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[0 O The interbank unsecured-money market, for instance, is in effect pan-European,with large banks successfully
feeding liquidity to smaller, national banks. The securedmarket has been less successful, largely because its very
existence has exposed problemsin the underlying infrastructure that can make it difficult to transfer collateral.
Intime, however, as these problems are tackled, it should become bigger than theunsecured market.[J [0 The
eurobond market has also been an overall success, thanks in part to theintegrated clearing and settlement
infrastructure that predated it. In the corporatemarket, well-known companies such as Philipsé have launched big
benchmark issues,and even a few small, unrated companies such as Ducati7 have issued bondssuccessfully. Jan
Hommen, chief financial officer at Philips, says the market is becomingdeeper and better segmented, pointing to
the ease with which he raised EUR4.25billion in two separate deals this year.[] [1 Observers say that fewer
medium-sized companies have raised money by issuingbonds than was hoped at the outset. Until more do so, the
bank-driven alternativesystem of funding will continue to misallocate capital. This is a fair criticism. But themarket
has shown that it can fulfil its function as a viable long-term alternative to thebank debt that has always dominated
European financial intermediation. In the earlypart of this year it provided a flood of liquidity to telecoms issuers as
equity investorsenthusiasm for that industry dried up. The issuance has since also dried up, but itrepresented
progress.[] [ These successes are tempered by the relative failure so far to integrate Europesequity markets,
although more and more shares are quoted in euros, and there havebeen some mergers among stock exchanges,
the underlyirlg markets remainfragmented. One reason is that equities are more complex instruments than bonds.A
more powerful one, however, is that vested interests at local level have blockedefforts to integrate securities markets.
[0 O "Consider Europes rival clearing and settlement systems. Ideally, Europe shouldhave a central counterparty
for all securities trading, because that would be mostefficient for settlement and for minimizing movements of
collateral. At present, thisseems unlikely to happen. In principle, however, it should be possible for severalsecurities
markets to coexist in the euro zone, each with its own trading exchange,clearing mechanism, settlement system and
depository.
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