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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 Addendum Consultation Paper on MiFID II/MiFIR, 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_MIFID_ADD_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_MiFID_ADD_NAMEOFCOMPANY_NAMEOFDOCUMENT.
E.g. if the respondent were ESMA, the name of the reply form would be:
ESMA_MiFID_ADD_ESMA_REPLYFORM or 
ESMA_MiFID_ADD_ESMA_ANNEX1
To help you navigate this document more easily, bookmarks are available in “Navigation Pane” for Word 2010 and in “Document Map” for Word 2007.

Deadline
Responses must reach us by 20 March 2015.
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input/Consultations’. 
[bookmark: _Toc335141334]
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’.



General information about respondent
	Name of the company / organisation
	Nordic Securities Association
	Confidential[footnoteRef:2] [2:  The field will used for consistency checks. If its value is different from the value indicated during submission on the website form, the latest one will be taken into account.] 

	☐
	Activity
	Investment Services

	Are you representing an association?
	☒
	Country/Region
	Sweden, Denmark, Finland, Norway



Introduction
Please make your introductory comments below, if any:
< ESMA_COMMENT_MIFID_ADD_1>
The Nordic Securities Association (NSA)[footnoteRef:3] has the following introductory comments regarding the Addendum Consultation Paper ESMA/2015/319 (Addendum Consultation Paper):  [3:  The Nordic Securities Association (“NSA”) represents the common interests of member firms in the Nordic securities dealers associations. Members of the NSA are the Danish Securities Dealers Association, the Finnish Federation of Financial Services, the Norwegian Securities Dealers Association and the Swedish Securities Dealers Association.] 


The NSA considers the non-equity transparency related issues to be among the most difficult and sensitive items on Level II. Unless properly calibrated, the new transparency regime could have highly detrimental effects on the liquidity of existing non-equity markets and damage the SME financing in many Member States. This could in turn compromise the ambitions to build an efficient Capital Markets Union. 

In order to achieve a proper calibration, it is important to take the interests of investors, issuers and different market structures into account (recital 16 of MiFIR) and to make sure that the future Level II rules have an evidence-based footing. It is also important to develop a flexible system that works for different types of non-equity markets rather than - at this stage - focus on a one-size fits all approach.  Nordic markets, for instance, can be characterized by following perimeters:
 
· Limited number of liquidity providers
· Limited number of end-clients
· Large transactions
· Infrequent trading 
· Own currency (with the exception of Finland which belongs to the Eurozone) 

It is very important that the harmonized transparency regime also works for smaller (and new) non-equity markets in the EU. 

For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency rules and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs. In the opinion of the NSA, ESMA should therefore revise the criteria used for the liquidity assessment in order to better capture truly liquid instruments. However, this measure alone will not be sufficient in order to avoid unintended negative consequences for the markets. In addition, ESMA must reconsider its proposals for Large In Scale (LIS) and Size Specific To the Instrument (SSTI) thresholds.   

The NSA is very concerned with the proposed SSTI level (50% of LIS) which we consider to be far too high. These high SSTI thresholds will increase the risks of SIs which will have a negative effect on their ability to provide liquidity to non-equity markets. This is in particular the case considering the high number of “false positives” (i.e. instruments classified as liquid which are really not) that will be the result of ESMA’s choice of model for liquidity assessment. As a result, the costs will increase, many SIs will step out of the market and competition will be negatively affected. 

The NSA would like to stress that the SSTI, according to the political agreement on Level I, intends to protect liquidity providers and SIs from “undue risk”. In order to achieve this goal, the SSTI thresholds should be able to be adjusted for local market needs and not be set as one fixed threshold for the EU as a whole. However, If ESMA persists in having one SSTI threshold for the whole of EU, it needs to be significantly lower than 50% of LIS. A maximum SSTI threshold that is 5-10% of LIS or retail market size more in line with Level I. 

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI. In our reply, we give several examples which show that the data used is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses.

The NSA takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. In our opinion, it is absolutely crucial that any re-assessment/re-calculation takes into account the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments (Ex-Post Effects). Such Ex-Post Effects need to be based on expert judgement. TYPE YOUR TEXT HERE
< ESMA_COMMENT_MIFID_ADD_1>

Do you agree with ESMA’s proposal for the definition of a liquid market? Please provide an answer detailed per asset class identified (deliverable forwards, non-deliverable forwards, options, swaps, spread betting contracts and futures) addressing the following points: 
Would you use different qualitative criteria to define the sub-classes? Please also specify if you agree in distinguishing or not distinguishing between deliverable and non-deliverable contracts. If you would distinguish between deliverable and non-deliverable contracts for other classes besides forwards, please provide your feedback as specific as possible with regard to the sub-classes that should be deemed liquid for deliverable contracts and those for non-deliverable contracts, pointing out the differences between the two sub-groups.
Would you use different parameters or the same parameters (i.e. average number of trades per day and average notional amount traded per day) but different thresholds in order to define a sub-class as liquid?
Would you define some specific classes declared as liquid in ESMA’s proposal as illiquid (and vice versa)? Please provide reasons for your answer.
<ESMA_QUESTION_MIFID_ADD_1>
Please note that unless otherwise stated, NSA’s reply below is valid for all FX- derivatives mentioned in the question (deliverable forwards, non-deliverable forwards, FX options, FX swaps, spread betting contracts and FX futures).

General comments: 
For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency requirements and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs. 

