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Dear Ladies and Gentlemen, 

The European Primary Dealers Association1 (“EPDA”) is pleased to offer the following 

comments in response to your issues paper dated 24 May 2006, “Competition in EU 

Securities Trading and Post-Trading” (the “Issues Paper”). In line with the EPDA’s 

mandate, we support an efficient and liquid secondary market and we broadly 

support the principles set out by the “Lamfalussy Report” in 2001, which still 

forms the basis of the EU Financial Services Action Plan. 

In particular, the EPDA fully supports an integrated European financial market that 

allows capital and financial services to flow freely across Europe so that deep, 

liquid, and innovative European capital pools may be tapped by all businesses.  An 

integrated European financial market must be subject to prudential safeguards and 

investor protection. At the same time, unnecessary and unjustified barriers to the 

natural evolution of a seamless market should be removed to allow competition to 

drive down the cost of capital.  

Barriers to smooth market functioning, free of national restrictions, still exist and 

we respectfully submit our comments, after consultation with our 21 Executive 

Members, in order to support the elimination of such hindrances. When the spirit of 

the Lamfalussy Report is undermined in practice by the persistence of barriers, we 

believe that regulators’ focus should be on removing such barriers and ensuring 

that market supervision is not employed as a protectionist tactic against “foreign” 

Member States’ financial sectors or businesses. The European Commission is in an 

unparalleled position to become the catalyst for further market synchronisation by 

assisting Member States in removing any remaining barriers.  

 

                                                      

1  The EPDA addresses specific primary and secondary market issues arising across Euro 
government securities markets and recommends best practices in those markets.  The 
EPDA represents government securities dealers officially recognised in numerous primary, 
and active in the secondary, markets. The EPDA Members cumulatively trade in excess of 
85 per cent. of the volume in the government bond market. A list of EPDA Members is 
provided in Shedule A hereto. 
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Whereas the Issues Paper is comprehensive with regard to competition in trading 

and post-trading, due to the nature of our association, our comments are limited to 

issues pertaining to primary dealers in the Euro government securities markets. 

The comments provided within this letter should be viewed in the context of the 

above discussion.  We hope you find our comments helpful and beneficial. 

Primary Dealer Evaluations and Secondary Market Trading 

Paragraph 61 of Section 5.1.1 (Concentration rules and equivalent measures) 

indicates that primary dealers also act as secondary market intermediaries.  

Therefore, the Issues Paper is of relevance to the primary dealer community. The 

paragraph further states that in certain government debt markets “dealers are 

required to meet quantitative and qualitative criteria in the secondary market in 

order to retain their status as primary dealers.” Implied in this statement is the fact 

that such criteria bear on the overall evaluation of a primary dealer which, in turn, 

may impact such dealer’s ability to attract a treasury’s business. Hence, stipulations 

relating to secondary market trading raise competition issues in that they may de 

facto compel dealers to trade on a particular platform when they may not otherwise 

choose to do so. We believe that both direct, black-letter restrictions, as well as 

indirect tacit restrictions ought to be removed in order to engender more vigorous 

competition within the European government bond market and, ultimately, reduce 

costs to sovereign borrowing. 

Secondary market trading can occur via four media: (1) on inter-dealer electronic 

trading platforms such as, among others, Brokertec, ESpeed, Eurexbond, HDAT, 

MTS, SENAF, (2) dealer-to-customer electronic trading platforms such as, among 

others, BondVision, Bloomberg, Reuters, Tradeweb, (3) over-the-counter inter-

dealer trading via voice brokers (OTC broker) and (4) OTC dealer-to-customer 

voice trading.  For purposes of this letter, a secondary market (“Secondary 

Market”) includes these four methods of trading. However, our comments focus on 

trading platform issues as we aim to be  responsive to the problematic practices you 

highlight in the Issues Paper. 
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Certain markets have become concentrated on a single order driven platform (such 
as €-Bund futures contracts on EUREX) without market making requirements. This 
has been achieved generally when the platform provides (1) the optimal natural 
liquidity, (2) narrowest bid-offer spreads, (3) lowest execution and processing 
costs, and (4) open architecture and superior technology.  A concentrated order 
driven market that fulfils these criteria, independent of mandatory quoting and 
trading obligations, is efficient and generally not very vulnerable to market 
interruption and distortion although it is worth noting that all markets are subject to 
liquidity distortions (for example, when data are released or when stop loss orders 
are triggered).  

