EU wants its stock markets to work in step

PARIS The hard truth for Europe behind the cloak-and-dagger bidding for London's venerable stock exchange is
that whoever wins - Euronext, Deutsche Bérse or no one - the United States would still have the world's biggest
markets for investors and capital-hungry companies.

So rather than competing with the United States on size alone, European Union officials have been quietly
advancing plans that push national exchanges within Europe to cooperate, rather than compete, on delivering
low-cost capital to companies. Raising money is a critical issue as anxiety mounts over the Continent's difficulties
in stimulating significant growth and seeding a new crop of globally competitive companies.

The experiment is at an early stage; national governments still must implement many initiatives. But business
groups are hopeful that a raft of measures will break down barriers that have long impeded cross-border trading
and investing, generating greater pools of capital.

"The 25 EU markets may never function like a market of one single country because of differences like language
and investor culture," said Burcak Inel of the European Banking Federation in Brussels.

But, she added, regulators already have done "a lot to introduce the right regulatory framework and to eliminate
all the barriers that can be eliminated."

Among measures expected to come into force by 2007: common rules to curb insider trading as well as rules to
allow companies to raise money anywhere in the EU and to keep them honest about what they tell investors.

EU officials are also using antitrust laws to force exchanges, like Deutsche Borse, to open up the nuts and bolts of
trading - known as clearing and settlement - to make it cheaper for cross-border investors to collect their cash.

"In principle, everyone should be able to buy financial products from wherever they want in Europe, while knowing
that they are properly protected," the EU internal markets commissioner, Charlie McCreevy, said in a speech last
week in Luxembourg.

Echoing the political aspirations of some Europeans, EU officials already talk about a federal system for financial
Europe that preserves the location and national character of stock markets while making it easier for companies
to raise much larger sums of money in a wired-up world.

Business leaders frequently cite the absence of a single, deep and liquid stock market as one of the prime
reasons for Europe's lackluster performance compared with the United States.

"In Europe we hit national barriers to the availability of capital sooner than in the U.S., forcing companies to look
abroad, and we know how complicated and costly that can get," said Gregor Pozniak of the Federation of
European Securities Exchanges in Brussels. Varying rules across Europe add about €1 billion, or $1.3 billion, to
fees paid annually by investors, according to the European Savings Banks Group, also based in Brussels.

A takeover of the London Stock Exchange by Deutsche Boérse, based in Frankfurt, or Euronext, based in
Amsterdam, should do much to focus investment and capital-raising activity in Europe. A tie-up between the
London exchange and the Frankfurt market would put about 40 percent of Europe's stock market capitalization
under one roof. That figure could rise to 60 percent if London eventually reached a deal with Euronext, which
already groups together four European stock markets.

For now, the bidding is stalled. Deutsche Bérse this month withdrew its offer for the London exchange after a
shareholder revolt. But it reserved the option to bid again if Euronext followed through on its expressed interest to
make a bid.

Even if a deal is done, remaining national exchanges still could vie individually for local savings, and the New
York Stock Exchange would keep its place as the world's No.1 bourse, drawing investors from all over the world.

The NYSE emerged as America's leading exchange by the early 20th century through use of new technologies,
including the stock ticker and the telegraph, stealing a march on rivals in Boston and Philadelphia.



That consolidation took at least a century, though. Europe faces different challenges. Some exchanges use
different computer systems, while less tangible factors including enduring protectionist strategies and Europe's
less-developed shareholder culture.

Thus the attractiveness to EU officials of a federal-style system. Euronext, established in 2000, is a frequently
cited model.

Traders in Amsterdam, Brussels, Paris and Lisbon still consult national indexes and operate under national laws.
But Euronext's overall structure means that investors can gain access to a single trade price for stocks across all
four markets. That helps to satisfy customers who prefer to trade and raise money locally at a time when the cost
of obtaining information on foreign companies and legal procedures remains an obstacle.

"Markets don't have to come together physically, it's being able to move across markets technologically that
counts," said Tom Brookes, a European policy expert at the public affairs firm GPlus Europe in Brussels. "The
long view in the EU is to integrate the many smaller markets, and maybe to cluster those around two or three
bigger financial centers."

Yet as in other spheres of the EU's development, politics and protectionism have long dogged attempts to join up
myriad financial interests.

During the early 1990s, governments lobbied to maintain rules that allowed them to force the majority of trades
through their own exchanges.

Incompatible computer systems help keep the cost of cross-border trades higher than domestic trades.

In 1998, Deutsche Bérse and the London exchange tried to cobble together a pan-European alliance, but they
abandoned the project after a disagreement over what technology to use. The two exchanges next tried in 2000
to create iX, an exchange for growth stocks. But an attempt by Sweden's stock exchange, OM, to buy the London
exchange outright later that year wrecked the iX project.

Even if consolidation among European exchanges stumbles once again, the environment already looks rosier for
investors and companies than it did five years ago.

New U.S. accounting and disclosure requirements under the Sarbanes-Oxley Act, enacted in the wake of recent
corporate scandals, have added to the costs of listing in New York. European governments are moving, albeit
slowly, to approve the changes aimed at opening up exchanges.

"For the first time, there is a real global alternative: the integrated European financial market," McCreevy of the
EU said, even as he warned governments to show "commitment and responsibility" and "deliver what we have
agreed."

Meanwhile, Deutsche Bérse and Euronext are burnishing their cross-border credentials and profitability by
expanding into debt and futures markets.

On Tuesday, Euronext announced a joint bid with Borsa Italiana in Milan for a leading bond trading market, MTS
in Rome. Euronext also announced higher-than-expected earnings, bolstered by sales from derivatives trading.

Deutsche Borse already owns the world's biggest futures market, Eurex.

See more of the world that matters - click here for home delivery of the International Herald Tribune.
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