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Glossary

Term Meaning or definition

AlIF Alternative Investment Fund

AIFM Alternative Investment Fund Manager

AIFMD Directive 2011/61/EU of the European Parliament and of the Council of 8 June
2011 on Alternative Investment Fund Managers

AuM Assets under Management

CBDD Directive (EU) 2019/1160 of the European Parliament and of the Council
of 20 June 2019 amending Directives 2009/65/EC and 2011/61/EU with regard
to cross-border distribution of collective investment undertakings

CBDR Regulation (EU) 2019/1156 of the European Parliament and of the Council

CBD framework

Central
counterparty
(‘CCP?)

CRD

CSD

CSDR

Distributed
ledger
technology
(‘DLT’)

DLT pilot
regulation
(‘DLTPR’)

DORA
EFAMA

ELTIF

0f 20 June 2019 on facilitating cross-border distribution of collective investment
undertakings

Refers collectively to the CBDD and the CBDR

An entity that interposes itself, in one or more markets, between
the counterparties to the contracts traded, becoming the buyer to every seller
and the seller to every buyer and thereby guaranteeing the performance of open
contracts.

Directive 2013/36/EU of the European Parliament and of the Council of 26 June
2013 on access to the activity of credit institutions and the prudential
supervision of credit institutions and investment firms.

Central Securities Depository. A legal person that operates a securities
settlement system and provides at least a notary service or a central maintenance
service.

Regulation (EU) No 909/2014 of the European Parliament and of the Council
on improving securities settlement in the EU and on central securities
depositories.

Distributed ledger is used to describe a decentralised dataset architecture which
allows the keeping and sharing of records in a synchronised way, while ensuring
their integrity through the use of consensus-based validation protocols and
cryptographic signatures.

Regulation (EU) 2022/858 of the European Parliament and of the Council
of'30 May 2022 on a pilot regime for market infrastructures based on distributed
ledger technology

Digital Operational Resilience Act
European Fund and Asset Management Association

European Long Term Investment Fund
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ESMA

EuSEF
EuVECA
MiCA

MiFID

MiFIR
Multilateral
trading facility

(‘MTF’)

NAV
NCA
Organised

trading facility
(‘OTF’)

PEMO

Regulated market

(‘RM’)

SIU

128

UCITS
UCITSD or

UCITS Directive

European Securities and Market Authority

European Social Entrepreneurship Fund
European Venture Capital Fund

Regulation (EU) 2023/1114 of the European Parliament and of the Council
of 31 May 2023 on markets in crypto-assets.

Directive 2014/65/EU of the European Parliament and of the Council of 15 May
2014 on markets in financial instruments.

Regulation (EU) No 600/2014 of the European Parliament and of the Council
of 15 May 2014 on markets in financial instruments.

A multilateral system, operated by an investment firm or a market operator,
which brings together multiple third-party buying and selling interests
in  financial instruments — in the system and in accordance
with non-discretionary rules — in a way that results in a contract.

Net Asset Value
National Competent Authority

A multilateral system which is not a regulated market or an MTF and in which
multiple third-party buying and selling interests in bonds, structured finance
products, emission allowances or derivatives are able to interact in the system
in a way that results in a contract.

Pan-European Market Operator

A multilateral system operated and/or managed by a market operator, which
brings together or facilitates the bringing together of multiple third-party buying
and selling interests in financial instruments — in the system and in accordance
with its non-discretionary rules — in a way that results in a contract, in respect
of the financial instruments admitted to trading under its rules and/or systems,
and which is authorised and functions regularly.

Savings and Investments Union

Target2 Securities. The Eurosystem's single technical platform enabling CSDs
and national central banks to provide core, borderless and neutral securities
settlement services in central bank money in Europe.

Undertakings for Collective Investment in Transferable Securities

Directive 2009/65/EC of the European Parliament and of the Council of 13 July
2009 on the coordination of laws, regulations and administrative provisions
relating to undertakings for collective investment in transferable securities.
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1. INTRODUCTION

In the rapidly evolving global landscape, the European Union should strengthen its competitive
edge, bringing widespread benefits to its citizens and businesses. Revitalising the EU’s economy
and strengthening its international position are central to the European Commission’s mandate.
Europe's economy has been underperforming in recent years due to structural barriers and
weaknesses that hold it back. To address these challenges, it is crucial to reform how Europe’s
capital markets operate.

In March 2025, the Commission unveiled its Savings and Investments Union (SIU) strategy'
to make 1t easier for citizens to grow their wealth by investing in capital markets, to increase the
investment capacity in the EU, and to integrate the EU’s capital markets. By breaking down
barriers in financial markets and facilitating cross-border capital flows, the strategy can support
the EU economy, stimulate job creation, and enhance competitiveness.?

Implementing the Savings and Investments Union involves comprehensive policy measures
impacting various aspects of the EU’s financial system, with a holistic approach that encompasses
capital markets and the banking sector. These measures are grouped into four interconnected
pillars: citizens and savings, investments and financing, market integration and scale, and efficient
supervision.

Measures on “citizens and savings” seek to enable EU citizens to build their wealth by investing
in capital markets, thereby also increasing funding for the EU economy. Measures on “investment
and financing” aim to make it easier for companies to access diversified sources of finance,
including cross-border options in the EU, so that they can raise the funds they need to grow
and create jobs in Europe. The effectiveness of both these pillars requires well-functioning
financial markets and supervision. Deeper and more integrated capital markets will also enable
companies operating under the upcoming 28" regime to fully benefit from accessing finance across
the Single Market.

Therefore, this initiative and impact assessment focus on the market integration and scale
and efficient supervision pillars of the SIU strategy. Challenges arising from market fragmentation
are significant, as shown by various prior analyses and impact assessments®, with differences
in regulatory and supervisory practices across Member States identified as key barriers hindering
EU capital market integration.

This initiative focuses on three essential sectors for the smooth and efficient functioning of EU
capital markets: trading, post-trading, and asset management. Trading is where buyers and sellers
meet, setting prices, providing liquidity, and channelling capital to its most productive use. Post-
trading encompasses activities after a trade is executed: clearing, settlement, and custody.
It ensures the actual transfer of financial instruments and the discharge of associated obligations
(e.g. payment in cash against the delivery of securities), manages counterparty risk, and maintains

' COM/2025/124 final

2 It is therefore considered to be a key enabler of EU economic competitiveness in the Commission’s Competitiveness
Compass.

¥ See for example Giovannini reports and the European Post-trade Forum (EPTF) report, the impact assessments on
the cross-border distribution of funds initiative, the 2020 COM “Study on the costs of compliance for the financial
sector”, the 2025 “Study on consolidation and reducing fragmentation in trading and post-trading infrastructures in
Europe”.
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accurate records of ownership and asset servicing. Asset management enables investors to pool
and allocate their money into these markets to grow wealth and achieve investment objectives.
Together, these three sectors form the backbone of our capital markets. Achieving a more
integrated and efficient capital market will require removing the existing cross-border regulatory
and supervisory barriers in the trading, post trading and asset management sectors.

The itiative also emphasises the importance of innovation in the financial sector, specifically
through Distributed Ledger Technology (DLT), which underpins crypto asset markets
and the tokenisation of assets. These innovations have the potential to improve financial services
for citizens and businesses. Therefore, it is crucial to remove barriers and complexities hindering
the uptake of these innovations in the EU financial sector.

Beyond regulatory barriers, it is also important to address supervisory barriers that are hindering
market integration. An integrated capital market requires integrated EU supervision. Existing non-
aligned supervisory approaches and weak governance tools at EU level add to the costs of doing
business, create legal uncertainty and an unlevel playing field, and make investing in the EU more
difficult and more expensive.

By removing regulatory and supervisory barriers that are hindering the integration of and
innovation in capital markets, this package aims to enable financial market participants to grow
efficiently across the EU, lower costs of financial services for businesses and citizens, while
ensuring strong supervision, and safeguarding the stability and integrity of EU capital markets.

The scope of this impact assessment is complex and multifaceted. To assist the reader, the impact
assessment is organised with a main part presenting the overall summary assessment and analysis
of the most significant problems, options and impacts, further supported by Annexes 1 to 6, which
enrich the overall analysis. Additionally, sector-specific Annexes 7 to 11 provide in-depth
examinations of the key sectors and areas covered in this impact assessment: trading, post-trading,
asset management, innovation, and supervision. Annex 12 provides country-specific information
as regards the state of capital markets across different EU Member States.

1.1. POLITICAL CONTEXT

The Commission’s Competitiveness Compass” outlines a comprehensive plan to enhance the EU’s
economic strength and fully harness its vast potential. The SIU is one of the five horizontal
enablers of the Compass, as achieving this vision requires significant financing.

In her State of the Union address, Commission President Ursula von der Leyen highlighted the
opportunity cost Europeans face due to gaps in the single market. The President specifically
1dentified finance as a key area where persistent barriers are holding back progress.

