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EALIC presents hereinafter its comments on the European Commission, DG 

Competition, Working Document on Competition in EU Securities Trading and Post-

trading, dated 24 May 2006, which was examined in conjunction with the European 

Commission, DG Internal Market, Draft Working Document on Post-Trading, also 

published in May 2006. 

 

(1) EALIC welcomes the recognition of the central role played by Central Securities 

Depositories, as well as the network effects enjoyed by such infrastructures.  

As stated in our response dated 6
th

 July 2004, in spite of national legislation promoting 

competition amongst CSDs, market forces and network effects have in practice led to the 

emergence of non competitive models. These network effects make the presence of 

competing CSDs operating on the same territory unlikely.  An issuer might be reluctant to 

move or duplicate the notary function or settlement of its securities to a new CSD, 

competing with the national infrastructure, fearing possible inefficiencies and the increase 

of risk for investors. This makes the cause for “competition” among CSDs entirely 

different from competition among stock exchanges and trading platforms, where an issuer 

has the motivation to have its securities listed and traded in multiple markets to increase 

exposure and access to investors. Monopolies obviously need to be monitored and 

regulated.   

 

We would like to complete the Commission analysis by outlining the following points: 

 

• Besides their role in establishing securities in book-entry form, Central Securities 

Depositories play a central role in safeguarding the integrity of the issue. They 

maintain the balance for an issue by ensuring at all times that the value of stock 

issued corresponds to the value effectively circulating amongst market 

participants and by protecting the market against fraud. This role is key for issuers 

and is even more important in a dematerialised environment, where the only 

representation of the securities consists of the accounts maintained by the CSD, 

which is the initial place of holding. As a result, it does not make entire sense to 

separate “stock-related” from “flow-related” activities. The posting of 

transactions (flow) requires the accurate control of the securities balances (stock). 

CSD accounts effectively reflect the holdings of the stock, the movements 

resulting from securities transactions or corporate reorganizations, as well as the 

resulting balance.   
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• The current norm in national markets at European level is open access to Clearing 

and Settlement infrastructures and a clear distribution of risks between CSDs 

which ensure the final settlement of the transactions and assume a notary 

function, on the one hand, and intermediaries, including custodian banks, who 

assume financial risks, on the other hand. Central Banks are part of the system by 

settling the cash leg of transactions and monitoring systemic risk. We believe the 

prime objective of regulators should be to monitor systemic risk and avoid 

unwarranted developments which could undermine the stability of the financial 

market. In particular, we believe that the resilience of the financial sphere 

depends on the fact that infrastructures do not create nor propagate financial risk.  

 

The recent consolidation process in the industry is replacing national architectural 

models by largely diverging structures, which might create confusion. Under the 

German, Italian and Spanish models, the CSD is subordinated to the stock 

exchange, whereas in the Euronext and LSE areas, a single custodian bank 

oversees the CSD function in several Member States. Great caution must be taken 

not to concentrate financial risks in a central market infrastructure.  

 

• The Eurobonds are a market where competition amongst CSD exists. In practice, 

however, this has not been without difficulties.  

 

In addition, the level of consolidation amongst CSDs and ICSDs already 

achieved at EU level is very significant and casts doubts on the possibility to see 

effective competition develop.  

 

These issues do not appear to have been properly addressed by the Commission in its 

proposals.  

 

(2) Against this background, issuers underline their main preoccupations:  

 

• First, to safeguard the integrity of the securities deposit and settlement system 

• Second, to promote cross-border securities transactions and to maintain the 

liquidity on the primary and secondary market 

• Third, to maintain at reasonable costs the quality of services rendered to issuers 

and investors, including services provided by central infrastructures.  

 

In view of this, issuers favour an open architecture, under which a clear distinction is 

drawn between the utility, stock-taking function of the CSDs, which assume no financial 

risk, and intermediaries, which assume most of the risk and for which the sharing of 

financial risk across the range of competing players must be encouraged.  

 

These principles are currently enforced by all EU Member States – with a few exceptions 

- and provide a sound foundation for the development of an integrated EU domestic 

market. They are also enforced by major financial markets, such as the United States.  
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To conclude, EALIC considers that the configuration which shall prevail in the 

consolidation of the Clearing and Settlement industry is critical to issuers. EALIC urges 

the Commission to take its view into account before deciding on any future course of 

action. 

____________________________________ 


