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Executive Summary 
 

This document provides the response of the Euroclear group (comprising, Euroclear Bank, 

Euroclear Belgium, Euroclear France, Euroclear Nederland and CRESTCo) to the issues raised 

by DG Competition in its Issues Paper on Competition in EU securities trading and post-trading 

dated 24 May 2006.  Our response focuses primarily on settlement services.   

 
We welcome DG Competition promoting a dialogue with market players and the open, 

transparent and consultative manner in which these issues are being considered.  We also 

welcome DG Competition’s proactive scrutiny of the post-trading industry, with the objective 

of ensuring that current competition law is correctly and appropriately applied. 

 
We believe that it is helpful that DG Competition has taken a holistic approach to the market, 

examining trading, clearing and settlement services.  We have always believed that only by 

examining the whole industry can a fair assessment be made of the contribution that the 

settlement layer makes to the total costs borne by end investors in the EU.   

 
The key points raised by our response are as follows 

 

(i) We welcome the recognition by DG Competition that “remote access for clearing and 

settlement is rarer because of a series of obstacles to cross-border clearing and settlement, 

the so-called Giovannini barriers”1.  We believe that competition in cross-border settlement 

could potentially be enhanced considerably by the removal of these barriers.   As you are well 

aware, DG Internal Market,  through the CESAME group,  is already coordinating the removal 

of all fifteen of the Giovannini barriers.   However, delivering interoperability between CSDs to 

facilitate increased competition requires significant investment by CSDs in new settlement 

and custody services, particularly for foreign securities, for which there must be a rational 

business case.    

 
(ii) We welcome the recognition that there is competition between (I)CSDs and 

intermediaries and that intermediaries compete for settlement flows 2, independently of 

whether the settlement takes place in the issuer CSD or within the books of the intermediary. 

Indeed, some of the benefits of this competition have already materialised in the last few 

years in the form of large cost reductions for users3. 

   
(iii)  We also welcome the acceptance that post-trading infrastructures represent a very 

small fraction of the total costs (“all-in”) of a trade. The analysis of the data collected by DG 

Competition confirms the conclusions of the cost analysis of Morgan Stanley and Mercer Oliver 

Wyman (2003) that around 75% of costs supported by final investors arise in the brokerage 

layer and that infrastructures represent only 10% of the total4.  We also note and support the 

comment that the most significant differences between domestic and cross-border “all-in 

                                                 

1 § 17 of the DG Competition “Issues Paper” May 2006 
2 § 22. 
3 Euroclear Bank's settlement and safekeeping fees, and rebates, have reduced client costs by 19% over the last two 
years alone, notwithstanding Euroclear's very significant investment programme. 
4 § 42 
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costs“ charged to investors are not directly related to infrastructure fees5.  This also appears 

to be confirmed by Annex III of DG Internal Market’s Draft Working Document on Post Trading 

(May 2006) which examines the cost of retail trades in Europe in 2005. 

 
(iv) We support the Commission's views that exclusive feed arrangements from stock 

exchanges or CCPs to settlement platforms can cause concerns.  Stock exchanges control to 

whom they give feeds of transactions executed on their trading platforms.  We would welcome 

intermediaries and other CSDs approaching stock exchanges and CCP's for direct feeds, if they 

perceive it to be advantageous for their own business models.   As far as Euroclear is 

concerned, the arrangements between Euroclear Bank, LCH.Clearnet and the London Stock 

Exchange and with Euronext to provide choice of settlement location for users were put in 

place to open up competition and lower costs to users.  

 
(v) We note that Euroclear has  adopted a highly transparent approach to its stakeholders, 

supplying an unbundled tariff to all customers, delivering effective user governance, and 

providing assurance that there is no cross-subsidy between the group ICSD and CSDs.  An 

independent auditor confirms each year that the Euroclear Intercompany Transaction Policy 

complies with the OECD Transfer Pricing Guidelines and that these guidelines are applied by 

the Euroclear group.  Euroclear remains the only settlement service provider furnishing this 

type of independent third-party verification.  

 
(vi) We believe existing national and EU competition law already provides an effective 

deterrent to possible infringements, in clearing and settlement as much as any other field.  

