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REGULATION AND COMPETITION IN EUROPEAN FIN..'.'.l\TCILi, 1vlf1RKETS; 

THE CASE OF BANKING IN BELGIUM * 

To spoak of applying a compotitivo policy to financial 

markets may striko many in Europo as a strango □nd futiJ.o 

oxorcise in oconomic thoory, For yoars financiul markots hava 

bean synon~ous with largo-scalu govornmont intorvuntion and 

oxtonsivo rogulations. Competitivo policy was thought to hava 

littlo or no applic □bility to thoso markots bocause of thoir 

rogulatod charactor. 

Much th~ s □mo attitudo provailod in tlie Unitod Statos 

until the mid - 1950', whon, rathor suddenly, compotition in 

banking omorgod as a relevant public policy considoration. 

Manifostations of this policy shift □ro tho Bank Holding Com­

p3ny Acts of 1956 and 1966 and tho Bank Morgor Acts of 1960 

n.nd 1966; In 1963 an ...:mtiruly now dimonsion was o.ddod - thc1 

Suprumo Court daclarod thnt antitrust laws woro also fully 

applicable to commurcial banking (1 ), No long0r woro banks 

(and porhaps othor financial institutions) absolvod from ros­

ponsi bili ty und or tho antitrust lo,ws, ns ind(Y•d thoy had bo­

liovad for moro thon sixty yoars. By 1967 this compotitivo 

* hs this papor is an outgrowth of a conforonco which tho 
~,uthor gnvo for tho Socié•té Royalo d I Economio Poli tiquo do 
Belgiqu~, ho wishos ta thank Baron van dor Rest and tho 
othor mombors of tho Sociét6 for thoir kind invitAtion. Tho 
r:.tllthor hns bonofi tud uxt0n.si voly from numorous 0nlightoning 
discussions with his colloaguos Alox Jacquomin □nd Robort 
Wtterwulgho, He also approcintos tho pationca of his stu­
donts nt Louvain on whom mo.ny of his id•3.'7,S woro first tostod. 
( 1 ) U. S .. V. Philo.dolphia No.tional Bnnk, 374 U. S. 321 ( 1963), 
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trond wns formally oxtondod to nonbank snvings institutions 

undor tha S□vings c.nd Loan Holding Compnny Act, and govorn­

munt antitrust slouths ara prosontly thraataning lognl 

action agninst brokarago firms, insuranco companias, mutu□l 

funds, and ony othor finnnci□l institution which angngos in 

nnticompotitivu prncticos (1). 

In Europo, ns in thu Unitod Stntos, finnncial mnrkots 

hnvo exhibitod rnpid growth in tho postwnr poriod. Novertho­

loss, Europoan finnncial m□rkuts hnvo f2ilod to ntt □in tho 

s8mo br,?o,dth c.,nd dopth nnd hc.vo from timo to timo shown ro­

mnrknblo unresponsiv~noss. Innovations of now fin□nci~l su­

vicus hnvu baan slow in coming nnd, whon finally dovolop~d, 

In this pnpur, I sh□ll argua on th0 ono hnnd thot tho 

lack of vigorous compotition in ~uroponn finnncinl markwts 

hns boon an important ronson for thuir rot0rd2tion, In par­

ticulor, tho bnnking industry in Bolgium d~monstrntus thnt 

Europuan finnncial markots aru typicc.lly not compotitivo 

onough .t □ nssuro officiant socinl porformnnco•(Bnnking is 

singlod out for study bocnusa it is an important finRncinl 

industry and bacnuse, at lo □st in tho casa of Bolgium, it is 

ostonsibly as compotitivo as aro most Huropoan financinl 

markuts)(2). On tho othur hand, it will bo contendod that 

tha 2pplicntion of a compotitivo policy ta Europoan fincncial 

(1) From 1960 to 1969, th.J Dopartmont of Justico challeng..Jd 
thirty-ono bnnk murgors und0r thu □ntitrust laws. 
(2) In an important sonse, banks aru also uniquo financi□l 
institutions. They ara tho nnly privato institutions por­
mittod to supply bath domand doposits and short-term busi­
noss loans. As such, all of thoir products may intrinsically 
cnrry an aspoct of 11 product difforontiation". 
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mnrkots would do much to improvo thoir porform8ncu, Spoci­

fically,prosont public rogulation should bo changud to 0n­

courago moro froudom of docision-making for individual pnr­

ticipants and to pormit markot forcos to rownrd effici0ncy 

and to ponalizo inofficioncy. 

Tho following discussion bogins with a briof summnry 

of the merits of having compotition in financinl mArkots. 

Noxt, I considur tho issuo of whothor public rogulotion in 

any form is dosirablo. From this gonoral discussion I turn 

to the mora spocific. First, ovidonco is prosont0d to show 

that banking is prosontly not highly compotitivo; and, so­

cond, I argua thnt tho absonco of compotition in banking is 

duo to uxcossivoly rostrictiv2 public ragulation as woll as 

to certain privato rastraints on compotition, Finally, se­

voral policy changos aro rocommendad, changes which tho 

author beliavas would improvo tho markot porformance of 

banks nnd othor financial institutions, 

Tho Nood for Compotition in Fin,ncial Markets 

Gonorally, compotition is dosirnble b~c~usa of its 

effocts on msrkot porformanco and on tho alloc2ti~n of scarce 

rosourcos, Financinl markots aro not an oxcoption to this 

gonornl rulo, nnd in soma wnys officiant social pcirformanco 

is aven moro noodod in financinl mnrkots. As tha n0rvo­

contors for our complox oxchango oconomios, finnncial mGrkots 

do much to oithor onhnncu or thwnrt oconomic walf~ro. For 

oxamplo, a low trnnsoction cost onco~ngos oconomic spocia­

lization and officioncy, whilo a varioty of attrectivo sn­

vings options stimulatos sc~ing nnd fostors oconomic growth. 
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Although impossiblo to cnlculatJ with procJsjon, tho socinl 

cost Df sub-·optimo,l porformnnco in thoso m .... rk,Jts in sur,,ly 

vory groo,t. 

Horo spocifico,11.v 1 comp\.?ti·tion is dosir0blu bocuuso 

of its bonafici□l offucts on o,llocativo officiuncy, productivo 

officiorcy, ~na product innovation (1 ). In th□ cbsonco of 

computitivu morkots, tho problom of □lloc □ting rosourcos bo 

comas formid□bl,. Pricos, or in this casa intorost rotos, 

cnn no longer bo usod to guida rosourcos to thoir most pro­

ductive unds. Too much of ono product is producod and not 

onough of onothur. 

