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1.
Economic and Financial Background
	Table 1: Key Economic and Financial Indicators

	
	2005
	2006

	Population (billion)

GDP (EUR billion)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalisation (EUR billion)

Stock market capitalisation (% of GDP)

Bond market capitalisation (EUR billion)

Bond market capitalisation (% of GDP)

Household gross savings ratio (%)

Household financial wealth (EUR billion)

Average per capita financial wealth (EUR)
	58.5

1,42

-0.3

1.9

7.7

676.6

49.1

1,900 (e)

134 (e)

10.6

3,260
55.900
	58.8

1,48

+1.9

2.3

7

777

52.7

2,071(e)

140 (e)

10.2

3,346 (e)

56.900 (e)


2.
Key Trends in the Global Market
	Table 2: Net assets by the fund industry in Italy

(EUR billion)

	
	2002
	2003
	2004
	2005
	2006

	Home-domiciled UCITS*

Home-domiciled non-UCITS

Funds domiciled abroad and promoted by national providers
	370.4

8.5

101.4
	390.4

12.7

125.9
	375.7

23

148.6
	381.9

34.1
182.8
	343.8

44.6

202.6

	Foreign-domiciled funds promoted by foreign providers
	21
	25.1
	32.5
	55.8
	83.6

	Total AuM
	501.3
	554.1
	579.8
	654.6
	674.5


*Funds-of-funds included in home domiciled UCITS and closed-end funds in home domiciled non-UCITS.

	Table 3: Net Sales of Investment Funds in Italy

(EUR million)

	
	2002
	2003
	2004
	2005
	2006

	Home-domiciled UCITS

Home-domiciled non-UCITS

Foreign domiciled funds promoted by national providers
	-12,328

1,839

4,839
	7,950

3,479
16,140
	-25,248

8,994
14,347
	-15,414

8,072
18,328
	-47,745

7,549
11,781

	Foreign-domiciled funds promoted by foreign providers
	384
	2,714
	5,858
	12,884
	21,324

	Total net sales
	-5,266
	30,282
	3,951
	23,870
	-7,092


In 2006 the growth of total asset under management has continued albeit at a slower pace then previous years. The categories that have achieved the fastest growth are foreign domiciled products promoted both by Italian and foreign providers, followed by Home domiciled non-UCITS products. Among foreign providers, there has been a steady growth of the net sales  for most international players, slowely gaining ground in the domestic ground.

AUM of home domiciled UCITS have instead dropped due to a significant net outflow of funds. The poor performace of home domiciled UCITS is manly due to a taxation system that penilizes Italian funds versus foreign domiciled products but suffers also from the competition of other less transparent investment vehicles, such as structured products and insurance products and the opening up of major nationl distribution networks to third parties products.
The difficulties faced by national domiced UCITS do not appear to affect Italian non-UCITS product such as hedge funds and real estate funds, showing a joint inflow of almost 8 bn. euros, continuing the positive trend of the previous years, leading to a 30% increase of AUM on 2005.
3.
Key Trends in the UCITS Market
	Table 4: UCITS Assets by Fund Type

(EUR billion)

	
	2002
	2003
	2004
	2005
	2006

	Equity

Bond

Balanced

Money market 

Fund-of-funds

Other
	73.9

156.7

64.0

75.7

-

-
	76.1

153.8

64.4

96.1

-

-
	74.4

148.9

69.5

83.0

-

-
	78.6

146.1

85.7

71.6

-

-
	73.0
110.1

94.9

65.8

-

-

	Total

of which

· Guaranteed

· ETFs
	370.4

-

-
	390.4

-

-
	375.7

-

-
	381.9

0.05
-
	343.8
4.6

-


	Table 5: Net Sales of UCITS by Fund Type

(EUR million)

	
	2002
	2003
	2004
	2005
	2006

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other
	-9,332

-9,867

-20,394

27,266

-

-
	-4,483

3,560

-4,502

13,374

-

-
	-5,799

-13,057

2,828

-9,220

-

-
	-8,748

-5,854

11,063

-11,874

-

-
	-11,956
-36,073

6,780

-6,496

-

-

	Total

of which

· Guaranteed

· ETFs
	12,327

-

-
	7,949

-

-
	-25,248

-

-
	-15,414

54

-
	-47,745
4,586
-


The weight of bond have considerably dropped  - from 40 to 32% - seemingly suffering from the expected increase in interest rates. The asset allocation has shifted toward balanced funds which increased their share in the investors’ portfolio from 22 to 27%; to be noticed that balanced products include also total return products that have experienced a particularly high growth with +144% of AUM on the previous year.
On the other side, and despite the good performance of stock markets, Italian fund investors confirmed their risk aversion, with the weight of equity funds increasing only slightly to reach a meager 20%, remaining low for European standards. The success of guaranteed products confirms this attitude.
4.
Key Trends in Other Nationally Regulated Funds 
	