The EU has vast investment needs in strategic sectors such as defence, space, biotech, cleantech,
and artificial intelligence. While rich in talent and ideas, the EU lacks the financing ecosystem
needed to transform these assets into global champions. The issue is not capacity — EU
entrepreneurs are among the best in the world — but rather opportunity. Too often, insufficient risk
capital forces innovators to rely on foreign investors and relocate abroad. This results in the EU
losing businesses, jobs, innovative capacity, and overall competitiveness.

4 COM(2025) 30 final
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The urgency to act has been widely recognised at the highest political level. In 2024, at the request
of the European Council and the President of the European Commission respectively, Enrico Letta
and Mario Draghi delivered landmark reports recommending measures to improve capital market
integration and supervision > In addition, the Eurogroup® and the European Council”® have urged
steps towards integrated EU capital markets accessible to all citizens and businesses across
the EU. This objective is shared between across EU institutions and enjoys widespread support
throughout EU capitals.

For example, the Euro Summit of March 2025 emphasised the urgency and shared responsibility
for rapid progress on creating the SIU.” The European Parliament asserted that capital markets
integration is a necessary pillar of the EU's investment strategy and supported the Commission's
intention to propose measures to strengthen supervisory convergence tools and achieve more
unified direct supervision of capital markets.'® The European Central Bank (‘ECB’) has also been
vocal in its support for the project.!!

Beyond Europe, international organisations such as the International Monetary Fund (‘IMF*)'?,
and the Organisation for Economic Cooperation and Development (‘OECD’)'* have called
for action to address remaining barriers to EU financial market integration.

In summary, calls from both within and outside the EU point to the same response: creating a more
integrated EU capital market is now a necessity, not just a desirable goal.

1.2. LEGAL CONTEXT

This section presents the legal context and current EU legal framework of the trading, post-trading
asset management sector and innovation (1.2.1), as well as on the supervision of these sectors
(1.2.2).

3 E. Letta “Report on the Future of the Single Market”. Available here: htips://single-market-
economy.ec.europa.cuw/news/enrico-lettas-report-future-single-market-2024-04-10_en; Mario Draghi, ‘The Future of
European Competitiveness,” 2025. https://commission.europa.eu/topics/eu-competitiveness/draghi-report_en

6 https://www.consilium.europa.eu/en/press/press-releases/2024/03/1 1 /statement-of-the-eurogroup-in-inclusive-
format-on-the-future-of-capital-markets-union/

7 https://www.consilium.curopa.cu/media/m5jlweOp/euco-conclusions-20240417-18-en.pdf

& https://www.consilium.curopa.cuw/media/vivhe2m4/20250320-european-council-conclusions-en.pdf

? “We underline the sense of urgency and the shared responsibility for fast and decisive progress on a Savings and
Investments Union with a particular focus on the Capital Markets Union to mobilise savings and unlock the financing
of necessary investments to support EU competitiveness”. See EU Summit meeting (20 March 2025) — Statement —
page 1, https://www.consilium.curopa.cu/media/ce3 fkikz/20250320-curo-summit-statement-en.pdf

1% htps://www.europarl.curopa.cu/doceo/document/TA-10-2025-0185_EN.pdf

! European Central Bank: “Capital markets union: a deep dive”. Revised May 2025. Available here:
https://www.ecb.curopa.cu/pub/pdf/scpops/ecb.op369~246a103ed8.en.pdf?503a501a4 1 fd4b4659d3b0616c405190

12 International Monetary Fund: “A Recovery Short of Europe’s Full Potential”, 24 October 2024. Available
here: hitps://www.imf.org/en/Publications/REOQ/EU/Issues/2024/10/24/regional-economic-outlook-Europe-october-
2024

3 OECD, Economic Surveys: European Union and Euro Area 2025, July 2025, Available here:
https://www.oecd.org/content/dam/oecd/en/publications/reports/2025/07/0ecd-economic-surveys-european-union-
and-euro-area-2025_af6b738a/Sec8dcc2-en.pdf
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1.2.1. Trading, post-trading, asset management and innovation

In the trading sector, the EU has developed a comprehensive legislative framework to regulate
financial markets, enhance investor protection and ensure market transparency and stability.
Central to this framework are the Markets in Financial Instruments Directive II (‘MiFID II’)
and the Markets in Financial Instruments Regulation (‘MiFIR”). These two legislative instruments
are the cornerstone of EU’s legislation for trading venues and investment firms. MiFID Il and
MiFIR regulate the provision of investment services and activities by investment firms'* and
govern the operation of trading venues.

Under MIFID 11, there are three types of trading venues: regulated markets (‘RMs’/exchanges),
multilateral trading facilities (‘MTFs’) and organised trading facilities (‘OTFs’). All are
multilateral systems that bring together multiple third-party buying and selling interests. RMs are
operated by a market operator. RMs are essentially regulated as a market infrastructure, as opposed
to the operation of an MTF or an OTF, which is an investment activity under MiFID I1. MTFs and
OTFs there can also be performed by an investment firm. The MiFID II rulebook only explicitly
foresees the possibility for RMs to set up ‘trading arrangements’ to accommodate remote access
of members through trading screens to facilitate access to and trading on those markets by remote
members or participants.'> However, unlike for investment firms operating MTFs or
OTFs who benefit from a comprehensive passporting mechanism under MiFID I, which is
supporting their freedom to provide services (Article 34 for investment firms) or the establishment
of'a branch (Article 35 for investment firms), beyond the above mentioned ‘trading arrangements’,
the framework applicable to RMs does not contain any explicit provisions relating to the rights
of RMs as regards the provision of cross-border services in the EU on the basis of their initial
licence. In addition, the current MIFID II framework requires each RM to be subject to an
individual licence in the Member State where it is operated, and therefore to be subject to the
supervision of each individual competent authority. There is currently no possibility for a market
operator, to operate several trading venues in different Member States on the basis of a single
licence.

MiFID II establishes organisational requirements for trading venues, notably to ensure fit-for-
purpose governance, investor protection, solid processes and effective risk management. In
addition, the Directive mandates that trading venues must operate under a system that promotes
fair and orderly trading and ensures non-discriminatory access to market participants. Further,
MiFIR governs how trading works in the EU, mainly focusing on trade transparency and
transaction reporting.

1 An investment firm is a legal person (and in certain cases other undertakings that are not legal person) whose regular
occupation or business is the provision of one or more investment services to third parties and/or the performance
of one or more investment activities on a professional basis. The list of investment services and activities includes:
reception and transmission of orders in relation to one or more financial instruments; execution of orders on behalf
of clients; dealing on own account; portfolio management; investment advice; underwriting of financial instruments
and/or placing of financial instruments on a firm commitment basis; placing of financial instruments without a firm
commitment basis; operation of an MTF; operation of an OTF.

15 See Article 53(6) MiFID: “Member States shall, without further legal or administrative requirements, allow RMs
from other Member States to provide appropriate arrangements on their territory so as to facilitate access to and trading
on those markets by remote members or participants established in their territory”.
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While trading venues constitute multilateral trading systems under MiFID II/MiFIR, it is worth
mentioning that trading also takes place in the bilateral/off-venue space. Under MiFID II/MIFIR,
most bilateral/off-venue execution by investment firms is regulated as an investment service.
Since MIFID 1, investors also have the possibility to trade with ‘systematic internalisers’ (‘Sls”),
1.e. investment banks that act as dealers and trade bilaterally using their own funds. Annex 7
provides a more detailed analysis of the legal framework and the specific provisions
of relevance to this initiative.

In the post-trading sector, clearing is governed by the European Market Infrastructure Regulation
(‘EMIR’), which aims to make derivatives markets safer and more transparent, in particular
mandating standardised over-the-counter (‘OTC’) derivatives to be centrally cleared through
central counterparties (‘CCPs’), imposing risk mitigation rules for non-cleared trades, and
mandating reporting of derivatives activity to trade repositories (‘TRs’).'® Settlement in the EU
is governed by a legislative framework mainly composed of the Central Securities Depositories
Regulation (‘CSDR”), the Settlement Finality Directive (‘SFD’) and the Financial Collateral
Directive (‘FCD”). These measures collectively address the legal, prudential, operational, and
systemic risks associated with securities settlement (i.e. the completion of a securities transaction
through the transfer of cash, securities, or both) and collateral arrangements (i.e. the use of assets
as security to support financial transactions) in the EU’s financial system.

The CSDR establishes uniform requirements for the settlement of financial instruments and the
operations of central securities depositories (‘CSDs’) across the EU. A CSD is a specialized
financial institution that executes transfer orders in relation to securities transactions and provides
at least one of the following two services: initial recording of securities and provision and
maintenance of securities accounts. CSDs play a crucial role in financial markets by enabling the
transfer of securities and ensuring the finality of settlement. The CSDR sets out the procedure
of authorisation and supervision of CSDs and imposes prudential, organisational, and conduct
of business requirements. It also contains rules on access and interoperability between CSDs and
trading venues, thereby fostering competition and integration in the trading and post-trading
markets. In addition, it provides a passporting regime that allows authorised CSDs to offer services
in other Member States.