Certain other markets have concentrated most of the inter-dealer flows on a single 
platform effectively (if indirectly) by the actions taken by a sovereign issuer (e.g., 
Italy/MTS, Greece/HDAT, Spain/SENAF, Portugal/MTS) in an attempt to create 
an efficient and liquid market where it may not be possible to do so naturally 
through an order driven market. This typifies situations where the level of activity 
is not as great as, for example, U.S. Treasuries or German Bunds/futures. A “quote 
driven” market, i.e. with market makers committed to fulfil price quoting 
obligations, has provided a degree of liquidity and transparency by making trading 
practices uniform and compliant, providing real-time tradable prices to the market, 
and ensuring continuity in price quoting even in cases of weak demand or supply, 
or in volatile market conditions which tend to raise market participants’ risk 
aversion.  By ensuring a level of liquidity, a quote driven model provides certain 
advantages to market participants and their end-customers as well as lowering the 
financing cost to the issuer. It should be noted that the two systems (quote driven 
and order driven) are not mutually exclusive.  

Where flows have been concentrated on a single platform by the actions of the 
sovereign issuer, it is an open question in each of these markets whether such a 
quote driven model provides a greater level of liquidity and stability in comparison 
to a Secondary Market where trading is done primarily on an order driven market 
that is governed by normal competitive forces. 

A Secondary Market must have a certain level of “natural” liquidity before 
intervention by an issuer may concentrate that liquidity on one market in order to 
increase its efficiency.  Such level of “natural” liquidity is present within several 
markets since, in certain instances, primary dealers have agreed to take on 
responsibilities to quote even during volatile periods in the market. 
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Current trading technology enables primary dealers to integrate Secondary Market 
pricing sources and inquiries from all inter-dealer and dealer-to-customer electronic 
trading platforms into their proprietary trading systems. This technology allows 
dealers to see an aggregated picture of the market on their trading screens and is 
increasingly being used in the market to an extent where traders are often unaware 
of the pricing source.  This raises the question whether a Secondary Market must 
remain concentrated in one place (either naturally or through the intervention of 
sovereign issuers) since there is a level of aggregate price transparency for purposes 
of an efficient price formation mechanism. Certain sovereign issuers wish to 
augment and ensure liquidity on the Secondary Market by retaining market making 
obligations imposed on dealers. The availability of aggregation technology makes 
this possible, provided that primary dealers may elect the platform(s) where they 
make markets and prices can be aggregated from all eligible quote-driven markets 
onto a dealer’s trading platform.   

For example, Spain uses a system whereby it takes into account the prices and 
volumes on two quote-driven platforms (MTS Espaňa and SENAF) which are not 
regulated markets but multilateral trading facilities that have been granted the status 
of “Organised Trading System” (Sistema Organizado de Negociación, or “SON”).  
The price formation mechanism in a multi-platform environment (where sovereign 
issuers may give the choice of market making on various platforms) shaped by the 
natural process of competition may enhance transparency compared to a market 
that is concentrated on a single platform. 

 

Current Regulations Pertaining to Secondary Market Designated Platforms 

Most Euro zone countries’ primary dealers are required to make markets in the 
relevant government bonds on a designated inter-dealer electronic trading venue.  Such 
countries generally do not evaluate the dealers based on their volumes on a single 
electronic secondary market but take volumes transacted elsewhere into account.  

However, they attribute more weighting to the volumes transacted on the single designated 
platform for purposes of the dealers’ performance evaluation.  Thus, such countries 
promote trading on their designated single electronic inter-dealer Secondary Market trading 
platform. 

In some Euro government bond markets, primary dealers are required to make 
mandatory markets in government bonds.  Restrictions exist in their choice of 
trading venue on which to make these markets.  In principle, market making is 
restricted to a platform linked to the MTS group.  Electronic trading platforms 
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where market making can occur outside MTS platforms (as per governmental 

designation) exist in Greece (HDAT, a system owned and maintained by the Central Bank 
of Greece, in addition to EuroMTS), and in Spain (SENAF, a system owned and 
maintained by the Spanish ‘Mercados Financieros’, in addition to MTS Espaňa).  