Table 6: Assets of Other Nationally Regulated Funds

(EUR million)

	
	2002
	2003
	2004
	2005
	2006

	Real estate

· Open-ended 

· Listed closed-ended

· Unlisted closed-ended 

· REITS
Alternative management

· Hedge funds

· Funds-of-hedge funds

Special funds

Other 
	3,393

2,310
1,084
2,139

100

2,039

1,563

179
	4,414

2,914
1,500
5,269

292

4,977

1,321

207
	8,017

4,677
3,407
10,732

319

10,413

2,236

208
	11,854

5,543
6,312
16,059

810

15,249

3,539

213
	15,584
6,342
9,516
22,488

1,572
20,916
2,235

1,751

	Total
	7,274
	11,211
	21,193
	31,665
	42,058


	Table 7: Net Sales of Other Nationally Regulated Funds

(EUR million)

	
	2002
	2003
	2004
	2005
	2006

	Real estate

· Open-ended 

· Listed closed-ended

· Unlisted closed-ended 

· REITS
Alternative management

· Hedge funds

· Funds-of-hedge funds

Special funds

Other 
	494

0
494

1,395

100

1,295

-108

58
	730
0
730

3,028

192

2,836

-280

0
	3,153
963

2,190
5,098

28

5,070

768

-25
	2,543
466

2,077
4,347

96

4,251

1,200

-18
	2,298
228

2,070
5,250

670

4,580

-1,488
1,489

	Total
	1,839
	3,479
	8,994
	8,072
	7,549


In countertendency with UCITS products, both categories of  non –UCITS products, Real Estate and Hedge Funds products have experienced a positive net inflow of capital and substantial growth of AUM (+40% for alternative Investment and +31% for real estate funds). This performance confirms the positive trend of  previous years albeit with a slower growth of real estate funds.
It is also interesting to note that growth of alternative products – especially in the form of funds of hedge funds – stems from a growth of both nationally and foreign domiciled products, where nationally domiciled products account for 80% of the total AUM.
5.
Trends in the Number of Funds

	Table 8: Number of funds

	
	2002
	2003
	2004
	2005
	2006

	Home-domiciled UCITS

· Funds

· Units

· Classes

Home-domiciled non-UCITS

Foreign funds (Assogestioni Members)

· By national promoters 

· By foreign promoters
	-

-

1,212

-

64

-

614

824
	-

-

1,189

-

96

-

633

836
	-

-

1,142

-

166

-

617

845
	-

-

1,035

-

218

-

695

1,210
	-
-

989

-

291
-

742

1,355

	Fund launches 

(only home-domiciled UCITS)
	84
	92
	61
	30
	46

	Average fund size (€ Mio.) (median)

· Equity

· Bond

· Balanced

· Money market

· Real estate
	15.7

47.8
41.4

261.9
207.5

	21.3
58.8

40.2
126.1
209.8

	28.3
70.3
52.2
152.9
212.1

	29.2
63.5
56.3
88.5
172.0

	32.2
58.7

62.2
67.7

148.0



The overall number of UCITS funds on offer appears to reflect the trend of the demand with an overall increase in number of foreign funds on offer (both by national and foreign promoters) and a decrease in number of nationally domiciled UCITS funds, due mainly to merging of funds. This has not been sufficient to compensate for the outflow of investment from home domiciled UCITS and the fund average size has slightly decreased.

6.
Household Savings Allocation 

	Table 9: Main Assets of Households

(EUR billion)

	
	2002
	2003
	2004
	2005
	9/2006

	Currency & Deposits
	744
	786
	827
	874
	900

	Debt securities
	629
	635
	685
	656
	710

	Quoted shares
	644
	623
	676
	803
	834

	Life & Pension funds*
	412
	468
	521
	578
	605

	Investment funds**
	388
	418
	421
	463
	439

	Other 
	12
	13
	12
	15
	5

	Total financial assets
	2829
	2943
	3142
	3390
	3494


(*) Life only

(**) Assiogestioni estimate on Assogestioni data and Bank of Italy data (Household and non-profit institutions serving households )

