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CITIGROUP RESPONSE TO THE ISSUES PAPER ON 
COMPETITION IN EU SECURITIES TRADING AND POST-TRADING 

PUBLISHED ON 24 MAY 2006 

SUPPORT OF FINDINGS 

Citigroup wholly supports many of the Commission's findings in the Paper. 

Encouraging competition in trading services 

The Commission considers that vertical integration between market infrastructures may undermine 
competition between exchanges. In particular, it recognises that a new entrant would require equal 
access to the CCP in order to compete with the incumbent exchange.1 

The Commission's finding is supported by previous investigations of the EU competition 
authorities.  For example, as part of its review of the LSE bids, the UK Competition Commission 
considered that both bidders' direct control, or influence, over the LSE's post-merger CCP could 
lessen competition in the provision of trading services in the UK.2 

Whilst fully supporting this finding, Citigroup considers that these competition concerns are more 
wide-ranging than identified by the Commission: 

• The notion of control/influence of exchanges over providers of post-trade services should 
also include situations where there is a strategic alliance and a significant commonality of 
interests between an exchange and the providers of post-trade services. For instance, 
where a provider of clearing and settlement services has invested heavily to replicate its 
strategic partners' consolidation at the trading level, it may not have the incentive to 
provide equivalent services to a rival exchange. 

• The Commission should make explicit that access to the CSD is also crucial for successful 
entry at the trading level. As a result, an incumbent exchange's control or influence over 
the CSD gives rise to the same competition concerns. 

Limitations of user governance 

Although the Commission accepts that user ownership may have certain advantages, it accepts that 
user ownership has certain limits or raises issues which merit caution, in particular, due to 
difficulty of balancing the interests of various user groups and the impact of fiduciary duties of the 
users' representatives.3  

Citigroup supports the Commission's findings on the limitations of user governance.  In particular, 
Citigroup considers that user governance does not provide a guarantee that a provider of post-trade 
services will not engage in anti-competitive and/or abusive behaviour. The participation of users at 
board level does not by itself guarantee decisions which are optimal for the market and in the 
public interest.  This is due, for example, to potentially conflicting interests among user groups and 
the divergent relationships between users and the provider of post-trade services.  

In addition, as noted by the Commission, a board member will owe duties of skill, care, good faith 
and honesty to the provider of post-trade services and must act in the providers' best interests 
regardless of whether the director is a user's representative. Further, such representatives cannot 
rely on any confidential information obtained by virtue of being a director of the provider.  In light 
                                                      
1 Paragraphs 62-68 of the Paper. 
2 Report on the proposed acquisition of London Stock Exchange by Deutsche Börse or Euronext, Competition 

Commission, November 2005. 
3 Paragraphs 90-94 of the Paper. 
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of these constraints, it is unrealistic to expect that users can effectively prevent any anti-
competitive or abusive behaviour by providers of post-trade services. 

Although user governance does not offer a guarantee against anti-competitive behaviour, market 
infrastructures should nevertheless strive to improve the degree of user participation. In particular, 
Citigroup considers that market infrastructure should adopt minimum standards in transparency 
(such as publication of agenda, board minutes and comprehensive annual reports). As the 
Commission will be aware, according to a recommendation of the European Central Bank, market 
infrastructures in post-trade services should adopt the transparency and governance requirements 
that apply to publicly-listed companies.4 

Need for accounting separation 

The Commission recognises that accounting separation should be imposed to ensure that market 
infrastructure do not leverage any market power into contestable markets.5 

Citigroup supports the finding that account separation should be imposed on market infrastructures 
in relation to the markets in which they are dominant. In addition, in the case of vertically 
integrated structures, account separation should be individually provided for trading, clearing and 
settlement services. 

