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[bookmark: _Toc280628648]Responding to this paper
The European Securities and Markets Authority (ESMA) invites responses to the specific questions listed in the ESMA Discussion Paper on the Distributed Ledger Technology (DLT) Applied to Securities Markets, published on the ESMA website.

Instructions
Please note that, in order to facilitate the analysis of the large number of responses expected, you are requested to use this file to send your response to ESMA so as to allow us to process it properly. Therefore, ESMA will only be able to consider responses which follow the instructions described below:
· use this form and send your responses in Word format (pdf documents will not be considered except for annexes);
· do not remove the tags of type <ESMA_ QUESTION_DLT_1> - i.e. the response to one question has to be framed by the 2 tags corresponding to the question; and
· if you do not have a response to a question, do not delete it and leave the text “TYPE YOUR TEXT HERE” between the tags.
Responses are most helpful:
· if they respond to the question stated;
· contain a clear rationale, including on any related costs and benefits; and
· describe any alternatives that ESMA should consider

Naming protocol
In order to facilitate the handling of stakeholders responses please save your document using the following format:
ESMA_DLT_NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were XXXX, the name of the reply form would be:
ESMA_DLT_XXXX_REPLYFORM or 
ESMA_DLT_XXXX_ANNEX1

Deadline
Responses must reach us by 2 September 2016.
[bookmark: _Toc335141334]All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 


Publication of responses
All contributions received will be published following the end of the consultation period, unless otherwise requested. Please clearly indicate by ticking the appropriate checkbox in the website submission form if you do not wish your contribution to be publicly disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. Note also that a confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
[bookmark: _Toc335141335]
Data protection
Information on data protection can be found at www.esma.europa.eu under the headings ‘Legal notice’ and ‘Data protection’.



Introduction
Please make your introductory comments below, if any:
<ESMA_COMMENT_DLT_1>
Introduction
CME Group Inc.[footnoteRef:2] (CME Group) is the world’s largest and most diverse derivatives marketplace.  We operate derivatives execution, clearing, reporting, and market data services globally from our U.S. and European-based market infrastructure.  We appreciate the opportunity to respond to this discussion paper.  [2:  CME Group operates CME Europe, a London-based, FCA-supervised derivatives exchange and the following U.S. derivatives exchanges: Chicago Mercantile Exchange Inc. (CME), the Board of Trade of the City of Chicago, Inc. (CBOT), the New York Mercantile Exchange, Inc. (NYMEX) and the Commodity Exchange, Inc. (COMEX).  The CME Group exchanges offer the widest range of benchmark products available across all major asset classes, including futures and options based on interest rates, equity indexes, foreign exchange, energy, metals, agricultural commodities, and alternative investment products. CME Group operates one of the largest central counterparty clearing services in the world, which provides clearing and settlement services for exchange-traded contracts, as well as for over-the-counter derivatives.  These services are provided by U.S.-based CME Inc. and London-based CME Clearing Europe. CME Group also operates derivatives data repositories based in the U.S. and Europe. The CME Swap Data Repository and CME European Trade Repository provide reporting services for exchange-traded, cleared OTC, and bi-lateral non-cleared derivatives.  ] 

CME Group has been a leader in promoting the integrity, efficiency and transparency of global financial markets and appreciates the importance of ensuring that regulatory frameworks keep pace with the rapid technological and other infrastructure advancements that have characterised the evolution of markets in recent years.  These changes have been the catalyst for the development of more competitive, more efficient, and more transparent markets, as well as substantial improvements and innovation in risk management and regulatory capabilities.  	
As an industry leader, CME Group recognises the need to foster innovation, both within its business and within securities markets. CME Group understands the potential impact that blockchain technologies and DLT may have on its business and on securities markets more generally, and is currently actively involved in a number of initiatives to further industry collaboration to encourage the development and application of such technologies. Such initiatives include participation in the Post-Trade Distributed Ledger Group[footnoteRef:3], the FIX Digital Currency and Blockchain Working Group and the Linux Foundation’s Hyperledger Project[footnoteRef:4].  [3:  The Post-Trade Distributed Ledger Group is an industry association seeking to advance the development and application of DLT in relation to post-trade activities through thought-leadership and collaboration between market participants, technology companies and regulators.]  [4:  The Linux foundation’s Hyperledger Project is a collaborative project seeking to advance the use of blockchain technology by creating an open standard for distributed ledgers. ] 