Sine □ tho chiof rosnurco o,llocotod by fin□nciol 

m2rkets is crodit, tho consoquoncos of misallocation ara 

fnr-rueching. If finEcncinl institutions ,□ cquir,, monopoly 

powor ovur soma industrios but not ovur othurs, tho flow of 

crodit will bo distorod in fovor of tho lottur, cousing o 

distorsion in productivo output, /'iioro irnportnnt, how□Vfj:C, 

is that such cridit discrirninntion □lso givos soma ontor 

prises o.n u.nf:•ir •".dvnnt,"'.gu ové.:r thuir compoti tivo rivnls, o,nd 

mo,y uvontually onnblu f~vorod firrns to ncquiru monopoly powor 

in thoir own mc.rkots ( :::? ) . Discrimina tory cr,,dit torms m:::.y 

nlso bo □ sorious bnrrior to potontial untrnnts. Tho criticnl 

rolo which crodit plnys ns o productivu input, thoreforo, 

(1) .i\lthough nn 11 oquitnb:lo 11 incorno distribu.tion is ornitted 
from thoso g □ ."'.1S, it is impJL:?d by thorn. 
(2) Ernpiricnl studios hava shown th2t loss compotitivo 
b:-t.nking mnrkuts rosult in highc,r 1oan ro.·tcJs, Soc m,y "Con­
centrnt:ion in banking nnd its off .. ,ct on business loo.n r:::i,tos 11

, 

=~~~;;......;:=.;;:~~_,;.;=~,;;:;..,.,;,,;;;;""·"·. , A ug, , 1 9 6 4 • 
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mnkos computition in finnncinl m0rkots ospucinlly importnnt. 

Cr0di t imporfuctions typic,~,lly l,_:'èd to othor m::i,rkot irnpurfJc­

ti0ns. 

Without compotition thorL• is nothing to ,-7,ssuro (•rgr,ni­

zotionnl or productivo offici~ncy ns woll.Monopolistic firrns 

that do not fool tho thr0nt nf survivnl ofton boc0mo pnssive 

nnd lethorgic, prefering to tnke their excess profits in the 

form of~ "quiet-life 11 (short hours, excessive snlo,ries, lu­

xurious offices, inferior orgonizntion, etc.).In recent 

yeurs economists ho,ve nccumuloted evidence to suggest that 

the social losses due to this kind of inefficiency are con­

sidero.ble ( 1 ) . 

Finnlly, n competitive environment induces firms to 

renot quickly to changes in consumers' tastes, or to meet new 

demcnds with new produots, Shifts in demand change profit 

opportunities, so thnt competitive firms operating with 

normal profits ore forced to ohannel their efforts towards 

the new 8rens of profit8bility. 

Europe0n fin~noinl mnrkets need the stimulus of compe­

tition. Unnggressive, protected, enterprises which are nei-

ther penolized for poor performnnce nor rewarded for supe-

rior performance con hnrdly be exoepted to develop finoncial 

mnrkets which will keep pace with the changing needs of 

rnpidly expnnding economio systems. 

( 1) See H. Leibenstein, "Allocr,tive efficienoy versus X -
effioienoy", _A_m_._E_•~c_o_n ....... _R_e_v_., June, 1966. 
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Why Regulation? 

Competition in the sense of complete laissez feire 

is nota plnusible objective in finnncinl markets, Sorne 

regulntion is desirable. 

Although it is n9t impossible that the bnnking 

industry itself could develop a private system to accomplish 

the same ends ns does government regulation, in practive the 

necessary degree of private initiative. and cooperation is 

usually lacking. 

First, and most important, government has a social 

responsability to see toit that a viable and efficient 

payments system is developed and maintained. But e1/~n an 

efficient, convenient, payments system is of little value 

if the risks nssociated with using it are so high that poople 

choose not to use it. A necessary concomitant of suoh a payments 

system, therefore, is absolute public confidence; and since 

commercial bnnks ordinarily render this service, it becomes 

a motter of maintnining the public 1 s confidence in the bnnking 

system. This is the first and primary goal of any regula~bry 

policy. 

Second, by encouraging personal savings, financial 

markets play an important role in c~pital formation and con­

sequently in economic growth. Bnnks and savings intermedia­

ries provido nn attractive, low-risk, method of snving, es­

pecinlly for small savers, Although these snvers could in 

theory be subjected to a rule of cavent depositor 8nd forced 

to search for savings institutions whose portfolio policias 

they approved of, in practico most savers do net possess the 

necessary degree of finnncial sophisticetion (aven if the 
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necossnry information woro av□il□blo). Onca ngcin, thore­

foro, the goal of finnnci□l rugul□tion is confidonco - this 

time the confidonco of savings dopositors, 

To achiovo thoso gonls, fin~ncinl policy in Bolgiu~ 1 

as in most other countrios, has beon dirocted townrds por-

sorving tho solvoncy of fincncinl institutions. Other thnn 

tho ~ind of bankrupties th~t ara tho consoquonco of sovoru 

doprossions in economic activity, which in any cnso con only 

bo dealt with by the timely intervention of tho contral b□nk 

in its role as "lender of last resort" and by the wiso usa 

of monetnry and fiscnl policy 1 tho major hazrrds faced by 

banks end savings institutions are illiquidity, bnd nssots, 

mismo,nogement, ~.nd II ovorbnnking". Rogulatory policy t;ypi­

cnlly attompts to protoct institutions agninst these haznrds 

by imposing strict cnpitnl and liquidity stnndnrds, on-the­

spot asset examinations, rostrictions on the kinds ond 

amounts of assots institutions can hold, and by limiting 

genernl compotition with rostrictions on entry, br□nching, 

etc. Although some countries are mare restrictive thnn 

others - Belgium is loss restrictive than the United States 

with respect to ontry nnd brnnching but more rostrictive 

with rospoct to liquidity requir □ monts, o,ll countrias hava 

ndoptod nn imposing crray of regulations aimed nt maintai­

ning the solvoncy of finnncinl institutions, 

Tho obvious question is: do wo noed so many constrnin­

ing regulations to maintnin tbo confidonce of depositors. 