It should be noted that derivatives serve an important role in allowing corporates to manage risks arising from their commercial activities. If a product type is made too expensive for the end user, the end user may refrain from doing any hedging (at all), or if they cannot find the product that meets their specific needs they may use a less suitable product that leaves certain risks un-hedged (i.e. basis risk), or end users find it takes longer and is more difficult to fulfil their needs (i.e. execution risk). At an overall economic level this would increase systemic vulnerability as hedging levels could generally decrease and risks remain in the real economy. In order to avoid these adverse effects on EU-markets, NSA urges ESMA to take a cautious approach and ensure that the liquidity criteria used for classifying derivatives as having a liquid market only captures truly liquid instrument. For instance, bespoke OTC derivatives used for hedging purposes should never be considered as having a liquid market. 

ESMA’s liquidity analysis of derivatives classes is massive. Hundreds of different sub-classes have already been analysed and labelled as liquid or illiquid. However, the analysis is based on very generic criteria that fail to take into account many crucial elements of derivatives contracts. At least maturity, amortization and notional amount would have to be considered thoroughly. There are also concerns on the quality of the data. As a result, many sub-classes that are labelled liquid are not in practice liquid at all. It should also be noticed that the mapping of such huge amounts of listed contracts into systems will be very time-consuming and hence may lead to increased hedging costs. In many cases it is likely that this will have to be done manually which in turn might increase the probability of mistakes in the mapping process.  

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI thresholds. We therefore take the view that the data presented in the Addendum Consultation Paper is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses. Having expert views will improve the overall quality and ensure a more correct definition of liquidity and more accurate determination of LIS and SSTI.  

The NSA also supports introducing the new transparency rules by a stepwise approach (rather than a “big bang”), carefully investigating the impact of each step before introducing the next step. In this respect, a stepwise approach would mean that ESMA should only consider as liquid a few of the most liquid derivative subclasses.

The NSA generally takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. It is absolutely crucial that any recalibration takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Questions: 
No, the NSA does not agree with ESMA’s proposal regarding the definition of a liquid market. Using these criteria as suggested together with the data from TR (which the NSA believes to be inadequate or insufficient as stated above) risks qualifying asset classes of derivatives as liquid when they are in fact illiquid. 

Question 1 (1)
The NSA finds the criteria to define the sub-classes acceptable per se. However, there could be reasons not to make a distinction between deliverable forward contracts (DF) and non-deliverable forward contracts (NDF) as the risk characteristic of NDF and DF are almost identical. The NDF market is also much smaller than the DF market. If a distinction is made it should be done on the basis of the FX pair, not the “cash” mark in the TR reporting. Any definition of NDF should also be aligned with the definition in the consultation paper regarding the clearing obligation in FX. For other FX-instruments than forwards it is only interesting with a distinction between NDF and DF if capital restrictions apply.

Moreover, the NSA would like to underline that there is not consistency in the data used by ESMA. This may have the effect of qualifying one part of the contract as liquid and the other part illiquid. (For example, when looking at deliverable forwards in the table on page 64 DKK-EUR_1 month is deemed liquid, however EUR-DKK_1 month is illiquid. This highly indicates that the data is not correct. In our view there is no distinction between a NDF and a DF in for example EUR/DKK.) 

Question 1 (2)
The NSA considers that the parameters used for the liquidity classification of classes and sub-classes are fine per se. 

However, the thresholds used for the classification of derivative classes as liquid or non-liquid are set far too low. The notional amount per day should be increased from 500 million EUR to 5 billon EUR. (It is evident when looking at table 1 on page 17 that the notional amount per day well exceeds the suggested 500 million EUR and therefore risks qualifying some asset classes as liquid which are not). Moreover, as mentioned in the footnotes on page 17, OTC trades can be carried out at any time and are thereby not restricted to certain trading hours or days. The NSA is therefore of the opinion that the number of days traded should be increased to 90% or higher. Also the average number of trades per day should be higher than 100. In the opinion of NSA, 400 trades per day or more is more reasonable. 

In addition, as regards the liquidity assessment of the sub-classes, it is not acceptable to classify as liquid an instrument that only trades once or twice per day. (The proposal is once per day for Forwards and Futures and five times per day for Swaps). In our opinion, 10 times per day is a more reasonable threshold in order to capture truly liquid FX-derivatives. 

Question 1 (3) 
Generally when looking at these subclasses, it is difficult to qualify contracts longer than 6 months as liquid. This is partly due to the nature of these subclasses but is also related to the lack of reliable data. Therefore the NSA is of the opinion that contracts longer than 6 months should be considered illiquid. 

ESMA should also be aware that all forwards with tenor > 3 months are very illiquid without a market maker market. The assessment technique for the definition of liquidity is paramount. Forwards with a maturity equal to or shorter than 3 months are liquid in larger FX-pairs, while longer tenors’ turnover – that has made the contract liquid – is market maker dependant. Hence the ex-ante assessment is liquid while the ex-post assessment is likely to be illiquid.