By way introduction, CME Group provides two primary comments, which are explored further in this Introduction and in the responses to certain of the questions below:
· Market infrastructures and currently established methods of risk management are likely still to be important in the DLT environment;
· The development of DLT should be market driven to enable participants to fully explore its potential. At this early stage, any regulation should be built into existing frameworks as guidelines on the interpretation of the existing rules as applied to a DLT environment rather than as new hard rules.
ESMA’s use of terminology and the scope of blockchain and DLT
CME Group welcomes the efforts undertaken by ESMA to consider and clarify its interpretation of DLT and blockchain, as well as how that interpretation fits within the context of securities markets. It is, however, important to ensure that these interpretations align with those held by market participants.
In this regard, a distributed ledger is ultimately a record of consensus that is maintained and validated by multiple nodes using cryptographic techniques. Whilst a blockchain is one method of implementing distributed ledgers, there are forms of distributed ledger that are not underpinned by blockchain (such as those centralised ledgers that are validated by certain trusted actors or owners).
At present, the interpretation of DLT adopted by ESMA in the Discussion Paper is too broad. As noted above, the primary purpose of distributed ledgers is to record information and data, and distributed ledgers cannot in and of themselves effect practical applications within securities markets. For example, whilst smart contracts and other applications can be used to facilitate actions based on information held in a distributed ledger, underlying systems that exist outside of the network will still be required to give practical effect to instructions generated by a smart contract. Whilst a smart contract could give rise to an instruction to effect the exchange of margin or collateral between counterparties to a cleared OTC derivatives transaction, the actual transfer of that margin or collateral will, at this stage, be effected through an underlying payment system (such as an interbank system), which exists outside the distributed ledger framework. As such, it is important to understand the practical applications of distributed ledgers as consisting of a number of “rails”, whereby the distributed ledger itself is only one rail, and that, as a consequence, distributed ledgers cannot yet assume the role of all actors within a particular system used by participants in securities markets.
The Role of Market Infrastructures in a DLT Environment
ESMA notes that one possible consequence of the introduction of DLT to the securities markets is a change in the current set up of market participants and market infrastructures and notes that this could create a number of challenges. The changes that DLT would bring to core market infrastructure is arguably a once in a generation realignment of the current operational framework, and it is therefore crucial that there is an open dialogue between market participants and regulators by way of guidance to ensure that this paradigm shift in operational structures is handled prudently and in the best interests of those who participate in securities markets.
Further, we would echo the distinction made by ESMA in this context between cash equities and derivatives, both of which pose different legal and regulatory considerations within a DLT environment. The incorporation of derivative transactions within the scope of a DLT environment would have no effect on the period of time to which one counterparty is exposed to the default of the other, and this credit risk must be effectively managed until the contract in question is settled. Whilst DLT may support the ability of market infrastructures, especially central counterparties, to manage this risk, the introduction of DLT would do nothing, in and of itself, to eliminate it. There is therefore a continued and significant role to be played by market infrastructures with respect to derivative transactions, even where such transactions originate and settle within a DLT environment.
We also think it is important not to forget the amount and value of judgement based risk assessment that individuals within market infrastructures, particularly central counterparties, play both on an ongoing basis and in stressed scenarios. We doubt that the regulators would feel comfortable with a smart contract triggering a declaration of default of a market member on the basis of a minor or technical rule breach without some human involvement.  We therefore believe that there will continue to be a necessary and fundamental role to be played by market infrastructures in securities markets, even where certain aspects of those markets operate within a DLT environment.
Approach to Regulation
At this stage, DLT remains in a state of infancy and requires time, freedom and the collaborative thinking of market participants to determine its best applications. As further discussed in our response to Question 24, CME Group advocates an approach to prospective regulation that encourages prudent innovation and fosters the international collaboration and exchange of ideas between regulators at a global level. This approach would provide innovative businesses and technology providers with an opportunity to explore the potential applications of DLT. The implementation of a standalone regulatory framework or regulator in respect of DLT, either generally or as applied to securities markets specifically, would create a disproportionate approach to regulation, which at this early stage in the lifecycle of the technology would only serve to undermine its potential and stifle innovation. That said, there is demand for financial regulatory authorities to provide guidance to the industry as a means of clarifying uncertainties as to their approach to the use of DLT in particular circumstances. In Europe, this might take the form of Guidelines.
Conclusion
As ESMA rightly highlights, the nature of DLT and its applications to securities markets gives rise to a broad range of commercial, operational, legal and regulatory considerations, and it is crucial to recognise that these considerations, and their materiality, will likely change as the technologies develop and deploy into securities markets. The recent technological advancements in this area have the potential to fundamentally change the underlying structure of securities markets, but technology alone is unlikely to improve existing stability and security to financial markets, and we strongly believe that there remains an integral and prominent role for market infrastructure providers such as CME Group, both in and outside of a DLT environment. As market participants and regulators alike plot the next steps in the approach to DLT within securities markets, there is a heightened need to ensure that the legal and regulatory environment fosters innovation and progression, whilst maintaining the stability and security that provides a platform for the growth of such innovation.
We would be happy to discuss and clarify any aspect of this response with ESMA. If you have any questions or comments regarding this reply, please feel free to contact Sandra Ro, Executive Director, Digitization, CME Group at +44 20 3379 3789 and sandra.ro@cmegroup.com.
<ESMA_COMMENT_DLT_1>