The SFD plays a key role in the legal certainty of payment and securities settlement systems within
the EU. It aims to minimise systemic risk arising from the insolvency of a participant in those
systems. It does so by ensuring that transfer orders entered into systems designated by Member
States are legally enforceable and irrevocable once correctly entered into such systems.
It also safeguards the netting and collateral arrangements within those systems from being
unwound or affected by insolvency proceedings. This legal certainty is vital for maintaining
confidence in settlement processes, particularly during periods of financial stress. For participants
in such systems, this means they can trust that their transactions entered into the system
will be executed and settled as planned, even if one of the parties involved in the transactions faces
financial difficulties, thereby reducing the risk of financial loss for the participants protected under
the SFD and promoting stability in the financial market.

The FCD complements the SFD by providing a framework for the use of financial collateral
in transactions between market participants (e.g. between two banks), thereby reducing complexity
and costs for the parties engaged in such transactions. Overall, the FCD simplifies the process

16 The scope of the proposals related to clearing outlined in this document are limited to the supervision of CCPs.
12
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of taking and enforcing collateral in the form of cash, financial instruments, or credit claims.
It also eliminates certain formal requirements, such as notarisation, and ensures the enforceability
of close-out netting arrangements and title transfer collateral agreements. Annex 8 provides
a detailed overview of the legal framework for post-trading and the relevant provisions for this
assessment.

The EU asset management sector is largely governed by the Alternative Investment Fund
Managers Directive (‘AIFMD’), the Undertakings for Collective Investment in Transferable
Securities Directive (‘UCITSD’ or ‘UCITS Directive’), and the Cross-Border Distribution
of Funds Regulation (‘CBDR’). Together, these instruments aim to ensure investor protection,
market integrity and the efficient functioning of the single market for investment funds.

The UCITS Directive provides a regulatory regime for collective investment undertakings
(mutual funds) that invest in transferable securities!” and provides common rules covering inter
alia marketing, investor protection, supervision, diversification and risk management.
UCITS funds are primarily meant as retail investment vehicles, though also in demand
by institutional investors and are subject to restrictions and transparency requirements to safeguard
retail investors’ interests. UCITS management companies must meet detailed organisational,
conduct and risk management requirements. These include obligations to act in the best interests
of investors, maintain adequate capital and implement the necessary internal control mechanisms.
It also imposes strict rules on liquidity management and leverage, and mandates comprehensive
disclosure requirements to investors, including through the provision of a key investor information.

The UCITSD grants management companies and UCITS funds a passport, allowing them to
manage and market UCITS across the EU once authorised in one Member State, without the need
for additional local licenses. However, in practice, the notification process and review of fund
marketing documents by the host Member States where the UCITS is marketed can be a heavy
process, with divergences in Member State requirements. The depositary regime ensures that each
UCITS appoints a single independent depositary responsible for the safekeeping of assets,
oversight of fund operations, and monitoring cash flows to protect investors.

In parallel, the AIFMD regulates managers of alternative investment funds (‘AIFs’), which
encompass a wide variety of non-UCITS funds, including hedge funds, private equity funds,
real estate funds and infrastructure funds. Unlike UCITS funds, AIFs are typically targeted at
professional investors, though some AIFs may also be sold to retail investors if Member States
decide so. The AIFMD establishes requirements for the authorisation, operation and transparency
of AIF managers (‘AIFMSs’), particularly in the areas of risk management, valuation, delegation
of AIFM functions to third parties, such as portfolio or risk management to specialised service
providers or external asset managers, liquidity management and remuneration policies. AIFMs
must also disclose detailed information to both investors and regulators, including data on portfolio
composition, leverage and systemic risk indicators. While the AIFMD does not harmonise
the structure or marketing of AlFs themselves, it grants authorised EU AIFMs a passport

17 According to Article 2(1)(n) of the UCITS Directive, transferable securities are (i) shares in companies and other
securities equivalent to shares in companies (shares), (ii) bonds and other forms of securitised debt (debt securities)
or (iii) any other negotiable securities which carry the right to acquire any such transferable securities by subscription
or exchange.
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to manage EU AIFs and market EU AIFs to professional investors across the EU subject
to a notification process. The depositary regime also applies to AlFs.

To complement these frameworks, the CBDR aims to facilitate the smoother cross-border
marketing of UCITS funds and AlFs. The CBDR introduced principle-based requirements
for marketing communications, ensuring that they are fair, clear and not misleading.
It also enhanced transparency regarding regulatory fees and streamlined notification procedures
for cross-border marketing. Annex 9 presents the legal framework and the related specific issues
for the asset management sector in more detail.

In the area of innovation, distributed ledgers are a key technology which is being developed
to lower the costs and realise efficiencies in trading and post-trading. The Distributed Ledger
Technology Pilot Regulation (‘DLTPR’), which aims to create a legal framework to foster the use
of this technology in financial markets, came into force in March 2023. It enables market
participants to derogate from certain provisions applicable to trading venues and CSDs.
The main objectives of the DLTPR are to support innovation in DLT by attracting businesses
to deploy their solutions within an adapted and clearly delimited framework, and to integrate
the learnings obtained from the industry into further changes to the common rulebook.

The CSDR was devised before DLT or other disruptive technologies were developed and thus
relies on “legacy” systems at its core. For example, the assumptions about intermediary roles
and functions, definitions of certain key notions and other requirements embedded in the CSDR
may act as a barrier to the uptake of this technology. The aim of the DLTPR is precisely to create
an adapted framework within which participants can test and develop their solutions
for the issuance, recording, trading and transfer of financial instruments using DLT.

In addition, the Markets in Crypto-Assets Regulation (‘“MiCA”) has created a comprehensive legal
framework for crypto-assets, including stablecoins and e-money tokens. MiCA’s primary goals
is to improve consumer protection, enhance market integrity, and provide legal clarity for issuers
and service providers.'®* MiCA entered into full application on 30 December 2024 but crypto-asset
service providers (‘CASPs’) that were providing services in accordance with the applicable
national law before that date may continue to provide their services without additional MiCA
authorisation until 01 July 2026, in accordance with various transitional periods set by the Member
States to improve consumer protection, enhance market integrity, and provide legal clarity
for issuers and service providers.

1.2.2. Supervision

1% The scope of the measures related to MiCA outlined in this document are limited to the supervision of CASPs.
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The supervision of entities and activities in trading!®, post-trading®’, asset management®' and
crypto-asset services?? in the EU is carried out by national competent authorities (‘NCAs’),
sometimes including the National Central Banks (‘NCBs’). More details on supervisory set up can
be found in the Annex on Supervision.

At EU level, the European Securitics Markets Authority (‘ESMA”)? is responsible for ensuring
the integrity, transparency, and efficiency of financial markets and fostering consumer and investor
protection.?* ESMA’s founding regulation? sets out ESMA's objectives, tasks, and powers as well
as 1ts responsibility for coordinating the supervision of EU financial markets and the enforcement
of EU market and investment rules.?

ESMA plays a key role in promoting consistency and convergence in supervision across the EU
and has a range of tools at its disposal, such as issuing guidelines, making recommendations,
conducting peer reviews, investigating suspected breaches of Union law by national authorities
and resolving disputes between supervisors through binding mediation.?” Most of these powers
are, however, soft in nature and therefore do not allow ESMA to fully ensure supervisory
convergence. As a result, significant divergences and national supervisory approaches prevail (see
problem definition).

% In general, each Member State designates one national competent authority. However, in some Member States
multiple supervisors co-exist for different reasons.

20 There are 25 CSDs authorised in the EU under the CSD Regulation (‘CSDR’). CSDR Refit introduced a college
of supervisors for CSDs of substantial importance in at least two host Member States, which is comprised of NCAs,
ESMA and of relevant authorities, including the European System of Central Banks (ESCB). There are 14 CCPs that
have been authorised in the EU under the European Market Infrastructure Regulation (EMIR). For key decisions
(authorisation, risk model changes, etc.), NCAs must consult a college of supervisors.

2 Each UCITS fund must be authorised and supervised by the NCA of the Member State where it is domiciled.
The home NCA of the UCITS is responsible for supervising the management company in relation to the UCITS.

22 Beyond its regular coordination role, ESMA has a limited role in the supervision of CASPs designated
as “significant” (i.e. having at least 15 million users in the EU).

2 See Article 1 REGULATION (EU) No 1095/2010 of 24 November 2010 establishing a European Supervisory
Authority (European Securities and Markets Authority), (OJ L 331 15.12.2010, p. 84).