There is no suggestion that competition rules have proved inadequate in the past, or that they 

are likely to be inadequate in the future.  On the contrary, they have proved to be effective and 

flexible, and the Commission has shown its determination to apply them in an effective way.  

We also note that some stock exchanges already offer an effective choice of settlement 

location, and that some also offer choice of clearing location as well, demonstrating that 

choice of clearing and settlement venues is being delivered within existing national and 

European legislative frameworks. As a consequence, we do not believe that additional 

regulatory measures are needed at this stage.  

 
Any questions on this document should be addressed in the first instance to: 
 
Paul Symons (paul.symons@euroclear.com) on +44 (0)20 7849 0034 
 

                                                 
5 § 40. 

mailto:paul.symons@euroclear.com
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1 Competition between clearing and settlement providers 
 
We note that DG Competition accepts that settlement flow is a contestable service offered by  

(I)CSDs and intermediaries6.  CSDs, ICSDs and agent banks all compete with each other to 

varying degrees, providing a different variety of services to their users and clients.  

Competition between (I)CSDs and intermediaries happens primarily in the form of 

internalisation of settlement7.  This is particularly true for cross-border settlement, where 

(I)CSDs act also as intermediaries, but it can also happen at a domestic level in some markets.  

In 2005 Euroclear published a paper on internalisation of settlement which sought to 

demonstrate how internalisation occurred and the conditions that were necessary for such 

activity to be successful8.  In addition, in 2001 the Banque de France undertook a study in the 

French market, which also gives some indication of the competition between settlement 

systems and the market; for ease of reference we briefly summarise that study in the Annex 

to this paper.  

 
We would suggest that competition for settlement flows mainly occurs between (I)CSDs and 

agent banks (or sub-custodians). We do not believe, as DG Competition suggests, that 

competition through internalisation happens mainly between global custodians and ICSDs.  

This is explained in detail in Euroclear’s internalisation paper, referenced above.    

 
The Issues Paper suggests that competition in agency settlement does not “reduce the level of 

rents available to the CSDs”9.  This Paper relies on the article of Bernhard Friess and Sean 

Greenaway entitled "Competition in EU Trading and Post-Trading Service Markets" (in 

Competition Policy International10) and on evidence provided by reference to papers by 

Citigroup and BNPParibas submitted to ESCB/CESR.  We do not intend to comment in detail in 

this context on these papers.  However, we believe that one cannot reach the conclusion 

(apparently reached by the Commission) that these papers support the contention that 

internalisation does not exercise a competitive constraint on (I)CSD pricing.    

 
We believe that because intermediaries compete with (I)CSDs, they are able to exercise 

pressure on prices.  This will vary by market according to the level of internalisation that in 

turn will be influenced by different factors.   A practical example of this is the historic low level 

of internalisation by Italian banks which has been explained by the low level of settlement 

charges in Banca d’Italia and now Monte Titoli.  Italian banks did not appear to have any cost 

incentive to develop a solution to internalise settlement since the portfolio of services they 

offered would not be improved by processing the settlement on the bank’s systems. 

 

 

                                                 
6 § 22. 
7 Internalisation occurs when the settlement function occurs on the books of an intermediary ("book 
entry") that is not the "issuer-CSD" (i.e. the CSD where securities have been issued) for the security being 
settled.  Any intermediary can internalise those transactions for which it may be a  significant player in any 
securities' or clients' segments. Where this happens, it means that there is no need for the intermediary 
to use its access to the issuer-CSD in order to settle that transaction. 
8 “Internalisation of settlement” – September 2005 (available on www.euroclear.com)  
9 § 23 
10 We intend to provide DG Competition with a more detailed commentary on this article in due course. 
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(I)CSDs have a clear incentive to keep prices down in order to continue to attract settlement 

flows and because of the importance of economies of scale to the business of an (I)CSD. 

