2

	
[image: image18.emf]Table 1. Net Sales of UCITS in 2007 

(1) 

Members

Q42007Q42007Q42007Q42007Q42007Q42007

Austria-527-1,546-1,242-4,2874691,172-1,5948325313-2,890-3,516

Czech Republic41147-74-13927155-48415033395500

Denmark-332.22,070145.3117-42.1520.000.00-229.12,239

Finland-196-4812671,700-32116-9521,590-91-165-1,0052,761

France-8,200-3,200-11,600-18,600-8,800200-20,900-15,900-1,1008,700-50,600-28,800

Germany563-7,148-1,298-5,8561,9763,140-1,298-4,541603763546-13,642

Greece-595-1,953-766-1,904-30120181,868-333-1,554-1,706-3,423

Hungary144737-45170740133675343192721,942

Italy-4,245-17,863-4,743-30,368-4,422-14,6961,0183,19100-12,392-59,737

Liechtenstein1,1341,21599997355213-141-3224307912,4772,870

Luxembourg 

(3)

-3,593-4,334-7,4232,29917,32170,8435,37650,57722,85869,10334,539188,488

Netherlands-886-2,418-646-1,741-130671-24-576-47-58-1,732-4,121

Norway-21,525288934-102-148942,662-5-341,0745,073

Portugal-8898-1,124-2,2324291-955-2,130-226-422-2,350-4,595

Romania443118254-1121869

Slovakia-2321-20-11920-1514541117289139587

Spain-7,329-12,567-3,798-3,719-630350000-11,757-16,250

Sweden1,426-954135374267727451,250-1431,0332,5902,139

Switzerland-12-2,807-2321,4582058,0463,9094,324003,87111,021

United Kingdom-2,686-8,309-8381,2658514,0417821,8381,4215,759-4704,595

   

Total

-25,402

-57,723

-32,014

-60,011

7,222

75,008

-12,889

45,752

23,574

85,172

-39,509

88,198

(1) In EUR millions for EFAMA members for which data are available; (2) including funds of funds, except for France and Italy for which the funds of funds data are included 

in the other fund categories; (3) net sales of non-UCITS are included in "Other" funds.
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Highlights

· European investment fund assets grew by almost EUR 400 billion in 2007 to reach EUR 7,925 billion at end 2007.  Total net assets of UCITS grew by 4.2% to reach EUR 6,203 billion at year-end 2007, whereas non-UCITS assets grew by 5.3% to EUR 1,723 billion.  This positive development could be achieved despite net outflows from UCITS in the third and fourth quarters of 2007, which reflected heightened risk aversion among European investors. 
· The high concentration of net inflows in funds domiciled in Luxembourg (EUR 188 billion) and Ireland (EUR 80 billion) highlights the success of UCITS as a global brand and the growth of the fund business in Asia.  
· Money market “enhanced” and “dynamic” funds suffered from concerns about the risk exposure of these funds to asset backed securities, as investors reassessed their portfolio composition in light of the credit crisis in the second half of 2007.
· Enhanced competition from banking deposits and structured products against the background of rising interest rates continued to be felt strongly throughout Europe, with Italy being the most severely hit. 
· The demand for balanced funds remained strong throughout Europe.  Funds of hedge funds, especially in France, Italy and Switzerland, and special funds reserved for institutional investors, especially in Luxembourg, Germany, Denmark and the United Kingdom, recorded substantial inflows.
Outlook

· The prospect for 2008 is uncertain, as the risks surrounding financial markets and global economic growth remain on the downside.  Hence, investors’ appetite for equity exposure and interest rate risk is likely to remain subdued.  In parallel, money market funds should benefit from flight-to-safety effects in the first quarter of 2008.  

· As regards the medium-term, unwinding of flight-to-safety portfolio shifts in response to greater investor confidence should trigger renewed demand for equity and bond funds.
· Assuming Asian economies continue to expand at a steady rate, UCITS should continue to attract strong net inflows from Asia, as investors there are still in the early phases of diversifying their savings into investment funds.    