M ESMA, together with the European Banking Authority (‘EBA’), the European Insurance and Occupational Pensions
Authority (‘EIOPA”), and the European Systemic Risk Board (‘ESRB”), form the European System of Financial
Supervision (‘ESFS’), a framework for supervising and regulating the EU's financial system. Within this framework,
ESMA's competences are focused on financial markets, including securities and investment services, while EBA and
EIOPA oversee banking and insurance/pensions, respectively, allowing for specialized expertise
and a coordinated approach to financial supervision across the EU.

25 Regulation (EU) No 1095/2010 of the European Parliament and of the Council.

26 In certain limited areas, ESMA exercises direct supervisory powers, i.e. with regard to credit rating agencies
and trade repositories, CCPs established in third countries deemed to be of substantial systemic importance
and operating in the EU (such as LCH Ltd (UK CCP) and ICE EU (UK CCP)), recognised third-country benchmark
administrators and third-country benchmarks endorsed in the EU, securitisation repositories, and EU Green Bonds
external reviewers and ESG rating providers. Under the MIFIR framework, ESMA is also granted direct
responsibilities regarding the authorisation and supervision of certain Data Reporting Services Providers.

7 Binding mediation is a conflict-resolution mechanism used when there is a dispute between two or more NCAs
particularly in cases specified in legislative acts. ESMA resolves disputes by issuing a legally binding decision that
all parties must follow and may eventually also adopt individual binding decisions applicable to market participants
(Article 19 ESMA Regulation).
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While the other European Supervisory Authorities (‘ESAs’), such as the European Insurance
and Occupational Pensions Authority (‘EIOPA”) and the European Banking Authority (‘EBA’)
also play a role in integrating capital markets, they are not directly overseeing the sectors that
are in scope of this impact assessment.?® For this reason, this impact assessment focuses on ESMA.
This does not preclude the possibility that, in the future, broader reforms may also consider
the roles of the other ESAs as part of further efforts to strengthen financial supervision in the EU
if specific problems are identified.

1.3. MARKET CONTEXT

As confirmed by a large body of literature, EU capital markets are underdeveloped in both size
and depth,?*3? and there are significant differences in capital market development across Member
States (see Annex 12 for Member State specific evidence on capital market developments).

Figure 1 illustrates that total (traded and untraded) equity market capitalisation amounted
to 73% of GDP in the EU in 2024, compared to 130% in the UK and 270% in the US
(see also e.g. ECB (2025)*"). Over the past 15 years, major stock markets have grown significantly
but unevenly across jurisdictions: the US S&P 500 index increased by more than 350%, the Asia
Nikket 225 by more than 200%, the STOXX Europe 600 by about 100% and the UK FTSE 100
by about 50%. The US share of global free-float market capitalisation therefore rose from about
40% after the global financial crisis to over 60% by early 2025.3

Other indicators also show the relative underdevelopment of EU capital markets. For example,
the number of IPOs (initial public offerings) in the US has been more than triple the number
in the EU over the last decade (on average 107 IPOs in the EU annually versus 360 IPOs
in the US) (Figure 2). However, EU IPOs still exceeded the number of IPOs in the UK
(59 on average). A significant number of EU companies have moved their primary listing
to the US market, where new listings — including IPOs, direct listings, and listing via Special
Purpose Acquisition Companies (SPACs) — account for nearly 90% of relocations.*

% In case of MiCA, EBA has been given direct supervision of issuers of significant asset-referenced tokens
and e-money tokens.
¥ Market depth refers to the ability of a market to absorb large orders without significantly impacting the price
of a security, hence showing strong liquidity.
30 See for example: IMF, September 2019, “A Capital Market Union for Europe”; New Financial, January 2024,
“Searching for Growth: the Future of EU Capital Markets”; New Financial, January 2019, “The New Financial Global
Capital Markets Growth Index: Analysis of the size, depth & growth potential of capital markets in 60 economies
around the world”; AFME, November 2024, “Capital Markets Union — Key performance indicators seventh edition”;
Bruegel, June 2021, “Europe should not neglect its capital markets union”; European Investment Bank, March 2025,
“Investment Report 2024/2025: Innovation, integration and simplification in Europe”.
31 Capital markets union: a deep dive - Five measures to foster a single market for capital, ECB Occasional paper
Series, May 2025.
32 See pages 22-23 of European Financial Stability and Integration Review 2025. The sector composition of the EU
and US indexes diverges significantly. DG FISMA calculations illustrate that sector weighting alone does not account
for the return disparities. Even if the EU index would match the US index's sector composition, it would still
significantly underperform.
33 The proportion of European IPOs listing in the US has tripled since 2015 to 22% of all IPOs by European companies
by value. In particular in the biotech sector, over a quarter of European biotech companies that did an IPO
over the past decade listed in the US market, representing nearly two thirds of the value of IPOs by European biotech
companies. New Financial, April 2025, “A reality check on international listings”.
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Figure 1: Total market capitalisation relative to Figure 2: Number of IPOs by region of IPO
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Note: Company level market capitalisation is calculated Note: Number of IPOs by location of IPO stock exchange
as aggregate market capitalization of all issues of common (indicates the best of exchange where the company
equity whether traded or non-traded. If pricing got listed/will list pursuant to the IPO or the exchange
is not available for secondary classes, the price of the where it is currently trading. If there is no exchange
primary class is applied. Total market capitalisation is indicated in the IPO filings, it will indicate the current
calculated as the sum of company level market exchange for the primary listing of the company.).

capitalisation of all companies with their domicile in the
respective region at end-of year 2024. Relative market
capitalisation is calculated by dividing the values
by the regional GDP.

The lack of capital market development also shows in corporate funding structures. European
non-financial corporations (‘NFCs’) are much more reliant on bank loans than market funding,
i.e. debt securities and listed shares, compared to NFCs in the UK and the US. As shown
in Figure 3, debt securities and listed shares make up just 3% and 14% of NFC liabilities
in the EU whereas they respectively account for 7% and 31% in the UK and 6% and 38%
in the US.

While the development of capital markets depends on many different demand and supply factors,
one key driving factor is the market fragmentation which is at the heart of this impact assessment.
Figure 4 illustrates the development of financial integration in the euro area between 2000-2025.
Financial integration indicators fell sharply due to the combined impact of the 2008 Global
Financial Crisis (‘GFC”) and 2010-2012 euro-area sovereign debt crisis. Since reaching a low point
in 2012, both the price-based and quantity-based composite indicators of financial integration have
been slowly recovering. By the end of 2024, the quantity-based indicator of financial integration,
which reflects increased cross-border holdings of financial assets, has finally reached its 2006
pre-crisis value again. The more volatile price-based index, which increases with reduced
dispersion in asset prices or returns across borders, indicates that financial markets have been
gradually pricing assets more uniformly across the euro area, but has not yet reached its pre-GFC
level. The slow progress and protracted recovery towards past levels of financial integration
suggests that persistent fragmentation continues to hinder efforts to fully integrate the financial
system, thereby preventing the EU from fully realising the advantages of the single market.
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Figure 3: NCF financial liabilities breakdown as Figure 4: Price-based and quantity-based
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derivatives and employee stock options and other accounts
receivable/payable.

Against this wider context, this impact assessment specifically looks at fragmentation in the EU
trading, post-trading and asset management sector.

The “Study on consolidation and reducing fragmentation in trading and post-trading
infrastructures in Europe” (henceforth referred to as the “study on trading and post-trading”)*,
has been prepared for the Commission to support this assessment (see also Annex 4 and references
throughout this report). It analyses the evolution of the structure and ownership of EU market
infrastructures over the past 50 years until today. As shown in Figure 5, taken from the study, there
is no common pattern in the development of EU capital market infrastructure. Two main types
of market structure emerged at national level: horizontal (where stock exchanges and CSDs
are under different ownership), and vertical (where stock exchanges and CSDs share common
ownership). There is also a distinct difference between northern and western Europe,
which features numerous cross-border groups and operations, and eastern and southern Europe,
where market infrastructures operate almost entirely within national borders (indicated by grey
areas).

31 https://op.europa.ew/en/publication/doi/10.2874/2649452.
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Figure 5: Ownership of exchanges and CSDs in Europe (end-2024)
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in Europe.

