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Reply form for the Consultation Paper on the Algorithim Trading




Responding to this paper 	
ESMA invites comments on all matters in this consultation paper and in particular on the specific questions summarised in Annex I. Comments 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.
ESMA will consider all comments received by 12/03/2021. 
All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 
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_ALGO_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_ALGO_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_FOTF_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 Algorithmic Trading”).



Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly and prominently indicate in your submission any part you do not wish to be publically 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 Legal Notice.
Who should read this paper
This document will be of interest to (i) alternative investment fund managers, UCITS management companies, EUSEF managers and/or EuVECA managers and their trade associations, (ii) distributors of UCITS, alternative investment funds, EuSEFs and EuVECAs, as well as (iii) institutional and retail investors investing into UCITS, alternative investment funds, EuSEFs and/or EuVECAs and their associations..
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General information about respondent
	Name of the company / organisation
	AIMA
	Activity
	Investment Services

	Are you representing an association?
	☒
	Country/Region
	International




Introduction
Please make your introductory comments below, if any
<ESMA_COMMENT_ALGO_1>
The Alternative Investment Management Association[footnoteRef:2] (“AIMA”) welcomes the opportunity to respond to the European Securities and Markets Authority (“ESMA”) regarding its ‘Consultation Paper: MiFID II/MiFIR review report on Algorithmic Trading’ [footnoteRef:3] (“the CP”).  [2:  	AIMA is the global representative of the alternative investment industry, with more than 1,900 corporate members in over 60 countries. AIMA’s fund manager members collectively manage more than $2 trillion in assets. AIMA draws upon the expertise and diversity of its membership to provide leadership in industry initiatives such as advocacy, policy and regulatory engagement, educational programs and sound practice guides. AIMA works to raise media and public awareness of the value of the industry. ]  [3:  	 https://www.esma.europa.eu/sites/default/files/library/esma-70-156-2368_mifid_ii_consultation_paper_on_algorithmic_trading.pdf. 
] 


In our detailed responses to the questions raised in the CP (see Annex), we make the following points:

Overall, we believe that the MiFID II framework covering algorithmic trading, HFT and DEA has proved effective and has been designed in a way that has been able to accommodate ongoing developments in market microstructure and trading practices. Accordingly, we urge against major changes to the framework as it operates today, given that significant changes in terms of expected operational practices could themselves lead to the kind of market disruption that MiFID II has been effective in preventing.

We believe that a key focus should in future be on whether electronic markets are developing in a way that provides fair, non-discriminatory access to all types of market participant, given that this is arguably as integral to the ability of the market to withstand external shocks as the controls environment for algorithmic trading.

We strongly oppose ESMA’s suggestion that third-country firms would need to be authorised as investment firms when they qualify as HFT firms on an EU trading venue. While we acknowledge inconsistencies in national approaches, we do not believe that it is warranted to impose consistency for consistency’s sake: the focus must be on whether authorisation as an investment firm is necessary from the point of view of maintaining the integrity of EU markets.

While AIMA believes that broad guidance on possible approaches to testing might be helpful, we do not believe that a more prescriptive approach to testing parameters is necessary or helpful. In our view, it is more important that individual firms are made accountable for elaborating testing processes that are suited to the nature of their trading, as is the case currently.

We support ESMA’s proposal that self-assessment should be mandated every two years rather than on a yearly basis. However, we do not believe that NCAs would necessarily derive value from receiving self-assessment reports unless firms were to reframe them to be accessible to an outside contact without direct experience of the firm and its trading strategy. This would inevitably lead to a process of creating additional narrative and context for the material submitted to regulators, increasing the burden on firms completing the self-assessment exercise and taking compliance focus away from other tasks. We believe that the self-assessment should instead be available on request to an NCA.

We do not see a need for intervention to set maximum OTRs across EU trading venues as we believe that trading venues can more meaningfully assess and set an appropriate OTR based on factors including the level of electronification in the asset class as well as the nature of the platform itself.

We do not agree with the suggestion that algorithmic traders should be obliged to maintain a back-up feed in all circumstances. While many firms choose to do this given the nature of their trading activities, we do not believe it will be necessary or appropriate in all circumstances and would detract from the ability of firms to put in place the most appropriate safeguards and fallbacks to deal with trading outages.

