	
	











[image: esma_8_V3]

		2 June 2016 | ESMA/2016/773 RF



	Reply form for the 
Discussion Paper on the Distributed Ledger Technology Applied to Securities Markets  

	 


[image: esma_8_V3][image: report_db] 
[image: esma_8_V3_no_claim]

	
	5



	Date: 2 June 2016
ESMA/2016/773 RF


[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>
TYPE YOUR TEXT HERE
<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>
The benefits described are not solely associated with the use of DLT. Rather, recent progress in various areas of the financial technology universe, including most notably cloud computing and the application of artificial intelligence, can all contribute to a more efficient trading and post-trading ecosystem. This will undoubtedly change the way market participants engage in and interact with the transaction life cycle, and DLT can play a significant role in that transformation.
<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>
We believe that the complexity of achieving a complete rewriting of the transaction lifecycle are too onerous and could halt the progress of technology. Instead, we believe that the application and parallel running of DLT enabled processes in the early stages of development will provide a sufficient level of comfort to market participants, policy makers, and other stakeholders to ascertain the true benefits that can be achieved by transitioning parts of the transaction lifecycle into a new environment. Further, we would note that bringing pre-trade processes (such as representing an order book, or submitting a basket of orders to an execution venue) onto the distributed ledger is a significant challenge and could disrupt current market practise. We therefore do not believe it is either desirable or practical to represent the entire transaction flow using DLT.   
<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>
In our view, post-trade processing (including matchings, affirmations, reconciliations, straight through processing, etc.) – outside of existing regulated activities – is likely to result in the first successful adoption of DLT. The operational benefits for the end user in leveraging such technology and reducing the need for manual interventions, as well as the ease of negotiating a straight forward legal and regulatory framework, make it a compelling solution for clients. As highlighted in question 3, we do not believe that it is reasonable to assume immediate benefits will arise as market participants would want to run any new service in parallel before switching off legacy back office systems. However, in the medium term, we expect the application of DLT to significantly reduce the operational requirements and costs currently associated with the back office. 
<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>
In our view, the use of DLT supported applications is likely to be available in some use cases from 2017 onwards. There have already been successful proof of concept applications that are now being readied for roll out. However, it is important to recognise that the applications do not intend to replicate and/or replace regulated services. Instead, they look to leverage innovative technologies to improve existing post-trade processes and increase the efficiency of capital markets.
<ESMA_QUESTION_DLT_5>

How might your organisation benefit from the introduction of the DLT?
<ESMA_QUESTION_DLT_6>
In our own use case, we are looking to leverage not just DLT but cloud technology as well. We are looking to simplify the transaction records management of financial market participants by enabling them to store a digitalised copy of their transactions and facilitating third party vendor access to allow post-trade processes to take place (see question 7). We believe the envisaged workflow would bring significant efficiency gains to the sector, reducing the need for reconciliations and limiting the likelihood of data breaks and errors in post-trade processing. 
<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>
In March 2016, our Post Trade Risk and Information (“PTRI”) division successfully completed a proof of technology test case for a distributed ledger using blockchain technology.
This proof of technology leveraged the multi asset messaging and matching Harmony network, and blockchain infrastructure provided by Axoni, a New York-based technology firm, to create a private, peer-to-peer, distributed ledger network using smart contracts. Axoni’s unique implementation of blockchain technology is proven to provide complex life cycle automation, transactional privacy, sufficient processing of trades to support high-volume markets, automated reporting, and a dynamic permissioning system to onboard new network participants.

Tested using bilaterally executed spot/forward foreign exchange block trades, the PTRI division imported matched messages from Harmony and converted them in real time to blockchain-based smart contracts. The smart contracts were then distributed to nine representative participant nodes on the blockchain network, where trades were permissioned for additional services such as valuation, compression and reporting.

The proof of technology demonstrated the potential to
· provide a common golden source of user transaction and reference data cross asset;
· enrich and enhance the accuracy and timeliness of data by users and attach further information;
· continuously update copies of the data to be stored locally on users’ servers;
· securely code messages to be viewed only by permissioned participants;
· reduce operational risk and improve reconciliation and operations processes, and
· realise multiple back office and technology cost savings.

