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	Date: 4 February 2020


[bookmark: _Toc280628648]Responding to this paper 
The European Securities and Markets Authority (ESMA) invites responses to the specific questions listed in the Consultation Paper on the transparency regime for equity and equity-like instruments, the double volume cap mechanism and the trading obligations for shares MiFID II/ MiFIR review report 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_CP_MIFID_EQT_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;
· indicate the specific question to which the comment relates;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.

Naming protocol
In order to facilitate the handling of stakeholders’ responses please save your document using the following format:
ESMA_CP_MiFID_EQT_NAMEOFCOMPANY_NAMEOFDOCUMENT.
e.g. if the respondent were ESMA, the name of the reply form would be:
ESMA_CP_MiFID_EQT_ESMA_REPLYFORM or 
ESMA_CP_MiFID_EQT_ANNEX1

Deadline
Responses must reach us by 17 March 2020.
[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’.



General information about respondent
	Name of the company / organisation
	Norges Bank Investment Management
	Activity
	Choose an item.

	Are you representing an association?
	☐
	Country/Region
	Norway



Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_CP_MIFID_EQT_1>
RE:  Consultation on the transparency regime for equity and equity-like instruments, the double volume cap mechanism and the trading obligations for shares
Norges Bank Investment Management (“NBIM”) appreciates the initiative by the European Securities and Markets Authority (“ESMA”) to open a consultation on the transparency regime for equity and equity-like instruments, on the double volume cap mechanism and on the trading obligations for shares. As an active participant in European and global markets, we welcome this opportunity to share our experience with ESMA. 
[bookmark: _Hlk34662468]NBIM is the investment management division of the Norwegian Central Bank (“Norges Bank”) and is responsible for investing the Norwegian Government Pension Fund Global. NBIM is a globally diversified investment manager with assets valued at NOK 10,088 billion as of 31 December 2019, of which NOK 2,390 billion was invested in European equities and NOK 912 billion in bonds from European issuers. We have a vested interest in a regulatory environment that yields well-functioning markets in financial instruments, facilitates the efficient allocation of capital and risk and promotes long-term economic growth. Such an environment requires balancing the interests and incentives of various types of market participants, ensuring a level playing field in financial markets. 
Trade planning and natural liquidity
[bookmark: _GoBack]Global asset managers typically invest in a large number of assets and may trade sizeable orders that can take significant time to execute. In an idealised market where all participants are present simultaneously and trading is frictionless, the execution of large institutional orders should be seamless. In practice this is rarely the case. 
The main challenge for institutional investors continues to be the sourcing of natural liquidity (long-term, natural buyers and sellers) that minimises information leakages and reduces the price impact of their transactions. There are several reasons for this. First, market participants do not arrive at the marketplace at same time. Hence, liquidity and price discovery at any given point of time depends on the sometimes-limited number of active market participants. This makes the matching between natural buyers and sellers difficult and introduces a trade-off between urgency, measured by the speed of execution, and price impact, measured in terms of implementation shortfall. Second, even when a sufficiently large number of participants is present, there is no certainty that they will be able to absorb large institutional orders. 
Recently published broker research highlights differences in the liquidity landscape on a global basis, noting that outside North America sourcing natural liquidity is a challenging task. For example, the average daily volume (ADV) of stocks in Europe tends to be significantly lower than that of similar stocks in North America. This is broadly in line with our experience with trading in European equity markets – it generally takes longer to execute large orders for a given size.
Large-in-scale (LIS) and other price-impact improving trading mechanisms
NBIM supports a market structure that provides efficient price discovery as well as liquidity discovery, controls for the cost to end investors, and ensures a level-playing field in a competitive financial ecosystem. A marketplace that maximises the probability of natural liquidity matching while minimising cost for the end investor, including those due to excessive rent extraction by intermediaries, satisfies these criteria. We evaluate venues in terms of their contribution to the overall market design, noting that a well-functioning market may require multiple venues with heterogeneous transparency, size and latency characteristics.[footnoteRef:2]   [2:  See Norges Bank Investment Management, “Sourcing liquidity in fragmented markets.” Asset Manager Perspective, no. 1 (2015).] 