The data on household savings allocation confirm the gradual decline in attractivity of funds to the benefit of other investment products such as life & pension funds, while in term of asset allocation, there has been a shift from debt securities to shares.
Despite the recent trend, investment in funds continues being a popular form of investment for Italian households: almost half of the families in northern Italy own at least one fund while this percentage decrease to 20% among households based in southern Italy. Data also show that fund investment is also popular among women and older investors,  with women making up 42% of the investors and an average age for investors of 54,3. These data are part of the outcomes of the Analysis of the subscribers  - a sample analysis carried out yearly by Assogestioni on a 8,5 million subscribers and the results of which are available on the association website (http://www.assogestioni.it/asso/dati/files/21008_2006.pdf.).   
7.
Regulatory and taxation issues

7.1
Capital Requirements Directive
Capital Requirements and Capital Adequacy directives have been implemented for banks with new regulation enacted in December 2006. Implementation for investment firms is currently under consultation and the regulator has expressed the intention to allow investment firms to calculate minimum capital requirements for operational risks using the so-called (simpler) Expenditure Based Requirements.

 7.2   
MiFID implementation
MIFID level 1 and 2 have not been implemented in Italy yet and adoption of implementing legislation is not expected before end of  2007.

Parliament has given authorization to the Government to enact implementing legislation of both MIFID Level 1 and 2 and in March 2007, the Italian Government has carried out a consultation on a draft implementing legislation. This draft contains only a principle-based discipline and delegates national regulators (Bank of Italy and Consob)  to enact detailed regulations. No official action has been taken yet by regulatory authorities with regard to the respective areas of competence.

7.3 
Pension
The reform of the supplementary pension system, approved in 2005, entered into force on January 1,  2007. 
The guiding principles of the reform are:

· level playing field in terms of investment rules and conditions of offer for all pension forms 
· freedom of choice for the employee to access any existing pension forms - (open, closed or insurance type funds);

· same requirements for all pension forms in terms of  transparency on conditions and costs;

· a single authority, COVIP, in charge of the supervision of the second pillar system
The reform hinges on the transfer of the TFR (i.e. that share of the employee salary that is paid only at the end of the employment contract) into second pillar pension funds. In order to encourage access to complementary pension schemes, the reform envisage as a default option, the transfer of the TFR, currently in the hands of the employer until payment, into a pension fund selected by the employer. Employees retain the option to opt out from the complementary pension arrangements and leave their TFR either with the employee or in a residual pension fund established within INPS (national institute for social welfare).

The approved reform has also introduced a special governance for open-end pension funds, and strengthened the governance for all pension forms so to further insure investor protection. 
 It is estimated that the total asset of TFR that could flow into pension funds may be 15 bn euro per year.

7.4     
Other regulatory developments: 
In 2006 has come into force the so called Legge sul Risparmio (Saving Law nr. 262/2005)) designed to protect investors through enhanced transparency and governance of the market payers and regulators. With regards to the asset management industry, progress was made in the removal of discrimination in favour of  banking and insurance financial products.
7.5
Tax rules:

A Proxy Law draft is currently being considered by Parliament which, if enacted, would abrogate the current Italian mutual fund tax regime and shift taxation from the level of the fund to the investor, as in most other countries. Under these principles, investors would be taxed on realized income (distributions or redemption), subject to anti-avoidance rules aimed at preventing undue tax deferral. This proposal is aimed at overcoming distortions and inconsistencies in the current system, aligning the tax treatment of Italian and foreign funds.

This new tax regime would not come into force before January or even June, 2008

8. 
Fund governance

In 2001 asset management companies member of Assogestioni have adopted a Code of Conduct  that focuses on issues regarding the independence of management companies from their shareholders and in particular calls for:

· A prohibition for the executive directors of the management company to be also executive directors of its shareholding company

· The presence of independent directors on the Board of the management company

· A strict regulation concerning the dealing with related parties

· Rules to discipline contracts with suppliers and counterparties, especially if belonging to the same group of the management company

· Disposition on voting in the annual general meeting of invitee companies .
The recent survey shows that at least 96% of assets are managed by companies abiding to the  Code.
9.
Fund Standards and Distribution

9.1 GIPS 
Italy was one of the first European countries to adopt the Global Investment Performance Standards (GIPS). A first version of the standards was translated into Italian and presented to the investment community in 1999. A revised translation followed in 2002 and the translation of the new standards (Gold GIPS) is expected for 2007. Italy has also a permanent representative in the GIPS governing-bodies (European Investment Performance Committee and GIPS Council).

9.2 Fund classification
The Assogestioni classification of investment funds was put in place in 1984. Since then it has been updated on a regular basis in order to reflect the growing complexity of investment products. It has represented, and still represents, an essential reference point for a first-level valuation of the key characteristics of the investment policy of a fund.

Currently Assogestioni is also taking part to the works of the European Fund Categorisation Forum whose purpose is to research, formulate and implement a Pan-European approach to peer group classification. The goal is to increase transparency in fund comparison for investors, their advisors and the asset management community.

