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First of all, a warm welcome to you on behalf of the Associazione
Bancaria Italiana.

During the last days vyou have been discussing the issues of
Eur2pean integration in the perspective of 1992. I presume that
you analysed the implications of the decisions taken at the
recent meeting in Rcme.

These discussions take place in a difficult period: the Gulf
crisis casts a shadow of uncertainty on every comment and
forecast.

I do not pretend to bring any explanation on the nature of the
international political crisis, and I do not want tc add other
r2marks to the ones you develored cn the subject of Europe '9Z2.

s.a only deal with some issues on the barking systems, with
peci regard to the Italian one.
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I shall begin with some remarks on the US and the Japanessa
banking systems. In 1990, the leng and apparently encless cricis
of some American banks (the Savings and Loans Assaociations) has

been followed by widespread difficulties in the rest of the
barking sector. On the other hand, the fall of share prices
n search of 14

caused proclems ta Japanese Etanks, which are
billion US dollars to rebuild adegquate capital

Those events restated the 1importance of the "staciliiy" of the
banking systems and are giving wav to debat=s on dersegulation,
on the opportunity of regulation and on re-regulatiaon Mcre in
general, the questicrs of the mcst effeciive means to assure
stability, such as higher capitalization, g eate csecaration
between different activities and direct supervisicnrn, are taken
into consideration again.

Within this framework, the present debatse on the ftuture of
internaticnal f1nancva1 svs#ems develcps itself faollcwing a line
relatively differant fro the one fcllowed In rzcant years.
S ility =seems tco re:eive once =gain  the same ra2lsvarc2 as

i
iciency and compatition.

The Italian banking system, as otner Eurocpean Bbanking systems,
has been characterized by a high degree of stabiiity in the
racent times.

The profitability of banks has remainec ra2latively high: in the
last & vyears, gross cperating incaoms has hesen sztacls around .54

ocf intermediated funds. Total! own funds of banks have grown at a3
rate of |2.3% p.a., nearly 4&-7% higher than the inflation raze.
The last available data show that tctal own funds cf banks exceed
the minimum required solvency ratics by 1S.4 billion US 3%, as
resulting from an excess of 17.7 bln. US $ and from a deficiency
of 2.3 Bln. B,



In spite of the changes in the economic situation, bank assets as
a whaole do not show relevant amounts of bad locans.

I will now summarize the external factors that help determining
this situation. Firstly, Italian banks, as 1in oaother European
countries, have a relatively 1low cost of funding (the average

effective. annual interest rate on customers' deposits is S5-&%
lower compared to the average gross yield on a l-year Treasury
bill). That differs from the situation in other countries, for
instance in the USA, where the higher relative cost of funding
seems tc have led banks to choose more profitabhle but also
riskier activities, by operating in mecre unstable markets; that
is a partial explanation aof the problems in the UE banking
secztor.

Secondly, in Italy the gcvernment has plaved a key cle 1

o
financial intermediation by suppecrting the intermediatio
funds (the state s=sctor borrowing ra2quirement amounts at 122,0C
billigmn Lir=s - 94 bln. US $ -, while the annusl growth of ¢t
domestic credit is 230,000 billion Lirs - 177 bln. %).

Cn the one hand, the self-financing of Italian Tfirms remalns
high. On the other hand, the high degree of segaration between
the banking and the industrial <cector prevents the <system from
taking risks in the stcck market,

Scme impcrtant sectcrs as the real estate and the building
industry sncw a high degrae of instituzicnalizationr; in Isaly,
azs for example irn Germany, they are not chareacterized oy large
fluctuations in prices and business activity, as in the British
and the UE markets.

The inveclvement of Italian banks in lending %o hignhn—-irncebted

countries is also relatively law.

The securitization process in Italy is still mainly bas=2d on tnh
activity of a group of financial intermediaries wnich,
additicn to their securities issues, assur2 a grof2ssional ski
in dealirg with customers, provide protecticn to Ehe =v
through their own funds and are able to cope wiith the Eorrower
problems, snculd cdifficulties arise.

