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1.
Economic and Financial Background

	Table 1: Key Economic and Financial Indicators

	
	2005
	2006

	Population (million)

GDP (PLN million)

Real GDP growth (%)

Inflation rate (%)

Unemployment rate (%)

Stock market capitalisation (PLN million)

Stock market capitalisation (% of GDP)

Bond market capitalisation (PLN million)

Bond market capitalisation (% of GDP)

Household gross savings ratio (%)

Household financial wealth (PLN million)

Average per capita financial wealth (PLN)
	38,161*

967,70

3.2

0.70

17.60

424,900

44

311,4

32

-

423,053

10,430
	38,125

1,046.60

5.8

1.4

14.9

635,909

60.75

324,089

30.96

-

516,795

13,555


At 31.12.2004: EUR 1 = PLN 4.08

*Data for 30.06.2005

2.
Key Trends in the Global Market

	Table 2: Net Assets by the Fund Industry in Poland

(PLN million)

	
	2002
	2003
	2004
	2005
	2006

	Home-domiciled UCITS

Home-domiciled non-UCITS
	20,964*

1,801.8
	31,926*

1,305.5
	35,734

1,700
	58,088

3,324
	84,877

13, 961

	Total AuM
	22,766
	33,231.5
	37,434
	61,412
	98, 838


* Fund-of-funds included

In 2006, Poland recorded the highest pace of economic growth over the last nine years. As a preliminary estimate of the Central Statistical Office reads, the real gross domestic product rose by 5.8% (to PLN 1,046.6bn) versus 3.5% and 5.3% in 2005 and 2004 respectively.

2006 was the second year in a row which saw a dynamic increase of funds under management of investment funds in Poland. The estimated inflow of new capital to funds was PLN 25.5bn (up by 37% over a year earlier). In 2006, the value of net assets of investment funds went up by PLN 37.5bn; at the end of December it was PLN 98.8bn. The value of net assets grew at the rate of 61.3%, which turned out close to the one reported by the market in 2005. The fourth and first quarters proved best for the funds, as it was then that their assets rose by PLN 14.1bn and PLN 11.5bn respectively. In November, funds reported the record historical balance of in-payments and redemptions (PLN 3.7bn) as well as the highest ever growth in the value of net assets (PLN 5.97bn).

In 2006, the Polish fund market also recorded a very high growth rate of assets in currency terms. When converted into euro, the value of the money deposited with Polish funds went up by 62.5% (€ 9.9bn) to € 25.8bn; in dollar terms as much as by 80.7% (USD 15.2bn) – to  USD 34.0bn, which was the consequence of a considerable depreciation of dollar in regard to zloty.  

The record inflow of new cash to funds and the growth in their net assets were also reflected in the values of ratios showing the position of investment funds in the Polish financial system, the Polish economy and the structure of Poles’ savings. The ratio of funds’ assets to capitalisation of the Warsaw Stock Exchange went up from 19.9% to 22.6% (it was nearly 23% towards the end of the third quarter), and thus it reported the highest level over more than three years. In 2006, the index showing the ratio of the value of net assets to GDP rose from 6.3% to 9.4%, which reflects the growing significance of funds in the Polish economy. The ratio of funds’ assets to total bank deposits has also been improving consistently; last year it rose from 17.7% to 24.7%. Statistically, the value of funds allocated by an average Pole in investment funds was close to PLN 2,600 (€ 677). Thus, it was three times higher than three years ago. 

2006 also saw a dynamic growth of non-UCITS funds. In this group, 10 capital protection funds, 5 non-public asset funds, 5 real estate funds and 6 securitisation funds were established, among others. 

Additionally, in 2006, Polish investors were provided with access to yet other foreign funds, which were notified by our regulator – the Financial Supervision Commission. 2 new investment fund companies launched their products on the market as well, while 4 current companies expanded their to-date offers. 

