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1. Introduction
This work, representing a part of a wider and more comprehensive study carried out in co-operation with colleagues from the Milan State University, is aimed at performing a general review of the evolutionary path of controls on the Italian banking system.
The issue of Corporate Governance and third-party or internal controls on the banking system has brought about a widespread debate, both in the literature and on the media.

The law on savings, along with the new rules on corporate governance, directors, and auditors or the protection of minorities in boards of directors and boards of auditors are a few significant examples of this.

But what entities are in charge of controlling banks today? And what are the main features of controls on the Italian banking system?

This paper will try to describe the position of public decision-makers and the regulating instruments required in order for their action to be effectively and efficiently directed towards the protection of investors, as well as the transparency and competitiveness of financial markets.
2. Major steps in bank control in Italy from the second post-war period to 1998

As of 1947 the Bank of Italy actually became a supervisory body and control activities became more technical in order to prevent any crises of the banking sector. Indeed these new supervisory tasks, until then entrusted to an Inspectorate pursuant to a set of rules of 1936, suffered a practical limit: while such powers could, in fact, be only exercised vis-à-vis short-term lending companies, the powers of the Bank of Italy over the medium and long-term institutions were much more limited.
Indeed, the differentiation between short and medium-long term loans did not only appear in terms of short-term operational reserve, but also in terms of different implementation, intensity, and purpose of the control system.
The very existence of banks meant to operate in the medium-long term had, in fact, a dual motivation: if on one hand, it was considered, for strictly “technical” reasons, more appropriate for the operators to specialize according to the term of the operations performed, on the other the possibility could be perceived for these banks to become tools that the State could use to act on the economy. Thus, with more far-reaching economic policy aims in mind, medium and long-term loans were entrusted to public institutions only. For the same purpose, management and control were also entrusted to the Public Administration, thus mitigating management issues and streamlining internal controls (Lavanda, 1986).

In the years following the post-war era, ISVEIMER, CIS, and IRFIS were established with a public capital and nature, subject to the 1926 law except for control over risk concentration, which was not entrusted to the Bank of Italy but rather to the CICR, i.e. the “political” entity of the control system.

A change was observed around the mid-1970s: the economic crisis was so deep as to call for a review of the institutional and organizational features of the loan sector, which hampered and made the performance of credit brokerage more complicated.

The rationale for the 1974 reform was based on a new control concept, more comprehensive than in the past, which was implemented both through the duty to notify significant shareholdings to protect the security market and through the introduction of a regime of “transparency of control relations” of the listed companies. Such transparency provided, in particular, for the duty to notify the CONSOB, a new supervisory body in charge of protecting the shareholders that raised the loans to corporate banks through their participation to the venture capital.
CONSOB is, among other things, an independent authority, with a public legal personality and fully independent from the organizational and regulating viewpoint, pursuant to the law, in that it abides by the rules concerning its own organization and operation and independently manages the special fund allocated in the State’s Balance, as well as the funds obtained through the duties paid by the operators.

The existence of CONSOB, then, addressed on one hand the need to restore the production investment flow, while ensuring appropriate market information and effectively supervising the listed companies, in order to ensure a better operation of the organizational framework of companies in the interest of investor protection. On the other, it aligned the Italian legislation on company controls and on the stock exchange activity with other economically more advanced countries, thus ensuring the necessary market alignment in view of wider internationalization.
Thus the CONSOB’s function is not so much to control the management of companies or to protect unspecified general interests in their proper operation, as to ensure proper information to the investors and to the security market and to publicize them as widely as possible (Cera, 1996). If, in fact, the appropriateness and transparency of the factors justifying investment choices are the reasons by which CONSOB holds its powers in terms of information, the power to control the operation of the security markets includes several aspects ranging from the definition of the structure and organization of such markets to supervision to ensure proper trading. On the other hand, while the Bank of Italy is in charge of controlling stability vis-à-vis the intermediaries, CONSOB is in charge of ensuring the transparency and appropriateness of behaviours, which it does by reviewing the requirements for admission and permanence, as well by exercising its inspection and sanction powers.
In 1981 another step was made towards the aim of competition: law No. 23 of February 10 provided, in particular, for the removal of political controls over special banks. In exchange for this kind of control, all the operators were subject to mandatory technical rules. The main consequence of this change concerned the public institutions that were thus characterized as true companies, i.e. exposed to market competition.