Do you agree with the list of possible benefits of the DLT for securities markets? Please explain, e.g., are these benefits unique to the DLT, are some more important than others, are some irrelevant?
<ESMA_QUESTION_DLT_1>
We recognise the benefits of DLT and its applications to securities markets. Although the technology, and its possible applications to securities markets, remains at an early stage of development, it is clear that the potential of DLT in this context is significant. We are committed to fostering open standards and diverse participation, as well cultivating protocols that deliver high quality results in relation to digital assets, and we agree with ESMA’s general assessment of the benefits of DLT in this regard. At this stage, however, the true benefits of DLT as applied to securities markets, and beyond, cannot be known and the next few years will be important in determining the wider adoption of DLT.
As noted in the Introduction, it is critical that the possible benefits of DLT accurately reflect the interpretation of DLT as adopted by market participants. In this regard, whilst DLT provides a basis upon which a number of the practical applications highlighted as benefits in the Discussion Paper can be built, the utilisation and development of additional systems in conjunction with DLT is key to support the adoption of these practical applications by market participants. 
It is also necessary to balance the benefits against the costs of the work needed to make DLT a viable solution which means the industry will need to determine where it can be most effectively deployed. Different market participants will have different views as to whether that should focus on improvements to the service that can be made available to clients in terms of speed or functionality, reduction of costs in terms of intermediaries involved or manual processes, or creation of new offerings. 
These are all reasons why we believe it is important for the regulators to support the industry in their continuing work to assess the viability and commercially feasible uses of DLT but not to restrict such development by inappropriate regulation – we explain this further in response to Question 24.
In relation to counterparty risk, whilst DLT may provide the possibility to increase the speed at which financial transactions are executed, recorded and settled, particularly in what ESMA refers to as “cash spot equity markets”, it is premature to conclude that the deployment of DLT in securities markets in and of itself can eradicate credit risk, even in instances where the settlement cycle for such transactions is reduced to a T+0 timescale. Further, in many cases, the participation of the central banks and other payment systems would be required in order to achieve a T+0 timescale, as discussed in response to Question 8.
As ESMA notes, there are certain types of transactions occurring within securities markets, particularly derivatives transactions, where the introduction of DLT to facilitate the execution of such transactions would have no effect on the period of time to which one counterparty is exposed to the default of the other because of the term of the contracts. Therefore, we echo ESMA’s comments that, even in a DLT environment where credit risk may in certain cases be reduced by new technologies and operational workflows, central counterparties will continue to be required to manage and mitigate credit risk between the parties to such transactions, both from a commercial perspective and to further regulatory objectives designed to ensure stability in such markets, for example, mandatory clearing requirements in relation to certain derivative contracts.

