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Prof i le  European Savings  Banks  Group 

 

 

ESBG (European Savings Banks Group) is an international banking association that 

represents one of the largest European retail banking networks, comprising about one third of 

the retail banking market in Europe, with total assets of € 4,716 billion (1 January 2005). It 

represents the interests of its members’ vis-à-vis the EU Institutions and generates, facilitates 

and manages high quality cross-border banking projects. 

 

ESBG members are typically savings and retail banks or associations thereof. They are often 

organised in decentralised networks and offer their services throughout their region. WSBI 

and ESBG member banks have reinvested responsibly in their region for many decades and 

are one distinct benchmark for corporate social responsibility activities throughout the world. 

 
Although primarily retail–oriented banking organizations, the ESBG members are also active 

in financial markets through specialized departments or dedicated subsidiaries. 

 

ESBG and its members have a particular interest in the securities trading and post-trading 

area in their capacity as broker dealers, fund managers and custodian banks as well as users of 

infrastructures such as stock exchanges, central securities depositaries (CSDs), international 

central securities depositaries (ICSDs) and central counterparties (CCPs).  
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INTRODUCTION 
 
The European Savings Banks Group (ESBG) and its members have been monitoring closely 
developments in the post–trading area over the past five years or so. It was involved in the 
work that produced the second Giovannini Report in 2003 and has responded to the 
Consultations on the two Commission Communications on the topic of clearing and 
settlement published respectively in 2002 and 2004.1 It also follows closely work in 
CESAME and plays an active role in the work of the European Credit Sector Associations 
(ECSAs)2 on the elimination of Giovannini Barrier 3 related to Corporate Actions. 
 
ESBG welcomes the initiative taken by DG Competition to provide feedback to industry on 
the results of its recent–fact finding exercise in the form of the working document published 
on 24 May 2006 on Competition in EU securities trading and post–trading Issues Paper and 
the opportunity that has been provided to comment on this paper. The main comments of 
ESBG are summarised below.  
 
 
GENERAL COMMENTS 
 
The ESBG congratulates DG Competition on the clear description of the current structure, 
market incumbents and competition issues in the EU trade and post–trading market. It also 
welcomes the fact that the Issues Paper addresses a number of issues such as governance, 
leveraging and bundling that have concerned the banking industry, in particular, for some 
time. This description and the underlying conclusions are valid when applied in conditions of 
perfect competition where market incumbents operate on an equal footing. The reality and 
downside, however, is somewhat different in a situation where one market incumbent, in 
particular, the Euroclear Group, has a privileged access and links to infrastructures (stock 
exchanges, CSDs and CCPs), which it can leverage to provide value added services custody 
and banking services in conditions of unfair competition with other market intermediaries.  
 
This factor of a dominant market position by one incumbent, means that some of the 
statements in and conclusions of the paper, although accurate, cannot be taken at face value. 
Accordingly, it is necessary to benchmark the existing and likely future market positions of 
dominant players in the post–trade industry, in particular the ICSDs, CSDs and CCPs, to 
prevent anti–competitive behavioural and leveraging effects in the market.  
 
Some examples of points that should be treated with care in the Issues Paper are outlined 
below. It should be noted that these remarks refer exclusively to the post–trade side of the 
business, as, the ESBG agrees with the Commission, that the impact of the Market in 
Financial Instruments Directive (MiFID), should be awaited to assess whether it meets the 
given objective of promoting fair competition between investment services and securities 
trading. 
 
 

 
1 “Clearing and settlement in the European Union: Main policy issues and future challenges dated 28 May 2002  
“Clearing and Settlement in the European Union – The Way Forward dated 28 April 2004. 
2 The ECSAs are: the European Banking Federation, the European Savings Banks Group and the European 
Association of Cooperative Banks 



DOC 669/06 fin.    
  