Moreover, the NSA proposes that ESMA reconsiders the liquidity assessment for FX options. We would suggest that an FX option would not be considered a liquid product if (one of) the input variables for the option pricing (i.e. FX swap) is itself considered illiquid. This “link” is not presently considered in ESMA’s proposal.
<ESMA_QUESTION_MIFID_ADD_1>
Do you agree with ESMA’s proposal for foreign exchange derivatives? Please specify, for each sub-class (non-deliverable forwards (NDF), deliverable forwards (DF), FX options, FX swaps, spread betting and FX futures) if you agree on the following points providing reasons for your answer and, if you disagree providing ESMA with your alternative proposal: 
1. deferral period set to 48 hours
size specific to the instrument threshold set as 50% of the large in scale threshold
volume measure used to set the large in scale and size specific to the instrument threshold as specified in Annex II, Table 3 of draft RTS 9
pre-trade and post-trade thresholds set at the same size
large in scale thresholds: (a) state your preference for the system to set the thresholds (i.e. annual recalculation of the thresholds vs. no recalculation of the thresholds) (b) in the case of a preference for a system with no recalculation (i.e. option 1), provide feedback on the thresholds determined. In the case of a preference for a system with recalculation (i.e. option 2), provide feedback on the thresholds determined for 2017 and on the methodology to recalculate the thresholds from 2018 onwards including the level of granularity of the classes on which the recalculations will be performed
for non-deliverable forwards (NDF) and spread betting contracts only: express your preference for either “Alternative A” or “Alternative B”. If you disagree with both ESMA’s proposal provides your alternative proposal for the LIS threshold floor.
<ESMA_QUESTION_MIFID_ADD_2>
Please note that unless otherwise stated, NSA’s reply below is valid for all FX- derivatives mentioned in the question (deliverable forwards, non-deliverable forwards, FX options, FX swaps, spread betting contracts and FX futures). 

General comments: 
The NSA agrees with ESMA that it is necessary to have a flexible deferral regime as a means of reducing the negative effects that could be the result of an increased post-trade transparency for some non-equity markets. This is in particular true for smaller markets which are dependent on market making (such as the Nordics). 

The NSA also shares ESMA’s view that it is not possible to copy/paste the transparency regime for equities or the US transparency regime considering the major differences between these markets and the EU non-equity markets. 

Furthermore, the NSA wants to stress that it is crucial that any recalibration of thresholds takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments and in the long run, on the stability of the markets as a whole if companies cannot properly hedge their risks from various sources.  Such Ex-Post Effects need to be based on expert judgement.

Questions:
Question 2 (1) 
The NSA supports ESMA’s proposal for 48 hours standard deferral (as well as the supplementary deferral regime with extended deferral time and aggregation). 

However, in our opinion, the standard deferral rule should be changed into T+2 rather than 48 hours. This approach (T+2) would be more in line with other rules (i.e. the CSDR settlement rules) and will not cause the same practical problems with weekends etc. 

Question 2 (2)
No, the NSA does not agree. We are very concerned with the proposed SSTI level (50% of LIS) which we consider to be far too high. These high SSTI thresholds will have the effect of increasing the risks of SIs which will have a negative effect on their ability to provide liquidity to non-equity markets. As a result, the costs for providing liquidity will increase, many SIs will step out of the market and competition will be negatively affected. 

The SSTI and LIS are two different thresholds with very different aims. The SSTI, according to the political agreement on Level I, intends to protect liquidity providers and SIs from “undue risk”. In order to achieve this goal, the SSTI thresholds should be able to be adjusted for local market needs and not be set as one fixed threshold for the EU as a whole. However, If ESMA persists in having one SSTI threshold for the whole of EU, it needs to be significantly lower than 50% of LIS.  A maximum SSTI threshold that is 5-10% of LIS or retail market size more in line with Level I. 

Question 2 (3) 
The NSA generally agrees with the volume measures used to set LIS thresholds as specified in Annex II, Table 3 of draft RTS 9. However, we again question the data used by ESMA. As an example, in table 48, for DKK-USD from 1 day to 4 days the LIS is 100,000 whereas the LIS for DKK-USD from 4 days to 7 days is 70,000,000. Although it is correct that the LIS on spot next is lower than the LIS on spot week, the huge difference between the two indicates that the data is incorrect.

Question 2 (4) 
Provided that the SSTI thresholds are set in accordance with the political agreement on Level I, i.e. so as to protect liquidity providers/SIs from “undue risk” and set at retail size, we see no reason for different thresholds for pre- and post-trade transparency. However, taking into account the nature of the risks incurred by a liquidity provider/SI and provided that ESMA’s proposals regarding post trade deferral are not changed, we believe it to be more important to lower the threshold for pre-trade transparency/SI obligations than for post-trade transparency. The pre-trade/SI transparency SSTI threshold should maximum be 5-10% of LIS or retail market size. 

Question 2 (5 a) 
The NSA agrees with ESMA and supports a system with recalculation, i.e. Option 2. 

Question 2 (5 b) 
The NSA supports a recalculation after 6 months. The methodology for re-calculating thresholds from 2018 and onwards must be designed to take Ex-Post Effects of the transparency regulation into account, i.e. the effects that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Question 2 (6) 
The NSA would prefer alternative A because the threshold floor is higher than in alternative B.
<ESMA_QUESTION_MIFID_ADD_2>
Which is your preferred option for the definition of a liquid market of single name CDS? Please provide an answer detailed per underlying issuer type identified (sovereign and corporate), addressing the following points: 
1. Would you use different qualitative criteria to define the sub-classes?
Would you use different parameters or the same parameters (i.e. average number of trades per day and average notional amount traded per day) but different thresholds in order to define a sub-class as liquid?
Would you define classes declared as liquid in ESMA’s proposal as illiquid (or vice versa)? Please provide reasons for your answer.
<ESMA_QUESTION_MIFID_ADD_3>
Please note that unless otherwise stated, NSA’s reply below is valid for all single same CDS (corporate or sovereign issuer). 

General comments: 
For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency requirements and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs. 

It should be noted that derivatives serve an important role in allowing corporates to manage risks arising from their commercial activities. If a product type is made too expensive for the end user, the end user may refrain from doing any hedging (at all), or if they cannot find the product that meets their specific needs they may use a less suitable product that leaves certain risks un-hedged (i.e. basis risk), or end users find it takes longer and is more difficult to fulfil their needs (i.e. execution risk). At an overall economic level this would increase systemic vulnerability as hedging levels could generally decrease and risks remain in the real economy. In order to avoid these adverse effects on EU-markets, NSA urges ESMA to take a cautious approach and ensure that the liquidity criteria used for classifying derivatives as having a liquid market only captures truly liquid instrument. For instance, bespoke OTC derivatives used for hedging purposes should never be considered as having a liquid market. 