Four years later (law No. 291 of June 4, 1985) the principle of identification of the bank’s main shareholder was introduced.

To some extent, this represented an important step towards owner-independent bank management: it was, in short, a duty of notice by the parties with holdings exceeding 2% of the capital, ensuring the transparency of ownership. In case of breach of such duty, the exercise of voting rights was inhibited – with a strong impact on anyone involved in company control (Barca, 1994).
In April 1986, law No. 114 on bank control stated that the Bank of Italy could request “any banks holding shares of Italian and foreign companies or institutions, performing in turn any credit or financial activities, to notify their consolidated statements and data, also through controlled or trust companies, or through third parties and interests in Italian or foreign companies or institutions, performing in turn lending or financial activities.” Such supervisory powers would be introduced for interests greater than 25% of the participated company’s capital.
On the other hand, the banks and financial companies controlled by the lending institutions (including those based outside the EEC), as well as the participated financial companies that, as such, were not subject to credit supervision, were also responsible to provide to the supervisory bodies all the information that could turn out useful in view of consolidation. The rationale for this duty was, obviously, the need to control the composition of banking groups.

However, the Consolidated Act of 1993 set the limits to the discretional power of the credit authorities by specifying the activities to be pursued and the performance of supervisory and control activities.

The pursued aims basically included a “sound and cautious activity of the companies subject to supervision”, the “stability of the financial system,” and “compliance with the legal provisions on loans”, while the competencies previously allocated to the supervisory bodies were generally confirmed.

In particular, the CICR, the entity defining the main guidelines for the monetary and loan policy, was in charge of high-level supervision on loans and savings protection, deciding on general matters and participating to the drafting of the supervisory rules. The Treasury, in turn, substituted the CICR in case of emergency and issued general provisions. The strictly political entity was opposed to the party represented by the “technical” body, the Bank of Italy, with proactive functions in terms of supervision of the CICR and executive functions with respect to the decisions of the political body; upon agreement with the latter, it issued all the guidelines on supervision.

The Italian Exchange Office (Ufficio Italiano Cambi, UIC) was responsible for certain control tasks, with special reference to the activities aimed at preventing and banning money laundering and usury, while the 1998 Consolidated Act on supervision co-ordinated the ruling of investment services through the rules for collective assets management. This new law, in particular, allowed to concentrate collective and individual assets management into a single party, thus promoting the exploitation of scale and scope economies. In a different perspective, the Consolidated Act reformed the rules on listed companies.

This intervention, apparently marginal compared to the bank and financial supervision profiles, was indeed a radical innovation, since more than 60% of the funds negotiated by the banking system referred to the then 40 listed banks.
Thus the control mode also changed: in order to supervise the stability of the intermediaries, in fact, it was no longer enough to consider an individual operating company, but it became “mandatory” to expand observation to the whole group it belonged to. For this very reason, the reach of consolidated supervision was expanded, with the Consolidated Act on Finance, to the financial groups, other than banks, including at least one SIM or one assets management company.

The organizations in charge of protecting stability necessarily changed and were strengthened through the expansion, also on a consolidated basis, of the cautionary rules and, in particular, of the assets coefficients.
As of 1999 the whole Italian monetary policy became a part of the wider European projects constituting the object of the activity of SEBC. The Bank of Italy, as we know, still substantially holds the power of supervision on banks and financial intermediaries.

3. The achievements of the supervisory Authorities 

Before moving on to the last chapter of our historical review, focus should be made on the current situation through the main statistics of the authority supervising the banking system.