In the current European equity market landscape, LIS venues efficiently facilitate block trading between institutional investors, offering a good balance between order size and fill rates. Their mid-point execution feature is important and contributes to fair pricing. Although these venues are exempted from pre-trade transparency requirements, they do contribute to price discovery through timely post-trade reporting. We have welcomed innovation in this space as it offers tailored solutions to the needs of current market participants, especially in light of the increased institutionalisation of asset management in recent years. 
The increase in the market share of LIS venues especially post-MiFID II is a positive development, which contributes to the well-functioning of European equity markets. We view them as complementary mechanisms for trading in lit markets, which also play a major role in price discovery and liquidity matching, albeit on a smaller, more frequent scale. We view that any disruption of LIS mid-point execution would harm market liquidity making European markets less attractive to large institutional investors. (Question 1)
When the probability of a natural liquidity match occurring within reasonable timeframe is low, institutional asset managers need to consider alternative trading strategies. For example, trading algorithms can slice a ‘parent’ order into sequential ‘child’ orders with the aim of reducing unnecessary trading costs due to information leakages. These algorithms have access to a wide range of trading venues, including price-impact improving markets that use pre-trade transparency waivers like the Reference Price (RP) waiver. The Double Volume Cap (DVC) regime limits excessive use of such waivers, ensuring meaningful contribution by large order execution strategies to price formation, including via post-trade reporting.  
Sourcing of liquidity outside LIS venues will inevitably lead to market impact. The use of a range of venues subject to different transparency regimes can ease adverse selection due to information leakage, leading to lower costs for end investors. We therefore regard transparency waivers as an integral component of large order execution, while their removal will inevitably have a negative impact on market liquidity. (Question 1)
We believe that a recalibration of the current transparency regime to ensure efficient price discovery is appropriate, given the experience of the first two years of MiFID II. We would suggest the following approach:
· Setting a minimum threshold above which transactions under the RP and Negotiated Trade (NT) waivers would be allowed. Its calculation should be data-driven ensuring that small trades as part of a larger order execution would continue to benefit from mid-point execution and price impact improving trading mechanisms. (Question 1)
· Keeping the possibility for trading venues to apply for combination of waivers. By removing this possibility, it is likely that different pools of liquidity that operate under different waivers would not be able to interact, thus increasing market fragmentation and potentially hurting market liquidity. (Question 4)
· Removing the 4% trading venue level threshold while keeping the EU level at the current 8% level simplifying the current DVC regime.  (Question 16)
· Assessing the transparency regime using good quality post-trade data which, for example, would allow the breakdown of trading volumes according to the waivers applied. (Question 5)

Auctions
The distinguishing feature of auctions (sometimes called call markets) is that they allow for simultaneous, multilateral trading – they aggregate the trading demand at a discrete point in time. Any matched transactions take place at the same price. The academic literature suggests that the consolidation of order flow in call markets enhances price discovery, reduces the price impact of individual orders, and limits the risk of information leakages.[footnoteRef:3]  [3:  See discussion in Madhavan, A., "Trading mechanisms in securities markets." Journal of Finance 47, no. 2 (1992).] 