ESMA’s liquidity analysis of derivatives classes is massive. Hundreds of different sub-classes have already been analysed and labelled as liquid or illiquid. However, the analysis is based on very generic criteria that fail to take into account many crucial elements of derivatives contracts. At least maturity, amortization and notional amount would have to be considered thoroughly. There are also concerns on the quality of the data. As a result, many sub-classes that are labelled liquid are not in practice liquid at all. It should also be noticed that the mapping of such huge amounts of listed contracts into systems will be very time-consuming and hence may lead to increased hedging costs. In many cases it is likely that this will have to be done manually which in turn might increase the probability of mistakes in the mapping process.  

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI thresholds. We therefore take the view that the data presented in the Addendum Consultation Paper is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses. Having expert views will improve the overall quality and ensure a more correct definition of liquidity and more accurate determination of LIS and SSTI.  

The NSA also supports introducing the new transparency rules by a stepwise approach (rather than a “big bang”), carefully investigating the impact of each step before introducing the next step. In this respect, a stepwise approach would mean that ESMA should only consider as liquid a few of the most liquid derivative subclasses.

The NSA generally takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. It is absolutely crucial that any recalibration takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Questions: 
Question 3 (1) 
For single name CDS, the NSA takes the view that the criteria for defining the sub-classes are acceptable per se, including making a distinction between sovereign and corporate issuer. (Note that definition of “sovereign issuer type” is not the same as definition of “sovereign issuer” in MiFIR which may lead to confusion i.e. as this definition includes non-EU issuers.)

Question 3 (2)
The parameters are fine per se. 

However, to truly reflect the markets the NSA suggests raising the average notional number from 500 million EUR to 1 billion EUR, to increase the number of days traded from 80% to 90% and to increase the average number of trades per day from 100 to 400.

Moreover, in order to be liquid an instrument must trade more than once or twice per day (Proposal for CDS Single Name is two trades/day). In our opinion, these figures are far too low and need to be significantly increased in order to capture truly liquid instruments. 

Also, as stated in reply to Q 3 (3) below, the NSA prefers Option B, i.e. that only those corporates and sovereign entities which are included in a liquid index will be deemed liquid (See page 251 paragraph 26 of the Addendum Consultation Paper).

Question 3 (3) 
Please note that the vast majority of Single Name CSDs are illiquid. 

Moreover, the NSA finds it inconsistent that a bond can be classified as illiquid while a derivative (CDS) on the same entity (corporate issuer) can be deemed liquid.  

As regards the choice between the options presented by ESMA in the Addendum Consultation Paper (page 251), the NSA cannot support Option A. We find Option B most acceptable, i.e. that only those corporates and sovereign entities which are included in a liquid index shall be deemed liquid. However, please note that on-the run index are liquid while off the runs are not liquid and that many indices only have liquidity at the 5 y point). 
<ESMA_QUESTION_MIFID_ADD_3>
For all the other classes (CDS Index, Bespoke basket CDS, CDS index options and Single name CDS options): do you agree with ESMA’s proposal for the definition of a liquid market? Please provide an answer detailed per contract type (CDS and CDS options), underlying type (index, single name, bespoke basket) and underlying identified, addressing the following points: 
1. Would you use different qualitative criteria to define the sub-classes?
Would you use different parameters or the same parameters (i.e. average number of trades per day and average notional amount traded per day) but different thresholds in order to define a sub-class as liquid?
Would you define classes declared as liquid in ESMA’s proposal as illiquid (or vice versa)? Please provide reasons for your answer.
<ESMA_QUESTION_MIFID_ADD_4>
Please note that unless otherwise stated, NSA’s reply below is valid for all other CDS classes mentioned in the question (CDS index, bespoke basket CDS, CDS index options and single name CDS options). 

General comments: 
For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency requirements and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs. 

It should be noted that derivatives serve an important role in allowing corporates to manage risks arising from their commercial activities. If a product type is made too expensive for the end user, the end user may refrain from doing any hedging (at all), or if they cannot find the product that meets their specific needs they may use a less suitable product that leaves certain risks un-hedged (i.e. basis risk), or end users find it takes longer and is more difficult to fulfil their needs (i.e. execution risk). At an overall economic level this would increase systemic vulnerability as hedging levels could generally decrease and risks remain in the real economy. In order to avoid these adverse effects on EU-markets, NSA urges ESMA to take a cautious approach and ensure that the liquidity criteria used for classifying derivatives as having a liquid market only captures truly liquid instrument. For instance, bespoke OTC derivatives used for hedging purposes should never be considered as having a liquid market. 

ESMA’s liquidity analysis of derivatives classes is massive. Hundreds of different sub-classes have already been analysed and labelled as liquid or illiquid. However, the analysis is based on very generic criteria that fail to take into account many crucial elements of derivatives contracts. At least maturity, amortization and notional amount would have to be considered thoroughly. There are also concerns on the quality of the data. As a result, many sub-classes that are labelled liquid are not in practice liquid at all. It should also be noticed that the mapping of such huge amounts of listed contracts into systems will be very time-consuming and hence may lead to increased hedging costs. In many cases it is likely that this will have to be done manually which in turn might increase the probability of mistakes in the mapping process.  