We believe it is important for trading venues proposing to implement an asymmetric speedbump to clearly detail how it will benefit overall market quality, competition, and fairness. On their face, asymmetric speedbumps favour one subset of market participants (liquidity providers) over all other market participants, enabling liquidity providers to reprice displayed quotes before they can be accessed.  We are concerned that such mechanisms are unfairly discriminatory, increase non-tradeable and fading liquidity, and unfairly shift adverse selection risks to consumers of liquidity.

***

We would be happy to discuss any aspect of our response in further detail. Please contact Adam Jacobs-Dean (ajacobs-dean@aima.org).
<ESMA_COMMENT_ALGO_1>







Questions 

1. : What is your overall assessment of the MiFID II framework for algorithmic trading, HFT and DEA?
<ESMA_QUESTION_ALGO_1>
Overall, we believe that the MiFID II framework covering algorithmic trading, HFT and DEA has proved effective and has been designed in a way that has been able to accommodate ongoing developments in market microstructure and trading practices. Accordingly, we urge against major changes to the framework as it operates today, given that significant changes in terms of expected operational practices could themselves lead to the kind of market disruption that MiFID II has been effective in preventing.

It is also worth noting that the organisational requirements applicable to investment firms build on market practices and controls that had been elaborated well before the go-live of MiFID II and that firms continue to refine their approaches to ensure that they best reflect their individual trading practices and deployment of algorithmic trading techniques.
<ESMA_QUESTION_ALGO_1>

1. : In your views, are there risks other than the one mentioned in MiFID II or impacts on market structure developments due to market electronification/ algorithmic trading that would deserve further regulatory attention? Please elaborate.
<ESMA_QUESTION_ALGO_2>
Generally, we note that advancing market electronification has broad benefits, making for greater ease of transacting, and lower propensity for manual errors, while contributing to richer availability of trade data. As the trend towards electronification continues, particularly in asset classes that remain predominantly bilateral, it is vital to ensure that all categories of market participant can benefit from the decreased trading costs associated with increased transparency and the ability to transact with a broader range of market participants.

In asset classes where electronification has been advancing, including cleared OTC derivatives, buy-side market participants have encountered a number of impediments that prevent them from making full use of all-to-all trading modalities, including practices such as post-trade name give-up, something that we have previously suggested should be banned.

Accordingly, we believe that a key focus should in future be on whether electronic markets are developing in a way that provides fair, non-discriminatory access to all types of market participant, given that this is arguably as integral to the ability of the market to withstand external shocks as the controls environment for algorithmic trading.
<ESMA_QUESTION_ALGO_2>

1. : Do you consider that the potential risks attached to algorithmic trading should also be given consideration in other trading areas? Please elaborate.
<ESMA_QUESTION_ALGO_3>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_3>

1. : Do you agree with this analysis? If not, please explain why.
<ESMA_QUESTION_ALGO_4>
AIMA agrees with ESMA’s assessment. 
<ESMA_QUESTION_ALGO_4>

1. : Did you encounter any specific issue with the definition of HFT? Do you consider that the definition should be amended? Do you have any suggestion to replace the high message intraday rates with other criteria or amend the thresholds currently set in Level 2? Please elaborate and provide data supporting your response where available.
<ESMA_QUESTION_ALGO_5>
Our members do not report any issues with the existing definition of HFT; however, it is worth considering whether the definition should sit within the Level 1 text or instead be specified through Level 2 measures that could be more easily adapted if market developments create a need to amend the existing (static) thresholds more quickly than would be the case if amendment of the Level 1 text were required. 
<ESMA_QUESTION_ALGO_5>

1. : Based on your experience, is sub-delegation of DMA access a frequent practice? In which circumstances? Which benefits does it provide to the DEA user and to the sub-delegatees? Are you aware of sub delegation arrangements in the context of Sponsored access? If so, please elaborate.
<ESMA_QUESTION_ALGO_6>
We believe sub-delegating DMA is an unusual practice except within a large financial group where there exists a common electronic trading infrastructure and there may be sub-delegation within the group. We do not believe such arrangements give rise to regulatory concerns.
<ESMA_QUESTION_ALGO_6>

1. : (for DEA Tier 1clients) Do you sub-delegate direct electronic access? If so, are your Tier 2 clients typically regulated entities/investment firms? Are they EU-based or third country based?
<ESMA_QUESTION_ALGO_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_7>