Table 1 provides an overview of the structure of the Italian financial system.
It may be noticed that the 778 banks that made up the financial landscape in 2004 rose to 784 in 2005 and included 56% mutual banks, about 31% limited company banks, 4.5% cooperative banks, and branches of foreign banks for the remaining share. The latter, by the way, increased by 10% from 2004 to 2005, while the number of intermediaries pursuant to art. 107 of  the Consolidated Law on Banking increased by 8%. The number of assets management companies (SGR) and variable capital investment companies (SICAV) increased by about 11%, while investment firms declined from 115 to 108.

Banking groups rose from 83 to 85 in 2005. Such groups include 230 banks, 30 investment firms, 61 asset management companies, and as many as 215 financial companies of other kinds.

A review of the latest Governor’s Report shows that banks and non-bank financial intermediaries managed, during the past year, 1,780 and 760 billion EUR respectively, funding the private sector for an amount of 1,600 and 430 billion EUR. 

Table 1 THE STRUCTURE OF THE ITALIAN FINANCIAL SYSTEM
	
	31 December 2004
	31 December 2005

	
	Number of intermediaries
	Number of intermediaries

	
	Group members
	Non-group


	Total
	Group members
	Non-group


	Total

	BANKING GROUPS
	
	
	83
	
	
	85

	BANKS
	227
	551
	778
	230
	554
	784

	Limited company banks (banche s.p.a.)
	198
	44
	242
	201
	42
	243

	Cooperative banks (banche popolari)
	18
	19
	37
	18
	18
	36

	Mutual banks (banche di credito cooperativo)
	11
	428
	439
	11
	428
	439

	Branches of foreign banks
	-
	60
	60
	-
	66
	66

	Investment firms
	25
	90
	115
	23
	85
	108

	Assets management companies and SICAVs
	69
	93
	162
	61
	121
	182

	Financial companies entered in the register referred to in Article 106 of the Consolidated Law on Banking
	213
	1.306
	1.519
	215
	1.362
	1.577

	of which: entered in the special register referred to in Article 107
	98
	278
	376
	101
	308
	409

	Other intermediaries (1)
	-
	2
	2
	-
	2
	2


Source: Bank of Italy, Governor’s Report, year 2005, Rome, May 31, 2006

Notes: (1) Bancoposta and Cassa depositi e prestiti
It is then a very complicated scenario, which calls for careful and punctual control.

In this respect Table 2, dedicated to sanctionary measures against investment firms, shows that CONSOB completed 22 sanctionary proceedings for breaches of the rules on investment service provision in 2004. The proposed sanctions concerned 516 parties for a total amount of approximately 14.3 billion EUR. Compared to the previous years, the number of the involved parties and the amount of the sanctions have significantly increased due to the increases in the “tariff list” of the same sanctions, as well as, particularly, to the enforcement action in the Cirio and Parmalat cases, which involved the representatives of some of the main Italian banking groups. This is confirmed by the figure for 2005, which appears basically in line with the value of the 2002-2003 period.
Table 2 SANCTIONARY MEASURES ADOPTED BY CONSOB AGAINST BANKS, INVESTMENT FIRMS, BROKERS, AND ASSETS MANAGEMENT COMPANIES
	
	No. of cases
	Number of sanctioned parties
	Amount of the proposed sanctions
(values in thousands of euros)

	
	Banks
	SIM1
	Brokers
	Sgr2
	Total
	Banks
	SIM1
	Brokers
	Sgr2
	Total
	Banks
	SIM1
	Brokers
	Sgr2
	Total

	1999
	23
	25
	3
	-
	51
	71
	71
	3
	-
	145
	647
	566
	120
	-
	1.333

	2000
	13
	21
	14
	-
	48
	71
	88
	14
	-
	173
	986
	901
	100
	-
	1.987

	2001
	5
	10
	1
	-
	16
	31
	52
	1
	-
	84
	252
	860
	39
	-
	1.151

	2002
	5
	12
	5
	5
	27
	90
	161
	6
	61
	318
	557
	1.319
	136
	1.147
	3.159

	2003
	7
	3
	1
	6
	17
	114
	25
	3
	73
	215
	1.847
	172
	54
	369
	2.442

	2004
	18
	3
	1
	-
	22
	504
	11
	1
	-
	516
	14.087
	108
	55
	-
	14.250


Source: CONSOB, Report for the year 2005, Rome, March 31, 2006 

Notes: 1) SIM stands for Investments firms; 2) SGR stands for assets management companies