· In terms of regulation, closing the gap between UCITS and other less regulated savings products both at the point of sale and at production level, and removing the sources of inefficiencies in the UCITS Directive, would strengthen the foundations for the continued success of UCITS in the future. 
· Equally important is the need to further highlight in Europe the benefits of maintaining a proportion of long-term savings in equity to optimize the return of pension savings.    
The European Investment Fund Market

Main results for 2007

UCITS recorded net outflows of EUR 40 billion in the fourth quarter of 2007, compared with outflows of EUR 61 billion in the third quarter.  As a result, net sales of UCITS fell from EUR 452 billion in 2006 to EUR 170 billion in 2007.  The origin of this outcome lies in a combination of adverse financial market conditions – continuing stock market volatility and rising interest rates – that accelerated flight-to-safety portfolio shifts during the second half of 2007.  
Despite these circumstances, which are analyzed on pages 5 and 6 of this report, total fund asset growth remained positive, boosting investment fund assets from EUR 7,552 billion at end 2006 to EUR 7,925 billion at end 2007.   Total net assets of UCITS grew by 4.2% to reach EUR 6,203 billion at year-end 2007, whereas non-UCITS assets grew by 5.3% to EUR 1,723 billion.
  
With total assets growing by 34% on average, UCITS domiciled in Central European countries had an excellent year 2007.  UCITS asset growth was also well above European average in Norway, Liechtenstein and Turkey.  
Other positive trends in 2007 were: the good performance of balanced and money market funds in terms of net sales, the continued success of funds of hedge funds in France, Italy and Switzerland, and strong inflows in special funds reserved for institutional investors in Luxembourg, Germany, Denmark and the United Kingdom.
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(1)

               31/12/2007

               30/09/2007

Fund types

EUR bn

Share

EUR bn

% chg 

(2)

EUR bn

% chg 

(3)

Special / Institutional

936

60%

936

0.0%

870

7.6%

   German "Spezialfonds"

691

44%

696

-0.8%

670

3.2%

British investment trusts

83

5%

87

-4.2%

105

-20.8%

French employees savings 

85

5%

89

-4.0%

85

0.0%

Luxembourg "other" funds

102

7%

103

-0.6%

93

10.4%

Real-estate funds

199

13%

200

-0.8%

189

5.3%

Other

157

10%

143

9.7%

125

25.6%

Total 

1,562

100%

1,590

-1.8%

1,466

6.6%

   including Ireland

1,723

1,728

-0.3%

1,636

5.3%

(1) Excluding Ireland for which no data breakdown is available.

(3) End 2007 compared to end 2006.

(2) End Dec. 2007 compared to end Sept. 2007.
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Trends in the UCITS Market 

Net Sales by Investment Type
UCITS recorded net outflows of EUR 40 billion in the fourth quarter of 2007.  Bond funds recorded the highest level of net outflows (EUR 32 billion), followed by equity and money market funds (EUR 25 billion and EUR 13 billion, respectively).  

For the year as a whole, UCITS collected EUR 170 billion in new money.  Equity and bond funds recorded net outflows of EUR 58 billion and EUR 60 billion respectively.  In contrast, balanced funds continued to attract new money, albeit a slower pace than in 2006, whereas inflows into money market funds remained stable.  The demand for “other” UCITS remained strong, reflecting inflows into funds of hedge funds in France and into institutional funds in Luxembourg.
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Trends in the UCITS Market 

Flight to safety in response to adverse financial market conditions
A striking development in the fund industry in 2007 was the shift of investor demand away from equity and bond funds.  Two main set of factors relating to financial market conditions explained this outcome.

