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Current Scenario 1998 was a relatively tranquil year for the Interbank
Deposit Protection Fund (FITD or Fund).  An improvement
in the economic conditions of member banks, their capital
structure, and their profits, meant that the Fund did not
receive any requests for new interventions. It was able,
instead, to complete the procedures involved in applying
Legislative Decree n° 659/96, and to launch some new
initiatives with the aim of re-thinking the way it operates.

During the year the number of member banks increased  to
311. There were 22 new memberships, 7 mergers through
incorporation, 4 contributions of assets and one
diversification of banking activity. In these 12 months no
bank was forced into  administrative compulsory liquidation,
while one bank initiated the process of voluntary liquidation.

Of the 22 new member banks, 11 are the Italian branches
of banks from countries outside the European Union. The
latter are obliged to become members of the Fund on the
basis of article 2, paragraph 3 of its Statutes, due to the lack
of a principle of equivalency with the system of guarantees
in the country of origin,  and in conformity with the Bank of
Italy’s ruling in article 96, pararaph 3 of the uniform text on
banking and credit laws.

Finally, with regard to the two member banks that had
been placed under special administration during 1997, one
of them, the Banca Agricola Etnea S.p.A., was returned to
normal administration on September 1, 1998, after being
recapitalized by the Banca Antoniana-Popolare Veneta,
which acquired a majority control of its shares.  In the case
of the other, the Banca Popolare Andriese, the controlling
portion of its shares was bought by the Credito Emiliano
S.p.A., and the bank’s return to normal administration
should occur shortly.

Reimbursable Funds of
Member Banks

Based on the figures supplied by the member banks, as of
June 30, 1998,   the funds protected by the FITD amount to
roughly 562.000 billion lire (or about 290 billion euros)  The
Reimbursable Funds (henceforth RF), whereby up to 20.000
euros can be disbursed, total some 414,000 billion lire (or
about 214 billion euros.)  The 20,000 euro figure is the
community’s minimum limit and it represents the amount
that must be reimbursed within three months of the bank’s
compulsory liquidation order, as specified by article 27,
paragraph 8, of the Statutes.

The FR, therefore, has continued to decrease.  At the end
of June, 1996 it stood at 749.000 billion lire, (387 billion
euros) and at the end of June, 1997 at a little over 647.000
billion lire, (334 billion euros). This trend is due to the



4

exclusion of the greater part of “deposits and other bearer
funds” from the guarantees offered by the Fund. Those
accounts were to be covered temporarily, at least through
January 11, 1998, in other words a year after Legislative
Decree 659/96 became effective.

The reduction of the total amount of deposits under
protection is also a direct result of the way bank intakes have
been evolving towards technical instruments that are not
covered by the Fund’s umbrella (such as bonds, for
example).

Reimbursable Funds of member banks
(in billions of lire, and of euros)

               The limits of reimbursement
     Up to 200 million    Up to 20,000 euros
  in Lire in Euros   in Lire In Euros

 06-30-96   748,734  386.69   544,159  281.03

      12-31-96   771,252  398.32   569,056  293.89

 06-30-97   647,401  334.35   482,271  249.07

 12-31-97   603,718  311.79   452,185  233.53

 06-30-98   561,893  290.19   413,927  213.78

Source: FITD statutory reports

Bank Balance-sheet
Profiles

On the basis of reports through June 30, 1998, the member
banks that did not have “Normal” Balance-sheet Profiles
totalled 121, a figure representing 24% of the RF.  Nine of
these, representing a portion of the RF equal to some 2,300
billion  lire, or 1.19 billion euros (0.4%  of the total RF), are
in the highest class of risk (7 in Severe Imbalance, with an
RF equal to about 1,500 billion lire, or 775 million euros;
and 2 in the Expulsion class, with an RF equal to 782 billion
lire, or 404 million euros). On December 31, 1997, a total of
135 banks were not in order, corresponding to 39% of the
total RF, and 18 of these banks were in the category of the
highest risk (1% of the RF).

There has been a significant reduction, therefore, both in
the number of banks considered not in order within the
statutory parameters, and in the percentage of the RF that
these banks involve.

