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Non-performing loans under the microscope
 
Two papers from the Bank of Italy published on 28 January focus on the ever-current issue of non-performing loans.
Scarcity of reliable public data led one group of the central bank's researchers to study the recovery rate between
2006 and 2015, a period over which the average was 43 per cent. Some of the results are unsurprising: that the older
the NPL, the lower the recovery rate, for example, or that the recovery from households (53 per cent) is higher than
that from firms (40 per cent) or that the recovery of NPLs enjoying real guarantees (55 per cent) is higher than those
without (36 per cent). The researchers point to how “recovery rates differ significantly from bank to bank”, which
again is explainable by different policies for dealing with NPLs and other factors, and this has implications for
supervisors and the banks themselves. What is perhaps surprising is the extent of the difference between recovery by
a bank itself (47 per cent) and through the sale of NPL loan-books (23 per cent), resulting in “a transfer of value from
banks to outside investors”. In the second paper (in English), the researchers examined this difference which they
attribute mainly to buyers' pricing criteria and their expected return on the investment, which is “typically very high”.
They write that generally the sale of NPLs “will reduce profits or cause a loss” and that where a loss occurs this
reduces the bank's own funds with potentially significant implications for ratios. The authors underline the macro-
prudential effects of high levels of NPLs, that can be qualified as externalities. It suggests that action by the
policymaker may be required in order to “help banks reduce their stock of NPLs”. Ignazio Visco, governor of the Bank
of Italy, underlined at the Assiom Forex conference in Modena on 28 January how the greatest part of NLPs were in
the balance sheets of banks that are in good financial health. “The best path between sale and recovery by the bank
itself needs to be evaluated case by case,” observed Mr Visco.

Good news for motorists  
 
The cost that Italy's motorists face for insuring their cars and motorcycles against third party risks continues to fall,
according to figures from ANIA (the insurers' association). A survey of insurers, representing about 85 per cent of the
market in this sector in terms of premium income, showed that the average pre-tax premium on almost two million
third party private car policies issued during December was €370, a decline of 4.8 per cent on the same month in
2015. The average premium paid throughout the year by motorists (€367) fell by 5.0 per cent against the €387 average
in 2015, and by 16.8 per cent against €441 in 2012. ANIA notes that the figures come from policy renewals not from
new policies written when motorists change insurer, usually attracted by lower premiums. The insurers' association
draws attention to the effect of taxes, a premium tax of 15.6 per cent plus a health service tax of 10.5 per cent, that
boost the figure that motorists pay.

The economic outlook improves, but remains challenging
 
Encouraging data for the European economy come from Mario Draghi’s Introduction Statement at the ECON committee
of the Europen Parliament: GDP per capita has increased by 3% in the euro area, which compares well with other
major advanced economies. Economic sentiment is at its highest level in five years. Unemployment has fallen to 9.6%,
its lowest level since May 2009. And the ratio of public debt to GDP is declining for the second consecutive year. The
governor of the Bank of Italy Ignazio Visco, who addressed the Assiom Forex conference in Modena on 28 January,
drew attention to the good progress in disposing of the banking activities of the four institutions whose resolution was
decided at the end of 2015. However, challenges never cease and on the wider economic front, despite somewhat
rosier prospects and the Bank of Italy's forecasts of 1 per cent annual GDP growth on average in the three-year period
2017-2019, Mr Visco noted that this is a “scenario subject to risks”.  The principal challenge that banks face is that of
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returning to higher and more durable profits, and to do this they need to be innovative in re-shaping their branch
networks, developing services and exploiting technology, said the Bank of Italy's governor. 

Diamonds are for ever
 
Italy's financial markets regulator is concerned about the sale of diamonds as a safe investment product. In a note
issued on 31 January, Consob said that consumers' associations have brought its attention to specialist firms that are
offering diamonds as a long-term investment with the possibility of economic gains. Moreover, diamonds are being
sold “with an important emphasis” on their value as a safe asset. Consob underlines how prices set by sellers are
higher than market values and that a lack of transparency prevents the investor from knowing what part of the price
lies in the real cost of stones and what is due to commissions added by sellers. The regulator recognises that the rules
of transparency and correctness that govern investment services are not applicable to the sale of diamonds, whether
sold by a firm or a bank, and that neither is there a requirement for an information prospectus. However, should the
seller explicitly promise yields, gains or repurchase, then a sale of diamonds takes on the characteristics of the sale of
a financial product. Consob is investigating further and has started to work with the Bank of Italy and the competition
authority on the matter. Meanwhile, the regulator advises caution both on the part of savers tempted by diamonds, as
well as on the part of banks, whose position calls for particular care in selling them.             

In brief 
Provisional data from Assogestioni (the fund managers' association) shows that Italian funds hit a record high with
€1,937 billion of funds under management at the end of 2016, against €1,833 billion at year-end 2015.
 
The pension funds for numerous professional bodies, including lawyers, doctors, accountants and notaries, have been
given a deadline of 28 February to submit details about their investment policies and criteria, how resources are used
and financial control systems. A circular from COVIP (the pensions regulator) on 25 January told funds that there will
be a further call for data after annual accounts have been closed.
 
The question of valuing real estate used in guarantee for loans moved forward at the end of January when ABI (the
banking association) announced that a document agreed with interested bodies and associations had been forwarded
the regulatory authorities. The aim is to provide transparency on the costs and methods of valuation when mortgages
turn sour. The principal issues covered in the document are the creation of a new figure to assist mortgage-holders in
difficulty, the professional requirements of valuers and the method of calculating costs.
 
Aiming at the integration of a low-carbon sustainable development model, the Ministry of Environment and the UNEP -
United Nations Environment Programme aided by other bodies, initiated Italy’s National Dialogue on Sustainable
Finance.The aforementioned, focused primarily on the dimension of “green finance”, with suggestions to facilitate
best practice options for improvement. The Minister of Economics and Finance, Pier Carlo Padoan and the Minister of
the Environment, Gian Luca Galletti concluded that "greening" the financial system is becoming a mainstream activity.
Finally, stemming from this dialogue, are recommended options for improvement grouped as policy frameworks,
financial innovation, market infrastructure and knowledge building.
 

LOOKING AHEAD
  

 

14, 15 & 16 February, Rome. 
ConsulenTia 2017 - PROFESSIONISTI IN CAPITALE. Organised by ANASF - Financial Promoters Association.
 

22 February, Milan. 
I Piani Individuali di Risparmio: un ponte verso l'economia reale. Organised by Assogestioni.
 

24 February, Milan. 
Securities markets: trends, risks and policies. Conference organised by Consob and Bocconi University.  
 

3 March, Rome. 
2nd Solvency II and the market context: risks and opportunities for small and medium companies. Conference, by

invitation, organised by IVASS. 
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