Equity markets are currently undergoing a rapid transformation with trading volume shifting from the intraday, continuous session to auctions, particularly to the closing auction. This trend is well documented in European equity markets where recent data suggest that the portion of the daily volume executed in closing auctions has almost doubled in the last 5 years nearing 30% of trading volume.
Closing auctions play a major role in the well-functioning of markets. Our experience of trading in closing auctions is overall positive – well-designed closing auctions attract natural liquidity and contribute to efficient price discovery. (Question 35)
Well-functioning closing auctions have certain defining characteristics, enabling the benchmarking of exchanges’ offerings globally. Exchanges should continue their efforts to evaluate the mechanisms used. In addition, closing auction liquidity needs to remain accessible to all market participants, with an appropriate level of transparency. Innovations linked to closing auctions, such as market-on-close crossing mechanisms offered outside of the primary exchange, should be assessed for potential unintended consequences, including the risk of further market fragmentation. (Question 35)
Frequent batch auctions (FBAs) are a recent market innovation in Europe with a relatively modest market share. Their discrete time design feature can enhance liquidity matching and market stability by reducing the speed advantage of certain market participants. As a result, competition on speed is replaced by competition on price.[footnoteRef:4]  This feature makes them attractive to institutional investors who want to minimise interaction with high frequency traders.   [4:  See Budish E., Crampton P., and Shim J., “The high-frequency trading arms race: Frequent batch auctions as a market design response." The Quarterly Journal of Economics 130, no. 4 (2015): 1547-1621.] 

From our own experience from trading on these venues, they are promising venues for sourcing natural liquidity and have the potential to improve execution quality for long-term investors. (Questions 11, 12)
Although FBAs share many common features with European closing auctions, their distinct characteristic is that they take place in parallel with continuous trading. For this reason, their degree of pre-trade transparency should be carefully calibrated to maximise participation and facilitate price discovery while reducing the potential for information leakage. Academic literature suggests that orders should not be displayed during the auction call phase to prevent gaming.[footnoteRef:5] In line with these findings, we support limited pre-trade transparency for periodic auctions during the order submission phase. The mandatory disclosure of orders could lead to unfair information leakage and may deter investors from using this trading mechanism, and as such should be avoided. (Question 11) [5:  See Budish E., Crampton P., and Shim J., "Implementation details for frequent batch auctions: Slowing down markets to the blink of an eye." American Economic Review 104, no. 5 (2014): 418-24.] 

In terms of price discovery, our view is that to the extent that the displayed price information during the call phase is the result of real buy and sell interest, then FBAs should be considered as price forming. Functionalities that match transactions at mid-point (or better) could be suitable for market participants who demand execution price certainty. (Question 12) 
Systematic internalisers
Regulatory innovation under MiFID II has contributed to the shift from crossing networks and dark venues to systematic internalisers (SIs). Our comments here refer to banks/brokers’ SIs; other intermediaries such as electronic liquidity providers also offer alternative SIs but we will not address these in our discussion.
Banks/brokers as intermediaries play an important role since they can commit capital at risk when necessary in order to facilitate institutional client trading decisions across asset classes. Their role needs to be assessed using a cost-benefit framework. In particular, the regulatory framework for SIs needs to cover a number of factors. These include their contribution to price and liquidity discovery, the reduction in market impact costs for large institutional orders, and the facilitation of urgent liquidity needs of some market participants, among others. In the current ecosystem, they may also need to be assessed regarding their competitive impact on other on- and off-exchange trading mechanisms, including potential complementarities. This may include the handling of more complex trades (e.g., basket trading or derivative hedging). Some mechanisms for banks/brokers to facilitate such trades at a fair price should be available for the well-functioning of financial markets. Any analysis of the diverse SI regime should take into account the evident asset manager demand for high-touch trading and capital commitments by banks/brokers (Question 32)
We advocate a level-playing field for SI activity to evolve; we believe that further analysis on their contribution to price and liquidity discovery is needed. Such an analysis requires better access to high quality data covering both quotes and trades. Providing academics and industry researchers with this necessary information allows a better assessment of SIs’ contribution to well-functioning markets. 
The level of both pre-trade and post-trade transparency needs to be taken into consideration while making market design choices related to SIs’ future role. It is very likely that some improvements and recalibrations can be made. We would recommend, however, that any major adjustment to the SI regime is deliberated after allowing for a thorough analysis to be conducted with appropriate time horizon for the data to be statistically meaningful.
We believe that raising the minimum quote size from the current 10% SMS to multiple of SMS would be appropriate, particularly for liquid securities. In the case of less liquid securities, careful calibration is needed to ensure that market making remains as efficient as possible. Ensuring banks/brokers’ intermediation activity is not hindered remains important for the less liquid segment of the market, since there may not be other feasible liquidity sources. Reducing available liquidity from these banks/brokers would be to the detriment of these listed firms and to the market more broadly. (Questions 13, 14, 15)
Conclusion
We have an interest in encouraging innovations that contribute to the attractiveness of European markets for global investors. We therefore welcome this important consultation of ESMA on the transparency regime for equity and equity-like instruments, the double volume cap mechanism and the trading obligations for shares. 
We appreciate this opportunity to share our perspective, and we remain at your disposal should you wish to discuss these matters further.
Yours sincerely
	Emil R. Framnes
Global Head of Trading, NBIM
	Yazid M. Sharaiha
Head of Market Structure and Trading Research, NBIM