1. : Do you agree with this analysis? If not, please explain why. Do you consider that further clarification is needed in this area? If so, what would you suggest?
<ESMA_QUESTION_ALGO_8>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_8>

1. : Do you agree with ESMA’s proposal? If so, do you consider that the requirements considered above relevant? Should there be additional ones? If you disagree with ESMA’s proposal, please explain why.
<ESMA_QUESTION_ALGO_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_9>

1. : Do you agree with ESMA’s proposals above? Please elaborate.
<ESMA_QUESTION_ALGO_10>
AIMA welcomes steps to ensure that the provision of DEA is subject to an appropriate set of requirements that reflect the risks involved in the provision of this service. We believe that this should entail greater clarity about the need for authorisation of DEA providers and do believe it is reasonable that DEA providers should provide information to competent authorities on their client base on an annual basis. 

We also welcome ESMA’s proposal to remove the obligation that DEA clients should be authorised as investment firms.

However, we strongly oppose ESMA’s suggestion that third-country firms would need to be authorised as investment firms when they qualify as HFT firms on an EU trading venue. While we acknowledge inconsistencies in national approaches, we do not believe that it is warranted to impose consistency for consistency’s sake: the focus must be on whether authorisation as an investment firm is necessary from the point of view of maintaining the integrity of EU markets. We do not believe this to be the case, given that the risks associated with HFT are already addressed sufficiently by way of the various controls that operate at level of the venue and at the level of market participant. Full MiFID authorisation would not, in our view, meaningfully improve the present situation and could undermine the attractiveness of EU markets globally.
<ESMA_QUESTION_ALGO_10>

1. : Do you agree with ESMA’s proposal? Please elaborate.
<ESMA_QUESTION_ALGO_11>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_11>

1. : Do you see merit in ESMA developing a template for notifications to NCAs under Articles 17(2) and 17(5) of MiFID II? If not, please justify your position.  
<ESMA_QUESTION_ALGO_12>
We believe that an optional template would be welcome, although note the importance of ensuring that it does not impose new requirements or create uncertainty as to how it should be completed. We note that some member states have a prescriptive template and that this is associated with additional administrative burden for firms.
<ESMA_QUESTION_ALGO_12>


<ESMA_QUESTION_ALGO_0>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_0>

1. : Do you agree that it would be useful to clarify that notifications should be done ‘without undue delay’? 
<ESMA_QUESTION_ALGO_13>
We have no objections to clarifying the expected timescale for notifications in this manner. 
<ESMA_QUESTION_ALGO_13>

1. : Do you agree with ESMA’s approach for the exchange of information between NCAs? If not, please justify your position.
<ESMA_QUESTION_ALGO_14>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_14>

1. : What is your view on clarifying the definition of algorithmic trading? If you deem it beneficial to refine the definition and account for further types of algorithms or algorithmic trading strategies, please provide your suggestion as well as underlying rationale.
<ESMA_QUESTION_ALGO_15>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_15>

1. : Do you think there should be specific requirements for different type of algorithms or algorithmic trading strategies in RTS 6? Please explain.
<ESMA_QUESTION_ALGO_16>
On balance AIMA believes that seeking to tailor requirements to different categories of algorithm could introduce excessive complexity and lead to ambiguity in the requirements for different situations. For these reasons, we believe that the existing broad-based approach is preferable.
<ESMA_QUESTION_ALGO_16>

1. : What is your experience with testing environments? Are they used frequently? If not, why? Do you see a need for any improvements?
<ESMA_QUESTION_ALGO_17>
We note that testing environments provided by venues and vendors are a useful tool for investment firms’ risk management. However, we note that no testing environment can perfectly replicate live markets and caution setting testing parameters or expectations in such a way that implicitly forces firms to use specific testing environments or approaches over others. 