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI thresholds. We therefore take the view that the data presented in the Addendum Consultation Paper is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses. Having expert views will improve the overall quality and ensure a more correct definition of liquidity and more accurate determination of LIS and SSTI.  

The NSA also supports introducing the new transparency rules by a stepwise approach (rather than a “big bang”), carefully investigating the impact of each step before introducing the next step. In this respect, a stepwise approach would mean that ESMA should only consider as liquid a few of the most liquid derivative subclasses.

The NSA generally takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. It is absolutely crucial that any recalibration takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Questions: 
Question 4 (1) 
The qualitative criteria “the tenor” for CDS index is not correct. If the tenor is determined correct and the data is applied accordingly this would give a more precise view on which classes are liquid and which are illiquid. The other criteria used to define sub-classes for CDS Index and CDS Index Options can be supported. 

Question 4 (2)
The parameters are fine per se but the thresholds do not reflect whether instruments are truly liquid, i.e. the threshold are loo low and will imply to many in fact illiquid instruments to be wrongly considered as liquid instruments. 

To truly reflect the markets the NSA suggests raising the average notional number from 500 million EUR to 1 billion EUR, to increase the number of days traded from 80% to 90% and to increase the average number of trades per day from 100 to 400. 

Moreover, as regards the liquidity assessment of the sub-classes, it is not acceptable to classify as liquid an instrument that only trades once or twice per day. (Proposal is once per day for CDS Index and twice per day for CDS Index Options). In our opinion, these figures are far too low and need to be significantly increased in order to capture truly liquid instruments. 

Question 4 (3) 
For CDS Index Options, a combination of factors must be considered.
· No liquidity for contracts with outside standard maturity points and (option) maturity > 6 months.
· No liquidity for contracts other than 5 year on-the-run index as underlying. 
· There is liquidity only at certain strike-points, in a range not far from current spot.

For CDS Index, a combination of factors must be considered
· No liquidity outside standard maturity points 3 y, 5 y, 7 y, 10 y (but please note that many indices only have liquidity at the 5 y point). 
· No liquidity other than on the run and the previous series. 

We support that ESMA qualifies as illiquid per se bespoke basket CDS and single name CDS options
<ESMA_QUESTION_MIFID_ADD_4>
Do you agree with ESMA’s proposal for credit derivatives? Please specify, for each sub-class (single name CDS, CDS index, bespoke basket CDS, single name CDS options, CDS index options) if you agree on the following points providing reasons for your answer and, if you disagree providing ESMA with your alternative proposal: 
1. deferral period set to 48 hours 
size specific to the instrument threshold set as 50% of the large in scale threshold 
volume measure used to set the large in scale and size specific to the instrument threshold as specified in Annex II, Table 3 of draft RTS 9
pre-trade and post-trade thresholds set at the same size 
large in scale thresholds: (a) state your preference for the system to set the thresholds (i.e. annual recalculation of the thresholds vs. no recalculation of the thresholds) (b) in the case of a preference for a system with no recalculation (i.e. option 1), provide feedback on the thresholds determined. In the case of a preference for a system with recalculation (i.e. option 2), provide feedback on the thresholds determined for 2017 and on the methodology to recalculate the thresholds from 2018 onwards including the level of granularity of the classes on which the recalculations will be performed.
<ESMA_QUESTION_MIFID_ADD_5>
Please note that unless otherwise stated, NSA’s reply below is valid for all other CDS classes mentioned in the question (single name CDS, CDS Index, bespoke basket CDS, CDS index options, single name CDS options).

General comments: 
The NSA agrees with ESMA that it is necessary to have a flexible deferral regime as a means of reducing the negative effects that could be the result of an increased post-trade transparency for some non-equity markets. This is in particular true for smaller markets which are dependent on market making (such as the Nordics). 

The NSA also shares ESMA’s view that it is not possible to copy/paste the transparency regime for equities or the US transparency regime considering the major differences between these markets and the EU non-equity markets. 

Furthermore, the NSA wants to stress that it is crucial that any recalibration of thresholds takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments and in the long run, on the stability of the markets as a whole if companies cannot properly hedge their risks from various sources.  Such Ex-Post Effects need to be based on expert judgement.

Questions: 
Question 5 (1) 
The NSA supports ESMA’s proposal for 48 hours standard deferral (as well as the supplementary deferral regime with extended deferral time and aggregation). 

However, in our opinion, the standard deferral rule should be changed into T+2 rather than 48 hours. This approach (T+2) would be more in line with other rules (i.e. the CSDR settlement rules) and will not cause the same practical problems with weekends etc. 

Question 5 (2)
No, the NSA does not agree. We note the very strange results from ESMA’s methodology in table 60 on page 346, i.e. that the SSTI thresholds for tenors 5-6 yrs and 9-10 yrs are so much lower than for e.g. tenors 2-3 yrs, 3-4 yrs and 4-5 yrs. This does not make sense and is another example of the fact that the quality of the data used by ESMA is not adequate.  

The NSA is generally very concerned with the proposed SSTI level (50% of LIS) which we consider to be far too high. These high SSTI thresholds will have the effect of increasing the risks of SIs which will have a negative effect on their ability to provide liquidity to non-equity markets. As a result, the costs for providing liquidity will increase, many SIs will step out of the market and competition will be negatively affected. 

The SSTI and LIS are two different thresholds with very different aims. The SSTI, according to the political agreement on Level I, intends to protect liquidity providers and SIs from “undue risk”. In order to achieve this goal, the SSTI thresholds should be able to be adjusted for local market needs and not be set as one fixed threshold for the EU as a whole. However, If ESMA persists in having one SSTI threshold for the whole of EU, it needs to be significantly lower than 50% of LIS.  A maximum SSTI threshold that is 5-10% of LIS or retail market size more in line with Level I. 