Present rogulntory policy □chioves this goal by protocting 

net only do1)osi tors but invostors 'cnpi t::ù ns well. A superior 

policy would bo one that succoedod in mnint □ining confidence 

but nt tho s □me timo subjoctod institutions to the trinls of 
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th0 morket plC'.co. It is, nftor o.ll, only tho II tust of sur­

vivnl'' which cnn guarantoe tho davulopment of a socinlly ef­

ficient markot system. 

One rogulatory tool which succoeds in mainto.ining 

depositors' confidonco but ~lso pormits tho markot mach□nism 

to function freely is "doposit insuronco". Sinco 1935 tho 

Unitod States ho.s had a highly succossful system of doposit 

insuranco. It is fund0d chiofly by premiums nssessed on the 

private institutions themselves,although it has some govern­

ment bncking 8S well. The success of this system in maintni­

ning confidunce can be best seen by doscribing the recent 

failure of a small Americ:::in b□nk in Covolo, Californin.Al­

though the bankrupted bnnk wns the only bnnk in town, "Covcùo 

residents took i t ( the failure) wi t:.'1 surprising co.lm" ( 1 ) • 

With the exception of two depositors, our insurance system 

repaid nll deposit losses in full within six days of the 

f,'J.ily:rlil, Admi ttodly, we have net exporienced bnnkrupties of 

banks largor than 3 milliard of frnncs,but there is every 

r0nson to believo thnt tho system is soundly concieved to 

mnintain dopositor confidonco (2). 

In sum, somo sort of rogulotion is necossary to ss­

sure public confidonco in the financial system, Novertheless, 

this goal cannot bogin to justify the oxtonsivo notwork of 

controls that hns grown-up ovor the years. Supplomoritod 

by n sound system of deposit insuranco (3), much rcgulntion 

(1) Wall straet Journal, Pacifie Coast Edition, April 19, 
1965, 12. 
( 2) Seo Tussing, "Tho Ce,so for 
Lnw and Econ,, Octobor, 1967. 
~-------------( 3) See M. Mayer, "A Gro.duatod 
47 Rev, of Econ. nnd Stnt. 114 

Bank Fniluro", Tho Jour. of 

Deposi t Insurnnce Plan", 
(1965). 
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could be oliminatod.Somo cnpitalization roquirom0nts nnd 

soma "charncter screoning" of new ontrants is still pro­

bably desirabl~1 but littlo moro. 

The Evidence of Inndoquate Competition 

Assossing tho degroo of competition in an industry 

is typically difficult~ With rosp0ct ta bnnking 1 howevor, 

the evi.dence is unusunlly pervo.sive • This evidende consiste 

of: (I) tho low failuro rate and genero.l stability in the 

structure of the industry; (II) the persistance of firms of 

loss than optim8l scnlo; and (III) profit performance which 

is inconsistant with the results of multilateral market 

competition. 

St1:tbili t.y of the banking structure. The Belgian 

banking structure shows rem1:trkable stability in one respect 

but considerable instability in nnother respect. Although 

thora are noarly eighty banks operating in Delgium, the 

three l~rgost banks account for three-quartors of the total 

market, and this has been truo since the end of World War II. 

Table I shows thot the shnres of tho largest banks have beon 

axtremely st □blo for the past twenty years, in terms of both 

assets and b□nk offices. On the othor hand, Tablo 2 suggests 

considornblo ontry and oxit activity. From 1960 to 1967, for 

examplo, a total of oightoon now banks began operntions, al­

most threo a yonr; while twonty-one bnnks oxitad the industry 

through oithor mergor or voluntnry liquidation, or about 

throo a yonr. On tho basis of structur~l stability, thero­

fore, it appoars that thero may be substantinl compotition 

nmong smnller banks but littlo compotition among the lnrgest 

banks, 
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CONCENTRATION IN BANKING * 

10 

Porcontnge of 
totcù nssots 

Porcontn.go of 
o.ll bo.nk officos 

1945-50 1966-67 1966-67** 1945-50 1966-67 

Lnrgest bnnk 35.4 

L8rgest two bnnks 58.2 

Lnrgest threo bo.nks 70.4 

Largest fivo bnnks 75.0 

34.2 

60.0 

75.0 

81.5 

37,3 

65.3 

81. 2 

89.6 

31.5 

61 . 8 

79,3 

32.4 

61 . 2 

80.6 

* Commission Bnncnire, Rapport nnniversnire 1935-1960, 
and Rapport Annuels, 1965-68. 

** Excluding Foreign Bnnks 

TABLE 2 

CHANGES IN BANKING STRUCTURE, 1945-67 * (All Bnnks) 

1945 1945-60 1960 1960-67 1967 

Total number of bnnks 

Nntionnl banks 

Foreign bo.nks 

Now bnnks 

fl'lcrgers 

Liquidntions 

Failu.res 

* Commission Br.ne Rire, 

94 

86 

8 

13 

16 

4 

5 

Ro.J2J20rts o.nnuels, 

82 

75 

7 

1946-68. 

18 

15 

6 

0 

79 

68 

11 
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A low fnilure rnto also sugg0sts the absence of 

competition. It is not cloar from Table 2, however, what the 

rc,te of forced withdrnwnl hes boon in banking. Tho Commission 

Bancf'l,iro no doubt "converts" potontinl fnilures into either 

mergers or voluntnry liquidations, mn~ing it impossible to 

dotormine oxo.ctly whnt "cnpito.l lassos" wero sustained 

through failuro. Given tho intonso concern of the Commission 

Bancaire, it soems only prudent not to nttnch gront impor­

to,nco to the r.bsonce of "official II fEdlures ip_ tho poriod 

1960-67 ( 1 ) . 

Socle Economies. In effectively competitive mnrkots, 

firms of less thnn optimal size are eventunlly forced to leave 

the industry. Assuming competition, therefore, the skewness in 

the size distribution of Belgian banks suggests that there 

are little or no economies of scnle in banking. Five Bolgian 

banks have assots in excess of 10 billion Francs, while 44 

banks hava less thnn 750 million francs of nssets. In addi­

tion, the nvernge size of the largest three bnnks is more 

than 20 times thnt of the average size of the smallest 44 

bnnks. Since largo and small banks often operato side-by-

side, we cnn draw only one of two conclusions: either thoro 

nre no economies of scnlo, or thero is little compotition 

between lnrgo nnd smnll bnnks (2). 