<ESMA_COMMENT_CP_MIFID_EQT_1>


What is your view on only allowing orders that are large in scale and orders in an order management facility to be waived from pre-trade transparency while removing the reference price and negotiated trade waivers? Instead of removing the RP and NT waivers, would you prefer to set a minimum threshold above which transactions under the RP and NT waivers would be allowed? If so, what should be the value of such threshold? What alternatives do you propose to simplify the MiFIR waivers regime while improving transparency available to market participants? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_1>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_1>

Do you agree to increase the pre-trade LIS threshold for ETFs to EUR 5,000,000? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_2>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_2>

Do you agree with extending the scope of application of the DVC to systems that formalise NT for illiquid instruments?
<ESMA_QUESTION_CP_MIFID_EQT_3>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_3>

Would you agree to remove the possibility for trading venues to apply for combination of waivers? Please justify your answer and provide any other feedback on the waiver regime you might have.
<ESMA_QUESTION_CP_MIFID_EQT_4>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_4>

Do you agree with the proposal to report the volumes under the different waivers separately to FITRS? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_5>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_5>

What would be in your view an alternative way to incentivise lit trading and ensure the quality and robustness of the price determination mechanism for shares and equity-like instruments? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_6>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_6>

Which option do you prefer for the liquidity assessment of shares among Option 1 and 2? Do you have an alternative proposal? Do you think that the frequency of trading should be kept as a criterion to assess liquidity? If so, what is in your view the appropriate thresholds for the percentage of days traded measured as the ratio between number of days traded and number of days available for trading (e.g. 95%, 90%, 85% etc.)? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_7>

Do you agree in changing the approach for ETFs, DRs as proposed by ESMA? Do you have an alternative proposal? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_8>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_8>

Do you agree in removing the category of certificates from the equity-like transparency scope? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_9>

Do you agree in deeming other equity financial instruments to be illiquid by default? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_10>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_10>

Do you agree in separating the definition of conventional periodic auctions and frequent batch auctions? Do you agree with ESMA’s proposal to require the disclosure of all orders submitted to FBAs? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_11>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_11>

Do you agree that all non-price forming systems should operate under a pre-trade transparency waiver? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_12>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_12>

What is your view on increasing the minimum quoting size for SIs? Which option do you prefer?
<ESMA_QUESTION_CP_MIFID_EQT_13>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_13>

What is your view on extending the transparency obligations under the SI regime to illiquid instruments?
<ESMA_QUESTION_CP_MIFID_EQT_14>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_14>

With regard to the SMS determination, which option do you prefer? Would you have a different proposal? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_15>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_15>

Which option do you prefer among Options A, B and C? Would you suggest a different alternative? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_16>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_16>

Would you envisage a different system than the DVC to limit dark trading? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_17>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_17>

Do you agree in removing the need for NCAs to issue the suspension notice and require trading venues to suspend dark trading, if required, on the basis of ESMA’s publication? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_18>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_18>