Question 5 (3) 
The NSA generally agrees with the volume measures used to set LIS thresholds as specified in Annex II, Table 3 of draft RTS 9.

Question 5 (4) 
Provided that the SSTI thresholds are set in accordance with the political agreement on Level I, i.e. so as to protect liquidity providers/SIs from “undue risk” and set at retail size, we see no reason for different thresholds for pre- and post-trade transparency. However, taking into account the nature of the risks incurred by a liquidity provider/SI and provided that ESMA’s proposals regarding post trade deferral are not changed, we believe it to be more important to lower the threshold for pre-trade transparency/SI obligations than for post-trade transparency. The pre-trade/SI transparency SSTI threshold should maximum be 5-10% of LIS or retail market size. 

Question 5 (5 a) 
The NSA agrees with ESMA and supports a system with recalculation, i.e. Option 2. 

Question 5 (5 b)
The NSA supports a recalculation after 6 months. The methodology for re-calculating thresholds from 2018 and onwards must be designed to take Ex-Post Effects of the transparency regulation into account, i.e. the effects that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.
<ESMA_QUESTION_MIFID_ADD_5>
Do you agree with ESMA’s proposal for the definition of a liquid market? Please provide an answer detailed per class of derivatives (freight derivatives, emissions derivatives, weather derivatives and other exotic derivatives) and contract type identified (options, futures, forwards, swaps, others). If you do not agree with ESMA’s proposal for the definition of a liquid market, please specify per class of derivatives and contract type identified:
1. your alternative proposal;
which qualitative criteria would you use to define the sub-classes;
which parameters and related threshold values would you use in order to define a sub-class as liquid. Please, provide reasons for your answer.
<ESMA_QUESTION_MIFID_ADD_6>
No comments.
<ESMA_QUESTION_MIFID_ADD_6>
Which is your preferred option? Please express your preference either for “Alternative A” or for “Alternative B”. If you disagree with both ESMA’s proposals provide your alternative proposal by answering the following question.
<ESMA_QUESTION_MIFID_ADD_7>
No comments.
<ESMA_QUESTION_MIFID_ADD_7>
Please specify, for each class (defined as follows if you have stated your preference for Alternative A: freight derivatives, emissions derivatives, weather derivatives and other exotic derivatives. Defined as combination of underlying type and contract type if you have stated a preference for Alternative B: freight options, freight futures, freight forwards, etc.) if you agree on the following points providing reasons for your answer and, if you disagree, providing ESMA with your alternative proposal: 
1. deferral period set to 48 hours 
size specific to the instrument threshold set as 50% of the large in scale threshold 
volume measure used to set the large in scale and size specific to the instrument threshold as specified in Annex II, Table 3 of draft RTS 9
pre-trade and post-trade thresholds set at the same size 
large in scale thresholds: (a) state your preference for the system to set the thresholds (i.e. annual recalculation of the thresholds vs. no recalculation of the thresholds) (b) in the case of a preference for a system with no recalculation (i.e. option 1), provide feedback on the thresholds determined. In the case of a preference for a system with recalculation (i.e. option 2), provide feedback on the thresholds determined for 2017 and on the methodology to recalculate the thresholds from 2018 onwards including the level of granularity of the classes on which the recalculations will be performed.
<ESMA_QUESTION_MIFID_ADD_8>
No comments.
<ESMA_QUESTION_MIFID_ADD_8>
Do you agree with the approach taken for shares where any CFD based on a liquid share would be considered as having a liquid market? More specifically, please provide feedback on the following:
1. Would you prefer to follow a similar approach as that proposed in option 2 on liquidity for equity derivatives (paragraph 90 page 132 of December CP), i.e. qualify all CFDs on equity as liquid irrespectively of the liquidity of the underlying?
Would you have used different criteria to define the classes or sub-classes?
Would you have used different parameters or the same parameters (i.e. average number of trades per day and average notional amount traded per day) but different thresholds in order to define a sub-class as liquid?
Would you support extending the approach taken for shares to other equity (ETFs, depositary receipts and certificates) and equity-like instruments? 
<ESMA_QUESTION_MIFID_ADD_9>
General comments: 
For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency requirements and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs. 

It should be noted that derivatives serve an important role in allowing corporates to manage risks arising from their commercial activities. If a product type is made too expensive for the end user, the end user may refrain from doing any hedging (at all), or if they cannot find the product that meets their specific needs they may use a less suitable product that leaves certain risks un-hedged (i.e. basis risk), or end users find it takes longer and is more difficult to fulfil their needs (i.e. execution risk). At an overall economic level this would increase systemic vulnerability as hedging levels could generally decrease and risks remain in the real economy. In order to avoid these adverse effects on EU-markets, NSA urges ESMA to take a cautious approach and ensure that the liquidity criteria used for classifying derivatives as having a liquid market only captures truly liquid instrument. For instance, bespoke OTC derivatives used for hedging purposes should never be considered as having a liquid market. 

ESMA’s liquidity analysis of derivatives classes is massive. Hundreds of different sub-classes have already been analysed and labelled as liquid or illiquid. However, the analysis is based on very generic criteria that fail to take into account many crucial elements of derivatives contracts. At least maturity, amortization and notional amount would have to be considered thoroughly. There are also concerns on the quality of the data. As a result, many sub-classes that are labelled liquid are not in practice liquid at all. It should also be noticed that the mapping of such huge amounts of listed contracts into systems will be very time-consuming and hence may lead to increased hedging costs. In many cases it is likely that this will have to be done manually which in turn might increase the probability of mistakes in the mapping process.  