Euroclear believes that one of the key factors considered by intermediaries when determining 

whether to internalise settlement is the relative cost of settling in the books of the (I)CSD on 

the one hand and establishing the systems to internalise settlement on the other.   As such, an 

(I)CSD has an incentive to ensure that its pricing provides incentives for intermediaries not to 

internalise their transactions,  since the (I)CSDs’ incentives are driven (at least in part) by the 

need to maintain transaction volumes, since a high portion of the costs of settlement are fixed 

costs11.  Providing the market for intermediary services is competitive, the intermediary has 

an incentive to supply its customers at the lowest price possible.  The inability of a CSD to 

discriminate between either intermediaries or transactions has the effect of imposing this 

pricing pressure on charges for all transactions. 

 
We note that, in this context, the paper by Freiss and Greenaway argues that CCP netting, and 

by implication internalisation of settlement by agents, does not reduce the level of rents 

available to the CSD.  As proof of this point, Freiss and Greenaway refer to their own model of 

a profit-maximising CSD which sets prices to maximise revenues, irrespective of the number 

of transactions that are cleared and settled by the CSD.  This theoretical model leads the 

authors to conclude that CCP netting does not exert a competitive constraint on the pricing of 

a CSD. 

 
This model is a theoretical construct – there are no data to verify the claims that the CSD will 

behave in the way they suggest.  The proof is actually a model in which transactions are netted 

by a CCP and then forwarded to a CSD for settlement.  In effect, the model appears to indicate 

that the CSD does not set the price by taking into account the number of net positions it needs 

to process.  It assumes that a CSD maintains a constant level of revenues and profits, 

irrespective of the volume of transactions netted through CCPs or internalised by agents. 

These are very strong assumptions and the authors do not appear to provide evidence to 

support them.   

We note in addition, that DG Competition believes that CSDs have an irreplaceable role in 

primary settlement (defined by DG Competition as “settlement activity in the issuer register”).  

We would suggest that far more empirical analysis needs to be undertaken before drawing this 

conclusion, not least because there are exceptions to this such as in the Dutch market.  The 

Dutch Securities Giro Act (Wet giraal effectenverkeer - WGE) creates a non-centralised 

system for safekeeping of dematerialised and bearer securities. Both bearer and 

dematerialised securities may be held by the Euroclear Nederland (ENL) participants - without 

the involvement of ENL - but nevertheless benefit from the ownership protection of the WGE. 

      

                                                 
11 For example, in 2002 in the French securities markets, Euroclear France (following a lengthy dialogue 
with the French banks) greatly reduced its retail tariffs; without this reduction, the large French banks had 
indicated that they would internalise on their own books a significant proportion of their retail business. 



7  

2 Interoperability and competition between CSDs  

 
We believe that there are two conditions that must be met for competition for settlement 

services between CSDs in Europe to be fully effective: 

 
(i) (I)CSDs need to have open access to the relevant issuer-CSD; and 

(ii) the market practice, legal and fiscal Giovannini barriers should be removed as 

they constitute an effective barrier to entry. 

 
Looking at each of these conditions in turn: 

First, (I)CSDs already provide access to other providers of post-trading services, including 

those who compete with them, such as agent banks, and other (I)CSDs.  Providers of clearing 

and settlement services do not gain from excluding customers since to do so would reduce 

volumes and reduce the efficiency of their economies of scale and scope.  In fact, general EU 

and national competition law already provides for open access to settlement and clearing 

systems; indeed, existing powers of competition authorities have proved adequate in the past 

and should also be adequate for the future: where access has been refused - for instance in 

the recent Clearstream case - the Competition authorities took action using their existing 

powers under the Treaties. 

Secondly, as you are well aware, we believe that European authorities should concentrate on 

removing the so-called legal and fiscal Giovannini barriers.  We note that DG Competition 

recognises that the “competition for a CSD market” is difficult to envisage in the short and 

medium term precisely because of the legal and fiscal conditions12.  We, of course, are 

engaged in active dialogue with, and support the initiatives of, DG Internal Market and the 

trade associations in this area13.   

The Commission appears to believe that encouraging interoperability between CSDs (and 

between CCPs) will greatly increase competition for settlement (and clearing) services and will 

decrease costs over time.  We entirely support the need for interoperability and, indeed, note 

that there are already in excess of 60 such links between CSDs (including ICSDs) within the 

Eurozone alone. 