Of the two banks in the Expulsion class as of June 30,
1998, one was incorporated into another bank on December
5, 1998, while the other one belongs to a banking group.
The holding bank in this group has presented valid
assurances that restructuring measures will be taken in order
to avoid action on the part of the Fund..
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                      Distribution of Banks according to statutory classes

       June 30, 1997    December 31, 1997      June 30, 1998

Number of
Banks

% RF Number of
Banks

% RF Number of
Banks

% RF

Order 148 58.21 155 61.18 182 75.69

Attention 55 18.16 40 5.93 37 2.45

Watch 43 11.24 46 16.20 37 14.15

Penalty 33 6.49 31 15.69 38 7.31

Severe Imbalance 13 5.23 14 0.79 7 0.26

Expulsion 3 0.67 4 0.21 2 0.14

Total Banks 295 100 290 100 303 100

Source:FITD statutory reports

The statutory indicators as of June 30, 1998, reveal a
significant improvement in the weighted average values.
One finds the greatest progress in the indicators of
profitability (D1 Overhead Costs / Net Operating Income,
and  D2 Loan losses, net of recovery / Net Operating Profit)
and the capital structure indicators (A1 Total Net Doubtful
Loans / Shareholders’ equity, B1 Capital for supervisory
purposes / Supervisory capital requirements, and B2
Shareholders’ equity / Funds due to customers).

There has also been a slight improvement in the indicator
that measures asset quality (A2 Net Doubtful Loans vs.
customers / Net outstanding Loans vs. customers).

The overall picture that emerges from these indicators of
bank balance-sheet profiles is that of a banking system that
has reinforced its solidity and that begins to show signs of
greater efficiency.

Weighted average values of Balance-sheet indicators

   June 30, 1997   Dec. 31, 1997    June 30, 1998
A1 Tot. Net Doubtful Loans /
Shareholders’ equity

32.71 32.17 29.05

A2  Net Doubtful Loans
vs.customers / Net outstanding
Loans vs. customers

5.06 4.83 4.74

B1 Capital for supervisory
Purposes / Supervisory capital
requirements

174.40 169.57 181.08

B2  Shareholders’ equity / Funds
due to customers

13.54 13.83 15.15

C  Maturity transformation rules N.C. N.C. N.C

D1 Overhead Costs / Net
Operating Income

66.84 66.53 58.39

D2  Loan losses, net of recoveries/
/ Net Operating Profit

34.66 43.86 26.41

Source:  FITD statutory reports
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Analysis of Individual
Profiles

Risk Profile

As of June 30, 1998, the weighted average values of the
two indicators of Risk Profile show an improvement
compared to previous reports.

The greatest progress appears in the A1 indicator  (Total
Net Doubtful Loans / Shareholders’ equity), which declined
to  29.05% compared to 32.17% in December, 1997. The
two factors that determined this improvement were the very
slight increase in Net Doubtful Loans (+0.57% from
December ’97 to June ’98), and above all the strong rise in
the capital structure of the banks (+11.4%). Confirming the
improvement in the value of this indicator, the number of
banks below the “normal level”  declined (56 banks equal to
18.5% of the total), as did the corresponding percentage of
RF (21.3% compared to 28.8% in December, 1997.)

 “A1” Indicator

Total Net Doubtful Loans / Shareholders’ equity

Normal
≤≤≤≤ 40 %

Attention
≤≤≤≤ 60 %

       Warning
≤≤≤≤ 100%

       Violation
> 100%

No. Of
banks

% RF No. Of
banks

% RF No. Of
banks

% RF No. Of
banks

% RF

06-30-1997 229 79.37 24  3.42 26 14.10 17 3.11

12-31-1997 231 71.23 20 11.79 23 13.28 17 3.70

06-30-1998 247 78.74 21 4.77 22 13.14 13 3.35

Source: FITD statutory reports

The A2 indicator (Net Doubtful Loans vis-à-vis
Customers / Net Outstanding Loans vis-à-vis Customers)
also improved in the risk profile, but more moderately,
declining  from the 4.83%  registered  in December, 1997, to
4.74% in June, 1998. Despite this positive trend, a large
number of banks are below the “Normal” level for both the
A2 and D1 indicators, a clear sign that asset quality
continues to be one of the major problems for Italian banks.

As of June 30, 1998, in fact, the A2 indicator showed that
215 banks were in the “Normal” level (202 in December
1997), 27 were in the “Attention” level, 25 in the “Warning”
level, and 36 in the “Violation” level. Banks which have
more than 6% of Doubtful Loans in their loan portfolio
represent 21.3% of Total Rimbursable Funds.
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                                                  “A2” Indicator

Net Doubtful Loans vs customers / Net outstanding Loans vs customers

Normal
≤≤≤≤ 6 %

Attention
≤≤≤≤ 8 %

       Warning
≤≤≤≤ 12%

       Violation
> 12%

No. Of
banks

% RF No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF

06-30-1997 195 75.06 28 6.39 32 13.10 41 5.44

12-31-1997 202 78.62 21 7.35 31 8.83 37 5.20

06-30-1998 215 78.74 27 7.71 25 8.65 36 4.90

Source: FITD statutory reports

Solvency Profile

The average weighted values for the solvency indicators
B1 (Capital for supervisory purposes / Supervisory capital
requirements) and B2 (Shareholders’ equity / Funds due to
customers) on June 30, 1998 marked a significant
improvement compared to previous levels. The two
indicators, in fact, reached the highest values since their
introduction in June, 1996.