3.
Key Trends in the UCITS Market
	Table 3: UCITS Assets by Fund Type

(PLN million)

	
	2002
	2003
	2004
	2005
	2006

	Equity

Bond

Balanced

Money market

Fund-of-funds

Other 
	1,092.8

14,397.7

1,581.6

3,892.2

37.3

-
	2,484

16,160

7,756

5,526

40.9

-
	5,071

12,481

13,030

5,116

36

-
	7,228

15,877

26,697

8,082

204

-
	21,495

7,940

47,790

6,708

645

297

	Total
	20,964.3
	31,926
	35,734
	58,088
	84,877


A change in the market share of individual types of funds was an unavoidable consequence of a visible differentiation in the investment attractiveness of bond and money market, on the one hand, and hybrid and equity funds, on the other hand. By analogy to the previous year, in 2006, balanced funds formed the largest group of funds (PLN 47.790bn). Nevertheless, the funds which benefited most from the Warsaw’s bull market were the equity funds which almost doubled their market share (from 11.9% to 23.1%). April, July, October and November – in other words: the months during which the equity market recorded top increases in 2006 – proved the best months for the funds from that category. Hybrid funds (balanced, stable growth, active allocation and some capital protection funds) were also very popular among investors last year. The market share of that group of funds rose by 8.0 p.p. to 52.7%. 

Bond funds incurred the largest losses in 2006; they lost both more than one half of their market share (a drop from 25.8% to 11.1%) and their second place in the ranking of the most popular funds (for the benefit of equity funds). The year 2006 was not good for the money market and cash funds either. It was only in May that they briefly enjoyed more popularity (due to a rapid adjustment on the equity market). However, their market share fell by 5.7p.p. to 7.9% over the year. Other types of funds, including the real estate funds, securitisation funds, hedging funds, non-public asset funds, raw material funds, funds of funds and certain capital protection funds, became slightly more popular. As at the 2006 yearend, the assets accumulated by them accounted for 5.1% of the total value of the funds’ market assets (up by 1.1% year-on-year).

4.
Key Trends in Other Nationally Regulated Funds 
	Table 4: Assets of Other Nationally Regulated Funds

(PLN million)

	
	2002
	2003
	2004
	2005
	2006

	Real estate

· Open-ended

· Listed closed-ended

· Unlisted closed-ended 

· REITS
Securitisation funds 

Other 
	-

-

-
	-

-

1,305.5
	436.2

-

1,264.2
	912.2

-

95.9

2,316.8
	1,147

-

524

12,290

	Total
	1,801.8
	1,305.5
	1,700.4
	3,325.0
	13,961


In 2006, 27 closed-ended funds and sub-funds sprang up. They included, but were not limited to 10 capital protection funds, 5 non-public asset funds, 5 real estate funds and 6 securitisation funds. The fund market expanded with the first primary and related funds as well, operating in Europe under the name master feeder. New closed-ended funds also included the first funds investing on the raw material market in Poland.

5.
Trends in the Number of Funds

	Table 5: Number of Funds*

	
	2002
	2003
	2004
	2005
	2006

	Home-domiciled UCITS

Funds

Home-domiciled non-UCITS
	-

107

8
	-

112

16
	-

130

20
	-

160

33
	184

78

	Fund launches

Fund liquidations
	-

-
	-

-
	-

-
	60

5
	69

3

	Average fund size (median)

· Equity

· Bond

· Balanced

· Money market

· Real estate

· Special
	
	
	
	
	


* including sub-funds

2006 was a record year not only in terms of increase in the value of investment funds’ net assets, but also considering the number of new products (funds and sub-funds). Market expanded with 69 new investment options. In 2006, three entities terminated their operations. The total number of products offered by investment fund companies went up by 66 in that year. Consequently, as at the end of December, there were already 271 funds and sub-funds operating in Poland. Almost 40% of new products were closed-ended funds and sub-funds, with the capital protection ones prevailing in that group. In total, 10 funds of that type were launched. The non-public asset funds as defined by Article 196 of the Investment Funds Act occurred to be absolute novelty on the market in 2006. Five funds of that type were established in total, four of which issued non-public investment certificates, while the certificates of one of them were listed on the Warsaw Stock Exchange. The fund market also expanded with the first primary and related funds (operating under Articles 170 & 177 of the Investment Funds Act), functioning in Europe under the name master feeder. In addition, five more real estate funds and six new securitisation funds appeared on the market. It should be also mentioned that in 2006 the regulator issued the first permissions for debt collection companies, whereby the latter were allowed to handle the debt claims securitised by the aforementioned funds. New closed-ended funds also included the first funds investing on the raw material market in Poland.

