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European Financial 
Integration Report 2007 

Financial Integration

The main body of the European Finan-
cial Integration Report is devoted to 

economic analysis of EU financial integra-
tion and of the related impacts on market 
structures, competition, efficiency, inno-
vation and stability. Policy achievements 
in EU 2007 and a complementary set of 
statistical indicators are included in the 
report as annexes.

Integration

Financial integration has indeed pro-
gressed although the speed and scope 
has not been the same across all market 
segments. Almost complete integration 
has been established in the unsecured in-
terbank deposit market and government 
bond markets. For the wholesale seg-
ment – specifically equity markets – fur-
ther integration will depend on progress 
in integrating securities clearing and set-
tlement systems. As for retail markets, 
the lack of integration is reflected in wide 
price variations across Member States 
and low volume of direct cross-border 
transactions. Positive signals of increasing 
integration are provided by the declining 
trend in some retail prices and increasing 
use of distance selling channels.

Market structures and competition

European financial integration has 
changed market structures, due in part 
to merger and acquisition activities. The 
continued consolidation process has re-
sulted in rising concentration ratios in 
many markets. As regards competition, 

Whether these trends lead to more even 
risk distribution or contagion depends 
on the quality of risk management, legal 
framework and supervision, including the 
quality of cooperation across borders. 

"Our financial services sector is still 
characterised by an uneven level of inte-
gration of wholesale and retail financial 
markets," commented Internal Market 
and Services Commissioner Charlie 
McCreevy.

"While integration of capital markets has 
progressed significantly in recent years, it 
has not yet reached its potential in retail 
financial services. The analysis has also 
confirmed that competition in some seg-
ments is insufficient.  

"The good news is that 
the global competitiveness 
of EU financial services 
industry has been improv-
ing. And the EU equity, 
bond and investment fund 
markets have been grow-
ing stronger than their US 
counterparts."
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available evidence sug-
gests that consum-
ers and SMEs would 
benefit from stronger 
competition at the EU 
level. New distribution 
channels (Internet, mo-
bile communication) 
are likely to enhance com-
petitiveness in retail markets.

Efficiency and innovation

The favourable economic conditions 
recently have improved efficiency indi-
cators relating to EU financial markets 
and institutions. However, there is still 
significant potential for improvement. 
Fragmentation (in particular on the re-
tail side) or relative underdevelopment 
(in new Member States) prevents econo-
mies of scale and scope from being re-
alised in a number of markets. Financial 
innovation has been progressing quickly, 
resulting in new products and practices. 

Financial stability

Progress in financial integration has mul-
tiplied the market links between Member 
States and across financial sectors. The 
multiplication of major pan-European 
financial institutions and groups, the in-
ternationalisation of capital markets and 
the increasing ownership links resulting 
from the enlargement of the European 
Union are examples of market links with 
potential effects on financial stability. 

The Commission has released its first European Financial Integration 
Report (EFIR), an annual analysis of integration of the EU financial serv-
ices sector. EFIR is a new step in the monitoring of European financial 
integration, which merges two former reports: the Financial Integration 
Monitor and the Single Market in Financial Services Progress Report.

http://ec.europa.eu/internal_market/finances/fim/index_en.htm
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1. INTRODUCTION

1. Financial markets are of great significance to the EU economy, as they play a 
critical role in mobilising savings and in allocating them to investment. 
Financial intermediation itself contributes to GDP growth. In 2006 financial 
intermediation generated EUR 663 billion, which accounts for 5.8% of EU 
GDP1. Moreover, in the period 2001-2006 growth rates of the economic output2

of the financial sector have been substantially higher than the overall growth 
rate in the EU (see Chart 1.1). Most strikingly, wholesale finance expanded at 
three times the rate of the EU economy. 

Chart 1.1: Average real growth of GDP and financial services in the EU-25, in % 
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Source: CEBR (2007).

2. The EU is one of the main actors in international financial markets, together 
with the US and Japan. Chart 1.2 shows that Europe has a dominating position 
in the world foreign exchange markets, with a market share of 60% in 2006 (in 
terms of average daily turnover), while the US and Japanese market shares were 
18% and 8% respectively. EU banking groups own 52% of all global banking 
assets, while EU insurance groups account for 38% of global premiums. Chart 
1.1 in the annex shows that premiums in Europe have been higher than in the 
US since 2004. The US however, clearly dominates in the area of stock market 
capitalisation (39% against 26% in the EU-15). This demonstrates a 
fundamental difference between the EU and US financial system; while the US 
financial system is primarily market-based, the EU financial system is strongly 
bank-based. Nevertheless, the importance of equity finance is growing. This 
may partly be reflected in the relative size of European equity markets, which 

1 CEBR (2007). 
2 Defined as gross value added by financial intermediaries, i.e. profits made by firms and salaries 

and bonuses paid to employees in one year – from CEBR (2007). 
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