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THE LIQUIDITY PACT
ENHANCING EFFICIENCY
IN THE EUROPEAN BOND MARKET

‘ ‘ Within the context of rapid changes in the European bond markets, MTS,
the European Bond Exchange, initiated a dialogue with dealers and issuers
respectively and facilitated discussions leading to a “Liquidity Pact.”

Dealers committed to becoming Market Makers, adhering to specified criteria,
such as quoting a set number of bonds for a given number of hours each day.
In turn, this was presented to issuers who adapted their issuance policies
accordingly, respecting the minimum issuance size and issuance transparency
required by the dealer community.

Respect of the Liquidity Pact is required by both parties - if an issuer does
not respect the issuance criteria, its bonds are de-listed by MTS. Likewise, if a
bank that agreed to the pact does not respect the market-making obligation, it
is sanctioned.

In markets where the Liquidity Pact was observed by issuers and dealers,
liquidity built up, spreads narrowed, the cost of funding for issuers fell and the
investor base broadened. Through these defined commitments, dealers and
issuers have developed a deep pool of liquidity in the European bond markets.
MTS is proud to have participated in the birth of such an agreement, which is
now a permanent feature of the European bond markets today and which has
the potential to be a model of efficiency for the global bond markets. ’ ’

By Gianluca Garbi
Chief Executive Officer of MTS S.p.A.

An excerpt from his speech delivered
at the MTS Reception during the
IMF Annual Meetings,

Dubai, September 21, 2003
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The Liquidity Pact
Enhancing Efficiency in the European Bond Market

INTRODUCTION

The introduction of the single currency in January 1999 resulted in a sea change in
the European bonds markets. Overnight, currency risks between eurozone countries
were eliminated, allowing unprecedented transparency in the pricing of interest
rates and credit in Europe.

Issuers previously confined to relatively narrow currency areas were suddenly able to
reach investors across the continent and further afield. Fund and asset managers were
offered the opportunity to compare liquidity and credit profiles of issuers from Lisbon
to Helsinki. Combined with the ongoing improvements in IT and the ability of bond
dealers to provide continuous liquidity across a wide range of issues, the stage was set for
the emergence of common standards in bond issuance, quotation and homogenisation.

There has been an ongoing evolution in relationships between benchmark bond
issuers and the investment banks that syndicate and make markets in the bond issues.
Since 1999, issuers and investment banks have strengthened their commitments to each
other, leading to improved efficiency in the markets. Many issuers, facing competition in a
single currency for the first time, have recognised the need to take an active role in
developing their issuance policies and secondary markets.

This progress has required a catalyst, and MTS has satisified this requirement. The
MTS platform formalises common standards of bond issuance, quotation requirements
and transparency. These features are symmetric in nature: the same standards apply
for similar bonds, issuers, dealers and data dissemination.

Changes in the bond market infrastructure are rooted in a number of trends
and precedents, including the development of electronic bond platforms with
minimum listing requirements, as well as in the historical structure of domestic
sovereign bond markets prior to 1999. In addition, developments have also affected
the nature of the relationships between bond dealers and high quality non-sovereign
issuers such as agencies, supranationals and covered bond issuers.
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Such issuers, previously active in a wide range of currencies, have concentrated
large parts of their funding requirements in the single currency and in so doing
have sought to enhance the liquidity of their bonds by encouraging continuous
electronic quotation from investment banks. In return, such issuers offer a regular
supply of transparent and sizeable primary market activity.

The stages of development have been similar for all issuers. Following introduction
of the single currency and enhancements in its technologies, the dealer community
began to require standards of transparency and size from issuers in return for the
efficiency gains of continuous quotation on electronic bond platforms. Issuers able
to comply have done so, and gained the immediate benefit of greater transparency
and liquidity in their secondary markets, leading to greater brand recognition and
a liquidity premium.

MTS has provided the platform and the monitoring for the resulting Liquidity Pact,
and the European bond markets emerge as a model of efficiency and balance for all
participants, including the investment and fund management community.

The Liquidity Pact
Enhancing Efficiency in the European Bond Market

BACKGROUND

As noted in the Organisation for Economic Co-operation and Development
(OECD) publication, “Debt Management and Government Securities Markets in the
21st Century, ” EU debt managers base their borrowing strategy on the assumption
that liquidity premiums reduce borrowing costs. The ability of debt managers to
promote liquidity has been substantially enhanced by the development of derivatives,
which permit issuers to separate the interest rate profile of an issue from its key
characteristics, such as maturity, which can thus be chosen for liquidity purposes.