The increase of the B2 indicator is partly due to a change
in the method of calculating the Funds due to customers side
of the indicator, a change that was introduced starting with
the statutory reports of December, 1997. The change, which
led to using the weighted average of seven values in the
method of calculation, reduced the weight of seasonal
variations that appeared during the months of March, June,
September, and December, and that caused the indicator to
dip during those months.

The increase in the values of these two indicators is also
attributable to a strong increase in capital base  (of around
12% between December ’97 and June ’98), and, in the case
of  the B2 indicator, to the moderate dynamics of the Funds
due to customers (+1.65% in the past six months).

The significant strengthening of capital structure
observable in the June 30, 1998 statutory reports is a signal
that the Italian banking system has achieved a higher level of
stability.

The improvement of the two solvency indicators is also
illustrated by the breakdown in statutory classes.

In the case of B1, as of June 30, 1998 there were 24 banks
below the “Normal” level, equal to about 11% of RF. Two
of these banks, representing 0.14% of RF, were in the
“Violation” category.  Compared to the two previous six-
month periods, there was a decrease in the percentage of RF
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attributable to the banks that were below the threshold of
normality in terms of the B1 indicator.

“B1” Indicator

                 Capital for supervisory purposes / Supervisory capital requirements

Normal
> 120 %

Attention
≤≤≤≤ 120 %

Warning
≤≤≤≤ 100%

Violation
≤≤≤≤ 80%

No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF

06-30-1997 274 86.13 11  7.62 8 5.58 3 0.67

12-31-1997 269 87.23 13 11.06 5 1.51 4 0.21

06-30-1998 279 88.98 18 9.40 4 1.48 2 0.14

Source: FITD statutory reports

The distribution of statutory classes in the B2 indicator
was affected by the modified thresholds of the “Attention”
and “Warning” categories introduced with the December 31,
1997 reports.

By June 30, 1998, at any rate, one finds a better
distribution of member banks in the statutory classes
compared to the previous six months.  The number of banks
within the “Normal” level increased,  as did the
corresponding percentage of RF.

There were also fewer banks in the “Violation” category.

“B2” Indicator

Shareholders’ equity / Funds due to customers

Normal*
> 10%

Attention*
≤≤≤≤ 10 %

Warning*
≤≤≤≤ 8%

Violation*
≤≤≤≤ 6%

No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF

06-30-1997 211 58.23 42 17.97 38 19.01 5 4.80

12-31-1997 254 75.35 20 14.15 12 10.25 5 0.24

06-30-1998 270 85.19 21 6.93 11 7.78 1 0.11

*Current levels.  Previous to the 06-30-97 reports the thresholds of the Attention and Warning
categories were respectively equal to ≤≤≤≤ 12 % and ≤≤≤≤ 10 %
Source:FITD statutory reports

Maturity Transformation Profile

The profile for the maturity of transformation dates
consists of three rules that set up an aggregate comparison
between the bank’s profit and loss within a structure that has
an analogous set of dates, thereby showing the alignment (or
lack of alignment) within the structure.
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The distribution of statutory classes in this indicator is the
only one that reveals a slight regression compared to the two
previous six-month periods. Twenty banks were below the
“Normal” category, (equal to about 11% of RF), seven more
than the 13 banks in the December, 1997 reports
(equal to about 8% of RF) and the 14 banks of June, 1997
(equal to 6.5% of RF).  No bank, however, fell to the level of
“Violation.”

“C” Indicator

In respect to supervisory maturity transformation rules

Normal
3 rules respected

Attention
1 rule not
respected

Warning
2 rules not
respected

Violation
3 rules not
respected

No. of
banks

% RF No. of
banche

% RF No. Of
banks

% RF No. Of
banks

% RF

06-30-1997 282 93.44 10 6.52 4 0.04 0 0.00

12-31-1997 278 92.30 7 7.67 6 0.04 0 0.00

06-30-1998 283 89.32 16   10.65 4 0.03 0 0.00

Source: FITD statutory reports

Profitability Profile
(values 1st semester 1998)

With the statutory modification of March, 1998 (which
went into  effect relative to the reports of December 31,
1997) affecting the reporting deadlines, the profitability
indicators came into alignment with those of the profit and
loss account (whereas previously there had been a six-month
gap between them).

