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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:

1. Insert your responses to the questions in the Consultation Paper in the present response form. 

2. 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.

3. 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.

4. 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.

5. 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..
General information about respondent

	Name of the company / organisation
	Cboe Global Markets

	Activity
	Regulated markets/Exchanges/Trading Systems

	Are you representing an association?
	☒

	Country/Region
	Netherlands


Introduction

Please make your introductory comments below, if any

<ESMA_COMMENT_ALGO_1>

TYPE YOUR TEXT HERE

<ESMA_COMMENT_ALGO_1>

Questions 

Q1 : What is your overall assessment of the MiFID II framework for algorithmic trading, HFT and DEA?
<ESMA_QUESTION_ALGO_1>

It is our position that the MiFID II framework for algorithmic trading, HFT and DEA is generally robust, and has raised industry standards with regards to the control and governance in relation to algorithmic trading, HFT and DEA.

<ESMA_QUESTION_ALGO_1>

Q2 : 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>

With regards to risk to the orderly functioning of markets, we view the current framework to be quite comprehensive, and do not believe there to be obvious residual risks that would require particular attention at this time.  

It is our opinion that the content of RTS 6 and RTS 7 are clear in their identification of risks associated with electronic trading activities, and the obligations required to be fulfilled by investment firms and trading venues respectively in order to mitigate those risks as efficiently as possible.
<ESMA_QUESTION_ALGO_2>

Q3 : 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>

Q4 : Do you agree with this analysis? If not, please explain why.

<ESMA_QUESTION_ALGO_4>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_4>

Q5 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_5>

Q6 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_6>

Q7 : (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>

Q8 : 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>

Yes.  Provision of online brokerage to retail investors should not be considered DEA.  We believe that the existing provisions cited in the paper make this clear.

<ESMA_QUESTION_ALGO_8>

Q9 : 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>

Q10 : Do you agree with ESMA’s proposals above? Please elaborate.

<ESMA_QUESTION_ALGO_10>

Whilst we recognise that there may be different regulatory standards for EU vs non-EU investment firms engaged in HFT activity we believe that the risk that this poses to the fair and orderly functioning of markets is largely alleviated by the arrangements of the trading venues upon which they operate, as a result of:


Enhanced due diligence of non-EU investment firms performed by trading venues at both an on-boarding stage and ongoing basis;


Being subject to the same surveillance & monitoring and member oversight programs as to those applied to EU investment firms by trading venues; 


Trading venues requiring non-EU investment firms to adhere to the same rulebook as their EU peers, which includes but is not limited to membership eligibility criteria and continuing member obligations.  For example, the requirement for all members of a trading venue to have adequate procedures and controls to ensure their ongoing compliance with the rules of a trading venue, and prevent the submission of erroneous orders; 


Trading venues having the authority under their rules to refuse the entry of orders, or declare transactions void that they believe to be erroneous, manipulative, abusive or fraudulent; and 

Transaction reporting by venues to NCAs of all business conducted by non-MiFID firms.


Furthermore, direct authorisation of 3rd country firms would in many cases lead to a conflict of regulatory obligations on those firms. 

With regards to ESMA’s consideration as to whether there would be value for NCA’s to have a better understanding of the magnitude of provision of DEA services in their capacity of NCA’s to DEA providers, we believe that this would be very worthwhile.  

Finally, we support ESMA’s proposal to remove the obligation for DEA clients to be authorised as investment firms.  Generally, we believe that any risks posed by DEA clients are mitigated by the systems and controls requirements placed on DEA providers, who must be authorised in the EU.<ESMA_QUESTION_ALGO_10>

Q11 : Do you agree with ESMA’s proposal? Please elaborate.

<ESMA_QUESTION_ALGO_11>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_11>

Q12 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_12>

<ESMA_QUESTION_ALGO_0>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_0>

Q13 : Do you agree that it would be useful to clarify that notifications should be done ‘without undue delay’? 

<ESMA_QUESTION_ALGO_13>
TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_13>

Q14 : 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>

Q15 : 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>

Q16 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_16>

Q17 : 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>

Our test environments are used on a daily basis by a significant number of our participants and are constantly available for use at their discretion.  