But the links that have been established are not used consistently or frequently by the market 

for two main reasons.  First, because of the existence of the Giovannini barriers discussed 

above; if the public and private sectors can remove all fifteen barriers (and the market has 

already removed barrier eight) interoperability will become much easier and more effective for 

the markets.  Secondly the market prefers links which provide settlement against payment 

(since this greatly reduces risk).  Delivering interoperable links which offer ‘delivery versus 

payment’ may require those CSDs which are not banks to have access to the intra-day 

liquidity provided by NCBs.  This can be a significant hurdle.  Useful interoperability also 

                                                 
12 § 21 
13 Euroclear’s business model is predicated, inter alia, on the harmonisation of market practices across 
the group. 



8  

requires a CSD to develop expertise and systems to offer services in the settlement and asset 

servicing of the securities of each of the markets to which that CSD is linked; this of course 

impacts the fixed costs of each CSD and, in addition, requires significant investment in new 

systems and people to manage significant volumes in a secure way.  Accordingly, the usual 

forms of interoperability between CSDs involve potentially significant investments by a 

number of separate CSDs, which ultimately their users bear, and it is of course for each CSD 

and their users to assess whether the potential increase in competition the link could create 

warrants the costs in question.  We caution therefore, against the assumption that 

interoperability through links between CSDs will be a major factor in reducing costs.   

3 Costs in securities trading and post-trading  
 
The Issues Paper clearly highlights a number of alleged market failures in trading and 

demonstrates that the origin of costs appears to be at the trading and clearing level rather 

than settlement.  This can be seen from the results of the study of the breakdown of users’ 

fees between the different activities (trading, clearing, settlement)14. Comparable conclusions 

are also reached for final investors’ fees in the data of Annex 3 of the DG Internal Market 

“Draft working document on post-trading activities”:  the average costs of execution of a trade 

are above €100 when average settlement fess in an (I)CSD would be in the range of one euro. 

 

4 Exclusive arrangements 
 
DG Competition express concern over exclusive arrangements between stock exchanges, 

CCPs and (I)CSDs particularly in relation to stock exchanges potentially protecting their 

business from competition by making access to clearing and settlement difficult or even 

impossible for a competitor exchange15.  While we agree that some exclusive agreements may 

give cause for concern, we believe that all individual contractual relationships must be judged 

on their own merits. 

 

Euroclear supports the Commission's views that there is no justification for long term 

exclusive agreements between stock exchanges or CCPs and settlement platforms which 

result in a single feed to only one settlement agent.  But we also note that some stock 

exchanges already offer an effective choice of settlement location (Euronext Paris, Virt-x and 

the London Stock Exchange) and that some also offer choice of clearing location as well 

(London Stock Exchange’s recent announcement of their intention to use x-clear as a central 

counterparty in competition with LCH, for example).  In addition the Irish Stock Exchange 

(which uses the XETRA trading platform) clears through EUREX and settles in CREST.  This 

demonstrates that choice of clearing and settlement venues is being delivered within existing 

national and European legislative frameworks.      

 

In practice, it must also be noted that each stock exchange controls the destination of any feed 

of transactions of trades executed on its trading platform.  As a consequence settlement 

                                                 
14 § 37 (chart) 
15 § 56, 62, 63, 64, 78. 
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systems themselves do not determine whether other settlement providers could or should 

receive a feed from a stock exchange.  Any decision by a stock exchange and recipient of a 

feed of trades executed on that exchange would need to be justified economically.  For 

example, when MTS SpA, a regulated market providing wholesale electronic trading on 

various types of fixed income securities, expanded its activities to offer services in different 

European markets, its initial post-trading business model was based on a single settlement 

location per security.  Only when the business case became compelling did it open its system 

to alternative settlement service providers based on requests from users and a proven 

business case. 