Ultimately, AIMA believes that the option should remain open for venues and investment firms to utilise non-live testing functionality when appropriate to their particular needs and that this should count towards the satisfaction of their regulatory obligations under MiFIDII. However, we consider that flexibility should be maintained so that other testing techniques could be used when those are more suitable than non-live testing, such as non-functional and functional testing, acceptance testing and unit testing.
<ESMA_QUESTION_ALGO_17>

1. : Do you agree that the definition of “disorderly trading conditions” should be clarified? If yes, how would you define such trading conditions?
<ESMA_QUESTION_ALGO_18>
AIMA believes it could be helpful to supplement this definition with a scenario or examples that firms could draw on in applying the concept. We note in addition that the suggested reference to “a market where the maintenance of a fair, orderly and transparent execution of trades is compromised” seems reasonable. 
<ESMA_QUESTION_ALGO_18>

1. : Do you agree that ESMA should provide additional guidance on the expectations concerning the checks and testing to be done, in particular for testing on disorderly trading conditions?
<ESMA_QUESTION_ALGO_19>
AIMA believes that each buy-side firm should maintain its own robust and tailored testing policy to ensure that appropriate testing is undertaken which is proportionate to the scale, nature and complexity of its automated trading activities. While AIMA believes that broad guidance on possible approaches to testing might be helpful, we do not believe that a more prescriptive approach to testing parameters is necessary or helpful. In our view, it is more important that individual firms are made accountable for elaborating testing processes that are suited to the nature of their trading, as is the case currently. A prescriptive set of testing rules could even be counterproductive as it could create a false sense of security as firms could stop enhancing and tailoring their testing framework to their organizations. 
<ESMA_QUESTION_ALGO_19>

1. : Would you agree that it could be beneficial if ESMA develops a prescribed format for the self-assessment foreseen in Article 9 of RTS 6?
<ESMA_QUESTION_ALGO_20>
Given the heterogeneity of firms’ practices, it is likely to be difficult to develop a format that is universally appropriate for all types of firm, given the nature of their operations and trading. We would be concerned if a prescribed format were to make it harder for firms to approach testing in the most appropriate way and therefore encourage ESMA to ensure that any template maintains a degree of flexibility for investment firms.  
<ESMA_QUESTION_ALGO_20>

1. : Do you agree with the changes proposed to the self-assessment of Article 9 of RTS 6?
<ESMA_QUESTION_ALGO_21>
We support ESMA’s proposal that self-assessment should be mandated every two years rather than on a yearly basis. However, we do not believe that NCAs would necessarily derive value from receiving self-assessment reports unless firms were to reframe them to be accessible to an outside contact without direct experience of the firm and its trading strategy. This would inevitably lead to a process of creating additional narrative and context for the material submitted to regulators, increasing the burden on firms completing the self-assessment exercise and taking compliance focus away from other tasks. For this reason, we believe that the self-assessment should be available on request to an NCA rather than require that it be provided on a routine basis. We further note that firms already place significant emphasis on the self-assessment process given its centrality to the controls environment.
<ESMA_QUESTION_ALGO_21>

1. : Would you propose any other targeted legislative amendments to RTS 6? Please include a detailed explanation of the proposed amendment and of the underlying issue that this amendment would aim to tackle.
<ESMA_QUESTION_ALGO_22>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_22>

1. : Do you agree with ESMA’s proposal to harmonize and create a clear structure for the performance of the self-assessment?
<ESMA_QUESTION_ALGO_23>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_23>

1. : Do you agree with limiting the self-assessment to every two years and to require trading venues to share it with their relevant NCA?
<ESMA_QUESTION_ALGO_24>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_24>

1. : Do you agree with ESMA’s analysis about the overlapping requirements between RTS 6 and 7? Are those overlaps considered beneficial, should they be removed or are there any gaps? Are there any further points that should be clarified?
<ESMA_QUESTION_ALGO_25>
AIMA would generally welcome steps to ensure that RTS 6 and 7 set obligations in a coherent and non-duplicative way and stresses the importance of ensuring that trading venues are given responsibility for aspects of the regime that are best discharged centrally rather than at the level of individual market participant. 
<ESMA_QUESTION_ALGO_25>

1. : What is your view with regards to the testing of algorithms requirements? Do you agree that more robust testing scenarios should be set? 
<ESMA_QUESTION_ALGO_26>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_26>

1. : Are the testing environments available for the testing of algorithms appropriate for this purpose?
<ESMA_QUESTION_ALGO_27>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_27>

1. : Do you agree with ESMA’s analysis that the circuit breaker mechanism achieved its objective to avoid significant disruptions to the orderliness of trading? 
<ESMA_QUESTION_ALGO_28>
We believe that the circuit breaker mechanism operates effectively.
<ESMA_QUESTION_ALGO_28>