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI thresholds. We therefore take the view that the data presented in the Addendum Consultation Paper is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses. Having expert views will improve the overall quality and ensure a more correct definition of liquidity and more accurate determination of LIS and SSTI.  

The NSA also supports introducing the new transparency rules by a stepwise approach (rather than a “big bang”), carefully investigating the impact of each step before introducing the next step. In this respect, a stepwise approach would mean that ESMA should only consider as liquid a few of the most liquid derivative subclasses.

The NSA generally takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. It is absolutely crucial that any recalibration takes Ex-Post Effects into account, i.e. i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Questions:
Question 9 (1) 
The NSA agrees to the approach that CFDs based on liquid shares according to MiFID should be considered as having a liquid market but only provided that such shares are truly liquid and not “false positives”. 

We do not support an approach where all CFD on equity is declared liquid irrespectively of the liquidity of the underlying.

Question 9 (2)
No. 

Question 9 (3) 
The parameters are acceptable per se and a threshold 10 trades/day is reasonable. However, as mentioned above, we support a liquidity assessment which looks at liquidity of underlying share. 

Question 9 (4) 
No, we do not agree to use the same approach for ETFs and other equity-like instruments if there is no adequate and reliable data for ESMA to base its analysis on. In this connection, a step-by-step approach is preferred, i.e. that ESMA starts with CFD on shares. 

If ESMA nevertheless decides to go ahead with such approach it is important that only truly liquid underlying instruments (ETF:s and other equity-like instruments) are considered as liquid.
<ESMA_QUESTION_MIFID_ADD_9>
Do you agree with ESMA’s proposal for the definition of a liquid market for CFDs on currencies? Please provide a feedback on the following in your answer:
1. Would you use different qualitative criteria to define the sub-classes?
Would you use different parameters or the same parameters (i.e. average number of trades per day and average notional amount traded per day) but different thresholds in order to define a sub-class as liquid?
Would you define sub-classes declared as liquid in ESMA’s proposal as illiquid (or vice versa)? Please provide reasons for your answer.
<ESMA_QUESTION_MIFID_ADD_10>
General comments: 
For a large number of classes and sub-classes of derivatives covered by the Addendum Consultation Paper, ESMA’s approach implies that instruments with a very low trading activity will be classified as liquid. In the opinion of NSA, this is not acceptable. Our main concern is that these (in fact) illiquid products, when classified as having a liquid market, will become subject to more stringent transparency requirements and SI obligations under MiFIR. These regulatory requirements will increase the risks of market makers/SIs which will then become less willing to provide prices to the markets. This will in turn lead to a decrease in the offering of these already rarely traded contracts and to an increase in transaction costs.  

It should be noted that derivatives serve an important role in allowing corporates to manage risks arising from their commercial activities. If a product type is made too expensive for the end user, the end user may refrain from doing any hedging (at all), or if they cannot find the product that meets their specific needs they may use a less suitable product that leaves certain risks un-hedged (i.e. basis risk), or end users find it takes longer and is more difficult to fulfil their needs (i.e. execution risk). At an overall economic level this would increase systemic vulnerability as hedging levels could generally decrease and risks remain in the real economy. In order to avoid these adverse effects on EU-markets, NSA urges ESMA to take a cautious approach and ensure that the liquidity criteria used for classifying derivatives as having a liquid market only captures truly liquid instrument. For instance, bespoke OTC derivatives used for hedging purposes should never be considered as having a liquid market. 

ESMA’s liquidity analysis of derivatives classes is massive. Hundreds of different sub-classes have already been analysed and labelled as liquid or illiquid. However, the analysis is based on very generic criteria that fail to take into account many crucial elements of derivatives contracts. At least maturity, amortization and notional amount would have to be considered thoroughly. There are also concerns on the quality of the data. As a result, many sub-classes that are labelled liquid are not in practice liquid at all. It should also be noticed that the mapping of such huge amounts of listed contracts into systems will be very time-consuming and hence may lead to increased hedging costs. In many cases it is likely that this will have to be done manually which in turn might increase the probability of mistakes in the mapping process.  

The NSA agrees with ESMA that there are major quality issues related to the data acquired from trade repositories (TR). Especially the fact that there is incorrect or inconsistent reporting of some of the data fields is very concerning as this data forms the building blocks for defining liquidity and calculating LIS and SSTI thresholds. We therefore take the view that the data presented in the Addendum Consultation Paper is not acceptable as the sole basis for EU regulation in this area. The analysis must be and should be supplemented with views from experts that are capable to assess whether the definition of liquidity and the calculations of LIS and SSTI are correct when looking at the market for the different asset- and subclasses. Having expert views will improve the overall quality and ensure a more correct definition of liquidity and more accurate determination of LIS and SSTI.  

The NSA also supports introducing the new transparency rules by a stepwise approach (rather than a “big bang”), carefully investigating the impact of each step before introducing the next step. In this respect, a stepwise approach would mean that ESMA should only consider as liquid a few of the most liquid derivative subclasses.

The NSA generally takes the view that ESMA’s model for assessing liquidity is too static. The proposal by NSA is to recalibrate within 6 months and thereafter on a yearly basis. It is absolutely crucial that any recalibration takes Ex-Post Effects into account, i.e. i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.

Questions:
Question 10 (1) 
The NSA agrees to the criteria for defining sub-classes. 

Question 10 (2)
As regards CFD on currency, the NSA notes that average number of trade in paragraph 18 ii on page 304 is “50” but the average number of trades is “500” in tables on pages 305-307 of the Addendum Consultation Paper. This makes the proposal very difficult to analyse. 