 
DG Competition recognises that vertical integration between stock exchanges and CCPs may 

have an impact on the incentives of the CCP to provide access to other exchanges.  Moreover, 

even in the absence of vertical integration, the contractual relationship between an exchange 

and a CCP may limit the ability of that CCP to grant access to other exchanges.16  This analysis 

is broadly correct.  However, the fact that structural integration may, in certain 

circumstances, give rise to a similar outcome to a contractual relationship should not mask the 

considerable differences in incentives.   Assuming the incentives of the exchange are the same 

whether the relationship with the CCP is structural or contractual, it seems clear that the 

incentives of the CCP will differ.  The vertically integrated CCP is indifferent to whether it 

increases output at the CCP level by providing services to further exchanges or whether prices 

are increased at the exchange level by foreclosing those further exchanges.  On the other 

hand, a non-integrated CCP only has the incentive to increase output.   

In section 5.3.3 the Commission refers to some ICSDs acting as intermediaries obtaining a 

direct feed from certain CCPs.  As DG Competition is aware, Euroclear Bank is a recipient of a  

non-exclusive feed from Euronext/LCH.Clearnet.  This arrangement has had the effect of 

opening up competition in an important part of the European financial services sector and has 

had a direct and beneficial effect on the end customer.  In particular, we note that clients who 

particularly benefit from the arrangements are those that had no other choice than to use a 

combination of CSD settlement through an intermediary that also provided a clearing service.  

These clients now have the option of that same set of services through the same intermediary 

(or any other) or alternatively, to split the service supply and take the settlement in Euroclear 

Bank and the clearing service from another provider (or to   do it themselves).  We believe that 

this arrangement is pro-competition, and can see no reason why other intermediaries and/or 

(I)CSDs should not negotiate similar feeds with Euronext, or indeed other stock exchanges 

and trading platforms.  As we have stressed elsewhere in this response, the decision to direct 

a particular feed of transactions to a particular clearing or settlement location remains that of 

the relevant Stock Exchange, as has been demonstrated by the recent decision by the London 

Stock Exchange (LSE) to appoint x-clear as a competitor to LCH for trades struck on the LSE.     

 

 

 

                                                 
16 § 64. 
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5 Pricing transparency 

 

The Commission has expressed concerns at the “lack of transparency in infrastructure 

pricing”17.  We believe that the tariffs of (I)CSDs across Europe are all widely known to all of 

their users, potential users, end customers and the authorities.  Tariffs are generally available 

on the websites of all (I)CSDs and we support the initiative of ECSDA which is encouraging all 

of its members to disclose their respective price schedules on their public websites.   

 
We agree with the informal views expressed by DG Competition that the benefits to 

competition of price transparency outweigh any possible concerns that competition might be 

restricted. 

 
The services offered by settlement systems are complex and wide ranging, and as a 

consequence the tariffs are often complex.  This is true of all tariff documents of CSDs around 

the world – indeed the DTC and NSCC fee schedules alone run to 74 pages.  We note that there 

is an inevitable tension between, on the one hand, requiring simple comprehensible tariffs to 

be made available and, on the other, requiring unbundling of services and activities, which 

naturally complicates and lengthens tariff schedules.  Euroclear however, supports in principle 

the Commissions’ suggestion to publish indicative tariffs for hypothetical trades and 

customers as a rough guide to the fees that clients might pay in particular circumstances.  

New clients of Euroclear Bank are provided with indicative cost simulations based on assumed 

volumes and the current tariff.  

 
In their cost analysis, DG Competition comments that “execution costs of clearing and settling 

transactions are not always distinguished from other custody and banking services”18 and as 

a consequence DG Competition recommends accounting unbundling for infrastructures 

particularly in the area of custody and banking services19.  In this respect, Euroclear has 

already adopted a practice of assessing all new pricing proposals  in the light of the underlying 

costs of providing the service.  In particular, Euroclear Bank’s tariffs for its banking related 

services are fully unbundled already.    

 

6 Governance 
 

DG Competition also highlights some issues regarding governance, questioning whether users 

have a real influence on infrastructures.  Euroclear believes strongly that user governance  has 

real effect and power, that it helps provide that infrastructures act in a way which promotes 

competition and market entry as well as ensuring that customers are treated in a fair and 

non-discriminatory manner.  It also ensures that users’ interests are properly heeded, not 

only in terms of tariffs, but also in terms of risk control, and provides assurance that Euroclear 

remains committed to responding to the needs of the clients in all of the markets it serves.  