<ESMA_QUESTION_DLT_1>

Do you see any other potential benefits of the DLT for securities markets? If yes, please explain.
<ESMA_QUESTION_DLT_2>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_2>

How would the benefits of the technology be affected, in the case where the DLT is not applied across the entire lifecycle of securities (i.e., issuance, trading, clearing and settlement, safekeeping of assets and record of ownership) but rather to some activities only?
<ESMA_QUESTION_DLT_3>
In the short to medium term, it is unlikely that the practical applications of DLT will be sufficiently developed to ensure the adoption of DLT across the entire lifecycle of securities. However, this should not be considered as an obstacle to the adoption and application of DLT to certain activities within securities markets, where the benefits of the technology as highlighted in the Discussion Paper could have a significant impact.
However, where DLT is applied to certain activities within securities markets, the full benefits of DLT may not be enjoyed by the market if DLT is ultimately applied to the entirety of processes within that particular activity: for example, where certain processes are carried out within a DLT environment, but then require confirmation and/or advancement outside of the DLT environment. It is also important to understand the potential operational risks posed by the need to connect and maintain the connection between a DLT to outside technology, and we discuss this further in the response to Question 9.
The other factor that is critical to the adoption of DLT in any market is the extent to which different institutions will participate in the same distributed ledgers and the extent to which different ledgers will interoperate with one another, which depends on the extent to which they are developed with common principles and standards in mind. The coming together of those with common, competing and diverse interests through the various groups that have been established so far has been very encouraging in this respect, as has the involvement in those groups of certain regulators. However, it is important that this willingness to collaborate continues.
<ESMA_QUESTION_DLT_3>

Which activities (e.g., post-trading, other activities), market segments and types of assets in the securities markets are likely to be impacted the most by the DLT in your opinion? How is the DLT likely to modify the way securities markets operate? Please explain.
<ESMA_QUESTION_DLT_4>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_4>

According to which timeframe, is the DLT likely to be applied to securities markets in your view? Please distinguish by type of activities, market segments and assets if relevant.
<ESMA_QUESTION_DLT_5>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_5>

How might your organisation benefit from the introduction of the DLT?
<ESMA_QUESTION_DLT_6>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_6>

If you are working on a concrete application of the DLT to securities markets please describe it (i.e., which activities, which market segments, which type of assets and for which expected benefits) and explain where you stand in terms of practical achievements in relation to your objectives.
<ESMA_QUESTION_DLT_7>
CME Group is working on a number of projects related to both DLT and other developing technologies, most of which are not yet public. However, in terms of publicly available information, CME Ventures LLC, a wholly-owned subsidiary of CME Group, makes minority stake investments in early stage technology companies whose innovative products and services may impact our business in the longer term. CME Ventures seeks companies with technologies that could impact platforms and systems, enhance user experience, or provide new products and services in the financial ecosystem of the future. 
<ESMA_QUESTION_DLT_7>

