deriving - in line with the Bank’s policy in preceding years - from the
accelerated depreciation of tangible fixed assets;

- thecreation, within the subitem other reserves, of aspecial reserve (€0.1
million) pursuant to Legislative Decree 124/1993 providing for the
introduction of supplementary pension funds.

The other revaluation reserves and the provision for the renewal of
tangible fixed assets remained unchanged at respectively €2,217 million
and €1,805 million.

The holders of the Bank’s capital are shown in Table 4 and the
movements in the item capital and reservesin Table 5.

Table4
SHAREHOLDERS
At 31 December 2001 At 31 December 2000
Number Eﬁf‘lg’ff) % | Votes |Number f;g’(ef; % | Votes
Shareholders with voting rights . . .. 79 | 299,934(100.0 | 735 80 | 299,934(100.0 | 755
Limited company banks ........ 71 | 253,434| 84.5| 610 72 | 253,434| 84.5| 630
Social security institutions . ... .. 1 15,000 5.0 34 1 15,000 5.0| 34
Insurance companies .......... 7 31,500 10.5| 91 7 31,500 10.5| 91
Shareholders without voting rights . 6 66 .. - 6 66 .. -
Total . .. 85 | 300,000({100.0 | 735 86 | 300,000(100.0 | 755
(1) With a face value of 1,000 lire each.
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Table 5
MOVEMENTSIN CAPITAL AND RESERVES

(thousands of euros)
%?]lgf‘zcgogt Increases Decreases gﬁ!f_%%ft

Sharecapital .................... 155 - - 155
Ordinary reserve ................. 4,184,878 (1) 208,254 (2) 20,076 4,373,056
Extraordinary reserve ............. 3,999,805 (1) 235,362 (2) 19,160 4,216,007
Revaluation surplus reserve (under

Law 72/1983) ... 673,460 - - 673,460
Revaluation surplus reserve (under

Law 408/1990) ................. 660,533 - - 660,533
Revaluation surplus reserve (under

Law 413/1991) ................. 16,922 - - 16,922
Revaluation surplus reserve (under

Law 342/2000) ................. 866,534 - - 866,534
Reserve for accelerated depreciation

(under Art. 67.3 of the income tax

code) ... 79,079 51,269 - 130,348
Reserve (under Legislative Decree

124/1993) ...l -1 @ 94 - 94
Special provision for the renewal of

tangible fixed assets ............ 1,805,044 - - 1,805,044

Total . .. 12,286,410 494,979 39,236 12,742,153

(1) The movement was due to the allocation of the net profit for 2000 and the return earned in 2001 on the investment of the
reserve. - (2) The movement was due to the dividend paid to shareholders in respect of the return earned in 2000 on the investment
of the reserve (under Art. 56 of the Bank’s Statute). - (3) Amount due to the creation of the special reserve under Legislative Decree
124/1993 on supplementary pension funds, with tax deferred pursuant to Article 70.2bis of the income tax code.

2.2. Income statement. - Thenet profit for the year amounted to €507
million (Table 6), an increase compared with thefigure of €127 million for
2000 owing to the rise in pre-tax profit (from €922 million to €1,290
million) and a modest fall in corporate income tax and the regional tax on
productive activities (from €795 million to €783 million).

Among the items included under net income from institutional
operations, net interest incomefell by €452 million sincethefall ininterest
income was larger than that in interest expense.

Total interest income decreased by €1,082 million (from €3,810
million to €2,728 million).

In particular, bond premiums and discounts on securities denominated
in euros and foreign currencies showed net expenses of €251 million,
compared with net proceedsof €171 millionin2000. Thechangeinthisitem
was primarily due to securities denominated in US dollars, which recorded
net expenses of €216 million, compared with net proceeds of €192 million
in 2000.

Interest income on positions denominated in foreign currency declined
by €80 million (from €1,387 million to €1,307 million). The breakdown
of the reduction was as follows:



ANALYSISOF THE INCOME STATEMENT

(euros)

Table 6

2001

2000

Changes

Net interest income

Net income from fees and commissions

A) NET INCOME FROM INSTITUTIONAL OPERATIONS:

INterestinComMe .. ...

securities and other assets denominated in foreign
currency

IMF positions
refinancing operations
discounts and advances
claimsonthe State ..............coiiiiiiiiiiii
intra-Eurosystem balances
UIC current account . .........c..ueeeeennnnnnnnnnn..

securities denominated in euros held for monetary policy
purposes

bond premiums and discounts
other

Interest expense
Treasury payments account
sinking fund for the redemption of government securities
current account deposits of required reserves

overnight deposits, term deposits and deposits related to
margin calls

UIC CUIrent aCCOUNt .. ..o vt i e ieeens
intra-Eurosystem balances
sundry interest denominated in foreign currency
other

Profits and losses on financial operations
profits/losses on securities trading
profits/losses on foreign exchange trading
profits/losses on derivatives contracts denominated in
foreigncurrency ...
profits/losses on forward transactions in securities under
Ministerial Decree 1974

Writedowns of financial assets and positions
foreign securities
foreign currencies
securities denominated in euros
forward transactions in securities under Ministerial Decree
1974

Transfers to/from provisions for losses on foreign exchange

and SECUMLIES .. ...ttt
transfers from “pre-system” revaluations reserves

Net result of financial operations, writedowns
and risk provision transfers

Fee and commission income

Fee and commission expense

Income from equity shares and participating interests . . . .
income from participating interest in ECB
income from participating interest in UIC endowment fund

Net result of the pooling of monetary income
monetary income pooled
monetary income conferred

1,173,588,845
133,595,460
644,826,429
161,895,653
393,569,890
373,819,840
133,863

97,310,635
-250,657,116
1,320

-1,146,667,464
-175,597,668
-557,967,754

-390,213
-4,055,410
-93,240,937

-52,574,095
-71,656,579

743,991,677
1,163,224,582

854

377,844,723

-38,666,695
-5,604
-502,684

-506,032,154

20,141,109

300,417,046
20,867,429

6,178,721
-2,216,473

2,708,194,302
2,728,084,819

-2,102,150,120

625,934,699
2,285,061,836

-545,207,137

20,141,109

1,759,995,808

21,606,242
-24,589,170

-2,982,928
321,284,475

3,962,248

1,224,659,336
162,221,969
1,001,511,886
161,804,859
393,569,890
598,249,610
2,535

97,274,172
170,659,519

-1,102,972,747
-68,932,166
-509,344,912

-3,094,493
-4,419,850
-976,105,540
-67,287,328

182,386,636
371,396,291

-50,322,936
-1,779,134

-35,023
-448,801

-477,297,410

38,799,379

106,447,914

6,300,490
-3,764,765

1,254,818,777
3,809,953,776

-2,732,157,036

1,077,796,740
503,459,991

-479,560,368

38,799,379

62,699,002

25,070,184
-19,730,788

5,339,396
106,447,914

2,535,725

-51,070,491
-28,626,509
-356,685,457
90,794
-224,429,770
131,328

36,463
-421,316,635
1,320

-43,694,717
-106,665,502
-48,622,842

2,704,280
364,440
882,864,603

14,713,233
-71,656,579

561,605,041
791,828,291

854

428,167,659

-36,887,561
29,419
-53,883

-28,734,744

-18,658,270

300,417,046
-85,580,485

-121,769
1,548,292

1,453,375,525
-1,081,868,957

630,006,916

-451,862,041
1,781,601,845

-65,646,769

-18,658,270

1,697,296,806
3,463,942
-4,858,382
-8,322,324
214,836,561

1,426,523
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ANALYSISOF THE INCOME STATEMENT

Table 6 cont.

(euros)
2001 2000 Changes
B) OTHER INCOME: . ... ...ttt 1,638,472,456 2,497,345,356 -858,872,900
Income from the investment of reserves and provisions ... 1,433,588,255 2,398,623,867 -965,035,612
interestincome ............ .. oo 1,406,159,961 1,512,741,253 -106,581,292
bond premiums and discounts ................. ..., -159,861,911 -160,585,906 723,995
dividends on equity shares and participating interests ... 159,452,821 142,353,861 17,098,960
trading profits and gains on disposals ................. 27,837,384 904,114,659 -876,277,275
Prior-yearincome ............... 126,791,936 18,831,368 107,960,568
SUNAIY o 78,092,265 79,890,121 -1,797,856
rental income from buildings ............... ... . ... 17,405,922 16,719,357 686,565
interestontaxcredits .......... .. ..., 29,353,300 29,360,007 -6,707
other interestincome .............c.coiiiiiiiiiiaaiin. 1,602,665 982,547 620,118
commissions paid by the Ministry of the Treasury ....... 239,744 774,704 -534,960
procedures, studies and designs completed ........... 11,513,087 10,448,804 1,064,283
closing StockS . ... 440,030 662,666 -222,636
Other L 17,537,517 20,942,036 -3,404,519
TOTAL NETINCOME (A+B) ... oo 4,346,666,758 3,752,164,133 594,502,625
C) OTHER EXPENSES: ... ... -3,839,811,347 -3,624,748,216 -215,063,131
Staff costs ...... ... -1,160,741,417 -1,219,591,592 58,850,175
wages and salaries and related costs ................. -626,908,103 -603,842,173 -23,065,930
emoluments paid to head and branch office
collegial bodies (1) . .....vvvuriiii i -3,021,268 -2,401,580 -619,688
pensions and severance payments ................... -240,072,030 -218,260,135 -21,811,895
Other ... -11,244,494 | -881,245,895 -8,606,895| -833,110,783 -2,637,599 -48,135,112
transfers to:
provision for staff severance pay and pensions ....... -217,924,849 -333,586,573 115,661,724
provision for expenses accrued but not yet paid . ... ... -61,268,734 -52,634,482 -8,634,252
other provisions ...............oiiiiiiiiiiiiiin. -301,939 | -279,495,522 -259,754 | -386,480,809 -42,185 106,985,287
Administrative CoStS ... ... vv i -360,053,902 -355,085,283 -4,968,619
Depreciation of tangible and intangible fixed assets . ... ... -191,949,730 -190,571,980 -1,377,750
Other costs:
losses on investments of reserves and provisions .. .... -144,147,828 -29,693,174 -114,454,654
losses ondisposals ..., -1 -11,656,232 11,656,231
WHEEdOWNS ... -144,147,827 -18,036,942 -126,110,885
other transfers to provisions ......................... -751,363,158 -53,200,000 -698,163,158
Prior-year @XPeNnSEe ... .........iiiiii e -1,232,074 -5,855,506 4,623,432
appropriation of investment income to reserves (2) ... ... -392,649,324 -918,736,653 526,087,329
othertaxesand duties ..............ccoiiiiiiiaia... -45,129,681 -42,911,059 -2,218,622
SUNAIY et -9,544,233 -14,102,969 4,558,736
other interestexpense . ...t -1,450,846 -3,296,316 1,845,470
OPENING SOCKS . . vt et -662,666 -493,751 -168,915
miscellaneous payables ........................... -7,430,721 -10,312,902 2,882,181
Taxes on income for the year and productive activities . ... -783,000,000 -795,000,000 12,000,000
NET PROFITFORTHEYEAR ..... ..., 506,855,411 127,415,917 379,439,494

(1) Includes the remuneration of the Board of Directors (1,424,707 euros in 2001 and 915,783 euros in 2000) and the Board of Auditors (32,337

2000). - (2) Pursuant to Article 55 of the Statute.

euros in 2001 and 31,119 euros in
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- €51 million of income from securities and other assets denominated in
foreign currency. This reflected the fall in the average overall rate of
return, whichwaspartly offset by theincrease intheannual averagevalue
of the portfolio (from €26,067 million to €28,598 million);

- €29 million of income from the position with the IMF following the
reduction in the interest rate paid by the Fund.

Interest income earned on positionsin euros fell from €2,252 million
to €1,672 million. The breakdown of the decrease of €580 million was as
follows;

- €357 million of income from refinancing operations (from €1,002
million to €645 million). Thisreflected the decrease of €379 millionin
income from main refinancing operations as a consequence of the
reduction in the annual average amount outstanding (from €24,411
million to €13,562 million), which was partly offset by: the increasein
the averagerate of return (from 4.03 to 4.47 per cent). Therewasalso an
increase (from €17 million to €27 million) in income from longer-term
operations and a smaller one in income from the other types of
refinancing operations,

- €224 million of incomefrom intra-Eurosystem balances, largely asaresult
of the reduction of €243 million (from €339 million to €96 million) in
incomefrom the Bank’s TARGET balances, which was partly offset by the
increase of €19 million (from €259 million to €278 million) in interest
incomefrom the claimsderiving from thetransfer of foreign reservestothe
ECB as aresult of the higher average interest rate applied.

There was no change in the interest earned at the rate of 1 per cent on
discounts and advances under Treasury Ministry Decree 27.9.1974 (€162
million) or intheinterest incomefrom claimson the Stateunder Law 483/1993
(€394 million) or intheinterest earned on securities held for monetary policy
purposes (€97 million).

Interest expense fell by €630 million (from €2,732 million to €2,102
million).

Overdll, interest expense in respect of positions denominated in euros
decreased by €615 million (from €2,665 million to €2,050 million). In
particular:

- interest on intra-Eurosystem balances decreased by €883 million (from
€976 million to €93 million) in connection with the net position on the
Bank’s TARGET accounts;

- interest on current account depositsof required reservesincreased by €49
million (from€509 millionto<€558 million) owing tothesmall increases
in both the average rate of return on required reserves (from 4.08 to 4.37
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per cent) and the annual average amount of required reserves (from
€12,472 million to €12,771 million);

- interest on the Treasury payments account increased by €44 million
(from €1,103 million to €1,147 million) owing to the increase in the
annual average balance (from €19,148 million to €20,918 million),
which was only offset in part by the decline in the average rate of return
(from 5.76 to 5.48 per cent);

- interest on the sinking fund for the redemption of government securities
increased by €107 million (from €69 million to €176 million) owing to
the increase in the average amount outstanding (from €1,853 million to
€3,719 million) and the rise in the average rate of return (from 3.72 to
4.72 per cent);

- interest on overnight deposits, fixed-term depositsand depositsrelated to
margin calls decreased by around €3 million (from €3 million to €0.4
million);

- interest on the current account held by the UIC (paid on the basis of the
Eurosystem overnight deposit rate) remained virtually unchanged at
around €4 million;

- other interest, which amounted to €72 million, included €69 million of
interest on the deposits made by banksas collateral for the euro notesand
coinsthey received in the front-loading phase.

Theinterest paid on positions denominated in foreign currency fell by
€15 million (from €67 million to €52 million), reflecting the decreasein
payments in respect of alocations of SDRs (from €45 million to €34
million) and the reduction of €4 million in payments in respect of foreign
accounts and repos denominated in foreign currencies.

The net result of financial operations, writedowns and risk provision
transfersincreased by €1,697 million (from€63 millionto€1,760 million)
asaresult of:

- the improvement of €1,782 million in the item profits and losses on
financial operations. In particular:

a) the increase (from €182 million to €744 million) in profits from
trading in securities, primarily owing to the favourable movementsin
the prices of foreign securities,

b) the increase (from €371 million to €1,163 million) in profits from
foreign exchange trading, almost entirely owing to profits on sale of
USdollars;

¢) the swing from aloss of €50 million to a profit of €378 million asa
result of the closure of the forward position in connection with the



advance granted under Treasury Ministry Decree 27.9.1974 that fell
due at the end of the year;

- theincreaseintheitemwritedownsof financial assetsand positions(from
€480 million to €545 million). Thiswas mainly due to the new forward
positions connected with the renewal of the above-mentioned advance,
written down by €506 million (as against €477 million in 2000) on the
basis of the foreseeable difference between the repurchase price and the
future market price; the remaining writedowns refer mostly to foreign
securities;

- thedecrease (from €39 million to €20 million) in withdrawals from the
pre-system revaluation reserves as a consequence of disposals and
writedowns of securities and foreign currencies (and included under
transfers to/from provisions for losses on foreign exchange and
securities).

Net incomefromfeesand commissions, positivefor €5 millionin 2000,
turned negative for €3 million. In more detail, fee and commission income
declined from €25 million to €22 million as a result of the loss of the
revenues from the management of the central depository for government
securities following the completion on 11 December 2000 of the transfer of
this activity to Monte Titoli S.p.A. under Legidative Decree 58/1998. Fee
and commission expense increased from €20 million to €25 million asa
consequence of the increase (from €14 million to €20 million) in the
commission paid to the UIC for the management of the official reservesin
foreign currency.

Income from equity shares and participating interests rose by €215
million (from €106 million to €321 million) and comprised:

- dividends for the year 2000 on the Bank’s interest in the capital of the
ECB amounting to €300 million (in 1999 the ECB did not distribute a
dividend since it recorded aloss for the year of €247 million);

- the profits alocated to the Bank in respect of its interest in the UIC's
endowment fund. These fell from €106 million to €21 million.

The net result of the pooling of monetary income was positive for €4
million (€3 millionin 2000), theresultant of €2 million of monetary income
contributed by the Bank and €6 million attributable to the Bank.

Other income decreased by €859 million (from €2,497 million to
€1,638 million). In particular:

- income from the investment of reserves and provisions fell by €965
million (from€2,399 millionto €1,434 million). In more detail, interest
income and dividends from securities, including bond premiums and
discounts, declined from €1,495 million to €1,406 million and profits
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from trading of assets and disposals from €904 million to €28 million.
Thelatter had been particularly large in 2000, primarily asaresult of the
use made on the occasion of the renewal of the advances granted under
Treasury Ministry Decree 27.9.1974 of securitiesin the Bank’s portfolio
with book values lower than the market prices;

- prior-year incomeincreased by €108 million to €127 million owing to
the difference of €120 million between the provision made for corporate
income tax in the accounts for 2000 and the amount actualy paid
following a more favourable interpretation of the “Dua Income Tax”
rules by the tax authorities;

- sundry income amounted to €78 million and was virtually unchanged
compared with the previous year (€80 million). The item included
interest income on tax credits (€29 million) and rental income from
property (€17 million).

Saff costsfell by €59 million (from<€1,220 millionto€1,161 million)
primarily as a result of the decrease in the transfers to the provision for
severance pay and pensions from €334 million to €218 million. In
accordance with ESCB accounting rules, this expense is included in staff
costs together with the amount accrued but not yet paid to members of the
staff at the end of the year (€61 million).

Excluding the foregoing transfers to provisions and the emoluments
paidto head and branch office governing bodies, which rosefrom€2 million
to €3 million, staff costs - comprising wages and salaries, socia security
contributions, pensionsand severance pay, and the Bank’ sshare of insurance
policiesfor the staff - amounted to<€878 million, anincrease of €48 million
on 2000, of which €23 million was due to wages and salaries and social
security contributions and €22 million to disbursements of severance pay.

The breakdown of the Bank’s staff by type of employment isshownin
Table7.

Table 7
THE BANK'S STAFF
A ber of ”

p\é?;%%i ?nugner\?ircg Percentage composition

2001 2000 2001 2000
Managerial ........... . ... i 1,956 1,924 23.0 22.3
Clerical ...ttt 4,990 5,100 58.6 59.0
General services and security ................ 992 1,019 11.6 11.8
Blue-collar ............ ... 580 596 6.8 6.9
Total .... 8,518 8,639 100.0 100.0




Administrative costs rose by €5 million. In more detail building
maintenance rose by €8 million (from €56 million to €64 million),
professional services by €7 million (from €8 million to €15 million), and
security and escort services by €7 million (from €63 million to €70
million); onthe other hand, therewasadecrease of €21 millionin purchases
of watermarked paper, which had been particularly large in 2000 in
connection with the start of production of euro banknotes.

Depreciation of tangible and intangible fixed assets, which refers
exclusively to ordinary depreciation, remained almost unchanged at €192
million (€191 million in 2000).

Other costsrosefrom<€1,064 millionto€1,344 million and comprised:

- losses on investments of reserves and provisions, which rose from €30
million to €144 million as aresult of the increase (from €18 million to
€144 million) in writedowns of equity investments, which was only
offset in part by the reduction in losses on disposals,

- other transfersto provisions, which rose to €751 million (€53 million
in 2000) in connection with theincrease of €700 millioninthe provision
for general risksand-€51 million of accel erated depreciation allocated to
the related “reserve” under Article 67.3 of the Income Tax Code;

- prior-year expense, which fell from €6 million to €1 million;

- appropriation of investment incometo reserves, which amounted to<€393
million, down from €919 million in 2000;

- other taxes and duties, i.e. excluding income tax for the year and the
regional tax on productiveactivities, whichrosefrom€43millionto€45
million owing to the increase in the stamp duty on notes in circulation
from €28 million to €30 million;

- sundry other costs, which decreased by €5 million as a result of the
decreasesin other interest expense (from €3 million to €1 million) and
other expenditure (from €11 million to €8 million).

Taxesonincomefor theyear and productive activities declined slightly
(from €795 to €783 million) notwithstanding theincreasein pre-tax profit.
Thisresult isto be attributed to rate reductions — for corporate income tax
rate from 37 to 36 per cent and for the regional tax on productive activities
from 5.4 to 5 per cent — and to the more pronounced effects of the “Dual
IncomeTax”. Thelatter were dueto theincreasein the Bank’s net worth and
the higher multiplier established by law, and were only offset in part by the
reduction from 7 to 6 per cent in the ordinary rate of return on the Bank’s
equity. Corporateincometax rosefrom-€610 millionto<€645 million, while
theregional tax on productiveactivitiesdeclinedfrom<€145 millionto€132
million; the remaining €6 million (€40 million in 2000) consisted of the
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deferred tax liability calculated on the basis of the weighted average rate of
corporate income tax for 2001 resulting from the application of the “Dual
Income Tax” and the rates for the regional tax on productive activities
currently expected for 2002 and subsequent years.

3. Proposals of the Board of Directors

Pursuant to Articles 54 and 57 of the Statute and after hearing the
favourable opinion of the Board of Auditors, the Board of Directors
proposesthefollowing allocation of thenet profit for 2001 of €506,855,411.

euros
- 20percenttotheordinaryreserve ..................... 101,371,082
- anamount equal to 6 per cent of thesharecapital to shareholders 9,296
- 20 per cent to the extraordinary reserve . ................ 101,371,082
- anadditional amount equal to 4 per cent of the share capital to

shareholders .......... .o 6,197
- theremainingamounttotheState ..................... 304,097,754

TOTAL o 506,855,411

Pursuant to Article 56 of the Statute, the Board of Directors has
also proposed the distribution to shareholders - drawing on the income
earned on the ordinary and extraordinary reserves - of an additional
€45,015,000 equal to 0.55 per cent (as in the previous year) of the total
reserves at 31 December 2000.

If these proposals are approved, the total dividend will be equal to
€45,030,493 corresponding to €150.101643 per share.

THE GOVERNOR
Antonio Fazio



BALANCE SHEET
AND INCOME STATEMENT
for the year ended 31 December 2001



BALANCE

amounts in euros

ASSETS

2001 2000
1 GOLDAND GOLD RECEIVABLES . ... it 24,830,282,205 23,097,625,286
2 CLAIMS ON NON-EURO-AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY .. 27,703,644,173 27,486,941,056
2.1 Receivables fromthe IMF ... ... e 4,608,324,572 3,983,851,620
2.2 Securities (otherthan shares) . ......... ... s 19,833,416,871 19,863,830,346
2.3 Current accounts and dePOSIS . . ...ttt e 3,258,152,788 3,636,855,417
2.4 REVEISE OPEIAtiONS . ..ttt ettt ettt e - -
2.5 O ther Claims ... 3,749,942 2,403,673
3 CLAIMS ON EURO-AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY ........ 5,462,237,036 3,022,322,599
3.1 Financial CouNterparties .. ... .. ...ttt 5,462,237,036 3,022,322,599
3.1.1 Securities (other than shares) . ... e 143,935,833 156,834,605
3.1.2 REVEISE OPEratiONS . . ..ttt ettt et e et - -
3.1.3 Other Claims . ...t 5,318,301,203 2,865,487,994
3.2 General QOVEIMMENT . ...ttt ettt e ettt - -
3.3 Other CouNterparties ... .........ooiii - -
4 CLAIMS ON NON-EURO-AREA RESIDENTS ... . i - -
4.1 Claims on non-euro-area EU central banks . ............. oo - -
4.2 Securities (other than shares) ............. i - -
4.3 Other ClaimMS ..ttt e - -
5 LENDING TO EURO-AREA BANKS RELATED TO MONETARY POLICY OPERATIONS .... 9,719,069,910 25,861,684,987
5.1  Main refinancing OpPEerations . ... ..........uueeit et 9,474,322,699 25,398,507,064
5.2 Longer-term refinancing Operations . .. .........uuuui 244,747,211 463,002,669
5.3 Fine-tuning reverse Operations .. ... ... .......oooointne e - -
5.4 Structural reverse Operations . ... ... ...ttt e - -
5.5 Marginal lending facility . ... - -
5.6 Creditsrelated to margin calls . ........ ...ttt - 175,254
6 OTHER CLAIMS ON EURO-AREA BANKS ... . s 430,026 499,448
7 SECURITIES ISSUED BY EURO-AREA RESIDENTS (other than shares) ................ 1,545,760,828 1,550,761,910
8 GENERAL GOVERNMENT DEBT ..ottt et 40,552,272,808 40,611,402,701
9 INTRA-EUROSYSTEM CLAIMS . e e e e 18,903,338,431 8,192,250,000
9.1 Participating interestinthe ECB ... ... .. ittt it 744,750,000 744,750,000
9.2  Claims deriving from the transfer of foreign reservestothe ECB .................... 7,447,500,000 7,447,500,000
9.3 Other claims within the Eurosystem (Net) . ...t 10,711,088,431 -
10 ITEMS TOBE SETTLED ...ttt e e e e e e e e e 828,014 797,024
11 OTHER ASSE TS it e e e 50,380,689,122 50,971,198,241
11,1 EUFO-Ar€a COINS . v vttt ettt ettt et et et e e e e e et ettt e 7,613,069 6,325,953
11.2 UlC endowment fund . ... ... i 258,228,450 258,228,450
11.3 Investments of reserves and provisions (including shares) .......................... 28,969,310,742 28,675,361,127
11.4 Intangible fiXed aSSeLS . . ... ..ot 19,811,500 26,778,847
11.5 Deferred Charges . . ... ...ttt e e e e e 9,081,152 6,105,163
11.6 Tangible fixed assets (net of depreciation) .......... ..., 2,772,916,530 2,844,089,423
11.7 Accrued income and prepaid EXPENSES . ... ...ttt ettt 1,059,482,453 1,226,497,390
11,8 SUNAIY ettt 17,284,245,226 17,927,811,888
TOTAL 179,098,552,553 180,795,483,252
13 MEMORANDUM ACCOUNT S ..ttt 567,893,503,200 673,896,915,980