In the days prior to the single currency, sovereign debt managers with substantial
funding requirements focused mostly on their own currency were best placed to
take an active role in organising liquidity in their secondary markets. The goal of
liquidity was achieved with the formation of primary dealer groups of investment
banks, although the formality of such arrangements varied widely.

Standards varied widely in the domestic bond markets. Some issuers took the
lead, building regular, large issues with standardised coupon dates and market
making commitments. Other issuers took a far more informal approach to the
structure of their secondary markets. AiImost all sovereign issuers referred to their
new issues as benchmarks, but no single size standard applied across Europe. Clear
bond size or program commitments were not systematically undertaken. Only Italy
and its primary dealer group and investors benefitted from a mature platform of
continuous, electronic bonds quotation; other markets possessed varying degrees of
transparency and ability to ensure dealer compliance with their quoting commitment.
In short, the European sovereign sector possessed some important precedents,
but standards varied widely across the sector and there was no unified source of
continuous price discovery.

Notwithstanding this, the arrangements in sovereign markets were a model of
efficiency when contrasted with the non-sovereign bond market, usually syndicated
via bond-specific dealer groups. Few non-financial corporations have the funding
requirements to produce substantial yield curves in a single currency. Financial
borrowers, facing a relatively narrow domestic investor base with credit exposure
limits for non-sovereigns, were obliged to seek a wider range of investors across a
number of different currencies.

MTS Group

Liquidity premium
reduce borrowing cost.

Liquidity Pact
pre-EMU...

Standards varied
widely pre-EMU...

...particularly in
non-sovereign debt.




MTS Group

Non-sovereigns
relied more

on opportunistic
funding...

...and costs for dealers
maintaining liquidity
commitments

were high.

Background

In consequence, unable to sponsor liquidity by building benchmarks along a single
yield curve, non-sovereign borrowers focused largely on exploiting favourable funding
level opportunties as they presented themselves. The inevitable result of this
approach was that liquidity commitments made by the syndicating dealers were
specific to each issue itself, rather than to the issuer. It should also be noted that,
unable to build large benchmark bonds on a regular and frequent basis, the syndicate
groups selected by issuers to provide secondary market liquidity were typically
small, often involving a single bank.

Finally, bond trading has historically had high overheads owing to the physical
processes by which traders actually quote bonds, to the varying quality of price
discovery across the numerous European currency areas, to the costs of back office
settlement functions and risk management and to the limited cash and repo market
liquidity arising from moderate bond sizes. These historical factors resulted in relatively
high marginal costs for additional quotation commitments by bond dealers, especially
in the non-sovereign sector of the market, placing significant fundamental limits on
the development of liquidity and transparency in the market.

The Liquidity Pact
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CHANGES IN THE LANDSCAPE

Significant structural improvements resulting in enhanced efficiency in any sector
of the economy are usually the result of both the application of technology and
the improvement of business processes. The bond markets are no exception,
although the single currency has provided a third evolutionary stimulus within the
European financial markets. The structural changes that evolved over the last decade
or so served to level the playing field across the eurozone, making explicit the wide
discrepancies between different markets and preparing the way for the emergence of
common standards of issuance and trading.

Productivity gains in the wider economy throughout the latter 1990s and the start
of the new century have been notable. Explanations vary, but a common theme is the
increasingly effective use of information technology first introduced over a decade
earlier. As IT has allowed companies to discover ways of re-working business processes
in order to increase efficiency, the IT itself has developed markedly in quantifiable
ways, such as processor speeds, memory capacities and bandwidth.

Within the bond markets, the application of constantly improving IT has resulted
in at least two substantial improvements in business processes. First, telephones
have largely been replaced by electronic networks such as MTS in the bond markets
and Eurex in the futures markets. Consequently, bond traders have been able to
establish prices far more easily, to execute transactions more rapidly, and to hedge
those transactions more expeditiously.

Second, many of the processing and back office functions have been automated.
Notably, networks connecting to settlement depositories has led to the introduction
of straight-through-processing, a significant efficiency gain in the execution of back
office functions.
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Changes in the Landscape

Clearly cause and effect in the interplay between IT, business processes and
efficiency is hard to untangle, but within the context of this discussion one conclusion
is clear: the application of IT over the last fifteen years or so has enabled bond
desks to quote and transact more business at much lower marginal costs, should
the business rationale for doing so appear.

The euro has also extended the deutsche mark bund futures complex into a
very liquid eurozone futures family, providing an efficient tool for pricing the interest
rate component of yields. The task of a bond trader quoting a range of bonds has
largely been simplified to establishing the more stable credit spreads and liquidity
premiums between different issues.

