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Although the European Union (EU) has implemented initiatives and common rules regarding 
securities settlements, no similar integration initiatives have been proposed for the issuance 
and initial distribution of debt securities. The EU does not function as a single market given 
that issuers of euro debt instruments still have to use multiple and non-harmonised channels 
and procedures. A harmonised European framework for the issuance and initial distribution 
of debt securities or the establishment of a new European market infrastructure service is 
widely considered a way to create a deep and liquid single market for debt instruments. While 
such a paradigm shift promises signifi cant improvements compared with the existing debt 
issuance and distribution landscape, a hasty and poorly designed public intervention would 
risk distorting the market, thereby increasing complexity and bringing more fragmentation.
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In May 2019, the Eurosystem launched a public consulta-
tion and invited relevant market participants to provide their 
views on the establishment of a European mechanism for the 
issuance and initial distribution of debt securities in the Eu-
ropean Union (European Central Bank [ECB], 2019b). Estab-
lishing such a mechanism would have an impact not just on 
issuers and investors, but also on the central securities de-
positories (CSDs), custodians, dealers, issuing agents, pay-
ing agents and other stakeholders who would have to learn 
how to work with the new mechanism.

In the aftermath of the recent global fi nancial crisis, the EU 
has accelerated efforts to establish a single integrated capi-
tal market (European Commission [EC], 2015). An important 
component thereof is the market for debt securities, which 
has almost tripled in the last 20 years in terms of outstand-
ing amounts of debt – €17,382 billion in 2019 compared with 
€6,458 billion in 1999 (ECB, 2020). Nevertheless, since 2001, 
the EU has identifi ed several problems and restrictions on 
the activities of primary dealers of debt instruments, result-
ing in market-makers often having to set up local securities 

operations and using the local settlement system for settling 
transactions (EC, 2003). The location of the fi nancial instru-
ments and that of the parties involved in a fi nancial trans-
action continue to affect issuance, trading, clearing and set-
tlement procedures. Integrating national fi nancial markets at 
the EU level would require breaking this link.

Thus far, the EU has implemented initiatives and common 
rules regarding securities settlements. For example, the 2014 
regulation on central securities depositories (CSD Regula-
tion; Regulation (EU) 909/2014, 2014) lays out applicable 
rules and requirements for CSDs operating securities settle-
ment systems. Another example is the establishment of the 
TARGET2-Securities (T2S), a platform for securities settle-
ments allowing for the safe and simultaneous payment and 
delivery of securities (ECB, 2019c; ECB, 2018). However, in 
the context of the issuance and initial distribution of debt se-
curities, no similar integration initiatives have been proposed. 
Therefore, the EU does not function as a single market in this 
regard and issuers of euro debt instruments still have to re-
sort to multiple, non-harmonised channels and procedures.

Issuance process for debt securities: Weaknesses and 
challenges

Currently, the pre-issuance phase involves the preparation 
of the debt issuance and price discovery and takes place 
through syndication, auctioning or private placement, de-
pending on the issuer’s choice (European Post Trade Forum, 
2017). Dealer banks and agents provide advice to the issuer 
and underwrite the issuance; these dealers also interact with 
investors and collect orders following applicable regulatory 
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considerations, such as the know-your-customer (KYC) re-
quirements (Association for Financial Markets in Europe 
[AFME], 2019). Dealer banks may provide the proprietary 
tools necessary to support these activities, although techni-
cal facilities provided by a third party can be used as well. 
At the end of this process, the issuer and the investors con-
clude an agreement on the economic terms of the securities 
and the trade is fi nalised.

Meanwhile, in the post-trade phase, debt securities are is-
sued in CSDs and are delivered to investors (Wendt et al., 
2018). The distribution of debt securities to investors takes 
place through intermediaries and multiple distribution chan-
nels (AFME, 2015; SWIFT, 2017). In fact, the distribution of a 
new issue is “a very fi rst, short step before secondary market 
operations start” (European Central Securities Depositaries 
Association, 2019). In the lifespan of the debt security, agent 
banks represent the issuers in terms of the management of 
securities and cash accounts; that is, they collect and dis-
tribute interest payments to investors who hold fi nal balanc-
es with CSDs, local custodians or global custodians.