Audited and found correct - 24 April 2002

THE AUDITORS: GiusepPPE BRUNI, ENRICO NUzzO, ANGELO PROVASOLI, MASSIMO STIPO, GIANFRANCO ZANDA
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SHEET

amounts in euros

LIABILITIES
2001 2000

1 BANKNOTES IN CIRCULATION ...ttt e e e e et 64,675,772,392 75,063,752,078
2 LIABILITIES TO EURO-AREA BANKS RELATED TO MONETARY POLICY OPERATIONS . 7,573,465,398 7,752,015,882
2.1  Current accounts (covering the minimum reserve system) ................c.ccovvonnn. 7,569,710,153 7,650,935,513
2.2 DepPOSIt faCility . ..ottt e 3,452,663 101,080,369
2.3 FiXed-term depoSitS . .. ...ttt e e - -
2.4 Fine-tuning reverse OPerations ... ... ........eeooentee e - -
2.5 Depositsrelatedtomargin calls . .......... ..o e 302,582 -
3 OTHER LIABILITIES TO EURO-AREA BANKS .. ... e 18,708,178,607 -
4 LIABILITIES TO OTHER EURO-AREA RESIDENTS DENOMINATED IN EUROS .......... 23,697,366,223 19,453,616,888
4.1 General gQOVEIMMENT . ...ttt ettt et et e 23,463,304,816 19,370,512,538
4.1.1 Treasury payments aCCOUNT . . ... vttt ettt e et et e e 21,287,086,365 15,125,837,391
4.1.2 Sinking fund for the redemption of government securities ..................... 176,430,644 4,219,164,624
4.1.3 Other liabilities . . ... 1,999,787,807 25,510,523
4.2 Other COUNEIPArtI®S . . ...ttt ettt et e et e e e et e 234,061,407 83,104,350
5 LIABILITIES TO NON-EURO-AREA RESIDENTS DENOMINATED INEUROS ............. 38,332,907 23,977,211
5.1 Liabilities to non-euro-area EU central banks .............. ... .. i 827 799
5.2 Other iabilities .. ...t e 38,332,080 23,976,412
6 LIABILITIES TO EURO-AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY .... - -
6.1  Financial SeCtor COUNTEIPArti®S . ... ... ...ttt e - -
6.2 General QOVEIMMENT . ... ...ttt ettt e e et e e - -
6.3  Other COUNtErParti®S . ... ...ttt e et - -
7 LIABILITIES TO NON-EURO-AREA RESIDENTS DENOMINATED IN FOREIGN CURRENCY 2,455,571,547 228,657,599
7.1 Deposits and balanCes . ... 14,765,282 13,894,843
7.2 Otherliabilities ... ... .. 2,440,806,265 214,762,756
8 COUNTERPART OF SDRs ALLOCATEDBY THEIMF ... ... 1,000,575,824 983,419,704
9 INTRA-EUROSYSTEM LIABILITIES . ..ot - 17,762,751,755
9.1 Promissory notes covering debt certificates issued by the ECB ...................... - -
9.2  Other liabilities within the Eurosystem (net) . ...t - 17,762,751,755
10 ITEMS TOBE SETTLED . ... e e e 17,880,314 26,741,150
11 OTHER LIABILITIES ..ottt 1,921,621,967 1,958,615,943
11.1 Bank of [taly drafts ... ...t 820,709,854 800,160,667
11.2 Cashier’s department SEIVICES . . ... ...ttt e 751,240 17,012,582
11.3 Accrued expenses and deferred iNnCOMe . ...ttt 83,951,332 22,295,788
1.4 SUNAIY .ttt 1,016,209,541 1,119,146,906
12 PROVISIONS .ottt 9,902,583,255 9,879,360,580
12.1 Provisions for SPeCIfic FISKS ... ... . e 4,423,193,940 4,603,328,054
12.2 Sundry staff-related provisions . . ... 5,479,389,315 5,276,032,526
13 REVALUATION ACCOUNT S .ottt e ettt e 26,060,123,837 26,150,676,522
14 PROVISION FOR GENERAL RISKS ... e 9,798,072,043 9,098,072,043
15 CAPITAL AND RESERVES ... i e e 12,742,152,828 12,286,409,980
15,1 Capital ...t 154,937 154,937
15.2 Ordinary and extraordinary reSEIVES . .. .. ...ttt 8,589,063,103 8,184,683,413
15.3 O heI TESEIVES . .ottt e e e e e e e e e e 4,152,934,788 4,101,571,630
16 NET PROFITS FOR DISTRIBUTION . . ..ottt ettt e e et et 506,855,411 127,415,917
TOTAL 179,098,552,553 180,795,483,252
18 MEMORANDUM ACCOUNT S ..t e et e e 567,893,503,200 673,896,915,980

THE ACCOUNTANT GENERAL THE GOVERNOR

STEFANO LO FAsO

ANTONIO FAZIO




INCOME STATEMENT

amounts in euros

2001 2000
a) Netincome from institutional operations
INEEIEST INCOME . . .ottt e ettt e e e e e s 2,728,084,819 3,809,953,776
INEEIEST EXPENSE ...ttt et e -2,102,150,120 -2,732,157,036
Net INTEreSt INCOME . ..ottt e ettt 625,934,699 1,077,796,740
Profits and losses on financial operations ................ i 2,285,061,836 503,459,991
Writedowns of financial assets and poSitions ... ......... ..ottt -545,207,137 -479,560,368
Transfers to/from provisions for losses on foreign exchange and securities 20,141,109 38,799,379
Net result of financial operations, writedowns and risk provision transfers ........... 1,759,995,808 62,699,002
Fee and CommIiSSION INCOME . .. ...ttt e et e e e 21,606,242 25,070,184
Fee and COMMISSION EXPENSE . . . ..o v ittt e ettt et -24,589,170 -19,730,788
Net income from fees and COMMISSIONS ... ... ot et -2,982,928 5,339,396
Income from equity shares and participating interests .................. ... .. 321,284,475 106,447,914
Net result of the pooling of monetary income . ............ i 3,962,248 2,535,725
b) Otherincome
- income from the investment of reserves and provisions .................c.cooiiiiinn.. 1,433,588,255 2,398,623,867
= PHIOM-YEAI INCOME . . ottt ettt ettt e e et e e ettt et 126,791,936 18,831,368
— SUNAIY e e e s 78,092,265 79,890,121
Total Net iNCOME (BHD) . ..ottt 4,346,666,758 3,752,164,133
StaAff COSES . .ot -1,160,741,417 -1,219,591,592
AdMINIStrative COSES . .. ..ot e -360,053,902 -355,085,283
Depreciation of tangible and intangible fixed assets ............. ... i, -191,949,730 -190,571,980
Banknote production SEIVICES . .. ... ...ttt e e e e e - -
Other costs:
- losses on investments of reserves and pProvisions . ..............oeiiiiiiiiiaaaain. -144,147,828 -29,693,174
- other allocations t0 PrOVISIONS . . . . ..ottt ettt e e e e e et -751,363,158 -53,200,000
= PHIOM-YEAI EXPENSE . . ettt ettt ettt e e e et -1,232,074 -5,855,506
- appropriation of investment income to reserves (1) .. .........ouuiiiiiiiiinnaaaaaaan. -392,649,324 -918,736,653
- othertaxes and dUtieS . ....... ... it -45,129,681 -42,911,059
= SUNANY ot e -9,544,233 -14,102,969
Taxes on income for the year and productive activities . ... .. -783,000,000 -795,000,000
Net profit for the year ... ... 506,855,411 127,415,917
(1) Pursuant to Article 55 of the Statute.
ALLOCATION OF THE NET PROFIT FOR THE YEAR amounts in euros
TO THE ORDINARY RESERVE . .. e e e e e e e e e e e e s 101,371,082
TO THE EXTRAORDINARY RESERVE . ..ottt et e e e e s 101,371,082
TO SHAREHOLDERS: 6% OF THE CAPITAL ..ttt ettt e ettt e e e e e e e e 9,296
AN ADDITIONAL 4% OF THE CAPITAL oottt e 6,197
TO THE ST AT oottt e e e e e e e e e e e e e e 304,097,754
TOTAL s 506,855,411
Audited and found correct
24 April 2002. THE AUDITORS THE ACCOUNTANT GENERAL THE GOVERNOR

GIUSEPPE BRUNI STEFANO Lo FAso
ENRICO Nuzzo

ANGELO PROVASOLI

MAssIMO STIPO

GIANFRANCO ZANDA
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REPORT OF THE BOARD OF AUDITORS
ON THE 108th FINANCIAL YEAR
OF THE BANK OF ITALY
AND THE ACCOUNTSFOR THE YEAR ENDED
31 DECEMBER 2001






To the Shareholders

The accounts for the year ended 31 December 2001, submitted for
your approval and drawn up in eurosin conformity with Council Regulation
(EC) No. 974/98, show the following results:

ASSELS . . € 179,098,552,553
Liabilities . ....... ... .. €  65,849,544,314
Capital andreserves . ...t € 12,742,152,828

Net profit for the year
(asshown in the vertical profit and loss account) . € 506,855,411

The memorandum accounts, shown on both sides of the balance sheet
for an amount of €567,893,503,200, refer to deposits of securities and
sundry valuables and commitments and contingent liabilities (for purchases
and sales of securities, foreign exchange and euros). The memorandum
accounts also show the face value of the euro notes delivered during the
front-loading phase and those held as cash by the Bank.

The accounts were kept properly in conformity with the standards and
rules laid down by the law in force. The individual items of the accounts,
which were al so checked by the independent auditors, were compared with
the accounting records and found to conform with them.

The methods used in preparing the annual accounts and valuing
assets and liabilities are unchanged compared with the previous year,
except as required for the above-mentioned inclusion of euro notes in
the memorandum accounts and the entry into operation of the
defined-contribution supplementary pension fund for employees hired
since 28 April 1993. Thisfund, which isdivided into two parts, constitutes
an autonomous patrimony for the purposes of Article 2117 of the Civil
Code and is included in the Bank’s balance sheet, for an equal amount,
under “other assets’” and “other liabilities”.

The methods referred to above, with whose adoption we agree, were
found to conform with those approved by the Board of Directors and with
the law in force. They are described in detail in the notes to the accounts
and comply with the harmonized accounting rules laid down by the
Governing Council of the ECB and transposed for the purposes of the
annual accounts by Article 8 of Legidative Decree 43/1998. The notes
to the accounts contain all the other information required by current
legidation.
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We inform you that in drawing up the annual accounts it was not
necessary to invoke the waiver provided for in the fourth paragraph of
Article 2423 of the Civil Code.

We also declare that the Bank’s provisions stand at a prudent level.
In particular, the “provision for severance pay and pensions’ comprises
both the actuarial reserves corresponding to the situation of staff having
entitltement and that of pensioners and the severance pay accrued by all
the members of the staff in service at the end of the year having entitlement.

The Board of Directors has decided to allocate €700 million to
the provision for general risks. The aim of this allocation is to strengthen
the defences against the Bank’s overall risk position, in view, among
other things, of the variability of Eurosystem monetary income and its
distribution.

Pursuant to Article 54 of the Statute, the Board of Directors proposes
the following alocation of the net profit for 2001 of €506,855,411.

20 per centtotheordinary reserve. .. ............ € 101,371,082

an amount equal to 6 per cent of the share capita
toshareholders . ......... ... i € 9,296

20 per cent to the extraordinary reserve. .......... € 101,371,082

an additional amount equal to 4 per cent of the share

capital toshareholders ........................ € 6,197
- theremainingamounttotheState . .............. € 304,097,754

TOTAL .. ovvviiinnt € 506,855,411

Pursuant to Article 56 of the Statute, the Board of Directors also
proposes the distribution to shareholders - drawing on the income earned
on the ordinary and extraordinary reserves - of an additional €45,015,000,
egual to 0.55 per cent of such reserves at 31 December 2000 and within
the limit laid down in the above-mentioned article.

During the year we attended the meetings of the Board of Directors
and the Board Committee and made the tests and controls within the scope
of our authority, in particular as regards the quantities of cash and valuables
belonging to the Bank and third parties, verifying at all times compliance
with the law and the Bank’s Statute and General Regulations.



We monitored the activity of the Bank’s peripheral units in close
contact, in accordance with Articles 23 and 24 of the Bank’s Statute, with
the examiners at the main branches and the branches, whom we thank
warmly.

We recommend that you approve the accounts for 2001 that have been
submitted to you (the balance sheet, the profit and loss account and the
notes to the accounts) and the proposed allocation of the net profit for the
year and distribution to shareholders of an additional amount pursuant to
Article 56 of the Statute.

THE AUDITORS
GlusePPE BRUNI
ENRICO Nuzzo
ANGELO PROVASOLI
MAssIMO STIPO
GIANFRANCO ZANDA

307



308



STATISTICAL APPENDIX






BRBHRBRR

al2.

al3.
al4.
als.
al6.
alv.
als.
al9.
a20.
a2l.

az22.
az3.

az4.
az5.
a26.
az27.
az8.
a29.
a30.
a3l.

a32.

LIST OF TABLES

Sourcesand usesof incomeinFrance ........... ... .. ...
Sourcesand usesof incomeinGermany .............c..oouiiinn...
Sourcesand usesof incomeinSpain ............ .. ..
Italy: value added per unit of labour and unit labour costs, by branch . . ..
Sources and uses of income and household consumptioninlitay .......
Italy: industrial production by economic purpose ...................
Italy: capacity utilization rates in industry, by economic purpose ... ....
[talian consumer priceindices ...t

. Italy: harmonized index of consumer prices .......................
. Euro area: harmonized index of consumer prices. . ..................
. Italy: index of the producer prices of manufactures sold

inthedomesticmarket . ...........o i

Euro area and mgjor countries: index of the producer prices
of manufactures sold in the domesticmarket ......................

Italy: balanceof payments . ......... ... .
Italy’sexternal position .. ...
Consolidated accounts of general government . .....................
Financing of the general government borrowing requirement ..........
General government debt: breakdown by holding sector ..............
General government debt: breakdown by instrument and subsector .. ...
Formation of the general government borrowing requirement . .........
Euro-area banking system’s liquidity position: Italian contribution . . . ...

Italian components of the monetary aggregates of the euro area:
residentsof thearea .......... ... .. i

Italian counterparts of money of the euro area: residents of thearea . . . . .

Banks and money market funds resident in Italy: summary balance sheet
data (assets and liabilities) .............. i

Profit and loss accounts of resident Italian banks by category of bank . . .
Italian financial market: gross and net issues of securities .. ...........
Interest raleSON SECUMtiES . . .. ..o vt
Italy’s financial assets and liabilitiesin 2001 (stocks) ................
Italy’s financial assetsand liabilitiesin 2001 (flows) .................
Bankinterest rates . . ... oo
Credit risk indiCatOrS . . . ..o vt

Consolidated income statement: contribution of operations
tosupervisory capital ...... .. e

Supervisory capital and solvency ratio . ............ oo

Page

312
313
314
315
316
318
319
320
321
322

323

324
325
326
327
328
329
330
332
333

334
336

338
342

346
348
350
352
353

354
355

311



Table al

SOURCESAND USESOF INCOME IN FRANCE (1)
(at 1995 prices; hillions of francs and, in brackets, billions of euros)

Sources

Uses

Domestic demand
d(()Br:)eSs?ic gggggzr?é Total Gross fixed investment National consumption Change ggggg;ﬁé
product services in Slogks Total services
Construction O(tg)er Total HOUS@;‘OMS goc\;‘/gpr?rﬁgnt \,aﬁgmes
1997 ......... 7,987.2 1,778.9 9,766.0 661.2 794.6 1,455.8 4,366.1 1,933.1 -6.9 7,747.6 2,018.5
1998 ......... 8,258.9 1,985.2 10,2441 674.1 883.2 1,557.3 4,515.5 1,930.7 56.6 8,057.8 2,186.3
1999 ......... 8,524.2  2,107.7 10,631.9 715.1 970.8 16859 4,661.0 1,959.6 56.4 8,351.8 2,280.2
(1,2995)  (321.3) (1,620.8) (109.0) (148.0) (257.0) (710.6) (298.7) (8.6) (1,273.2) (347.6)
2000 ......... 8,846.6 2,408.5 11,255.1 766.5 1.049.5 1,816.0 4,777.8 2,012.3 81.1 8,685.1 2,570.0
(1,348.7)  (367.2) (1,715.8) (116.9) (160.0) (276.8) (728.4)  (306.8) (12.4) (1,324.0) (391.8)
2001 ......... 9,008.9 2,411.1 11,4200 780.2 1.077.4 1,857.7 4,903.1 2,061.7 14.4 8,836.0 2,584.0
(1,373.4) (367.6) (1,741.0) (118.9) (164.3) (283.2) (747.5) (314.3) (2.2) (1,347.0)  (393.9)
1997 -1 1,971.2 425.6 2,396.9 165.3 192.2 357.5 1,083.4 480.9 -2.3 1,919.5 477.4
... 1,988.2 435.1 2,423.2 165.5 197.0 362.6 1,086.1 482.6 -6.1 1,925.2 498.0
m ... 2,002.4 454.1 2,456.6 164.7 200.6 365.2 1,090.7 484.1 21 1,942.1 514.5
v ... 2,024.1 467.4 2,491.5 165.5 205.1 370.6 1,105.8 484.1 2.4 1,962.9 528.6
1998 —| e 2,043.2 486.4 2,529.6 165.6 212.6 378.2 1,112.0 482.4 13.4 1,986.0 543.6
1] e 2,064.9 498.5 2,563.4 167.3 221.5 388.8 1,128.4 482.9 14.1 2,014.3 549.1
nm ... 2,075.2 500.9 2,576.1 169.3 225.7 395.0 1,135.3 482.2 11.8 2,024.3 551.8
v ... 2,084.6 502.7 2,587.2 171.8 227.3 399.0 1,145.9 483.2 16.1 2,044.2 543.0
1999 -1 2,099.2 508.0 2,607.2 174.6 234.7 409.3 1,152.2 486.7 13.0 2,061.2 546.0
(320.0) (77.4)  (3975)  (26.6) (35.8) (62.4) (175.7) (74.2) (2.0 (314.2) (83.2)
I 2,120.0 519.2 2,639.2 177.7 242.5 420.3 1,165.3 488.3 8.3 2,082.1 557.1
e (323.2) (79.1) (402.3)  (27.1) (37.0) (64.1) (177.6) (74.4) (1.3) (317.4) (84.9)
m 2,142.1 530.5 2,672.7 179.4 248.4 427.8 1,176.3 489.5 -2.9 2,090.7 582.0
e (326.6) (80.9) (407.4)  (27.4) (37.9) (65.2)  (179.3) (74.6) (-0.4) (318.7) (88.7)
Y, 2,171.0 552.3 2,723.3 182.4 250.9 433.3 1,186.6 494.9 15.5 2,130.3 592.9
R (331.0) (84.2) (415.2)  (27.8) (38.3) (66.1)  (180.9) (75.5) (24) (324.8) (90.4)
2000 -1 2,193.4 575.4 2,768.8 187.8 258.2 446.0 1,194.4 497.8 15.4 2,153.6 615.2
(334.4) (87.7) (422.1)  (28.6) (39.4) (68.0)  (182.1) (75.9) (2.3) (328.3) (93.8)
... 2,215.4 596.3 2.811.7 191.7 261.0 452.7 1,200.0 502.8 145  2,169.9 641.8
(337.7) (90.9)  (428.6)  (29.2) (39.8) (69.0)  (182.9) (76.6) (2.2)  (330.8) (97.8)
... 2,225.7 619.6 2,845.3 192.4 269.0 461.5 1,205.3 505.1 16.6 2,188.5 656.8
(339.3) (94.5) (433.8)  (29.3) (41.0) (70.4)  (183.7) (77.0) (2.5) (333.6) (100.1)
v ... 2,251.8 636.2 2,888.0 194.3 276.0 470.3 1,212.0 510.0 21.2 2,213.6 674.4
(343.3) (97.0) (440.3)  (29.6) (42.1) (71.7)  (184.8) (77.7) (3.2) (3375) (102.8)
2001 -1 2,259.7 626.2 2,885.9 196.8 273.9 470.7 1,226.0 511.5 4.2 2,212.4 673.5
(344.5) (95.5) (440.0)  (30.0) (41.8) (71.8)  (186.9) (78.0) (0.6) (337.3) (102.7)
1] e 2,259.4 614.5 2,873.9 193.5 275.9 469.4 1,230.5 514.0 4.9 2,218.8 655.0
(344.4) (93.7) (438.1)  (29.5) (42.1) (71.6)  (187.6) (78.4) (0.8)  (338.3) (99.9)
m ... 2,270.6 607.1 2,877.8 194.9 275.2 470.1 1,242.7 518.4 -09 2,230.2 647.6
(346.2) (92.6)  (438.7)  (29.7) (41.9) (71.7)  (189.4) (79.0) (-0.1)  (340.0) (98.7)
v ... 2,262.8 583.1 2,845.9 194.7 275.1 469.7 1,245.8 519.1 -179 2,216.8 629.1
(345.0) (88.9)  (433.9) (29.7) (41.9) (716)  (189.9) (79.1) (-2.7)  (337.9) (95.9)

Source: National statistics.

(1) The annual data are calculated as chain indices (1995=100). The quarterly data are adjusted for seasonal factors and the number of working days. — (2) Machinery, equipment, transport
equipment and intangible assets. — (3) Consumption by resident households and non-profit institutions serving households.
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Table a2

SOURCESAND USESOF INCOME IN GERMANY (1)
(at 1995 prices; billions of marks and, in brackets, billions of euros)

Sources Uses
Domestic demand
4 (?nrl%Ss?ic ggggsﬁ r?z.fl Total Gross fixed investment National consumption Change in ggggsrtg r?cfl
product services stocks and Total services
Construction O(tg)er Total Housg;\olds go?/g;‘rfrmrqagnt valuables

1997 ........ 3,599.5 937.6 4,537.1 484.3 304.1 788.4 2,036.4 712.9 -9.0 3,528.7 1,008.4
1998 ........ 3,669.9 1,020.9 4,690.8 479.5 332.5 812.0 2,072.2 721.3 8.0 3,613.6 1,077.3
1999 ........ 3,737.8 1,107.4 4,845.1 486.7 359.1 845.8 2,136.6 732.8 -7.9 3,707.3 1,137.8
(1,911.1)  (566.2) (2,477.3) (248.8) (183.6)  (432.4) (1,092.4)  (374.7) (-4.1) (1,8955)  (581.8)
2000 ........ 3,850.1 1,2185 5,068.5 474.4 390.4 864.8 2,167.5 741.8 6.0 3,780.1 1,288.4
(1,968.5)  (623.0) (2,591.5) (242.6) (199.6)  (442.2) (1,108.2)  (379.3) (3.1) (1,932.7)  (658.8)
2001 ........ 3,871.8 1,219.4 5,091.2 446.8 376.2 823.0 2,192.3 754.1 —27.5 3,741.8 1,349.4
(1,979.6)  (623.5) (2,603.1) (228.5) (192.3)  (420.8) (1,120.9) (385.6) (-14.1) (1,913.2)  (689.9)
1997 -1 .... 892.9 229.0 1,122.0 120.3 75.4 195.7 510.8 178.2 -4.0 880.8 2411
... 899.5 231.2 1,130.7 122.2 75.1 197.3 509.8 179.7 -4.0 882.8 247.9
mnm ... 902.7 237.7 1,140.3 122.4 76.1 198.5 506.6 178.5 -1.6 882.0 258.3
v ... 910.4 242.3 1,152.6 122.4 78.6 201.0 511.0 176.4 0.0 888.3 264.3
1998 -1 ... 919.3 250.7 1,170.0 123.2 80.9 204.0 516.9 179.1 23 902.3 267.7
... 915.0 255.2 1,170.2 119.3 82.2 201.5 512.9 179.9 33 897.6 272.6
mnm ... 916.7 255.5 1,172.2 119.7 83.7 203.4 517.6 181.0 0.9 902.9 269.2
v ... 915.5 257.3 1,172.9 116.5 84.6 201.1 523.5 181.3 1.6 907.6 265.3
1999-1 ... 925.9 265.1 1,190.9 119.6 87.5 207.1 533.5 182.9 -1.2 922.3 268.6
(473.4)  (135.5) (608.9)  (61.2) (44.7)  (105.9) (272.8) (93.5) (-0.6) (471.6) (137.4)
... 923.9 272.6 1,196.4 120.4 87.9 208.3 528.3 181.8 -11 917.3 279.1
(472.4)  (139.4) (611.7)  (61.6) (44.9)  (106.5)  (270.1) (92.9) (-0.6)  (469.0)  (142.7)
mnm ... 935.5 278.7 1,214.2 122.6 90.2 212.8 533.6 183.6 -34 926.5 287.7
(478.3)  (142.5) (620.8)  (62.7) (46.1)  (108.8)  (272.8) (93.9) (-1.7)  (473.7) (147.1)
v ... 943.3 285.2 1,228.5 121.5 90.6 212.1 537.6 184.6 -1.2 933.0 295.5
(482.3)  (145.8) (628.1)  (62.1) (46.3)  (108.4)  (274.9) (94.4) (-0.6)  (477.0)  (151.1)
20001 .... 952.9 289.3 1,242.2 120.1 95.1 215.2 538.6 185.6 5.7 933.7 308.5
(487.2)  (147.9) (635.1)  (61.4) (48.6)  (110.0)  (275.4) (94.9) (-2.9)  (477.4)  (157.7)
... 964.2 298.3 1,262.5 119.4 96.0 215.4 544.3 185.4 15 946.6 315.9
(493.0) (152.5) (645.5)  (61.1) (49.1)  (110.1) (278.3) (94.8) (0.7)  (484.0) (161.5)
nm ... 965.2 307.4 1,272.6 118.2 100.0 218.2 543.4 184.6 -0.1 946.1 326.5
(4935)  (157.2) (650.7)  (60.4) (51.1)  (111.6) (277.8) (94.4) () (483.7) (167.0)
v ... 966.7 323.6 1,290.3 116.2 99.3 2155 541.5 186.2 -9.5 952.7 337.6
(494.3)  (165.4) (659.7)  (59.4) (50.8)  (110.2)  (276.9) (95.2) (4.8) (487.1)  (172.6)
2001 -1 .... 970.5 306.1 1,276.6 112.5 98.3 210.9 547.1 188.3 -7.6 938.7 337.9
(496.2)  (156.5) (652.7)  (57.5) (50.3)  (107.8)  (279.7) (96.3) (-3.9) (479.9) (172.8)
... 970.9 309.6 1,280.5 112.3 95.5 207.8 551.1 188.5 -5.6 941.7 338.8
(496.4)  (158.3) (654.7)  (57.4) (48.8)  (106.2)  (281.8) (96.4) (-2.9) (481.5) (173.2)
nm ... 969.3 304.3 1,273.6 111.7 92.9 204.6 549.7 187.8 -94 932.6 341.0
(495.6)  (155.6) (651.2)  (57.1) (475)  (104.6)  (281.0) (96.0) (-4.8)  (476.8)  (174.3)
v ... 966.8 304.2 1,271.0 111.1 91.6 202.6 546.9 189.6 -5.4 933.7 337.3

(494.3) (1555)  (649.9) (56.8)  (46.8) (103.6) (279.6)  (96.9)  (-2.8) (477.4) (172.5)

Source: National statistics.