In the EU trading sector, there is a proliferation of execution venues where financial instruments
can be traded. More precisely, there are 314 trading venues®, of which 119 RMs, 165 MTFs
and 30 OTFs. In addition to these trading venues, there are 167 authorised Sls in the EU.
Consequently, EU trading venues remain smaller and less liquid than their international peers,
notably in the US. The market capitalisation of trading venues in the EU was about USD 12 trillion
(60% of EU GDP) in 2024 whereas the two largest stock exchanges in the US had a combined
market capitalisation of USD 60 trillion, or over 200 of domestic GDP highlighting significantly
greater market depth compared to the EU. This lack of depth and liquidity and fragmented
infrastructure discourage company listings as it indirectly increases their cost of financing

35 In the context of this analysis, trading venues are identified at segment Market Identifier Code (MIC) level. Segment
different MICs are often used to distinguish trading systems. This allows for a precise identification of trading facilities
by market type, in instances in which the same market operator runs both a RM or a multilateral trading facility, for
example.
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and deters investors from investing into EU markets as they face higher transaction costs
and risks 36373

The large number of RMs in the EU is a direct heritage of national contexts, where each EU
Member State usually has a local RM providing listing services for local issuers. Despite around
20 years of regulatory changes aimed at fostering competition in market operations, primary
listings remain highly concentrated, with 4 exchange groups accounting for over 90% of market
capitalisation.®” Vertical integration among exchange groups is also highly prevalent, with many
providers owning two or all three parts of the market infrastructure value chain (trading, clearing,
settlement). Conversely, market trading has experienced substantial shifts in market structure, with
numerous new entrants and trading flows increasingly moving to alternative venues.*’ This shift
has yielded significant benefits, in particular lower transaction fees and liquidity gains (including
via competition in the quality and speed of matching engines). However, the resulting
fragmentation has simultancously increased other costs for market participants, particularly those
associated with determining where and when the best trading opportunities exist.*!

In the post-trading sector, there are 14 CCPs and 32 CSDs operating in the EU. 25 CSDs are
authorised under the CSDR, including two international CSDs (‘ICSDs’)*?, Euroclear Bank and
Clearstream Banking SA, and 7 CSDs benefit from the public authorities’ exemption under Art.
1(4) CSDR. In contrast, the US market is more concentrated and specialised, in particular with
respect to settlement, with 2 CSDs and 8 CCPs.** The fact that EU CSDs are the market
infrastructures most segmented along national lines is primarily due to historical developments
and established practices. National CSDs were established to serve local market needs to provide

3% International Monetary Fund (‘IMF’), June 2025, FINANCE & DEVELOPMENT: “Europe’s integration
imperative”.

37 Relation between liquidity and cost of equity see: Stock Market Liquidity and the Cost of Issuing Equity, A. Butler,
G. Grullon and J. P. Weston, Journal of Financial and Quantitative Analysis, 2005, vol. 40, issue 2, 331-348 — Link
& Liquidity and the implied cost of equity capital, M. Saad, A. Same, Journal of International Financial Markets,
Institutions and Money, Volume 51, 2017 — Link; et.al.

3% Relation between liquidity and risks see: Stock Market Liquidity: A Literature Review, P. Naik, Y.V Reddy, Sage
Open, 11(1), 2021 — Link ; Market liquidity: theory, evidence, and policy, T. Foucault, M. Pagano, A. Roéell, Oxford
University Press, 2023; et.al.

¥ Capital Market Infrastructure: Preparing the Financial Railway Tracks to Unlock the Untapped Potential of EU
Capital Markets’, Implement Consulting Group, June 2025 (pre-release version shared with COM - to be updated
once published).

40 See for example ‘Evolution of EEA share market structure since MiFID 11, ESMA, October 2023 — Link

41 Other jurisdictions are also characterised by a multiplicity of listing exchanges. In the US, the so-called ‘Reg. NMS’
has, twenty years ago, intended to address the inefficiencies stemming from the existence of several stock exchanges
in the US, and (indirectly) mandated the interconnection of all such exchanges. In China, the ‘Stock Connect” system,
which amounts to a mutual market access program for the Shenzhen, Hong Kong and Shanghai stock exchanges,
sought to make the Chinese stock markets more interoperable and reduce effects of fragmentation by allowing
members of one of such exchanges to trade on the other ones. In Europe, the open access provisions included in MiFIR
pursue a similar regulatory objective. See Regulation (EU) No 600/2014 (MiFIR), Article 35&36.

42 ICSDs are CSDs that provide services for international securities, such as Eurobonds.

3 In the US corporate bonds and equities are settled through the Depository Trust and Clearing Corporation (DTCC)
while government securities and related entities are settled through Fedwire Securities Service, which is operated by
the Federal Reserve System. The CCPs in the US are: ICE Clear Credit, ICE Clear US, the Chicago Mercantile
Exchange (CME), the National Securities Clearing Corporation (NSCC), the Fixed Income Clearing Corporation
(FICC), the Options Clearing Corporation (OCC), Nodal Clear, and MIAX Futures Exchange.
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for the safe custody of securities and for the efficient settlement of securities transactions at a time
when cross-border transactions involving securities were limited.

In 2024*, EU CSDs handled approximately 606 million securities settlement instructions worth
over EUR 70 trillion in value of securities and representing a total turnover of securities of over
EUR 2 770 trillion. These figures have increased annually by 20%, 25%, and 105%, respectively
since 2020. This activity however 1s not spread evenly across all EU CSDs. In fact, in 2024,
the four largest EU CSDs held over 76% of all securities in the EU.

There has been limited development in the provision of cross-border CSD services within the
EU* By 2024, the volume and value of cross-CSD settlement represented, respectively,
only 1.61% and 3.45% of the total volume and value of settlement in TARGET2-Securities (‘T2S’)
- a platform launched in 2015 and operated by the Eurosystem that offers harmonised
and streamlined securities settlement in central bank money to facilitate cross-CSD settlement.
The volume of settlement processed in T2S averaged 700,000 transactions daily with an average
daily value of EUR 790 billion in 2023. This was equivalent to 75% of the number of transactions
processed by T2S-participating CSDs and 50% of their value, suggesting that T2S is not capturing
all the settlement (including both domestic and cross-border) activity of its participating CSDs.*

The EU asset management sector has grown significantly, with net assets under management
almost doubling (+95%) to EUR 20.5 trillion between 2014 and 2024 (see Table 1). The EU is the
second-largest asset management market worldwide, accounting for around 29% of global net
asset value in 2024, according to the European Fund and Asset Management Association
(EFAMA).*" The sector is diverse, with approximately 65,000 funds (30,000 UCITS funds
and 35,000 AIFs) and low market concentration. Ongoing costs of investing in key EU financial
products have gradually declined, although these costs were already at high levels and costs in the
EU remain high by international standards. Although total assets are smaller than in the US
(see Annex 12 for the share of investment funds in households’ financial asset holdings in EU
Member States), the EU shows a much larger number of investment funds and asset managers.
The average fund size in the EU is correspondingly significantly lower than in the US
(and the UK), as further discussed in Section 2 as part of the problem definition. According to an
ESMA study on costs, the small size of funds in the EU has generally been associated with
the comparatively high levels of costs and charges, in line with the logic of economies of scale,
1.e. larger funds may benefit from economies of scale, potentially lowering expense ratios as fixed
costs are spread over a larger asset base.*® This is supported by data in an ESMA Market report
on costs, which provides that total costs of smaller equity, bond and mixed funds are higher
by respectively 14%, 27% and 17% than the total costs of larger funds.*

#“ Securities settlement statistics on the ECB securities trading, clearing and settlement database.

See: https://data.ecb.curopa.cu/publications/payments-statistics/3032564
4 “Provision of cross-border services by CSDs and handling of applications under Article 23 of CSDR from 2020
to 20227, European Securities and Markets Authority, ESMA74-2119945925-1568, 31 January 2024,
% Study on fragmentation in trading and post-trading markets infrastructures in  Europe:
https://op.curopa.cuw/en/publication/doi/10.2874/2649452
7 EFAMA Factbook 2025, available here: https://www.efama.org/sites/default/files/fact-book-2025 lowres.pdf
4 ESMA Study, The scale factor: Impact of size on EU fund cost structures, available here: ESMAS50-524821-3575
The scale factor: Impact of size on EU fund cost structures
49 ESMA Market report on Costs and Performance of EU Retail Investment Products 2024, available here: ESMAS50-
524821-3525 Market Report on the Costs and Performance of EU Retail Investment Products 2024
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Table 1: Characteristics of the asset management market in the EU, US, and UK

Indicator EU US UK

Total net assets (2024) EUR 20.5 trillion ~EUR 37.7 trillion' ~EUR 2.2 trillion?
Average fund size (2024) ~EUR 313 million* ~EUR 2.3 billion ~EUR 660 million
Number of funds (2024) ~65,000° ~7,500 ~3,300
Number of asset managers 5 & y
2024) 6,200 N/A (%) 1000
Growth in net assets (2014 — 5 AHGD AT
2024) 95% 120% 110%

Source: ESMA data 2024, EFAMA 2024, Momingstar data, ICI (2024 Fact Book, for US data and on the growth of the AM sector),
the Investment Association (Investment Management in the UK 2023-2024)

Note: ' USD ~39.2 trillion; 2 GBP ~2.4 trillion; * Of which approximately 30,000 are UCITS and approximately 35,000 are AlFs; ‘~EUR
420 million for UCITS and ~EUR 224 million for AIFs ® of which 1,700 are UCITS management companies and 4,500 are AIFMs.