Additionally, the single currency has introduced new investment habits and has
extended the reach of issuers across a continent and into a much deeper capital
formation process.

The Liquidity Pact
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MTS AND THE CATALYST
FOR CHANGE

The increasing application of IT to the bond market infrastructure and business
processes within banks, together with the advent of the single currency set the
stage for a remarkable developments in the nature of bond trading in Europe.
Many of the inefficiencies were made superficial once the underlying problems
were eliminated. All that remained was the need for a standardised, pan-European
model as a catalyst for realising the new potential for greater efficiency.

The development of MTS tracks the development of the European bond markets.
Introduced by the Italian treasury in 1988 as a platform for co-ordinating the activity
of its primary dealer group within Italy, MTS brought transparency to the BTP market.
Although containing some elements of the Liquidity Pact, MTS Italy was not a perfect
prototype for the market structure that would emerge across Europe following the
introduction of the single currency. Dealers would commit liquidity across the range
of treasury issues but, as the treasury constituted the sole sovereign issuer within its
own currency, there was no reciprocal commitment to bring size or regularity to new
issues or to maintain liquidity in existing issues. In exchange for committing liquidity,
banks were recognised as primary dealers and gained the right to participate in
auctions and receive a steady supply of new issues.

Clearly, this model was limited within the lira currency zone to the Italian treasury.
Following introduction of the euro and the development of electronic trading and
settlement, MTS formulated a strategy that sought to exploit the new-found scalability of
its model across both geography and bond type. It found a market receptive to change
and in particular, a dealer community that favoured the emergence of recognisable
standards of issuance size and transparency in the eurozone sovereign sector.

The first stage was the development of a pan-European benchmark platform
to sponsor the homogenisation of the sovereign market around minimum standards
of size and liquidity commitments. EuroMTS was created around a benchmark
listing size of €5 billion and a random allocation of bonds amongst bond dealers
for quoting obligations. The Liquidity Pact was born: dealers and issuers undertook
commitments to each other, and the MTS platform was used by both sides of the
market to referee and bring transparency to the Liquidity Pact.
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MTS and the Catalyst for Change

By leveraging on the well-established electronic MTS trading platform, to which
most bond dealers across Europe were already connected, and its straight-through-
processing capabilities, the marginal cost for participants in EuroMTS was minimal.

For the first time however, within a major single currency area, there was no single
sovereign issuer. Technology changes had dramatically increased the capacity of dealers
to provide liquidity across a broad range of bond issues. However, issuers would need
to offer more than the right to participate in primary auctions if dealers were to utilise
some of that additional capacity and supply continuous, electronic liquidity across the
spectrum of eurozone sovereign issues for the first time. Size and issuance program
transparency were the key, the precedent of commitments to issuers rather than to
single issues was strengthened and the Liquidity Pact was born.

From the nucleus of benchmarks liquidity established on EuroMTS, dedicated
MTS markets were created in each eurozone country for the purpose of creating
and managing the Liqudity Pact between issuers and their primary dealers within
each individual country. Within the eurozone, the MTS Group now comprises:
EuroMTS, EuroCredit MTS, NewEuroMTS, MTS Amsterdam, MTS Austrian Market,
MTS Belgium, MTS Denmark, MTS Deutschland, MTS Espafia, MTS Finland, MTS France,
MTS Greek Market, MTS Ireland, MTS Italy and MTS Portugal.

Throughout the domestic MTS markets, minimum issue sizes are not directly
required, although the benchmark requirement from EuroMTS has a trickle down
effect in the domestic markets as older stock is gradually replaced by new, consolidated
benchmark issues. Additionally, continuous electronic quotation is only possible for
older stock if the issuer makes an effort to maintain some cash and repo market
liquidity in that stock; there has been an effort to develop continuous quotation
across the entire yield curve, rather than in new benchmark issues only. Across all
MTS platforms, dealers are monitored for compliance with their undertakings. After
bringing issuers to recognise new standards, the dealer community must observe
their own commitments, and the MTS platform brings transparency to this.

The Liquidity Pact
Enhancing Efficiency in the European Bond Market

Issuers that do not respect the Liquidity Pact and do not enjoy the support of
a wide range of dealers, or insist on dictating their own terms unilaterally in the
secondary market, place themselves at a competitive disadvantage to other eurozone
sovereign issuers that have embraced common standards.