The regulations applicable to the various electronic trading platforms differ. All such 

platforms are in some form regulated by their home country supervisory authority. In most 
cases, electronic trading platforms are regulated as alternative trading systems (“ATSs” 
which under MiFID2, will be designated as multilateral trading facilities, or “MTFs”) save 
for MTS Italy and MTS Portugal, which are “regulated” markets.  In Spain, recognised 

MTFs have been grated a quasi-regulated status of Organised Trading System, as described 
above. Whether an electronic trading platform is regulated as an ATS or as a regulated 
market, it provides transaction data reporting to the home country regulator. Reporting can 
be extended to include sovereign issuers whose debt is traded on such platforms and for 

which market making obligations exist. This may be achieved by supplying the supervisory 
authorities with the appropriate documentation and ensuring compliance with other 
requirements needed to safeguard the balanced functioning of the market.   

There is no difference in the execution function of an inter-dealer transaction on any ATS 
(such as Brokertec, Espeed, Eurexbonds, SENAF, MTS France, MTS Deutschland, MTS 
Belgium, etc.) and on regulated markets (such as MTS Italy, MTS Portugal).  In this 
respect, the relative benefits (if any) of a quote driven market should be separated from its 

regulatory status as there is no difference between a regulated and an ATS quote driven 
market.   

Countries where primary dealers are evaluated based on their performance in the 
mandatory market making on a particular platform are Belgium, Finland, Ireland, Italy, the 

Netherlands, Poland and Portugal.  It is worth noting that while certain treasuries directly 
prescribe that market making must occur on a certain platform, others prescribe that it must 
be done on some type of “authorised” platform.  For example, several treasuries include a 
stipulation that a primary dealer must be a market maker on 

“designated” electronic market or “authorised” or “regulated” market or that, in a primary 
dealer’s performance evaluation, special weight shall be given to trading on such platform 
and/or “regulated” market.  In practice, in many such countries there is only one 
platform/market which is so “designated”, “authorised” or “regulated” (frequently an MTS 

                                                      

2 Markets in Financial Instruments Directive 2004/39/EC of 21 April 2004 (“MiFID”). MiFID will 
come into effect in November 2007. 
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platform) although this does not mean that other platforms may not apply for the same 

distinction.  

It is worth noting that MiFID establishes minimum standards for regulated markets and for 
MTFs, which confer investors protection by setting out detailed requirements pertaining to 
authorisation of, as well as trading and disclosure obligations on, regulated markets and 

MTFs3. Since MiFID is a part of the European Union’s Financial Services Action Plan, 
Member States must implement  directives in a manner consistent with EU financial 
markets and competition law and should avoid “gold platting” by requiring additional 
protection which would act as a barrier to a single market.  This pan-European framework 

of heightened investor protection begs the question of whether it is still within the interests 
of the market (and assumingly the investors) to require primary dealers to be evaluated on 
the basis of volumes traded on platforms that have gone to, sometimes, great lengths to 
obtain domestic “authorised” or “regulated” status.  If such regulated or approved status 

may offer a certain additional degree of protection to dealers  such as punishment of 
incorrect behaviour, guidelines for trading, automatic cancellation for incorrect tradeds, it 
may be that such protection can now be achieved through lighter regulation such as 
allowing firms to self-certify with some domestic ATS standard or be an MTF under 

MiFID. 

No platform-specific requirement exists in Germany and the UK, as is the case in the 
largest and most liquid government bond market, namely, the U.S. Treasury market. In 

Germany, secondary cash market transactions with the German Finance Agency are 
transacted through the inter-dealer platform, Eurexbonds.   

Issues and Recommendations 

Assuming that all trading venues would provide an equal level of liquidity, dealers prefer 

to execute their Secondary Market trades on a trading venue that provides the lowest cost 
of trading for the specific security at the time of trade, and the most advanced technology 
and service.  

In principle, it is arguable that any quoting and Secondary Market trading volume on any 
EU trading platform (at least if it is a quote driven market and the prices can be aggregated 
so that the market making commitment is not compromised) should be regarded equally for 
the purposes of qualifying as, and weighting the performance of, primary dealers in a 

particular Member State. The current regulations applicable to the Secondary Market in 
certain government bonds provide incentives for dealers to concentrate liquidity on a single 

                                                      

3 The requirements are contained throughout MiFID, viz. particularly Recitals 5,6,34 and 56.; as 
well as Articles 4.1(15), 4.1(16), 29 and 30. 
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platform. Thus, it could be argued that it would be more efficient for the primary and 

secondary markets if primary dealers were selected based on all prices quoted and volumes 
traded by them on all inter-dealer trading platforms (regardless of whether regulated or 
ATS) and inter-dealer OTC voice transactions.  This could maximise inter-dealer 
participation, although possibly at the expense of extra protection accorded to market 

participants trading on a regulated market. 

