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[bookmark: _Toc280628648]Responding to this paper 
ESMA invites responses to the questions set out throughout its Consultation Paper (ESMA70-156-357) proposing amendments to Commission Delegated Regulation (EU) 2017/588 (RTS 11). Responses are most helpful if they:
· respond to the question stated;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all responses received by 7 September 2018.
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· Please do not remove tags of the type <ESMA_QUESTION_ACDR_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_PE_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_ACDR_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open consultations”  “Consultation on Securitisation Repositories Application Requirements”).
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly indicate by ticking the appropriate checkbox on the website submission page 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. 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 not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
Data protection
Information on data protection can be found at www.esma.europa.eu under the heading “Data protection”.
Who should read the Consultation Paper
All interested stakeholders are invited to respond to this consultation paper. This consultation paper is primarily of interest to trading venues offering trading in equity instruments but responses are also sought from any other market participant which might be impacted by the proposals contained in this document including investment firms, trade associations and industry bodies, as well as institutional and retail investors. 

General information about respondent

	Name of the company / organisation
	Click here to enter text.
	Activity
	Choose an item.

	Are you representing an association?
	☐
	Country/Region
	Choose an item.


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_ACDR_1>
Iñaki Viggers San Mamés hereby answers Consultation Paper ESMA70-156-357 (“CP”) on the basis of recent empirical evidence. This evidence reinforces the notion that regimes leading to a widening of the tick size (1) are detrimental to the market; and (2) contravene and/or do not contribute to the purposes outlined in MiFID II. As such, said tick size regimes should be repealed. Moreover, determining the denominations of a currency is solely within the province of the central bank, whence neither the ESMA nor any markets supervisory agency should engage in a de facto suppression of currency denominations through restrictive tick size regimes.
The evidentiary support originates from two sources: (1) the Assessment of The Plan to Implement A Tick Size Pilot Program[1], published by the U.S. Financial Industry Regulatory Authority (“FINRA”) on July 3, 2018 (revised August 2, 2018); and (2) the report MIFID II: Impact of The New Tick Size Regime[2], released by the Autorité des Marchés Financiers (“AMF”) on March 27, 2018. References to these two sources are made by page number, whereas citations of the CP are made by item number (Examples: CP.8, CP.11.a, CP.26).
[1] http://www.finra.org/sites/default/files/tick-size-pilot-assesment.pdf
[2] https://www.amf-france.org/technique/multimedia?docId=workspace://SpacesStore/4ee6cbf6-c425-4537-ab74-ef249b9d316d_en_1.0_rendition
<ESMA_COMMENT_ACDR_1>


Q1 
: Do you agree with the proposed amendments to RTS 11 described above? If you do not, please explain why and what alternative you would suggest.
<ESMA_QUESTION_ACDR_1>
No. The most appropriate decision would consist of rolling back the tick size regime altogether (see below: Question on calibration of regime).
In the alternative, the approach to take should be CP.11.a (“Authorising EU trading venues to use the thick size applicable to the most liquid third country venue”) insofar as it is the most straight-forward, transparent, and consistent approach of all the options outlined in CP.11. From the standpoint of implementation, the ease of streamlining CP.11.a gives it an undeniable advantage over options CP.11.b-d.
One problem with ESMA’s preferred option, CP.11.d (adjustments on a case-by-case basis), is that it merely prescribes generic procedures which predictably will divert sizeable resources that should be allocated to other supervisory tasks of greater importance. After all, financial crises and their accompanying disorderly trading conditions have nothing to do with the smallness of a tick size, but with other factors such as concerns about an imminent default of public debt or a deficient scrutiny of concentrations of risk.
Another defect of CP.11.d is its inherent and foreseeable inability to retain competitiveness. Given the reported loss of competitiveness of EU trading venues (“TVs”) upon the entry in force of the new regime (see CP.4), it is reasonable to expect trading to continue opting out of EU TVs. That applies especially where a financial instrument becomes or remains most liquid in a third country venue. Consequently, ESMA’s estimate [CP.19] of how many financial instruments would qualify for a review pursuant to CP.18 will most likely fall short of the actual number of instruments meriting adjustments of their ADNT and, impliedly, of their minimum tick size. The latter portion of CP.13 reflects the policymaker’s awareness of the delay involved in the process of reviewing and adjusting on a case-by-case basis. That delay can only worsen the situation that prompted the ESMA to conduct this Consultation.
By contrast, the nature of CP.11.a precludes or mitigates a loss of EU TVs’ competitiveness because the similarity of tick sizes for comparable financial instruments will make a trader indifferent between EU TVs and third country venues.
The issue ESMA raises about CP.11.a (regarding venues that might have no mandatory tick size regime in place) can be solved by adopting for tick size the one which predates MiFID II or that which would have applied in the past, accordingly. Should multiple tick sizes seem applicable, a convention of adopting the minimum thereof would solve any remaining ambiguity. In any case, the hypothetical lack of mandatory tick size regime in a third country venue hardly outweighs the efforts of a case-by-case assessment & coordination that CP.11.d entails.