Table 3 BANK INSPECTIONS CARRIED OUT IN 2004-2005
	JUDGEMENTS
	By geographic area
	By size

	
	North
	Centre
	South and Islands
	Major, Large and Medium
	Small and Minor
	Mutual banks

	
	2004
	2005
	2004
	2005
	2004
	2005
	2004
	2005
	2004
	2005
	2004
	2005

	Positive
	55
	44
	11
	13
	9
	9
	2
	3
	42
	10
	61
	53

	Partially positive
	34
	37
	22
	16
	24
	19
	3
	2
	43
	13
	54
	57

	Negative
	6
	5
	5
	4
	11
	12
	-
	1
	5
	4
	17
	16

	Total
	95
	86
	38
	33
	44
	40
	5
	6
	40
	27
	132
	126


         Source: Bank of Italy, Governor’s Report, year 2004, Rome, May 31m 2005 and Bank of Italy, 

                     Governor’s Report, year 2005, Rome, May 31, 2006
Below is a brief review of the data supplied by the Bank of Italy on the general inspections carried out on banks during 2005 (see Table 3).

The positive and partially positive judgements expressed upon completing the inspections account for 87%, both in 2004 and in 2005, whereas the negative ones concern banks that are mainly located in the South or in the main Italian islands. In terms of value, it is stated in the latest Governor’s Report that the 21 negative judgements issued in 2005 concerned 2.36% of the funds traded by the system. This kind of judgement would reflect “unbalanced company situations in economic and assets terms, due to inconsistent size development strategies, shortcomings in the activity of the management bodies, and gaps in the internal control system.”

An analysis of the data contained in Table 3, combined with the data on the inspections performed on banks in 2002, highlights that the overall number of inspections has decreased by approximately 6%, while the rate of favourable and partly unfavourable judgements has increased. The negative judgements, almost 20% at the time, were distributed geographically in a different way compared to 2005, since as many as 45% of these banks were based in Northern Italy, while 30% (vs. 57% at present) were located in the South.

4. The present days
Following this brief analysis of the data submitted by CONSOB and the Bank of Italy, we come to the end of our review of the development of rules on loans and finance, which has been quick and significant since the reform of the company law in 2003. Several factors have promoted this renewed acceleration: some are positive, related to innovations in production and distribution processes and to risk measurement and control techniques; others are negative, related to the financial crashes and to the difficult mutual integration of domestic markets, which could hardly highlight any consumer benefits.

The approach has changed again compared to the past: the rules are defined at a “centralized” level by the institutions and committees of the European Union, and there is less and less room for a “national” integration of the same. The community directive on market abuses, recently implemented in Italy, introduces several important innovations with respect to crimes against market integrity and provides for an expansion of the activities aimed at preventing and sanctioning abnormal behaviours. For example, the intermediaries are requested to implement appropriate processes to identify any suspicious operations, which then need to be reported to CONSOB, in charge of market supervision with respect to the operations that arouse a suspicion of abuse of privileged information or market tampering.

Since 2004, the Italian Exchange Office (Ufficio Italiano Cambi, UIC) has been in charge of performing the statistical analysis of aggregated data concerning the operation of each authorized intermediary (law No. 197/91, Legislative Decree No. 56/2004). The UIC is an independent entity whose activity is, however, functionally related to the activity of the Bank of Italy, which includes controlling currency deals and investigating on money laundering and other crime-related phenomena.