   4

                                                

 

SPECIFIC COMMENTS (NUMBERING reflects that in Issues Paper) 
 
Executive Summary 
 
In essence, ESBG can subscribe to the findings summarised in the six bullets of the Executive 
Summary. It does however query why vertical integration has been singled out as being a 
potential source of foreclosure and would suggest that the potential risks of foreclosure in 
horizontal integration models also need to remain on the table, particularly in the light of the 
general remark above and the specific point made under 5.4.3 Accounting transparency 
below.  
 
Definitions 
 
The ESBG believes that it would be important to define precisely what is meant by a certain 
number of terms used in the document. ESBG would like clarification, in particular, on what 
is meant by the new term “agency settlement” mentioned in pars. 22 and 23 of point 3.3. 
Settlement services (page 9) and in the title of point 5.3.3. and par. 87 (page 22). There is no 
definition of this term, either in the DG Competition Issues Paper or in the Commission’s 
post–trading working document. Is this term to be interpreted as another term for 
“internalisation” to be equated to a settlement activity equivalent to that carried out by a CSD 
or is it to be equated to the concept of a (cash) settlement agent? The latter is defined by 
ESCB–CESR3 as the entity whose assets are used to settle the ultimate payment obligations 
arising from securities transfers within the CSD. Given that this definition states that 
commercial banks, central banks and CSDs can act as cash settlement agents, the ESBG 
submits that this is a “one-size fits all” expression, which requires clarification and could lead 
to anomalies if interpreted generically and as a conclusion emanating out of the Competition 
Issues Paper. 
 
A similar “one-size fits all” expression is that of an (I)CSD as used in par. 88 on page 22. 
This expression equates an ICSD and CSD with having exactly the same characteristics and 
functions, which is not the case. This debate was already raised with the ESCB–CESR 
standards and not fully resolved there. It should however be noted that the ESCB-CESR 
standards were dealing with the systemic risk of (I)CSDs in their capacity of Securities 
Settlement Systems (SSS). The ESBG would therefore submit that it is totally inappropriate 
to draw conclusions using such a generic expression as “(I)CSDs” in a Competition Issues 
Paper. In effect, the term “certain (I)CSDs” acting as intermediaries, as mentioned in par. 88 
page 22, can refer to only one case, that of Euroclear. For ESBG, therefore, this is another 
anomaly that could arise by taking some of the valid statements made in the Issues Paper at 
face value and out of the context of the market position of certain incumbents.  
 
Additional examples of expressions that require definition to provide further clarification 
include the “registry” function in par. 55 and the terms “trading”, “post-trading“, “custody 
and banking services” as well as “asset servicing” as used in the context of the three bullet 
points in par 96, page 24 of the Issues Paper. This is necessary in order to clarify precisely 
what needs to be covered under the concept of accounting transparency, which is welcomed 
by ESBG.  
 

 
3The Glossary in the November 2004 version of the Standards stipulates further: “Accounts with the cash 
settlement agent are held by settlement banks or regulated financial institutions, which act on their own behalf 
and may also offer payment services to participants that do not have accounts with the settlement agent. 
Commercial banks, central banks and CSDs can act as cash settlement agents. 
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3.  ECONOMIC CHARACTERISTICS OF THE INDUSTRY 
 
Point 3.1. Trading services 
 
Although it does not dispute the points made in this section, ESBG would argue that the good 
example of competition in trading Canadian securities between the Toronto Stock exchange 
and United States (U.S.) trading infrastructures mentioned in par. 16 is not such an open and 
shut case as might appear at first sight. The view of market practitioners on this issue is that 
Canadian banks have a dependency on U.S. banks for Canadian securities that are cross–listed 
in the U.S. and that a U.S. equity listed on a Canadian stock exchange would never achieve 
such a high percentage of trading activity. It should also be noted that U.S. banks would not 
tolerate a situation where Canadian banks pursued an active offer of clearing and settling U.S. 
stock in Canada at lower price levels. This is a question of the market power of certain 
incumbents and this situation can also be envisaged in European markets.  
 