The main weakness of the existing securities distribution 
channels, however, is the fact that they remain fragmented 
and largely national. Given the variations in national regula-
tions and procedures for issuing and holding debt securities 
(Deutsche Bank [DB], 2019), investors may face unnecessary 
costs and complexity. Whereas issuers, for their part, are 
prevented from effi ciently reaching all investors on an equal 
basis, especially when small debt issues are involved. Evi-
dently, this should not be the case in a single capital market.

Furthermore, due to the lack of a pan-European issuance 
mechanism, issuers are very likely to choose their domestic 
market and local CSD. Thus, market participants located at 
the country of issuance might fi nd themselves in a prefer-
ential position. Under the current fragmented regime, local 
investors are facing a smaller number of intermediaries and 
lower costs of holding assets compared with foreign inves-
tors (Goldberg, 2002). Such a privileged position in terms of 
issuance location and local participants prevents the entry of 
other investors – a situation that is incompatible with a single 
capital market.

Finally, the lack of effi ciency by which debt securities are 
issued in the EU is aggravated by the insuffi cient interoper-
ability and the low level of digitalisation among the existing 
multiple issuance platforms (Callsen, 2018). This ‘structural 
gap’ renders the issuance and distribution channels in the 
EU less competitive than those in other jurisdictions, such as 
the United States and Japan (ECB, 2019a). A pan-European 
system could address this gap, signifi cantly improve compe-
tition and level the playing fi eld among issuers, investors and 
other market participants.

Towards a harmonised system for the issuance of debt 
securities

Harmonisation could be an avenue for creating a deep and 
liquid single market for debt instruments in the EU. Con-
trary to the post-trade phase, where some progress has 
been made in regulatory harmonisation (e.g. MiFID II, EMIR, 
CSD Regulation, T2S; Directive 2014/65/EU, 2014; Regula-
tion (EU) 648/2012, 2012), no harmonisation initiatives have 
been implemented in the pre-issuance phase.

A new European secondary law instrument on the issuance 
and initial distribution of debt securities could promote 
standardisation and heighten connectivity between plat-
forms, thus improving the access of market participants to 
debt securities. Obviously, such a harmonised European 
framework should be based on the principle of neutrality, 
which ensures that “the desired market structure is such 
that it does not put the location of issuance (i.e. of the issuer 
CSD and its direct participants) in a privileged position over 
other intermediaries and end users that wish to access the 
securities” (ECB, 2019a).

Standardisation and harmonisation could cover, among 
other topics, rounding conventions, aligning defi nitions, 
in particular standardising terminology (Deutsche Börse 
Group, 2005), but also harmonising and standardising of 
processes, including the auction process, order transmis-
sion and the order book. To avoid legal uncertainty and in-
consistencies, standardisation and harmonisation should 
cover both ends of the transaction chain, from pre-issuance 
to post-trade.

Establishing a European market infrastructure service

The establishment of a new European market infrastructure 
service is another method for creating a deep and liquid 
single market for debt instruments. A new central service 
would allow for a single pre-issuance and an initial distribu-
tion process as well as ensure a level playing fi eld for euro 
debt issuers, investors and other market participants, thus 
facilitating the establishment of a genuine single market. The 
establishment of a European market infrastructure should 
not serve as a substitute for harmonisation; rather, the two 
initiatives could be combined in such a way that they com-
plement each other.

For the establishment of a European market infrastructure, 
the involved parties should either adopt or endorse a multi-
lateral arrangement. A practical question is whether this in-
frastructure should be offered by a private or a public entity 
and what the role of the European Central Bank (ECB) would 
be in this context. In our view, the operation of the services 
should be commercially run by the private sector, although 
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some form of public-private cooperation could be useful in 
the initial stages of the project, where sponsorship by the 
public sector would be helpful.

Two components of a European Distribution of Debt 
Instruments

Under the 2019 Eurosystem proposal for a European Distri-
bution of Debt Instruments (EDDI), a European market infra-
structure service could have two components on the basis of 
a modular, optional and voluntary approach that would allow 
users to choose whether they want to use both components, 
one of them or none at all.