But the actual reform occurs, indeed, through the “investment law” approved at the end of 2005, whose aim was to implement a better protection of savers and investors, now operating in much more competitive markets than they used to. This means that greater benefits should be ensured to the savers and investors in terms of quality and cost of the products provided by the financial system as a whole, and by the banking system in particular.
The above-mentioned law changes the current rules, both on the issuers (corporate governance and market information characteristics) and on the intermediaries. The latter, in particular, are subject to new behavioural and contract transparency rules. The position with respect to conflicts of interest, to the settlement of disputes, as well as to investor protection has also changed. As to the latter, please note, in general, the introduction of an indemnity system, of a guarantee fund, of an investors’ statute, and of a code of behaviour for financial operators.

The antitrust competencies with respect to the banking system, concerning understandings, the abuse of the leading position, and concentrations, have been transferred from the Bank of Italy to the Authority for competition and the market.

Specific directives are then being prepared to implement the provisions protecting competition and bank concentrations, bond collection by the latter, loans to related parties, the circulation of securities, as well as the establishment of a commission for investor protection reporting directly to the president and to the council of ministers.
5. Supervision and Corporate Governance: a preliminary general conclusion
Is a robust control system guaranteed by independent authorities enough to ensure the effectiveness of the loan market, while improving its performance?

Quoting Caprio, Laeven, and Levine (2004), we would even go so far as to state the opposite.

Of the three authors, the former two work at the World Bank, while the latter works at the University of Minnesota. In their opinion, the characteristics of supervisory controls and the degree of independence of the supervisors would be, in practice, almost irrelevant. Using the market value of banks as a reference value, they claim that performances are indeed affected by the quality of the whole set of rules and processes making up the system for the management and control of joint stock companies – in short, corporate governance.

Such rules, aimed at ensuring a reliable management and a fair balance between its power and the interests of the shareholders and stakeholders, would allow the banks operating in countries ensuring strong protection of minority shareholder interests to outperform by as much as 20% the banks operating in countries where this is not the case. Also according to the three authors, if a bank has one relatively large shareholder, encouraged in turn to ensure an effective and proper management of the same, its market value can be as much as 40% higher.

While the sample used concerns 42 countries and 213 banks and the statistical results appear quite robust, it sounds definitely too much to state that, if corporate governance is considered, the quality of external supervision becomes almost irrelevant.

Both factors – governance and controls – are more likely to have to work in synergy to allow the banks to improve their performance in time.

But what is the outcome of our banking system? An answer, albeit still quite superficial, requires an analysis of some “efficiency” indicators.
In particular, an analysis of Table 4 shows that the total operating income has been constantly declining since 2002 (see again Table 4).
The total operating costs have constantly declined in the past 4 years (from 2002 to 2005), thus confirming a trend (Goisis, 2005) observed for about fifteen years. The reason for this should be sought particularly in the increase of the intermediated funds, since the item “bank staff costs”, accounting for more than 50% of the operating costs, seems to have constantly grown, with the sole exception of “major banks” that saw an 8.2% reduction of staff costs in the past few years – from 2003 to 2004 – and a 1% reduction from 2004 to 2005.

In this respect, we have analyzed the data contained in the ABI report on compensations and labour costs in Italian and European banks for 2004.

As shown in Chart 1, summarizing the labour cost per employee for the year 2004, the Italian banks rank among the first, just after the German and Dutch ones. The value of the labour cost per employee is 67,000 EUR in Italy, vs. an average cost of 59,000 EUR in the other European countries. The lowest values are recorded in Nordic Countries (NC) and in the UK.

These results show that the staff unit cost is structurally high, even if the gap between the Italian and European banks does not seem to have shrunk since 2002.
The ratio of non interest income to the total operating income is growing (except for small and medium banks).