(*) The structure of the US financial industry is centred on financial advisors, a concept that differs substantially from that of asset managers
m the EU regulatory framework.

2. PROBLEM DEFINITION

This initiative seeks to remove specific barriers stemming from the lack of harmonisation of EU
rules and supervisory approaches that give rise to the fragmentation and underperformance of EU
capital markets. These barriers hinder market-driven efforts to expand business and build scale
across the single market in the area of trading, post-trading and asset management services,
also using innovative digital technologies.

For analytical clarity, the assessment is structured around three interrelated problems, as illustrated
in the below stylised problem tree, the assessment is structured around three interrelated problems:
1) the fragmentation and lack of scale in the provision of trading, post-trading and asset
management services; 2) the fragmented and, as a result, less efficient and effective supervision
of those services; and 3) regulatory obstacles to the uptake of innovative digital technologies,
in particular DLT in trading and post-trading.

These problems impede the efficient functioning of EU capital markets, ultimately resulting
in higher costs and less investment opportunities for investors; higher costs and reduced financing
opportunities for firms; and other wider consequences that have long been associated with the
underdevelopment and fragmentation of EU capital markets, such as overall lower size and depth
of EU capital markets, lower economic growth, limited risk sharing and shock resilience.

While the focus is on the specific regulatory and supervisory barriers (the problem drivers) that
negatively affect the provision of trading, post-trading and asset management services, and the
uptake of innovative technologies, there are a myriad of other factors that continue to impede EU
capital market development and integration. Whereas some of these other factors can and are being
addressed in other initiatives under the SIU strategy (e.g. measures on financial literacy, pensions,
access to finance), others lie outside the financial services regulatory and supervisory framework
(e.g. differences across Member States in tax, company and insolvency law) or are non-legal in
nature (e.g. differences across Member States in culture, preferences, habits, risk-taking behaviour,
language, or wider macroeconomic conditions).

The general problems and wider consequences of the fragmentation and underdevelopment of EU
capital markets have been well-documented. Hence, to keep this assessment targeted,

22

www.parlament.gv.at



proportionate and manageable, references are introduced to existing studies and reports
documenting the magnitude of the general problems. The assessment is focused on the specific
problems and underlying problem drivers that are in scope of this initiative, explaining to the extent
possible their relation to and relative impact on the wider problem.

As further explained below and in Annex 4, quantifying the relative importance of the specific
problems is challenging, given the many external factors at play that cannot be easily controlled
for and the data limitations to model how the specific factors influence market outcomes.
The assessment therefore comprises quantitative and qualitative evidence, drawing also from
various sources, including the “Study on trading and post-trading" and the “Study of barriers
to, and drivers of, the scaling-up of funds investing in innovative and growth companies”
conducted on behalf of the Commission.

This section provides the more high-level summary assessment of the problems, with the more
granular and technical assessment of specific barriers and resulting problems in the different
sectors described in the separate annexes (indicated by cross-references in the text).

—

Barriers to cross-border activities and innovation Non-aligned supervisory practices across Member
States and weak tools and powers at EU level

-Divergent rules and burdensome requirements

T -Non-aligned supervisory practices and interpretations across MS

-Limited tools and powers at EU Level to enforce convergence and
adopt a comprehensive internal market supervisory approach

DRIVERS

-

[

Lack of market integration Supervision is fragmented, Innovation and uptake of new
and scale less efficient and ineffective technologies is hindered

PROBLEMS

Inefficient functioning of the EU market for capital, leading to:

- Higher costs and less investment opportunities for investors

- Higher costs and less financing opportunities for businesses

- Adverse impacts for the wider economy (lower competitiveness
of EU capital markets, reduced economic growth and resilience)

CONSEQUENCES

2.1. WHAT ARE THE PROBLEMS?

2.1.1. Lack of market integration and scale

The provision of trading, post-trading and asset management services in the EU are fragmented
and lack scale. This is illustrated by the larger number of entities and the smaller size compared
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to other well integrated markets (e.g. the US), and indicated in Section 1.3 on the market context.*

Operating across-borders in such a fragmented environment results into higher transaction costs
and fees for financial market participants and, ultimately, higher costs for investors and companies
seeking financing. Fragmented markets mean European firms have a narrower investor base
and less liquid markets, which increases their cost of issuing equity or debt, as investors demand
a higher return to compensate for lower liquidity and higher information costs.

The majority of stakeholders (especially relevant stakeholders and associations of the sectors
covered in this initiative) supported removing cross-border operational and regulatory obstacles
and duplicative requirements, called for more interoperability between market infrastructures,
and underlined the need to modernise EU rules on trading, clearing and settlement, to achieve
greater efficiency and scale. In the area of asset management, relevant industry associations and
market players stressed the need to reduce gold-plating and simplify rules on marketing,
disclosures and enhance funds’ passporting. Many financial institutions and market operators
favoured a technology-neutral regulatory approach that accommodates innovation, including
distributed ledger technologies. Stakeholders also warned that harmonisation must
not compromise flexibility or investor protection and cautioned that integration should preserve
competitiveness and diversity across Member States. A recurring theme was the need
for regulatory coherence, legal certainty and predictability. Other stakeholders, including
professional bodies, law firms and chambers of commerce, stressed the importance
of harmonisation in post-trade processes and legal clarity in areas such as settlement finality
and collateral and securities law. They called for proportionality in regulatory reforms and
alignment with accounting and tax frameworks to reduce cross-border frictions.

Trading in Europe exhibits a high degree of fragmentation. As noted in Section 1.3., there are more
than 300 trading venues which offer similar or overlapping services in trade execution / matching
(see figure 4). In addition, there is fragmentation across lit (pre-trade transparent) and dark (non-
pre-trade transparent) execution protocols. This latter split is, to a large extent, demand driven and
arises from different priorities of market participants at different times, notably speed of execution
(lit venues will offer faster matching) and market impact of execution (dark venues will not ‘leak’
information on trading interest to the market). Increased competition between trading venues has
reduced the direct costs of trade execution in the EU and benefited liquidity. However, an
excessive degree of fragmentation also tends to raise other costs for market participants.
For example, order book data needs to be collected from multiple markets to find the best execution
conditions. In addition, increased speed in order entry and matching (arising from competition
effects), while decreasing bid-ask spreads, implies that market participants require more
sophisticated IT and hardware (thereby increasing costs) to address quotes and act on incoming
market data. An increased number of trading venues can also lead to more arbitrage opportunities
and heightened adverse selection for liquidity providers. Liquidity providers engage in arbitrage
trades to profit from small price differences across venues, thereby keeping prices aligned,

30 At the same time, it should be acknowledged that extreme forms of consolidation (e.g. where only one or two players
remain) may lead to a worse-off outcome by reducing competitive pressure on players and, consequently, potentially
leading to higher prices and lower quality of services. Hence, any measures seeking increasing integration should be
taken in knowledge of their impact on competition, to ensure that a careful balance between consolidation and
competition is preserved.
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but with a large number of venues it becomes increasingly difficult to source and aggregate pricing
information at the high speeds necessary to compete. This in turn can lead to reduced liquidity
provision and an increase in spreads®! thus decreasing overall market efficiency.

Fragmentation effects are normally not linear. For instance, effects can be positive for large caps
but negative for less traded small caps.>? This makes it difficult to determine what market structure
would maximise downstream user benefits. Stakeholder input received, the external market study
conducted for the Commission as well as other reports>® point to significant increases in indirect
costs due to fragmentation in trading in the EU. This lowers efficiencies, regardless of optimal
market structures. At the same time, there is little evidence that benefits of further fragmentation
(e.g. lower fees) can outweigh these costs.>* Stakeholders also often note disproportionate negative
effects of fragmentation on small and micro caps.’> Comparison with the US reveals that a high
level of concentration enables US operators to exploit scale effects that benefit downstream users
through lower costs and indirect liquidity effects, reducing capital costs (see also Section 2.3. on
consequences). Data shows that the top five US venues account for 74 % of on-exchange share
turn-over whereas in the EU it is only the top 10 venues that capture a similar share (+-75%).%¢ At
the same time, at aggregate level, the average daily value traded is more than 4 times higher in the
US than in Europe (EUR 288bn vs EUR 65bn in 2023°7). According to some figures, liquidity on
US regulated markets alone is more than double the total liquidity across all channels in Europe.*®
It is difficult to compare EU-US direct transactions costs across operators, different asset classes
and professional / retail clients given factors such as detailed pricing schedules, rebates and trade-
external costs (¢.g. one study finds that settlement costs are on average 65% higher in Europe™).
There are however indications that indirect costs (lower bid-ask spreads due to higher liquidity)
are lower in the US.