Extension of the Liquidity Pact has not been limited to sovereign bonds. The
introduction of the single currency offered non-sovereign issuers a deep and wide
investor pool, reducing substantially the credit line limitations that they faced in the
narrower, pre-euro currency areas. For the first time, this permitted large non-sovereign
issuers such as agencies, supranationals and covered bond issuers to consolidate
their funding requirements into single-currency benchmark programs supported
by enlarged syndication groups.

EuroMTS, in consultation with leading bond dealers, considered ways in which
non-sovereign bonds could be traded electronically. It was quickly noted that
bonds would need a minimum size to ensure liquidity in both the cash and repo
markets, and that issuers should be frequent, sizeable borrowers if they were to
develop a strong, ongoing relationship with their syndicating dealers.

The first attempt to implement these principles was the creation of EuroCredit
MTS for covered bonds. A minimum issue size of €3 billion was set, and issuers
were required to have a minimum jumbo funding requirement of €10 billion in
order to be eligible for their €3 billion bonds to be listed. Bond dealers are free
to select the bonds that they wish to quote and, as bonds require at least seven
commitments from different banks, it is ultimately the market and issuers that decides
which bonds are to be listed.

The strength of the Liquidity Pact is illustrated by the fact that on average, market
makers commit to quote at least 50% more than their official requirement, with
many selecting far more, and all the market makers opt to disclose their quoting
and trading perfomance to the issuers. Typically, market makers select all bonds
from their preferred list of issuers, irrespective of whether they belong to all the
bond syndicate groups involved.
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MTS and the Catalyst for Change

Following the success of EuroCredit MTS, bonds from agency and suprantional
issuers were listed on EuroMTS. Such bonds are required to be €5 billion or more
in size and to be part of issuance programs. In return for bringing such issues to the
market, key issuers such as the EIB, Kf\W, Freddie Mac and DePfa and their investees
enjoy the liquidity commitments of as many as 15 market makers in each of their
bonds, each bank quoting at least €10 million on a maximum bid-offer spread.

By modelling the debt management practices of sovereign issuers, the high-quality
non-sovereign market moved towards sizeable products syndicated through enlarged
syndication groups including eight or more bond dealers. The benefits of enlarged
syndication groups is clear on the MTS platform, with continuous market depths for
well-regarded issuers frequently exceeding €100 million. Commitments to issuers on
the MTS markets exceed frequently syndication groups obligations as once again,
bond dealers make commitments to issuers rather than individual bonds, and the
Liquidity Pact is cemented to the benefit of all.

Beyond the interbank market, the investor community can observe which dealers
and issuers subscribe to the Liquidity Pact. Bond prices and market data from the MTS
markets are distributed by data vendors to all interested parties as MTS fulffils its role
of providing transparency. In this manner, the Liquidity Pact brings advantages to the
buy-side which naturally favours both dealers that can execute business in an efficient
interbank market, and also favour issuers that have committed to size in order to
sponsor liquidity in its stock of issues. The added value in the Liquidity Pact is quantifiable
and partially expressed as the liquidity premium itself.

The Liquidity Pact
Enhancing Efficiency in the European Bond Market

CONCLUSIONS

Owing to improved technology and the single currency, the European bond
markets have witnessed an increased capacity by bond dealers to quote wider ranges
of bonds and, from the issuers’ perspective, an increased ability to build large, liquid
and homogenous bond programs.

However, it has been the transparency and efficiency of the MTS platform and
business model that has been the catalyst in encouraging both sides to realise their
new potentials, to enter into increased commitments to each other and in so doing,
together establish minimum standards of liquidity and issuance size for today’s market.
MTS fulfills the essential and unique role of setting the common and objective standards
of issuance size and quoting commitments, and of being both the transparent
forum and the referee for dealers and issuers seeking greater efficiency from their
bond market activities.

The limitations of these arrangements should be considered.The structure begins
to fail if either side is unable or unwilling to live up to its side of the commitment.
Such circumstances begin to occur further down the credit spectrum. Companies
issuing to fund operating businesses frequently experience fluctuating credit ratings as
their business climates vary. In such circumstances, it becomes difficult to build and
maintain benchmark bond programs.

Volatility in an issuer's rating leads to volatility in its existing bond portfolio,
complicating the task of dealers wishing to price such bonds. Additionally, smaller,
non-benchmark bonds are supported by relatively small syndication groups. Arguably,
dealers require large syndication groups for mutual support when quoting electronically.
These factors place limitations on the scope of the Liquidity Pact.