Table 4  A few efficiency indicators for the Italian banking system. Percent data
	Year
	Total operating income
	Total operating 
costs
	Non-interest income/total operating income
	Loan-loss provision/total operating income
	Operating costs/total operating income
	Non performing loans/total loans
	ROE

	Major banks

	2002
	3.36
	1.99
	49.20
	18.68
	58.82
	4.87
	5.11

	2003
	3.17
	1.93
	50.34
	13.86
	61.03
	5.58
	6.35

	2004
	2.92
	1.75
	51.07
	11.99
	59.92
	5.44
	6.58

	2005
	2.91
	1.67
	51.94
	8.32
	57.51
	4.77
	7.09

	Large banks

	2002
	2.98
	1.68
	45.09
	15.16
	56.36
	5.85
	6.27

	2003
	3.15
	1.83
	49.08
	30.72
	58.10
	6.30
	2.23

	2004
	2.82
	1.62
	48.66
	5.14
	57.50
	6.21
	8.30

	2005
	2.52
	1.49
	49.14
	5.03
	59.20
	5.86
	8.41

	Medium banks

	2002
	3.23
	1.76
	38.62
	16.35
	54.62
	2.94
	7.39

	2003
	2.96
	1.72
	37.81
	15.29
	58.0
	3.31
	6.86

	2004
	2.73
	1.63
	38.13
	7.46
	59.73
	3.45
	8.36

	2005
	2.56
	1.55
	38.69
	15.16
	60.70
	2.89
	5.55

	Small banks

	2002
	3.51
	2.17
	42.50
	15.28
	61.80
	6.34
	5.55

	2003
	3.24
	1.98
	41.77
	11.91
	61.28
	5.62
	6.87

	2004
	3.25
	1.98
	40.48
	10.55
	60.89
	5.27
	7.95

	2005
	3.26
	1.95
	41.88
	12.41
	59.86
	2.73
	7.41

	Minor banks

	2002
	3.92
	2.96
	32.33
	11.92
	75.49
	3.78
	2.36

	2003
	3.75
	2.60
	32.69
	14.97
	69.35
	3.42
	3.43

	2004
	3.59
	2.42
	32.45
	9.90
	67.37
	3.11
	6.34

	2005
	3.45
	2.30
	36.11
	5.29
	66.67
	2.79
	8.39


Source: Bank of Italy, Governor’s Report  – 2005, Rome 2006 processed by us.

Notes: the value of the intermediated funds is very similar to the total assets. It is, in fact, obtained by subtracting the expenses and losses of the outstanding items from this value.

The ratio of loan-loss provision to the total operating income has sharply decreased in the last two years considered (2004-2005), except for small and medium banks.

The Return on Equity (ROE) expresses the profitability of the own capital in terms of net profit. This means the number of net profit units produced by the company for every 100 units of own invested means. As we know, this is the most important indicator for the shareholders, because it allows to assess the profitability of the venture capital invested in the company.

Chart 1
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 Source: EBR, ABI, and our processed data.

In order to attract new venture capital, a company should provide a ROE higher than the yield rate of alternative investments. However a company’s ROE should never be lower than the rate ensured by risk-free investments. Below such limit, in fact, the investing shareholders’ risk would not be fairly covered.

The return on equity is growing for all the banks except medium-sized ones and, for 2003 only, large ones.

The cost/income ratio, i.e. the ratio of the total operating costs to the total operating income, is a good proxy for the bank’s degree of elasticity, both in terms of management of the economic company balance and in terms of risk coverage. In particular, a high value of this ratio may cause a bank to suffer, in some respects, from the negative impact of market and income cycles on company profitability. On the other hand, i.e. with respect to hedging, a high value of the cost/income ratio could result into the inability to allocate appropriate reserves to make up for potential unexpected losses resulting from low margins. In other words, a high value of this ratio could point out to a not too sound financial position.

Also with reference to Table 4, we may notice that such index is, on average, equal to 61.21%, but such average is significantly heightened by the presence of minor banks that, with a value of 69.72%, are far above major ones, with an average value of 59.32%.

The situation is reversed if the ratio of non performing loans to total loans is analyzed. 
In this case, in fact, the highest mean values belong to larger banks (5.16%), whereas minor banks record a much lower mean value (3.27%). However, this value may have to be attributed, at least indirectly, to the mergers and acquisitions that involved larger banks and sometimes entailed difficult situations for the same. However, the trend has been declining from 2002 to 2005 for banks of all sizes.