(1) The quarterly data are adjusted for seasonal factors and the number of working days. — (2) Machinery, equipment, transport equipment and intangible assets. — (3) Consumption by
resident households and non-profit institutions serving households.
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SOURCESAND USESOF INCOME IN SPAIN (1)
(at 1995 prices; hillions of pesetas and, in brackets, billions of euros)

Table a3

Sources

Uses

Domestic demand

dOGn[]%SS?iC é?gggtgﬁé Total Gross fixed investment National consumption Change in ggggg:ﬁé
product services stocks and Total services
Construction O(tg)er Total Hous(g?olds go(\;/gprﬁ;ae'm valuables

1997 ........ 77,621.2 20,308.1 97,929.3 19,1928 7,963.9 17,156.7 45,900.7 13,708.7 200.7 76,967.0 20,962.3
1998 ........ 80,987.1 23,017.3 104,004.4 9,940.2 8,884.0 18,8242 47,966.1 14,210.4 320.6 81,321.3 22,683.4
1999 ........ 84,332.1 25,968.9 110,300.9 10,838.9 9,637.7 20,4765 50,239.6 14,800.4 383.0 85,899.4 24,4015
(506.8)  (156.1) (662.9)  (65.1) (57.9)  (123.1)  (301.9) (89.0) (23) (516.3)  (146.7)
2000 ........ 87,787.4 28,508.7 116,296.2 11,507.6 10,128.2 21,635.8 52,2445 15,398.4 270.0 89,548.8 26,747.4
(527.6) (171.3)  (699.0)  (69.2) (60.9)  (130.0)  (314.0) (92.5) (1.6) (538.2) (160.8)
2001 90,209.0 29,550.3 119,759.3 12,163.5 10,004.8 22,168.3 53,663.6 15,881.9 379.2 92,093.0 27,666.3
-------- (542.2)  (177.6) (719.8)  (73.1) (60.1)  (133.2)  (322.5) (95.5) (2.3) (553.5)  (166.3)
1997 -1 19,104.1 4,791.6  23,895.7 2,260.5 1,958.7 4,219.2 11,255.8 3,378.1 284.4 19,137.6 4,758.1
I .... 19,273.3 5,006.6 24,279.9 2,283.0 1,957.2 4,240.2 11,391.9 3,405.8 48.6 19,086.5 5,193.4
i .... 19,446.2 51516 24,5978 2,314.1 1,931.2 4,2453 11,564.2 3,447.0 -148.6 19,107.9 5,489.9
v .... 19,7974 53585 25,1559 2,335.2 2,116.9 4,452.2 11,688.9 3,478.0 16.3 19,635.4 5,520.5
1998 -1 .... 19,9585 54944 25,4529 2,383.5 2,146.9 4,530.4 11,851.3 3,512.9 145 19,909.1 5,543.8
I .... 20,109.7 5,666.9 25,776.7 2,428.9 2,169.7 4,598.6 11,875.6 3,531.9 65.4 20,071.5 5,705.2
m .... 20,398.3 58225 26,220.8 2,525.6 2,216.9 4,742.5 12,060.0 3,569.1 119.8 20,491.4 5,729.3
Iv .... 20,520.9 6,033.5 26,554.4 2,602.3 2,350.4 4,952.6 12,179.3 3,596.4 121.0 20,894.3 5,705.0
1999 — | 20,665.0 6,189.2 26,854.2 2,639.7 2,331.2 4,970.9 12,407.7 3,643.7 -89.5 20,9329 5,921.3
(124.2) (37.2)  (161.4)  (15.9) (14.0) (29.9) (74.6) (21.9) (-0.5)  (125.8) (35.6)
I .... 21,028.0 6,397.2 27,4252 2,703.1 2,342.5 5,045.7 12,467.5 3,679.5 190.7 21,383.3 6,042.0
(126.4) (38.4) (164.8)  (16.2) (14.1) (30.3) (74.9) (22.1) (11) (1285) (36.3)
i .... 21,200.4 6,602.4 27,802.8 2,722.4 2,473.0 5,195.4 12,636.8 3,714.1 100.2 21,646.5 6,156.3
(127.4) (39.7) (167.1)  (16.4) (14.9) (31.2) (75.9) (22.3) (0.6)  (130.1) (37.0)
IV .... 21,438.7 6,780.1  28,218.7 2,7735 2,490.6 5,264.1 12,727.9 3,763.0 181.9 21,936.8 6,281.9
(128.8) (40.7) (169.6)  (16.7) (15.0) (31.6) (76.5) (22.6) (1.1) (131.8) (37.8)
2000 — | 21,694.9 6,866.9 28,561.8 2,819.1 2,475.8 52949 13,039.7 3,808.7 98.5 22,241.8 6,320.0
(130.4) (413)  (171.7)  (16.9) (14.9) (31.8) (78.4) (22.9) (0.6)  (133.7) (38.0)
I .... 21,908.2 7,023.8 28,932.0 2,855.5 2,530.4 5,385.9 13,111.2 3,845.8 —-42.6 22,300.4 6,631.6
(131.7) (42.2) 173.9) (17.2) (15.2) (32.4) (78.8) (23.1) (-0.3)  (134.0) (39.9)
i .... 21,998.9 7,296.2 29,2951 2,892.6 2,599.9 5,492.6 13,010.2 3,857.0 169.4 22,529.2 6,765.9
(132.2) (43.9) (176.1)  (17.4) (15.6) (33.0) (78.2) (23.2) (1.0)  (135.4) (40.7)
Iv .... 22,1854 7,321.8 29,507.2 29404 2,522.1 5,462.5 13,083.4 3,886.8 448 22,4774 7,029.8
(133.3) (44.0) a77.3)  (17.7) (15.2) (32.8) (78.6) (23.4) (0.3) (135.1) (42.3)
2001 — | 22,409.4 7,352.4  29,761.8 2,990.0 2,518.8 5,508.7 13,403.7 3,914.4 30.3 22,857.1 6,904.7
(134.7) (44.2) (178.9)  (18.0) (15.1) (33.1) (80.6) (23.5) (0.2) (137.4) (41.5)
I .... 224476 7,428.6 29,876.3 3,027.2 2,506.1 5,533.3 13,431.7 3,950.7 62.1 22,977.7 6,898.5
(134.9) (44.6) (179.6)  (18.2) (15.1) (33.3) (80.7) (23.7) (0.4) (138.1) (41.5)
m .... 22,656.1 7,331.0 29,987.1 3,053.7 2,536.9 5590.6 13,323.2 3,988.6 158.1 23,060.4 6,926.6
(136.2) (44.1)  (180.2)  (18.4) (15.2) (33.6) (80.1) (24.0) (1.0)  (138.6) (41.6)
v .... 22,6959 7,438.3 30,134.2 3,092.6 2,443.0 5,535.7 13,505.1 4,028.2 128.8 23,197.7 6,936.5
(136.4) (44.7)  (181.1)  (18.6) (14.7) (33.3) (81.2) (24.2) 0.8)  (139.4) (41.7)

Source: National statistics.

(1) The quarterly data are adjusted for seasonal factors and the number of working days. — (2) Machinery, equipment, transport equipment and intangible assets. — (3) Consumption by
resident households and non-profit institutions serving households.
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ITALY: VALUE ADDED PER UNIT OF LABOUR

AND UNIT LABOUR COSTS, BY BRANCH

Table a4

1995 | 1996 | 1997 | 1998 ‘ 1999 | 2000 | 2001 1999 ‘ 2000 | 2001
lire euros
Value added at factor cost per unit of labour (1)
(thousands of lire and euros at 1995 prices)
Agriculture, forestry and fishing 34,832 37,098 38,541 40,557 45,209 44,826 44,026 23,348 23,151 22,737
Industry excluding construction ... .. 80,027 79,777 81,685 81,469 82,350 84,590 85,365 42,530 43,687 44,088
of which: manufacturing ............ 74,165 73,718 75,820 75,524 75,805 78,143 78,887 39,150 40,357 40,742
Construction ... 56,688 59,587 57,571 58,472 57,845 57,664 57,748 29,874 29,781 29,824
SEervices (2) .. 67,307 67,547 68,664 69,332 69,220 70,273 70,501 35,749 36,293 36,411
Wholesale and retail trade, repair of
household goods etc. ........... 67,083 66,736 68,567 69,393 68,067 69,161 69,206 35,154 35,719 35,752
Hotels and restaurants ............. 48,846 49,625 49,422 49,970 49,987 50,887 51,144 25,816 26,281 26,413
Transport, storage and communication 92,326 90,894 92,880 93,860 95,403 97,766 101,508 49,272 50,492 52,425
Financial intermediation ............ 159,954 171,473 172,688 177,755 173,671 186,261 180,962 89,693 96,196 93,459
Sundry business and household
services (2) (3) v .vviiiiin 71,574 69,411 70,132 69,400 70,687 72,382 73,494 36,507 37,382 37,956
Public administration (4) ........... 65,202 66,238 67,115 67,477 68,165 68,393 69,328 35,204 35,322 35,805
Education .......... ... 53,100 53,042 53,037 52,954 52,614 52,262 52,244 27,173 26,991 26,982
Health and social work services ... .. 56,692 58,171 59,061 59,043 59,390 59,378 59,853 30,672 30,666 30,911
Other public, social and personal
SEIVICES .\ 61,769 63,316 65,204 66,850 66,319 63,376 60,918 34,251 32,731 31,462
Private households with employed
PErSONS ......vvviniiiianenn 18,688 18,577 18,552 18,522 18,518 18,513 18,513 9,564 9,561 9,561
Total (2) ..... 67,211 67,731 68,892 69,603 70,023 71,171 71,378 36,164 36,757 36,864
Unit labour costs (1) (5)
(current lire/euros per lire/euros at 1995 prices)
Agriculture, forestry and fishing 0.717 0.694 0.680 0.637 0.576 0.579 0.598 0.576 0.579 0.598
Industry excluding construction ..... 0.640 0.677 0.688 0.679 0.687 0.687 0.699 0.687 0.687 0.699
of which: manufacturing ............ 0.670 0.713 0.723 0.715 0.730 0.728 0.740 0.730 0.728 0.740
Construction ... 0.718 0.711 0.758 0.739 0.771 0.792 0.808 0.771 0.792 0.808
Services (2) «..o.vviiiii 0.739 0.784 0.802 0.780 0.800 0.814 0.835 0.800 0.814 0.835
Wholesale and retail trade, repair of
household goods etc. ........... 0.641 0.670 0.665 0.654 0.685 0.692 0.708 0.685 0.692 0.708
Hotels and restaurants ............. 0.808 0.814 0.843 0.852 0.897 0.912 0.940 0.897 0.912 0.940
Transport, storage and communication 0.606 0.634 0.639 0.626 0.620 0.616 0.605 0.620 0.616 0.605
Financial intermediation ............ 0.586 0.598 0.598 0.557 0.572 0.546 0.571 0.572 0.546 0.571
Sundry business and household
services (2) (3) .. .oiviiiiiinn.. 0.660 0.705 0.716 0.730 0.755 0.788 0.797 0.755 0.788 0.797
Public administration (4) ........... 0.862 0.940 0.984 0.946 0.947 0.954 0.994 0.947 0.954 0.994
Education ........... ... 0.970 1.065 1.112 1.102 1.151 1.209 1.265 1.151 1.209 1.265
Health and social work services ... .. 0.895 0.941 1.022 0.985 1.022 1.098 1.133 1.022 1.098 1.133
Other public, social and personal
SEIVICES .\ 0.733 0.757 0.762 0.727 0.728 0.777 0.808 0.728 0.777 0.808
Private households with employed
PErsoNsS ............oiiiiinnnn 1.000 1.040 1.092 1.102 1.124 1.158 1.176 1.124 1.158 1.176
Total (2) ..... 0.724 0.763 0.780 0.760 0.774 0.784 0.804 0.774 0.784 0.804

Source: Istat, national accounts.

(1) Includes indirectly measured financial intermediation services. — (2) Excludes renting of buildings. — (3) Includes real estate services, renting services, computer and related services, research
and other business services. — (4) Includes defence and compulsory social security services. — (5) Compensation of employees at current prices per standard labour unit divided by value added

at factor cost at 1995 prices per standard labour unit.
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SOURCESAND USES OF INCOME AND HOUSEHOLD CONSUMPTION IN ITALY

(at 1995 prices; hillions of lire and, in brackets, millions of euros)

Tableab

SOURCES AND USES

Uses
) Financ_ial_ TOTAL
Agriculture, ~ intermediation Other VAT and Gross Imports of SOURCES/
forelsttrjy l:and Industry (1) S(elr)v l((;e;s iizri\rlgi:etls services indirect taxes domestic gggrt\il?czr;d USES
fishing (1) measure):i (1) (3) on imports product (fob) (4)
=)
1995.. ... 50,895 575,167 810,087 77,180 323,371 104,938 1,787,278 410,451 2,197,728
1996 ............. 51,714 572,609 825,354 78,219 329,629 105,728 1,806,815 409,053 2,215,867
1997 ... 52,328 583,509 846,679 81,445 332,703 109,653 1,843,426 450,417 2,293,845
1998 ............. 52,945 591,352 866,341 82,659 336,152 112,366 1,876,497 490,428 2,366,925
1999 ............. 56,251 596,838 880,829 82,685 340,162 114,993 1,906,388 516,285 2,422,673
(29,051)  (308,241)  (454,910) (42,703)  (175,679) (59,389)  (984,567)  (266,639)  (1,251,206)
2000 ......... ... 54,640 609,658 925,843 88,240 339,841 119,317 1,961,058 564,750 2,525,808
(28,219)  (314,862)  (478,158) (45,572)  (175,513) (61,622) (1,012,802) (291,669)  (1,304,471)
2001 ............. 54,115 615,319 954,599 94,306 343,607 122,787 1,996,120 565,683 2,561,803
(27,948)  (317,786)  (493,009) (48,705)  (177,458) (63,414) (1,030,910) (292,151)  (1,323,061)
1999 -1 .......... 13,693 147,424 217,257 20,670 84,902 28,566 471,172 125,387 596,559
(7,072) (76,138)  (112,204) (10,675) (43,848) (14,753)  (243,340) (64,757) (308,097)
I 13,871 148,646 218,179 20,563 85,066 28,649 473,850 127,478 601,328
(7,164) (76,769)  (112,680) (10,620) (43,933) (14,796)  (244,723) (65,837) (310,560)
m......... 14,032 150,073 220,983 20,753 85,115 28,757 478,206 128,274 606,480
(7,247) (77,506)  (114,128) (10,718) (43,958) (14,852)  (246,973) (66,248) (313,221)
V... 14,654 150,696 224,410 20,701 85,080 29,019 483,157 135,146 618,305
(7,568) (77,828)  (115,898) (10,691) (43,940) (14,987)  (249,530)  (69,797) (319,328)
2000 =1 .......... 13,600 152,510 227,829 21,438 85,018 29,387 486,906 139,597 626,503
(7,024) (78,765)  (117,664) (11,072) (43,908) (15,177)  (251,466) (72,096) (323,562)
| 13,676 152,257 229,862 21,907 84,853 29,716 488,453 140,970 629,423
(7,063) (78,634)  (118,714) (11,314) (43,823) (15,347)  (252,265)  (72,805) (325,070)
m......... 13,784 151,988 232,496 22,288 84,919 29,950 490,846 141,667 632,514
(7,119) (78,495)  (120,074) (11,511) (43,857) (15,468) (253,501  (73,165) (326,666)
V......... 13,579 152,901 235,660 22,604 85,053 30,264 494,853 142,513 637,368
(7,013) (78,967)  (121,708) (11,674) (43,926) (15,630)  (255,570) (73,602) (329,173)
2000 —1.......... 13,608 155,938 236,860 23,576 85,686 30,512 499,027 143,172 642,199
(7,028) (80,535)  (122,328) (12,176) (44,253) (15,758)  (257,726) (73,942) (331,668)
| 13,349 153,442 239,106 23,626 85,994 30,736 499,000 144,062 643,060
(6,894) (79,246)  (123,488) (12,202) (44,412) (15,874)  (257,712) (74,402) (332,113)
m......... 13,554 153,461 239,307 23,636 86,162 30,717 499,567 140,079 639,647
(7,000) (79,256)  (123,592) (12,207) (44,499) (15,864)  (258,005)  (72,345) (330,350)
V......... 13,604 152,477 239,325 23,470 85,767 30,823 498,526 138,372 636,897
(7,026) (78,748)  (123,601) (12,121) (44,295) (15,919)  (257,467) (71,463) (328,930)

Source: Istat, national accounts.
(1) Value added at market prices. — (2) Wholesale and retail trade, repair services, hotel and restaurant services, transport and communication services; monetary and financial institutions; real estate

expenditure abroad. — (5) Expenditure of general government and non-profit institutions serving households. — (6) Includes non-residents’ expenditure in ltaly.
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Table ab

OF INCOME HOUSEHOLD DOMESTIC CONSUMPTION
Uses By type of consumption By type of good
Investr:T_]ent in Domestic consumption e ] Food
Investment in ”.“ac inery, Change in Xports of products,
P equipment, tran- goods and Non-durable ] Non-food
e [sorequpment | pomeste | gy | SRS | seveeson) | gonas | PUe0oots | Semiees | JRE | poducs
an a'lgtsaer:sg' e expenditure expenditure (5) ©) products
149,201 178,650 1,041,930 326,933 17,829 483,185 491,468 105,782 467,222 204,902 859,568
154,536 185,187 1,054,737 330,407 4,816 486,188 489,086 107,815 476,208 203,000 870,109
151,521 195,292 1,088,836 331,441 9,476 517,276 499,321 125,521 483,463 206,126 902,180
151,225 209,365 1,123,606 332,516 15,175 535,040 512,935 131,837 497,089 207,223 934,638
155,508 225,463 1,150,669 337,165 17,409 536,461 518,107 139,001 510,039 207,564 959,581
(80,313)  (116,442) (594,271) (174,131) (8,991) (277,059) (267,580) (71,788)  (263,413)  (107,198)  (495,582)
164,143 241,401 1,181,638 343,039 -3,706 599,295 526,059 147,218 529,876 212,109 991,045
(84,773)  (124,673) (610,265) (177,165)  (-1,914) (309,510) (271,687) (76,032)  (273,658)  (109,545)  (511,832)
170,196 245,064 1,194,642 351,086 -3,102 603,917 530,067 144,974 540,008 212,662 1,002,388
(87,899)  (126,565)  (616,981)  (181,321) (-1,602) (311,897) (273,757) (74,873)  (278,891)  (109,831)  (517,690)
38,121 54,496 286,702 83,881 4,471 128,890 129,538 34,094 126,640 51,667 238,607
(19,688) (28,145)  (148,069) (43,321) (2,309) (66,566)  (66,901) (17,608) (65,404) (26,684)  (123,230)
38,671 55,310 286,405 84,059 5,253 131,630 129,426 34,402 126,944 51,700 239,069
(19,972) (28,565)  (147,916) (43,413) (2,713) (67,981) (66,843) (17,767) (65,561) (26,701)  (123,469)
38,927 57,072 287,958 84,464 2,759 135,301 129,364 34,965 127,501 51,931 239,900
(20,104)  (29,475) (148,718)  (43,622) (1,425)  (69,877) (66,811)  (18,058)  (65,849)  (26,820) (123,898)
39,786 58,588 289,606 84,760 4,924 140,641 129,778 35,538 128,954 52,264 242,007
(20,548) (30,258)  (149,569) (43,775) (2,543) (72,635)  (67,025) (18,354) (66,599) (26,992)  (124,986)
40,580 58,954 293,012 85,070 1,390 147,497 130,766 36,084 131,273 52,845 245,277
(20,958)  (30,447) (151,328)  (43,935) (718)  (76,176)  (67,535)  (18,636)  (67,797)  (27,292)  (126,675)
40,908 60,129 295,527 85,312 2,045 145,505 131,407 37,768 132,369 53,091 247,453
(21,127) (31,054) (152,627) (44,060) (1,056) (75,147)  (67,866) (18,989) (68,363) (27,419)  (127,799)
41,392 61,382 296,131 85,999 -5,338 152,948 132,001 37,062 132,638 53,207 248,495
(21,377) (31,701)  (152,939) (44,415) (=2,757) (78,991) (68,173) (19,141) (68,502) (27,479)  (128,337)
41,264 60,936 296,970 86,658 -1,805 153,345 131,885 37,304 133,595 52,967 249,818
(21,311) (31,471)  (153,372) (44,755) (-932) (79,196) (68,113) (19,266)  (68,996) (27,355)  (129,020)
42,240 61,267 298,108 87,297 416 152,870 132,147 36,640 134,350 53,073 250,063
(21,815)  (31,642) (153,960)  (45,085) (215)  (78,951)  (68,248)  (18,923)  (69,386)  (27,410) (129,147)
42 557 61,155 299,086 87,579 —147 152,834 132,948 36,212 135,057 53,575 250,644
(21,979) (31,584)  (154,465) (45,231) (-76) (78,932)  (68,662) (18,702) (69,751) (27,669)  (129,447)
42,519 61,577 298,325 88,011 4 149,211 132,542 35,649 135,338 53,085 250,443
(21,959) (31,802)  (154,072) (45,454) ) (77,061) (68,452) (18,411) (69,896) (27,416)  (129,343)
42,881 61,066 299,125 88,199 -3,375 149,002 132,433 36,472 135,264 52,930 251,239
(22,146) (31,538)  (154,485) (45,551) (-1,743) (76,953) (68,396) (18,836) (69,858) (27,336)  (129,754)

services and business activities. — (3) Public administration and defence services; compulsory social security services; other community, social and personal service activities. — (4) Includes residents’
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ITALY: INDUSTRIAL PRODUCTION BY ECONOMIC PURPOSE
(indices, 1995=100; data adjusted for seasonal factors and the number of working days)

Table a6

Final consumer goods Final investment goods Intermediate goods

) ) For . Manu- A(GB/%BEE—
dl’:‘ r(;rl]n_le di?aTJll_e Durable Total indFu.Josrtry ;—qr ar;snrq: (e’:t s’,\glélttg)_r Total indFU.Josrtry CO;;:(;T;H p’:JArlsgge Total foeing INDEX
1992 ........... 97.9 92.7 89.0 93.9 819 106.5 91.5 87.7 99.1 98.3 91.5 93.1 92.3 92.4
1993 ........... 98.0 89.8 83.8 91.6 815 85.3 94.1 84.6 90.2 96.0 90.5 911 89.8 90.2
1994 ........... 99.0 95.9 93.7 96.6 85.8 87.9 94.0 87.8 90.7 99.8 96.2 96.1 94.7 94.9
1995........... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1996 ........... 100.6 99.2 98.2 99.6 102.7 1024 1004 1022 102.6 99.0 97.3 98.0 98.9 99.1
1997 ... 105.1 100.8 104.1 103.2 103.0 111.1 97.3 103.0 101.8 1024 1019 1019 1021 1024
1998 ........... 108.0 99.4 104.2 1039 1018 1109 1005 102.8 1055 101.0 1054 1049 103.8 104.3
1999 ........... 113.1 96.3 105.7 105.1 99.7 1105 1069 1024 104.0 99.5 105.6 1047 103.7 1044
2000........... 115.1 94.7 109.8 106.1 104.3 1144 1134 107.3 1095 100.6 109.5 108.5 107.0 107.7
2001 ........... 115.7 100.0 103.7 1074 103.3 1104 1194 107.2 1052 1015 107.8 106.8 106.0 107.0
1995—-1........ 99.3 98.8 98.2 99.9 93.1 98.7 97.4 95.6 94.8 99.9 99.4 99.4 98.7 98.9
mh........ 99.1 99.8 99.4 99.4 97.5 98.3 97.9 98.1 96.5 99.9 99.4 99.4 99.3 99.2
m....... 99.5 1015 1009 1004 100.6 99.2 98.9 99.9 1029 1004 100.6 100.4 100.4 100.3
IV ....... 102.0 999 1015 1003 108.8 103.8 105.7 106.2 105.6 99.8 100.6 100.7 1015 101.6
1996 —1 ........ 99.0 100.0 99.1 100.1 1043 1043 1021 1041 107.9 97.8 99.9 100.6 100.6 101.1
mh........ 100.5 98.3 99.9 98.9 103.6 1041 102.7 1029 1029 97.8 96.7 97.3 98.8 98.7
i ....... 99.8 98.6 99.0 99.3 100.9 102.9 99.0 1014 101.0 98.8 97.2 97.7 98.5 98.7
IV ....... 102.8 99.6 948 100.1 101.8 98.2 97.7 100.5 98.7 101.6 95.3 96.4 97.6 98.0
1997 —1 ........ 1045 1004 1019 101.3 100.7 105.8 99.5 100.2 97.6 101.8 98.1 97.9 98.7 99.0
[ A 103.8 1014 1058 103.2 103.2 111.7 97.4 1029 1026 1020 1015 1014 101.7 1021
i ....... 105.6 100.1 103.6 104.1 102.7 111.8 95.1 103.8 1021 101.2 1025 103.1 103.2 1035
IV ....... 106.3 101.3 1053 104.1 1054 115.0 97.2 105.3 1047 1045 1054 105.2 104.7 104.9
1998 —1 ........ 107.0 99.3 1054 103.1 1032 1121 99.8 1028 107.2 103.0 106.1 105.2 104.0 104.3
| AP 107.8 99.5 105.6 104.2 1044 1130 98.7 1044 106.2 103.8 106.0 1058 1050 105.2
i ....... 108.8 99.7 103.6 1048 1019 1099 103.2 103.8 106.0 99.7 1045 1046 104.0 1045
v....... 108.5 98.9 102.3 103.7 97.8 1084 100.2 100.0 102.3 974 1051 1040 1024 1033
1999 -1 ........ 112.4 98.8 102.2 1044 1005 108.7 107.7 1020 103.6 1004 1049 103.7 102.6 1035
| AP 110.8 955 102.0 1038 989 1078 1045 101.3 1013 98.4 103.7 103.2 1024 103.0
m....... 114.3 97.3 106.4 106.3 99.3 111.8 106.3 102.1 105.0 99.0 106.2 105.2 104.2 105.0
IV ....... 114.7 93.6 1123 106.1 100.1 113.6 109.1 1043 106.0 100.1 107.6 106.7 1055 106.2
2000—1 ........ 111.6 92.3 107.1 1044 100.7 1141 108.0 1047 1054 96.9 108.3 107.4 1053 106.2
| AP 115.5 94.1 109.8 106.4 1026 115.2 1125 1065 110.0 99.7 109.6 108.6 107.0 107.8
m....... 115.3 93.3 1095 105.6 105.6 114.0 111.1 108.0 110.1 101.7 1094 108.3 106.8 107.6
IV ....... 118.1 99.1 113.0 1080 1084 1141 121.8 1101 112.3 104.0 1105 1095 108.9 109.3
2001 -1 ........ 1146 101.2 106.2 108.4 106.5 1146 1205 1105 106.7 1019 109.3 108.4 108.4 108.8
| AP 116.0 99.8 104.0 1075 104.0 111.2 1188 107.7 106.7 1019 107.8 107.0 106.5 107.2
m....... 116.5 100.3 102.7 107.2 103.0 1094 1180 1064 106.1 102.7 108.3 106.9 105.8 106.9
IV ....... 115.6 98.8 101.7 1064 99.8 106.3 1204 104.3 1015 99.4 105.7 104.8 1034 1051

Source: Based on Istat data.
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ITALY: CAPACITY UTILIZATION RATESIN INDUSTRY, BY ECONOMIC PURPOSE

(data adjusted for seasonal factors and the number of working days; percentages)