Broadly speaking, the Liquidity Pact has been formed for both sovereigns and other
issuers that enjoy relatively stable credit spreads. However, in forming the pact, dealers
and issuers incur opportunity costs: bond dealers have committed additional resources
and issuers largely forgo the ability to tap the market opportunisitically. This raises the
question of why the pact is formed in the first place: who benefits?
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Conclusions

Bond dealers might commit greater resources, but in return they sponsor the
development of deep pools of liqudity in the interbank markets from which they
can supply their buy-side clients, and can expect steady, large and regular flows in
the primary markets.

In the absence of other factors, liquidity leads to reduced volatility which in turn
reduces capital requirements required to cover potential losses. Consequently, the
return on capital for bond dealers is improved by the adoption of the Liquidity Pact.

Enhanced transparency has broadened the dealer community. In the absence of
transparency, only a few multi-national bond dealers would be able to trade across
the range of eurozone bonds. However, the Liquidity Pact has enabled a far greater
range of banks to participate in the market, benefitting both diversity and liquidity.

Additionally, both liquidity and transparency have permitted bond dealers to
move on from high but erratic margins towards lower but more stable and predictable
margins from both secondary market trading and from client business. This payoff
is broadly in line with the regular, non-erratic revenue streams that bank management
and shareholders are increasingly requiring.

Institutional investors are not directly involved in secondary market arrangements,
but gain a degree of liquidity and transparency in their investments together with
reduced dealing costs passed on from the enhanced efficiency of the interbank market.

Issuers developing benchmark programs promote their brands and increase
their reach across the investment community, and in sowing liquidity in their
consolidated lines, reap liquidity premiums and reduced funding costs.

The Liquidity Pact
Enhancing Efficiency in the European Bond Market

The Liquidity Pact has not been widely noticed or commented upon. Attention
paid to the market structure has tended to be dominated by mergers between
various exchanges, depositories and clearing houses. Recognition of the pact has
varied from explicit announcements of dealer groups for issuance programs, such
as that made by DePfa, to barely articulated realisations by bond dealers of the
need to enhance the quality of their service to issuers in order to encourage more
regular, sizeable issuance.

However, the benefits of the Liquidity Pact are real and there for all market participants
to enjoy. By incurring some opportunity costs when entering into the pact, all parties
ultimately derive much greater value from their business relationships, and the
Liquidity Pact emerges as a strong and durable structure in the European bond markets.
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ANNEX ONE

Issuers with bonds listed on the MTS system and Bond Dealers undertaking
market making obligations as monitored by the MTS markets

ISSUERS

EURO SOVEREIGN ISSUERS - GOVERNMENTS OF

AUSTRIA IRELAND

BELGIUM ISRAEL (to join in 2004)
DENMARK ITALY

FINLAND NETHERLANDS
FRANCE POLAND

GERMANY PORTUGAL

GREECE SPAIN

HUNGARY

NON - EURO SOVEREIGN ISSUERS

ALLGEMEINE HYPOTHEKENBANK RHEINBODEN FREDDIE MAC

AYT CEDULAS CAJAS HBOS TREASURY SERVICES

BANCO BILBAO VIZCAYA ARGENTARIA HYPOTHEKENBANK IN ESSEN
BAYERISCHE HYPO UND VEREINSBANK KFW

CADES LANDESBANK NRW

COMPAGNIE DE FINANCEMENT FONCIER MUENCHENER HYPOTHEKENBANK
CRH STATE OF BERLIN

DEPFA STATE OF HESSE

DEUTSCHE GENOSSENSCHAFT HYPOTHEKENBANK STATE OF NORTH RHINE-WESTPHALIA
EIB UNEDIC

ERAP WESTFAELISCHE HYPOTHEKENBAN
EUROHYPO
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MARKET MAKERS
ON THE MTS MARKETS*

EUROMTS

ABN-AMRO BANK N.V. DZ BANK A.G.

ALFRED BERG FINLAND QI EFG EUROBANK

ALLIED IRISH BANK (AIB) FORTIS BANK N.V.

ALPHA BANK GOLDMAN SACHS INTERNATIONAL
BANCA IMI S.p.A. HSBC - CCF

BANCA NAZIONALE DEL LAVORO SpA. HSBC ATHENS

BANCO BILBAO VIZCAYA ARGENTARIA ING BANK N.V.

BANCO BPI SA. JP. MORGAN SECURITIES Ltd.

BANCO COMERCIAL PORTUGUES INVESTIMENTO KBC BANK N.V.

