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At the end of 2007 negative signals intensified from both the manufacturing and
service sectors as well as in the Euro Area, Italy and the Milan Area. Over the whole
of 2007, both sectors showed a downward trend in the second half of the year, after

the acceleration of the fist six months of 2007.

With reference to the manufacturing sector, in the fourth quarter of 2007 confidence
fell in the whole Euro Area; a sharp decrease concerned Germany and, in a milder
way, lItaly, while the index remained stable in France. The confidence continued to
reduce in the Milan Area as well, confirming the lowest level since the end of 2005.
In the Euro Area, in Italy and in the Milan Area the drop reflects a fall in demand and
in short-term prospects of production; greater disparities among territories are shown
by stock performance: inventories continued to accumulate in the Euro Area (due
principally to Germany) while they decrease in Italy and, even more, in the Milan
Area.

In Italy, the confidence drop was even steeper in the business services sectors,
where the index lost more than fifteen points and fell to the lowest level since the
third quarter of 2005. The expectations for orders collapsed to a historical minimum
since the survey began (first quarter 2003); even the expectations regarding demand
and the economic situation slowed down. In the Milan Area, confidence remained at
a very low level in spite of a slight growth in the index: it moved from a negative
value to a value close to zero. The result was the synthesis, on the one hand, of the
good improvement in orders, and on the other, of the worsening of expectations of

demand and the economic situation.

The next survey, related to the first quarter of 2008, shall be released on May 2008.
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Quarterly Survey on the Manufacturing and on the Business Services Sectors
Fourth quarter 2007

Manufacturing sector

Confidence Climate?!

Confidence in the Euro Area decreased also in the fourth
quarter of 2007: orders, inventories and expectations of
production continued to deteriorate. Among the main
European countries, the index fell in Italy and, even more, in
Germany, where it reached the lowest level since the second
quarter of 2006; in France, however, the index remained
unchanged. Confidence continued to decline in the Milan Area

as well, plunging to the lowest level since the end of 2005.
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ASSESSMENTS:
Assessment on Orders

In the Euro Area, orders fell for the second consecutive
period, with a negative performance in all main countries
(Germany, ltaly and, in a milder way, France). In the
Milan Area demand registered a sharp decrease, in fact
its balance became negative, declining to the lowest

level in the last three years.

Assessment on Orders - Manufacturing Sector
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' The manufacturing confidence indicator is the arithmetic average of the seasonally adjusted data on production expectations, order

books and stocks of finished products (with inverted sign).

Data referred to Euro Area, Germany and France are seasonally adjusted using Dainties method. The European Commission
performs the Euro area aggregation using gross value added at constant prices.
Data referred to Italy and the Milan Area are seasonally adjusted by ISAE and Assolombarda using Tramo-Seats method and the

index base is 2000=100.

In spite of statistical differences, historical series are homogenous and comparable.
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Assessment on Foreign Orders

In the Euro Area foreign demand decreased in the last
quarter of 2007. The reduction concerned all main
European countries: ltaly, France and, above all,
Germany. The assessment on foreign orders also
declined in the Milan Area, after the growth of the

previous quarter.
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Production Assessment

Production Assessment- Manufacturing sector
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. Inventories - Manufacturing Sector
Inventories
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Greater disparities among territories are shown by stock |
performances. The whole Euro Area revealed an |

increase in inventories, as a result of a strong rise in

Germany and of a mild increase in France and in Italy. In

the Milan Area stock inventories plunged more

dramatically than in the Italian average.
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SHORT-TERM EXPECTATIONS:

Production Expectations - Manufacturing Sector
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In line with the previous quarter, expectations of

production slid in the Euro Area, in Germany and in Italy, |

while, they improved in France. In the Milan Area, *|
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Quarterly Survey on the Manufacturing and on the Business Services Sectors

Fourth quarter 2007

Expectations on the Economic Situation?

Entrepreneurs’ opinions on

situation continued to deteriorate in Italy and in the Milan
Area. In both territories the balances showed a negative

value, falling to the lowest levels since the end of 2005.
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2 The variableis not collected at European level.
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BUSINESS SERVICES?®

Confidence Climate*

On a national level, the confidence climate registered a
sharp drop to the lowest value of the third quarter of
2005. The result reflects the negative trend both of
orders and expectations regarding orders and the
economic situation. In the Milan area, in spite of the light
growth, the index stayed on a very low level; the result
was due, above all, to the positive trend of the orders
balance, while the expectations regarding orders and the

economic situation worsened.
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first quarter 2007 27,1 29,4
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fourth quarter 2007 6,0 0,5

ASSESSMENTS:

Assessment on Orders
In Italy orders reduced with respect to the last quarter
and returned to the low level of the second quarter of
2005. In Milan the assessment showed an up and down
trend difficult to interpret in the short term; in the last
quarter the balance reached nearly the highest value

registered since the end of 2006.
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® The sector includes: information technology, engineering, marketing and advertising, administrative and executive advice.
* The confidence climate is calculated by an arithmetic mean with the balances of the following variables: assessment on,

expectation on orders and expectation on economic situation.
Page 6



Quarterly Survey on the Manufacturing and on the Business Services Sectors
Fourth quarter 2007

Assessment on Employment

Contrary to demand trends, firms indicated an increase

in the employment level after the big drop in the second

quarter. In the Milan area, as well, the entrepreneurs

assessments showed a growth employment for the

second time after the decrease registered in the second

quarter.

Assessment on Employment - Business Services
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SHORT-TERM EXPECTATIONS:

Expectations on Orders

In Italy the expectations of orders worsened dramatically

and fell to the lowest level since the survey started (in the

beginning of 2003). The Milan area, as well, showed a

sharp decrease that took the balance to the lowest level

since the first quarter of 2002.
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Expectations on Employment Expectations on Employment - Business Services
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Expectations on the Economic Situation —
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Report written by Maria Grazia De Maglie (Assolombarda) and Valeria Negri (Assolombarda), with the coordination of
Marco Malgarini (ISAE) and Giuseppe Panzeri (Assolombarda).
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