Do you agree with the analysis of the potential challenges? Please explain, e.g., are some more important than others, are some irrelevant in your view.
<ESMA_QUESTION_DLT_8>
We echo ESMA’s comments in respect of the challenges regarding position netting in a DLT environment. In particular, the current approach of recording data and information in a distributed ledger in a continuous and sequential fashion as “gross” values limits the ability for offsetting and netting of positions on transfer of the contracts to a central counterparty. This may increase the size of positions and is likely to lead to increases in margin and capital requirements as a result.
An additional challenge relates to the degree of legal uncertainty surrounding DLT and blockchain, particularly with regard to property rights, enforceability and liability, and it is highly unlikely that market participants themselves can address these uncertainties or provide solutions to them. In addition, significant divergence across company and security laws and frameworks at the national level could seriously impede the wider adoption of DLT without clarification from regulators and lawmakers as to how these divergences are to be addressed in a DLT environment. In that sense, collaboration and collective consideration by regulators and lawmakers of these fundamental legal issues is required so as to support the development of practical applications of DLT in the context of securities markets.
Further, DLT will only be able to realise the possible benefits it could create in securities markets if it is sufficiently adopted by market participants and, crucially, central banks. Given the number of parties and participants in the various activities occurring within securities markets, the inability of one party to adopt the technology (due, for example, to technological considerations or simply the inappropriateness of the technology for that party’s purposes) could have serious consequences on the ability to carry out that activity within the DLT environment. By way of example, it is unlikely that the possible benefits of DLT within the context of settlement will be realised until such time as the technology is adopted not just by relevant market participants, but also by central banks, given the crucial role the latter play in the settlement cycle. In this context, the success of DLT with respect to particular activities within securities markets is likely to be determined by the appetite of each participant to adopt the technology and given the costs involved in developing the technology, this is by no means a foregone conclusion.

<ESMA_QUESTION_DLT_8>

Do you see any other potential challenges? If yes, please explain.
<ESMA_QUESTION_DLT_9>
We would add to the list of challenges the potential difficulty in defining DLT given both the breadth of uses to which the technology can be put and how this might change over time, and differing levels of understanding and interpretations. This question of scope is particularly important for regulatory purposes and is discussed further in the Introduction to this response.
Further, we would emphasise the operational challenges that should be considered, not just in the development and initial application of DLT. Further detail on the risks that such a challenge may cause is provided in the response to Question 11. 
<ESMA_QUESTION_DLT_9>

Which solutions do you envisage for these challenges and where do the current initiatives stand in terms of practical achievements to overcome them?
<ESMA_QUESTION_DLT_10>
As ESMA notes in the Discussion Paper, there are certain challenges affecting the governance framework employed with respect to DLT within securities markets. In this regard, it is highly likely that distributed ledgers as applied to processes and procedures within securities markets would be permission-based, whereby only certain actors in the network have permission to maintain and validate the data recorded in the relevant distributed ledgers. 
However, given the decentralised nature of the distributed ledgers, it may be prudent for a certain actor within that network to act as an “oracle” by supervising performance and monitoring events occurring in the real world to ensure actions effected on the basis of the distributed ledger, for instance through smart contracts, function correctly. In addition, in the event of errors or disputes arising within the network, it would benefit the functioning of the network, and therefore of the securities markets to which those networks are applied, to have an actor assume the role of arbitrator in an effort to resolve such errors or disputes and address liability in such instances. As ESMA knows, in 2009 central counterparties were provided with a mandate from the G20 to clear certain financial products, primarily due to the strong risk management standards and capabilities that central counterparties provide their markets. The recognised benefit of the customer due diligence processes, supervisory frameworks and operational procedures and rules implemented by central counterparties as part of their business operations and in accordance with regulatory requirements, suggests that market infrastructures are appropriate candidates to assume the role of oracle and arbitrator within a DLT environment.
<ESMA_QUESTION_DLT_10>