These test environments are used for a variety of reasons, including but not limited to the testing of new functionality, capacity stress testing and disaster recovery.  Our test environments feature instruments that exhibit disorderly trading behaviour to allow the testing of algorithms and functionality generally in those conditions.

<ESMA_QUESTION_ALGO_17>

Q18 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_18>

Q19 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_19>

Q20 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_20>

Q21 : Do you agree with the changes proposed to the self-assessment of Article 9 of RTS 6?

<ESMA_QUESTION_ALGO_21>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_21>

Q22 : 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>

Q23 : 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>

Whilst we believe the content and structure of our self-assessment to be comprehensive, if ESMA has identified inconsistencies across the jurisdictions based on feedback from NCAs, we would be supportive of the proposal to create a standardised format to aid trading venues by providing a clear structure for the completion of such assessments.

<ESMA_QUESTION_ALGO_23>

Q24 : 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>

Yes, we would agree with ESMA’s observations that the scale of annual self-assessments can be quite burdensome for trading venues, and as such a transition to a bi-annual schedule would be welcomed.  

<ESMA_QUESTION_ALGO_24>

Q25 : 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>

It is our opinion that the adequate testing of algorithms and trading systems as per the requirements laid out in RTS 6 and RTS 7, is essential in mitigating the risk that such technological infrastructure could contribute to disorderly trading conditions.  Therefore, we would be supportive of any Level 2 amendments which would provide clarity as to exactly which testing obligations are applicable to investment firms as opposed to those that are the responsibility of trading venues.  As a general principle, responsibility for the testing itself can only reside with the investment firm, but venues must provide testing environments and should seek confirmation that firms using their platforms have conducted appropriate testing.
<ESMA_QUESTION_ALGO_25>

Q26 : 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>

No, investment firms are best placed to devise testing scenarios for these algorithms. A prescriptive list is unlikely to encompass all relevant scenarios, and even the most comprehensive list is likely to become outdated quite quickly. 

<ESMA_QUESTION_ALGO_26>

Q27 : Are the testing environments available for the testing of algorithms appropriate for this purpose?

<ESMA_QUESTION_ALGO_27>

Our test environments are used on a daily basis by a significant number of our participants and are constantly available for use at their discretion.  


These test environments can be used for a variety of reasons, including for the purposes set out in this CP.

<ESMA_QUESTION_ALGO_27>

Q28 : 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>

Yes, we agree with ESMA’s analysis that the range of circuit breaker mechanisms currently implemented by EU venues have achieved their objective to avoid significant disruptions to the orderliness of trading, and support its position that no amendments should be made to the associated guidelines at this time.
<ESMA_QUESTION_ALGO_28>

Q29 : 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>

Yes, we agree that the requirements under Article 48 (5) of MiFID II, RTS 7 and associated guidelines remain appropriate, and that no amendments are warranted at this time. 

<ESMA_QUESTION_ALGO_29>

Q30 : Do you agree that the co-location services and fees structures are fair and non-discriminatory? Please elaborate.

<ESMA_QUESTION_ALGO_30>

Yes, we agree that co-location services and fee structures should be fair and non-discriminatory. 

<ESMA_QUESTION_ALGO_30>

Q31 : 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>

We believe that the disclosures made under RTS 10 are sufficient and should not be amended at this time.  As a trading venue we have not received any negative feedback about the content or scope of the disclosures.

<ESMA_QUESTION_ALGO_31>

Q32 : Do you agree with ESMA’s proposal to set out the maximum OTR ratio, calibrated per asset class?

<ESMA_QUESTION_ALGO_32>

No, we do not agree.  As ESMA articulates in the CP, a trading venue may establish its maximum OTR on the basis of a variety of factors including but not limited to historical trading activity, trading system capacity capabilities, and anticipated future trading behaviour of trading participants.  


It should be recognised that these figures could vary significantly across trading venues, even for those trading identical instruments and asset classes.  Therefore, it is our recommendation that trading venues are best placed to derive OTR methodology and associated thresholds, as currently stipulated under Article 3 of RTS 9.  