Table a7

Final consumer goods Final investment goods Intermediate goods
dlrJ\lr%rt])-Ie di?gt];l-e Durable Total indFuOsrtry (-;I;;ﬁir;)srﬁgrntt s’\:lelcjzltttlj-r Total indFuOsrtry co;os(;lér;er p’l\JArl;;((e)ge Total factuing INDEX
1992........ 97.5 94.5 89.1 944 837 83.5 86.2 84.2 93.2 95.9 939 941 89.5 90.1
1993........ 95.7 90.5 826 90.8 80.6 67.7 88.7 79.9 84.3 93.7 919 0913 86.1 86.9
1994 ........ 94.6 95.6 91.0 942 822 70.7 88.7 814 84.2 97.5 96.7 95.5 89.9 90.3
1995........ 93.7 98.7 95.7 96.0 92.9 814 945 915 92.2 97.7 994 984 93.4 93.7
1996........ 92.4 97.7 92.6 945 943 84.4 93.1 92.7 94.0 96.8 95.1 95.2 91.8 92.0
1997 ........ 94.7 99.5 96.8 96.9 94.6 92.9 87.6 93.0 92.6 99.5 97.7 973 93.6 93.8
1998 ........ 95.5 98.2 955 96,5 935 93.9 87.9 925 95.3 98.3 99.1 98.6 94.0 94.2
1999........ 98.1 95.3 95.3 96.6 91.6 94.9 90.9 919 93.4 97.3 97.8 97.2 92.8 93.1
2000........ 98.1 93.9 97.8 965 959 99.3 93.8 95.9 97.7 98.1 99.6 99.2 94.6 94.8
2001........ 96.9 99.3 91.8 96.8 94.9 95.9 97.8 95.7 93.7 99.1 96.4 96.4 92.8 93.1
19951 ..... 93.8 97.8 945 955 875 80.0 920 87.2 87.6 97.6 99.3 97.8 91.7 92.4
... 93.1 98.5 953 956 90.9 79.9 925 89.6 89.1 97.3 99.1 978 92.9 93.1
im.... 93.0 100.0 96.3 96.3 93.1 80.9 934 914 94.8 98.1 100.0 99.2 94.4 94.3
v.... 95.0 98.3 96.5 96.5 100.0 849 100.0 97.8 97.2 97.7 99.3 98.8 94.7 94.8
1996 -1 ..... 91.7 98.5 940 947 958 85.6 95.6 943 99.0 95.6 98.5 98.2 93.1 93.8
| 92.6 96.9 943 945 95.2 85.7 95.6 93.9 94.3 95.3 948 94.8 92.2 92.1
im.... 91.5 97.2 93.2 940 927 85.0 915 914 92.4 96.6 94.7 947 91.4 91.4
v.... 93.8 98.2 88.8 946 93.6 81.4 89.7 91.2 90.2 99.5 92.3 929 90.3 90.7
1997 -1 ..... 94.8 99.0 95.2 964 925 88.0 90.3 914 89.0 99.5 95.0 94.8 91.5 91.7
... 93.8 100.0 985 97.0 948 93.2 88.0 933 93.4 99.4 97.7 974 93.5 93.8
i ... 95.0 98.8 96.0 96.6 94.3 93.6 854 925 82.9 99.0 98.1 97.6 93.7 93.8
v.... 95.2 100.0 97.3 974 96.9 96.6 86.7 94.9 95.0 100.0 100.0 99.4 95.7 95.7
1998 -1 ..... 95.2 97.9 97.1 96.6 94.8 94.5 879 934 97.1 100.0 100.0 99.7 95.0 95.0
... 95.5 98.3 96.9 96.8 95.9 95.5 86.7 94.1 96.1 100.0 100.0 99.6 95.1 95.1
im.... 96.1 98.6 94.7 96.8 935 93.2 90.0 92.8 95.8 97.7 98.2 97.9 93.6 93.8
vV.... 95.3 97.9 93.1 959 899 92.3 86.9 89.6 92.3 95.3 98.2 97.2 92.4 92.9
19991 ..... 98.0 97.5 929 969 923 92.8 92.1 923 93.2 98.3 979 974 92.9 93.3
i .... 96.4 94.5 92.3 95.0 90.8 92.4 89.1 90.7 91.0 96.0 96.3 95.7 91.4 91.8
im.... 99.2 96.5 959 976 91.2 96.2 90.2 91.7 94.3 97.2 98.0 975 92.9 93.3
v.... 98.9 928 1000 969 92.0 98.0 92.0 929 95.0 97.7 98.8 98.3 93.9 94.1
20001 ..... 95.5 90.9 96.0 939 925 98.7 89.8 92.8 94.2 95.0 99.3 983 92.6 93.1
... 98.7 93.2 98.0 96.6 94.3 100.0 934 949 98.2 975 100.0 99.5 94.4 94.8
i ... 98.3 92.8 97.3 96.1 97.0 99.0 919 96.2 98.2 100.0 99.2 99.2 94.4 94.7
v.... 100.0 985 100.0 995 99.6 99.3 100.0 99.6 100.0 100.0 99.8 99.8 97.0 96.6
2001 -1 ..... 96.2 99.4 943 970 97.8 99.3 98.2 98.1 94.8 100.0 98.5 98.2 94.6 94.5
| 97.5 99.1 922 97.1 955 96.5 97.3 96.0 95.0 99.7 96.6 96.8 93.5 93.6
im.... 97.5 100.0 909 97.2 947 95.1 96.9 95.2 94.5 100.0 96.6 96.7 93.0 934
v.... 96.2 98.6 89.9 959 917 92.7 98.9 933 90.4 96.5 93.7 93.7 90.2 91.0

Source: Based on Istat data.
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Table a8
ITALIAN CONSUMER PRICE INDICES
(percentage changes on corresponding period)

CcPI (1) V\(ZE)H
Goods and services with unregulated prices Go&gig?gdssxgss( X;l ith Tgft?égst
and
Non-food and O ] O I
non-eonr:ergs prE:)r:iucts Food products Non- Rents ir\'llgéi p?ggLrJ?:)t,s ir\'llgéi
- E E 6 d th 6
of which: Services Un- prg((jelz?:é Total prg(?lz?:{S p?gceil:%)t/s Total © o withose ©
ofnceafrS Processed processed Total (5) regrLiJ(I:it;ed
Weights (3) 32.6 28.6 26.8 9.9 7.2 17.1 3.1 79.6 3.1 14.3 17.4 3.0 100.0 59.4 100.0
1997 ....... 15 1.8 2.8 0.8 -0.8 0.0 15 1.6 2.3 4.0 3.6 6.6 2.0 2.1 1.7
1998 ....... 1.9 1.8 2.7 0.8 1.6 1.2 2.7 1.8 .. 2.8 2.2 5.2 2.0 2.2 1.8
1999 ....... 1.2 1.2 2.6 0.8 11 0.9 4.2 1.8 -26 2.0 11 33 1.7 1.8 1.6
2000 ....... 15 1.4 2.8 1.2 2.0 1.6 13.2 25 9.8 1.6 3.1 2.5 2.5 2.1 2.6
2001 ....... 2.0 2.0 3.3 2.4 6.4 4.0 -2.0 2.7 5.8 3.1 3.6 2.3 2.7 2.6 2.7
1999 — July . 1.2 1.2 2.7 0.6 0.8 0.8 5.1 1.8 -3.3 2.1 1.0 3.2 1.7 1.9 1.7
Aug. . 1.1 1.2 2.7 0.6 0.5 0.6 6.3 1.8 -3.2 1.9 1.0 3.2 1.7 1.8 1.6
Sept. 11 1.2 2.7 0.7 0.1 0.5 8.6 1.8 0.3 2.0 1.7 3.2 1.8 1.8 1.8
Oct. . 1.4 1.2 2.8 0.8 0.1 0.5 9.2 2.0 0.5 2.0 1.7 2.7 2.0 2.0 1.8
Nov. . 1.4 1.2 2.8 0.9 0.1 0.6 8.7 2.1 2.9 1.8 2.0 2.7 2.0 2.1 2.0
Dec. . 1.4 1.2 2.7 1.0 .. 0.6 12.6 2.2 29 1.8 2.0 2.7 2.1 2.0 2.1
2000 - Jan. . 1.4 1.2 2.8 1.0 -0.3 0.5 12.8 2.1 6.0 1.7 25 2.8 2.2 2.0 21
Feb. . 1.3 1.2 3.0 11 0.1 0.6 13.7 2.3 5.9 1.8 25 2.8 2.4 21 2.4
Mar. . 1.3 1.2 3.0 1.1 0.3 0.8 16.6 2.4 8.1 1.6 2.7 2.8 2.5 2.1 2.5
Apr. . 1.3 1.2 2.9 11 0.9 1.0 11.2 2.2 8.0 1.7 2.8 2.2 2.3 2.0 2.2

May . 14 1.3 2.8 12 13 12 11.4 2.3 10.9 18 3.4 2.2 2.5 2.1 2.3
June 1.6 1.4 2.9 1.2 1.8 15 14.9 2.6 11.0 2.0 35 2.2 2.7 2.2 2.7

July . 15 1.4 2.8 13 25 18 13.9 25 12.2 13 3.2 25 2.6 21 2.7
Aug. . 1.6 1.4 2.7 13 2.8 1.9 12.1 2.5 12.1 15 3.4 25 2.6 2.1 2.7
Sept. 15 1.4 2.6 13 3.2 2.1 14.0 2.6 111 1.4 3.1 2.5 2.6 2.0 2.6
Oct. . 15 15 2.6 1.4 3.4 2.2 13.3 2.6 10.3 15 3.1 2.4 2.6 2.0 2.6
Nowv. . 17 1.7 2.5 14 3.6 2.3 14.6 2.7 11.0 1.6 3.3 2.4 2.7 2.1 2.7
Dec. . 18 1.8 2.6 15 4.5 2.7 9.9 2.6 11.0 1.6 3.3 2.4 2.7 21 2.7
2001 - Jan. . 1.9 1.8 2.8 1.7 4.9 3.0 5.6 2.6 13.1 3.1 4.9 2.4 3.0 2.3 3.1
Feb. . 2.0 2.0 2.7 1.8 5.8 3.5 3.4 2.6 13.3 3.1 5.0 2.4 3.0 2.3 3.0
Mar. . 2.0 2.0 2.8 1.9 5.8 3.5 0.2 2.5 11.6 3.2 4.7 2.4 2.8 2.3 2.8
Apr. . 2.1 21 3.2 2.2 5.5 3.6 2.2 2.8 11.8 35 5.0 2.2 3.1 2.6 3.1

May . 2.1 2.0 3.3 2.3 6.1 3.9 3.6 2.9 6.1 3.4 3.9 2.2 3.0 2.6 3.0
June 2.0 2.0 3.2 2.4 7.0 4.3 1.8 2.9 6.0 3.3 3.8 2.2 3.0 25 2.9

July . 2.0 2.0 34 25 7.6 4.6 -1.7 2.8 3.0 3.1 3.1 2.2 2.9 2.6 2.7
Aug. . 2.0 2.0 3.5 2.6 7.4 4.6 -3.2 2.8 2.9 3.0 2.9 2.2 2.8 2.7 2.7
Sept. 2.1 2.2 35 2.7 6.9 4.4 —6.4 2.7 1.0 3.0 2.6 2.2 2.6 2.7 2.6
Oct. . 2.1 2.2 3.5 2.7 6.9 4.4 -7.9 2.6 15 2.9 2.7 2.2 2.5 2.7 2.6
Nowv. . 1.9 2.0 35 2.8 6.7 4.4 -9.9 2.4 0.4 3.0 2.5 2.2 2.4 2.6 2.3
Dec. . 1.9 21 3.7 2.8 6.3 4.2 -9.8 25 0.5 2.6 2.2 2.2 2.4 2.8 2.3
2002 - Jan. . 2.0 2.1 3.7 2.8 7.7 4.8 —6.5 28 28 2.2 13 2.1 2.4 2.7 2.3
Feb. . 2.2 2.0 3.7 2.6 6.5 4.2 -5.4 28 =31 2.1 11 2.1 2.5 2.9 2.3
Mar. . 2.2 2.1 3.7 2.6 6.2 4.1 -4.5 28 42 2.3 11 2.1 2.5 2.9 2.4
Apr. . 2.1 2.0 3.6 2.4 6.8 4.2 -1.6 29 52 18 0.5 2.4 2.4 2.8 2.4

Source: Based on Istat data.

(1) Consumer price index (entire resident population); 1995=100. — (2) Consumer price index for worker and employee households, excluding tobacco products; 1995=100. — (3) As of January
1999 Istat changes the weights every year on the basis of estimates of households’ final consumption in the previous year. The weights shown in the table are those for January 2002. — (4) The
sub-indices are based on the 208-product classification. — (5) Includes medicines, for which the reference is to the aggregate calculated by Istat; around one third of this consists of products in
the so-called “C band”, the prices of which are unregulated. — (6) Percentage changes published by Istat and calculated on indices rounded to the first decimal place.
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ITALY: HARMONIZED INDEX OF CONSUMER PRICES (1)
(percentage changes on corresponding period) (2)

Table a9

Non-food _ Total net of food Food products Energy u-;‘:)ls)lcl‘:':s%f d _
and non-energy Services and energy products food and Overall index
products products Processed Unprocessed energy products

Weights 36.2 37.9 74.2 111 8.3 19.4 6.3 85.4 100.0

1997 ... 1.7 3.3 2.4 1.2 -0.7 0.3 1.9 2.3 1.9
1998 ... 2.1 2.8 2.4 1.4 1.6 1.5 -1.4 2.3 2.0
1999 ................ 1.4 2.5 1.9 0.9 1.1 1.0 1.1 1.8 1.7
2000 ...l 1.7 2.3 2.0 1.3 1.8 1.5 11.6 1.9 2.6
2001 ...l 1.8 2.9 2.4 2.5 5.8 3.9 1.6 2.4 2.7
1999-Jan. .......... 15 2.6 2.0 1.6 1.8 1.6 -4.6 1.9 1.5
Feb........... 1.3 2.5 1.9 1.5 2.0 1.7 -3.9 1.8 1.4

Mar. .......... 1.3 2.4 1.8 0.6 2.1 1.3 -3.1 1.6 1.4

Apr. ... 1.2 2.5 1.8 0.6 2.1 1.3 -1.4 1.6 1.3

May .......... 1.2 2.5 1.9 0.4 2.0 1.1 -0.5 1.7 1.5

June ......... 1.2 25 1.8 0.5 1.5 0.9 -0.5 1.6 1.4

July ........ .. 1.4 2.6 2.0 0.9 0.8 0.9 1.3 1.8 1.7
Aug........... 1.3 2.5 1.9 0.8 0.5 0.8 1.9 1.8 1.6

Sept. ......... 1.3 2.5 1.9 1.0 0.2 0.7 4.8 1.8 1.9

Oct. .......... 1.6 25 2.1 1.1 0.1 0.7 5.2 1.9 1.9

Nov. .......... 1.6 2.4 2.0 1.1 0.2 0.8 6.1 1.9 2.0
Dec........... 1.6 2.3 1.9 1.2 0.1 0.7 8.0 1.8 2.1
2000-Jan. .......... 15 2.4 1.9 1.3 -0.1 0.7 9.6 1.8 2.2
Feb........... 15 2.6 2.0 1.3 0.2 0.8 10.0 1.9 2.4

Mar. .......... 15 2.6 2.0 1.3 0.3 0.9 12.7 1.9 2.6

Apr. ... 1.6 2.3 2.0 1.3 0.9 1.1 9.8 1.9 2.4

May .......... 1.7 2.3 2.0 1.4 1.3 1.3 11.2 1.9 2.5

June ......... 1.8 2.4 2.1 1.5 1.7 1.5 13.1 2.0 2.7

July ... 1.7 2.3 2.0 1.1 2.2 1.6 13.1 1.9 2.6
Aug........... 1.7 2.4 2.1 1.2 25 1.7 12.1 1.9 2.6

Sept. ......... 1.8 2.1 2.0 1.2 2.9 1.9 12.6 1.9 2.6

Oct. .......... 1.8 2.2 2.0 1.3 3.0 2.0 11.9 1.9 2.7

Nov. .......... 2.0 2.2 2.1 1.4 3.1 2.1 13.0 2.0 2.9
Dec........... 2.0 2.3 2.2 1.3 3.9 2.4 104 2.1 2.8
2001-Jan. .......... 1.8 25 2.2 1.5 4.3 2.7 9.2 2.1 2.7
Feb........... 1.8 2.4 2.1 1.6 5.2 3.1 8.0 2.0 2.7

Mar. .......... 1.9 2.5 2.2 1.6 5.1 3.1 5.4 2.1 2.6

Apr. .......... 2.0 3.0 2.5 2.5 4.9 3.5 6.7 2.5 3.0

May .......... 1.9 3.0 2.5 2.6 55 3.8 4.8 2.5 2.9

June ......... 1.8 2.9 2.4 2.7 6.2 4.2 3.7 2.4 2.9

July .......... 1.8 3.1 2.5 2.8 6.8 4.5 0.5 2.5 2.8
Aug........... 1.8 3.1 2.5 2.9 6.7 4.5 -0.3 2.5 2.8
Sept.......... 1.9 3.2 2.6 2.9 6.3 4.4 -3.0 2.6 2.6

Oct. .......... 1.8 3.2 2.5 2.9 6.3 4.3 -35 2.6 2.5

Nov. .......... 1.7 3.2 2.5 2.9 6.2 4.3 -5.1 2.5 2.3
Dec........... 1.7 3.4 2.5 3.0 5.8 4.2 -5.0 2.6 2.3
2002-Jan. .......... 1.6 3.3 2.5 2.9 7.1 4.6 -4.7 2.5 2.4
Feb. .......... 2.7 3.3 3.0 2.8 5.9 4.1 -4.3 29 2.7

Mar. .......... 2.5 3.3 29 2.8 5.6 4.0 -4.3 2.9 2.5

Apr. ... 25 3.1 2.8 1.8 6.2 3.7 -3.4 2.7 25

Source: Eurostat.

(1) Chain indices, 1996=100 up to December 2001; 2001=100 from January 2002. Istat changes the weights every year on the basis of estimates of households’ final consumption in the previous
year. The weights shown in the table are those for January 2002. — (2) From January 2002, calculated with reference to the indices compiled using the new treatment of price reductions introduced
in that month by Istat in accordance with Commission Regulation (EC) no. 2602/2000.
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EURO AREA: HARMONIZED INDEX OF CONSUMER PRICES (1)
(percentage changes on corresponding period) (2)

Table al0

Non-food Total net of food Food products Total net
non-a::r?ergy Services and energy ;23[%{5 of uf';’;zjogizsw Overall index
products products Processed Unprocessed energy products
Weights 32.0 38.9 70.8 12.3 8.1 20.4 8.7 83.2 100.0
1999 .. ...l 0.7 1.6 1.1 1.0 0.1 0.6 2.3 1.1 11
2000 . .........ne 0.8 1.7 1.3 1.2 1.7 1.4 13.4 1.3 2.4
2001 ... 15 2.5 2.1 29 7.2 4.6 2.8 2.2 2.7
1999 -Jan. ......... 0.9 1.7 1.4 1.3 1.2 13 —4.5 1.4 0.9
Feb. ......... 0.9 1.7 1.3 1.3 1.6 1.4 —4.4 1.3 0.8
Mar. ......... 0.8 1.8 1.3 1.2 1.9 15 -2.9 1.3 1.0
Apr. ......... 0.7 1.7 1.2 1.2 1.2 1.2 0.2 1.2 11
May ......... 0.6 1.6 1.1 0.8 0.5 0.7 0.4 1.1 1.0
June ........ 0.6 15 1.1 0.8 -0.6 0.2 1.3 1.0 1.0
July ......... 0.6 1.6 1.1 0.8 -1.3 .. 3.1 1.1 11
Aug.......... 0.6 15 1.1 0.8 -1.6 -0.2 4.9 1.0 1.1
Sept. ........ 0.5 14 1.0 0.7 -1.1 .. 6.2 0.9 13
Oct. ......... 0.6 1.3 0.9 0.9 -0.3 0.5 6.4 0.9 1.4
Nov. ......... 0.7 15 1.0 1.0 -0.2 0.5 7.3 1.0 15
Dec. ........ 0.7 1.6 1.1 1.1 -0.2 0.6 10.2 1.1 1.7
2000-Jan. ......... 0.7 1.7 1.1 1.1 -0.6 04 12.2 1.1 1.9
Feb. ......... 0.6 1.6 1.1 1.1 . 0.6 13.6 1.1 21
Mar. ......... 0.7 1.6 1.1 1.0 -0.5 0.4 154 1.1 2.2
Apr. ... 0.7 1.8 1.2 1.0 0.2 0.6 10.3 1.2 1.9
May ......... 0.7 1.6 1.1 1.1 0.5 0.8 12.1 1.1 1.9
June ........ 0.8 1.7 1.2 1.1 1.4 1.2 14.6 1.2 2.4
July ......... 0.6 1.7 1.2 1.0 2.6 1.6 135 1.2 2.4
Aug.......... 0.8 1.8 1.3 1.2 34 2.0 11.9 1.3 2.4
Sept. ........ 1.0 1.8 1.4 1.3 3.3 2.1 15.6 1.4 2.8
Oct. ......... 1.0 1.9 15 1.3 3.2 2.0 14.8 1.4 2.7
Nov. ......... 1.1 1.9 1.5 1.5 34 2.2 15.4 1.5 29
Dec. ........ 1.2 1.8 1.5 1.4 3.7 2.4 11.4 1.5 2.6
2001 -Jan. ......... 11 2.2 1.7 1.6 4.4 2.7 7.9 1.7 2.5
Feb. ......... 1.2 2.3 1.8 21 4.6 3.0 8.3 1.8 2.6
Mar. ......... 1.3 2.3 1.8 2.2 6.5 3.9 5.6 1.9 2.6
Apr. ......... 1.4 2.4 2.0 2.6 7.1 4.3 7.9 2.0 3.0
May ......... 1.6 25 21 2.8 9.0 5.2 8.5 2.2 3.4
June ........ 15 2.6 2.1 3.1 9.1 5.4 54 2.2 3.1
July ......... 15 2.6 2.1 3.3 8.8 55 2.9 2.3 2.8
Aug.......... 1.6 2.6 2.1 3.4 7.8 5.2 21 2.3 2.8
Sept. ........ 1.6 2.7 2.2 35 7.8 5.2 -1.3 2.4 2.5
Oct. ......... 1.6 2.8 23 3.6 7.8 5.2 2.7 25 2.4
Nov. ......... 15 2.8 2.2 35 6.5 4.7 -5.0 2.4 2.0
Dec. ........ 1.6 2.8 2.3 3.6 6.6 4.7 —4.6 2.5 2.1
2002 -Jan. ......... 1.7 3.0 2.4 3.8 8.4 5.6 -1.7 2.6 2.7
Feb. ......... 1.9 3.0 2.5 3.3 7.1 4.8 -2.8 2.6 2.5
Mar. ......... 1.8 3.2 25 3.3 55 4.2 -1.5 2.6 25
Apr. ......... 1.8 3.0 2.4 3.2 4.1 3.6 -0.5 2.6 2.4

Source: Eurostat.

(1) Weighted average of the indices of the euro-area countries (including Greece for the period prior to January 2001). The weights shown in the table are those for January 2002. — (2) From
January 2002, calculated with reference to the indices compiled using the new treatment of price reductions introduced in that month by Istat in accordance with Commission Regulation (EC)

no. 2602/2000.
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Tableall

ITALY: INDEX OF THE PRODUCER PRICESOF MANUFACTURES SOLD IN THE DOMESTIC MARKET (1)
(percentage changes on corresponding period)

Consumer goods (2)

Non-food products

Intermediate goods

Overall index net of

motor vehicles
Weights 20.5 18.5 145 9.5 41.0 145 71.0 100.0
1998 ....... ... 16 15 1.8 1.8 0.2 -5.1 0.8 0.1
1999 ... 13 13 -0.1 1.0 -11 -1.0 -0.1 -0.3
2000............. 1.9 2.0 1.3 11 4.6 24.2 3.3 6.0
2001 ............ 2.2 2.2 2.8 1.2 13 2.7 16 19
1999 -Jan. ....... 16 16 0.7 15 -2.1 -9.3 -0.5 -1.6
Feb........ 1.6 1.6 0.8 1.2 -2.5 -8.8 -0.8 -1.8
Mar. ....... 14 14 0.1 11 =2.7 -8.0 -1.0 -1.8
Apr. ....... 13 13 -0.3 11 -2.6 -6.7 -0.9 -1.6
May ....... 1.0 1.0 -0.6 1.0 -2.3 -5.9 -0.8 -14
June ...... 1.0 10 -0.8 1.0 -2.1 -5.1 -0.7 -14
July ....... 1.0 10 -0.3 0.9 =17 -1.3 -0.5 -0.6
Aug........ 10 12 -0.1 0.8 -0.9 0.7 -0.1 0.0
Sept. ...... 1.2 14 -0.4 0.7 -0.3 5.0 0.3 0.8
Oct. ....... 1.3 14 -0.1 0.7 0.8 6.5 1.0 1.6
Nov. ....... 13 13 0.2 0.7 12 10.2 11 2.2
Dec. ...... 14 14 0.1 0.7 1.7 13.0 15 2.8
2000 -Jan. ....... 13 13 0.4 0.9 2.6 17.2 2.0 3.8
Feb........ 15 15 0.4 11 3.2 20.5 24 4.6
Mar. ....... 15 15 0.8 11 3.8 24.4 2.7 55
Apr. ....... 16 16 15 1.0 4.6 211 3.2 5.4
May ....... 2.0 19 2.0 11 5.2 25.3 3.6 6.4
June ...... 21 21 1.8 1.2 55 275 3.8 6.9
July ....... 2.2 2.3 11 1.2 5.5 26.6 3.9 6.7
Aug........ 2.3 2.4 1.0 11 5.3 24.7 3.8 6.5
Sept. ...... 2.2 2.2 1.4 1.2 53 26.2 3.8 6.7
Oct. ....... 21 21 13 11 4.9 27.5 3.5 6.8
Nov. ....... 2.2 2.2 14 1.2 4.8 26.3 35 6.7
Dec. ...... 2.3 2.4 2.2 1.2 4.6 22.6 3.4 6.2
2001 -Jan. ....... 2.3 2.4 21 1.2 3.9 18.4 3.1 5.4
Feb........ 25 25 2.9 13 35 15.8 2.9 5.0
Mar. ....... 25 2.6 24 1.2 3.2 1.9 2.8 4.2
Apr. ....... 25 25 3.0 14 25 14.0 2.3 4.3
May ....... 2.3 2.4 25 13 18 8.3 19 2.9
June ...... 2.4 2.4 2.9 1.2 13 4.8 16 24
July ....... 2.3 2.3 3.0 1.2 1.0 0.1 14 13
Aug........ 21 21 3.1 1.2 0.7 -0.3 11 12
Sept. ...... 21 2.1 3.1 1.2 0.3 -4.1 0.9 0.4
Oct. ....... 21 21 3.1 13 -0.2 -8.0 0.7 -0.6
Nov. ....... 18 18 3.0 11 -0.7 -10.7 0.3 -1.3
Dec. ...... 1.9 18 2.2 1.2 -0.9 -10.1 0.2 -1.3
2002 -Jan. ....... 24 2.3 21 11 -0.8 -9.6 0.4 -1.2
Feb........ 21 2.2 11 0.9 -0.9 -9.8 0.3 -14
Mar. ....... 2.2 2.2 1.3 11 -0.9 -9.6 0.3 -1.3

Source: Istat.