· The rise in stock market volatility to unusually high levels dampened investor demand for equity funds.  As suggested on the top chart on page 6, investors started to change their perception about stock price performance in the second quarter of 2006 in response to a downward market correction, and since then, their appetite for equity investing remained subdued, despite buoyant stock markets in following quarters.  Intra-quarter swings in stock prices appeared to have triggered an entrenched reassessment of equity risk, and the credit market shocks and the losses recorded by many stocks in the second half of 2007 deteriorated investor sentiment further.      

· Rising interest rates in 2006 and 2007 depressed bond fund returns and thus investor demand as well, as illustrated on the bottom chart on page 6.  Bond funds also suffered from two related developments: firstly, the pass-through of market interest rates to interest rates on short-term bank deposits, which increased the attractiveness of bank deposits, and secondly, the prevailing upside risks to price stability, which intensified concerns among market participants about long-term interest rates.  Finally, the financial market turbulence since early August 2007 also took its toll on bond funds, as the massive downgrades of sub-prime market-related asset-backed securities and collateralised debt obligations triggered portfolio shifts away from dynamic and enhanced short-term funds.
There are similarities between investor demand for equity funds in 2007 and 2002.  Following a period of enduring rising stock prices and sustained inflows into equity funds, investors reacted to downward market corrections by curtailing their net purchases of equity funds in both years, albeit more heavily in 2007.  The memory of the length and strength of the bear market in 2001-2002 against the background of relatively high stock valuation and uncertainty about the global economic outlook has certainly contributed to exacerbate the search for safety in 2007.  

There are also similarities between the financial market developments in 2007 and 2000, and their overall impact on the demand for bond funds.  In both years, bond funds suffered from outflows in an environment of rising short and long-term interest rates.  Rising spreads driven by concerns about credit and liquidity risks compounded this trend in 2007.  

The key difference between 2007 and previous years is that the adverse developments on worldwide stock markets could not be offset by favourable conditions in fixed-income markets (or vice versa). 

Looking forward investor demand for equity funds is unlikely to strengthen as long as the outlook of economic activity remains uncertain.  Also, as long as European households will not have developed a culture saving for retirement by investing in stock markets, equity funds will continue suffering from subdued demand in periods of stock market uncertainty.  The U.S. mutual fund industry tends to suffer less from short-term market developments, as many Americans use equity funds to prepare for retirement.  To generate a sustained source of new money flowing into equity funds across the economic cycles, the European fund industry – and all interested stakeholders in retirement savings – should enhance their efforts to highlight the benefits of equity exposure within a diversified portfolio.  As clearly highlighted in a recent report published by Oxera, on average, equity investment generates higher returns than investment in bonds, and over the longer run low rates of return during some periods are balanced by higher returns in others.
   

Concerning bond funds, it is likely that demand will pick up as soon as investors scale back their expectations of inflation and further rises in interest rates.  The rebound is likely to benefit mostly regular bond funds to the extent that the recent turmoil in credit markets has strongly highlighted the risks related to asset-backed securities and related financial instruments.
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Trends in the UCITS Market