There are economic benefits to dealers’ qualifications as market makers on trading 
platforms if it enables them to become primary dealers.  As such, dealers may participate in 
other profitable transactions with a government, such as the participation in auctions of 

reserved additional tranches, buy backs, derivatives, securitisations and syndications.  

Treasuries have authority to define the market making requirements and requirements for 
primary dealer status. In certain countries, the definition of the market making 

requirements has been delegated to trading platforms under the supervision of the relevant 
treasury.  Therefore, a trading platform may have effective control over changes in quoting 
obligations and trading volumes. 

If primary dealers need to devote their inter-dealer electronic quoting and trading activity 

to a particular platform, the market is unable to benefit fully from the competition between 
ATSs.  In order to meet market making requirements throughout quote driven markets 
within Europe on a continuous basis, market makers are required to maintain additional 
personnel, technology and IT systems, which may be used more efficiently elsewhere 

(although these costs may be offset by the additional profitable opportunities brought to the 
market participants by having greater liquidity in that market).   

Market makers in government securities provide liquidity and make markets through the 
multiple channels described above. The natural depth of liquidity depends on the breadth 

of dealer and investor participation and size and age of the individual discreet securities. 
Electronic quote driven markets force dealers to make markets in every security. OTC 
voice brokers do not necessarily provide prices on every security as they do not have 
compulsory quoting requirements. OTC voice transactions always happen between two 

"active" counterparties, while electronic transactions on a platform with quoting 
obligations may involve a "passive" counterparty. In addition, liquidity depends on voice 
brokers’ ability to arrange and facilitate large and complex transactions and assist in the 
pricing. The actual market is frequently determined by the executed voice brokered 

transactions. The two types of markets complement each other and should be encouraged 
by the applicable authorities to co-exist to achieve maximum liquidity. One has a 
transparent price on every bond and facilitates simple trades (even if not quote driven); the 
other one facilitates larger and more complex trades. 
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The inter-dealer Secondary Market quote driven trading of government bonds on a 

platform designated by a sovereign may supplement the natural liquidity in a market. 
However, this additional liquidity should not be achieved at the expense of obscuring a true 
picture of the market.  Market makers on sovereign-designated platforms normally need to 
fulfil certain quoting obligations (firm prices on specified bid-offer spreads on specified 

bonds for specified periods and volumes).  Because dealers may be obligated to make 
markets, market participants can rely on continuous liquidity regardless of actual dealer or 
investor interest which in turn may form part of the price formation mechanism for brokers 
in the OTC market. The desire for dealers to achieve high rankings may generate an 

increase in activity or behaviours that are not necessarily a result of actual dealer or 
investor interest.  Thus, the designation of a particular platform and the imposition of 
market making requirements create a distortion.  

The most relevant role of primary dealers is the placement of the debt with final investors 

and the secondary activity with customers, which is crucial to the liquidity of government 
debt. In this vein, we note that the role of primary dealer should not entail the trading of 
volumes which do not reflect an accurate picture of the market, i.e. volumes generated as a 
result of minimum turnover requirements. Our conclusion, informed by the above 

discussion, is that measures prescribing trading activities on particular platforms as a 
prerequisite to obtaining primary dealer status should be eliminated in order to encourage a 
more competitive marketplace which will drive down the cost of capital.  

 

Please do not hesitate to contact us if you have any questions or require additional 

information with regard to any of the comments provided. 

 

Yours sincerely, 

 

Manfred Schepers Mark Austen Volinka Reina 
Senior Managing Director Executive Director Director 
Head of EPDA EPDA EPDA 
+44.20.7743.9332 +44.20.7743.9343 +44.20.7743.9318 
mschepers@bondmarkets.com mausten@bondmarkets.com      vreina@bondmarkets.com 
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Schedule A – List of EPDA Executive Members 

 

 

 

 ABN Amro 

 Barclays Capital 

 BNP Paribas 

 Calyon 

 IXIS CIB 

 Citigroup 

 Credit Suisse 

 Deutsche Bank 

 Dresdner Bank  

 Goldman Sachs 

 HSBC 

 ING Bank 

 J.P. Morgan 

 Lehman Brothers 

 Merrill Lynch 

 Morgan Stanley 

 Nomura Securities 

 RBS 

 Société Générale  

 UBS 

 Unicredit Banca Mobiliare 

 

 

 