BANCO SANTANDER CENTRAL HISPANO SA. LA CAIXA

BANK OF AMERICA INTERNATIONAL Ltd. LANDESBANK BADEN-WURTTEMBERG
BANQUE BRUXELLES LAMBERT S.A. LANDESBANK HESSEN-THURINGEN (Helaba)
BARCLAYS BANK Plc. LEHMAN BROTHERS INTERNATIONAL (Europe) Ltd.
BAYERISCHE HYPOVEREINSBANK A.G. MERRILL LYNCH INTERNATIONAL

BNP PARIBAS MORGAN STANLEY & Co. INTERNATIONAL
CABOTO SIM SpA. MPS FINANCE SpA.

CAIXA GERAL DE DEPOSITOS NATEXIS BANQUES POPULAIRES
CAPITALIA Sp.A. NATIONAL BANK OF GREECE

CDC IXIS CAPITAL MARKET S.A. NOMURA INTERNATIONAL

CITIGROUP GLOBAL MARKETS Ltd. NORDEA

COMMERZBANK A.G. PIRAEUS BANK

CREDIT AGRICOLE INDOSUEZ ROYAL BANK OF SCOTLAND

CREDIT SUISSE FIRST BOSTON (EUROPE) Ltd. SKANDINAVISKA ENSKILDA BANKEN (SEB)
DAVY STOCKBROKERS SOCIETE GENERALE SA.

DEUTSCHE BANK A.G. SVENSKA HANDELSBANKEN

DEXIA BANK BELGIUM UBM - UNICREDIT BANCA MOBILIARE
DRESDNER BANK A.G. UBS Ltd.

*As of November 2003
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EUROCREDIT MTS MTS AUSTRIAN MARKET

ABN-AMRO BANK N.V. FORTIS BANK N.V. ABN-AMRO BANK N.V. ING BANK N.V.

BARCLAYS BANK Plc. GOLDMAN SACHS INTERNATIONAL BARCLAYS BANK Plc. I.P MORGAN SECURITIES Ltd.
BAYERISCHE HYPOVEREINSBANK A.G. HSBC - CCF BAYERISCHE HYPOVEREINSBANK A.G. LEHMAN BROTHERS INTERNATIONAL
BAYERISCHE LANDESBANK ING BHF BANK BNP PARIBAS MERRILL LYNCH INTERNATIONAL
BNP PARIBAS LANDESBANK BADEN WUERTTEMBERG CDC IXIS CAPITAL MARKET S.A. MORGAN STANLEY & Co. INTERNATIONAL
CDC IXIS CAPITAL MARKET S.A. MERRILL LYNCH INTERNATIONAL CITIGROUP GLOBAL MARKETS Ltd. NOMURA INTERNATIONAL
CITIGROUP GLOBAL MARKETS Ltd. MORGAN STANLEY & Co. INTERNATIONAL CREDIT AGRICOLE INDOSUEZ SOCIETE GENERALE S.A.
COMMERZBANK A.G. SOCIETE GENERALE SA. CREDIT SUISSE FIRST BOSTON (Europe) Ltd. UBS AG.

CREDIT AGRICOLE INDOSUEZ UBS Ltd. DEUTSCHE BANK AKTIENGESELLSCHAFT

CREDIT SUISSE FIRST BOSTON (Europe) Ltd. WESTDEUTSCHE LANDESBANK GIROZENTRALE DRESDNER BANK A.G.

DEUTSCHE BANK AG. DZ BANK AG DEUTSCHE ZENTRAL GENOSSENSCHAFT

DRESDNER BANK A.G. GOLDMAN SACHS INTERNATIONAL

DZ BANK HSBC - CCF

NEWEUROMTS MTS BELGIUM

BNP PARIBAS KBC BANK N.V. ABN-AMRO BANK N.V. HSBC - CCF

CABOTO SIM SpA. MORGAN STANLEY & Co. INTERNATIONAL BARCLAYS BANK Plc. ING BELGIUM N.V.

CITIGROUP GLOBAL MARKETS Ltd. SOCIETE GENERALE S.A. BNP PARIBAS JP MORGAN SECURITIES Ltd.

CREDIT SUISSE FIRST BOSTON UBM - UNICREDIT BANCA MOBILIARE CITIGROUP GLOBAL MARKETS Ltd. KBC BANK N.V.

DEUTSCHE BANK A.G. UBS Ltd. CREDIT AGRICOLE INDOSUEZ LEHMAN BROTHERS

DRESDNER BANK A G. DEUTSCHE BANK MORGAN STANLEY & Co. INTERNATIONAL
GOLDMAN SACHS INTERNATIONAL DEXIA BANK BELGIUM NOMURA INTERANTIONAL

ING BANK FORTIS BANK N.V. SOCIETE GENERALE S.A.