Before closing this quick overview of the conditions of the Italian loan system, it may be interesting to consider the situation of some large European banks compared to other large (but not equally large) Italian banks.

Table 5 

	Bank
	Net profit1
	Operating costs/

Total operating income2
	ROE2

	Banco Santader Central Hispano
	6.220
	52,55
	19,86

	Bnp Paribas
	5.852
	61,20
	20,20

	Banco Bilbao
	3.806
	46,70
	37,00

	Société Générale 
	4.446
	n.d.
	25,30

	Deutsche Bank
	3.529
	74,70
	12,50

	Crédit Agricole
	3.891
	n.d.
	15,80

	Abn Amro
	4.443
	n.d.
	23,50

	Unicredito Italiano
	2.470
	54,80
	15,60

	Banca Intesa
	3.025
	54,40
	18,50

	San Paolo – Imi
	1.983
	59,77
	18,11

	Capitalia
	1.028
	68,26
	11,71

	Banca Monte dei Paschi
	790
	66,43
	10,87

	BNL
	532
	66,59
	10,67

	Banca Popolare di Verona e Novara
	597
	61,73
	14,85


Source: Analysis of the financial markets data (year 2005) processed by us
Notes: 1. data in million EUR; 2. percent data
As shown in Table 5, while the existence of a direct “size-profitability” relation cannot be claimed, it seems this is often the case. Spain ranks first with Banco Santander Central Hispano, whose profits exceed 6 billion EUR, and Banco di Bilbao, reaching a 37% return on its own funds. The European average is around 19%.

France and Holland, represented by Société Générale, Bnp Paribas, and Abn Amro respectively, have ROE values of 25.3%, 20.2%, and 23%. This brief analysis does not include Swiss banks, with such giants as UBS recording a net profit of 14 billion Swiss Franks (about 9 billion EUR) in the 2005 financial period.

Such numbers appear still unattainable for our banks. The reasons for this can be sought both in their size and in their kind of retail-focused activity. The efficiency recovery margin is in place and perhaps aggregation is the right way to pursue.

With respect to the values of the cost/income ratio (the ratio of the operating cost to the brokerage margin) the comparison between Italy and Europe (only considering the 14 presented entities) leads to a less clear outcome. The range goes from 46.70% for Banco di Bilbao to around 54% for Unicredito Italiano and Banca Intesa. True, the indexes for Monte dei Paschi di Siena, Capitalia, and BNL are still too high compared to their European competitors, thus showing that the road to the solution of cost issues is still long.
6.  Closing remarks

As we have seen, our banking system is an ever developing entity, also in terms of controls. The recent law on savings, not equally welcome to all, is likely to undergo more amendments and integrations.

The loan market, on the other hand, has become increasingly complicated in time and, therefore, constantly calls for control measures to ensure its credibility.

An efficient and effective third-party and internal control system looks like the lubrication system of an engine: while it may have great potentials and receive an excellent fuel, it can “seize” all of a sudden if not properly lubricated.

The authorities need by all means to strive to promote the competitiveness and transparency of the market, in order to improve its efficiency.

The same picture, seen from a different perspective, confirms the need to co-ordinate the different supervisory authorities. As Pierluigi Ciocca stated during a recent audition at Cnel, while the law on savings includes the principle of scope allocation, especially between CONSOB and the Bank of Italy, very little can be done, implicitly, without the issuing of effective and coordinated laws on the transparency and stability profiles respectively.
At a domestic level then, the Italian law grants several responsibilities and mutual controls to the directors, auditors, and managing directors.
The conditions required to prevent the onset of risks for investors and, obviously, for the companies themselves are all in place and, since the overall inspection system in banks obviously implies a cost, it is absolutely necessary to recover efficiency margins.

The main road to achieve this aim could be, once again, size: the opportunity to exploit scale and scope economies resulting from a larger size and from a differentiation of the supplied products could still be exploited through new mergers and acquisitions.
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