(1) Classification of goods by economic purpose, 1995=100; Istat data. The weights shown in the table are those for 1995. — (2) The item does not include energy products.
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Tableal2
EURO AREA AND MAJOR COUNTRIES: INDEX OF THE PRODUCER PRICES
OF MANUFACTURES SOLD IN THE DOMESTIC MARKET
(percentage changes on corresponding period)

GERMANY FRANCE (2)
Consumergoous | T PO Overalnexnet || COTAmErgo0ds | IS foverindocper |
products (2) Ngz}-szgtrsgy ;gs;%{s energy products products (3) N;p(;slr]strsgy pfgslzl‘gs energy products
Weights (1) (15.2) (31.2) (18.1) (69.7) (100.0) (15.7) (28.5) (16.3) (65.0) (100.0)
2000 ............ 0.8 3.6 9.9 2.1 3.3 0.6 4.6 25.4 1.1 55
2001 ............ 1.6 0.7 9.0 1.3 3.0 1.4 2.0 -3.2 1.8 1.3
2000— July ...... 0.9 4.2 9.1 2.4 3.3 0.5 54 24.6 1.4 5.7
Aug....... 0.8 4.4 9.7 2.4 3.5 0.7 5.6 23.5 1.6 5.7
Sept. ..... 1.0 4.5 13.2 2.6 4.3 0.7 55 28.6 1.6 6.7
Oct. ...... 0.6 4.1 15.6 2.4 4.6 1.2 53 29.5 1.4 6.8
Nov. ...... 0.7 3.9 15.7 2.3 4.7 1.7 5.1 24.7 1.6 6.3
Dec....... 0.7 3.7 12.3 2.3 4.2 1.4 5.1 135 2.1 4.7
2001 - Jan. ...... 1.0 3.5 14.3 2.2 4.6 1.3 4.9 7.7 2.4 3.9
Feb. ...... 1.1 3.1 15.0 2.2 4.7 1.6 4.5 6.1 2.5 3.6
Mar. ...... 1.8 2.5 15.7 2.2 4.9 1.8 4.0 2.4 2.4 3.0
Apr. ...... 1.5 1.8 16.6 2.0 5.0 1.8 3.2 4.4 1.8 3.1
May ..... 1.6 1.3 15.6 1.6 4.6 1.8 2.5 4.1 1.5 2.8
June ..... 2.0 1.0 14.2 1.7 4.3 15 2.1 1.8 1.6 2.3
July ...... 1.7 0.2 9.9 1.1 3.1 1.4 1.4 2.2 1.6 1.3
Aug....... 1.6 -0.2 8.4 1.0 2.7 1.6 1.1 -4.2 1.6 1.0
Sept. ..... 1.6 -0.7 5.9 0.5 1.9 1.2 0.8 -8.7 1.5 -0.3
Oct. ...... 2.1 -1.0 -0.5 0.4 0.6 1.3 0.2 -13.8 1.6 -1.5
Nov. ...... 1.8 -1.1 -2.3 0.3 0.1 1.0 .. -16.9 1.9 2.2
Dec....... 1.7 -1.3 -1.1 0.1 0.1 1.0 -0.4 -13.0 1.3 -15
2002 - Jan. ...... 25 -1.6 -2.2 0.1 -0.1 0.4 -1.0 -8.1 0.7 -1.0
Feb....... 2.3 -1.8 -2.6 0.1 -0.3 0.2 -1.3 -7.9 0.2 -1.3
Mar. ...... 1.8 -1.6 -14 0.1 -0.2 .. -1.1 -3.9 0.1 -0.8
SPAIN EURO (3)
Weights (1) (18.6) | (33.8) | (14.1) | (67.6) | (100.0) (15.9) | (31.7) | (16.8) | (66.8) | (100.0)
2000 ............ 1.7 | 6.9 ! 22.7 ! 3.3 ! 5.4 1.4 ! 5.0 ! 19.2 ! 3.0 | 55
2001 ............ 3.1 1.4 -2.0 1.9 1.7 2.1 1.1 2.7 1.6 2.1
2000 — July ...... 1.4 7.1 23.1 3.4 5.4 1.4 5.7 19.3 3.3 5.7
Aug....... 1.7 6.9 20.3 3.5 5.1 15 5.8 18.3 35 5.7
Sept. ..... 1.9 6.9 23.7 3.4 5.5 1.6 59 22.1 35 6.4
Oct. ...... 2.4 6.8 25.5 3.3 6.0 1.9 55 23.7 3.5 6.7
Nov. ...... 2.2 6.3 23.0 3.3 5.7 1.7 53 21.7 3.3 6.5
Dec....... 2.4 5.9 16.5 3.4 5.0 1.7 5.1 15.7 3.2 55
2001 - Jan. ...... 2.6 5.1 8.6 3.3 3.9 1.7 4.5 12.5 3.1 4.9
Feb. ...... 3.0 4.8 5.7 3.2 3.6 2.0 4.0 11.3 2.9 4.6
Mar. ...... 34 4.1 2.7 3.1 3.2 2.4 3.4 9.2 2.8 4.2
Apr. ...... 3.6 29 3.6 2.4 2.8 2.4 25 10.6 2.3 4.2
May ...... 3.6 2.2 4.0 2.1 2.7 2.4 1.8 9.1 1.9 3.6
June ..... 3.6 15 2.2 1.8 2.4 2.5 1.4 6.8 1.8 3.1
July ...... 3.7 1.0 -0.1 1.7 2.0 2.2 0.6 2.8 1.4 2.1
Aug....... 3.3 0.4 -2.4 1.4 1.6 2.0 0.1 1.4 1.1 1.6
Sept. ..... 3.0 -0.2 -7.0 1.3 0.6 1.9 -0.4 -2.3 0.8 0.6
Oct. ...... 2.7 -1.1 -11.4 1.0 -0.4 1.7 -1.0 -7.3 0.4 -0.7
Nov. ...... 2.6 -15 -13.4 0.8 -0.8 1.8 -1.3 -9.5 0.3 -1.3
Dec....... 2.6 -2.0 -11.8 0.4 -0.9 1.8 -1.5 —7.6 0.1 -1.1
2002- Jan. ...... 2.6 -1.8 -5.4 0.3 0.1 2.2 -1.7 -5.5 .. -0.8
Feb. ...... 2.4 -2.2 -4.8 0.2 -0.2 2.1 -1.7 -5.7 -0.1 -1.1
Mar. ...... 2.0 -2.0 -3.2 0.1 .. 1.9 -1.7 -4.1 -0.1 -0.8

Source: Based on Eurostat data.
(1) 1995=100. — (2) The item does not include energy products. — (3) GDP-weighted average for the 12 euro-area countries.
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Tableal3

ITALY: BALANCE OF PAYMENTS
(balancesin billions of lire and millions of euros)

1997 1998 1999 2000 2001
lire euros lire euros lire euros
[

Currentaccount ............... 56,813 39,585 14,894 7,692 -12,209 -6,305 -345 -178
Goods ... 68,102 63,091 42,683 22,044 20,075 10,368 34,417 17,775
Credits.................... 409,126 426,181 428,853 221,484 505,184 260,906 524,491 270,877
Debits .................... 341,024 363,089 386,170 199,440 485,109 250,538 490,074 253,102
Services .........oiiiiii.. 13,255 8,493 2,178 1,125 2,260 1,167 654 338
Credits.................... 105,518 111,145 107,089 55,307 119,041 61,479 124,812 64,460
Debits .................... 92,263 102,652 104,911 54,182 116,781 60,312 124,158 64,122
Income ..................... -17,446 -19,109 -20,122 -10,392 -25,363 -13,099 -22,412 -11,575
Credits.................... 72,394 77,138 84,195 43,483 81,118 41,894 83,633 43,193
Debits .................... 89,840 96,247 104,317 53,875 106,481 54,993 106,044 54,767
Transfers . ................... —7,098 -12,891 -9,846 -5,085 -9,181 —4,742 -13,005 -6,716
EU institutions ............. -5,088 —11,502 -9,071 —-4,685 -9,497 —4,905 -11,253 -5,812
Capital account ............... 5,658 4,355 5,400 2,789 6,187 3,195 1,817 938
Intangible assets ............. 180 -234 -6 -3 -139 =72 -602 =311
Transfers . ................... 5,478 4,589 5,406 2,792 6,326 3,267 2,418 1,249
EU institutions ............. 6,320 5,320 6,198 3,201 7,018 3,624 3,385 1,748
Financial account ............. -35,393 2,482 -17,169 -8,867 8,301 4,287 -5,594 -2,889
Directinvestment ............. -12,400 -20,486 345 178 2,225 1,149 —14,284 -7,377
Abroad ................... -20,850 -27,917 -12,216 -6,309 -25,884 -13,368 -46,461 -23,995
Inltaly .................... 8,450 7,431 12,561 6,487 28,109 14,517 32,177 16,618
Portfolio investment . .......... 33,248 13,699 —45,763 —23,635 -50,837 —26,255 —14,793 —7,640
ASSets .......... ... -91,251  -167,129  -235,243 121,493 -167,178 -86,340 —77,586 -40,070
Liabilities . ................. 124,498 180,828 189,480 97,858 116,341 60,085 62,793 32,430
Financial derivatives .......... -3,158 -1,475 3,419 1,766 4,843 2,501 -924 -477
Otherinvestment ............. -30,314 -26,231 11,085 5,725 57,991 29,950 23,470 12,121
ASSEtS ... -59,476 -58,501 —60,936 -31,471 1,911 987 2,970 1,534
Liabilities .................. 29,162 32,270 72,022 37,196 56,080 28,963 20,499 10,587
Change in official reserves . .. .. —22,769 36,975 13,746 7,099 -5,921 -3,058 937 484
Errors and omissions .......... -27,078 -46,422 -3,125 -1,614 -2,279 -1,177 4,122 2,129
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ITALY’ SEXTERNAL POSITION

(billions of lire and millions of euros)

Table al4

1995

1996

1997

1998

1999

2000

2001

lire

euros

lire

euros

lire

euros

Portfolio investment
Other investment ......
Financial derivatives ...

Centralbank ...........
Direct investment ......
Portfolio investment
Other investment ......
Financial derivatives ...

Gold ..............

LIABILITIES .............

Non-bank sectors ......
Direct investment .......
Real estate ..........

Loans .................

Portfolio investment
Other investment ......
Financial derivatives ...

Centralbank ...........
Direct investment ......
Portfolio investment . . ..
Other investment ......

OVERALL NET POSITION

947,363 1,113,396 1,424,609

594,340
168,492
9,211
159,281
290,967
55,781
79,100

257,430

1,031,883

661,801
103,561
3,002
100,559
374,653
291,486
10,355
108,221
95,673
77,237
136,128
47,459

365,965

4,117

—84,520

676,489
179,598
8,803
170,795
343,532
72,860
80,499

328,344

108,563

939,566
232,839

9,840
222,999
453,631

248,744
4,352
349,235
12,650
27,115
308,620
850

135,808

190
135,618
37,578

1,167,314 1,424,751

786,231
114,242
3,244
110,998
510,327
397,937
24,169
189,851
101,782
82,135
119,012
42,650

379,171

1,912

-53,918

1,003,695
149,454
3,541
145,913
677,971
515,914
32,255
283,139
109,234
91,286

173,387
2,883
420,748
900
3,362
415,553
933

308
308
-142

1,657,289

1,194,543
277,466
10,350
267,116
639,747

273,974
3,356
372,095
15,064
51,439
303,323
2,269

90,651
7

525
1,480
88,639
39,814

1,688,606

1,243,937
178,662
3,807
174,855
894,674
675,718
85,590
317,309
176,879
95,940

168,042
2,559
444,576
1,231
3,201
437,614
2,529

93
93
-31,317

2,124,205

1,645,623
330,831
11,823
319,008
985,322

326,807
2,663
357,730
19,667
67,669
267,368
3,026

120,852
8

1,118
32,400
87,326
44,099

2,021,337

1,498,361
208,209
4,419
203,790
1,048,115
822,750
125,605
406,655
185,042
105,448

238,843
3,194
480,667
1,297
10,518
465,795
3,057

42,309
42,309
102,868

1,097,059 2,363,354 1,220,570 2,328,472 1,202,555

849,893
170,860

6,106
164,754
508,876

168,782
1,375
184,752
10,157
34,948
138,084
1,563

62,414
4

577
16,733
45,100
22,775

1,043,934

773,839
107,531
2,282
105,249
541,306
424,915
64,870
210,020
95,566
54,459

123,352
1,650
248,244
670
5,432
240,563
1,579

21,851
21,851
53,125

1,850,140
346,492
12,938
333,554
1,157,636

341,357
4,655
393,876
28,639
70,283
292,257
2,697

119,338
8

1,384
20,424
97,522
44,724

2,266,250

1,651,573
234,225
5,733
228,492
1,161,168
910,722
118,827
499,546
160,224
132,125

252,505
3,675
579,789
1,015
25,431
551,523
1,820

34,888
34,888
97,104

955,517
178,948

6,682
172,266
597,869

176,296
2,404
203,420
14,791
36,298
150,938
1,393

61,633
4

715
10,548
50,366
23,098

1,170,420

852,966
120,967
2,961
118,006
599,693
470,349
61,369
257,994
82,749
68,237

130,408
1,898
299,436
524
13,134
284,838
940

18,018
18,018
50,150

1,814,861
371,049
14,503
356,546
1,126,421

310,858
6,533
364,981
29,635
70,776
261,602
2,970

148,630
10
1,766
45,322
101,532
47,888

2,301,709

1,689,478
235,646
6,291
229,355
1,202,584
939,526
108,042
549,320
126,503
155,661

244,295
6,953
607,404
1,466
29,871
573,024
3,044

4,827
4,827
26,763

937,297
191,631

7,490
184,141
581,748

160,545
3,374
188,497
15,305
36,553
135,106
1,534

76,761
5

912
23,407
52,437
24,732

1,188,733

872,543
121,701
3,249
118,452
621,083
485,225
55,799
283,700
65,333
80,392

126,168
3,591
313,698
757
15,427
295,942
1,572

2,493
2,493
13,822
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CONSOLIDATED ACCOUNTS OF GENERAL GOVERNMENT (1)
(billions of lire and millions of euros)

Table al5

1994 1995

1996

1997

1998 1999

2000

2001

lire euros lire euros lire euros
Revenue
Directtaxes ................ 245,872 263,494 290,923 318,582 299,065 322,015 166,307 330,018 170,440 355,979 183,848
Indirecttaxes ............... 195,153 215,935 224,852 247,286 318,311 324,321 167,498 339,157 175,160 342,182 176,722
Actual social security
contributions ............. 217,766 232,928 278,359 296,935 258,978 265,894 137,323 279,208 144,199 291,670 150,635
Imputed social security
contributions ............. 30,777 30,881 7,807 7,696 7,670 7,369 3,806 7,503 3,875 7,520 3,884
Income from capital ......... 7,265 10,921 11,728 12,252 10,440 13,870 7,163 10,841 5,599 11,802 6,095
Other ...................... 41,253 44,973 49,145 51,994 56,587 57,106 29,493 58,572 30,250 63,461 32,775
Total current revenue .... 738,086 799,132 862,814 934,745 951,051 990,575 511,590 1,025,299 529,523 1,072,614 553,959
Capital account revenue .. ... 6,779 15,336 8,259 19,595 14,274 10,793 5,574 9,885 5,105 6,281 3,244
Total revenue 744,865 814,468 871,073 954,340 965,325 1,001,368 517,164 1,035,184 534,628 1,078,895 557,203
as a percentage of GDP .. 45.1 45.6 45.8 48.0 46.5 46.7 45.9 45.8
Expenditure
Compensation of employees .. 196,521 200,521 218,559 230,627 221,606 227,974 117,739 237,793 122,810 249,833 129,028
Intermediate consumption .... 85,272 85,329 90,920 93,860 99,298 106,324 54,912 114,774 59,276 119,507 61,720
Socialassistance benefitsinkind
(market purchases) ........ 35,962 35,633 37,988 40,816 43,078 45,5547 23,523 50,207 25,930 55,162 28,489
Social assistance benefits
incash .................. 285,656 298,752 320,665 344,212 352,196 367,891 190,000 378,239 195,344 392,536 202,728
Subsidies to firms ........... 28,201 26,256 28,251 24,286 27,921 26,492 13,682 26,959 13,923 27,011 13,950
Interest payments ........... 189,212 205,991 218,701 186,086 166,541 144,899 74,834 145,733 75,265 149,308 77,111
Other ..................o.0. 16,169 14,697 18,750 18,729 33,101 34,076 17,599 36,565 18,884 38,785 20,031
Total current expenditure 836,993 867,179 933,834 938,616 943,741 953,203 492,289 990,270 511,432 1,032,142 533,057
Gross investment ........... 37,385 38,109 42,111 44,255 49,421 52,390 27,057 54,256 28,021 52,516 27,122
Investmentgrants ........... 20,621 22,770 23,040 17,419 22,077 25,450 13,144 25,346 13,090 30,219 15,607
Other(2) ................... 3,547 22,106 7,135 7,729 8,558 7,921 4,091 -22,561 -11,652 -1,876 -969
Total capital account
expenditure (2)........... 61,553 82,985 72,286 69,403 80,056 85,761 44,292 57,041 29,459 80,859 41,760
Total expenditure (2) 898,546 950,164 1,006,120 1,008,019 1,023,797 1,038,964 536,581 1,047,311 540,891 1,113,001 574,817
as a percentage of GDP .. 54.3 53.2 52.9 50.7 49.3 48.4 46.4 47.2
Deficit on current account .. 98,907 68,047 71,020 3,871 -7,310 -37,372 -19,301 -35,029 -18,091 -40,472 -20,902
Net borrowing (3) .......... 153,681 135,696 135,047 53,679 58,472 37,596 19,417 12,127 6,263 34,106 17,614
as a percentage of GDP .. 9.3 7.6 7.1 2.7 2.8 1.8 0.5 1.4

Source: Based on Istat data.

(1) Rounding and euro/lira conversions may cause discrepancies. — (2) The figures for 2000 include the proceeds of the sale of UMTS licences with a negative sign (1.2 per cent of GDP). —

(3) The figures for 2000 include the proceeds of the sale of UMTS licences.
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FINANCING OF THE GENERAL GOVERNMENT BORROWING REQUIREMENT (1)
(billions of lire and millions of euros)

Table al6

1994 |

1995

1996 |

1997

| 1998 |

1999

2000

2001

lire

euros

lire euros

lire euros

Medium and long-term
securities

of which:
floating rate
issued abroad

Short-term securities
of which:
issued abroad

Post Office deposits
of which:

Post Office savings
certificates

savings books
currentaccounts ........

Lending by banks
of which:
resident banks
non-resident banks

Other debt
of which:
towards Bank of Italy .. ..

Claims on Bank of ltaly ....

TOTAL BORROWING
REQUIREMENT

as a percentage of GDP .
Settlements of past debts (2)

Privatization receipts (2) ...

Borrowing requirement net
of settlements of pastdebts
and privatization receipts

Memorandum items:

debts of other entities
serviced by the
government

change in bank deposits .

Central government
borrowing requirement . ..

of which:
securities
bank lending
other

Local authority borrowing
requirement

of which:
securities
bank lending
other

Social security institution
borrowing requirement . ..

232,570

37,386
7,928

11,311

21,738

14,891
7,276
—429

6,940
5,326
1,615
—78,440

—78,473
—33,247

160,873
9.7

9,342
-5,919

157,450

111
—641

174,180
243,884

20,181
—89,885

-12,554

—753

104,482

-25,971
14,582

-857

15,790

10,718
5,806
—733

17,901

6,902
10,999

203

-9
-8,430

129,090
7.2

4,085
-8,354

133,359

1,108
1,182

128,618
103,626
17,388
7,604
258

-1

299
-41

215

140,673

31,404
14,245

-27,174

12,798

12,733
1,606
-1,541

-1,490
—2,738

1,248
100

17,725

142,633
7.5

13,502
—6,226

135,357

690
2,835

143,193
112,994
—467
30,666

-532

107,135 82,919 44,501

9,058
6,556

-81,771

11,641

7,183
5,519
-1,062

4,050

3,271
778

90

—2,538

38,607
19

—409
-21,179

60,195

—6,500
—938

32,040
23,585
—795
9,250
6,577
1,779
4,854
-56

-10

-39,142
1,668

-35,371

6,400

5,020
7,483
—6,104

-17,471

-3,677
-13,793

490

133
15,829

52,797
2.5

4,770
-15,277

63,305

-10,997
1,295

51,100
45,863
-17,530
22,767
1,869
1,685
231

—47

-171

22,983
-52,157 -26,937
-5331 2,753
-34,235 -17,681
713 368
17,418 8,996
6,790 3,507
10,706 5,529
—78 -40
1,710 883
3,435 1,774
-1,725 -891
390 201
-730 =377
-13,276 —6,856
16,508 8,526
0.8
12,118 6,259

—43,839 -22,641

48,229 24,908
-2,213 1,143
5,357 2,766
4,884 2,522
5,891 3,042
-5,539 -2,861
4,532 2,341
11,753 6,070
4,375 2,259
7,379 3,811
-129 —67

67,618 34,922
-14,680 —7,582
31,126 16,075
-34,278 -17,703
—458 -237
9,023 4,660
4,599 2,375
4,424 2,285
-11,950 6,172
-5,056 -2,611
-6,894 3,560
1,042 538
-2,718 -1,403
18,581 9,596

50,036 25,841
2.2

8,904 4,599
—29,915 -15,450

71,047 36,693
—4,449 2,298
70 36
38,111 19,683
28,328 14,630
-18,863 9,742
28,646 14,795
11,924 6,158
5,012 2,588
6,912 3,570
1 1

46,815 24,178
-19,296 9,966
19,901 10,278
22,256 11,494
390 202
21,143 10,919
8,000 4,132
13,143 6,788
-7,491 3,869
—-4,930 -2,546
-2,560 -1,322
4,015 2,074
-101 -52
—7,737 3,996

79,001 40,801

3.4

19,925 10,290
-8,383 4,329
67,459 34,840
—7,953 4,107
-1,210 —625
75,586 39,037
65,481 33,818
-7,316 3,778
17,421 8,997
3,338 1,724
3,590 1,854
—252 -130
77 40

(1) Rounding and euro/lira conversions may cause discrepancies. — (2) The figures refer to the state sector.
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Tableal?
GENERAL GOVERNMENT DEBT:
BREAKDOWN BY HOLDING SECTOR (1)
(face valuein billions of lire and millions of euros)

1994 I 1995 | 1996 1997 | 1998 | 1999 2000 2001
lire euros lire euros lire euros
I I I I I
Medium and long-term

securities ......... 1,363,792 1,487,329 1,626,823 1,746,749 1,820,830 1,875,304 968,514 1,946,127 1,005,091 1,989,090 1,027,279
held by:
Bank of Italy ..... 186,333 197,841 166,478 137,709 120,169 112,113 57,902 120,669 62,320 124,470 64,283
banks ........... 265,089 264,587 282,667 265,120 243,980 275,236 142,147 233,580 120,634 208,033 107,440
other residents ... 631,122 716,661 799,245 877,622 902,432 795,350 410,764 817,467 422,187 849,617 438,790
non-residents . ... 281,249 308,239 378,432 466,298 554,249 692,605 357,700 774,410 399,950 806,971 416,766

Short-term securities 411,322 410,471 383,297 301,526 266,157 231,921 119,777 197,643 102,074 219,902 113,570

held by:

Bank of Italy .. ... 14,306 3,327 1,698 14,331 230 - - 150 78 - -
banks ........... 73,101 48,506 56,256 33,519 46,552 34,309 17,719 15,574 8,043 23,669 12,224
other residents ... 318,347 347,913 300,653 220,819 132,953 70,430 36,374 55507 28,667 80,749 41,703
non-residents .. .. 5,568 10,725 24,690 32,858 86,423 127,182 65,684 126,412 65,286 115,485 59,643

Post Office deposits . 135,968 151,759 164,557 176,198 182,598 200,016 103,300 209,040 107,960 230,183 118,879

Lending by banks ... 138,319 156,450 152,450 157,343 140,372 142,531 73,611 130,776 67,540 123,877 63,977
of which:
resident banks ... 115,103 122,005 119,267 122,538 118,861 122,295 63,160 117,239 60,549 112,309 58,003

non-resident banks 23,216 34,445 33,183 34,805 21,511 20,236 10,451 13,537 6,991 11,568 5,975

Other liabilities
towards Bank of Italy 2,902 2,893 2,842 2,794 2,927 2,894 1,495 171 89 68 35

Other domestic debt 3,632 3,844 3,995 4,133 4,490 5,610 2,897 9,369 4,839 13,486 6,965

General government

debt(2) ........... 2,055,935 2,212,746 2,333,964 2,388,743 2,417,374 2,458,276 1,269,594 2,493,127 1,287,593 2,576,605 1,330,705
as a percentage of

GDP ............ 124.3 123.8 122.7 120.2 116.4 114.5 110.5 109.4

held by:

Bank of ltaly .. ... 203,541 204,061 171,018 154,834 123,326 115,007 59,396 120,991 62,486 124,537 64,318
banks ........... 453,292 435,098 458,190 421,177 409,393 431,841 223,027 366,393 189,226 344,010 177,666
other residents ... 1,089,069 1,220,177 1,268,450 1,278,771 1,222,472 1,071,406 553,335 1,091,384 563,653 1,174,034 606,338
non-residents . ... 310,033 353,410 436,305 533,961 662,183 840,022 433,835 914,359 472,227 934,024 482,383

Memorandum item:
debt issued abroad . 96,106 119,473 126,752 143,064 130,442 136,959 70,733 163,382 84,380 182,106 94,050

(1) Rounding and euro/lira conversions may cause discrepancies. — (2) In accordance with the criteria laid down in Council Regulation (EC) No. 3605/93.
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GENERAL GOVERNMENT DEBT: Tableal8
BREAKDOWN BY INSTRUMENT AND SUBSECTOR (1)
(face valuein billions of lire and millions of euros)

1993 | 1994 | 1995 1996 | 1997 | 1998
lire
Medium and long-term securities ............... 1,118,627 | 1,363,792 | 1,487,329 | 1,626,823 | 1,746,749 | 1,820,830
of which: in foreign currencies .................. 101,496 123,366 130,910 126,468 132,693 126,509
in non-euro-area currencies ........... 34,889 45,067 55,129 61,761 66,546 65,817
floatingrate ............. ... ... ... 502,397 540,721 517,514 548,144 557,411 517,895
issuedabroad ....................... 64,633 72,890 85,028 93,569 108,259 108,931
Short-term securities ........... ... ... 400,005 411,322 410,471 383,297 301,526 266,157
of which: in foreign currencies .................. 7,443 - - - - -
in non-euro-area currencies ........... - - - - - -
issuedabroad ....................... - - - - - -
Post Office deposits ...t 114,230 135,968 151,759 164,557 176,198 182,598
of which: Post Office savings certificates ......... 72,162 87,053 97,771 110,504 117,687 122,707
memorandum item: redemption value . 117,867 136,556 152,083 172,844 187,004 203,098
savings books .............. ... ... 32,122 39,398 45,204 46,811 52,330 59,813
currentaccounts ..................... 9,946 9,517 8,784 7,243 6,181 78
Lendingby banks .......... ... oo 130,704 138,319 156,450 152,450 157,343 140,372
of which: in foreign currencies .................. 21,192 20,908 30,009 25,568 25,226 12,577
in non-euro-area currencies ........... 7,947 7,423 6,615 5,389 5,290 4,856
residentbanks ....................... 109,777 115,103 122,005 119,267 122,538 118,861
non-residentbanks ................... 20,927 23,216 34,445 33,183 34,805 21,511
Other liabilities ............ ... .o ... 84,973 6,533 6,737 6,837 6,927 7,418
of which: towards the Bank of ltaly .............. 81,374 2,902 2,893 2,842 2,794 2,927
GENERAL GOVERNMENT DEBT (2) 1,848,539 2,055,935 2,212,746 2,333,964 2,388,743 2,417,374
asapercentage of GDP ........................ 118.2 124.3 123.8 122.7 120.2 116.4
Central governmentdebt ..................... 1,791,592 2,012,293 2,168,631 2,290,391 2,338,560 2,365,557
of which: securities .......... ..., 1,518,628 1,775,113 1,897,800 2,009,583 2,045,915 2,083,005
banklending......................... 74,240 95,093 112,710 109,746 109,796 92,764
other ... ... 198,724 142,086 158,121 171,062 182,850 189,788
Local authoritydebt ......................... 55,806 43,255 43,513 43,000 49,620 51,425
of which: securities ........... ..., 4 1 - 537 2,360 3,981
banklending......................... 55,323 42,839 43,139 42,130 46,985 47,216
other ... i 479 415 374 332 275 228
Social security institutiondebt ............... 1,140 387 602 573 563 391
Treasury assets held with the Bank of Italy ...... 32,507 65,754 74,184 56,459 58,997 43,168
DEBT NET OF TREASURY ASSETS HELD WITH
THE BANK OF ITALY . ... 1,816,032 1,990,181 2,138,562 2,277,504 2,329,746 2,374,206
of which: debt in foreign currencies .............. 130,131 144,274 160,919 152,035 157,919 139,085
debt in non-euro-area currencies ....... 42,836 52,490 61,744 67,149 71,836 70,673
debt of other entities serviced by the
government.................. 42,703 43,024 44,827 44,557 38,488 27,402
Debt of other public sector bodies (3) ........... 1,948 2,658 2,526 2,017 2,202 2,002
Public sector debt net of Treasury assets held with
theBankofltaly ............ ... ...t 1,817,980 1,992,838 2,141,088 2,279,522 2,331,948 2,376,209
Memorandum items:
State sector debt net of Treasury assets held with the
Bankofltaly .......... oo 1,765,461 1,931,836 2,073,726 2,206,329 2,250,975 2,290,467
Bank deposits . . ... 25,751 25,110 26,292 29,127 28,189 29,484

(1) Rounding and euro/lira conversions may cause discrepancies. — (2) In accordance with the criteria laid down in Council Regulation (EC) No. 3605/93. — (3) Excluding debts serviced
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Table al8