JP MORGAN CHASE GOLDMAN SACHS INTERNATIONAL UBS Ltd.

MTS AMSTERDAM MTS DENMARK

ABN-AMRO BANK N.V. ING BANK ABN-AMRO BANK N.V. MORGAN STANLEY & Co. INTERNATIONAL
BANCO BILBAO VIZCAYA ARGENTARIA .P MORGAN SECURITIES Ltd. AMTSSPAREKASSEN FYN NORDEA

CITIGROUP GLOBAL MARKETS Ltd. MERRILL LYNCH INTERNATIONAL BARCLAYS BANK Plc. NYKREDIT BANK

CREDIT AGRICOLE INDOSUEZ MORGAN STANLEY & Co. INTERNATIONAL DANSKE BANK SKANDINAVISKA ENSKILDA BANKEN (SEB)
CREDIT SUISSE FIRST BOSTON (Europe) Ltd. RABOBANK INTERNATIONAL DEUTSCHE BANK SVENSKA HANDELSBANKEN

DEUTSCHE BANK SOCIETE GENERALE SA. HSH NORDBANK SYDBANK

FORTIS BANK N.V. J.P MORGAN SECURITIES Ltd.
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MTS Group Market Makers on the MTS Markets

MTS DEUTSCHLAND

ABN-AMRO BANK N.V.

BANC OF AMERICA SECURITIES

BANCA NAZIONALE DEL LAVORO SpA.
BARCLAYS BANK Plc.

BAYERISCHE HYPOVEREINSBANK A.G.
BNP PARIBAS

CABOTO SIM SpA.

CAPITALIA SpA.

CDC IXIS CAPITAL MARKET S.A.
CITIGROUP GLOBAL MARKETS Ltd.
COMMERZBANK

CREDIT AGRICOLE INDOSUEZ PARIS
CREDIT SUISSE FIRST BOSTON (Europe) Ltd.
DEUTSCHE BANK

DRESDNER BANK A.G.

ABN-AMRO BANK N.V.

BANC OF AMERICA SECURITIES Ltd.
BANCO BILBAO VIZCAYA ARGENTARIA
BANQUE BRUXELLES LAMBERT S.A.

BNP PARIBAS

CITIGROUP GLOBAL MARKETS Ltd.

CREDIT AGRICOLE INDOSUEZ

CREDIT SUISSE FIRST BOSTON (Europe) Ltd.
DEUTSCHE BANK A.G.

DRESDNER BANK A.G.

MTS FINLAND

ALFRED BERG FINLAND OYi.
BARCLAYS BANK Plc.

BNP PARIBAS

CITIGROUP GLOBAL MARKETS Ltd.
CREDIT AGRICOLE INDOSUEZ
DEUTSCHE BANK

DRESDNER BANK A.G.

FORTIS BANK N.V.

HSBC - CCF
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DZ BANK

FORTIS BANK N.V.

HSBC - CCF

ING BANK

J.P MORGAN SECURITIES Ltd.

LANDESBANK BADEN WUERTTEMBERG (LBBW)
LANDESBANK HESSEN - THURINGEN (HELABA)
MERRIL LYNCH INTERNATIONAL Ltd.

MORGAN STANLEY & Co. INTERNATIONAL
MPS FINANCE SpA.

SOCIETE GENERALE SA.

UBM - UNICREDIT BANCA MOBILIARE

UBS Ltd.

WESTDEUTSCHE LANDESBANK GIROZENTRALE

MTS ESPANA

GOLDMAN SACHS INTERNATIONAL
HSBC - CCF

P MORGAN SECURITIES Ltd.

KBC BANK N.V,

MORGAN STANLEY DEAN WITTER
NATEXIS BANQUES POPULAIRES
SOCIETE GENERALE SA.

JP MORGAN SECURITIES Ltd.

LEHMAN BROTHERS

MERRILL LYNCH INTERNATIONAL
MORGAN STANLEY & Co. INTERNATIONAL
NORDEA

OSUUSPANKKIEN KESKUSPANKKI QY.

SEB (Skandinaviska Enskilda banken)

SOCIETE GENERALE SA.

SVENSKA HANDELSBANKEN

The Liquidity Pact

Enhancing Efficiency in the European Bond Market MTS Group

ABN-AMRO BANK N.V.