(1) It is hoped thnt the Commission B2ncnire will mnke 
availnblo moro meaningful figuras in tho future, A study of 
tho primnry motivations for mergoxsand liquidntions would be 
vory illuminnting. 
(2) Although it is possible,ovon probable, that some smnll 
banks do an entirely differont business than large bnnks so 
thnt they are not in "competition" with big bnnks, this 
possibility could hardly oncompass all smnll banks. 
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M0asuring scalo economies in any industry is diffi­

cult.In banking it is 0v0n more difficult. The differonco 

in product-mix botwoon largG o,nd small bo.nks may be substo.n­

tial, so that comparing thoir respective cost curves may be 

analogue to comparing a Fronch restaurant with a steel mill. 

In the ~bsonco of n moro dofinitivo study, however, wo must 

rely on what is availnblo. Tnblo 3 prosents evidenco which 

cloarly indicntes the oxistonco of nt loast some economiBs 

of sc~lo in banking. 

TABLE 3 

ECONOMIES OF SCALE IN BANKING 

(Banques constitu6us sous la forma do Soci~té Anonyme* 

Ban.ij::ing size clnss Oporo.ting expenses/ Operating expenses/ Capital/ 
total asset: by totnl assets Total o.ssets total revenue 

(millions of B.F.) 
1966 1967 1966 1967 1967-68 

0 - 250 .0435 .0424 .4684 .4479 14.20 

8.97 

14,37 

5,79 

4.45 

250 -
750 -
2,500 

10,00 

750 .0376 .0366 -4218 .4190 

2,500 .0297 .0276 .3625 . 3711 

- 10,000 .0294 .0278 .4195 .. 4084 

and over .0284 .0271 ,4340 .4246 

* Commission Banc~ire, Los Report Annuels, 1965-1969. In tho 
jargon of the Commission B~ncaire,operaming oxp2nses are 
"Frais généraux", toto.l assots aro "Actif totnl", total re­
v0nue is o. bo.nk's gross onrnings, and cG.pito.l is "Fonds 
propres" or "non exigible". 
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In industrinl firms thora mny be many kinds of ecohomies 

of scnla:in production, distribution, research, selling, ma­

nngemont, o.nd cr.i,pito.l costs. In bo.nks thero riro vnrious kinds 

o.s woll. Tabla 3 nttompts to mensura two genoral types of 

économies in banking: 1t operC1.ting cost" Gnd 11 .:finnncial II eco­

nomies. "Opornting cost 11 oconomios refer to operating costs 

( snlo.rios nnd wagos i ndv0rtising • etc., but not interest pcd.d 

on doposits) por unit of output. 11 Fino.nci0,1 economies" refer 

to tho advantages which big bnnks may have in respect to 

c~pital requirom0ntst Since large sizo usually brings greater 

diversificotion; big banks may need loss c2pital relative to 

thoir linbili tios; [1.hd this greot0r lever':ège mny l'.'oduco cc.pi tal 

costs (1). 

Table 3 shows that ~cohomios of Seo.le oxist in both 

kinds of "costs". First, oporating costs (frais génél'.'aux) por 

unit of assots o.nd par unit of gross income (revenu total) 

both show substnntial opornting economies up to a bank sizo 

of o.t lenst 750 to 2,500 millions of francs. Two different 

mensures of output are prosonted because of the difficulty 

of defining bank output. For oxample, banks produce certain 

services for which there is no o.sset counterpart, such ns 

trust and brokerng0 services. For this r8ason, n bnnk 1 s gross 

incarne (rovonu total) mny better represent its output. Up to 

a bnnk sizo of 750 to 2,500 millions of fro.ncs, both mensures 

indicnte the existence of aconomies of scalo. For lnrger size 

(1) Although bank regulntion oxorts an importa.nt influence 
on capital requiroments, such regulation may itself be a 
reflection of market realities, at least to soma extont. In 
nny case, there is clearly some benefit to large sizo in 
this respect, nnd, rnther thnn ignore it, I have chosen to 
overlook the regulntory bics·:. •. More refinod mensures of 

fin~lncinl economies o.re no doubt possible, but more avn.ila­
blo onùs nro not. 
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barucs, howov0r, the two measuros diffor. If output is dofinod 

as gross incomo, Tr.blo 3 shows oporo,ting cost diseconomies; 

if output is dofinud ns total o.ssots, it suggosts a rathor 

flat cost curvo for banks of lcrgor sizo. 

Evidonco of "financiol" oconomios of scalo is ospocially 

strong. Tabla 3 prosonts cnpital-to-asset ratios (fonds pro­

pros J nctif total) By bnnk sizo which suggost th~t largo 

bnnks onjoy tho advantago of groator loverago. At least up to 

a size o~ 2,500 to 10,000 millions of francs banks are able 

to incroase thoir leverago as thoy become larger. Somewhat sur­

prising, howover, is that ili moasures of economies of scale 

prosentod in Table 3 indicate that scale ecohomies cease after 

roaching soma sizo of loss than 10,000 millions of francs. 

Given these findings, it would appear that at least 

fifty banks oporo.ting in Belgium are inefficient, or are less 

thon the optimum size. If vigorous competition existed be­

tween smo.ll and large barucs, mo.ny of the se inefficiont·· barucs 

would obviously bo forcod to withdraw from the market. As~ 

considorable number of small banks continue to 0xist and 

prospor, it soems clear that very littlo compotition existe 

botwoon largo and small banks. 

Profit performance. Tho ability of a firm or industry 

to oarn moro th.an "normal" profits is a prime i.ndicator of 

itsinslil..ation from compotition. Although it is difficult to 

agroo on what rato of profit is "normal 11 , a reasonabl.e ap­

proach is to compare profit ratos among industries. A rocont 

onmplo survey for thG years 1967 and 1968 shows that the return 

on,capital in most industries is around 5 ot 6 per 
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cont (1). How doos bo.nking comparu to othor industries? 

TJ1.BLE 4 

BANK PROFITABILITY ON CAPITAL 

(Benefico not par rapport aux fonds propros dus banquas con­

stituées dnns la forma sociut6 anonymo, on pourcontng0) * 

Yoar 
Bank size class by totnl assots (millions of B.F.) 

0 - 250 250 - 1,000 1 , 000 - 10,000 10,000 and o 

1960 

1 961 

1962 

1963 

1964 

1965 

7.35 

9.72 

8.27 

8,56 

3. 11 

6,86 

9. 14 

10_,91 

9~44 

9.62 

10.08 

9,07 

10,74 13,53 

12.71 14.95 

7,64 11 . 90 

9.92 12.29 

11 . 83 11 . 58 

11 . 91 10.74 

~==-===-=-====-====-===---=---==--==-==-===--=--====--------------
J.Vlo::1n 7. 31 9.71 10.79 12. 50 

Bank sizo clnss by total assots (millions of B.F.) 