Net Sales by Country of Domiciliation
In the fourth quarter of 2007, net sales were positive in 10 countries, with Luxembourg recording the strongest inflows (EUR 35 billion).  Among the other countries, France was the most severely affected with outflows totalling EUR 51 billion.  Even if outflows from money market funds at year-end have a cyclical component, they were exceptionally high last quarter, reflecting enduring competition from banks issuing debt securities.  Bond and balanced funds also recorded outflows from dynamic treasury funds and absolute-return funds.     
For the year as a whole, Luxembourg-domiciled funds collected EUR 188 billion, less than in 2006 (EUR 241 billion) but still remarkably more than in all other jurisdictions.  Adding an estimated EUR 80 billion of net flows to Irish registered funds, cross-border funds sales represented about 160% of the total industry net inflows in 2007 ([188+80] divided by [88+80]), reflecting net outflows in a number of countries), with a portion of net sales being sourced outside Europe, reflecting buoyant demand for investment funds in Asia and the success of UCITS as a global brand.
UCITS also recorded positive inflows in the Nordic and Central European countries, with Norway recording the strongest total net inflows in 2007 (EUR 5 billion) – the third best performance in terms of net sales – thanks to high net acquisition of equity, bond and especially money market funds by institutional investors.  The United Kingdom also enjoyed positive net sales; however, investors significantly re-evaluated their portfolio in the last two months of 2007, as the impact of the credit crunch began to be felt. 
With the exception of Liechtenstein, all other countries suffered net outflows.  Concerning Italy, net sales of round-trip funds also turned negative in 2007 (EUR 3.1 billion), whereas funds promoted by foreign companies continued to attract new money (EUR 3.6 billion), albeit significantly less than in 2006 (EUR 21.3 billion).  On the positive side, net sales of non-UCITS (mostly hedge funds) remained strong in 2007 (EUR 6.9 billion, compared to EUR 5.3 billion in 2006).  In Germany, net inflows into “round-trip” funds domiciled in Luxembourg totalled EUR 47.5 billion in 2007 (EUR 28.7 billion benefiting money market funds and EUR 19.4 billion guaranteed and other funds using derivatives).  Hence, taking into account net inflows in “round-trip” funds, German investors contributed EUR 34 billion in 2007, 40% more than in 2006 (EUR 24 billion).  
[image: image12.wmf]Table 5.  Net Assets of the European Investment Fund Industry

               30/09/2007

               31/12/2006

Members

EUR m

Share

EUR m

% chg 

(1)

EUR m

% chg 

(2)

Austria

165,584

2.1%

171,262

-3.3%

168,876

-1.9%

Belgium 

126,494

1.6%

131,077

-3.5%

127,920

-1.1%

Czech Republic

6,101

0.1%

5,842

4.4%

5,425

12.5%

Denmark

132,224

1.7%

133,647

-1.1%

122,564

7.9%

Finland 

66,000

0.8%

68,534

-3.7%

60,932

8.3%

France

1,508,300

19.0%

1,566,000

-3.7%

1,494,400

0.9%

Germany

1,040,937

13.1%

1,050,982

-1.0%

1,017,699

2.3%

Greece  

22,912

0.3%

24,341

-5.9%

24,822

-7.7%

Hungary 

12,571

0.2%

12,340

1.9%

10,089

24.6%

Ireland 

806,768

10.2%

819,211

-1.5%

717,718

12.4%

Italy

339,669

4.3%

353,501

-3.9%

383,435

-11.4%

Liechtenstein

20,452

0.3%

19,125

6.9%

14,920

37.1%

Luxembourg 

2,059,395

26.0%

2,059,144

0.0%

1,844,850

11.6%

Netherlands

91,088

1.1%

96,778

-5.9%

101,793

-10.5%

Norway

52,324

0.7%

50,315

4.0%

41,052

27.5%

Poland  

36,926

0.5%

36,682

0.7%

25,799

43.1%

Portugal

36,212

0.5%

38,224

-5.3%

38,896

-6.9%

Romania

316

0.0%

312

1.4%

246

28.5%

Slovakia

3,936

0.0%

3,811

3.3%

3,073

28.1%

Slovenia

4,134

0.1%

4,151

-0.4%

2,827

46.2%

Spain

278,796

3.5%

288,416

-3.3%

287,793

-3.1%

Sweden

139,380

1.8%

147,860

-5.7%

140,869

-1.1%

Switzerland 

159,853

2.0%

155,861

2.6%

149,810

6.7%

Turkey

18,104

0.2%

16,965

6.7%

13,430

34.8%

United Kingdom 

796,954

10.1%

800,245

-0.4%

752,849

5.9%

All Funds

7,925,431

100.0%

8,054,625

-1.6%

7,552,088

4.9%

   UCITS Assets

6,202,879

78.3%

6,326,838

-2.0%

5,951,391

4.2%

(1) End 2007 compared to end September 2007; (2) end 2007 compared to end 2006.
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Trends in the UCITS Market

Net Assets by Investment Type

Total net assets of UCITS fell by 2.0% in the fourth quarter to reach EUR 6,203 billion at end December 2007. 