We also note that under the requirements of the Annex of RTS 7 that trading venues are required under paragraph (b) (viii) to include “the ratio of unexecuted orders to transactions as observed” in their annual RTS 7 self-assessments.  If ESMA desires more independent oversight and challenge of the OTR methodology and associated thresholds used by trading venues, it may wish to consider requiring trading venues to include them in their RTS7 self-assessments, particularly in light of its future proposal to require them to be submitted to NCAs as per question 24 of this CP.

<ESMA_QUESTION_ALGO_32>

Q33 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>

Yes, we would agree that maximum OTR limits are not frequently exceeded, but we would note that that this reflects the level of investment that has been made by venues to be able to provide appropriate levels of capacity and would also note that disorderly trading conditions resulting from the setting of inadequate OTR limits is an even rarer occurrence.  

Whilst we recognise that OTR limits set by trading venues should be subject to oversight and scrutiny, we believe this observation supports our view that trading venues are effective at determining appropriate OTR limits and remain best placed to do so.   <ESMA_QUESTION_ALGO_33>

Q34 : 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>

As noted by ESMA in paragraph 211 of the CP we expect to see commonalities on the procedures adopted by trading venues in the event of an OTR limit breach, which could result in order rejections, participant outreach, disciplinary action or even no action being taken.  

However, we believe trading venues require the flexibility to make such determinations on a case-by-case basis subject to the nuances of the situation at hand, and that a more convergent approach in this regard isn’t warranted at this time.   

<ESMA_QUESTION_ALGO_34>

Q35 : 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>

We welcome the fact that ESMA has asked for input on this issue.

In our view, regulators should focus on communication and behaviour expected from exchanges suffering a primary outage, with a particular focus on timely and comprehensive notification to the wider market and standardised protocols around the treatment of live orders during an outage. 

Exchanges should be required to provide accurate estimates of time to resolve issues and, for serious issues, should make it clear that services are unlikely to be resumed in the short term.  Where possible a last known good reference price should be communicated, or last known good trade timestamp to allow for more accurate position reconciliation. Regulators should clarify how existing obligations such as those set out in RTS 7 should apply in these scenarios.
<ESMA_QUESTION_ALGO_35>

Q36 : 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>

Yes, we would support such a proposal in the strongest possible terms. 

Technical outages by European trading venues are a reasonably regular occurrence and largely inevitable.  When they do happen, they are highly disruptive, particularly when experienced by national stock exchanges (“primary outages”), which facilitate trading in the stocks they list and are the sole operators of official opening and closing auctions for those stocks.  Primary outages in recent years have seen market-wide trading in instruments listed on those exchanges dry up to almost nothing.  This has been particularly frustrating for market participants and end users given the presence of a large number of alternative pan-European trading venues that compete with national exchanges and support trading in the affected instruments, even during primary outages. These venues are now very well-established across Europe, offer the same trading functionality as primary markets and they have, to a very large degree, the same brokers and market makers connected to them.  Primary outages during official opening and closing auctions are especially problematic, by preventing participants from either trading affected stocks at all that day due to a lack of initial price formation prior to continuous trading, or achieving the official closing price. 

This situation undermines the ability of these pan-European venues to truly compete and weakens the overall resilience of the European market as a result.  Primary markets, particularly the opening and closing auctions they operate, remain single points of failure and highly vulnerable to outages and other threats, such as cyber attacks.

It is our opinion that an industry-wide protocol for primary outages, adhered to by venues, intermediaries and regulators, could use Europe’s existing diverse equity market infrastructure to solve this persistent issue in European markets.  We believe such a protocol has the potential to strengthen the systemic stability of Europe’s equity markets by ensuring there are no single points of failure, and always allowing for the orderly continuation of trading.

We believe that there should be a regulatory expectation on all intermediaries that they have some sort of access to alternative venues and are not dependent on a single provider.  This would not necessarily be a direct membership and could for example be achieved via a DEA relationship or even, for businesses that are not latency sensitive, a more traditional broking relationship.  This should also extend to clearing houses, with an expectation that all participants can clear trades executed on alternative venues and do not remain captive members of primary markets.