0-250 250-750 750-2,500 2,500-10,000 10,000 and 
ovor 

1966 3.96 4,88 9.22 1 0. 67 11. 1 9 

'1967 1 . 99 7.72 6.42 11 . 73 11 . 27 

Monn 2.98 6.30 7,82 11 . 20 11.23 

* Commission Bancniro, Los ro:12ort annuols 1 1960-68. 

( 1) Banqua de Pe,ris et dos Pnys-Bo,s Belgique, "Evolution do 
la rontabilito ot do l 1 ondottement des sociotés belges en 
1968," Sorvice d 1 6tudos, Juin, 1969. Tho numbor of firms 
samplod in oach industry is smnll, making thoso figu.res loss 
than ideal. 
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Tnblo 4 presonts profit ratas for banks by sizo cl□ ss 

from 1960 through 1967. Thora aro two striking □spocts. Tho 

first is th□ t larga banks oarn much highor profits than small 

bnnks. In rucant yL:ars ba,nks wi th assots gr0atur thnn 2,500 

millions of francs attninod a rata of roturn on thoir capitcl 

almost four timos high0r than thnt ocrned by banks with ~ssots 

of loss than 250 millions of frnncs. Tho socond nspoct is 

that tho rata of roturn in big bnnks has consistently surpas­

sod by a widu mnrgin tho II normo,l II r2,to of r0t urn in Bolgian 

industry. Rather than tho usual five or six porcont return on 

capital, largo banks havo oarnod more liko ton ta thirtoan 

porcont. Thoso findings add impressivo support to our onrlier 

conclusions that, first, thoro is vory little compotition be­

tweon small and large banks, and, socond, there is a sorious 

lack of compoti tion among thu large banks thomselvos. Large­

bank profits ara certainly higher than would be the case under 

moro compotitive conditions (1). 

A final point of intjrest is that thoro is practically 

no differonco in tho profitability betweon large and very 

largo banks, In throo out of the last oight yoars (1960-67), 

banks in tho 1,000 to 10,000 million-fra~c sizo clnss actually 

oarnod n slightly highor roturn on capital than did tho 

giant banks, This similarity in profitability roinforcos our 

oarlior conclusion that oconomios of scalo largoly conso 

nftor banks ronch a sizo of botwoon 2,500 and 10,000 millions 

of francs, 

In summary, tho ovidonco suggosts that banking is not 

a highly compotitivo industry. Although thore is undoubtodly 

a considurnblo degroo of compotition at the margin, or with 

r0spoct to tho vory smnll, highly inofficiont banks, most 

bnnks of nny sizo 0,ro immuno from serious compotitivo threat. 
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Public nnd Privnto Restraints on Compotition 

Tho oxcoodingly high profit□bility of largo b□nks, th□ 

structurAl st □bility of cartain fonturos of b□nking markots, 

and tho continuod oxistonco of many banks of loss th□n optimcl 

sc~lo nru not difficult to oxplnin. Thoy □riso bocauso of an 

□ll-oncompassing systom of public regul□tion and suporvision 

working in conjunction with a woll-dovulopod private markot 

organizntion. Most of tho public rogulntion appoars undor tho 

guiso of protocting dopositors e:,nd maintaining tho solvoncy 

of banks, while much of tho privato org□nization is moro in­

formo.l, In m□ny ce:,sEJs, govornmont regul□tion o.ctually oncou­

ragos priv□to organizntion which rostricts compotition, onco 

again under tho guiso of proventing "oxcessi VCJ" compati tian. 

An EJxample is tho familiar cnrtol arrangement which restricts 

price compotition for savings doposits. Tho point, howover, 

is not th□t banks maka □ conscious effort to arrange conspi­

r□cios in restraint of tr□do, but that public regul□tion has 

the express purpose □nd priv□to organization h□s the inci­

dental effoct of rostr□ining compotition. 

Public rogul□tion. Although public rogulntion rostrains 

competition in many ways, two types of regulation stand out 

immodiatoly as □mong the most important: (1) the restrictions 

□gainst prie o compati tian, and ( 2 ) tho limi to.tions □g□inst 

entry, '1 broadly intorpretod •. 

Public rogulation, of coursa, doos not diroc~ly control 

□11 forms of price compotition. Bankers aro froo, r.t loast 

thoorotically, to sot whctovor loan ratas thoy bolievo is 

nppropriato. It is with rosp0ct to inputs - or doposits - thnt 

public regulntion oxorcisos its most rostrictivo influonco, 
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Bankurs ara not froo to pay whatuvor intorost rnto th0y wish 

for düposits. Rntus paid on domand doposits aro strictly con­

trollod; nnd ratas on savings doposits, although notas for­

m□lly rogulntod, aro just as offoctivoly controllod. If tho 

rostriotivo off.•cts of this rogulation oxtonded only to do-

posi ts, it would bo sorious onough. But control of input pricos 

ofton has thQ poriphor□l off0ct of nff0oting oompotition in 

tho output market as woll. Numorous Amorioan anitrust cases 

hava discovorod that anti-oompotitivo prioing systems for 

output aro froquontly dovolopod and maintainod through oon-

trol of input pricos (1 ). Sinco tho intorest oost of at­

tracting and holding deposits is one of the most important 

bank oxponses, the condition of oqual costs in this sonso 

ancourages "conscious po.rnllclism" in the output- market- or 

fostors tncit ngreomont to follow tho leadership of tho 

largest banks in tho oredit markets, 

Tho inability of banks to compote in torms of prico 

bas also rosultod in a proliforation of undosirablo forms 

of non-price rivalry. Luxurious bank officos, oxcossivo 

brnnc~ing and uxcoss capaoity, and advortising expondi-

tures ho.va bucome alternative forms of compotitive rivalry. 

3inc0 i t is unlikoly tho.t th,.:.1so o.l tE::rno.tiv<., sorvioos' provi­

de consumors with a bonofit proportional to tho costs of 

furnishing thorn, non-prico compotition has probably resultod 

in highGr bnnk oporating costs than would provail undor con-

ditions of prico compotition. In addition, soma forms of non-

prico rivnlry, such as ndvortising, may rosult in significnnt 

(1) u.s~ v. Socony-Vacuum Oil Co,, 310 u.s. 150 (1940) 
Amorican Tabacco Co. v. U.S., 328 U.S. 781 (1946); 
Povoly Dniry Co. v. U.S., 178 F2d 383 (8th Cir. 1949). 
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product difforontintion, which could cronto a sorious bnrriar 

to compotition through now entry (1 ). 