Do you agree with the analysis of the key risks? Please explain, e.g., are some risks more important than others, are some irrelevant in your view.
<ESMA_QUESTION_DLT_11>
There are two main categories of risk that are relevant to the scope of this Discussion Paper: (a) risk associated with securities markets (credit risk, liquidity risk etc.) and (b) risk associated with the deployment of DLT within securities markets. With regard to the former, CME Group believes these risks will remain in securities markets even where certain aspects of securities markets are carried out within a DLT environment, and the role of central counterparties, and other market infrastructures, will therefore remain important in mitigating and managing these risks. Regarding the latter, we generally agree with the nature and extent of the risks highlighted by ESMA in the Discussion Paper. 
In relation to cyber risk, as with all technological systems, DLT remains susceptible to unlawful intrusion and cyber-crime, but it is important in this context to distinguish permission-based distributed ledgers applied in the context of securities markets from the underlying permissionless peer-to-peer network upon which Bitcoin and other virtual currencies are operated. We believe that there are security benefits derived from the cryptographic encryption techniques employed within DLT, but market participants and regulators must work together to ensure the implementation of best practice standards on resilience and security within a DLT environment. 
We also agree that there are risks associated with the migration to a DLT environment, including the need to run parallel systems, extensive testing of internal systems as well as connections to all firms sharing the DLT, and increased monitoring in the period after launch. Additionally, because DLT is designed to be a live record, with no downtime contemplated in the currently defined solutions, the risks posed in respect of the on-going support of the system must be considered. Further, updates will require the agreement and technological support of every firm connected to the DLT, which could make the actioning of maintenance or updates in urgent circumstances more difficult and cumbersome when compared to the current framework. These are the types of issues for which market infrastructures that support global markets have already had to develop solutions and another area where their experience may be valuable.
<ESMA_QUESTION_DLT_11>

Do you see any other potential risks? Please explain.
<ESMA_QUESTION_DLT_12>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_12>

How could these risks be addressed? Please explain by providing concrete examples, especially for the risks potentially affecting your organisation.
<ESMA_QUESTION_DLT_13>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_13>

Do you think that the DLT will be used for one of the scenarios above? If yes, which one(s)? If no, please explain?
<ESMA_QUESTION_DLT_14>
We refer ESMA to our response to Question 3 in relation to whether it is realistic to think that DLT would be used for the scenarios described in their entirety, at least to begin with.
<ESMA_QUESTION_DLT_14>

If the DLT is used for one of these scenarios, how compliance with the regulatory requirements attached to each scenario could be ensured?
<ESMA_QUESTION_DLT_15>
We agree with ESMA that, if DLT were to be used for any of the scenarios described in the Discussion Paper, any person participating in that arrangement that performs a role that is captured by legislation will need to comply with the applicable requirements regardless of the means by which that role is being performed. We would note, particularly in relation to Scenario 3, that the definition of a central counterparty in EMIR is functional and not dependent on the technology used by the central counterparty, and this is common across European financial services legislation. It is imperative that regulatory categorisations and requirements are applied on a consistent basis to ensure a level playing field between different participants.  
We can foresee that, if central counterparties and other market infrastructures were to start providing their services in a DLT environment and rely on an external third party to assist in the provision of the technology, there may be a lack of clarity as to where the appropriate responsibilities fall within this type of arrangement. Whilst outsourcing arrangements typically fall within the scope of regulation, it is unclear whether the current arrangements could be transposed into a DLT environment, which creates uncertainty for both market infrastructures and for technology providers as to how such arrangements should be governed. In these circumstances it would be helpful if the parties were able to discuss the issues with the appropriate regulator and receive guidance, as elaborated in the response to Question 24. 
This response applies equally to Questions 17, 19 and 21.
<ESMA_QUESTION_DLT_15>

Do you think that the DLT will be used for one of the scenarios above? If yes, which one(s)? If no, please explain?
<ESMA_QUESTION_DLT_16>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_16>

If the DLT is used for one of these scenarios, how could compliance with the regulatory requirements attached to each scenario be ensured?
<ESMA_QUESTION_DLT_17>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_17>

Do you think that the DLT will be used for safekeeping and record-keeping purposes? Please explain, with concrete examples where appropriate.
<ESMA_QUESTION_DLT_18>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_18>

If the DLT is used for the safekeeping and record-keeping of ownership, how could compliance with the regulatory requirements be ensured?
<ESMA_QUESTION_DLT_19>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_19>