With the June 30,  1998 reports, the profitability indicators
showed a net improvement.

The average weighted value of the D1 indicator (Overhead
costs / Net Operating Income) declined to  58.4% compared
to 66.5% in December, 1997.

The progress made in the net value of this indicator was
due to a very modest increase in costs (+1.76%) set against a
surging rise in Net Operating Income  (of about +16%).
Italian banks were therefore able to return to a satisfactory
level of economic performance, while making a sustained
effort to hold down costs.

 There was also a corresponding reduction in the number
of banks  considered not normal with respect to the statutory
thresholds (87 banks representing about 13% of RF). Many
of the member banks that found themselves in the
“Warning” and “Violation” categories, however, were
recently established.  In their case a disequilibria between
costs and profits can be considered ‘physiological’, at least
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in the early stages of their activity.

                                                        “D1” Indicator

Overhead costs/ Net Operating Income

Normal
≤≤≤≤ 70 %

Attention
≤≤≤≤ 75 %

Warning
≤≤≤≤ 85%

Violation
> 85%

No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF

06-30-1997 184 61.66 31 18.67 46 11.17 32 8.50

12-31-1997 173 58.18 37 16.71 46 22.80 35 2.31

06-30-1998 216 87.43 22 3.77 35 8.16 30 0.65

Source: FITD statutory reports

The average weighted value of the D2 indicator  (Loan
losses, net of recovery / Net Operating Profit) declined
significantly compared to the values of the two previous six-
month periods (26.4% compared to 43.9% and  34.7%
respectively in December and June, 1997). This result could
be due to an improvement of the banks’ asset quality, borne
out as well by the reduced growth of Doubtful loans so that
the ratio of loan losses  fell by 11.3%, on an annual basis,
compared to December, 1997. The rapid growth in Net
Operating Income also contributed to this result (+47.4%
on an annual basis compared to December, 1997).

The distribution of statutory classes in the D2 indicator
confirms this positive result.  Fewer banks were in
“Violation” on June 30, 1998 compared to December, 1997,
with a corresponding reduction in the percentage of RF and a
powerful rise in the percentage of RF attributable to banks in
the “Normal” category.

“D2” Indicator

Loan losses, net of recovery/ Net Operating Profit

Normal
≤≤≤≤ 50 %

Attention
≤≤≤≤ 60 %

Warning
≤≤≤≤ 80%

Violation
> 80%

No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF No. of
banks

% RF

06-30-1997 230 79.91 16 9.57 14 2.37 33 8.16

12-31-1997 210 73.51 13 1.20 19 10.64 49 14.65

06-30-1998 241 93.90 8 0.66 16 4.49 38 0.95

Source: FITD statutory reports



11

Banking Groups The Italian financial system is in a period of rapid change
and consolidation. The most common form that this process
of consolidation takes is the establishment of a “banking
group,” and the phenomenon has taken on such proportions
that the Fund must take it into account.

The process of consolidation can, in fact, affect the
mechanisms for protecting deposits under at least three
aspects:

• The risk level of banks;
• The contribution that member banks pay for the

Fund’s interventions and its normal operating
expenses;

• The way in which different institutions are represented
at the Fund (General meeting, the FITD Board,  and
the Executive Committee).

During 1998, therefore, officials of the Fund began to
study the problems arising from an eventual representation
of banking groups  within the executive bodies of the  FITD.

As a first step, a survey was carried out of existing
banking groups.

The Bank of Italy’s list of banking groups contained 87
such groups as of October 5, 1998.  Of these, 81 are already
represented by banks belonging to the Fund, while the other
six are part  of the cosmos of  Cooperative Credit Banks.

Fully 188 member banks are part of a group, more than
60% of all the FITD’s members with a percentage of RF of
approximately  93%.

This last figure clearly demostrates that the Fund must
give due importance to this trend within the Italian banking
system to form mergers and alliances.

As a second step, officials of the Fund worked out some
statistical studies to calculate the effects of these groups on
the indicators of banking profiles.

The method used was to compile the reports of the single
banks that form part of a group, and to examine the
classification of the  81 banking groups that are FITD
members according to their statutory positions, both in
regard to single banks that belong to a group and single
banks that do not.

Sixty nine groups were within the parameters of “Low
Risk” (In order + Attention), equal to 79.4% of RF.  Ten
groups, instead, fell into the category of “Medium Risk”
(Warning + Violation), equal to 20.6% of RF.  Only two
groups were in the “High Risk” zone (Severe Imbalance +
Expulsion), representing  0.03% of RF.