Total assets in UCITS rose by 4.2% in 2007, compared to 14.7% in 2006.  UCITS assets growth was positive for all fund categories, except for bond funds.  “Other” UCITS enjoyed the strongest growth, followed by balanced funds, money market funds and funds of funds.  
Equity and balanced funds combined accounted for 55% of all UCITS at end 2007, compared with 56% one year before.

[image: image13.wmf]Table 2.  Breakdown of UCITS Assets by Category 

(1) 

               31/12/2007

UCITS types

EUR bn 

Share

in % 

(2)

in EUR bn

% chg 

(3)

in EUR bn

Equity

2,227

40%

-3.7%

-86

1.6%

35

Balanced

856

15%

0.0%

0

9.7%

75

   Total Equity & Balanced 

3,083

55%

-2.7%

-86

3.7%

110

Bond 

1,208

22%

-2.7%

-34

-3.5%

-44

Money Market 

911

16%

-0.9%

-8

8.3%

70

Funds of funds 

(4)

104

2%

-0.5%

-1

7.5%

7

Other

251

5%

3.6%

9

22.3%

46

All Funds

5,558

100%

-2.1%

-120

3.5%

189

   including Ireland

6,203

-2.0%

-124

4.2%

251

(1) Excluding Ireland for which no data breakdown is available.

(4) Except funds of funds domiciled in France, Luxembourg and Italy 

(2) End of Dec. compared to end Sept. 2007.

which are included in the other types of funds.

(3) End of Dec. compared to end 2006.

Change wrt to 30/09/2007

Change wrt to 31/12/2006
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Trends in the UCITS Market
Net Assets by Country of Domiciliation

Looking at developments in the UCITS market in the leading countries, the United Kingdom, Ireland and Luxembourg recorded the highest asset growth in 2007, 12.0%, 10.9% and 9.8%, respectively.  Whilst significantly lower than in 2006, these growth rates appear excellent in light of the developments in the other countries.  Whereas France just managed to avoid a fall in total UCITS assets, Germany, Spain and Italy suffered negative asset growth.  The drain on assets was particularly strong in Italy, reflecting large outflows from all fund categories except money market funds.  Portugal and Greece also recorded similar portfolio shifts away from UCITS.  

Asset growth was well above the European average in 2007 in Central Europe, with UCITS assets growing by 34% on average.
  In both percentage and absolute terms, growth was particularly striking in Poland, bringing  UCITS assets above the EUR 30 billion threshold.  In the Nordic countries, Norway also enjoyed a sharp increase in assets (from EUR 41 billion to more than EUR 52 billion), as well as Liechtenstein and Turkey. 
Elsewhere in Europe, asset growth turned negative in 2007.
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               30/09/2007

               31/12/2006

Members

EUR m

Share

EUR m

% chg 

(1)

EUR m

% chg 

(2)