1. : Do you agree that the requirements under Article 48(5) of MiFID II complemented by RTS 7 and the guidelines on the calibration of circuit breakers and publication of trading halts under MiFID II remain appropriate? If not, what regulatory changes do you deem necessary?
<ESMA_QUESTION_ALGO_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_29>

1. : Do you agree that the co-location services and fees structures are fair and non-discriminatory? Please elaborate.
<ESMA_QUESTION_ALGO_30>
AIMA members do no report concerns about co-location practices. We note, on the other hand, the significant concerns of buy-side participants when it comes to the pricing of market data (as detailed in previous submissions) and encourage ESMA to remain focused on this issue. 
<ESMA_QUESTION_ALGO_30>

1. : Do you think that the disclosures under RTS 10 made by the trading venues are sufficient or should they be harmonized among the different entities? Please explain.
<ESMA_QUESTION_ALGO_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_31>

1. : Do you agree with ESMA’s proposal to set out the maximum OTR ratio, calibrated per asset class?
<ESMA_QUESTION_ALGO_32>
We do not see a need for intervention to set maximum OTRs across EU trading venues as we believe that trading venues can more meaningfully assess and set an appropriate OTR based on factors including the level of electronification in the asset class as well as the nature of the platform itself, factors that ESMA itself alludes to in the CP. It is not evident to us that the existing diversity of approaches has caused any detriment either to investors or market functioning and our concern would be that mandating OTR levels could itself be disruptive.  
<ESMA_QUESTION_ALGO_32>

1. Q33: Do you agree that the maximum limits are not frequently exceeded? Please explain any potential underlying issues in this respect that should be recognised. 
<ESMA_QUESTION_ALGO_33>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_33>

1. : Do you agree with the consequences as described of exceeding the maximum limits or should there be a more convergent approach? Please provide any comment or suggestion regarding the procedures in place by trading venues in case of a member exceeding the prescribed limit.
<ESMA_QUESTION_ALGO_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_34>

1. : Do you agree with the need to improve the notification process in case of IT incidents and system outages? Beyond the notification process between NCAs and ESMA, which improvements could be done regarding communication of incidents to the public?  
<ESMA_QUESTION_ALGO_35>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_35>

1. : Do you believe any initiative should be put forward to ensure there is more continuity on trading in case of an outage on the main market, e.g. by requiring algo traders to use more than one reference data point?
<ESMA_QUESTION_ALGO_36>
We do not agree with the suggestion that algorithmic traders should be obliged to maintain a back-up feed in all circumstances. While many firms choose to do this given the nature of their trading activities, we do not believe it will be necessary or appropriate in all circumstances and would detract from the ability of firms to put in place the most appropriate safeguards and fallbacks to deal with trading outages.
<ESMA_QUESTION_ALGO_36>

1. : Do you agree with the view that the tick size regime had overall a positive effect on market depth and transaction costs?
<ESMA_QUESTION_ALGO_37>
We believe that ESMA should further consider whether reducing existing tick sizes could ultimately serve to benefit retail investors by fostering greater competition between primary trading venues for particular stocks and other platforms. We note that larger tick sizes will tend to favour incumbents and shield them from competitive challenges arising from alternative venues or liquidity providers.
<ESMA_QUESTION_ALGO_37>

1. : Is there any further issue you would like to highlight regarding tick size regime?
<ESMA_QUESTION_ALGO_38>
In general we favour smaller tick-sizes – as long as well-calibrated by a trading venue, taking into account the needs and liquidity/activity profile of its customers.  We noted that having the ability to trade within a certain bid-ask spread gives the ability to reduce transaction costs, whereas imposing larger minimum tick size clearly prevents this.  It is also important to properly account for the distinction between liquidity and activity and note that aggregating activity at fewer levels in the order book harms both the average price of the order and the liquidity of the market as a whole. Liquidity means that participants can lay off their risk within the market in a (cost) efficient way. Forcing participants into brackets (i.e. larger tick sizes) arguably has less to do with increasing liquidity but instead simply clusters activity. 
<ESMA_QUESTION_ALGO_38>

1. : Do You agree with the proposal not to amend the tick size regime for third country shares? Please explain.
<ESMA_QUESTION_ALGO_39>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_39>

1. : Do you agree with the proposal to widen the scope of the tick size regime to all ETFs? Would this pose challenges in your view? Please explain.
<ESMA_QUESTION_ALGO_40>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_40>