1999 2000 2001
lire euros lire euros lire euros
1,875,304 968,514 1,946,127 1,005,091 1,989,090 1,027,279 Medium and long-term securities
74,864 38,664 85,697 44,259 73,127 37,767 of which: in foreign currencies
74,864 38,664 85,697 44,259 73,127 37,767 ..., in non-euro-area currencies
465,434 240,377 450,533 232,681 430,821 222,500  ........ floating rate
116,010 59,914 149,589 77,256 169,890 87,741 ........ issued abroad
231,921 119,777 197,643 102,074 219,902 113,570 Short-term securities
- - - - - - of which: in foreign currencies
_ — - - - - in non-euro-area currencies
713 368 255 132 648 33 . issued abroad
200,016 103,300 209,040 107,960 230,183 118,879 Post Office deposits
129,498 66,880 134,096 69,255 142,097 73,387 of which: Post Office savings certificates
218,963 113,085 232,562 120,108 251,027 129,644 ........ memorandum item: redemption value
70,519 36,420 74,943 38,705 88,086 45,493 ..., savings books
- - - - - - current accounts
142,531 73,611 130,776 67,540 123,877 63,977 Lending by banks
4,419 2,282 3,683 1,902 2,730 1,410 of which: in foreign currencies
4,419 2,282 3,683 1,902 2,730 1,410  ........ in non-euro-area currencies
122,295 63,160 117,239 60,549 112,309 58,003  ........ resident banks
20,236 10,451 13,537 6,991 11,568 5975  ........ non-resident banks
8,503 4,392 9,541 4,927 13,553 7,000 Other liabilities
2,894 1,495 171 89 68 35 of which: towards the Bank of Italy
2,458,276 1,269,594 2,493,127 1,287,593 2,576,605 1,330,705 GENERAL GOVERNMENT DEBT (2)
114.5 110.5 109.4 as a percentage of GDP

2,394,313 1,236,560 2,417,179 1,248,369 2,497,201 1,289,697 Central government debt
2,098,348 1,083,707 2,129,822 1,099,961 2,191,427 1,131,777 of which: securities

87,673 45,279 69,005 35,638 62,267 32,158  ........ bank lending
208,292 107,574 218,352 112,770 243,508 125,761 ........ other
63,701 32,899 75,684 39,087 79,063 40,833 Local authority debt
8,877 4,584 13,948 7,204 17,566 9,072 of which: securities
54,596 28,196 61,508 31,766 61,270 31,643 ..., bank lending
228 118 228 118 228 118 ..., other
262 135 264 136 341 176 Social security institution debt
56,443 29,151 37,863 19,554 45,599 23,550 Treasury assets held with the Bank of Italy

DEBT NET OF TREASURY ASSETS HELD WITH
2,401,833 1,240,443 2,455,264 1,268,038 2,531,006 1,307,155 THE BANK OF ITALY

79,283 40,946 89,380 46,161 75,857 39,177 of which: debt in foreign currencies
79,283 40,946 89,380 46,161 75,857 39,177 ......... debt in non-euro-area currencies
......... debtofotherentities serviced by the
25,461 13,149 21,206 10,952 13,407 6,924 government
2,163 1,117 1,972 1,018 1,530 790 Debt of other public sector bodies (3)

Public sector debt net of Treasury assets held with
2,403,996 1,241,560 2,457,236 1,269,056 2,532,536 1,307,946 the Bank of Italy

Memorandum items:

State sector debt net of Treasury assets held
2,300,336 1,188,024 2,348,313 1,212,803 2,420,109 1,249,882 ......... with the Bank of Italy

34,840 17,993 34,911 18,030 33,701 17,405 ......... Bank deposits

by the government.
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Table al9

FORMATION OF THE GENERAL GOVERNMENT BORROWING REQUIREMENT (1)
(onacash basis; billions of lire and millions of euros)

1998 1999 2000 2001
lire euros lire euros lire euros
|
State budget receipts . ... 595,727 684,688 353,612 679,372 350,866 691,245 356,998
State budget payments ........... . 657,514 761,725 393,398 750,901 387,808 825,617 426,396
State budget balance (deficit: =) .............. ... . ... -61,787 —77,037 39,786 -71,529 -36,942 -134,373 —69,398
Other Treasury operations . ...........c..iiiiiineennnnnnn 10,687 72,153 37,264 33,418 17,259 58,787 30,361
Central government borrowing requirement ................. -51,100 -4,884 -2,5622 -38,111 -19,683 -75,586 —39,037
Local government borrowing requirement after consolidation .. -1,869 -11,753 -6,070 -11,924 -6,158 -3,338 -1,724
Borrowing requirement of social security institutions after
consolidation ............ . i 171 129 67 -1 -1 —77 -40
General government borrowing requirement ............. -52,797 -16,508 -8,5626 -50,036 -25,841 -79,001 -40,801
asapercentage of GDP ....... .. ... .. -2.5 -0.8 -2.2 -3.4
Settlementsof pastdebts ........ ... ...l -4,770 -12,118 -6,259 8,904 —-4,599 -19,925 -10,290
Privatizationreceipts ............. i 15,277 43,839 22,641 29,915 15,450 8,383 4,329
Borrowing requirement net of settlements of past debts
and privatization receipts .......... . i —-63,305 48,229 24,908 -71,047 -36,693 -67,459 —34,840
Direct taxes
Personal incometax ...... ... 200,221 222,014 114,661 220,676 113,970 231,118 119,362
Corporate INCOME taX . ...ttt 42,185 57,622 29,759 55,420 28,622 62,895 32,483
Local income tax ..ot 6,368 709 366 320 165 372 192
Withholding tax on interest income and capitalgains .......... 19,811 22,335 11,535 35,678 18,426 29,375 15,171
Direct tax condonation schemes . .......................... 696 90 46 20 10 13 7
Other . 20,672 10,544 5,446 7,288 3,764 16,855 8,705
Total adjusted direct taxes (2) .. 289,953 313,314 161,813 319,402 164,957 340,628 175,920
Indirect taxes
VAT 137,575 146,721 75,775 172,371 89,022 177,110 91,470
Other businesstaxes ...........c.cooiiiiiiniiiiiiinn. 36,583 31,878 16,464 29,125 15,042 28,101 14,513
Excise taxeson mineraloils ............. ... . .. 39,026 39,199 20,245 37,962 19,606 38,878 20,079
Other eXCISE taXeS .. ..ottt i 11,416 12,973 6,700 13,411 6,926 11,290 5,831
Taxes on tobacco products ..., 11,735 12,389 6,398 14,245 7,357 14,145 7,305
Lottoand lotteries ....... ... 13,191 22,657 11,701 17,207 8,887 14,952 7,722
Indirect tax condonation schemes ......................... 124 46 24 18 9 10 5
Other . 1,424 1,310 677 1,297 670 1,227 634
Total adjusted indirect taxes (2) . .. 251,074 267,173 137,983 285,636 147,519 285,713 147,558
ACCOUNEING ItBMS .. .ottt et e - 21,729 11,222 6,054 3,127 14,085 7,274
Total budget receipts .. 541,027 602,216 311,019 611,092 315,603 640,426 330,752
Sources: Based on data contained in Relazione generale sulla situazione economica del Paese, Rendiconto generale dell'amministrazione dello Stato, and Relazione trimestrale di Cassa.
(1) Rounding and euro/lira conversions may cause discrepancies. — (2) Data are adjusted to exclude accounting settlements with the Sicily and Sardinia regions and those that did not correspond
to actual changes in revenue.
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Table a20

EURO-AREA BANKING SYSTEM'SLIQUIDITY POSITION: ITALIANCONTRIBUTION
(maintenance period average amountsin millions of euros)

Liquidity-providing factors
Mai nte_nance Monetary policy operations
period
ending in: Net assets Net claims Main Longer-term Marginal Other
in gold and on the refinancing refinancing lending liquidity-providing
foreign currency Eurosystem operations operations facility operations
1999-DecC. ........... 43,126 1,837 21,586 1,726 2 6
2000- Dec. ........... 53,528 466 22,129 4 28 2
2001—-Jan. ........... 51,593 -10,133 20,260 389 .. 1
Feb. ........... 51,882 -3,763 18,551 698 343 1
Mar. ........... 50,958 5,751 17,330 833 .. 1
Apr. ... 51,942 5,512 15,738 814 91 1
May ........... 52,554 -5,976 12,933 1,114 .. 1,219
June ........... 52,670 —4,495 13,834 1,150 19 1
July ... 53,968 -281 13,214 805 37 4
Aug. ........... 53,675 7,069 12,547 360 .. 2
Sept. .......... 53,648 1,473 11,359 230 4 403
Oct. ........... 51,710 -2,298 9,893 228 49 1
Nov. ........... 51,568 -3,300 11,100 291 1 1
Dec. ........... 51,193 7,937 10,087 270 14 1,057
2002—-Jan. ........... 50,738 8,614 9,137 245 .. 353
Feb. ........... 51,284 8,846 9,709 128 5
Mar. ........... 51,310 3,561 7,005 62
Liquidity-absorbing factors
. Credit
Maintenance Monetary policy operations institutions’ current | italian contribution
period accounts with the to base money
ending in: Other B Currency in Central centr(acl)bank @rbro
quuidity—apsorbing Deposig)facmty circulation government Othe(:];a:)ctors
operations (b) deposits
1999- Dec. ........... 45 68,285 27,888 -39,794 11,858 80,189
2000- Dec. ........... 8 73,223 26,051 -35,807 12,680 85,911
2001-Jan. ........... 40 74,453 19,059 -43,734 12,292 86,785
Feb. ........... 11 70,885 27,993 —44,195 13,016 83,912
Mar. ........... 16 70,982 34,541 —43,224 12,557 83,555
Apr. ..o 11 71,759 32,602 —42,684 12,409 84,179
May ........... 21 72,165 20,960 —44,078 12,776 84,962
June ........... 6 71,999 21,765 —43,510 12,919 84,924
July ... L 6 72,307 24,193 —41,865 13,106 85,419
Aug. ........... 6 72,642 30,318 -42,547 13,234 85,882
Sept. .......... 10 70,100 25,436 —41,363 12,932 83,043
Oct. ........... 3 68,875 20,956 —42,869 12,619 81,497
Nov. ........... 3 67,304 19,555 —40,278 13,078 80,384
Dec. ........... 24 67,269 19,350 —29,198 13,113 80,405
2002-Jan. ........... 30 80,101 17,420 -41,523 13,059 93,191
Feb. ........... 5 70,361 30,004 —44,345 13,947 84,313
Mar. ........... 15 57,243 32,317 -41,250 13,614 70,871
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ITALIAN COMPONENTSOF THE MONETARY AGGREGATES OF THE EURO AREA:

RESIDENTSOF THE AREA (1)

(end-of-period amounts in millions of euros)

Table a21

Deposits Deposits
incircaahon Ouernight Totl withagreed redeemable Total
@ up to 2 years up to 3 months
1999.......... 71,961 389,876 461,837 65,747 128,860 656,444
2000 .......... 76,416 412,275 488,691 57,611 125,783 672,085
2001 - Jan. ... 70,354 389,132 459,486 56,889 126,774 643,149
Feb. ... 70,134 385,168 455,302 56,240 127,108 638,650
Mar. ... 70,840 391,770 462,610 56,764 126,894 646,268
Apr. ... 72,016 397,354 469,370 54,600 127,631 651,601
May ... 71,439 403,462 474,901 56,277 126,945 658,123
June ... 71,808 405,827 477,635 56,853 127,381 661,869
July ... 72,314 403,797 476,111 54,880 127,651 658,642
Aug. ... 69,942 392,514 462,456 55,369 128,571 646,396
Sept. .. 68,916 414,263 483,179 55,327 129,590 668,096
Oct. ... 67,357 418,813 486,170 53,580 130,616 670,366
Nov. ... 65,922 411,799 477,721 53,319 131,171 662,211
Dec. ... 65,888 450,835 516,723 52,623 135,123 704,469
2002 - Jan. ... 72,884 432,785 505,669 57,498 140,420 703,587
Feb. ... 57,533 438,361 495,894 57,773 141,550 695,217
Mar. ... 56,379 439,998 496,377 58,428 140,766 695,570

(1) Liabilities of Italian MFIs and the Post Office to the “money-holding sector”, except for the items specified in footnotes (2) and (3). — (2) All Bank of Italy banknotes and Treasury coins. —
the MFIs of the rest of the area or that held by general government, it is not possible to determine exactly the amount held by the “money-holding sector”.
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Table a21

Money-market fund

Debt securities
up to 2 years and

Total

Contribution to the monetary aggregates of the euro area

(excluding currency held by the public)

Repurchase share/units money-market monetary
agreements ® paper liabilities
@ M1 M2 M3

50,754 13,058 10,682 730,938 389,876 584,483 658,199  ........... 1999
68,303 10,039 11,553 761,980 412,275 595,669 685,148  ........... 2000
75,203 10,392 11,587 740,331 389,132 572,795 669,744 . Jan. — 2001
77,405 11,406 11,567 739,028 385,168 568,516 668,618 . Feb.
81,622 12,613 11,334 751,837 391,770 575,428 680,582 . Mar.

79,932 14,448 11,054 757,035 397,354 579,585 684,665 . Apr.

87,344 14,991 10,991 771,449 403,462 586,684 669,500 . May

82,567 15,763 10,584 770,783 405,827 590,061 698,625 . June
84,899 16,791 10,966 771,298 403,797 586,328 698,541 . July

90,837 17,892 11,111 766,236 392,514 576,454 695,807 . Aug.
82,027 21,881 11,088 783,092 414,263 599,180 713,811 . Sept.
83,692 23,500 10,997 788,555 418,813 603,009 720,842 . Oct.

82,740 24,356 10,619 779,926 411,798 596,288 713,686 . Now.

76,213 26,103 10,496 817,281 450,835 638,581 751,015 . Dec.
77,548 27,822 10,492 819,449 432,785 630,703 746,160 . Jan. — 2002
82,222 29,110 10,626 817,175 438,361 637,684 758,939 . Feb.
88,435 30,684 10,770 825,460 439,998 639,192 768,225 . Mar.

(3) Calculated by subtracting from the total of such liabilities of Italian MFIs the amount held by Italian MFIs themselves. Since the returns to the ECB do not contain the amounts held by
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ITALIAN COUNTERPARTSOF MONEY OF THE EURO AREA:
RESIDENTSOF THE AREA
(end-of-period amounts in millions of euros)

Table a22

OTHER LIABILITIES OF MFls

Total Medium and long-term liabilities to the money-holding sector
ng"ﬁ‘t'zg 32?1?; Deposits Deposits Debt securities Capital nlt_;r?brg:f:lse;(t’s Finance
over2years | over 3 months maturity (1)
1999 .......... 730,938 37,038 17,004 222,413 113,616 353,033 142,522 64,700
2000 .......... 761,980 26,368 11,492 246,821 122,581 380,894 158,559 61,644
2001 - Jan. ... 740,331 42,472 10,476 1 249,583 125,247 385,307 161,664 60,722
Feb. ... 739,028 47,248 9,934 254,203 124,939 389,076 163,211 60,820
Mar. ... 751,837 47,078 9,046 258,424 125,907 393,377 177,149 60,456
Apr. ... 757,035 41,296 8,467 263,047 128,463 399,977 181,083 60,466
May ... 771,449 37,027 7,650 265,791 131,350 404,791 180,918 59,289
June ... 770,783 53,710 7,302 268,674 135,476 411,452 186,968 60,051
July ... 771,298 47,181 6,762 271,176 133,137 411,075 173,961 57,301
Aug. ... 766,236 46,871 5,849 273,780 132,126 411,755 168,314 55,875
Sept. .. 783,092 38,744 5,809 275,463 131,650 412,922 170,264 56,716
Oct. ... 788,555 38,869 5,635 275,968 132,181 413,784 168,483 57,003
Nov. ... 779,926 29,821 5,498 278,355 132,575 416,428 169,735 57,255
Dec. ... 817,281 30,968 6,407 280,877 133,068 420,352 174,324 58,161
2002 - Jan. ... 819,449 45,421 4,155 283,367 137,042 424,564 167,247 58,027
Feb. ... 817,175 49,349 4,106 285,468 136,948 426,522 162,864 58,073
Mar. ... 825,460 52,693 4,034 288,467 136,436 428,937 165,043 58,557

(1) Calculated by subtracting from the total of such liabilities of Italian MFIs the amount held by Italian MFIs themselves. Since the returns to the ECB do not contain the amounts held by the
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Table a22

ASSETS OF MFlIs

Claims on residents of Italy and the rest of the euro area

to general government Finance to other residents taims on B
Holdings of Total euorLtIl?ea
Bonds Total Loans Bonds shares/other Total
equity
238,551 303,251 774,106 10,495 33,806 818,407 1,121,658 109,395 32,478 .......... 1999
213,837 275,481 877,123 13,527 42,926 933,576 1,209,057 116,031 2,713 ..., 2000
216,965 277,687 875,855 13,534 42,974 932,363 1,210,050 115,309 4,415 . Jan.— 2001
219,233 280,053 874,316 13,687 42,909 930,912 1,210,965 115,466 12,132 . Feb.
219,580 280,036 889,627 13,709 44,682 948,018 1,228,054 127,235 14,152 . Mar.
225,189 285,655 894,682 14,528 48,297 957,507 1,243,162 121,011 15,218 . Apr.
223,667 282,956 887,619 16,119 49,171 952,909 1,235,865 121,678 36,642 . May
224,967 285,018 903,315 16,057 49,472 968,844 1,253,862 123,103 45,948 . June
221,331 278,632 910,615 16,316 47,609 974,540 1,253,172 118,689 31,654 . July
219,413 275,288 902,872 16,521 46,312 965,705 1,240,993 114,272 37,911 . Aug.
223,974 280,690 909,018 16,916 43,317 969,251 1,249,941 122,383 32,698 . Sept.
226,062 283,065 914,235 16,386 44,878 975,499 1,258,564 119,239 31,888 . Oct.
223,215 280,470 930,381 17,065 46,577 994,023 1,274,493 123,087 -1,670 . Now.
218,843 277,004 936,346 20,083 47,355 1,003,784 1,280,788 108,437 53,700 . Dec.
223,915 281,942 935,466 19,355 47,731 1,002,552 1,284,494 104,266 67,921 . Jan.— 2002
225,509 283,582 935,244 19,506 47,398 1,002,148 1,285,730 106,562 63,618 . Feb.
232,971 291,528 939,623 20,092 50,236 1,009,951 1,301,478 110,950 59,704 . Mar.

MFIs of the rest of the area or that held by general government, it is not possible to determine exactly the amount held by the “money-holding sector”.
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BANKSAND MONEY MARKET FUNDSRESIDENT IN ITALY: SUMMARY BALANCE SHEET DATA (1)

(end-of-period stocks)

Table a23

Cash

Loans

Holdings of securities other than

Residents of Italy

Residents of other

euro-area countries

Rest

Residents of Italy

MEls General Other MEls General Other of the world MFls General Other
government sectors government sectors government sectors
(billions of lire)
1997 — Dec. .. 10,846 310,104 124,085 1,244,415 87,647 48 13,851 202,214 49,666 352,338 4,459
1998 — " 11,915 263,006 118,861 1,337,337 119,508 66 20,902 161,562 63,500 364,567 5,577
1999 - 7 11,907 299,650 122,295 1,474,122 111,732 87 24,698 130,949 73,203 342,418 10,454
2000- " 13,579 363,453 117,239 1,669,549 113,776 215 30,535 134,199 84,011 282,883 15,366
2001 - " 16,820 397,082 112,309 1,786,355 96,706 239 26,664 126,040 82,268 288,792 26,156
(millions of euros)
1999 - ” 6,150 154,756 63,160 761,321 57,705 45 12,756 67,629 37,806 176,844 5,399
2000- " 7,013 187,708 60,549 862,250 58,760 111 15,770 69,308 43,388 146,097 7,936
2001 - Jan. .. 5124 170,160 59,624 860,542 53,661 124 16,199 67,206 40,671 148,172 8,062
Feb. .. 5,348 161,974 59,709 859,900 53,045 124 15,316 68,917 40,220 149,330 7,961
Mar. .. 5260 173,962 59,335 874,951 60,342 125 15,585 78,692 42,089 149,813 7,813
Apr. .. 5999 172,409 59,340 881,074 57,415 124 14,522 72,557 40,146 152,974 8,243
May .. 5,609 184,235 58,149 873,099 62,599 125 15,449 70,976 39,621 151,816 9,556
June . 5,407 190,538 58,906 887,530 58,242 124 16,720 73,534 39,847 152,977 9,538
July .. 6,231 189,287 56,140 896,686 56,526 124 14,879 71,592 39,868 149,203 9,524
Aug. .. 5,737 185,695 54,702 890,320 58,217 123 13,515 68,489 39,607 147,799 9,757
Sept. . 5,654 187,910 55,547 896,353 58,972 123 13,624 75,665 40,133 153,612 9,866
Oct. .. 6,009 187,163 55,825 902,153 60,912 123 13,050 72,839 40,064 155,411 9,773
Nov. .. 6,428 202,464 57,098 917,127 52,318 123 13,254 76,603 41,323 152,927 10,327
Dec. .. 8,687 205,076 58,003 922,575 49,945 124 13,771 65,094 42,488 149,149 13,509
2002 - Jan. .. 20,214 182,749 57,869 922,274 52,519 124 13,192 60,914 41,780 156,823 12,520
Feb. .. 14,794 181,531 57,915 921,851 53,232 124 13,393 63,670 43,305 158,086 12,347
Mar. .. 9,705 195,219 58,399 925,028 56,219 124 14,595 67,652 44,717 164,851 12,443

(1) ESCB harmonized statistics. The data up to June 1998 are estimated and those for the most recent periods may be revised. The amounts shown include transactions denominated in euros
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Table a23

Assets
shares, at market value Shares and other equity
Residents of oth : Residents of oth . -
eu?jlafgasc%uontrizrs Rest Residents of Italy eu?jlare:asc?)uontrizrs Rest ;S'ZS‘S Rzn;:ér:;ng Total assets
MEls General Other of the world MEls Other MEls Other of the world
government sectors sectors sectors
(billions of lire)
1,891 2,473 1,962 19,874 34,425 26,347 4,726 6,363 4,788 84,778 523,552 3,110,851 .. Dec. — 1997
3,758 6,737 3,167 32,175 55,902 32,583 8,200 6,573 5,844 86,348 265,137 2,973,223 ..... " —1998
8,401 5,963 9,430 34,635 75,613 41,652 9,832 10,054 8,908 86,589 286,508 3,179,102 .... " —1999
7,174 8,869 10,369 29,804 79,006 51,575 11,514 15,952 14,169 89,616 306,032 3,448,887 .... " — 2000
7,820 9,045 12,158 25,725 83,176 59,081 12,550 20,124 12,498 93,709 341,299 3,636,615 .... " — 2001
(millions of euros)
4,339 3,080 4,870 17,888 39,051 21,512 5,078 5,193 4,601 44,719 147,969 1,641,869 .... " — 1999
3,705 4,581 5,355 15,392 40,803 26,636 5,947 8,239 7,318 46,283 158,053 1,781,201 .... " — 2000
3,639 5,685 5,237 14,031 40,583 26,795 5,748 8,223 7,203 46,130 154,432 1,747,251 .. Jan. — 2001
3,590 6,146 5,492 14,123 41,504 27,056 5,697 8,432 7,223 46,741 153,131 1,740,978 .. Feb.
3,973 7,206 5,648 14,751 43,593 28,529 5,820 8,873 7,981 46,492 167,908 1,808,739 .. Mar.
3,990 8,268 6,037 14,447 44,892 31,194 5,745 9,606 7,912 46,567 162,643 1,806,104 .. Apr.
4,386 8,002 6,316 14,541 42,673 32,603 5,990 9,534 8,566 46,834 163,904 1,814,584 .. May
4,271 8,130 6,272 14,276 40,148 32,645 6,035 9,921 8,207 47,070 165,815 1,836,151 .. June
4,352 7,646 6,545 13,982 41,073 29,832 5,961 10,796 8,046 47,075 153,652 1,819,021 .. July
4,310 6,801 6,518 13,733 41,498 28,733 5,953 10,927 8,592 47,246 143,831 1,792,105 .. Aug.
4,094 6,403 6,809 14,273 42,932 26,834 5,703 10,738 9,047 47,311 156,805 1,828,408 .. Sept.
4,287 5,743 6,370 14,885 42,935 27,941 6,208 10,878 7,339 47,884 160,436 1,838,227 .. Oct.
4,320 5,413 6,445 14,558 42,870 29,560 6,243 10,717 7,282 48,134 165,797 1,871,333 .. Nowv.
4,039 4,671 6,279 13,286 42,957 30,513 6,481 10,393 6,454 48,397 176,266 1,878,155 .. Dec.
4,763 4,258 6,540 12,592 43,071 30,957 6,470 10,386 7,196 47,723 188,960 1,883,897 .. Jan. — 2002
4,776 4,365 6,864 12,591 42,798 30,843 6,206 10,305 7,038 47,771 170,548 1,864,354 .. Feb.
4,493 4,612 7,353 12,776 43,406 33,329 6,097 10,522 7,548 47,392 169,554 1,896,032 .. Mar.
and euro-area currencies prior to January 1999. Rounding may cause discrepancies in totals.
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BANKSAND MONEY MARKET FUNDSRESIDENT IN ITALY: SUMMARY BALANCE SHEET DATA (1)Table a23 cont

(end-of-period stocks) Liabilities
Deposits
Residents of Italy Residents of other euro-area countries
MFIs Central government Other_gstrrqeerralsgg\é?;nment MFls Central government Other.goetr;]eerralsgé)t\(lﬁgnment
(billions of lire)
1997 - Dec. .. 266,036 10,711 1,131,288 151,507 167 15,095
1998- " .. 268,036 13,902 1,104,517 166,271 187 19,516
1999- " .. 351,133 15,339 1,114,360 191,020 74 11,876
2000- " .. 399,466 13,484 1,158,219 208,352 65 13,615
2001- " .. 373,572 13,969 1,232,738 212,160 564 10,697

(millions of euros)

1999 - " .. 181,345 7,922 575,519 98,653 38 6,133
2000- " .. 206,307 6,964 598,170 107,605 34 7,032
2001 - Jan. .. 178,496 7,427 578,594 113,407 1,454 7,035
Feb. .. 173,194 6,984 575,914 117,850 41 6,788
Mar. .. 191,288 7,117 583,755 119,300 36 9,024
Apr. .. 177,681 7,237 587,768 124,712 87 5,906
May .. 194,392 7,103 601,017 116,814 180 6,747
June . 198,951 7,268 598,343 119,418 856 7,515
July .. 194,851 6,794 595,878 120,681 292 6,941
Aug. .. 193,141 7,045 591,304 121,302 818 6,720
Sept. . 190,580 6,783 602,121 120,673 1,129 9,193
Oct. .. 191,963 6,704 608,355 118,334 960 7,302
Nowv. .. 200,154 6,681 601,448 119,567 714 5,794
Dec. .. 192,934 7,214 636,656 109,572 291 5,525
2002 - Jan. .. 181,823 7,456 619,412 118,392 925 8,978
Feb. .. 180,686 6,935 629,600 109,548 103 9,463
Mar. .. 196,211 7,156 636,801 113,440 162 9,873

(1) ESCB harmonized statistics. The data up to June 1998 are estimated and those for the most recent periods may be revised. The amounts shown include transactions denominated in euros
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Table a23 cont.