In terms of how accounting separation may be implemented, the Commission may find it useful to 
refer to the regulatory experience of the industries with similar market characteristics. In such 
industries, the following types of obligations are commonly found in relation to account 
separation: 

• Compliance with accounting standards, such as regulatory accounting principles; 

• Preparation of accounts on the basis of prescribed accounting principles which are specific 
to the competitive dynamics of the relevant post-trade services sectors and which enable 
all activities in different product and geographic markets to be separately identified; 

• Specific provisions in relation to cost attribution and cost allocation; 

• Auditing of regulatory accounts and to amend accounting documentation and/or restate, 
have reaudited and republish regulatory financial statements where the regulator believes 
them to be deficient; 

• Appointment of an auditor which is satisfactory to the relevant regulator at all times; 

• Retention of accounting records that can explain each financial statement for a period of 
six years following delivery to the regulator; 

• Publication of comprehensive regulatory accounts on annual basis; and 

• Explanation of accounting methodology/allocation of costs and revenues published and 
ensuring that accounting and reporting arrangements are sufficient to provide regulatory 
financial statements at all times. 

Lack of transparency in infrastructure fees 

The Commission notes that the fees of market infrastructure lack transparency: 

• Trading services - The cost of trading is difficult or impossible to determine prior to a 
trade as often the fee schedule is based on criteria which are only known ex-post or/where 
the trading execution service cost is bundled with complementary services.6 

                                                      
4 Governance of Securities Clearing and Settlement Systems, ECB Occasional Paper Series, No. 21/October 2004. 
5 Paragraphs 95 and 96 of the Paper. 
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• Settlement services - Fees for settlement services have been reported as lacking 
transparency and not demonstrating a relationship with costs.7 

Citigroup considers that the pricing policies and revenue composition of market infrastructures 
should be fair and transparent. Users of market infrastructure should be fully aware of the fees and 
charges prior to the execution of transactions. The disclosure of pricing policies and 
comprehensive fee schedules is a necessary complement to the transparency relating to revenue 
composition that would arise from the imposition of account separation obligations on market 
infrastructure. 

Other findings 

In addition, Citigroup supports the following findings: 

• Exclusive arrangement between CCP and (I)CSDs - The Commission notes that 
competition in the provision of agency settlement services may be undermined by 
exclusive arrangements between CCPs and certain (I)CSDs.8 

• Distinction between primary and secondary settlement services - The Commission finds 
no indications that competition in agency settlement reduces the level of rents available to 
the CSD due to their irreplaceable role.9  

AREAS OF FURTHER STUDY 

There are, however, certain issues Citigroup considers should have been addressed and/or further 
examined. 

Concentration rules and equivalent measures 

The Commission finds that there are certain examples of off-exchange trades being required to be 
reported to the incumbent exchange on the stated grounds of improved price discovery. As the fees 
for reporting sometimes represent a significant part of the on-exchange fee, the Commission 
appears concerned that competition between on-exchange and off-exchange trading is undermined.  
The Commission is of the opinion that such rules should disappear under MiFID.10 

Citigroup considers that MiFID will entrench these competition concerns.  Citigroup notes that 
that MiFID is unlikely to alter the fee income of exchanges for transaction reporting to any 
significant degree. MiFID makes transaction reporting the primary responsibility of the firm, as 
opposed to the trading platform. MiFID imposes enhanced transaction reporting requirements, 
which firms will find difficult to handle themselves. In practice, firms are likely to take advantage 
of the provision allowing reports to be made by a reporting system approved by the competent 
authority, or by the regulated market, if the regulated market has a system which is capable of 
capturing off-exchange transactions.11  

                                                                                                                                                                
6 Paragraph 70 of the Paper. 
7 Paragraph 86 of the Paper. 
8 Paragraphs 88-89 of the Paper. 
9 Paragraph 23 of the Paper. 
10 Paragraph 59 of the Paper. 
11 Article 25(5) of MiFID. 
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Limitations of interoperability 

The Commission suggests that the interoperability between CCPs and CSDs would increase 
competition in the provision of clearing and settlement services respectively.12 

Citigroup understands that 'interoperability' in this sense means where a market infrastructure 
provider (e.g. LCH.Clearnet) is a member of an incumbent market infrastructure provider (e.g. 
Eurex).  