The fi rst component of the proposed new service would be 
a technical toolkit for the pre-issuance phase which would 
allow “the communication of an upcoming debt issue, the 
creation of the order book, the collection of orders from in-
vestors and the allocation of the debt instrument issuance 
to these orders” (ECB, 2019a). These functionalities can be 
automated and made available to issuers, issuer agents and/
or dealer banks, although there will still be interactions (e.g. 
negotiation, consultation, advice) that, by their nature, can-
not be part of an automated process. Furthermore, a ‘multi-
currency functionality’ must be developed as it would allow 
EDDI to become a ‘one-stop shop’ for borrowers that issue 
debt both in euro and other currencies.

The second component would offer functionalities for the 
post-trade phase of debt securities. In particular, it would re-
ceive the fi nal allocation from the previous phase and then 
distribute the newly issued debt instruments via collaborat-
ing CSDs connected to the system. Notary service could 
also be provided, particularly regarding the integrity of the 
issuance’s global amount. For the life cycle of the securities, 
the post-trade component would support information fl ows 
and interest payments and enable secondary market trans-
actions involving different CSDs. Synergies with CSDs could 
be developed within the framework of the TARGET servic-
es, including the T2S auto-collateralisation function (Clear-
stream, 2017).

The use of the new system should remain optional and not 
mandatory, that is, the market participants should be given 
the opportunity to decide whether EDDI’s advantages weigh 
in favour of its use and provide value for money. The two 
aforementioned modules could be introduced in two sepa-
rate stages, beginning with the post-trade platform that al-
ready enjoys support from market participants (International 
Capital Market Services Association, 2019). In any event, the 
functioning of the single fi nancial market requires that ac-
cess to the new system should not be restricted to certain 
categories of issuers (e.g. supranational, sovereign, sub-sov-
ereign issuers) nor to certain CSDs.

Advantages of a new European infrastructure service

Through the proposed EDDI, the market participants will 
have access to a single, central platform that offers the ad-
vantages of neutrality and standardisation. Therefore, the 
new European infrastructure service would facilitate interac-
tions within markets.

From the issuers’ point of view, the EDDI service would en-
able them to issue debt instruments that can reach investors 
in the entire EU, without having to choose a specifi c loca-
tion of issuance. Thus, due to its pan-European reach, the 
new service could increase the liquidity of the issued securi-
ties and the geographical diversifi cation of the investor base 
(Committee on the Global Financial System, 2019). Ultimate-
ly, the new service can help promote the effi ciency and at-
tractiveness of the issuance of euro debt securities.

From the investors’ point of view, the proposed EDDI service 
would offer a single and standardised communication chan-
nel for all instruments offered through it; it would facilitate 
interactions and information fl ows between investors and 
issuers. This would constitute a signifi cant improvement 
compared with the multiple, non-standardised channels and 
interfaces that are currently available.

From the custodians’ point of view, the EDDI service would 
facilitate interactions within the custody chain (Chan et al., 
2007; International Securities Services Association, 2017). 
Under the proposed framework, the main criteria for choos-
ing a CSD will be the level of the service and the cost and 
not the location of issuance. Custodians will no longer have 
to use a multiplicity of CSDs for European issuances (DB, 
2019), and for this reason, the EDDI would help them opti-
mise the custody of debt instrument holdings.

Potential areas of confl ict

The 2019 Eurosystem proposal makes clear that EDDI does 
not aim to compete with existing intermediaries (agents, 
dealer banks, custodians, etc.) or force a disintermedia-
tion. Intermediaries could resort to EDDI services, opting to 
use both, one or none of its modules; they do not need to 
abandon their own proprietary procedures. Nevertheless, 
this would require two things: on the one hand, an EDDI pre-
issuance component should be designed to support post-
trade outside EDDI; on the other hand, an EDDI post-trade 
component should be designed in such a way that it allows 
connectivity and linking with private pre-issuance platforms 
– whether existing or newly established.