The proof of technology represents a major step forward in the practical use of blockchain technology by
· focusing on the distribution of data and not the agreement and settlement of bilateral transactions;
· building on existing PTRI solutions and not challenging the fundamental role of participants, and
· operating safely in parallel with existing architecture which does not require an immediate switchover.
[image: Traiana diagram]
<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>
Whilst we agree with the challenges set out in the discussion paper, we do not believe that any of them require public sector intervention at this stage. The technological barriers described will have to be overcome by coordination between market participants, and existing infrastructure providers. Equally it is important to recognise that many of the initiatives are still in the early stages of development and the likelihood of encountering the challenges described in the discussion paper - especially with regards to technology - have yet to be established. With regards to governance, and privacy issues, as highlighted in the discussion paper itself, it is unlikely that open ledgers will be used extensively given the data sensitivities at stake. Instead permissioned ledger systems with confidentiality filters ensuring no information can be leaked to other parts of the network will likely be more widely used. 

Lastly, and as highlighted in earlier questions, we believe that the use of DLT and related FinTech services will emerge, not in competition with regulated services, but in support of such services. We therefore view it as unlikely that any legal and/or regulatory conflicts will emerge.  
<ESMA_QUESTION_DLT_8>

Do you see any other potential challenges? If yes, please explain.
<ESMA_QUESTION_DLT_9>
The key to ensuring a successful rollout of DLT and its application is an agnostic architecture, ensuring mutual access for participants, infrastructures, policy-makers (where required) and other stakeholders. Any solutions that aim to build a closed, proprietary technology platform risks limiting access and thus the potential for wholesale re-design of the post-trade transaction flow. A non-discriminatory access model supported by transparent rules of engagement and service will allow competition, drive down costs and increase efficiency in the eco-system. 
<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>
TYPE YOUR TEXT HERE
<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>
As highlighted in previous answers, the current applications leveraging DLT that we are supporting are still developing and the risk profile will evolve in line with the technology build. Whilst the key reason for leveraging DLT in the post-trade process is to increase efficiency and reduce operational risk, it is not yet clear what smart contract design would best support that process. We do not believe that a true smart contract conversion with full auto-processing capability is going to establish itself in the market in the short term. In our view, it is therefore not possible to assess, in the abstract, the risks that may arise and that need to be mitigated in such a scenario. As highlighted in response to Q9, we do believe that an agnostic architecture is the best way to ensure fair competition and orderly markets. 
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
DLT as a technology will enable a smoother and more effective regulatory reporting process. It cannot in itself fulfil the purpose of a regulatory reporting service. However, we believe it is highly likely that existing or future regulatory reporting services will seek to incorporate DLT to improve their workflow. 
<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>
We do not see the application of DLT, at least in our case, to interfere with any current regulatory reporting requirements. The process preceding the submission of transaction reports to a competent authority (via an approved reporting mechanism, or the publication of a trade via an approved publication arrangement, or even the submission of a trade report to a trade repository) requires market participants to enrich and reconcile trade records within pre-defined timescales. The challenges that have been encountered – namely irreconcilable records for the same transaction, incomplete or inaccurate reports, and late data submissions to name but a few – are evidence of a defective post-trade eco-system. Ensuring a single, true data source, registering transactions and allowing interactive processing of the contracts themselves will significantly improve these processes. It will also enable the regulatory reporting nodes (i.e. the ARMs, APAs, TRs) and/or the regulatory authorities themselves to access the latest transaction information in real-time, thus improving transparency and reliability of the entire system.  
<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>
TYPE YOUR TEXT HERE
<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>
[bookmark: _GoBack]It is in our view premature for regulators to intervene in the deployment of DLT in the capital market space. As highlighted in our response, the challenges and risks associated with the deployment of DLT cannot yet be fully assessed. Whilst the technology, especially in combination with other innovative technology solutions, has the potential to significantly alter the post-trade process flow, and central providers of such a solution may eventually become systemic parts of the eco-system, it is too early to intervene. Instead, we would encourage regulators to continue to monitor the evolution of DLT in the capital markets space and engage with stakeholders on a regular basis to determine whether and when there is a case for regulatory intervention.
<ESMA_QUESTION_DLT_24>
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