In the last vyears, Italian banks *%ock ¢ rol, directly or
indirectly through subsidiaries, ot the 1 t part of the
ieasing, Tactoring, securlities trading, underwriting and
pertfolio management business. This concentration of achtivities
was alsc caused by some non-faveourable examples in nen-banking
intermediatiaon.

Bark branmches form a powerful distribution netwaork that r=aches
directly Hhousehnlds' savings; the regional fezature, s=zill a
peculiarity of a large part of the Italianmn banking sectaor,
assures a straong link with the customer, based on loyalty and

reliability.



The 1Italian banking system 1is undergcing a deep organizational
and structural change, with a sort of balance between tradition
and modernization.

New pressures for quicker change will depend first of all on the
the scale with which the diffusion of new deposit management
techniques might take place and the consequent effects that these
new relationships with depositors will have on the relative cost
of deoosits.

That is a very important issue on which ali: Italiam banks, and
non—-Italian tanks as well, are shaping th2ir strategies.

It must be noticed by the way that alsc a d
level of prevailing nominal interest r =
to a reduction in the differentiels in the n
on assets and liabilities.

cline in the average
ill nec=ssarily lead
c te

minal interect rates

A discussion i alive cn whether a differentiation shculd be
introduced Etetween interests palic on current accaounts anc
interests paid on time deposits; whether the rzsgional and local
characteristic should be maintained; whether %he branch network
should be developed on a national scale; whezther mergers and
acquisiticns of banks should be pursuec, and sc an.
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All thos= stratsgies ares present, at a different level, in every

ur= is also exp=2cted an the side

Ul

ing competitive pres
it activity.

May I remind some of the rz2cesnt developments in the Itaiizan
ecgoncmy . They can be summarized as the resul 3 4 3
policy of exchange rate stability in a country wifth a nigh
inflation rate.

To that fundamental decicsicn, the expgort-criented Italian econcomy
reacted esxviremely well, achieving & real econcmiz miracle, with
productivizy increases higher ther the ones r2alized in all 15s

main cocmpetitcors in Europe.

After years of deep resiructuring, the domestiz infila%ticn rat=2 is
1+ 8 b

still high. In a contaxt of a less faverscle internaticna
economic trend, the exchange rate ccocneiraint will have tighter
effects than befcre, inducing szcme changes in the becrraowers'

cornditions.
t could lead ¢to more bank financing to the manufacturing

na
ector, but also tc higher risks in undertaking more complex
ct

Italian tanks are aware of potential competition in dealing with
customers, especially large ones, fraom foreign Sanks which do not
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need a local breocad network.

As long as the international activity of Italian banks is
concerned, the recent liberalization of capital flows has given
rise to many new opportunities. The international presence could
be partially limited in some cases by the small dimension of
banks and in general by the characteristics of our industrial
system, where fewer large-scale financings take place and fewer
opportunities for securities issues on financial markets arise.

The preblem of creating operating skills on international
financial markets cannaot be solved in the short run. The large
network of Italisn barks in their territory could be a barrizr to
entry for foreign banke' networks. The Llong-establicshed
exper-ience and the activity on th=2 international market acguired
by international banks could be en 1its <sid2 a barrier to
expansion (it seems to me to be a gocd example the choice made by
LCeutsche Bank: in Italy has decided to acguire a bank specialised
in retail banking and in Londecn a merchant bank of long
tradition).

I already mentioned the important role that banks played in
financing the Italian industry. The manufacturing s=2ctor was 3also
helped by the legal and tax framewcrk in meaintaining the identity
betweer ownershino and management. In the future, [talian firms
will have to face new praoblems at an internaticnal level: thaz
coculd force same changes and perhags a difTerant degree cof
institutionalization of shareholding will be nesded.

Through the development of special entifies £this task might be
nerformed withcut injuring the princinls of separsfedness between
panks and industry that is still considered a Tundamental f=ajure
of the Italian banking system.

I did not internd to give you a fully comprekensive descriptizn oFf
the fzatures and the prcblems of our tanking system, but gnly a
sketchy description of scme aof them, in any case @xpancing no
more than what can be dore fruitfully in a ﬁr:are spe=2ch 21d in
the interval.