Point 3.3. Settlement Services 
 
ESBG agrees with the statements made in par. 21 and in particular with the conclusion that 
there are natural monopolies for equities and that the role of the Central Securities Depositary 
(CSD) is irreplaceable.  
 
It does however have some problems with the meaning of the newly coined expression of 
“agency settlement” in pars 22 & 23, as mentioned in the above definitions section.  
 
4.  GENERAL ISSUES 
 
Point 4.1. Current Competition  
 
ESBG agrees with the general comment made in par. 25 that competition in trading and 
indeed in post-trading can bring user benefits in terms of cost advantages. This does however 
have to be interpreted or benchmarked against the market position of a number of dominant 
incumbents (see also the Canada/US example above) and it cannot be concluded that 
competition by itself will address and solve all problems.  
 
4.3. User and other views on potential competition 
 
Whether or not there should be only one single pan-European Central Counterparty (CCP), as 
mentioned in par 54, is mainly a matter of volume, in the opinion of the ESBG. It is true to 
say that a CCP will be good for wholesale business or one that involves netting. The impact 
on the cost of settling retail business, on the other hand, can be negative, as the consequent 
reduction of volumes, due to netting, will increase the settlement costs of the CSD(s) served 
by the CCP in question. This was a reality in the German market with the introduction of 
EUREX. There is also a potential problem of a split of cash liquidity due to the fact that CCPs 
can choose which equities they want to engage in settling. They obviously pick the blue chips 
for a number of reasons, volume and netting effects being one, liquidity for the ease of 
lending/borrowing purposes in order to guarantee a delivery being another. The remaining 
issues in a given country are then left for settlement in the local CSD, forcing settlement 
parties to provide cash liquidity in more than one place. 
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Accordingly, the ESBG is against the introduction of a pan–European CCP, as it fears that 
such a structure could have a negative impact on prices, particularly for retail investors. It 
may also not generate the expected liquidity benefits. If, however, one CCP were to emerge, 
the ESBG insists that the applicable governance and risk management structure would need to 
be considered very carefully.  
 
In general, the ESBG believes that efficient infrastructures need to be in place for the benefit 
of industry and to free-up barriers to consolidation. In the case of CSD services (par 55), it is 
hard to see, in most cases, how CSDs can compete across borders, as their main tasks are to 
register national issues and carry out settlement. A clarification of the “registry” function 
would however be useful as mentioned in the above section on definitions. It is also noted 
that, under Belgian law, a CSD may register issues that have originated in another country.  
 
5.3. Barriers to Competition  
 
Point 5.3.3.Possible foreclosure of agency settlement and custody 
 
A specific example of the type of anomaly referred to above is contained in the remarks 
concerning possible foreclosure of agency settlement and custody in Point 5.3.3., pages 22 & 
23. At face value, the points made are perfectly valid and are fully supported by the ESBG. 
The reality however is rather less obvious when such generic statements are applied to a 
market, where one market player is both an infrastructure and a custodian, which allows it to 
leverage its unique positioning in the provision of value-added custody and banking services. 
 
This applies in particular to Par. 89 which states that “there do not appear to be compelling 
reasons for preventing other settlement agents to have access to the same level of service”. 
The settlement agent in question is described in Par. 88 as “certain (I)CSDs acting as 
intermediaries that have obtained a direct feed from certain CCPs.” Confusion may arise from 
the generic term of “intermediaries”, where the economies of scale and scope of a direct link 
from a CCP to the ICSD concerned is much different to that of a direct link between a CCP 
and banking institutions, for example, which may act as settlement agents in some cases. It is 
submitted that there is no business case for intermediaries, such as custodian banks, to 
develop such a relationship with a CCP.  
 