1. : Do you agree with the proposal not to widen the scope of the tick size regime to non-equity instruments? Please explain.
<ESMA_QUESTION_ALGO_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_41>

1. : Do you agree with ESMA findings and assessment of the current MiFID II market making regime? 
<ESMA_QUESTION_ALGO_42>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_42>

1. : What do you think of ESMA proposals and suggested amendments to RTS 8? In your view, what other aspects of the market making regime require to be amended and how?
<ESMA_QUESTION_ALGO_43>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_43>

1. : What are market participants views regarding the flexibility left in the MiFID II market making regime? Would you agree with ESMA further clarifying certain relevant concepts? If yes, which ones? 
<ESMA_QUESTION_ALGO_44>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_44>

1. : Could you please describe how Primary Dealers agreements are designed (number of designated Primary Dealers, transparency about investment firms having signed such agreements, typical obligations contained, etc…). Do you consider that Primary Dealers should be exempted from the Article 1 of RTS 8? Do you consider that this can introduce a regulatory loophole? 
<ESMA_QUESTION_ALGO_45>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_45>

1. : Do you think that venues which introduced asymmetric speedbumps provide enough information regarding the mechanism used? If not, what additional information would be useful to disclose to market participants? 
<ESMA_QUESTION_ALGO_46>
As buyside market participants, we believe it is important for trading venues proposing to implement an asymmetric speedbump to clearly detail how it will benefit overall market quality, competition, and fairness.  On their face, asymmetric speedbumps favour one subset of market participants (liquidity providers) over all other market participants, enabling liquidity providers to reprice displayed quotes before they can be accessed.  We are concerned that such mechanisms are unfairly discriminatory, increase non-tradeable and fading liquidity, and unfairly shift adverse selection risks to consumers of liquidity.

To the extent an asymmetric speedbump is implemented, it is critical that objective metrics are established in advance that will be used to evaluate the impact of the speedbump in light of the identified rationale for the proposal.  For example, did liquidity providers actually decrease spreads and did traded volume increase (or are displayed quotes fading)?  

Unfortunately, many trading venues do not currently provide market participants with a sufficient level of transparency regarding new rule proposals such as asymmetric speedbumps.  Therefore, we recommend that ESMA and NCAs consider recommending that a more harmonized approach with respect to the consideration and approval of exchange rule filings be adopted across the EU.  This approach would build on the rule filing processes used by US regulators, including the SEC and CFTC, where (i) all rule filings are publicly available, (ii) rule filings contain basic information regarding the proposal and its consistency with relevant regulatory requirements, and (iii) market participants have an opportunity to submit feedback prior to the rule filling being approved.  
<ESMA_QUESTION_ALGO_46>

1. : Reflecting on those mechanisms which allow liquidity providers to provide quotes that can be filled only against retail order flow, do you think that such mechanisms are beneficial in terms of market quality? Is there any specific aspect that you think should be further taken into account, also considering the type of instruments traded? Please specify the venue of reference and the type of arrangement discussed.
<ESMA_QUESTION_ALGO_47>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_47>

1. : Do you think that venues which introduce asymmetric speedbumps should set tighter market making requirements? Please explain why and how tight those new requirements should be.
<ESMA_QUESTION_ALGO_48>
Asymmetric speedbumps provide liquidity providers with a significant benefit (i.e. a window of time to assess the latest market data and to decide whether to reprice a displayed quote before it can be accessed by other market participants).  Therefore, it would seem reasonable to, at a minimum, require a commensurate obligation to accompany such a benefit, such as more stringent market making requirements.
<ESMA_QUESTION_ALGO_48>