It should be noted that the consolidated situation of these
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groups signifies a lower level of risk compared to the
situation of the single banks considered individually. This
can mean that the riskier banks are being absorbed into
groups that are intent on developing their potential value,
despite the higher risks that characterize them at present.

This aspect is also confirmed by the distribution in
statutory classes  of the 115 Fund member banks that do not
belong to any group.

The picture that appears indicates that risk levels
(measured in terms of the percentage of RF related to each
statutory class) are lower for banks that do not form part of a
group than the risk levels of banks that do belong to a group.
The explanation for this could be that the management of a
bank that stands on its own is motivated to pay “greater”
attention to its day-by-day financial structure – in other
words that the management has a higher level of  “aversion
to risk” – or with the fact that “less risky” banks are more
expensive to take-over.

Distribution of banking groups, of  banks that belong to a group and those that do
NOT belong to a group

Based on the analysis of banking profiles
Data from 06/30/98

Banking Groups Banks that belong to
a Group

Banks that do NOT
belong to a Group

number % RF number % RF number % RF
Order 58 75.90 111 75.73 71 75.59
Attention 11 3.54 18 1.83 19 10.29
Watch 6 15.59 27 14.67 10 7.26
Penalty 4 4.94 23 7.33 15 6.86

Severe Imbalance 2 0.03 7 0.29 0 0

Expulsion 0 0 2 0.15 0 0

Total 81 100 188 100 115 100

Source: FITD statutory reports

One must keep in mind the Fund’s underlying logic in
aggregating the indicators of banking profile of the individual
banks forming part of a group, and also consider that a
mechanism of “group solidarity” should be taken into
account.  In other words, the holding bank would interervene
to help banks belonging to the group if they found themselves
in a difficult situation.

The presence of so many banking groups can also affect
the quotas of contributions that the banks make to cover
interventions and normal operating expenses.

The mechanisms that could produce such a  result  are
those of correction through regressivity and through the
aggregate indicator.
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In this context statistical studies were carried out to
evaluate the impact of banking groups on the quotas of
contributions.

Using data reported on June 30, 1998, the analysts first
aggregated the Contribution Base (CB) of the single banks
belonging to groups and calculated the regressive quotas (in
one-thousandths) as well as the quotas that had been
corrected through the synthetic group index.

They then compared these quotas with those obtained by
simply adding up the quotas (“regressive” and “corrected”) of
the single banks belonging to groups.

The effect of the banking groups on the CB can thus be
measured as the difference between the group quota and the
sum arrived at by adding up the quotas of single banks
belonging to groups.

The preponderant effect is the one based on the mechanism
of regression (on the basis of which additional charges or
discounts are applied to the quotas of contribution in relation
to the bank’s dimensions). The factor of banking groups
reduces the number of  banks (or groups) that are eligible for
a discounted quota of contribution, while at the same time
increasing the number of banks  (or groups) that receive
additional charges.

The effect of the  correction caused by the synthetic index
is smaller than the one due to regression and on the whole it
is positive, as a consequence of the diminished “risk level”
caused by the consolidation of banking profile indicators.

Modifications in the D1
and D2 Indicators for
newly established banks

With the application of the Fund’s new  Statutes in
December, 1996, as a direct consequence of Italy’s having
received  the European Union’s Directive 94/19/EC on
systems of protection for  depositors, the number of member
banks of the Interbank Deposit Protection Fund  increased
from 221 on December 31, 1996, to 311 on December 31,
1998.

Among the banks that have recently joined the FITD are
a number of newly established banks.  In their case a
problem arises concerning the indicators of balance-sheet
profiles.

It’s a given, in fact, that a “young” bank must carry,
during the first few years of operations, a physiological
burden of imbalance between costs and earnings because it
has to sustain operating (or structural) costs without a
corresponding ratio of earnings from the moment that the
bank has not yet developed the full range of its activities.

This phenomenon could create a situation in which
newly established banks are penalized as far as their
positioning is concerned because of their indicators of
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balance-sheet profiles.
Due to this characteristic initial imbalance between costs

and earnings, in fact, a “young” bank could find itself  in a
“non-normal” category when the D1 indicator (Overhead
costs / Net Operating Income) and the D2 indicator (Loan
losses, net of recovery / Net Operating Profit) are calculated.

The direct consequence of this situation is that such
banks would be penalized under these three aspects:

1. Being required to submit reports every three months;
2. An increase in the share of their contribution for the

FITD’s interventions and operating expenses;
3. The loss of voting rights at general meetings.

A number of statistical breakdowns carried out on the
statutory reports submitted by newly established banks
between June 30, 1996, and June 30, 1998,  confirmed the a
priori expectations of a situation of imbalance in the two
balance-sheet indicators where these banks were concerned.