Accordingly, the ESBG suggests that a definition of what is meant by “settlement agent” 
would be a useful clarification - see section on definitions above. Furthermore it should be 
noted that the fact that an ICSD with a strong position on the market is fed by a CCP is a 
further contributing factor to the dominance of the ICSD and is thus a competitive constraint. 
This cannot be resolved by a statement suggesting the promotion of “false” competition by 
intermediaries that, objectively, do not have the means to do so. 
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5.4.1. Lack of User Incentives/5.4.2. User ownership of clearing and settlement 
 
As a preliminary remark, the ESBG would like to note that the arguments made in Par 91 deal 
more with governance rather than competition issues. Thus, in an imperfect world, some 
guidelines on user-governance would appear to be a more appropriate solution to address the 
problems raised rather than increased competition, as proposed in the paper. 
 
The ESBG supports the points made in these two sections and, in particular, the arguments 
made in par. 91 & 92, page 23. The conclusion at the end of these paragraphs is that 
competition appears to be the most appropriate way to solve the problem. Here again, the 
ESBG submits that, although this conclusion may be acceptable in theory, it questions how it 
can work in practice in the current situation in Europe, when there is no business case to 
replicate the structures that are already in place. This is regardless of whether the structures in 
question are natural monopolies or “incumbent“ monopolies, the expressions used in par. 92. 
Thus it can be concluded that the conditions for more competition do not exist in reality and 
that the issues and concerns on the table cannot be solved in this manner. 
 
5.4.3. Accounting transparency  
 
The ESBG supports the points made in par 96 dealing with accounting separation. In general, 
accounting and pricing transparency is required to be able to compare services. Paying a 
lower price at the front trading end can bring a higher cost on the back-office side. Paying a 
lower price for transaction settlement may mean a higher cost for value–added services within 
the same integrated structure.  
 
However, as noted in the definitions section above, it is necessary to define precisely what is 
meant by the generic expressions of “trading”, “post-trading“, “custody and banking services” 
as well as “asset servicing” used in the three bullet points. This is necessary to clarify what 
needs to be covered precisely by the proposed accounting transparency obligation.  
 
Furthermore, ESBG suggests that it would be useful to replicate bullet point three in an 
additional fourth bullet point to cover post–trading in horizontally integrated structures. This 
would be necessary to capture the type of activity described in Par 88, page 22.  
 
5.4.4. Consolidation 
 
The ESBG supports the points made in this section (Pars 97–99) and the Commission’s stated 
aim of creating a competitive environment in which market forces will shape the 
consolidation agenda. In the opinion of the ESBG, however, one of the main building blocks 
of such a competitive environment is an appropriate governance regime, including accounting 
separation and unbundling to avoid a blurring of roles and to ensure price transparency (see 
pp 38 & 39 of Commission post–trading working paper as well as remarks made on 
accounting separation above.)  
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6.  Consultation on possible ways forward.  
 
Firstly, as a point of detail, ESBG wonders why the primary dealer status for government 
bonds figures in the table on concerns and possible reaction, when the whole paper is about 
cash equities.  
 
On a more general note, the ESBG agrees with the statements made in this section, again 
when taken at face value, and, in an ideal competition neutral world, would like to be able to 
rely on what seems to be the proposed approach, i.e. market driven solutions, combined with 
actions from EU and/or national regulators to establish a pro-competitive position ex-ante, a 
strict application of existing EU competition rules and possible further work by ESCB–CESR 
on standards.  
 
CONCLUSION 
 
Nonetheless, in the light of the market situation in the post–trading industry today with a 
dominant position of one market incumbent, in particular, the ESBG tends to believe - subject 
to the final outcome of the Comission´s impact assessment - that a pan–European regulatory 
and supervisory framework will be necessary to ensure conditions of fair competition. Such a 
framework together with appropriate action by the industry and the application of competition 
rules is likely to be the most efficient way of achieving integrated financial market structures, 
as also noted in the 5th bullet point of the Executive Summary of the Issues Paper.  
 
Finally, ESBG would like to emphasise that any framework for regulatory supervision should 
emanate from a common regulatory EU Framework Directive defined in the usual democratic 
way through consultation of the Council and the European Parliament. Such a framework is 
also necessary to provide a solid foundation for any future ESCB–CESR work on standards 
for the EU clearing and settlement industry.  