<ESMA_QUESTION_ACDR_1>


Q1 : Do you agree not to include depositary receipts in the scope of instruments for which the ADNT could be adjusted? If not, please provide evidence supporting their inclusion.
<ESMA_QUESTION_ACDR_2>
Yes, as a corollary that no financial instrument should be subjected to the intricate, new tick size regime.
<ESMA_QUESTION_ACDR_2>

Q2 : Do you agree with ESMA’s assessment that the first months of application of the new tick size regime have not fundamentally called into question the calibration of this regime? If not, please provide evidence of any detrimental effects that you consider the current regime is causing.
<ESMA_QUESTION_ACDR_3>
No. The studies released by the FINRA and the AMF reveal overly detrimental effects of imposing regimes where tick sizes are greater than $0.01 or €0.01, respectively. It is noteworthy that tick sizes equal to $0.01 or €0.01 are precisely the smallest denominations of the US Dollar and the Euro.
I. Liquidity and Tick Size Are Negatively Correlated.
One can reasonably conceptualize liquidity as the traders’ ability to convert their financial instrument to cash without having to sacrifice a significant portion of the instrument’s value as a result of costs such as the bid-ask spread. Taking the bid-ask spread as indicator of liquidity is consistent with the definition of “liquid market” given in item (25)(c) of MiFID II Article 4 (“the average size of spreads”). This criterion largely captures or implies the characterizations formulated in items (a) and (b) of said Article.
With that in mind, it is noteworthy that FINRA at p.18 points out[footnoteRef:0] that in the new tick size regime “[q]uoted spreads for all Test Group securities increased substantially compared with the Control Group”. Likewise, with the new tick size of $0.05 for Test Groups, FINRA at pp.19-20 notes that “[o]nly for stocks with pre-Pilot spreads ‘nearer to 10 cents or greater’ did the Test Groups perform the same or better than the Control Group, with spreads narrowing by 17%, 6% and 6% for G1, G2 and G3, respectively, compared with a 2% reduction for the Control Group ”. [0:  In the FINRA report, Test Group refers to securities that were subject --whether nominally or in fact-- to a minimum size regime of $0.05 or $0.10, whereas “[s]ecurities in Control Group may be quoted and traded at any currently permitted price increment”. See FINRA at pp.6-7.] 