1. : Do you agree on the conclusion that speedbumps might not be a well-suited arrangement for equity markets? If yes, do you think that such arrangements for equities should be prohibited in Level 1? Please explain.
<ESMA_QUESTION_ALGO_49>
We agree that speedbumps are particularly problematic for equities markets, given the number of trading venues and overall level of fragmentation.  We note that an asymmetric speedbump has not been approved in the US equities market due to how it unfairly discriminates against liquidity takers.[footnoteRef:4]  An asymmetric speedbump has been approved in the Canadian equities market on TSX Alpha, and academic research clearly shows that it has only benefited a select group of liquidity providers to the detriment of other market participants and overall market quality.  Specifically, academic research found that quote fading increased by 46% on average after implementation of the asymmetric speed bump, enabling “fast liquidity suppliers to ‘fade’ away from orders which consume liquidity across multiple venues.”[footnoteRef:5] As a result, the asymmetric speed bump significantly increases profits for proprietary traders.[footnoteRef:6]  And, importantly, the asymmetric speed bump has not resulted in tighter market-wide spreads, as instead liquidity providers generally free-ride off the prices posted on other exchanges by posting prices equal to (or behind) the current best price.[footnoteRef:7]  We are not aware of any research on the TSX Alpha asymmetric speedbump that finds a statistically significant improvement in market quality. [4:  Figure 18 correctly notes that the CboeEDGA proposal was rejected by the SEC and the Chicago Stock Exchange proposal was dismissed.  However, the NASDAQ OMX proposal was also withdrawn (https://www.sec.gov/rules/sro/phlx/2012/34-67780.pdf).  Separately, the NYSE American symmetric speedbump was discontinued in 2019 (https://www.nyse.com/data-insights/nyse-american-eliminate-speed-bump-restore-floor-based-trading), leaving only IEX with a symmetric speedbump in the US equities market.  

We recommend ESMA revise Figure 18 to more clearly group by asset class and active/rejected status.  Speedbumps implemented on FX spot trading venues, for example, are generally not subject to a regulatory review process given the exempt status of FX spot.  The practice of “last look” for liquidity providers is also endemic in the FX asset class, and therefore it may not be surprising that asymmetric speedbumps are also employed on certain FX venues given the similarities between “last look” and an asymmetric speedbump.]  [5:  Haoming Chen et al., “The value of a Millisecond: Harnessing Information in Fast, Fragmented Markets” (Nov. 18, 2017) at page 29, available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2860359 (the “Chen Study”) at pages 5, 17 and 62 (Figure 1, Panel A).]  [6:  Chen Study at pages 1 and 4.]  [7:  Chen Study at pages 15 and 65 (Figure 4). ] 


Data shows that even symmetric speedbumps may be problematic in equities markets.  In particular, NYSE American adopted a symmetric speedbump but discontinued it after finding that “[s]ince our speed-bump rollout, we have seen market quality and liquidity decline.”[footnoteRef:8] [8:  https://www.nyse.com/data-insights/nyse-american-eliminate-speed-bump-restore-floor-based-trading. ] 


Given the above, we support close regulatory scrutiny of speedbump proposals in equities markets.  In order to ensure this, we recommend that ESMA and NCAs modify the framework for approving trading venue rule proposals to increase harmonization across the EU.  Please see our response to Question 46.
<ESMA_QUESTION_ALGO_49>

1. : Do you think that the introduction and functioning of speedbumps should be further regulated? If yes, which specific requirements would you like to be included in EU legislation?  
<ESMA_QUESTION_ALGO_50>
As detailed in Q49, we support close regulatory scrutiny of speedbump proposals.  In particular, we would welcome additional guidance from ESMA regarding the interplay between speedbump proposals and current MiFID II requirements, including (a) transparent and non-discretionary rules and procedures that provide for fair and orderly trading (MiFID II Articles 47(1)(d) and 18(1)) and (b) non-discriminatory rules governing access to the facility (MiFID II Articles 53(1) and 18(3)).  

Asymmetric speedbumps in particular appear inconsistent with these existing requirements.  It is also important to note that speedbumps may not solely impact the asset class in which they are implemented, but also related asset classes.  For example, if a speedbump implemented in the EU equities market negatively impacts hedging activities, then liquidity provision in related asset classes such as ETFs may also be negatively impacted.
<ESMA_QUESTION_ALGO_50>

1. : Is there any specific issue you would like to highlight about speedbumps?
<ESMA_QUESTION_ALGO_51>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_51>

1. : What are your views on the relative timing of private fill confirmations and public trade messages? If you are a trading venue, please provide in your answer an explanation of the model you have in place.
<ESMA_QUESTION_ALGO_52>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_52>

1. : Do you consider information on the sequencing of these two feeds at trading venues to be easily available? If you are a trading venue, please provide a link to where this information can be found publicly.
<ESMA_QUESTION_ALGO_53>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_53>

1. : Do you think there should be any legislative amendments or policy measures in respect of these feed dynamics? 
<ESMA_QUESTION_ALGO_54>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_ALGO_54>
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