We also strongly believe that further regulatory guidance is required, in order for investment firms to receive clarity regarding how they are expected to satisfy their obligation to provide best execution to clients in the event of a primary market outage, when alternative trading venues are available for execution.

Europe’s equity market structure has made significant strides forward over the last decade, by introducing the foundations for competition, lowering explicit trading costs and offering choice to market participants and end users.  However, a conspicuous flaw that remains is the resiliency of the market to primary outages, which causes all trading to cease in stocks listed on those markets.  Given the presence of alternative venues which continue to function during these outages, and offer the same trading functionalities as primary markets, it is in the interests of all market participants to offer a solution to this issue.

<ESMA_QUESTION_ALGO_36>

Q37 : 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 agree that the tick size regime has been broadly successful, with the one notable issue set out below under question 38.  Europe had a well-functioning, industry-maintained tick size regime prior to MiFID 2, but the formalisation of a regime in legislation has not damaged its effectiveness.

<ESMA_QUESTION_ALGO_37>

Q38 : Is there any further issue you would like to highlight regarding tick size regime?

<ESMA_QUESTION_ALGO_38>

Yes, Cboe believes that ESMA guidance should be updated to allow trading off tick in the event of executing at the mid-point within current bid offer prices (“mid”).  Cboe strongly believes that the midpoint is a globally accepted price point for execution.  While this is generally supported by users of the market, regulators have continued to pursue an overly strict interpretation of the tick size regime, which was never intended to prohibit this activity, to exclude mid-point trading in many arbitrary cases.  E.g. the Level 3 guidance referred to above states that midpoint trading is available when the spread is an even number of ticks, but not when it is an odd number.  

The tick size regime was implemented to prevent venues from allowing tiny price increments to allow quotes to achieve price priority over other quotes and venues without offering any meaningful economic improvement to the terms of the trade.  Unfortunately, the legislative provisions, split as they are across the Directive and Level 2 regulations, are not as precise as they might be. However, Article 2 of RTS 11 is clear that “trading venues shall apply to orders in shares or depositary receipts a tick size”, which should in any case allow for executions to take place off-tick.  Unfortunately, both the original legislative intention behind the regime, and the application to orders only has been lost in subsequent Level 3 guidance. 

Furthermore, recent attempts to positively clarify when midpoint is acceptable e.g. for LIS trades in amendments to the Investment Firm Review, have unfortunately led to suggestions that it must be unacceptable in other scenarios.

We believe that it is vital that this uncertainty is put to bed once and for all.  Accordingly, establishment of the midpoint as a generally acceptable execution price that does not depend upon the use of any particular waiver, should be central to the MiFID II review.  Ahead of that review, we believe that ESMA should use its Level 3 powers to provide clarity on the issue.  We are confident that, were you to include such a proposal in any consultation exercise, you would establish broad support for this principle from market users.

<ESMA_QUESTION_ALGO_38>

Q39 : Do You agree with the proposal not to amend the tick size regime for third country shares? Please explain.

<ESMA_QUESTION_ALGO_39>

Yes.  As ESMA observes in the CP, following the original application of MiFID II tick sizes for third-country shares were calibrated to the ADNT on the most liquid market on the EU, which was not well suited for financial instruments trading in the EU but for which the most liquid trading platform was located outside of the Union.  

Consequently, tick sizes for such instruments on EU trading venues were based on a small proportion of overall trading volumes, resulting in larger tick sizes for these venues and thus placing them at a commercial disadvantage vs their global counterparts and leading to a migration of liquidity away from European trading venues.

This issue was subsequently recognised and addressed via an amendment to RTS 11 in early 2019, which yielded positive results for European trading venues, and is why we support the proposal to not amend the tick size regime for third country shares at this time.

<ESMA_QUESTION_ALGO_39>

Q40 : 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>

While we support further harmonisation of tick sizes for ETFs, it is important that the regime is specific to the asset class.  The liquidity and therefore appropriate pricing increments can vary widely between different ETFs, and will in many cases be driven by the liquidity of the underlying investments of the ETF, rather than the instrument itself.  Accordingly, neither the current equity regime, nor a one-size fits all approach for all ETFs are likely to be effective.