The graphs in AMF at p.6 also reflect that an increase of the minimum tick size leads to a permanent increase of the spread as a percentage of stock price. The third graph attests the consistency of that pattern by reflecting that only a decrease of tick size lowers the spread [as a percentage of stock price].
Therefore, both FINRA and AMF studies permit answering the issues raised in Article 49.1 and 49.4 of MiFID II with the irrefutable conclusion that an increase of the minimum tick size impairs liquidity, and a decrease of the minimum tick size enhances liquidity. This negative correlation between tick size and liquidity should suffice to roll back the tick size regime that is currently in place.
Insofar as the spread is an indicator of liquidity, any calibration [of the tick size] that alters bid-ask spreads fails the purpose outlined in Article 49.2(a) of MiFID II (“to reflect the liquidity profile of the financial instrument”). Altering is the opposite of reflecting. Any such attempt to “reflect” the liquidity profile of a financial instrument leads to what other fields would call destructive measurement.
II. Order-to-Trade Ratio: Ineffectiveness and Regulatory Redundancy.
Whereas both FINRA and AMF reports coincide about the positive correlation between mean lifetime of cancelled orders and tick size, the improvement of Order-to-Trade Ratio (OTR) is (1) negligible in the FINRA report, and (2) quite inconclusive in the AMF analysis.
Indeed, AMF’s evidence disproves the hypothesis that increasing the tick size has any effect on the OTR of CAC 40 stocks and mid caps: AMF at p.16 shows that the OTR decreased also for stocks which had no change in their tick size (see first two graphs), whence lower values of the OTR following the entry of MiFID II cannot be attributed to an increase in tick size. In any case, the improvement of the OTR for small caps cannot outweigh the generalized burden and detrimental effects that the new tick size regime imposes across the financial markets.
Pursuing a reduction of the OTR apropos of Article 49 of MiFID II is improper and redundant. It is improper because wider tick sizes proved inconclusive --if not outright ineffective-- toward reducing OTR and, as discussed above, the new tick size regime palpably impairs liquidity. 
From the regulatory standpoint, pursuing a reduction of the OTR is redundant because MiFID II contains other provisions specifically aimed at precluding disorderly trading conditions that would be traceable to high values of the OTR. See Article 48 in its paragraph 9 (“allow[ing] a regulated market to adjust its fees for cancelled orders according to the length of time […] and to impose a higher fee on participants placing a high ratio of cancelled orders to executed orders and on those operating a high-frequency algorithmic trading technique”), and Id. at paragraph 10 (“identify […] orders generated by algorithmic trading, the different algorithms used for the creation of orders and the relevant persons initiating those orders”). Thus, envisioning Article 49 as another provision to control the OTR is unnecessary and counterproductive.
III. Market Depth, or The Increase of Adverse-Selection Risk.
Both FINRA and AMF reports underline the increase of market depth where tick size is wider. However, that improvement is not attributable to mere increases of tick size either.
When orders are clustered in fewer permissible quotes, market depths tend to increase. But it is the reduction of permissible quotes, not the increase of tick size, what drives the concentrated clustering of orders. For instance, market depth would improve even if the resulting fewer quotes are not distributed equidistantly. At any rate, the benefits of improved market depths are questionable if traders react to the reduction of permissible quotes by opting out of EU TVs.
[bookmark: _GoBack]Wider tick sizes not only deprive participants of the opportunity of competitive outbidding (and consequently of improved liquidity). As was foreseeable, “the risk of adverse selection […] also rises when more quoted size is forced to cluster at fewer price points.”, FINRA at p.30. Thus, the new regime (1) prevents traders from outbidding, thereby curtailing their ability to utilize their own knowledge of the market; and (2) deprives them of access to quantitative information as to the likely movements in the price of a financial instrument. These two regime-created obstacles can only lead to higher prices of stock options and other hedging costs.
<ESMA_QUESTION_ACDR_3>

Q3 : Do you consider that ESMA should introduce some clarifications regarding ETFs within the scope of the mandatory tick size regime? If yes, please explain which ones.
<ESMA_QUESTION_ACDR_4>
N/A
<ESMA_QUESTION_ACDR_4>

Q4 CBA: This first question aims at identifying the category of firm/entity you belong to:
<ESMA_QUESTION_ACDR_5>
	Category 
	Number of employees 
	Total turnover in 2017 (in millions euros

	Trading venue
	[1-50]
	TYPE YOUR TEXT HERE


	
	[51-250]
	TYPE YOUR TEXT HERE

	
	[251-1000]
	TYPE YOUR TEXT HERE

	
	>1000
	TYPE YOUR TEXT HERE

	Sell-side firm 
	[1-50]
	TYPE YOUR TEXT HERE

	
	[51-250]
	TYPE YOUR TEXT HERE

	
	[251-1000]
	TYPE YOUR TEXT HERE

	
	>1000
	TYPE YOUR TEXT HERE

	
	