Do you think that the DLT will be used for regulatory reporting purposes? Please explain, with concrete examples where appropriate.
<ESMA_QUESTION_DLT_20>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_20>

If the DLT is used for regulatory reporting purposes, how could compliance with the applicable regulatory requirements be ensured?
<ESMA_QUESTION_DLT_21>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_21>

Do you think that the DLT could be used for other securities-related services than those already discussed, in particular trading and issuance?
<ESMA_QUESTION_DLT_22>
We believe the potential uses of DLT are very wide, particularly when combined with other existing and new technologies. We therefore consider that they could be used for these purposes. The question is whether there is sufficient potential benefit to be gained by developing its use in this way which may, as indicated in response to Question 1, depend on the efficiency of existing issuance and trading mechanisms for the securities in question.  
[bookmark: _GoBack]<ESMA_QUESTION_DLT_22>

Do you see potential regulatory impediments to the deployment of the DLT in securities markets?
<ESMA_QUESTION_DLT_23>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_DLT_23>

Should regulators react to the deployment of the DLT in securities markets and if yes how? If you think they should not do so please justify your answer.
<ESMA_QUESTION_DLT_24>
At this stage, DLT remains in a state of infancy and requires time, freedom and the collaborative thinking of market participants to determine its best applications. The potential applications of DLT as discussed in the Discussion Paper illustrate the wealth of opportunities created as a result of progress made in the underlying technology in recent years, taking its application far beyond the creation and circulation of the virtual currencies for which it was originally created. 
Within the context of prospective approaches to regulation, it is important to consider that DLT is fundamentally a technology applied to financial activities and services, rather than a financial activity or service in itself, and therefore in the event that ESMA seeks to adapt the existing regulatory framework to account for the applications of the technology to financial services and activities carried out within the context of securities markets, a prudent approach should be taken in determining to whom that regulatory framework should apply. Given the significant time and cost that is required to facilitate the development and uptake of DLT within the context of securities markets, a disproportionate approach to regulation at this early stage in the lifecycle of the technology would only serve to undermine the potential of the technology and stifle innovation.
Further, we suggest that any regulatory requirements implemented in relation to the operation of DLT in the context of securities markets or on the provision of financial activities or services using DLT should be considered within the existing European legal and regulatory framework as relevant to securities markets. It is our view that the implementation of a standalone regulatory framework in respect of DLT as applied to securities markets would create a disproportionate regulatory burden on all those falling within the scope of that framework, which may affect the uptake, and therefore the wider application, of DLT in this context. Further, the creation of an additional supervisory authority or regulatory body with responsibility for the supervision of any regulatory framework implemented in connection with DLT would be likely to have the same effect.
As noted above, there is currently uncertainty regarding the interpretation and scope of prospective regulation within the context of DLT, and we suggest that there is an opportunity for financial regulatory authorities to provide guidance to the industry as a means of clarifying this uncertainty, for instance in the form of Guidelines.
Regulators should also be mindful of providing innovative businesses and technology providers with an opportunity to explore the potential applications of DLT so as not to stifle the development of the technology with regulation and create discrepancies in applicable regulations across jurisdictions. We welcome the initiatives adopted by the UK FCA as part of its Innovation Hub, including the regulatory sandbox, provide an encouraging environment for developers of innovative businesses and technologies within financial services to engage with the FCA and to validate their business models and products in live environments with customers. 
It is also important that policy makers and regulators including ESMA, national regulators, the Financial Stability Board and IOSCO work in a coordinated manner across jurisdictions where possible in order to facilitate global regulatory cohesion and to promote a common best practice approach to understanding the uses and challenges of the technology. By coordinating at a global level, financial regulatory authorities can assist those market participants developing applications of DLT to understand the regulatory environment within which that technology is developed, while ensuring that the market is able to foster the innovation that is currently underway. Such an approach would consequently result in the increased likelihood of the technology’s adoption in the future.
<ESMA_QUESTION_DLT_24>
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