To the extent that this situation of imbalance is
physiological, and therefore normal, the logical conclusion
was that these banks are in fact penalized by the existing
system of balance-sheet indicators.

With the scope of reducing this anomaly it was decided
to propose a corrective modification to Art. 5 of the Statute’s
Appendix, by inserting the following paragraph five:

5 – As an exception to the measures prescribed in
paragraph 4, for a year after a newly established
bank begins its activities or for a maximum of three
normal reporting periods, in calculating the
“Warning” and “Violation” classes for the D1 and
D2 indicators a coefficient equal to one will be
applied.

Reforming the deposit
insurance system

  As already noted in last year’s Annual Report, the events in
1997 that led to an elevated financial burden for the Fund’s
members exposed a number of weak points in the system of
insuring deposits as it is presently organized and made it
necessary to begin a process of revising it.

To this end the Fund’s officials have, on the one hand,
examined the theoretical literature on insuring deposits, and
have, on the other, analyzed  the “methods” used in various
existing organisms of protection, in order to identify a nexus
of ideas that will be useful  in revising the current way in
which the Fund operates.

The conclusion reached by way of this analysis is that a
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deposit insurance system  can be a useful  instrument in
stabilizing the banking system, but that, at the same time, it
can also create distorsions in the way the market functions.
Also, in order to minimize the costs that a system of
protection entails, it has to be very carefully designed. The
analysts therefore identified, in the literature, a series of best
practices  that should be taken into account in order to fine
tune an efficient system for insuring deposits.

These best practices cover:
1. The existence of regulations that discipline the system

of insuring  deposits;
2. When banking institutions find themselves in a

difficult situation, national supervisory agencies or the
system of protection must have the power to intervene
immediately (as in the case of Prompt Corrective
Action in the United States);

3. The ability to resolve the banking crisis rapidly;
4. A low level of coverage should be maintained;
5. All the banks should be required to participate in the

system for insuring deposits;
6. Depositors should be reimbursed rapidly;
7. A pre-existing system of premiums  corresponding to

the  risks;
8. The independence of the system for insuring deposits.

The following are the aspects of the present configuration
of the Fund that lend themselves to a closer examination with
an eye to their eventual revision:

• The level and breadth of protection: In Italy today, the
minimum level of  protection has been set by law at 200
million lire per depositor (or roughly 100,000 euros). This
is a great deal higher than the community limit (20,000
euros) and higher than the limits applied in other member
countries of the European Union (EU). So high a level of
protection could weaken the discipline of the market and
create distorsions in the competition  between banking
systems in the EU;
• A system for tapping resources used in interventions
(funding arrangement): at present, the FITD uses a “call”
(or “ex-post”) system of funding, in the sense that the
financial resources needed to intervene are called in from
the member banks when a crisis develop that requires the
Fund to take action. This system differs from a  funding
mechanism of the “ex-ante” type to which the banks
periodically make a contribution (similar to an insurance
premium) that is deposited  in an account built up for use
when an intervention becomes necessary. Within this
context of resources destined for interventions in order to
protect depositors, there’s a good deal of merit in the idea
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of applying fiscal deductions to the eventual   funds that are
set aside by the banks to meet the risk of an intervention by
the FITD;
•  the mechanisms to measure and control risk: this
probably constitutes one of the most important elements in
the configuration of a system for insuring deposits. It
consists of all the instruments that enable the protection
scheme to measure banking risk and – once a violation has
been identified – to intervene in order to eliminate it. In
other words the very existence of such mechanisms helps
to limit the negative effects of bank crises or, at the least, it
helps to reduce the costs arising from crises that also
involve the lack of a rapid assessment of the state of
insolvency. The Fund, of course, operates its risk-
monitoring system  based on a scheme of seven indicators
interlocked with four balance-sheet profiles allowing
member banks to be classified in six levels of risk. The
income/loss balances of each bank’s contribution for
interventions and operating expenses are also correlated
with the system. This mechanism for measuring risk levels
needs, first of all, to be evaluated in terms of its ability to
forsee banking crises. It would also be necessary to extend
it to other characteristic aspects of a bank’s management.
Finally, new operational rules should be considered to
make it possible for the Fund to intervene, together with
the Supervisory Authority, in order to correct banking
anomalies as soon as they’re identified.

FITD officials are working on an in-depth analysis of the
strategic areas listed above and elaborating a first draft of a
reform program for 1999.

International Conference
and Working-Group on
deposit insurance

In September, 1998, the Federal Deposit Insurance
Corporation, or FDIC, (the U.S. deposit insurance scheme)
organized the first international conference on deposit
insurance, in Washington, D.C.  The purpose of this high-
level gathering was to establish links between the systems of
protection that had evolved in different countries, to review
the track record of each system, and to promote a wide-
ranging discussion on the role and nature of deposit
insurance.

