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 1.3 Financial integration developments 

The post-crisis financial-reintegration trend in the euro area resumed in 201921. This was 
largely driven by increased price convergence (see Chart 1.11). In perfectly integrated 
European financial markets, asset prices would change by the same amount in all Member 
States (and the indicator would have a value of 1).  

On price integration, the four market segments included in the composite integration indicator 
developed differently. Price integration in bond markets increased significantly in 201922, 
while stock market integration decreased (see Chart 1.13). The banking sub-indicator, which 
reveals differences in lending and deposit rates across the euro-area Member States, was 
halted in 2019. Put in a larger perspective, the pre-crisis level of financial integration will not 
be reached before 2025 if the trend over the last 3 years continues. 

Chart 1.11: Euro-area price-based financial 
integration composite indicator 

 

Chart 1.12: Euro-area quantity-based financial 
integration composite indicator 

 
Source: ECB financial integration indicators. 
Note: A value of 1 corresponds to the highest degree of 

integration. Monthly data. 

Source: ECB financial integration indicators. 
Note: A value of 1 corresponds to the highest degree of 

integration. Quarterly data. 

The ECB quantity-based composite integration indicator, which measures the relative 
portfolio shares of intra-euro-area cross-border asset holdings, has developed more slowly, 
and increased slightly to 0.33 in Q2-2019 (see Chart 1.12). Quantity-based banking 
integration remains fairly low compared to pre-crisis levels. Although cross-border interbank 
started to pick up in 2019, it remain below pre-crisis levels. Cross-border retail lending 
showed a rather gradual increase in 2019, albeit from a relatively low level.  

Other indicators, like the significant drop in merger and acquisition activity in the banking 
sector in the post-crisis period, suggest that further cross-border banking integration would be 
welcome. Low profitability might prevent banks from developing cross-border banking 
activities, but banks might also face other obstacles that are preventing them from developing 
cross-border activities. These issues are further examined in Chapter 2, which contains a 

                                                 
21  Compared to 2018, a year when financial integration stalled. 
22  Analysis is based on data until September 2019.  
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detailed analysis of cross-border banking and the need to foster a single market for banking in 
the EU. 

Chart 1.13: Euro-area price-based financial integration composite indicator by market segment 

 
Source: ECB financial integration indicators. 
Note: A value of 1 corresponds to the highest degree of integration. Monthly data. 

In well-integrated capital markets, investors would hold portfolios that are diversified across 
borders. Many investors, however, still tend to prefer domestic instruments over foreign 
assets. If such home bias is significant, it signals poor capital-market integration23. Intra-EU 
home bias slightly decreased from 79% in 2011 to 77% in 2018, indicating that investors in 
one Member State are now more inclined to invest in the rest of the EU. Extra-EU home bias 
for the EU-28 in 2018 remained high at 89%, but has fallen gradually from 91% in 2009. As 
this measure captures the propensity of investors in Member States to invest domestically 
rather than outside the EU, it shows that Member States have become slightly more 
interconnected with global markets.  

Home bias in capital markets differs across EU Member States (see Chart 1.14). On average, 
euro-area Member States have lower levels of intra-EU home bias over the period 2016-2018 
than non-euro area countries.  

The financial hubs of Ireland, Luxembourg and Malta are highly integrated with global and 
EU capital markets, resulting in low levels of intra-EU and extra-EU home bias.24 There are 
also differences between integration levels in equity and debt markets. For example, the debt-
capital market of Estonia, even though relatively small compared to its GDP, is well 
connected to EU partners, notably Luxembourg, France and Germany. However, Estonia’s 
equity market investors remain highly biased towards their own domestic market. Home bias 
has decreased significantly in some Member States: the intra-EU home bias for the 

                                                 
23  The measure of home bias used in this chapter ranges from 0 when only foreign investment is held, to 1 when all invest-

ments are from domestic issuers. For further details, see the note to Chart 1.14, and the Nardo, M., Ndacyayisenga, N., 
Pericoli, F. and Poncela, P. (2018), JRC.B1 contribution to the SWD on the movement of capital and the freedom of 
payments, Publications Office of the European Union, Luxembourg.  

24  A more granular analysis of home bias could consider the investors’ country of original. For an application, see, for 
example, ECB (2020), ECB Financial Integration and Financial Structures, 136.  
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� Delniški trgi znotraj EU postajajo vse bolj odzivni na “EU novice”
� Bistveno zmanjšan t.i. home-bias pojav
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� Home-bias pojav / Intra-EU vs. Extra-EU home bias
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Luxembourg equity and Bulgarian debt markets declined by 4 and 3 percentage points 
respectively in 2017 compared with 2016. Malta has also experienced a strong decrease in 
intra- and extra-EU home bias for both debt and equity.  

Chart 1.14: Intra- and extra-EU home bias in equity and debt portfolios per Member State 

 
Source: JRC-ECFIN FinFlows database for foreign portfolios. Market capitalisation is based on Bank for International Settlements 

(BIS) debt securities for debt and Eurostat national account for equity. Joint Research Centre (JRC) computations. 
Note: Home bias measures domestic investors’ preference for domestic portfolio investments. Intra-EU and extra-EU home bias per 

Member State are reported, with values closer to 1 indicating that the Member State overweighs domestic investments in its 
portfolio. Intra-EU home bias is calculated as the proportion of domestic portfolio investments over portfolio investments 
within the rest of the EU, scaled by the ratio of a Member State’s bond and equity capitalisation to the world portfolio, bond 
and equity market capitalisation. Extra-EU home bias is calculated as the proportion of domestic portfolio investments over 
portfolio investments outside the EU, scaled by the same ratio as for the intra-EU home bias. The value reported is the average 
of home bias for debt and equity, averaged for the years 2016-2018. Foreign portfolios include portfolio foreign investment 
debt and equity including listed, non-listed and investment funds. Equity includes listed equity, non-listed equity, other 
participations and investment funds. 

Overall, integration has resumed since its decline in the immediate aftermath of the financial 
crisis. However, quantity-based measures of integration (that are based on cross-border 
holdings) remain low. Further integration thus remains a main priority to help consumers and 
companies reap the full benefit of the single market. 