Tho s0cond typo of rogulC1tion which has had an impor­

tnnt impcct on compotition □ro tho verious limitations on 

ontry. Entry ccn cornu from sovoral sourcos. Now bo.nks may bo 

formod to cornputu with uxisting b□nks, or 0xisting nonbnnk 

fin~ncinl institutions cnn ontor bnnking m□rkots diroctly by 

r)fforing id.:::ntic.'..1l products. \.i th rosp.,ct to tho lcttt:Jr, ro­

gulr:1tions sovuroly limi t dir,:,ct compoti tion botwoon bnnks é'.nd 

bonbank financir.l institutions. For oxr:,mpl,:_,, nonb.,,nk fincn-

cinl institutions cc.nnot provido dr.;irnr::nd doposi ts o.nd short­

tunm businoss crodit, whilo bnnks cannot provido long-torm 

cr6dit. Thus, sevoro portfolio restrictions on both bC1nks end 

finnncial int.)rmodiarios groatly limits comp0tition botween 

thorn ( 2). 

Privat□ organization. Public rogulation is not tho only 

source of constr~int on computition. Private organizntion, of 

both a formnl and informol chnrnctor, nlso 0xarcisos en im­

portnnt constrnint, and this typo of orgnnization is often 

oncourngod rnthor than discouragod by govornmontal authoritios, 

Onco ngain, I omphnsizo that in most cases thore hcs beon no 

conscious offort to rostrain trndo. Hathor, the rostreint on 

comp0tition has boen nn incidontnl - although important -

cffoct of thoso arr'J.ng0munts. 

(î) Soo T. Wilson and W. Commcnor, "Advortising, Eo,rket 
Structuro, .'J.nd Performanco", Rov. of Econ.and Stnt., 
Nov., 1967. 

( 2) Soo 1.. Lnmfo.lussy, "Ln. poli tiqua monéto.iro on prusenc o 
dos circuits financiars cloisonn6s'1 , Rochorchos Econo­
miguos du Louvcin, Juin, 1967. 



Banking, like other industries, has its trade associa­

tions, These associations often perform valuable informational 

and educational services. They also provide a ready forum to 

resolve conflict. Since competition is a form of conflict, 

trade associations have at least the potential of permitting 

competitive conflicts to be worked-out in terme of words ra­

ther than market performance. This danger seems especially 

real in markets which are tightly oligopolistic, like in bank­

ing where five banks account for about 90 % of all assets in 

Belgian banks. I am not nesrly so cynical as was Adam Smith, 

however, who said: 11 People of the eame trade seldom meet to­

gether for merrimAnt and diversion, but that the conversation 

ends in a conspiracy against the public or in some contrivance 

to raise prices", 

Other forms of private restreints are more formal. Per­

haps the most serious of these are the constraints incidental 

to the holding company form of organization. All of the largest 

Belgian banks are members of gigantic holding company organi­

zations, which include both financial and nonfinancial enter­

prises (1). These organizations offer numerous possibilities 

for restraining competition, 

First, holding companies serve to unite the diverse in­

terests of potentiel competitors. Banks, insurance companies, 

savings institutions, and even steel companies may be joined 

together in a common purpose, Holding companies permit close 

contact between top management, either directly or through in­

terlocking - directorships. Where the scope of the market is 

small, as in Belgium, there may be few likely potentiel en­

trants into banking, so that eliminating the entry threat of 

(1) Centre de recherche et d'information socio-politiques, 
horphologie des Groupes Financiers, 1966. 



these firme through holding company associations could be 

a serious restraint on competition. For tightly oligopolis­

tic industries, potential entry is one of the few market me­

chanism capable of effectively limiting market power (1 ). 

Second, to the extent that certain business as are 

tied to banks through holding-companies, there does not exist 

real competition between the banks for the business of these 

companies. There is no way of knowing just how substantial 

this problem is in Belgium, although it does not appear to 

be trivial. Nor do the competitive effects of t,ying banks to 

nonbanking enterprises stop with banking. They extend to 

other markets as well, In fact, holding companies raise a 

competitive issue which has had a long history in American 

antitrust law:that of tying arrangements. 

A tying arrangement, in general, is a formel or in­

formal agreement between a seller and buyer where the seller 

agrees to sell one product but only on the condition that the 

buyer also agrees to purchase a different(tied) product, or 

at least agrees not to purchase that product from any other 

firm. Put in the context of banking, the problem is that banks 

may use thoir control over short-term credit to insist or 

"strongly suggest" that borrowers who want continu0d access 

to credit should also use the services or products of their 

holding company affiliates. Since many businesses depend on 

bank credit for thoir economic existence, this practice could 

also in the long run substantially reduce or eliminate compe­

tition in other industries-specifically, the industries of 

bank holding company affiliates (2). 

(1) See F.T.C. v. Procter and Gamble Co., 386 U.S. 568 (1967). 
(2) See F. Edwards, "Tie-in Sales in Banking and Ono-bank 
Holding Companios'', The Antitrust Bulletin, Fall, 1969. 
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Thus, thG combination of public regulation and private 

institutional and organizstional arrangements goes a long way 

towards oxplaining the lack of compotitiv~ markot performance 

in Bolgian banking, and the same is probably true for other 

~uropean financial markets, 

Improving PGrformance Through Regulation. 

Improving pèrformance in banking and other financial 

markets is not an easy task. There are threo strategies which 

can bG employed towards this end. They are: (I) altering the 

market structure, (II) changing regulatory policy, and (III) 

prohibiting certain types of private organization. Sorne change 

in all thr0e may be necessary in the case of banking. 

Small, marginal, changes in banking structure are not 

likely to have a significant impact on bank performance. For 

example, prohibiting mergers among largo banks or even prohi 

b{ting large banks from opening additional branch offices will 

not alter market structure either very much or vory quickly. 

These tools are more appropriately used to prevont the devolop­

ment of excessive concentration rather than to rectify an al­

ready concentrated structure, as in Belgium. 