9.3 Fund processing
Italy is also actively involved in the works of the EFAMA Fund Processing Standardization Group. The objective of this Group is to define and develop pan-European standards relevant to the whole complex of order processing (fund subscriptions and redemptions) with a view to increasing the efficiency of fund processing procedures.

10.
Trends in product development and level playing field issues

10.1 Real Estate Funds

Real estate investment funds were first introduced in Italy with the enactment of Law no. 86 of 25 January 1994, regulating the setting up and discipline of closed-end real estate investment funds. In order to facilitate the trading of shares a regulation was issued making it obligatory to request the listing of fund shares on the Stock Exchange when the minimum amount of subscriptions is below  25,000 euro. 

In 2003, a new type of fund was introduced: the “semi-closed-end fund, or semi-open” which allows asset management companies (on behalf of the fund) to raise new capital through further issuing of units (fund’s re-opening) in certain timeframes. At the same time the asset management company can also reimburse units to the unit holders under certain conditions.
Real estate fund have experienced significant success in Italy more then quadrupling their assets over the last 5 years and showing a steady yearly inflow of new funds of over 2 bn euros for the past 3 years. 
At the end of 2006 a new draft proposal of legislation was passed for new real estate collective investments tools called SIIQ – listed real estate investment companies. The SIIQ, similar to the U.S. REITS, would be eligible for tax breaks similar to those allowed for real estate funds but without the characteristics and constrains within which funds have to operate. The actual and final form that SIIQ will take is still under discussion and will be fully implemented in 2007. 

10.2 
Funds of Hedge Funds

Funds of hedge funds are subject to the same national discipline applicable to hedge funds. The relevant regulations prescribe that they must be instituted and managed by a specialized management company that has as its exclusive object the institution and management of hedge funds. No regulatory restrictions is in place regarding funds of hedge funds clients: any client (professional or not) may subscribe these units of funds of hedge funds. However the minimum amount of the subscription is currently fixed at 500,000.00 €. 

As to regulatory specific investment rules, there is no particular rule regarding the types of target hedge funds a fund of hedge funds can invest in. 

Finally with regard to the rules/regulatory provisions specifying the information to be given to retail investors, the national relevant provisions, which apply regardless to the type of  investor, prescribe that, where the fund of hedge fund invests in foreign (non UE) hedge funds, the fund rules must indicate any specific risk component that is connected to this investment (e.g. arising from the fact that the investment manager or the administrator are not subject regulatory surveillance or are based off-shore). 

10.3
Private Placement

At present there is no private placement regime. 

Italian regulation provides exemption from the requirement to publish a prospectus under the same conditions provide by the Prospectus Directive. Hedge funds offers are subjects to a general prohibition of solicitation i.e. independently from the type of clients that can subscribe them.

10.4
Structured Products
If by structured products we mean the structured bonds issued by banks, data shows a significant growth in this type of assets over the past 10 years: structured bonds now represent over half of the total stock of bank bonds which in turns have been growing at a yearly rate of 12%. Assets in structured bonds are estimated around 210 bn euros. Despite lack of official data, structured products are believed to have attracted a significant share of  the assets which have flown out of funds.
Transparency at the distribution point has improved with the implementation of the Prospectus Directive in May 2006 when it has became mandatory also for these products to disclose the commission they charge.  

11. 
Other activities of the association
During 2006 Assogestioni further increased its effort in spreading and developing financial education in Italy, organizing events and specific initiatives, producing documents and creating partnerships.

As far as the educational and training activity is concerned, the Association has been engaged in developing its education branch, “Assogestioni Formazione”, dedicated to organizing training courses on such key themes as regulation, money laundering, pension funds, etc.. Also this year Assogestioni promoted a specific training dedicated to journalists. 

Assogestioni has also promoted its educational editorial activity by issuing several publications on pension funds, corporate governance and real estate investments, without mentioning its annual “Fact Book” and “Directory”. Some of these publications are also available on the website of the association.

In February 2007 the association published a new educational website (www.investireperilfuturo.it) focusing on the pension funds reform. The website until today has had more than 130.000 unique users. The institutional website (www.assogestioni.it) has been restyled too, emphasizing the pedagogical aims of some of its parts.

In the area of research, Assogestioni set up the “Asset Management Forum” in partnership with Bocconi University of Milan. The aim of the Forum is to monitor the Italian asset management sector and promote research and discussion on issues relevant to the industry from a legal, fiscal and economic point of view. The forum started its activity with workshops on the reform of taxation of funds and publication of a paper on the subject. In the filed of regulation, the Forum is working on issues related to the reform of regulatory authorities.
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