We argue that EDDI should not distort completion nor dis-
courage the development of alternative market solutions. 
However, it must be admitted that, even if EDDI is designed 
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to be voluntary, the risk that it would gain a dominating po-
sition remains, especially if it is set up as an offi cial sector 
facility, given that market participants will be under pres-
sure to prefer it over other alternatives.

In any case, EDDI will change the way market participants 
operate, in particular CSDs. If securities are issued through 
EDDI, the CSD’s ranking in the custody chain will no long-
er be so relevant, i.e. whether the CSD acts as ‘issuer’ or 
‘investor’ for the issuance in question. Therefore, on the 
downside, the CSD will sacrifi ce exclusivity over the prima-
ry deposit as established by the location of issuance. The 
upside, however, is that the CSD will gain access to numer-
ous securities issued through EDDI on an equal basis, thus 
creating a level playing fi eld with no location exclusivities.

Finally, if the ECB is involved in the operation of the EDDI 
platform, concerns about potential confl icts of interests 
must be addressed as the ECB’s holdings include euro area 
bonds as well as sovereign and corporate asset backed 
securities. Similarly justifi ed concerns were raised over the 
International Monetary Fund’s dual role as creditor and host 
of a dispute settlement forum in the context of the 2001 
proposal for a Sovereign Debt Restructuring Mechanism 
(SDRM), a project that was later abandoned (Krueger, 2002; 
International Monetary Fund, 2002). In our view, the ECB 
should not be involved at all in the operation of EDDI or, at 
the very least, stringent safeguards should be introduced 
so that the ECB does not gain an information advantage 
over other market participants.

EDDI to drive transparency and harmonisation

The issuance of debt in euro would be considerably im-
proved by the establishment of a pan-European system. As 
the Managing Director of the European Stability Mechanism 
has correctly pointed out, “a single system to distribute sov-
ereign bonds would offer investors – especially internation-
al investors – more transparency and ease access for them” 
(Regling, 2018). In the United States, a single system is in 
place with the New York Fed acting as the fi scal agent of the 
federal government, conducting auctions and performing 
auction-related settlements (Federal Reserve Bank of New 
York, 2019). Establishing EU rules on the issuance and initial 
distribution of debt securities could eventually lead to a sin-
gle system for sovereign and sub-sovereign bond auctions, 
following the US model. Such an initiative can also foster 
harmonisation in other fi elds, such as sovereign bond terms 
and conditions.

In our view, the establishment of EDDI would constitute an 
important development towards the Capital Market Union. 
As EDDI would adopt a modular, voluntary and optional ap-
proach, market participants may continue to use existing is-

suance and distribution channels outside EDDI, depending 
on the issuer’s strategies. In this case, market participants 
should “in principle benefi t from the positive externalities of 
the EDDI harmonisation agenda” (ECB, 2019a).

Inclusion of market participants to ensure support for 
EDDI

Despite the advantages, however, two more issues need to 
be addressed in EDDI’s design. Firstly, the market partici-
pants should be involved in the future governance of EDDI 
to ensure that the costs for users will be acceptable and 
kept under control. Secondly, EDDI’s design should ad-
dress market concerns about “access [...] to confi dential 
data regarding investors and their relevant trading activity” 
(International Capital Market Association, 2019).

Harmonisation initiatives and pan-European projects, such 
as the proposed EDDI, are often attractive in theory and 
give rise to interesting debates at the academic and policy 
levels; however, they are diffi cult to implement in practice 
and are met with scepticism by the actual market partici-
pants (International Capital Market Services Association, 
2019). The establishment of an EDDI promises signifi cant 
improvements compared to the existing debt issuance and 
distribution landscape; nevertheless, a hasty and poorly 
designed public intervention would risk distorting the mar-
ket, thereby increasing complexity and leading to more 
fragmentation (European Central Securities Depositaries 
Association, 2019). For this reason, the detailed design and 
actual implementation of the new system must consider 
and subsequently address the concerns of market partici-
pants. In doing so, the new system may gain support from 
and consensus amongst the largest possible spectrum of 
stakeholders who will be called to work with the new sys-
tem.
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