A representative of the Fund participated in this conference
as one of the speakers.

The conference established that about 50 of the 180
member countries of the International Monetary Fund have a
functioning system for insuring  deposits, but that several of
these systems diverge from the  elements that characterize an



17

efficient mechanism of deposit insurance.

The participants at the conference agreed on the need to
examine much more closely all the problems connected with
deposit insurance, to build up cooperation between their
national organizations, and to increase the flow of
information between  individual systems of deposit
insurance.

To further these goals, the FDIC proposed that an informal
working group be established  at the international level.  This
group should begin its activity in 1999.

 The FITD has been officially invited to participate in this
working group.

Deposit insurance
schemes in the European
Union

The representatives of the European Union’s systems for
guaranteeing deposits held their second meeting in
November, 1998.

The principal themes discussed at this meeting covered
these areas:

1. eventual problems arising from the receipt of the
European Union’s Directive 94/19/EC;

2. the voluntary membership on the part of foreign
branches in a system adopted by the host country
(topping-up).

It became clear during the course of this meeting that no
great problems had been encountered  in applying the
community’s Directive, since all the  member states had
already adopted a scheme for guaranteeing deposits and,
wherever it was necessary, had upgraded  the level of
protection to the EU limit (20,000 ECU). Only Germany, in
fact, had to surmount some obstacles caused by the Directive,
but the country nevertheless aligned its system with the
comunity’s rules as of August 1, 1998.

From a comparative analysis of the guarantees in place in
the banking systems of the various EU countries,  Italy
emerged as one of the countries that offers the highest level
of protection with its 200 million lire guarantee per depositor
(or around 100.000 ECU). This could induce banks from
other EU countries that offer a lower level of protection to
have their branches in Italy voluntarily adhere to the Italian
system so as to integrate the protection offerered in the
country of origin (topping-up). As of now, however, no
branch of another EU country’s bank has asked to join the
FITD.

Another aspect that should be considered is the possible
elimination of the clause relating to export-ban (in other
words the ban on exporting the most favorable system of
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protection). In this manner the various protection schemes
would become a mechanism for competition between the
banking systems of the different EU countries.

Working Group on credit
risk

Among the risks that are implicit in banking, that relating
to credit is without doubt the most important because the
outflow of funds in the form of loans makes a banking
institution vulnerable to bankruptcy.

The Fund, therefore, which is responsible for correctly
identifying and measuring banking risks, and to see that these
are managed efficiently, established a working group with the
mandate of examining the entire range of problems arising
from credit risk.

Executives from the research offices of several member
banks are taking part in this working group, adding the
valuable input of their own models for measuring risk.

Other, external inputs are being contributed by experts
from the academic world, from the Research Offices of the
Supervisory Agencies, and in general from qualified
researchers active in the fields of banking and finance.

The primary objective of this working group is to examine
carefully existing state of the art models  being used to
measure credit risk, and to share data, information and
methodologies relating to this subject with the aim of tackling
and resolving the greatest problems arising from credit risk.

The working group is meeting at the Fund’s headquarters
in four sessions during which the participants can exchange
ideas, insights, and suggestions on every aspect of measuring
credit risk.
  The first of these meetings took place on December 12,
1998.  The order of the day was to analyze aspects of a
general character regarding  models of credit risk.

In the successive sessions, which are being held during
1999, the goal is to analyze problems of a more specific
character in the management of credit risk.

In particular, the discussions are focusing on these subjects:
• systems of credit rating being used in the major Italian

banks, with reference to the sources of information and
to the methods that are necessary to have these systems
function effectively;

• models of Value at Risk (VaR) inherent in loan
strategies;

• the application of models to manage credit risk in the
operative reality of Italian banks.

The conclusions reached by the working group will be
published in a document that will illustrate the problems of
both a theoretical and practical character involved in
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fashioning models of credit risk.

The FITD  internal
activities

During1998 the Fund’s officials worked to complete the
procedures contained in the new  Statutes approved by the
Extraordinary General Meeting held on December 12, 1996.

In particular, these officials finished designing a new
software program (with the name INDI 97) which allows the
Fund to assemble the data that FITD member banks are
required to report by taking them directly from the
information furnished by the banks to the Bank of Italy’s
Office of Supervision (Matrice dei Conti).

The next step in this project is currently being  tested. As
of June 30, 1999,  it allows FITD member banks to report
their data using only the  National Interbank Network.