Question 10 (3) 
No comments.
<ESMA_QUESTION_MIFID_ADD_10>
Do you agree that CFDs on instruments other than equities and currencies are illiquid? If you do not agree with ESMA’s proposal for the definition of a liquid market for those classes, please provide your alternative proposal specifying the following:
1. How would you define the sub-classes, i.e. which qualitative criteria would you use?
Which parameters and related thresholds would you use to classify a sub-class as liquid?
Which sub-classes would you define as liquid?
<ESMA_QUESTION_MIFID_ADD_11>
No comments. 
.<ESMA_QUESTION_MIFID_ADD_11>
Do you agree with ESMA’s proposal for CFDs? Please specify, for each sub-class (CFDs on equity, CFDs on currency, CFDs on commodity, CFDs on bonds, CFDs on futures on equity and CFDs on options on equity, others) if you agree on the following points providing reasons for your answer and, if you disagree providing ESMA with an alternative proposal regarding: 
1. deferral period set to 48 hours
size specific to the instrument threshold set as 50% of the large in scale threshold
volume measure used to set the large in scale and size specific to the instrument threshold as specified in Annex II, Table 3 of draft RTS 9
pre-trade and post-trade thresholds set at the same size
large in scale thresholds: (a) state your preference for the system to set the thresholds (i.e. annual recalculation of the thresholds vs. no recalculation of the thresholds) (b) in the case of a preference for a system with no recalculation (i.e. option 1), provide feedback on the thresholds determined. In the case of a preference for a system with recalculation (i.e. option 2), provide feedback on the thresholds determined for 2017 and on the methodology to recalculate the thresholds from 2018 onwards including the level of granularity of the classes on which the recalculations will be performed.
<ESMA_QUESTION_MIFID_ADD_12>
Please note that unless otherwise stated, NSA’s reply below is valid for all CFD classes mentioned in the question (CFDs on equity, CFDs on currency, CFDs on commodity, CFDs on bonds, CFDs on futures on equity and CFDs on options on equity, others).

General comments: 
The NSA agrees with ESMA that it is necessary to have a flexible deferral regime as a means of reducing the negative effects that could be the result of an increased post-trade transparency for some non-equity markets. This is in particular true for smaller markets which are dependent on market making (such as the Nordics). 

The NSA also shares ESMA’s view that it is not possible to copy/paste the transparency regime for equities or the US transparency regime considering the major differences between these markets and the EU non-equity markets. 

Furthermore, the NSA wants to stress that it is crucial that any recalibration of thresholds takes Ex-Post Effects into account, i.e. the impact that the introduction of the new EU transparency regime will have on the liquidity of the instruments and in the long run, on the stability of the markets as a whole if companies cannot properly hedge their risks from various sources.  Such Ex-Post Effects need to be based on expert judgement.

Questions: 
Question 12 (1) 
The NSA supports ESMA’s proposal for 48 hours standard deferral (as well as the supplementary deferral regime with extended deferral time and aggregation). 

However, in our opinion, the standard deferral rule should be changed into T+2 rather than 48 hours. This approach (T+2) would be more in line with other rules (i.e. the CSDR settlement rules) and will not cause the same practical problems with weekends etc. 

Question 12 (2)
No, the NSA does not agree. We note that according to table 71 on page 352, the LIS and SSTI thresholds for CFD on futures on an equity are much too high (500,000/250,000 EUR) compared to other underlyings (100,000/50,000). These differences do not make sense and will lead to strange results. In the opinion of the NSA this is another example of the fact that the quality of the data used by ESMA is not adequate.  

The NSA is generally very concerned with the proposed SSTI level (50% of LIS) which we consider to be far too high. These high SSTI thresholds will have the effect of increasing the risks of SIs which will have a negative effect on their ability to provide liquidity to non-equity markets. As a result, the costs for providing liquidity will increase, many SIs will step out of the market and competition will be negatively affected. 

The SSTI and LIS are two different thresholds with very different aims. The SSTI, according to the political agreement on Level I, intends to protect liquidity providers and SIs from “undue risk”. In order to achieve this goal, the SSTI thresholds should be able to be adjusted for local market needs and not be set as one fixed threshold for the EU as a whole. However, If ESMA persists in having one SSTI threshold for the whole of EU, it needs to be significantly lower than 50% of LIS.  A maximum SSTI threshold that is 5-10% of LIS or retail market size more in line with Level I. 

Question 12 (3) 
The NSA generally agrees with the volume measures used to set LIS thresholds as specified in Annex II, Table 3 of draft RTS 9.

Question 12 (4) 
Provided that the SSTI thresholds are set in accordance with the political agreement on Level I, i.e. so as to protect liquidity providers/SIs from “undue risk” and set at retail size, we see no reason for different thresholds for pre- and post-trade transparency. However, taking into account the nature of the risks incurred by a liquidity provider/SI and provided that ESMA’s proposals regarding post trade deferral are not changed, we believe it to be more important to lower the threshold for pre-trade transparency/SI obligations than for post-trade transparency. The pre-trade/SI transparency SSTI threshold should maximum be 5-10% of LIS or retail market size. 

Question 12 (5 a) 
The NSA agrees with ESMA and supports a system with recalculation, i.e. Option 2. 

Question 12 (5 b)
The NSA supports a recalculation after 6 months. The methodology for re-calculating thresholds from 2018 and onwards must be designed to take Ex-Post Effects of the transparency regulation into account, i.e. the effects that the introduction of the new EU transparency regime will have on the liquidity of the instruments. Such Ex-Post Effects need to be based on expert judgement.
<ESMA_QUESTION_MIFID_ADD_12>
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