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Euronext appreciates the possibility to comment on the European Commission’s Issues Paper entitled 
“Competition in EU securities trading and post-trading”. We are indeed particularly interested in the 
developments relating to trading activities, as we are one of the main providers of such services in 
Europe. We also have a keen interest in post-trade activities since, although we do not provide such 
services, we need to ensure that post-trading is efficient and secure.  Moreover, this paper follows on 
the Fact Findings led by DG Competition in 2005 to which Euronext contributed. We understand it 
also has to be analysed in the context of the current work of DG Internal Market on the structure of 
post-trading in Europe. 
 
We would first like to welcome the work of analysis undertaken by the Commission and its openness 
to receive remarks and proposals from the industry. 
 
We have a number of comments on the main findings of the Paper in general (I) and in particular on 
the barriers to competition identified (II), to which we would like to draw the Commission’s attention. 
 
 
I. Regarding the main findings of the Issues Paper: 
 
● We fully endorse the statement of the Commission stressing that “integration of EU financial 
markets is essential for their future efficiency” and also that “competition has a fundamental role to 
play … in the process of integration and in any future market scenario”. We are indeed of the opinion 
that consolidation of Europe’s financial services sector is essential and Euronext has a leading role in 
this respect concerning exchanges. There is widespread agreement among financial regulators, the 
business community, users, and exchange operators that Europe’s fragmented capital markets are 
inefficient and costly, and that consolidation among exchanges has the potential to confer significant 
benefits on exchanges, users, and issuers. 
 
● Regarding the assessment made by the Paper that “the limited degree of competition in EU 
securities trading and post-trading market is striking”, it is widely recognised that the economics of 
cash trading, and in particular the network externalities resulting from demand for liquidity, have 
resulted in there typically being a single services provider at each level of the transaction chain. These 
network externalities are driven by the following factors: 

 users seek liquidity: 
issuers, traders, and investors seek to have an exchange with the greatest possible liquidity. 
Issuers are interested in a liquid exchange since this translates into lower costs of capital. 
Traders and investors benefit from liquidity and a narrow spread in bid-ask prices because this 
ensures lower implicit trading costs, reduces the risk of being unable to execute orders, and 
provides profit opportunities associated with small variations in price. 
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 liquidity is achieved through having a greater number of users: 
liquidity is achieved by having a large number of users trading a security or group of securities 
on a given exchange. Moreover, the greater the number of users trading a security or group of 
securities on a given exchange, the more companies will be attracted to issue securities on that 
exchange and the more traders will use that exchange, thereby creating the highest possible 
levels of liquidity and lower bid-ask price spreads. 

These considerations have meant that liquidity in a given security will generally focus on one 
exchange. Moreover, because of the domestic bias in listing of cash equities, the trading venue for 
equities is generally the national stock exchange, since this is where trading liquidity initially 
accumulates. Liquidity will only shift to another platform in exceptional circumstances, where a new 
entrant is able to offer a sufficiently differentiated service (by way, for instance, of market model or 
technology platform) to overcome the network externalities of cash trading, and is assured of 
committed user support on a sustainable basis. 
 
● We agree with the Commission’s statement that “access to fungible clearing arrangements is one 
prerequisite for competition to be effective for cash markets and therefore must be assured on a non-
discriminatory basis” and that “CCP services could - and probably should - operate in a competitive 
environment provided issues of interoperability are overcome”. 
In that perspective, we consider that the so-called “horizontal model” is most adapted to offer such 
guarantees of access. The horizontal approach to integration chosen by Euronext provides members 
with the benefits of straight-through processing from order entry to clearing, netting and settlement, 
without implying equity control of the vertical elements in the transaction chain. Indeed, trading, 
clearing and settlement are operated by independent entities with their own commercial policies. 
Euronext's open non-vertically integrated model is therefore pro-competitive and pro-user and results 
in lower overall fees and greater transparency. By contrast, as stated by DG Competition, closed 
vertical silos (i.e. closed structures involving common ownership of the trading, clearing and 
settlement activities) lack transparency, facilitate cross-subsidisation between trading and 
clearing/settlement, thereby making it easier to over-charge users and impede competition between 
exchanges.  
It can also be noted that some industry participants, including exchanges, have started to study how a 
mix of interoperability and consolidation of actors, could solve some of the problems identified in 
relation to post-trade services in a cross-boder context, while maintaining a sufficient degree of 
competition.    
 