Liabilities
Money marke.t fund Debt securities issued Capital and reserves Remaining liabilities Total liabilities
shares/units
Rest of the world
(billions of lire)
255,776 7,143 396,409 195,959 680,760 3,110,851 . Dec. — 1997
245,892 9,240 486,065 210,173 449,425 2,973,224  ..... " —1998
262,825 25,297 525,800 228,993 452,385 3,179,102  ..... — 1999
305,369 19,508 585,684 239,962 505,161 3,448,886  ..... ” - 2000
331,337 50,661 648,016 258,750 504,151 3,636,615  ..... — 2001
(millions of euros)
135,738 13,065 271,553 118,265 233,637 1,641,869  ..... — 1999
157,710 10,075 302,481 123,930 260,894 1,781,201  ..... ” - 2000
160,566 10,464 302,742 125,841 261,225 1,747,251 . Jan. — 2001
162,439 11,440 306,753 126,790 252,786 1,740,978 . Feb.
176,375 12,646 312,612 128,430 268,156 1,808,739 . Mar.
180,004 14,487 314,992 131,997 261,232 1,806,104 . Apr.
180,036 15,032 316,901 130,071 246,289 1,814,583 . May
184,805 15,806 319,911 131,745 251,532 1,836,150 . June
172,739 16,833 322,815 131,992 249,205 1,819,020 . July
167,260 17,936 325,303 132,554 228,722 1,792,105 . Aug.
168,638 21,921 327,488 132,584 247,298 1,828,408 . Sept.
165,644 23,540 327,829 133,015 254,579 1,838,227 . Oct.
167,261 24,413 331,111 133,072 281,119 1,871,333 . Now.
171,121 26,164 334,672 133,633 260,372 1,878,155 . Dec.
165,597 27,891 336,453 136,123 280,848 1,883,898 . Jan. — 2002
161,776 29,174 340,214 136,181 260,674 1,864,354 . Feb.
163,338 30,752 344,768 136,712 256,820 1,896,032 . Mar.
and euro-area currencies prior to January 1999. Rounding may cause discrepancies in totals.
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PROFIT AND LOSSACCOUNTSOF RESIDENT ITALIAN BANKSBY CATEGORY OF BANK (1)
(billions of lire and millions of euros)

Table a24

Interest receivable

Interest payable

Net

Balance of interest
derivative .
) Bonds and hedgin income
Depacts o | Interbank | Clai . BIUIC | Interbank bordi- | Liabilities t A @
\g"t.:jrgell'sljlc Loans Securities i:citr)uirt]s non-arlen;?dgzts Deposits financing i:citr)uirt]s Sﬁa?édl malr?-rlelslizsen?s contracts
24 liabilities
Limited company banks (2)
1998lire .... 2,943 87,353 17,905 9,128 12,554 29,044 788 9,322 24,895 15,969 726 50,590
1999 lire .... 833 73,401 12,803 6,416 10,134 15,618 570 6,942 21,125 13,267 2,166 48,231
euros .. 430 37,909 6,612 3,314 5,234 8,066 295 3,585 10,910 6,852 1,119 24,909
2000 lire .... 1,153 84,388 12,606 11,158 12,240 19,020 1,055 11,258 23,891 17,256 1,043 50,110
euros .. 595 43,583 6,511 5,763 6,321 9,823 545 5,814 12,339 8,912 539 25,879
2001 lire .. .. 1,305 94,184 11,633 13,856 10,353 20,465 844 13,660 24,911 17,663 -1,171 52,616
euros (3) 674 48,642 6,008 7,156 5,347 10,570 536 7,055 12,866 9,122 —605 27,174
Cooperative banks (banche popolari)
1998 lire .... 480 13,492 3,079 1,756 814 5,381 29 1,123 2,430 1,210 -96 9,351
1999 lire .... 107 10,688 1,971 960 882 2,497 22 799 1,961 957 4 8,377
euros .. 55 5,520 1,018 496 455 1,290 11 413 1,013 494 2 4,326
2000 lire .... 185 14,700 2,411 1,166 1,077 3,575 88 1,204 2,724 1,544 -122 10,281
euros .. 95 7,592 1,245 602 556 1,846 46 622 1,407 797 -63 5,310
2001 lire .... 222 17,446 2,411 1,418 1,496 4,358 94 1,425 3,495 1,915 -350 11,356
euros (3) 115 9,010 1,245 733 772 2,251 49 736 1,805 989 -181 5,865
Mutual banks (banche di credito cooperativo)
1998 lire .... 112 5,364 2,570 668 50 2,776 2 103 1,066 6 1 4,814
1999 lire .... 84 4,800 1,936 268 69 1,519 84 904 3 11 4,657
euros .. 43 2,479 1,000 138 36 784 43 467 2 6 2,405
2000 lire ... 93 5,773 1,804 298 88 1,731 123 1,014 4 8 5,192
euros .. 48 2,982 932 154 45 894 64 523 2 4 2,682
2001 lire .... 98 6,714 1,797 442 80 2,095 101 1,383 8 1 5,544
euros (3) 51 3,468 928 228 41 1,082 52 714 4 2,863
Branches of foreign banks
1998 lire .... 47 2,163 2,996 1,901 2,057 420 182 2,684 4,720 -501 656
1999 lire .... 40 1,501 1,750 611 1,799 282 116 1,286 3,025 —451 542
euros .. 21 775 904 316 929 146 60 664 1,562 -233 280
2000 lire ... 48 2,198 2,031 1,157 2,046 454 777 1,544 3,728 50 1,027
euros .. 25 1,135 1,049 597 1,056 234 401 797 .. 1,925 26 531
2001 lire .... 118 3,149 1,753 1,085 2,351 452 223 1,905 4 4,438 —476 956
euros (3) 61 1,626 905 560 1,214 234 115 984 2 2,292 —246 494
Total banks
1998lire .... 3,682 108,372 26,550 13,453 15,475 37,622 1,001 13,232 28,391 21,905 130 65,412
1999 lire .... 1,063 90,390 18,460 8,256 12,884 19,916 708 9,111 23,990 17,252 1,730 61,806
euros .. 549 46,683 9,534 4,264 6,654 10,286 366 4,705 12,390 8,910 893 31,920
2000 lire .... 1,479 107,060 18,852 13,778 15,450 24,779 1,921 14,129 27,629 22,530 980 66,611
euros .. 764 55,292 9,736 7,116 7,979 12,797 992 7,297 14,269 11,636 506 34,402
2001 lire .... 1,743 121,492 17,594 16,801 14,279 27,371 1,162 17,092 29,794 24,024  -1,996 70,471
euros (3) 900 62,745 9,086 8,677 7,375 14,136 600 8,827 15,387 12,407 -1,031 36,395

(1) Rounding may cause discrepancies in totals. — (2) Includes central credit institutions. — (3) Provisional.
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Table a24

Value adj_ustments
Other net income Operating expenses an;ﬂnza:;%g:ttirgﬁ le
_Gross O_perating to provisions Taxes Net profit Total Capi(;al 0;\1 gg?\iienrg
income Income an
(€)= (a)+(b) of which: | (e)=(c)—(d) £ which: @ (E-(-@) resources reserves (avsgf: e)
() of which: of which: ) banking ® Ofo\rNIolgn. 9
trading services staff Josses
costs
Limited company banks (2)
34,094 7,310 15,328 84,685 51,202 31,415 33,482 12,017 11,699 10,518 10,947 2,369,011 160,446 267,384
41,483 4,155 18,706 89,714 53,381 31,622 36,333 10,346 11,847 10,326 15,661 2,513,851 172,905 267,379
21,424 2,146 9,661 46,333 27,569 16,331 18,765 5,344 6,118 5,333 8,088 1,298,296 89,298
49,725 3,588 22,285 99,834 54,691 31,135 45,143 8,539 9,489 13,914 22,691 2,687,752 188,810 260,813
25,681 1,853 11,509 51,560 28,245 16,080 23,315 4,410 4,901 7,186 11,719 1,388,108 97,512
53,482 4,126 19,430 106,098 56,790 31,152 49,308 20,222 10,789 11,770 17,316 2,838,742 195,899 261,502
27,621 2,131 10,035 54,795 29,330 16,088 25,465 10,444 5,572 6,079 8,943 1,466,088 101,173
Cooperative banks (banche popolari)
6,376 1,602 2,957 15,727 9,251 5,470 6,476 2,550 1,557 1,951 1,975 368,142 27,506 50,240
5,961 755 3,236 14,338 8,904 5,184 5,434 1,984 1,431 1,523 1,927 361,568 28,867 47,384
3,079 390 1,671 7,405 4,599 2,677 2,806 1,025 739 787 995 186,734 14,909
7,759 822 4,133 18,040 10,389 5,907 7,651 3,060 2,027 1,950 2,641 432,867 33,329 52,865
4,007 425 2,134 9,317 5,366 3,051 3,951 1,580 1,047 1,007 1,364 223,557 17,213
7,941 581 3,562 19,297 11,066 6,173 8,230 3,441 2,048 2,004 2,785 483,264 36,153 53,837
4,101 300 1,839 9,966 5,715 3,188 4,251 1,777 1,058 1,035 1,438 249,585 18,671
Mutual banks (banche di credito cooperativo)
1,796 811 468 6,610 4,237 2,241 2,372 539 483 375 1,459 135,989 15,473 20,996
1,603 384 634 6,260 4,326 2,276 1,934 663 388 286 985 144,552 16,896 21,721
828 198 327 3,233 2,234 1,175 999 342 200 148 509 74,655 8,726
1,633 145 830 6,826 4,466 2,358 2,360 652 456 321 1,387 152,487 18,020 22,343
843 75 429 3,525 2,306 1,218 1,219 337 235 166 716 78,753 9,306
1,555 163 671 7,099 4,729 2,476 2,370 840 448 201 1,239 167,271 19,228 23,135
803 84 347 3,666 2,442 1,279 1,224 434 231 150 640 86,388 9,931
Branches of foreign banks
349 55 102 1,005 1,025 538 -20 -520 99 201 299 169,533 1,453 2,806
1,457 445 603 1,999 1,367 618 632 —451 108 430 652 140,456 1,553 2,826
753 230 311 1,032 706 319 327 -233 56 222 337 72,539 802
1,749 405 883 2,777 1,625 682 1,152 138 193 464 550 156,719 1,769 3,047
903 209 456 1,434 839 352 595 71 99 240 284 80,938 914
1,285 -146 1,045 2,240 1,709 827 531 -316 224 319 527 166,708 2,080 3,509
663 —75 540 1,157 883 427 274 -163 116 165 272 86,097 1,074
Total banks
42,615 9,778 18,853 108,027 65,715 39,664 42,311 14,587 13,839 13,045 14,680 3,042,674 204,878 341,425
50,505 5,739 23,179 112,311 67,978 39,699 44,333 12,543 13,774 12,566 19,225 3,160,428 220,221 339,310
26,084 2964 11,971 58,004 35,108 20,503 22,896 6,478 7,114 6,490 9,929 1,632,225 113,735
60,866 4,960 28,131 127,477 71,171 40,083 56,305 12,388 12,164 16,649 27,268 3,429,825 241,928 339,067
31,435 2,562 14,528 65,836 36,757 20,701 29,079 6,398 6,282 8,599 14,083 1,771,357 124,945
64,262 4,724 24,708 134,733 74,294 40,628 60,439 24,187 13,509 14,384 21,868 3,655,985 253,360 341,982
33,189 2,440 12,761 69,584 38,370 20,983 31,214 12,492 6,977 7,429 11,294 1,888,159 130,849
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ITALIAN FINANCIAL MARKET: GROSSAND NET ISSUES OF SECURITIES
(billions of lire and, in brackets, billions of euros)

Table a25

Bonds and government

Public sector

Government securities

BOTs

CTZs

CCTs
1)

BTPs
@

CTEs

Republic of Italy
issues

Other
@

Total

1996 lire ....
1997 lire ....
1998 lire ....

1999 lire ....
euros ..

2000 lire ....
euros ..

2001 lire ....
euros ..

1996 lire . ...
1997 lire ....
1998 lire ....

1999 lire

euros ..
2000 lire .. ..
euros ..

2001 lire ....
euros ..

1996 lire ....
1997 lire ....
1998 lire . ...

1999 lire

euros ..
2000 lire . ...
euros ..

2001 lire ....
euros ..

1996 lire ....
1997 lire . ...
1998 lire ....

1999 lire ....
euros ..

2000 lire ....
euros ..

2001 lire ....
euros ..

1996 lire . ...
1997 lire ....
1998 lire ....

1999 lire

euros ..
2000 lire ....
euros ..
2001 lire ....
euros ..

665,024
506,000
425,768

373,493
192,893

318,807
164,650

365,330
188,677

692,476
588,310
461,250

408,599
211,024

352,788
182,200

342,642
176,960

-27,452
-82,311
-35,482
-35,107
-18,131
—33,982
—-17,550

22,687
11,717

31,079
18,669
11,740
7,266
3,752
9,398
4,854
9,326
4,817

59,924
105,904
97,778

95,069
49,099

64,511
33,317

68,792
35,528

54,276
84,576

107,300
55,416

103,399
53,401

95,588
49,367

8,409
10,146
6,605

4,864
2,512

4,606
2,379
5,106
2,637

51,514
41,485
6,598
-17,097
-8,830
—43,492
—22,462

-31,902
-16,476

10,472
10,374
10,188
5,262
6,377
3,293
6,023
3,111

105,945
64,404
42,501

39,823
20,567

38,474
19,870

54,855
28,330

76,258
56,214
84,973

92,850
47,953

53,912
27,843

74,270
38,357

—773
209
-374

-304
-157

-218
-113

-416
-215

30,459
7,982
—-42,096
-52,723
—27,229
-15,219
—7,860
-18,999
-9,812

60,398
48,548
37,111
22,010
11,367
19,702
10,175
25,030
12,927

Gross issues

148,917 3,913
190,595 -
261,441 -
275,239 -
142,149 -
206,672 -
106,737 -
232,215 -
119,929 -
Redemptions
92,256 8,600
120,963 4,354
119,921 12,448
127,323 18,879
65,757 9,750
112,141 3,377
57,916 1,744
161,315 2,904
83,312 1,500
Issue discounts
-990 48
1,043 -
-7,823 -
1,057 -
546 -
2,314 -
1,195 -
-3,173 -
-1,639 -
Net issues (6)
57,652 -4,734
68,590 —4,354
149,343 -12,448
146,858 -18,879
75,846 9,750
92,217 -3,377
47,626 -1,744
74,074 -2,904
38,256 -1,500
Coupons (7)
67,582 3,817
70,583 3,123
72,734 2,689
72,358 1,755
37,370 906
72,668 456
37,530 236
74,397 184
38,423 95

17,982
12,481
17,949

19,731
10,190

37,070
19,145

43,622
22,529

3,315
6,101
12,391

27,499
14,202

13,403
6,922

27,179
14,037

=27
-99
72
-39
-20
29
15

43
22

14,480
6,291
2,472

—7,600

-3,925

26,728

13,804

17,522
9,049

4,097
4,943
5,209
5,685
2,936
6,550
3,383
7,945
4,103

10,394
169
39

2,260
1,167
105
54

20,181
19,921
25,680
8,192
4,231
-1

-1

-2

-1

-9,784
—19,755
—25,643

-8,192

—4,231

2,261
1,168
104
54

8,352
6,018
2,982

1,594
823

1,012,098
879,553
845,476

803,355
414,898

667,792
344,886

764,918
395,047

893,085
850,139
801,240

790,643
408,333

639,019
330,026

703,896
363,532

6,667
11,299
-1,520

5,578

2,881

6,731
3,476

1,559
805

112,135
17,928
42,743

7,261
3,750
25,135
12,981

60,582
31,288

175,325
162,356
142,839
120,855
62,417
115,152
59,471
122,905
63,475

(1) The 1993 issues include 10,000 billion lire of CCTs and 21,000 billion of BTPs placed with the Bank of Italy in December to finance the new treasury payments account. —
the public sector differs from the sum of the individual components by the amount of the bonds issued by Crediop on behalf of the Treasury. — (4) The values refer to the

accounting lags. — (7) The figures refer only to fixed rate securities, except for CCTs.




Table a25

securities
Firms and international institutions Total Listed
Autonomous ) bonds shares
a%%‘:%g?z% govlég'ncrﬁlents Tg)al Banks Private firms Iri]ligirtlfltilgr?s l Total a”dsg%ﬁ:g:em ®
State Railways @
Gross issues
4,000 239 1,016,338 97,075 1,423 4,500 102,998 1,119,336 5791 ..... lire 1996
- 774 880,327 148,240 1,546 7,861 157,647 1,037,975 7,145 ..... lire 1997
- 1,095 846,572 135,981 1,115 28,208 165,303 1,011,875 13,648 ..... lire 1998
- 4,761 808,116 157,707 23,055 46,608 227,370 1,035,487 43,649 ..... lire 1999
- 2,459 417,357 81,449 11,907 24,071 117,427 534,784 22,543 ..... euros
- 5,712 673,504 168,291 38,671 5,809 212,771 886,276 17,714 ..... lire 2000
- 2,950 347,836 86,915 19,972 3,000 109,887 457,723 9,148 ..... euros
- 4,648 769,565 185,450 98,850 9,681 293,982 1,063,548 11,948 ..... lire 2001
- 2,401 397,447 95,777 51,052 5,000 151,829 549,277 6,171 ..... euros
Redemptions
1,000 - 894,125 32,148 1,267 280 33,695 927,820 - .. lire 1996
- 16 850,164 50,710 3,021 650 54,380 904,544 - . lire 1997
5,000 72 806,311 77,652 1,374 500 79,526 885,838 - lire 1998
1,000 306 791,962 117,973 8,980 1,150 128,102 920,064 - .. lire 1999
516 158 409,014 60,928 4,638 594 66,159 475,173 - euros
2,250 542 641,812 108,407 7,581 500 116,488 758,299 - lire 2000
1,162 280 331,468 55,987 3,915 258 60,161 391,629 - .. euros
3,750 638 708,286 123,120 5,650 700 129,470 837,753 - lire 2001
1,937 330 365,799 63,586 2,918 362 66,866 432,663 - .. euros
Issue discounts
- e 6,667 211 - 1,201 1,412 8,079 - . lire 1996
- e 11,299 302 - 1,493 1,795 13,095 - .. lire 1997
- e -1,520 600 - 427 1,027 -493 - ... lire 1998
— e 5,578 618 6 190 813 6,392 - .. lire 1999
- e 2,881 319 3 98 420 3,301 - .. euros
- e 6,731 662 6 35 703 7,433 - .. lire 2000
- e 3,476 342 3 18 363 3,839 - ... euros
- e 1,559 691 12 77 780 2,339 - .. lire 2001
- ce 805 357 6 40 403 1,208 - euros
Net issues (6)
3,000 239 115,334 64,715 156 1,817 66,689 182,023 5791 ..... lire 1996
- 758 18,678 97,228 -1,475 5,718 101,472 120,150 7,145 ..... lire 1997
—5,000 1,023 38,766 57,728 —259 26,881 84,350 123,116 13,648 ..... lire 1998
—1,000 4,454 10,704 39,118 14,051 45,268 98,436 109,141 43,649 ..... lire 1999
-516 2,301 5,528 20,203 7,257 23,379 50,838 56,366 22,543 ..... euros
—2,250 5,170 28,051 59,222 29,793 5,275 94,291 122,342 17,714 ..... lire 2000
-1,162 2,669 14,487 30,585 15,387 2,724 48,697 63,184 9,148 ..... euros
-3,750 4,010 60,843 61,640 91,855 8,904 162,397 223,240 11,948 ..... lire 2001
-1,937 2,071 31,423 31,834 47,439 4,598 83,871 115,294 6,171 ..... euros
Coupons (7)
1,129 23 176,483 23,430 R 144 23,575 200,058 9,786 ..... lire 1996
875 68 163,304 26,137 e 260 26,398 189,702 12,112 ..... lire 1997
521 116 143,480 26,844 e 297 27,141 170,621 13,061 ..... lire 1998
376 244 121,475 22,528 e 1,102 23,630 145,106 19,254 . .... lire 1999
194 126 62,737 11,635 e 569 12,204 74,941 9,944 ..... euros
372 480 116,004 24,805 e 3,648 28,453 144,456 31,005 ..... lire 2000
192 248 59,911 12,811 e 1,884 14,695 74,605 16,013 ..... euros
242 844 123,992 25,702 e 3,956 29,658 153,649 30,549 ..... lire 2001
125 436 64,036 13,274 e 2,043 15,317 79,353 15,777 ..... euros
(2) Includes the 76,206 billion lire of securities issued in November 1994 to consolidate the Treasury's overdraft on its current account with the Bank of Italy. — (3) The total for
securities issued by international institutions listed on Borsa Italiana’s MOT market and on the MTS market. — (5) Issues for cash. — (6) The net issues of Republic of Italy loans include
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INTEREST RATESON SECURITIES

Table a26

(average values before tax)
CCTs CTEs CTOs BTPs CTZs
1992 0ttt 14.98 10.20 13.20 13.59 -
1993 .ot 11.77 7.81 11.12 11.32 -
1994 0o 9.97 7.64 10.53 10.68 -
1995 . it 11.60 8.82 11.64 11.94 11.40
1996 .ottt 9.01 6.33 8.77 9.06 8.49
1997 it 6.81 5.42 7.17 6.76 6.45
1998 .ttt 4.89 4.87 7.01 4.92 4.58
1999 .ttt 3.13 4.35 - 471 3.21
2000 . ... 458 5.94 - 5.59 4.70
1991 oot 4.34 6.02 - 5.17 4.04
2000 — Jan.........oooiiiiiiia. 3.66 5.45 - 5.62 3.95
Feb. ..o, 3.78 5.59 - 5.60 4.09
Mar ... 3.98 5.75 - 5.49 4.23
Y 4.21 5.79 - 5.43 4.30
MaY ..o 4.43 6.07 - 5.67 4.74
JUne ..o 4.76 6.09 - 5.58 4.86
July oo 4.26 6.33 - 5.65 4.99
AUG. oo 5.06 5.72 - 5.63 5.12
SEPL v 5.21 6.43 - 5.71 5.12
(o] 5.17 5.92 - 5.68 5.12
NOV. i, 5.29 6.02 - 5.65 5.09
DEC. ©'iviiaiiiiaiiinnn, 5.18 6.15 - 5.41 477
2001 — Jan......oiiiiiii 4.95 5.82 - 5.27 4.49
Y 4.82 6.38 - 5.27 451
Mar ..., 4.88 6.07 - 5.21 4.39
AL o 4.56 5.21 - 5.29 4.38
May ..o, 4.81 5.69 - 5.43 4.45
JUNe ..o 4.62 6.95 - 5.37 4.27
July ..o 4.42 - - 5.36 4.28
AUG. e 4.43 - - 5.19 4.06
SEPL ot 4.24 - - 5.14 3.72
(o] A 3.58 - - 4.89 3.36
NOV. ©'ovieiieeiinns, 3.48 - - 4,72 3.22
DEC. ©\vvieeiiaiiinns, 3.35 - - 491 3.36
2002 — Jan. ... 3.30 - - 5.01 3.54
Feb. .ooiiiiiiiiinnt, 3.48 - - 5.12 3.67
Mar ... 3.47 - - 5.30 3.90
Y 3.58 - - 5.32 3.94
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INTEREST RATESON SECURITIES

Table a26 cont.

(average val ues before tax)
Straight bonds

Banks Enterprises I?;im&?g::' T(Oltil
1992 ... 13.37 12.73 11.66 12.63
1993 .. 11.28 10.90 10.02 11.09
1994 ..o 10.14 10.55 9.83 10.15
1995 11.58 11.35 11.00 11.45
1996 ... i 9.20 9.08 9.46 9.09
1997 .o 7.41 7.07 7.17 7.14
1998 ..o 5.45 5.71 5.87 5.55
1999 ... 4.80 5.49 6.32 5.19
2000 ... 5.80 6.61 7.83 6.27
1991 ... 5.13 6.12 - 5.31
2000 — Jan.......oiiiiiii 5.60 6.42 7.90 6.13
Feb. ... . 5.69 6.39 7.82 6.17
Mar. ... 5.66 6.32 7.71 6.12
APl oo 5.57 6.33 7.71 6.05
May ... 5.87 6.57 8.00 6.33
June ... 5.83 6.59 7.99 6.31
July ..o 5.86 6.75 8.03 6.37
AUug. ... 5.91 6.78 8.09 6.42
Sept. .o 6.00 6.85 8.08 6.49
OCt. oo 5.98 6.88 8.02 6.43
NOV. i 5.93 6.80 7.98 6.37
DEeC. v 5.67 6.69 6.63 6.04
2001 — Jan......coiiiii 5.37 6.56 - 5.62
Feb. ... ... 5.30 6.48 - 5.54
Mar. ... 5.28 6.38 - 5.49
APl oo 5.21 6.36 - 5.44
May ... 5.35 6.36 - 5.54
June ... 5.31 6.25 - 5.47
July ..o 5.27 6.22 - 5.44
AUG. ..o 5.11 6.08 - 5.28
Sept. oo 5.04 5.90 - 5.17
OCt oo 4.84 5.68 - 4.95
NOV. i 4.66 5.56 - 4.79
Dec. ... 4.90 5.65 - 5.00
2002 — JaNn. ... 4.92 5.60 - 5.01
Feb. ....... .. ..., 5.06 5.58 - 5.10
Mar. ... 5.18 5.64 - 5.23
Apr. ..o 5.20 5.53 - 5.21

(1) Until September 1995 includes the bonds issued by autonomous government agencies and public enterprises.
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ITALY'SFINANCIAL ASSETSAND LIABILITIESIN 2001 (1)

(stocks in millions of euros)

Table a27

Institutional sectors

Financial corporations

Non-financial
corporations Monetary Other Financial Insurance corporations
financial institutions financial intermediaries auxiliaries and pension funds

Financial instruments Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Monetary goldand SDRs .............. - - 25,167 - - - - - - -
Currency and transferable deposits, with 105,625 - 92,275 693,917 24,800 - 15,867 - 11,555 -
MFIS 105,625 - 70,968 693,917 24,800 - 15,867 - 7,968 -
centralgovernment .................. - 660 - - - - - - -
restoftheworld . .................... - 20,647 - - - 3,587 -
Other deposits, with .................. 9,224 - 186,596 418,881 17,132 - 1,453 - 1,185 -
MFIS 8,208 - 136,955 418,881 17,132 - 1,453 - 1,121 -
centralgovernment .................. 1,015 - - - - - - - - -
restoftheworld . .................... - 49,642 - - - 65 -
Short-term securities, issued by ........ 2,175 2,889 29,101 4 12,165 50 9 - 1,928 -
generalgovernment ................. 185 - 21,291 - 7,267 - 9 - 1,207 -
otherresidents ..................... 2 2,889 2,678 4 65 50 - - - -
restoftheworld . .................... 1,988 - 5,132 - 4,833 - - - 721 -
Bonds,issued by ..................... 52,067 27,304 270,614 272,991 306,681 53,863 9,294 - 161,818 3,894
MFIS 8,126 - 37,605 272,991 10,869 - 2,587 - 18,307 -
central government: CCTs ............ 10,178 - 73,591 - 33,923 - 3,633 - 21,163 -
central government: other ............ 6,536 - 123,801 - 98,387 - 1,350 - 91,444 -
localgovernment . ................... 981 - 2,840 - 1,007 - 460 - 727 -
otherresidents ..................... 6,403 27,304 626 - 22,431 53,863 1,264 - 2,235 3,894
restoftheworld ..................... 19,843 - 32,152 - 140,063 - - - 27,942 -
Derivatives ..........iiiiiiii 4,924 10,116 67,136 48,881 2,177 1,694 - - 4,477 3,678
Short-term loans, of .................. 41,279 399,313 573,017 94,015 63,747 146,176 - 2,241 - 746
non-financial corporations ............ 41,279 - - - - - - - - -
MFIS ..o - 292,227 573,017 22,854 - 114,997 - 2,241 - 746

other financial corporations ........... - 26,965 - 979 63,747 - - - -

generalgovernment ................. - - - - - - - - - -
restoftheworld ..................... - 80,121 - 70,183 - 31,178 - - - -
Medium and long-term loans, of ....... - 288,445 525,617 54,640 65,886 29,032 1,649 995 5,716
non-financial corporations ............ - - - - - - - - - -
MFIS - 221,278 525,617 7,519 - 27,341 - 360 - 3,000
other financial corporations ........... - 41,112 - 618 65,886 - - 995 54
generalgovernment ................. - 20,606 - 2,457 - - - 1,288 - 1,193
restoftheworld ..................... - 5,449 - 44,047 - 1,691 - - - 1,469
Shares and other equity, issued by ..... 830,823 1,176,761 112,968 251,554 292,397 29,870 2,275 96,936 99,868
residents . ... 694,307 1,176,761 92,163 251,554 56,873 29,870 . 2,275 67,019 99,868
of which: listed shares ............. 274,230 387,060 30,448 129,469 49,166 738 - - 18,090 75,052
restoftheworld . .................... 136,516 - 20,804 - 235,523 - - - 29,917 -
Mutual fund shares, issued by ......... 15,102 - 5,992 26,164 20,299 377,525 451 - 31,246 -
residents . ... 5,013 - 2,958 26,164 - 377,525 451 - 29,606 -
restoftheworld..................... 10,089 - 3,034 - 20,299 - - — 1,640 -
Insurancetechnical reserves .......... 17,185 79,723 971 17,366 - - - - - 270,557
net equity of households ............. - 79,723 - 17,366 - - - - - 217,328
prepayments and other claims ........ 17,185 - 971 - - - - - - 53,230
Other accounts receivable/payable . ... 309,395 276,504 1,454 617 2,778 .. - - 30 827
Tradecredits ....................... 286,370 260,597 - - - - - - - -
Other ... 23,025 15,906 1,454 617 2,778 .. - - 30 827
Total 1,387,801 2,261,054 1,890,909 1,879,030 808,061 638,209 27,075 6,165 310,170 385,287