EU operators are typically structured across groups and market operating entities (see Figure 5).
This organisational structure allows operators to generate some, though limited, synergies at group
level while navigating persistent barriers at national level. The national factor remains crucial for
multiple reasons, notably differences in (1) interpretation and transposition of EU law, (ii)
supervisory approaches, and (i11) other national legal frameworks (such as securities law, company
law, transparency, and taxation). This initiative focuses only on the first two factors. Stakeholder
feedback also points to the fact that local presence, and the perception of markets being linked to
national ecosystems, plays a strong role in maintaining separate markets at local level, especially

3! See for example ‘Trading in Fragmented Markets’, M. Baldauf, L. Mollner, Journal of Financial and Quantitative
Analysis 2021;56(1):93-121, June 2020,
32 See ‘Drivers and Effects of Stock Market Fragmentation — Insights on SME Stocks’, J. Lausen, Jens, B. Clapham,
P. Gomber, M. Bender, SAFE Working Paper No. 367, March 2022 — Link
3 E.g. ‘“There’s No Market in Market Data’, Market Structure Partners, January 2025.
34 Initial fragmentation (pre-MiFID national monopolies) to a structure with competing alternative venues operators
had strong positive impacts on costs and bid-ask spreads initially but these effects tend to reduce in size with increasing
fragmentation.
3% One likely explanation is that low trading volumes are insufficient to attract other large market makers which could
bridge fragmentation across markets more efficiently and would boost liquidity. Absence of efficient hedging products
is a further factor which increases risks for market makers. Large caps tend to face less problems due to high trading
interests.
3 Evolution of EEA share market structure since MiFID II, ESMA, October 2023
37 Figure for all companies above €250m market cap; Source: Demystifying the liquidity gap between European and
US equities, Euronext, March 2024 — Link
#0liver Wyman, The Liquidity Matrix - Addressing fragmentation in European equity markets, July 2025 — Link
3 See ‘Analysis of CSD Fees in Major European Markets’ — AFME — Link
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for listing purposes. An additional demand-driven factor for local presence is that some investors
(e.g. public pension funds) may wish to invest in companies on a domestic market.

Figure 4: Fragmentation across different Figure 5: Example on-exchange market structure
execution venues
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o ==
% U% ok % :m:a-madtel
2 ragmented
Consolidating
group

CAC40, FTSE FTSE 100 DAX 40 SMI20 OMX530
MIB 40, AEX 25

B Primarylit [ MTFlit  © Bilateral [ Non-addressable [l Dark
Listed on other regulated markets

Source: Oliver Wyman, The Liquidity Matrix - Addressing fragmentation ~ Source: ESMA

in European equity markets — Link Note: ‘market segments’ may be better labelled as ‘trading venue’ (which
Note: Liquidity fragmentation at the single-stock level - Share of total operate multiple segments) depending on setup.

traded notional, %, Jan-May 2025.

Market operators have reported incurring extra costs linked to diverging practices of how the
trading platform operates, and additional procedures not required in EU legislation, amounting to
an estimated EUR 1 million per group-level changes (e.g. approval of change of trading platform
such as function of order types or microstructure setup / matching process). Different supervisory
approaches and the lack of a single licence to operate markets cross-border in all EU Member
States add further administrative and other compliance costs.

Problems at the trading level are exacerbated by similar fragmentation issues in EU post-trade
infrastructures. Users, particularly smaller brokers, are often not able to navigate the EU trading
infrastructure as a single, integrated pool of liquidity, which limits their ability to operate
efficiently and effectively across the EU. There 1s a significant discrepancy in the fees brokers
charge for executing transactions on their domestic markets, as opposed to those in other Member
States. A key reason for these high costs is higher clearing and settlement fees. Clearing and
settlement of equity transaction across national borders have been found to be two to six times
more expensive than an equivalent transaction cleared and settled domestically.®” Multiple brokers
across different Member States impose fees that are up to three times higher for executing trades
in other markets in the EU compared to their domestic market, and often these fees exceed what
the same broker charges for trading US securities. Out of a sample of brokers and neo-brokers

¢ From Giovannini barriers to Capital Markets Union — Bank of Finland Bulletin
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located in 5 Member States, it was evidenced that trading securities from another Member State
was systematically as least as expensive, and usually significantly more expensive, than trading
US securities.®!

These higher costs stem from the need to interact with multiple national systems and comply with
varied procedures and national laws. The presence of multiple CCPs and CSDs implies higher
transaction costs for cross-border investors, which mn turn translates into less cross-border
investment in securities. The average total settlement cost to a CSD client in Europe is EUR 0.53
per transaction, with approximately EUR 0.10 attributed to pass-through of T2S charges. For T2S
CSDs, the average settlement instruction fee is EUR 0.34, including T2S charges.®? This compares
unfavourably with the US, where the average total settlement cost per transaction is EUR 0.25.%

In 2022, cross-border settlement constituted less than 20% of total settlement.®* The domestic
nature of settlement infrastructure creates technical complexities and increased operational risk
because of market participants having to connect to different systems to access different national
markets. This effectively means that there are technical and legal barriers inhibiting
the development of a truly European post-trade landscape, with implications for the
straightforward availability of investment opportunities for investors. Due to its operational
complexity, the settlement infrastructure in the EU (i.e. CSDs, including T2S costs passed on by
CSDs, but not including the ICSDs) 1s estimated to cost the industry around EUR 1bn annually,
roughly double the cost of the two CSDs in the USA (DTCC for Securities, Fedwire Securities
Services for Treasuries).®

The market fragmentation prevents financial intermediaries from exploiting potential economies
of scale, thereby limiting their ability to achieve efficiency gains by increasing cross-border
activity. For example, Figure 4 from the study carried out for the Commission shows that revenue
per transaction, and consequently costs for the clients, decreases as the number of settled
transactions increases, clearly pointing to economies of scale. These economies of scale occur
when the fixed cost associated with building and maintaining the necessary technical infrastructure
and ensuring regulatory compliance can be spread over a larger number of transactions. Currently,
regulatory barriers hinder efficiency gains enabled by a market structure with higher concentration
of trading and clearing activities.

8! Information based on internal analysis of the publicly available fee schedules of a representative sample of neo-
brokers and banks active in 8 Member States. See Annex 7 ‘Trading” for more details.

82 AFME (2025) “Analysis of CSD Fees in Major European Markets™.

8 Study on consolidation and reducing fragmentation in trading and post-trading infrastructures in Europe:
https://op.curopa.cu/en/publication/doi/10.2874/2649452

6 Based on ESMA data for cross-border activity (ESMA74-2119945925-1568) and the total value of settlement
instructions from the ECB securities trading, clearing and settlement data base.

8 Ibid.
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Figure 6:°° Economies of scale in CSDs (2023)%”

European CSDs
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Source: ECSDA database, annual reports of DTC, DTCC and FRB

The EU asset management sector has experienced significant growth while also reducing ongoing
costs (see Section 1.3). As the world’s second-largest market, it holds 29% of global assets and
encompasses approximately 65,000 funds. However, despite this growth, regulatory barriers and
other challenges hinder its optimal development, leading to unfavourable market outcomes.

First, the EU asset management market is highly fragmented, which restricts investor choice,
hinders fund competition®®, and prevents the creation of a true single market. Although there are
many funds available, most are only sold in one country® and almost none are marketed in all 27
Member States. In addition, funds that are distributed on a cross-border basis are typically
available in only a few countries (see Table 2). As a result, these funds have limited market
penetration outside their home country. This restricts investor choice, falling short of what a
genuine single market should offer. Furthermore, this fragmentation also affects the funds
themselves, as being available in multiple national markets would give them access to more
investors and enable them to achieve economies of scale.

% Final report of the High Level Forum on the Capital Markets Union (p. 69).

7 From the Study on consolidation and reducing fragmentation in trading and post-trading infrastructures in Europe:
https://op.curopa.cu/en/publication/doi/10.2874/2649452

%8 Economic research shows that new entry impacts incumbents through price and quantity competition, with the effect
of new funds entering depending on competition intensity in the market. Incumbents facing high competitive intensity
engage in price competition by reducing management fees. It should be noted that this research also concludes that
investors did not benefit from the price competition in terms of lower fees as the lower management fees were offset
by an increase in distribution fees. However, where funds enter the market and face low levels of competition for
incumbents, investors still profit from increased diversification opportunities. This is particularly the case for the
smaller markets that currently benefit less from the cross-border distribution of funds. For further details, sec Wahal,
S., & Wang, A. Y. (2011). Competition among mutual funds. Journal of Financial Economics, 99(1), 40-59.