● We also share the view that “a combination of regulatory measures, 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”. In that respect, a proper balance has indeed to be found 
between market led initiatives and EU regulation: we consider in particular that the focus on “better 
regulation” defined by the Commission in that field is the right one. Furthermore, it is essential to 
ensure a level playing field for true competition for all players in Europe, which should foster the 
overall competitiveness of Europe’s markets with widespread benefits for the EU economy as a whole. 
With the same aim of enhancing the competitiveness of Europe’s markets, it appears key to us that the 
regulatory and supervisory framework in Europe must recognize and be responsive to the increasing 
globalization of financial services markets, and the competitive constraints that European exchanges 
face in this context. 
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II. Regarding the barriers to competition identified: 
 
● With respect to the barriers to trading, we would like to reiterate the view that competition 
between national exchanges is inherently difficult because of the underlying characteristics of 
exchange trading, in particular the network externalities associated with concentrating liquidity for any 
security or category of securities on a single exchange. Indeed, to date, there is no example of a 
national cash exchange in one Member State having successfully competed to capture liquidity from a 
national exchange in another Member State on a lasting basis. In order to overcome the “stickiness” of 
liquidity, a new entrant needs to offer a highly differentiated proposition (in terms, for example, of 
market model or technology) and to secure firm and lasting customer support. This is inherently 
difficult for another national exchange with a similar business model to the incumbent. 
However, if users are dissatisfied with fee levels, they have several possibilities short of sponsoring 
entry from another national exchange, including internalising trading, trading bilaterally or OTC 
(“over-the-counter”) or switching volumes to other multilateral trading facilities (“MTFs”). These 
alternative means of trading and executing orders represent a very real threat to national exchanges. 
Accordingly, any assessment of the constraints on national exchanges should take full account of these 
alternative trading venues. Indeed, given the historic refusal of users to support competition between 
national exchanges by redirecting order flow away from an incumbent national exchange, it would be 
perverse to define a competitor set limited to national exchanges that excluded other trading venues to 
which users have in fact diverted liquidity. 
 
Furthermore, the MiFID, by removing the so-called “concentration rule”, opens up the opportunity for 
new MTFs, OTC and internalisation arrangements on a pan-European basis, thereby substantially 
facilitating entry and increasing their attractiveness to users. It indeed recognises four types of 
competing trading venues, equally accessible to market participants: in addition to regulated markets, 
trades may be executed on MTFs, via OTC trading, or through systematic internalisation of the order 
flow collected by investment firms and banks. These changes to the regulatory environment will make 
it significantly easier for other trading venues to establish themselves in Europe as alternatives to 
national exchanges. 
 
As concerns the Paper’s developments on the costs of trading, we agree with DG Competition that it is 
complex to integrate all parameters to be considered for a transaction. We would like to underline that 
the representation produced by the Commission in the Paper is hence only approximate, and even 
misleading, because it lacks all the underlying parameters that have been taken into account to 
compare fees. A fee per trade does not mean anything per se, if it is not placed within a context. In this 
respect, we wish to make clear that the trading fees and different packages per type of activity are 
perfectly transparent to trading members of Euronext, ex ante - for order book trading as well as for 
reporting of trades. The same goes for information services’ fees. 
 
Finally, we would like to highlight that the history of Euronext’s integration to-date demonstrates that 
the cost savings achieved through the consolidation of its constituent cash exchanges have resulted in 
harmonized fee structures and in reduced trading fees for Euronext members of up to 30%. 
 
● As for the barriers to competition in post-trading,  
 
If we agree with DG Competition that the call of users for lower costs has to be responded to, 
especially in the case of cross-border post-trading, we would nevertheless like to clarify the situation 
of exchanges operating through a “preference partnership” with post-trade infrastructures, that allow 
for competition. 
 
For instance Euronext has concluded “preferred partnerships” on a contractual basis with a central 
counterparty – LCH.Clearnet - and a settlement organization – Euroclear. Those partnerships do not 
specify exclusivity arrangements. They are aimed at ensuring straight-through processing of 
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transactions, thereby addressing the expectations of market participants by providing the following 
benefits: 

- reduction of systemic risk and improved risk management resulting from the full overview by 
the clearing house of each clearing member’s risk positions; 

- significant reduction in clearing members’ back-office costs and margin requirements as a 
result of the aggregation of multilateral netting processes and of the margin calculations using 
a portfolio analysis of the members’ risk positions; 

- significant reduction in settlement fees as a result of the huge reduction in the volume of 
settlement instructions (i.e., netting); 

- improvement of the settlement process, leading to only a small number of “failed trades” 
(compared to a settlement process that must process trades on a “gross” basis with no netting 
of the gross positions); 

- allowing financial intermediaries to comply with a single set of regulations; 

- anonymity of the clearing members buying or selling a particular security after the matching 
of orders (“post-market anonymity”); and 

- counterparty risk guarantee allowing for “pre-market anonymity”, which contributes to market 
efficiency. 

Euronext does not exercise de facto nor de jure control over LCH.Clearnet or Euroclear. It holds only 
minority shareholding and voting rights in LCH.Clearnet. Accordingly, Euronext lacks the ability to 
control or otherwise direct LCH.Clearnet to disadvantage or refuse access to a rival exchange. The 
same is true for its preferred partner for settlement activities – Euroclear. 
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