Accordingly, Citigroup questions whether greater interoperability would increase competition in 
these markets, as interoperability merely provides another model for remote access. For example, 
in relation to clearing services, interoperability would require an incumbent CCP to accept other 
CCPs as members. These CCPs are merely acting as a provider of remote access services to the 
incumbent CCP. 

Interoperability does not undermine the indispensable role of the incumbent CCP and CSD in the 
clearing of a transaction on that market. It thus does not undermine the market power of the 
incumbent CCP/CSD. 

Limitation of competition between CCPs 

Having previously focussed on competition 'for' the market13, in relation to the provision of 
clearing services, it appears that the Commission now considers that competition may exist 'within' 
the market. 14 

Citigroup considers the introduction of a second CCP for a market will not undermine the market 
power of the incumbent CCP. As recognised by the Competition Commission as part of its review 
of the LSE bids15, there are a number of obstacles to effective competition between multiple CCPs 
in the same market. 

Multiple CCPs may be accomplished by one CCP being a member of the other.16 Differences in 
risk management methods between the two CCPs will create exposure of one CCP to the other, 
which reduces the robustness of the CCP that is exposed. The introduction of a second CCP thus 
undermines the commercial objective of a CCP, which is to alleviate counterparty risk. A link 
between CCPs will tend towards a shared risk management approach, which re-introduces 
counterparty risk at the CCP level. 

As the major operating costs for a CCP business are fixed in nature, and the variable costs of 
clearing additional trades appear to be low, it would be difficult for a new entrant with small 
volumes to compete on equally low per-trade clearing costs. 

Foreclosure of agency settlement and custody services 

Although the Commission notes that competition in the provision of agency settlement services 
may be undermined by exclusive arrangements between CCPs and certain (I)CSDs17, it does not 
identify the other competition risks posed by (I)CSDs acting as intermediaries. 

                                                      
12 Paragraphs 80-82 and 85 of the Paper. 
13 Paragraphs 77 of the Paper. 
14 Page 6 of the Commission's presentation to CESAME, Findings of DG Competition’s Issues Paper, 12 June 2006. 
15 Paragraphs 6.19-6.23 of the Report on the proposed acquisition of London Stock Exchange by Deutsche Börse or 

Euronext, Competition Commission, November 2005. 
16 For example, the arrangement between LCH.Clearnet and SIS X-clear for the Virt-x market. 
17 Paragraphs 88-89 of the Paper. 



 Page 5 

Citigroup considers that the assessment of competition in the EU clearing and settlement sector 
must also take into account the possible leveraging of market power by market infrastructure into 
contestable markets (such as banking services). [CONFIDENTIAL]  

 

 

 

 

 

 

 

 

 

 

 

 

Although it may address the thread of cross-subsidisation, account separation alone will not suffice 
to eliminate the risks that (I)CSDs do not leverage their dominance in the provision of settlement 
services to the provision of agency settlement and custody services. 

Lack of transparency 

The Commission finds that the fee structures of brokers and intermediaries are not transparent. In 
particular, it states: 

• In addition to rarely having public price schedules, brokers offer little choice as to the 
service level offered and fund managers find themselves having to pay fees for services 
that they do not necessarily want.18 

• The bundling of services by intermediaries means that investors usually do not know how 
much they are paying and for what.19 

Citigroup considers that the provision of broking and intermediaries services is subject to intense 
competition.  Customers of brokers and intermediaries do not incur switching costs and can easily 
switch to alternative providers should they become dissatisfied with the price and/or quality of the 
services provided. Brokers and intermediaries offer flexible pricing structures in response to client 
service requirements that are individually negotiated. 

                                                      
18 Paragraph 44 of the Paper. 
19 Paragraph 33 of the Paper. 