Do you agree in removing the requirement under Article 5(7)(b)? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_19>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_19>

Please provide your answer to the following survey (<= click here to open the survey) on the impact of DVC on the cost of trading for eligible counterparties and professional clients.
<ESMA_QUESTION_CP_MIFID_EQT_20>
[CLICK ON THE WORD “SURVEY” IN THE QUESTION IN ORDER TO PROVIDE YOUR ANSWER]
<ESMA_QUESTION_CP_MIFID_EQT_20>

Do you agree in applying the DVC also to instruments for which there are not 12 months of available data yet? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_21>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_21>

Do you agree foresee any issue if the publication occurs after 7 working days instead of 5? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_22>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_22>

Do you agree that the mid-month reports should not be published? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_23>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_23>

Do you agree with ESMA’s proposal to include in Article 70 of MiFID II the infringements of the DVC suspensions? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_24>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_24>

Do you agree with ESMA’s assessment that the conditions for deferred publication for shares and depositary receipts should not be subject to amendments? If not, please explain.
<ESMA_QUESTION_CP_MIFID_EQT_25>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_25>

Do you agree with ESMA’s proposal to increase the applicable threshold for ETFs and request for real-time publication for transactions that are below 20,000,000 EUR? If not, please explain.
<ESMA_QUESTION_CP_MIFID_EQT_26>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_26>

Do you agree with ESMA assessment of the level of post trade transparency for OTC transactions?
<ESMA_QUESTION_CP_MIFID_EQT_27>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_27>

Do you agree with the proposal to report and flag transactions which are not subject to the share trading obligations but subject to post-trade transparency to FITRS? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_28>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_28>

What is your experience related to the publication of post-trade transparency information within 1 minute from the execution of the transaction? Do you think that the definition of “real-time” as maximum 1 minute from the time of the execution of the transaction is appropriate/too stringent/ too lenient? Please explain.
<ESMA_QUESTION_CP_MIFID_EQT_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_29>

Do you agree with ESMA’s approach to third-country trading venues for the purpose of transparency requirements under MiFID II? If no, please explain.
<ESMA_QUESTION_CP_MIFID_EQT_30>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_30>
Do you agree that the scope of the share trading obligation in Article 23 of MiFIR should be reduced to exclude third-country shares? If yes, what is the best way to identify such shares, keeping in mind that ESMA does not have data on the relative liquidity of shares in the EU versus in third countries? More generally, would you include any additional criteria to define the scope of the share trading obligation and, if yes, which ones?
<ESMA_QUESTION_CP_MIFID_EQT_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_31>

Would you support removing SIs as eligible execution places for the purposes of the share trading obligation? If yes, do you think SIs should only be removed as eligible execution places with respect to liquid shares? Please provide arguments (including numerical evidence) supporting your views.
<ESMA_QUESTION_CP_MIFID_EQT_32>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_32>

Would you support deleting the first exemption provided for under Article 23 of MiFIR (i.e. for shares that are traded on a “non-systematic, ad-hoc, irregular and infrequent” basis)? If not, would you support the introduction in MiFIR of a mandate requiring ESMA to specify the scope of the exemption? Please provide arguments supporting your views.
<ESMA_QUESTION_CP_MIFID_EQT_33>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_33>

Would you support simplifying the second exemption of Article 23 of MiFIR and not limiting it to transactions “carried out between eligible and/or professional counterparties”? Please provide arguments supporting your views.
<ESMA_QUESTION_CP_MIFID_EQT_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_CP_MIFID_EQT_34>
What is your view on the increase of volumes executed through closing auctions? Do you think ESMA should take actions to influence this market trend and if yes which one?
<ESMA_QUESTION_CP_MIFID_EQT_35>
Please refer to our response in the introduction.
<ESMA_QUESTION_CP_MIFID_EQT_35>
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