To effoctively improvo bank performance through struc­

tural change would, unfortunately, necessitate rather drastic 

reform, Spocifically, the dissolution of large banks into 

smaller banks, Although drastic, this action could creat0 a 

markot structura more closoly res0mbling the atomistic compe­

titive structuro of classical economics. A policy of dissolu­

tion is not without problems, however. If there are economias 

of scale in banking, and sur3ly thore are some, dissolution 

may result in suboptional banks, with a consequont loss in 
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productivo officioncy. 

Horo wo may bo ablo to draw soma guidanco from our 

provious findings on economios of scalo. Tabl0s 3 and 4, it 

will bo romomborod, indicat~d that most oconomiGs of laraa 

size disappear after roaching a bank sizu of 10,000 millions 

of francs, This suggosts a rather provocativo structural 

reorganization: broakîng-up tho largost banks into 

man.y banks of 10,00G million francs, Tho largost fivo Bolgian 

banks account for about 400,000 million francs of bank as 

sets. If thc,se fivo banks woro conv(jrtod by dissolLltion into 

somo fortY banks of optimum siz0, the resulting market 

structur0 would vory much approximate the classical compati 

tivo structure. 

No responsiblo rosearcher or policy-makor can recom­

mend such a drastic rAorganization without a good doal of 

hositation, howover. Viy invostigation of scr.1lo economies is 

adrni ttodly simplistic, F.,;,nd vory largo banks may serve social 

purposes not consid~rod in this study. It sooms desirabl0, 

nevertheloss, that Belgian rogulatory authoritios at loast 

bogin to sook botter answors to th2so questions (1 ). 

Givon the difficulty of significantly altoring the 

ban.king structuro, substantiel improvements in porformance 

can, I bolieve, still be mado by modifying aspects of rogu­

latory policy and private organization. 

(1) The Commission Bancaire is presently und0rtaking the first 
study of oconomies of scalo ovcr done on Belgian hRnks. Hope­
fufrly, this study will b0 more ponatrating and informative and 
will bo availablo for public consumption' 
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First, a system of doposit insuranca should be insti­

tuted. By guaranteoing tho safety of doposits in small and 

mèdium-sizcd banks, doposit insur9.nco will oncourago d".êposi­

tors to view these banks as id~ntical to big banks, d9spita 

the larger resourcos and tho suporior divarsification of tha 

lattor. Tho result should bo to enlarge tho demand for the 

sorvices of thoso banks and givo thon more compotitivo oqua­

lity with the vory largo banks. In addition, a systom of do­

posit insuranco would permit ragulatory changes designed to 

0ncourag0 competition. 

Second, a policy of frae entry is necessary. With the 

exce~tion of tho case whoro entry is doniod because of poor 

character (or potentiel criminal abuse), any persan with the 

roquired capital should ba permitted to forma bank (1). In 

addition, the artificiel logal barriors which limit the size 

of the market by preventing nonbank financial institutions 

from competing with banks should be discardod, In particular, 

savings institutions should be permitted to accept demand 

deposi ts and axtEmd cr0di t similar to that of banks ( and vice 

v2rsa). Groator compati tion amnng th,:, diff0rant typos of os 

tablished financial institutions would 0xpand tho market and 

creato a market structura moro inducivo to compotitivG por­

formanco. Finally, foroign banks should be givon continued 

ac~oss to Belgian markots. 

Third, supervision neods to bo modified to permit banks 

groatGr freedom to ostablish their own crodit and risk stan­

dards. By parmi tting banks to oxperim.::mt wi th new types of 

crodit or to spocializo in particular linos,non-prico campo 

(1) Table 2, prosontod oarliar, indicates that the Commis 
sion Bancaire is already pursuing a liberal ontry policy 
with rospoct to tho chartaring of new small banks. 
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tition could assume a more constructivo charactar, Instoad of 

oxcass·iv 1:) advertising and promotion of id0ntical products, 

banks may mekJ a surious offert to devolop end market now 

products and sorvicos. 

Fourth, rostrictions on the interast r2tes paid on do 

posits should bo oliminated, both on domand deposits and on 

savings deposits. Rather than supporting cartel rata-fixing, 

public policy should oncourago the most efficient banks to 

pay the highost rates, 

In almost ovory c9untry with which I am acquainted 

limitations on intor0st paymonts stem from a foar that rata 

competition will rosult in incr0asod pressure on earnings 

and thus load banks to mako imprudent loans and investments. 

This argument is bath misloading and wrong. If increased rate 

competition does reduce the overall quality of bank loans and 

investments, and if this condition does lead to additional 

bank feilures,such failures would hava to be judged as duo to 

bad managomont. Since the expross purpose of competition is 

to weod out the inefficiont and incompetent, this possibility 

is hardly undosirablo (providing the nocossary safeguards dis­

cussed oarlior have alroady been adoptod). In addition, rocont 

empirical rosoarch in tho United States indicates that this 

11 quality dotorioration" argument is simply wrong. Studi0s of 

banks prier to l0gal restrictions on intorost paymants. (o.g. 

1930 1 s) hava shown that tho payment of int0rost on domand do­

posits did not lend banks to 8ssumo greator risks (1). 

Fifth, the holding company form of organization noods to 

bo carefully scrutinized to detormine if it onhnn,cos or 

(1) G. Benston, "Interost Payments on Demand Deposits and Bank 
Invostment Bohavior", Jour, of Pol. Econ. , Oci:o ber, î 964. 
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diminishos public wolfaro. ~ach country focus di~f0r~nt 

1Jconomic pro bl-. .0ms, so th8.t i t iG impossi bl: to c,: .,n ,rD liz,:i 

:·:nd opply ono country I s •3xp· ,ri n.c,:i to anothc,r. Still, givcm 

the small sizo of thu Balgian oconomy, tho □nticompatitivo 

impact of giant holding companius may not ho trivial, Fu.rthor, 

msny oconomists aro vory scoptical of the pu.rported aconomic 

advantages of this form of o~g~nization (1). 

Finally, somo sort of antitrust policy shou.ld be ap­

pli0d to banks and financial institutions, Morgors, affilia­

tions (through oithor stock control or interlocking diroc­

toratos), trade association activities, and all typos of 

agreoments among financial institutions should be subjoct 

to tho samo antitrust standards as aro nonfinancial business es. 

Thora is no roason to oxempt financial institutions from the 

social and oconomic standards generally considared appropria-

te for othor indu.stries (2). 