% According to ESMA (2025), most UCITS funds are sold domestically. However, practices differ across countries.
Some countries mainly sell domestic funds, while others predominantly market their funds abroad. ESMA, ESMA
Market report on costs and performance of EU Retail Investment Products 2024, ESMA50-524821-3525, 14 January
2025. Available at: https://www.esma.europa.ew/sites/default/files/2025-01/ESMAS0-524821-
3525 ESMA_Market Report - Costs_and Performance of EU_Retail Investment Products.pdf

28

www.parlament.gv.at



Table 2: Cross-border distribution of UCITS funds in the EU

Range UCITS Domicile Average number of Member
States where UCITS funds are
marketed cross-border

More than 4 Luxembourg, Lithuania 438

Ireland 4.1

Between 2 and 4 Estonia 33

Malta 2.4
Less than 2 France 1.7

Finland 1.6

Belgium, Netherlands, Sweden 1.5

Austria, Germany, Latvia 1.3

Denmark 1.1

Italy, Poland, Portugal, Spain 1.0
Average across EU Member 2.0
States

Source: Momingstar; DG FISMA calculations.

Significant obstacles to fund consolidation across Europe, including regulatory inconsistencies and
local distribution agreements, contribute to the prevailing fragmentation.”” Moreover, funds
marketed in multiple EU countries tend to have higher ongoing costs, partly due to the local
requirements and market practices imposed by host Member States on the marketing of cross-
border funds.”’

These findings are corroborated by stakeholders’ feedback provided in interviews conducted in a
recent study’? that was commissioned by the European Commission. Interview respondents often
highlighted that national requirements on marketing and fees significantly diverge across Member
States. Consequently, fund managers often limit marketing to home or familiar jurisdictions. In
addition, in the targeted consultation accompanying this initiative, a majority of respondents
(mainly large asset managers and investment associations) considered fees and charges levied by
approximately 17 host NCAs to be a significant barrier to the distribution of investment funds.
They pointed out that these fees can discourage fund managers, particularly smaller or newer
market entrants, from pursuing cross-border notifications, particularly for smaller markets. It is
especially the cumulative effect of regulatory fees and the complexity of some fee structures that
affect the decisions of fund managers. This issue is closely linked to the problem of fragmented
supervision (see Section 2.1.2) where funds in the EU often have the same investment strategy,
portfolio composition and management team, but are domiciled and authorised/supervised
separately in different Member States.

" EFAMA, Beyond fund consolidation: a more promising strategy for bigger funds and faster cost declines in Europe,
Market Insights 20, February 2025. Available here: https://www.cfama.org/sites/default/files/files/market-insights-
20-bevond-fund-consolidation.pdf

! For further details, see Investment Company Institute (ICI), Cross-Border Frictions Within EU Capital Markets Can
Drive Up Costs, June 2023.

2 Study of barriers to. and drivers of, the scaling-up of funds investing in innovative and growth companies (2025).
Annex 9 also contains case studies on costs associated with the cross-border distribution of funds.
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Respondents to the consultation reported that, for both UCITS and AIFs, regulatory fees are a
barrier to the distribution of investment funds in the single market, with almost half reporting it as
a “significant” barrier’®, while also noting that information on such fees is not easily available.
One large asset manager noted that the CBDR sought to enhance transparency, particularly around
regulatory fees, and to limit burdensome or opaque practices, with one key measure requiring
NCAs to publish applicable fees online. However, it noted that in practice, fee transparency
remains limited and, in many cases, fees are not clearly presented or easily accessible on NCA
websites, with fund managers often only becoming aware of the full cost late in the registration
process. This uncertainty can often result in the need to engage local counsel for advice. Case
Study 2 in Annex 9 highlights a cost of EUR 65,000 associated with the payment of regulatory
fees for just one AIF marketing on a pan-EU basis, which includes the appointment of a local agent
in some Member States to arrange the payment.

In addition, individual funds in the EU asset management industry are small. The average UCITS
fund size is EUR 420 million, significantly smaller than the average size of US funds, which is
approximately EUR 2.3 billion. This is a long-standing issue’®, with the difference between the
EU and US industry widening over time (see Figure 5). In addition, only 13% of all UCITS funds
(3,500 funds) manage at least EUR 2 billion, while 38% (11,400 funds) manage less than EUR
100 million”, indicating that many funds in the EU tend to be small in size.
This lack of scale results in higher costs, with UCITS fees remaining above US levels. The asset-
weighted average product cost of US mutual funds is significantly lower than that of UCITS,
0.65% for active funds and 0.05% for index equity mutual funds, according to EFAMA.

™ Question 34 of the consultation asked: “are fees/charges, currently levied by some host NCAs, a significant barrier
to the distribution of investment funds in the single market?”. Of the 28 responses to this question, 13 answered yes,
8 were neutral and 7 answered no. Of those that answered neutral and no, many qualified their reply to say that while
not a “significant” barrier, the fees levied by host NCAs vary considerably and can discourage some managers from
pursuing cross-border notifications, particularly for smaller markets or limited distribution efforts.

" See e.g. Otten, R and Schweiltzer, M. (2002), Comparison between the European and the US Mutual Fund Industry.
Managerial Finance, 28(1), 14-35; EFAMA, Beyond fund consolidation: a more promising strategy for bigger funds
and faster cost declines in Europe, Market Insights 20, February 2025; or Ferreira, M., Keswani, A., Miguel, A., and
Ramos, S. (2013), The determinants of mutual fund performance: A cross-country study. Review of Finance, 17(2),
483-525.

3 Source: Morningstar; DG FISMA calculations.
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Figure 5: Average size: EU equity UCITS vs US Figure 6: EU UCITS average size: domestic vs
equity mutual funds cross-border distributed funds
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equity mutual funds in USD millions. UCITS. Registered are funds registered to be sold beyond

domicile’s borders. Cross-border are defined as funds
distributed at least in three countries including their
domicile. Figures are in EUR million.

The small average fund size implies that EU funds are not benefiting from economies of scale.
In general, economies of scale occur when average product costs decline as output increases.
Research’® suggests that such economies may exist in the fund industry, as corroborated by
empirical findings.”” As a result, fund size influences a fund's cost structure by spreading fixed
costs over a broader pool of managed assets.”® To operate efficiently, funds need to attain sufficient
scale as many funds operating costs, including accounting, IT and compliance costs, are largely
fixed.

A comparison of the average fund size of domestic and cross-border-marketed funds show that
domestic funds tend to be significantly smaller (see Figure 6). In addition, fixed costs of cross-
border funds tend to be higher than for single-country funds (see Figure 8). The average ongoing
charge for cross-border equity funds in 2021 was 1.36 percent compared with 1.23 percent for
single-country equity funds (see Figure 7), and 0.96 percent against 0.77 percent for a fixed income
fund, illustrating that cross-border funds face cost disadvantages, among others due to additional
marketing and registration costs.

7 Sirri, E.R. and Tufano, P. (1993). Competition and change in the mutual fund industry, in: Hayes, S. (ed.), Financial
Services: Perspectives and Challenges, pp. 181-214. Harvard business school press.
7 See e.g., Dermine, J., & Réller, L. H. (1992). Economies of scale and scope in French mutual funds. Journal
of Financial Intermediation, 2(1), 83-93; Mauerer, R., & Schaefer, A. (2009). Does size matier? Economies of scale
in the German mutual fund industry, Working Paper 201 for Germany; or ESMA, ESMA Market report on costs
and performance of EU retail investment products 2024, ESMAS50-524821-3525, 14 January 2025.
"8 Indro, D. C., Jiang, C. X, Hu, M. Y., & Lee, W. Y. (1999). Mutual fund performance: does fund size matter?.
Financial Analysts Journal, 55(3), 74-87.
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Figure 7: Average ongoing costs: EU cross-border Figure 8: Fixed costs: domestic vs cross-border
vs single-country funds distributed funds
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Europe, Market Insights 20, February 2025. distributed equity funds, defined as those funds registered

Note: Figures are for 2021 and expressed as percent. Cross-border and available for sale in three or more countries. Single
funds are cross-border distributed equity funds, defined as country refers to single-country equity funds and include

those funds registered and available for sale in three or more funds registered and available for sale in one country and
countries. Single-country funds are single-country equity round-trip funds. Fixed costs are estimated as the difference

funds and include funds registered and available for sale in between the simple average ongoing charge and the simple

one country and round-trip funds.™ average management cost. Data exclude funds with

performance fees and exchange-traded funds.

If funds experience economics of scale, investors benefit from incurring lower expense ratios if
cost savings are passed on to them.*” A recent study®' by ESMA evidenced that in the EU and US
fund markets, larger share classes and parent companies have lower expense ratios, confirming the
impact of economies of scale. Economic research thus shows that size and economies of scale
indeed drive down expense ratios®?, in line with the more general conclusion that larger funds have
lower costs.*® In line with this, some NCAs reported in the 2021 Common Supervisory Action
on costs and fees** that smaller entities constituted the largest part of the funds with extraordinarily

" Funds domiciled in one country but primarily intended for sale in a different country.

80 Latzko, D. A. (1999), Economies of scale in mutual fund administration, Jou