Among the new open-ended and specialised open-ended funds (with sub-funds included), equity and hybrid funds, investing directly or indirectly on foreign markets, were launched most frequently. The former group comprised four new funds, depositing assets in shares of the companies coming from Central and Eastern Europe. There were considerably more (11) new entities whose portfolios included the participation titles of foreign joint investment institutions. The unusually attractive rates of return generated by the funds of small and medium companies resulted in a substantial rise in the supply of funds of that type. In total, 6 funds of that profile were established (5 completely new funds and 1 after transformation of the existing fund).

The offer of open-ended and specialised open-ended capital protection funds is also broader and broader. In 2006, it was enhanced with four more entities. 

The fact that the investment funds of the sectoral fund returned onto the Polish market is also worth attention. One such fund was launched in 2006. It provides investors with an option of exposure on the construction and real estate market.
A significant broadening of the offer of funds with separate sub-funds proved an essential trend on the fund market in 2006. Last year we saw launches of new umbrella funds, first of all. There were 5 new funds with that construction established, while two companies added new sub-funds to their, already existing, umbrella funds. One company managed to transform the existing funds into the umbrella fund sub-funds. 
6.
Household Savings Allocation

	Table 6: Main Assets of Households*

(PLN million)

	
	2005
	2006

	Direct investment

Investment funds

Insurance capital funds

Deposits (in PLN & other currency)

Currency 
	41,5

50,4

19,0

220,8

57,2
	57,9

72,7

27,5

239,4

68,9

	Total household savings
	388,9
	466,3


*According to the data presented by the Online Analyses, an independent analysis-providing company, monitoring the Polish investment fund market

At the end of December, Poles had savings of PLN 466.3bn (exclusive of the funds accumulated at open-ended pension funds). This means a 23.1%-rise from the 2005 yearend. PLN and other currency deposits prevailed in Poles’ savings; upon adding the cash in circulation, they amounted to PLN 308.3bn (66.1% of all savings). 

In 2006, the value of Poles’ savings was to a larger and larger degree affected by the equity market situation. Consequently, the instruments with the stock exchange investment option featured the top growth rate. Among all categories of Poles’ savings, direct investments and investment funds (17.8% and 17% respectively) were characterised by the highest rate of growth. This state of affairs enabled investment funds to retain their third place in the structure of Poles’ savings. 
7.
Regulatory and Taxation Issues

7.1
Capital Requirements Directive:

The CRD Directive was not implemented in the year 2006. 

7.2 MiFID Implementation: 

The MiFID Directive was not implemented in 2006. Its implementation is planned for autumn 2007. The current status of works on MiFID Directive incorporation into the Polish legislation makes it impossible to describe the consequences of that directive transposition in all respects. We notably miss a draft amendment to the Minister of Finance’s Regulation on the Mode and Terms of Conduct of Investment Companies and Custody Banks dated 28 December 2005. As at the development date hereof, the Seym of the Republic of Poland continued intensive legislation works on amending the Act on Trading in Financial Instruments dated 29 July 2005 and the Act on Public Offering, Conditions Governing the Introduction of Financial Instruments to Organised Trading, and Public Companies dated 29 July 2005. The said amendments concern implementation of relevant stipulations of the MiFID Directive. 

MiFID level 2 was not implemented in 2006. Implementation planned for autumn 2007.

MiFID level was not implemented in 2006.

7.3
Pensions: 
In 2006, there were no new regulations enacted as regards pension funds, which would affect the investment fund market. 

7.4   
Other Regulatory Developments: 
In 2006, there was enacted the Act on Financial Market Supervision, whereby the organisation, scope and purpose of supervision of the financial market – also comprising the capital market in which investment funds participate – were defined. The financial market is regulated by the Financial Supervision Commission, being the legal successor of the Stock Exchange and Securities Commission. Enforcement of the aforementioned act resulted in the terminology changes to the capital market-related regulations. 

7.5
Tax Rules:

In the years 2006-2007, there were no amendments made to the tax regulations, which would affect the investment fund market directly or indirectly. 