Thoso aro not small changes in policy. Although the 

social bonofits appa~r to morit th2sc changos, they ara 

certain to encountor vigorou.s opposition. The inofficiont and 

incompotent always foar froo compotition; largo firms aro al­

ways roluctant to giva-up dominant markut positions; and al­

most all govornmunts wish to ovoid chang2s which carry 2von 

a rumoto possibility of failuro, Indaod, in Beleium, as in 

othor European countrios, govornmonts aro importent diroct 

participants in financial markots (3), As such, thoy aro 

(1) Soo my "The Ono-Bank Holding Company Conglomerato: 
J~nalysis and Evaluci,tion", Tho Va~d2rb:i). t Law Roviow, Nov. , 1 969. 
(2) Soo, howovor, U.S. v. lforgan, 118 ,i', Su.pp. 62"1--(S.D.N.Y, 
1 954. 
(3) In Bolgium, for oxamplo, govornmont institutions 2ccou.nt 
for approximat2ly half of tho savings doposits hald in fi­
nancial institutions. 



27 

unlikely to indorso oolicy changas which may ovontually mako 

it more costly for thorn to acquiro funds (1). Ona wond1rs 

wh0th;œ i t is oi thur nlJcosssry or dosirablo undL,r contom­

porcœy oconomic condi tiens for e;ov,•rnmonts to participatc, di­

roctly iri financinl markets (2). Soci □l objectivas might bo 

accomplishod botter through a soundly concaivod privat8 in­

contivo systom, creatod and maintainGd by govornm~nt. 

Competition Extonded 

Tho procoding has boon a pl0□ for the adoption of a 

compotitive policy, It doos net assura the success of this 

polie.Y. 

Th0r0 are two obvious outcomos. Either such a policy 

will fostor compotitive markets in the future, or froodom 

to compete will rosult in incroasing market concontration 

as thu lareor, moro ;_!fficiont, banks drive thoir sma.llor ri­

vale into liquidation and m2rgor, 

to 
(1) To the oxtont that govornmont is able borrow privat0 sa-
vings at an intorost rato below what it would havu to pay 
under compotitiv0 conditions, the off~ct is oquivalont to a 
highor incomo tax. Tho offr::ict is undoubtodly rogrossi ve as woll. 
(~) I do not rofor, of coursa, to monatary policy. Soma in-. 
torvention will olwnys bo noc0ssary for purposos of monutsry 
policy. All of the above policy rocommendations hava boon 
made only aftor nlso consid.::,ring th0ir implicotions for mono­
tary policy. Moro competition would, I believo, mako mono-
tary policy moro rather than loss offoctive. Lack of compoti­
tion ruducos substi tuabili ty botwoon the, v,9rious fin2.ncinl as­
sets, and loss substitutability b0twoen ossots roduces tho im­
pact of monotary policy on ratos of intorGst. Seo S. Poltzman, 
"Tho banking structuro 2nd the tronsmission of monetary policy", 
Journal of Finance, Juno, 1969; and 'v✓ • Silb·3r, "Portfolio Sub­
stitutnbility, Regulations and Monot2ry Policy'', Quarterl~ 
Journal of Economies, May, 1969. 
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Wh0ther the rasult is moro compatition or more concon­

tration, tho outcomo will be a d~cidod improvomant over pro­

sont markots. If future markots b0como moro compotitivo, all 

of tho bonofits discussed oarlior will bo roapod; if the fu­

turo brings groater concontration o.nd f2wor bnnks, the social 

gain will be the elimination of inefficient o.nd suboptimal 

banks. Greo.ter concentration or fewer banks does not represent 

a diminishment of competition over present market conditions, 

Evidence presented earlier suggests that there is currently 

very little or no competition between large and small banks. 

If adopting a policy of free market competition even­

tunlly lands to an explicitly • monopolistic banking market, 

what then? There o.re probably two possibilities. The first is 

rather grim and unimaginative: notionalization of the banks 

(or regulation which is effectively the same). This alterna­

tive has already been taken in countries as diverse as France 

and India. Government control as opposed to private monopoly, 

however, is not usually a solution to the problems of mis­

allocation, inefficiency, and innovational backwerdness, In 

fact, there is much reason to believe tha~ market performance 

will be worse r2ther than better (1 ). 

The second possibility is thet a fully integratedt 

freely competitive, European economic community will nego.te 

the need for competitive markets within n2tional boundaries, 

An integrated European ccpitnl mnrket would expand the size 

of banking mar.kets so thc:t the lP,rge firm size needed for 

internal efficiency may once ogain be compatible with competitive 

(1) For an interesting discussion of this possibilityv see 
J.K. Galbraith,The New Industrial State (Hamish Hamilton Ltd. 
1967), pp.98-108. 
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mnrkets (1). 

Assuming the hnppy development of" free European fi­

nnncial market, will ndopting the competitive policy recom~ 

mended in this pnpAr be of nny vnlue? If large size is true­

ly necessary for internnl efficiency, n competitive Europenn 

banking market will 0.lso me8n the demise of the smnll bn,nk. 

Thus, by subjecting Belginn bonks to the test of the market 

place now, regulntory authorities can smooth the way for their 

successful participation in a larger European market, If 

sm8ll Belgian banks must disappecr, perhnps it is better for 

Belgium itself to determine the ciroumstances of their demise. 

Finally, adopting the policy recommandations which I 

hnve suggested will provide more assurrance that an integrated 

European financial market will result in greater competition. 

Perpetunting the present system of public and private res­

traints on competition is the surest way to guarantee that 

competition will not be increased, Unlike many less regulated 

industries, banking (performance) will not improve auto­

mntically with the development of a European market. At some 

point a regulatory policy which permits and fosters competi­

tion must also be instituted. The prospect of the European 

Economie Community adopting such a policy would be immeasura­

bly improved if individual countri9s could themselves create 

n regulatory climate conducive to competition. 

(1) Perhaps regulators, economists, sociologists, and egen 
psychologists will someday also develop an incentive system 
for mnn0gement which can serve as a substitute for the com­
petitive market. At present, however, we dare not hope for 
too much in this direction. 
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Much of the immediately preceding discussion has been 

directed ot n hypothetical eventuality: that the occeptence 

by Belgian regulntory nuthorities of n competitive banJ ing 

policy will not ultimntely result in greater competition un­

less there is alsoa concomitant development of a Europeon 

fipcncial market. Contrnry to many observors, I believe this 

to be a possibility and not an inevit~bility, and in the 

spirit of my paper would ollow the market to decide the 

issue. 