(1) Provisional. Rounding may cause discrepancies in totals.
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Table 827

General government

Households and
non-profit institutions

Rest of the world

Total

Institutional sectors

Central Local Social serving households
government government security funds
Assets Liabilities Assets Liabilities | Assets | Liabilities | Assets Liabilities Assets Liabilities Assets Liabilities Financial instruments
- - - - - - - - - 25,167 25,167 25,167 Monetary gold and SDRs
25,520 14,784 22,150 - 7,016 — 408,233 - 26,256 30,597 739,298 739,298 Currency and transferable deposits, with
25,051 - 8,632 - 6,371 - 402,379 - 26,256 - 693,917 693,917 MFIs
- 14,784 12,911 - .. - 1,213 - - - 14,784 14,784  central government
469 - 606 - 645 - 4,642 - - 30,597 30,597 30,597  rest of the world
902 173,600 1,842 - 669 - 274,067 — 149,469 50,058 642,539 642,539 Other deposits, with
899 - 1,732 - 668 — 101,244 — 149,469 — 418,881 418,881 MFIs
— 173,600 - - - - 172,585 - - - 173,600 173,600 central government
3 - 110 - 1 - 238 - - 50,058 50,058 50,058 rest of the world
77 112,532 15 191 - 23,180 - 60,196 13,564 129,038 129,038 Short-term securities, issued by
77 112,532 15 191 - 22,094 - 60,196 - 112,532 112,532  general government
- - - - - - 198 - - - 2,942 2,942  otherresidents
- - - - - - 889 - - 13,564 13,564 13,564  rest of the world
7,521 1,078,356 4,095 9,446 8,632 — 506,916 — 433,218 315,002 1,760,857 1,760,857 Bonds, issued by
1,328 - 504 - 942 — 190,486 - 2,238 - 272,991 272,991 MFIs
230 238,397 464 - 3,487 - 74,772 - 16,957 - 238,397 238,397  central government: CCTs
5,897 839,959 250 - 2,548 — 116,446 — 393,300 - 839,959 839,959  central government: other
50 - 499 9,446 .. - 764 - 2,118 - 9,446 9,446  local government
17 - 490 - 113 - 32,877 - 18,606 - 85,061 85,061  other residents
- - 1,888 - 1,543 - 91,572 - — 315,002 315,002 315,002 rest of the world
- - - - - - - - 25,920 40,264 104,634 104,634 Derivatives
5,755 1,781 - 4,195 - 1,021 - 55,618 181,481 160,175 865,280 865,280 Short-term loans, of
- - - - - - - - - 41,279 41,279 41,279  non-financial corporations
- 1,781 - 4,137 - 95 — 54,958 - 78,982 573,017 573,017 MFIs
- - - 58 - - - 660 - 35,085 63,747 63,747  other financial corporations
5,755 - - - - 926 - - - 4,829 5,755 5,755 general government
- - - - - - - — 181,481 - 181,481 181,481  rest of the world
117,880 34,015 — 104,917 - 80 - 222,962 62,090 31,011 772,467 772,467 Medium and long-term loans, of
- - - - - - - - - - - — non-financial corporations
- 25,363 - 26,526 - 80 - 202,821 - 11,327 525,617 525,617 MFIs
- - 285 - - - 20,123 - 4,690 66,881 66,881  other financial corporations
117,880 .. - 77,324 - - - 18 - 14,994 117,880 117,880 general government
- 8,652 - 782 - - - - 62,090 - 62,090 62,090 rest of the world
84,137 - 5,685 95 906 — 476,737 — 182,852 523,018 2,083,440 2,083,440 Shares and other equity, issued by
79,538 - 4,497 95 447 - 382,725 — 182,852 - 1,560,422 1,560,422 residents
48,788 - 1,804 - 212 - 84,498 - 85,084 - 592,319 592,319 of which: listed shares
4,599 - 1,188 - 458 - 94,012 - — 523,018 523,018 523,018 rest of the world
129 - 6,327 - 1,044 — 401,969 - 4,115 82,985 486,674 486,674 Mutual fund shares, issued by
51 - 48 - 969 - 360,477 - 4,115 — 403,689 403,689 residents
77 - 6,279 - 75 - 41,492 - - 82,985 82,985 82,985 rest of the world
114 - 884 - 26 — 364,540 23,918 7,843 - 391,563 391,563 Insurance technical reserves
- - - - - — 338,334 23,918 - - 338,334 338,334  net equity of households
114 - 884 - 26 - 26,207 - 7,843 - 53,230 53,230 prepayments and other claims
46,945 22,832 25,753 18,462 22,935 2,132 15,370 73,098 39,768 69,958 464,428 464,428 Other accounts receivable/payable
- - - - - - 4,417 - 39,768 69,958 330,555 330,555 Trade credits
46,945 22,832 25,753 18,462 22,935 2,132 10,953 73,098 - - 133,873 133,873  Other
288,980 1,437,901 66,750 137,114 41,420 3,233 2,471,012 375,595 1,173,209 1,341,798 8,465,386 8,465,386 Total
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ITALY'SFINANCIAL ASSETSAND LIABILITIESIN 2001 (1)

(flows in millions of euros)

Table 828

Institutional sectors

Financial corporations

Non-financial
corporations Monetary Other Financial Insurance corporations
financial institutions financial intermediaries auxiliaries and pension funds

Financial instruments Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
Monetary goldand SDRs .............. - - 78 - - - - - - -
Currency and transferable deposits, with 8,765 - 4,133 10,936 6,085 - —4,726 - 3,156 -
MFIS 8,916 - -4,576 10,936 6,085 - —4,726 - 1,790 -
centralgovernment .................. -151 - 71 - - - - - - -
restoftheworld ..................... - 8,638 - - - 1,366 -
Other deposits, with .................. -1,928 - -13,963 -573 3,224 - -1,088 - -325 -
MFIS —2,008 - -8,508 -573 3,224 - -1,088 - -385 -
centralgovernment .................. 80 - - - - - - - - -
restoftheworld ..................... - —5,455 - - - 60 -
Short-term securities, issued by ........ 274 387 13,897 2,525 —-46 —443 - 391 -
generalgovernment ................. -503 - 11,509 - 2,776 - —443 - 149 -
otherresidents ..................... -2 387 470 10 —46 - — - —
restoftheworld . .................... 231 - 1,917 - —-262 - - - 241 -
Bonds, issuedby ................ ..., -1,786 13,361 -15,302 31,201 31,593 32,796 3,427 - 32,494 400
MFIS -1,656 - -284 31,201 1,852 - 3,149 - 2,517 -
central government: CCTs ............ -847 - -3,270 — 3,813 — —615 — 1,042 -
central government: other ............ -1,759 - -8,435 - -6,119 - —412 - 22,154 -
localgovernment . ................... 39 - 536 - 41 - 19 - 187 -
otherresidents ..................... 1,463 13,361 1 - 17,602 32,796 1,286 - 614 400
restoftheworld . .................... 975 - -3,851 - 14,404 - - - 5,979 -
Derivatives .......... ..o - -708 -18 - - 124 - - - -109
Short-term loans, of .................. 1,874 7,935 10,981 27,143 4,303 15,550 - -2,304 - —-609
non-financial corporations ............ 1,874 - - - - - - - - -
MFIS .. - 11,269 10,981 222 - 9,983 - -2,304 - -609

other financial corporations ........... - 1,208 - 410 4,303 - - - -
generalgovernment ................. - - - - - - - - - -
restoftheworld ..................... - -4,543 - 26,511 - 5,567 - - - -
Medium and long-term loans, of ....... - 31,641 38,691 3,568 7,124 2,202 -619 -7 2,340
non-financial corporations ............ - - - - - - - - - -
MFIS - 23,189 38,691 -1,936 - 3,017 - 18 - 1,236
other financial corporations ........... - 6,104 — 86 7,124 - - -7 -9
generalgovernment ................. - 3,449 - 110 - - - -637 - 227
restoftheworld ..................... - -1,101 - 5,308 - -815 - - - 886
Shares and other equity, issued by ..... 36,361 14,413 5,981 13,136 —-27,780 983 -97 48 3,713 113
residents . ... 21,251 14,413 2,641 13,136 —-3,602 983 -97 48 3,607 113
of which: listed shares ............. - -

restoftheworld ..................... 15,109 - 3,340 - —24,178 - - - 106 -
Mutual fund shares, issued by ......... 200 - 1,465 -797 10,405 —6,481 -8 - 338 -
residents . ............... ... -92 - -46 797 - -6,481 -8 - -481 -
restoftheworld ..................... 293 - 1,512 - 10,405 - - - 819 -
Insurancetechnical reserves .......... 713 5,067 40 -2,220 - - - - - 32,188
net equity of households ............. - 5,067 - —2,220 - - - - - 30,008
prepayments and other claims ........ 713 - 40 - - - - - - 2,180
Other accounts receivable/payable .... 16,024 24,621 461 588 -1,799 .. - - 11 330
Tradecredits ....................... 23,325 22,582 - - - - - - - -
Other ... -7,301 2,039 461 588 -1,799 .. - - 11 330
Total 59,950 96,718 46,444 82,982 35,681 45,129 -2,935 -2,874 39,771 34,654

(1) Provisional. Rounding may cause discrepancies in totals.
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Table a28

General government Households and Institutional sectors
R non-profit institutions Rest of the world Total
Central Local Social serving households
government government security funds
Assets Liabilities Assets Liabilites | Assets |[Liabilities | Assets Liabilities Assets Liabilities Assets Liabilities Financial instruments
- - - - - - - - - 78 78 78 Monetary gold and SDRs
—-436 -219 64 - 2,010 - 19,883 - -17,156 11,061 21,778 21,778 Currency and transferable deposits, with
-384 - -104 - 1,936 - 19,156 - -17,156 - 10,936 10,936 MFIs
- -219 .. - .. - —140 - - - =219 —219  central government
-52 - 168 - 73 - 867 - - 11,061 11,061 11,061  rest of the world
-83 13,852 3 - 319 - 10,279 - 11,434 5,407 7,872 7,872 Other deposits, with
-83 - 94 - 319 - -3,572 - 11,434 - -573 -573  MFlIs
- 13,852 - - - - 13,772 - - - 13,852 13,852  central government
- -91 - .. - 80 - - -5,407 -5,407 —5,407  rest of the world
13 12,118 -8 .. 139 - 871 - -2,469 2,183 14,642 14,642 Short-term securities, issued by
13 12,118 -8 .. 139 - 954 - -2,469 - 12,118 12,118 general government
- - - - - - -138 - - - 341 341  otherresidents
- - - - - - 56 - - 2,183 2,183 2,183  rest of the world
—734 19,672 -122 1,895 -113 - 54,355 - 27,665 32,153 131,478 131,478 Bonds, issued by
-107 - -158 - 228 - 25,503 - 155 - 31,201 31,201 MFIs
-10 -11,857 89 - =27 - 2,203 — 14,234 - -11,857 —11,857  central government: CCTs
—629 31,529 —49 - -563 - —6,417 - 33,757 - 31,529 31,529 central government: other
.. - 40 1,895 .. - -106 - 1,140 - 1,895 1,895 local government
13 - 526 - 70 - 18,134 - 6,846 - 46,557 46,557  other residents
- - -569 - 179 - 15,037 - - 32,153 32,153 32,153  rest of the world
- - - - - - - - -675 - -693 —693 Derivatives
36 - 270 - 43 - -811 27,535 2,558 44,693 44,693 Short-term loans, of
- - - - - - - - - 1,874 1,874 1,874  non-financial corporations
- 36 - 225 - 43 - —788 - =7,097 10,981 10,981 MFIs
- - - 45 - - - -24 - 2,664 4,303 4,303 other financial corporations
.. - - - - .. - - - .. .. .. general government
- - - - - - - - 27,535 - 27,535 27,535  rest of the world
5,161 —4,694 - 1,599 - -6 - 17,322 2,979 595 53,949 53,949 Medium and long-term loans, of
- - - - - - - - - - - — non-financial corporations
- -3,471 - -504 - -6 - 17,111 - 37 38,691 38,691 MFIs
- .. - 90 - - - 209 - 637 7,117 7,117  other financial corporations
5,161 .. - 2,087 - - - 2 - -78 5,161 5,161 general government
- -1,223 - —75 - - - - 2,979 - 2,979 2,979 rest of the world
-6,539 - -232 6 233 - 21,978 - 10,335 15,253 43,953 43,953 Shares and other equity, issued by
-3,853 - 176 6 129 - -1,887 - 10,335 - 28,700 28,700 residents
- - - - of which: listed shares
-2,685 - —407 - 104 - 23,865 - - 15,253 15,253 15,253  rest of the world
72 - 3,434 - 32 - -11,755 - 7 11,468 4,190 4,190 Mutual fund shares, issued by
-1 - -1 - -18 - —6,637 - 7 - -7,278 —7,278 residents
73 - 3,435 - 50 - -5,118 - - 11,468 11,468 11,468  rest of the world
4 - 36 - 1 — 35,629 1,714 326 - 36,751 36,751 Insurance technical reserves
- - - - - - 34,570 1,714 - - 34,570 34,570  net equity of households
4 - 36 - 1 - 1,058 - 326 - 2,180 2,180 prepayments and other claims
3,306 8,345 2,371  -2,989 3,619 -71  -5,095 3,754 9,236 10,245 28,134 28,134 Other accounts receivable/payable
- - - - - - 267 - 9,236 10,245 32,828 32,828  Trade credits
3,306 8,345 2,371 -2,989 3,619 -71 5,362 3,754 - - —4,694 —4,694  Other
767 32,420 5,547 782 6,240 -35 126,145 21,979 69,216 75,072 386,825 386,825 Total
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BANK INTEREST RATES (1)

Table a29

Deposits (2) Loans (2) i
Certificates of deposit ’f‘g%ﬁ?ﬁﬁ '\zl?:a:,gr:gi?rumm ABI

Acvfrrrae%?: Overall Maximum Maturities Maturities | Short-term Srl]' ;\ﬁ te:rtm erlu(t):rr:)srits%s cfr?gjr:;r prim(g)rate

accounts average ®3) Overall up to from 18 to average ©) @ households

average | g onths (4) 24 rr(mé))nths (7)

1996 .............. 5.26 6.49 7.92 8.61 7.48 7.76 12.06 9.00 10.68 12.91 10.95
1997 ...l 3.73 4.83 6.11 7.29 5.43 5.33 9.75 6.79 8.26 10.65 9.21
1998 .. ...l 2.50 3.16 4.70 5.72 4.00 3.80 7.88 5.11 6.22 7.84 7.71
1999 ..., 1.18 1.61 2.73 4.23 2.32 2.62 5.58 2.94 4.46 5.66 5.86
2000 .............. 1.65 1.84 3.87 3.81 2.95 3.48 6.26 3.92 5.44 6.26 7.29
2001 ............e 1.87 1.96 4.33 3.62 3.26 3.52 6.53 4.41 5.47 6.67 7.75
2000— Jan. ....... 1.30 1.56 3.07 3.81 2.43 2.97 5.57 3.14 4.73 5.59 6.25
Feb. ....... 1.28 1.54 3.02 3.75 2.47 3.06 5.63 3.21 5.02 591 6.50
Mar. ....... 1.34 1.58 3.13 3.72 2.54 3.14 571 3.31 4.93 5.96 6.75
Apr. ....... 1.42 1.64 3.35 3.72 2.61 3.21 5.84 3.44 4.96 5.93 6.75
May ....... 1.48 1.69 3.51 3.73 2.73 3.31 6.04 3.57 5.35 6.10 7.00
June ....... 1.58 1.78 3.83 3.75 2.85 3.62 6.23 3.75 5.57 6.20 7.50
July ....... 1.71 1.89 4.13 3.77 3.05 3.64 6.46 4.08 5.65 6.31 7.50
Aug. ....... 1.76 1.94 4.20 3.81 3.12 3.68 6.43 4.23 571 6.65 7.50
Sept. ...... 1.85 2.00 4.34 3.86 3.22 3.67 6.63 4.40 5.57 6.62 7.75
Oct. ....... 1.94 2.08 4.51 3.89 3.39 3.75 6.83 4.54 6.01 6.68 8.00
Nov. ....... 2.02 2.15 4.65 3.92 3.51 3.84 6.90 4.64 6.02 6.61 8.00
Dec. ....... 2.08 2.20 4.71 3.94 3.52 3.82 6.88 4.71 5.79 6.51 8.00
2001-Jan. ....... 2.08 2.19 4.68 3.89 3.50 3.77 6.84 4.72 5.95 6.92 8.00
Feb. ....... 2.05 2.16 4.60 3.86 3.50 3.69 6.80 4.75 6.12 6.99 8.00
Mar. ....... 2.08 2.18 4.63 3.82 3.52 3.70 6.76 472 5.74 6.94 8.00
Apr. ....... 2.08 2.17 4.61 3.77 3.55 3.74 6.72 4.69 5.90 6.88 8.00
May ....... 2.03 211 4.56 3.70 3.48 3.69 6.69 4.69 5.84 6.91 7.88
June ....... 1.97 2.04 4.49 3.62 3.43 3.67 6.61 4.62 5.46 6.75 7.88
July ....... 1.96 2.03 4.44 3.58 3.40 3.66 6.59 4.55 5.45 6.63 7.88
Aug. ....... 1.93 2.00 4.41 3.56 3.35 3.61 6.54 4.51 5.52 6.89 7.88
Sept. ...... 1.81 1.89 4.24 3.53 3.24 3.54 6.48 4.35 5.15 6.62 7.50
Oct. ....... 1.60 1.69 3.97 3.47 2.94 3.22 6.29 3.99 4.94 6.39 7.50
Nov. ....... 1.50 1.59 3.77 3.37 2.73 3.06 6.10 3.78 4.77 6.25 7.25
Dec. ....... 1.38 1.47 3.53 3.27 2.55 2.92 5.91 3.59 4.74 5.87 7.25
2002—-Jan. ....... 1.37 1.45 3.43 3.15 2.55 2.87 5.84 3.51 4.59 6.00 7.25
Feb. ....... 1.36 1.44 3.36 3.05 2.54 2.92 5.81 3.47 4.81 5.98 7.25
Mar. ....... 1.36 1.44 3.34 2.98 2.54 2.97 5.77 3.47 4.75 5.91 7.25

Apr. ....... 1.39 1.45 3.32 2.92 2.53 2.99 5.76 3.48 4.97 5.94

(1) Before tax; annual figures are the average of monthly values. — (2) The rates shown are monthly averages of the rates reported at 10-day intervals. The “Overall average” rates are the weighted
average of the rates on individual positions weighted with the relevant balances. — (3) Rate applied to the last decile of freely available deposits in lire (and from January 1999 onwards, also in other
euro-area currencies) on current and savings accounts ranked according to the interest rate. — (4) Until 1994, average issue rate of 6-month CDs. — (5) Average issue rate of fixed-rate CDs in lire
(and from January 1999 onwards, also in other euro-area currencies) with an original maturity of between 18 and 24 months. — (6) Rate applied to the first decile of short-term loans in lire (and
from January 1999 onwards, also in other euro-area currencies) to enterprises ranked according to the interest rate. — (7) The rates are reported only for the last 10-day period of each month. —

(8) The monthly data are end-of-period data.
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CREDIT RISK INDICATORS (1)

(end-of-period data; amounts in millions of euros and percentages)

Table a30

As a ratio to loans (1)

Non-performing | Adjusted bad debts
Loans (1) on-perioring oo Adjusted New bad Accounting bad debts
of which: bad debts debts (2)
bad debts
Banking system
1999 ............ 814,482 9.8 7.4 8.0 14 107.1
2000 ............ 913,145 7.8 5.7 6.2 1.0 108.5
2001 ............ 973,883 6.7 4.7 5.0 0.9 107.8
Banks accepting short-term funds
1999 ............ 729,140 9.9 7.4 7.9 15 106.9
2000 ............ 829,473 7.9 5.7 6.2 1.1 108.3
2001 ............ 893,485 6.8 4.7 5.0 0.9 107.5
Banks accepting medium and long-term funds
1999 ............ 85,341 9.4 7.5 8.2 11 109.1
2000 ............ 83,672 6.6 5.2 5.8 0.8 111.5
2001 ............ 80,398 5.8 45 5.0 0.8 111.4
Major, large and medium-sized banks
1999 ............ 608,985 9.1 6.8 7.3 14 106.6
2000 ............ 680,731 7.3 5.3 5.7 1.1 108.7
2001 ............ 708,413 6.0 4.0 43 0.9 108.1
Other banks
1999 ............ 205,497 11.8 9.2 9.9 14 108.3
2000 ............ 232,414 9.3 6.9 75 1.0 108.1
2001 ... 265,470 8.5 6.4 6.8 0.9 107.3
Banks based in the Centre or North
1999 ... 745,202 8.6 6.4 6.9 14 108.8
2000 ............ 846,248 7.1 5.1 5.6 1.0 109.9
2001 ............ 907,370 6.0 4.1 4.4 0.9 109.1
Banks based in the South
1999 ............ 69,280 225 18.6 18.8 2.3 100.9
2000 ............ 66,897 16.9 13.6 13.9 1.6 102.1
2001 ............ 66,513 15.6 13.0 13.3 1.3 102.0

(1) Gross of bad debts and unpaid and protested bills. — (2) Percentage ratio of loans newly classed as bad debts to performing loans in the previous year, net of adjusted bad debts.
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CONSOLIDATED INCOME STATEMENT:
CONTRIBUTION OF OPERATIONS TO SUPERVISORY CAPITAL (1)

(millions of euros)

Table a3l

Classification by size

Main banking groups

Rest of the system

Banking system

Classification by geographical area

Centre and North

South

32,668
36,581
36,814

19,326
20,876
21,240

13,342
15,706
15,574

-1,070
307
1,270

5,203
4,436
6,028

3,173
4,406
3,036

1,555
2,804
2,058

24,831
27,368
28,902

15,323
15,923
17,542

9,508
11,444
11,360

Gross income
57,499
63,949
65,716

Operating expenses
34,649
36,799
38,782

Operating income
22,850
27,150
26,934

54,454
62,175
64,352

32,399
35,628
37,874

22,055
26,547
26,478

Non-recurring items (net) and allocations to provisions

627
585
1,921

2,776
2,382
2,789

2,769
3,372
2,848

1,376
1,674
993

1,960
3,431
2,809

—443
887
3,191

Loan losses
7,979
6,818
8,817

Taxes
5,942
7,778
5,884

Dividends
2,931
4,478
3,051

Allocations to supervisory capital

6,441
7,189
5,991

129
845
3,155

7,586
6,553
8,665

5,691
7,648
5,784

2,870
4,448
3,027

5,779
7,053
5,847

3,045
1,774
1,364

2,250
1,171
908

795
603
456

-572
42
36

393
265
152

251
130
100

61
30
24

662
136
144

15.3
171
12.5

7.2
9.7
6.5

ROE (percentages)
10.6
12.9
9.1

10.4
13.4
9.3

14.6
3.2
4.4

(1) Consolidated data for banking groups and data on a solo basis for banks not belonging to a group.
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Table a32

SUPERVISORY CAPITAL AND SOLVENCY RATIO (1) (2)
(end-of-period data; amountsin millions of euros)

Supplementary capital Capital shortfalls
Primary capial su%i)‘:g::feged Sus:gti;fry f’;’;fe”ﬁéga;g‘; Excess captal Number of banks Amount
liabilities
Banking system
1999 ...l 89,430 25,589 21,171 110,258 10.6 28,285 9 1,330
2000 ... 91,417 33,036 27,900 118,625 10.2 26,109 3 9
2001 ... 97,399 39,188 34,287 129,205 10.6 33,499 6 522
Main banking groups
1999 ...l 40,050 15,963 14,045 53,714 8.9 5,574 - -
2000 ... 42,184 22,025 19,491 61,051 8.7 5,188 - -
2001 ... 46,164 25,689 24,136 66,787 9.5 11,231 - -

Banks and banking groups based in the Centre or North

1999 ...l 83,634 24,762 20,491 103,755 10.4 25,222 7 1,329
2000 ... 87,806 32,644 27,653 114,724 10.1 24,022 1 8
2001 ... 94,437 38,915 34,104 125,975 10.5 31,677 3 513

Banks and banking groups based in the South

1999 ...l 5,797 826 681 6,503 151 3,063 2 2
2000 ... 3,611 392 247 3,901 17.2 2,087 2 1
2001 ... 2,962 274 183 3,230 18.2 1,822 3 9

(1) Consolidated data for banking groups and data on a solo basis for banks not belonging to a group. — (2) Excludes the Italian branches of foreign banks.
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LIST OF ABBREVIATIONS

ABI - Associazione bancaria italiana
Italian Bankers' Association

BI-COMP - Bancad Italia Compensazione
Bank of Italy Clearing System

BI-REL - Bancad'Italia Regolamento Lordo
Bank of Italy real-time gross settlement system

BOT - Buoni ordinari del Tesoro
Treasury bills

BTP - Buoni del Tesoro poliennali
Treasury bonds

CCT - Certificati di credito del Tesoro

Treasury credit certificates

CIPA - Convenzioneinterbancaria per i problemi dell’ automazione
Interbank Convention on Automation

Confindustria - Confederazione generale dell’industria italiana
Confederation of Italian Industry

Commissione nazionale per le societa e la borsa
Companies and Stock Exchange Commission

CTE - Certificati del Tesoroin ECU
Treasury certificatesin ecus

Consob

CTO - Certificati del Tesoro con opzione
Treasury option certificates
C1z - Certificati del Tesoro zero-coupon
Zero-coupon Treasury certificates
IACP - Indice armonizzato dei prezzi al consumo
Harmonized index of consumer prices
ICl - Imposta comunale sugli immobili
Municipal real estate tax
Iciap - Imposta comunale per I’ esercizio di imprese e di arti e professioni
Municipal tax on businesses and the self-employed
Ilor - Imposta locale sui redditi
Local income tax
INAIL - Idtituto nazionale per I' assicurazione contro gli infortuni sul lavoro
National Industrial Accidents Insurance Institute
INPS - lstituto nazionale per la previdenza sociale
National Social Security Institute
Irap - Imposta regionale sulle attivita produttive

Regional tax on productive activities



I rpef

Irpeg

ISAE

| stat

Isvap

MIF

MTS

SACE

SIM

TARGET
uic

Imposta sul reddito delle persone fisiche
Personal income tax

Imposta sul reddito delle persone giuridiche
Corporate income tax

Istituto di studi e analisi economica
Institute for Economic Research and Analysis

Istituto nazionale di statistica
National Institute of Statistics

Istitutoper lavigilanzasulleassicurazioni privateedi interessecoll ettivo
Supervisory authority for theinsuranceindustry

Mercato italiano dei futures
Italian Futures Market

Mercato telematico dei titoli di Stato
Screen-based secondary market in government securities

Sezione per I'assicurazione dei crediti all’ esportazione
Foreign Trade Insurance Services Agency

Societa di intermediazione mobiliare
Securities investment firm
Trans-European Real-time Gross Express Transfer

Ufficio italiano dei cambi
Italian Foreign Exchange Office
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