8. 
Investment Management Governance

On 28 November 2006, at the Chamber’s General Meeting, the investment fund companies being members of the Chamber of Fund and Asset Management adopted the Code of Good Practices of Institutional Investors. Among the signatories of the said Code, there were also the pension funds being the members of the Funds’ Chamber of Commerce. The Code provides the framework of conduct for the institutional investors, which will be observed by Polish institutions and, ultimately, foreign ones, applying for admission to or already operating on the Polish market. 
8.2.
Governance of Management Company 

9.
Fund Standards and Distribution

In 2006, the Chamber of Fund and Asset Management commenced works on a new classification of investment funds. The said classification is to provide a complete and transparent systematisation of the funds operating on the market. The Chamber also initiated works on creating the Standard of the scope of statistical data presented to the general public by investment fund companies. The standard is to contribute to widening and systematisation of information available on the investment fund market in Poland. 

31 entities obtained the regulator’s consent to distribution of open-ended fund and specialised open-ended fund participations in 2006. Co-operative banks (21 entities) and distribution companies (7 entities) prevailed among them. As at the end of 2006, 125 entities had the right of participation distribution in total. Although banks continue to play a decisive role in fund distribution, life insurance companies offering savings and investment policies with investment funds and financial consulting companies are steadily winning more and more significance in that area. 

10.
Trends in Product Development and Level Playing Field Issues

10.1
Real Estate Funds
As at the end of December 2006, there were seven funds investing in real estates. They are all operating as closed-ended funds. There are no separate non-statutory regulations regarding investment funds investing in real estates available in Poland.

10.2 
Funds of Hedge Funds

There are no hedge funds in Poland. As at the end of December 2006, there was only one fund with three separate sub-funds investing in foreign hedge funds and two related funds with the same deposit profile. There are no regulations governing hedge funds available in Poland.

10.3
Private Placement

The Act on Investment Funds dated 27 May 2004 indicates only the principles of establishing and running operations by closed-ended investment funds which, considering the investment policy adopted, can assume the form of non-public asset investment funds. 

10.4
Structured Products
It is also worth underlining that 2006 was the first year, during which individual investors obtained such an extensive, not visible earlier, access to structured products. Last year, various deposits of that type offered by banks (at present, first of all, to private banking clients) and structured policies sold by insurance companies became real competitors to investment funds. One should not forget that the first structured bonds made their debut on the Warsaw Stock Exchange in 2006. They can become a real alternative to hybrid investment funds before long.

11. 
Other Activities of the Association

While pursuing its statutory objectives, the Chamber of Fund and Asset Management took systematic legislation-related actions. Intensive works, involving the Chamber, continued on amending the Act on Investment Funds. Chamber’s actions also focused on the secondary legislation for the Act on Investment Funds, including the Regulation on the fund information memorandum and the abridged information. 

The Chamber also took actions aimed at amending the Act on Individual Pension Accounts and Employee Pension Schemes, the Income Tax Act and the Public Finance Act.  

Intensive activities crowned with adoption on 28 November 2006 by the group of Polish investment funds of the Code of Good Practices of Institutional Investors – aimed at a steady enhancement of standards of operations of asset management companies, care for quality of business and popularisation of professional ethics standards – were of extraordinary significance for the sector. The Code proves useful in defining the rules, principles and the degree of due diligence in relationships among institutional investors, their clients and financial instrument issuers.

The Chamber has been regularly monitoring the market and forwarding information thereabout to all persons and institutions concerned, including the media. It prepares a monthly report on the net assets accumulated by investment funds. There is issued a quarterly magazine in which the current matters of import for the market and its development are discussed. In 2006, works started to modernise and develop the Chamber’s website, which is to become a source of complete, up-to-date information about the market of investment funds, Chamber Members and its activities. At the same time, much emphasis was put on educational matters; the related works are to be finished with the e-learning course, providing the compendium of basic knowledge about investing on the market of investment funds.

The Chamber cyclically holds a competition for the best master’s degree theses discussing the investment fund market for students and a competition for the journalists tacking our market matters. In 2006, there were subsequent editions of both competitions held; among other things, they were aimed at expanding the knowledge about the market of investment funds, enjoying more and more popularity. 

In 2006, the Chamber of Fund and Asset Management was the participant and organiser of numerous seminars, conferences and meetings devoted to the investment fund market; e.g. an educational conference for students. 2007 Forum of Investment Funds, which was a conference held by the Chamber, occurred to be a significant market event. Attended by the representatives of the circle of investment funds, of the state authorities and also of the world of scholars and the media, it provided a platform for discussion of the crucial matters related to the form, development and significance of the investment fund market. The next Forum is planned for 2007.
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