BANQUE BRUXELLES LAMBERT S.A.
BARCLAYS CAPITAL FRANCE S.A.
BNP PARIBAS

CDC IXIS CAPITAL MARKET S.A.
CITIGROUP GLOBAL MARKETS Ltd.
CREDIT AGRICOLE INDOSUEZ
CREDIT LYONNAIS

CREDIT SUISSE FIRST BOSTON (Europe) Ltd.

DEUTSCHE BANK A.G.

DRESDNER BANK A.G.

GOLDMAN SACHS PARIS INC. & CIE.
HSBC - CCF

ING BELGIUM

JP MORGAN & CIE. SA,

MTS FRANCE

LEHMAN BROTHERS S.A.

MERRILL LYNCH CAPITAL MARKETS S.A.
MORGAN STANLEY S.A.

NATEXIS BANQUES POPULAIRES
NOMURA INTERNATIONAL

ROYAL BANK OF SCOTLAND

SOCIETE GENERALE S.A.

UBM - UNICREDIT BANCA MOBILIARE
UBS FRANCE S.A.

MTS GREEK MARKET

ABN-AMRO BANK N.V.

BARCLAYS BANK Plc.

BNP PARIBAS

CITIGROUP GLOBAL MARKETS Ltd.
CREDIT AGRICOLE INDOSUEZ
CREDIT SUISSE FIRST BOSTON
DEUTSCHE BANK

EFG EUROBANK

GOLDMAN SACHS INTERNATIONAL
HSBC ATHENS

ABN-AMRO BANK N.V.

AIB CAPITAL MARKETS

BARCLAYS BANK Plc.

CITIGROUP GLOBAL MARKETS Ltd.

ING BANK

JP MORGAN SECURITIES Ltd.

MERRILL LYNCH INTERNATIONAL
MORGAN STANLEY & Co. INTERNATIONAL
NATIONAL BANK OF GREECE

NOMURA INTERNATIONAL

PIRAEUS BANK

SOCIETE GENERALE S.A.

UBM - UNICREDIT BANCA MOBILIARE

UBS Ltd.

MTS IRELAND

CREDIT AGRICOLE INDOSUEZ
DAVY STOCKBROKERS
DEUTSCHE BANK

UBS Ltd.
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MTS Group Market Makers on the MTS Markets

MTS ITALY

ABAXBANK DEUTSCHE BANK A.G.

ABN-AMRO BANK N.V. DRESDNER BANK A.G.

BANCA AKROS GOLDMAN SACHS INTERNATIONAL
BANCA IMI Sp.A. ICCREA BANCA SpA.

BANCA NAZIONALE DEL LAVORO SpA. ING BANK

BANCA SELLA JP MORGAN SECURITIES Ltd.

BANCO BILBAO VIZCAYA ARGENTARIA KBC BANK N.V.

BANK OF AMERICA INTERNATIONAL Ltd. LEHMAN BROTHERS INTERNATIONAL (Europe)
BARCLAYS BANK Plc. MERRILL LYNCH INTERNATIONAL

BNP PARIBAS MORGAN STANLEY & Co. INTERNATIONAL
CABOTO SIM Sp.A. MPS FINANCE S.p.A.

CAPITALIA SpA. NATEXIS BANQUES POPULAIRES

CASSA DI RISPARMIO DI FIRENZE NOMURA INTERNATIONAL

CITIGROUP GLOBAL MARKETS Ltd. SOCIETE GENERALE SA.

CREDIT AGRICOLE INDOSUEZ SA, UBM - UNICREDIT BANCA MOBILIARE
CREDIT SUISSE FIRST BOSTON (Europe) Ltd. UBS Ltd.

MTS PORTUGAL

ABN-AMRO BANK N.V. CREDIT AGRICOLE INDOSUEZ

BANCO COMERCIAL PORTUGUES INVESTIMENTO DEUTSCHE BANK

BANCO ESPIRITO SANTO FORTIS BANK N.V.

BANCO PORTUGUES INVESTIMENTO GOLDMAN SACHS INTERNATIONAL
BANCO SANTANDER CENTRAL HISPANO S.A. HSBC - CCF

BARCLAYS BANK Plc. MERRILL LYNCH INTERNATIONAL

BNP PARIBAS MORGAN STANLEY & Co. INTERNATIONAL
CAIXA GERAL DE DEPOSITOS SOCIETE GENERALE S.A.

CITIGROUP GLOBAL MARKETS Ltd.

26







MTS Group

Via Sallustiana, 26

00187 Rome - Italy
Telephone: +39 06 42120 1
Facsimile: +39 06 42120 200

wWww.mtsgroup.org