	Assets under management on 31/12/2017 (in millions euros)

	Buy-side firm
	[1-50]
	TYPE YOUR TEXT HERE

	
	[51-250]
	TYPE YOUR TEXT HERE

	
	[251-1000]
	TYPE YOUR TEXT HERE

	
	>1000
	TYPE YOUR TEXT HERE

	Other (please specify) 
	[1-50]
	TYPE YOUR TEXT HERE

	
	[51-250]
	TYPE YOUR TEXT HERE

	
	[251-1000]
	TYPE YOUR TEXT HERE

	
	>1000
	TYPE YOUR TEXT HERE



<ESMA_QUESTION_ACDR_5>

Q5 CBA: (Not for trading venues) Based on the definition of third country shares provided in the draft RTS, how often do you trade any of those instruments on an EU trading venues (on average):
<ESMA_QUESTION_ACDR_6>
Choose an item.
 <ESMA_QUESTION_ACDR_6>

Q6 CBA: (For trading venues only) Based on the definition of third country shares provided in the draft RTS, how many shares traded on your trading venue would be eligible for a revised tick size regime? Which percentage of the total number of shares traded on your trading venue does this account for? Which percentage of total turnover does this account for?
<ESMA_QUESTION_ACDR_7>
	Third country shares (shares for which the most liquid venue is located outside the EU and traded at least once a week on the most liquid EU venue) 

	As of 30/06/2018

	Number of third country shares traded on your trading venue 

	TYPE YOUR TEXT HERE

	% of total number of shares traded on your trading venue meeting the third country share definition
	TYPE YOUR TEXT HERE


	% of total share trading attributable to shares meeting the third country share definition during 1H2018
	TYPE YOUR TEXT HERE


	Market share in those third country shares (average) 
If average is not meaningful, please provide a range of %  
	TYPE YOUR TEXT HERE




<ESMA_QUESTION_ACDR_7>

Q7 CBA: Based on the draft RTS, which impacts do you expect from the revised tick size regime for third country shares?
<ESMA_QUESTION_ACDR_8>
	Revised tick size regime
	Positive Impact 
	Negative impact 

	Impact on your business model/ organisation/ client relationship 

	None.

	Latent risk of having to restart analysis and modeling of financial instruments due to the increased viscosity and uncertainty that ensue from wider tick sizes.


	Impact on your revenues

	None.

	Decrease, especially from the standpoint of financial hedging.


	Impact on market structure (e.g. principal vs agency trading, etc.)

	None.

	Wider tick sizes reportedly increase profit for liquidity providers, but that increase is funded by the rest of traders who hitherto were not subjected to the wider tick size.


	Impact on market liquidity and execution costs
	None.

	Wider tick sizes impair liquidity (see above for the detailed explanation).


	Other impacts. Please elaborate  
	None

	Imposition of unnecessary complexities in a field where decision making should be entirely premised on financial strategy in a context of free-market.




<ESMA_QUESTION_ACDR_8>

Q8 CBA: Is there any specific provision in the draft RTS that you would expect to be a source of significant concerns or cost? If so, please elaborate
<ESMA_QUESTION_ACDR_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ACDR_9>

Q9 CBA: Please provide an indication, even a rough one, of compliance costs (in thousands of euros)
<ESMA_QUESTION_ACDR_10>
	Draft amendment to RTS11
	a. IT costs 
	b. Training costs
	c. Staff costs
	d. Other costs (please identify)
	Total cots ( if a, b, c or d are not available separately) 

	One-off costs 

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE


	Recurring costs (on an annual basis}
	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE

	TYPE YOUR TEXT HERE




<ESMA_QUESTION_ACDR_10>

Q10 CBA: Taking into account the size of your firm, would you qualify overall compliance costs as “low”, “medium” or “high”?
<ESMA_QUESTION_ACDR_11>
Choose an item.
<ESMA_QUESTION_ACDR_11>
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