The 2005 Euroclear annual report (available from www.euroclear.com) contains a full and 

detailed description of Euroclear’s user governance, its voluntary adoption of the UK 

                                                 
17 § 103. 
18 § 41 

http://www.euroclear.com/
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Combined Code on Corporate Governance, and its compliance with the OECD Transfer Pricing 

Guidelines, as well as the operation of its Market Advisory Committees (which are the primary 

source of feedback and interaction between the Euroclear Group and the user community on 

all significant matters affecting their respective domestic markets).  

 

7 Way forward 

 
In paragraphs 102 and 103 DG Competition set out some possible ways forward and ask the 

market for its views.  Our reactions to proposals in paragraph 103 have been included in the 

main sections of this note set out above.   Our reactions to Paragraph 102, which sets out a 

range of possible actions as a follow-up to the Issues Paper, are as follows.   

 
(i) Proposals from market participants to later current behaviour or conditions with clear 

time line commitments. 

As you are aware, ECSDA (and other Trade Associations) is engaged in a discussion with the 

Commission to develop a roadmap which would set out  clear timetable for the market taking 

actions in respect of many of the points raised by DG Competition.  We believe that the market 

can take the necessary actions without the need for a formal regulatory solution.    

(ii) Actions from the EU and/or national regulators to establish a pro-competitive 

environment ex-ante    

As DG Competition is aware, we believe, existing national and EU competition law, already 

provides an effective deterrent to possible infringements of competition rules, in post-trade 

services as much as any other field.  There is no suggestion that these competition rules have 

proved inadequate in the past, or that they are likely to be inadequate in the future.  On the 

contrary, they have proved to be effective and flexible and the Commission has shown its 

determination to apply them in an effective way. 

(iii) Further proposals from ESCB/CSER where supervisors can promote transparency and 

competition through standards 

 
We were always supportive of the ESCB/CESR standards and the functional approach to 

regulation which they proposed for providers of clearing and settlement services.   We believe 

however, that such standards (if revived) should focus on prudential and systemic risk issues 

and not competition concerns which should be left to EU and national competition law. 

 
(iv) Opening of formal procedures at EU or national level in case of infringements of 

competition rules where appropriate. 

 
We support the continued vigilance of DG Competition, and national authorities, in policing 

potential breaches of competition law within the trade and post-trade services industry. 

    
 

                                                                                                                                             
19 § 96 
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Annex   Level of internalisation in the French market 
 
In 1998 Banque de France set up a working group made of representatives of Euronext, 

Euroclear and Desm/Sevam - "Service des etudes sur les valeurs mobilieres de la Banque de 

France" - in order to analyse the data collected through regular securities investigations on 

French listed shares, with a particular focus on non-residents20. 

 
The main results are reported below: 
 
(i) On average during the period 1998-2000, non-resident represented 85% of the 

turnover (i.e. not the number of instructions) of French listed shares despite their 

holding only 30% in those assets. 

(ii) The volumes reported by French intermediaries is 70% higher than the volumes seen 

by Euroclear France.  This is explained by: (a) OTC transactions that pass through 

SLAB (Systeme de Livraison par Accord Bilateral) and do not reach Euroclear France’s 

books. Although this is not the main reason as in France OTC transactions of French 

listed shares are estimated at only 12% of the total turnover. (b) The high number of 

"technical redeliveries" due to the high number of non-residents that use a different 

entity for trading (broker/dealer) than for custody (global custodian) and therefore 

realign between those entities.  These against payment settlement transactions 

represent close to 50% of the total turnover volumes revealed by the quarterly 

investigations.  It is this 50% that is internalised by French intermediaries. 

 

The document also shows a very high level of internalisation for transactions in French listed 

equities:  46% for the entire market but 61% among the intermediaries that internalise 

(concerned with internal realignments). 

 

 

 

                                                 
20 We have taken a report from 2001, because after that date Banque de France changed the methodology 
of data collection and asked French custodians to report only the SBI or SLAB instruction flows that are not 
internalised, excluding internal realignments between entities. 