Austria

111,386

1.8%

115,953

-3.9%

114,886

-3.0%

Belgium 

120,398

1.9%

124,571

-3.3%

120,545

-0.1%

Czech Republic

6,056

0.1%

5,818

4.1%

5,425

11.6%

Denmark

71,480

1.2%

72,608

-1.6%

72,605

-1.5%

Finland 

55,116

0.9%

57,184

-3.6%

51,484

7.1%

France

1,351,600

21.8%

1,407,000

-3.9%

1,343,400

0.6%

Germany

266,062

4.3%

270,276

-1.6%

271,552

-2.0%

Greece  

21,685

0.3%

23,440

-7.5%

23,910

-9.3%

Hungary 

9,811

0.2%

9,646

1.7%

7,420

32.2%

Ireland 

646,268

10.4%

649,211

-0.5%

582,779

10.9%

Italy

285,094

4.6%

299,432

-4.8%

343,811

-17.1%

Liechtenstein

18,682

0.3%

17,624

6.0%

14,075

32.7%

Luxembourg 

1,823,969

29.4%

1,840,279

-0.9%

1,661,563

9.8%

Netherlands

77,387

1.2%

83,448

-7.3%

82,430

-6.1%

Norway

52,324

0.8%

50,315

4.0%

41,052

27.5%

Poland  

30,975

0.5%

31,726

-2.4%

22,155

39.8%

Portugal

21,703

0.3%

24,010

-9.6%

25,762

-15.8%

Romania

266

0.0%

259

2.6%

187

41.9%

Slovakia

3,788

0.1%

3,664

3.4%

2,974

27.3%

Slovenia

2,905

0.0%

2,890

0.5%

1,920

51.3%

Spain

269,366

4.3%

279,010

-3.5%

279,361

-3.6%

Sweden

136,429

2.2%

143,410

-4.9%

137,817

-1.0%

Switzerland 

119,748

1.9%

119,356

0.3%

121,120

-1.1%

Turkey

15,365

0.2%

14,526

5.8%

11,741

30.9%

United Kingdom 

685,016

11.0%

681,181

0.6%

611,416

12.0%

All Funds

6,202,879

100%

6,326,838

-2.0%

5,951,391

4.2%

(1) End 2007 compared to end September 2007; (2) end 2007 compared to end 2006. 
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Trends in the Non-UCITS Market

Net Sales and Assets by Investment Type
There was hardly any change in total assets of non-UCITS in the fourth quarter.  Compared with end 2006, total net assets increased by 5.3% in 2007, to EUR 1,723 billion.

During the fourth quarter, net flows to special funds reserved for institutional investors collected EUR 30 billion in new investment, one of the highest levels of inflows in recent years.  This reflected a sharp rebound in net flows into German “Spezialfonds” to EUR 13 billion (from EUR 21 million in the previous quarter) and Luxembourg-domiciled funds to EUR 17 billion (from EUR 13 billion in the previous quarter).  For the year as a whole, special funds collected EUR 76 billion in new money, EUR 8 billion more than in 2006, with Luxembourg enjoying the strongest inflows (EUR 38 billion), followed by Germany (EUR 27 billion), Denmark (EUR 6 billion) and the United Kingdom (EUR 4 billion). 

Assets in real estate funds grew 5.3% in 2007, reflecting in part total net inflows of EUR 6.4 billion in Germany.  Real estate fund assets increased in all other countries, except in Belgium, Hungary, the Netherlands and the United Kingdom (where a reclassification of funds into Property UCITS explained the decrease in net assets). 
It is also worth noting the continuing rise in Luxembourg-domiciled “other” funds, and in “other” non-UCITS reflecting significant asset increase in alternative management funds in Italy (EUR 6.8 billion) and Switzerland (EUR 8.7 billion) and venture capital in France (EUR 4.5 billion).
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Trends in the European Investment Fund Industry

Net Assets by Country of Domiciliation
The combined assets of the investment fund market in Europe, i.e. the market for UCITS and non-UCITS, fell by 1.6% in the fourth quarter to reach EUR 7,925 billion at end 2007.  Compared with end 2006, total net assets increased by 4.9% or EUR 373 billion.

Five countries finished the year with a market share greater than 10%: Luxembourg (26.0%), France (19.0%), Germany (13.1%), Ireland (10.2%) and the United Kingdom (10.1%).

With EUR 6,203 billion invested in UCITS, this segment of the business accounted for 78.3% of the fund market at end 2007.



























































































































































































































































� “UCITS” is used in this note in the sense of publicly offered open-end funds investing in transferable securities and money market funds, whereas the “non-UCITS” part of the investment fund market groups funds that are regulated in accordance with specific national requirements.


� See the report published by Oxera “Defined-contribution pension schemes : Risks and advantages for occupational retirement provision”, which can be downloaded from the EFAMA website. 


� Our statistics include for the first time data for Romania and Slovenia. 
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