In the context of making a systematic verification of the
ability of the balance-sheet profiles to “correctly” measure
the risk levels of member banks, a careful analysis was
carried out regarding the situation of newly established
banks.  This analysis led to the  proposal to modify the
Fund’s Statutes, as spelled out in another portion of this
Report.

Continuing an initiative begun last year, contacts were
further intensified with the Supervisory Agencies in other
countries, and with those countries’ systems for insuring
deposits.

In July, 1998, in fact, three executives from the Fund
participated in an exchange program (International Visitor
Program) in the United States. The program, which was
organized by the American Embassy in Rome, gave these
executives a chance to visit that country’s Supervisory
Agencies  and to illustrate the principal charateristics of how
the FITD functions.

 To more effectively monitor the risk levels of member
banks and take preventive action if situations of bankruptcy
should appear likely, Fund officials weighed the
implementation of a model of forecasting banking crises
(Early Warning System) based on the use of techniques of
as statistical-econometric type.

Finally, the updating of the  FITD’s information
technology was completed. Thanks to this enhanced IT
capacity, the Fund can now carry out its  istitutional
responsibilities more effectively and efficiently, and better
serve the needs of its member banks.

From this point of view, and also to meet the requirements
set forth in the European Union’s Directive 94/19/EC to
provide all pertinent information on protecting deposits, an
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Internet site was established (http://www.fitd.it)
encapsulating everything that is in the public domain on the
topic of how  depositors are protected in Italy. To round out
this aspect of communicating information, a survey was
carried out among foreign institutions having the same
general mandate as the FITD as to the criteria they use in
communicating to the  public the various aspects of
protecting their assets.
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FITD interventions Banca di Credito di Trieste

On February 17, 1998, a final agreement was reached
between the Fund and the “Liquidation” that calls for the
allocation of 168 billion lire (plus expenses) by the Fund and
its withdrawl from the liquidation process in favor of the
bank which assumed the assets and liabilities of the Banca di
Credito di Trieste (Banca Antoniana-Popolare Veneta).

The total sum of 168,186,016,580 was disbursed in
currency on May 20, 1998.

Banca di Girgenti

In order to resolve the crisis at the Banca di Girgenti in
l.c.a., on September 18, 1991 the Fund’s Executive
Committe had approved a maximum intervention of 84
billion lire to cover the bank’s losses when it closed its
doors.

This sum was disbursed in a series of payments, on the
basis of debts that were authenticated during the process of
liquidation. In this respect, following the updated accounts
furnished on December 31, 1997 of the bank’s total losses, a
request was received from the concessionary bank  (Credito
Emiliano S.p.A.) for the recognition of a sum, the exact total
of which is still being verified.

Banco di Tricesimo

During 1998 there were no significant developments
regarding the Fund’s intervention in favor of the Banco di
Tricesimo in compulsory administration.

The hypothesis that the entire procedure be closed out is
being evaluated, in accord with the Supervisory Agency and
the  bank’s “liquidation.”

Cassa di Risparmio di Prato

In the course of 1998 the Fund continued to be directly
interested in the legal proceedings regarding this bank.
Because of the ongoing judicial controversy, and on the
basis of an agreement with the Monte dei Paschi di Siena, it
has been impossible to reach a final settlement.  This
controversy carries a risk for the Fund which remains
unchanged from the last Annual Report and which is
estimated to be on the order of 30 billion lire pending a law
suit which is still being appealed in court.
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Appendix The following appendix contains tables and graphs that
support the contents of the Annual Report.

These illustrate:

• time series of weighted average values for balance-sheet
indicators.  They allow the reader to visualize the
banking system’s behavior from June, 1997, to June,
1998 ;

• Frequency distributions, as of June 30,  1998 of the  A1,
A2, B1, B2, D1 and D2 balance-sheet indicators and the
Aggregate Indicator;

• A synoptic table comparing the main features of National
Deposit Insurance Schemes.



"A1" INDICATOR: TOTAL NET DOUBTFUL LOANS / SHAREHOLDERS' EQUITY
Data as of 06.30.1998
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"A2" INDICATOR: NET DOUBTFUL LOANS vs CUSTOMERS / NET OUTSTANDING LOANS vs 
CUSTOMERS
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"B1" INDICATOR: CAPITAL FOR SUPERVISORY PURPOSES / SUPERVISORY CAPITAL 
REQUIREMENTS

Data as of 06.30.1998
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"B2" INDICATOR: SHAREHOLDERS' EQUITY / FUNDS DUE TO CUSTOMERS
Data as of 06.30.1998
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"D1" INDICATOR: OVERHEAD COSTS / NET OPERATING INCOME
Data as of 06.30.1998
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