<ESMA_QUESTION_ALGO_40>

Q41 : 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>

Q42 : 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>

Q43 : 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>

Q44 : 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>

Q45 : 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>

Q46 : 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 an operator of trading venue, we have neither positive nor negative experience of trying to obtain information on speedbumps operated by other trading venues.

However, it is our opinion that any trading venue operating speedbump functionality should be open and transparent with regards to how speedbumps are applied to all customer groups and/or order types, so that customers are in possession of all relevant information when making a decision on whether to use a particular trading venue.

<ESMA_QUESTION_ALGO_46>

Q47 : 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>

It is our opinion that platform evolution is the key driver to future innovation and competition in the industry.  

As such it is vital that trading venues retain the discretion to innovate their product offerings in a manner that they feel best promotes both competition and protection to the various users of their services.  This may include but is not limited to bespoke order types, execution priority or separate order books for certain categories of investor (e.g. retail), which we have observed there is an established precedent for in both the US equity and derivatives markets.  

A regime that would allow the development of such functionality will level the playing field for trading venues vs systematic internalisers in their treatment or certain categories of clients, and thus promote further competition within the EU trading landscape.

<ESMA_QUESTION_ALGO_47>

Q48 : 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>

Whilst speedbumps and market making obligations are related, they are separate and distinct elements of market design that should not be conflated.  As such their design and application should be for trading venues to determine.

<ESMA_QUESTION_ALGO_48>

Q49 : 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>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_49>

Q50 : 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>

No, we believe existing regulations are sufficient.  Not all speedbumps are created equal, but MiFID already contains extensive provisions that cover this, not least paragraphs (d) and (e) of Article 47 which require markets to have “transparent and non-discretionary rules and procedures that provide for fair and orderly trading and establish objective criteria for the efficient execution of orders” and “effective arrangements to facilitate the efficient and timely finalisation of the transactions executed under its systems” respectively.  Many speedbumps that deliberately delay messages are intended to create an environment which is conducive to more generous liquidity provision.  This is a design decision that the operator believes delivers a net benefit to all market users in the form of increased liquidity, tighter spreads, more stable pricing etc.  If the design feature is transparent and applies to all users in a fair and non-discriminatory manner, then users are free to decide whether or not to trade in a market with those characteristics.

Clearly, if design decisions are made that are not transparent to all users, or that serve to benefit a particular class of user to the overall detriment of the ecosystem, then this should not be permitted. But this does not require additional regulatory development. 

<ESMA_QUESTION_ALGO_50>

Q51 : Is there any specific issue you would like to highlight about speedbumps?

<ESMA_QUESTION_ALGO_51>

TYPE YOUR TEXT HERE

<ESMA_QUESTION_ALGO_51>

Q52 : 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>

We believe that both private and public feeds should be optimised to transmit data to its target participants as quickly as possible.  It must also be understood that there are fundamental differences between the two and that it is unhelpful to categorise them both as “feeds”, as one (“public”) is a market data feed designed to broadcast market data for the whole market to consume as quickly as possible, whilst the other (“private”) is an interface relaying information regarding order events to those participants responsible for the order submission in question.  

It should also be acknowledged that information from market data feeds is generally communicated to end users via a vendor, and as a result introduces an additional amount of unquantifiable latency which is beyond the control of a trading venue.  This risk of additional latency is not applicable to interfaces relaying order events from trading venues to participants.   

We believe that as long as trading venues are fully transparent with regards to the mechanisms deployed to transmit information for various purposes, they should retain discretion with regards to the design and architecture of their systems.  This in turn enables customers to make a fully informed choice with regards to the services they may wish to utilise.

<ESMA_QUESTION_ALGO_52>

Q53 : 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>

The objective of the Cboe platform is to disseminate information as quickly as possible. 

Private messages are delivered point to point to the participant.  Market data is disseminated broadly to participants over multicast.  As these two paths are architecturally separate, there is no sequencing and it is not guaranteed which order the messages would be received in due to the non-deterministic elements of the platform.

<ESMA_QUESTION_ALGO_53>

Q54 : Do you think there should be any legislative amendments or policy measures in respect of these feed dynamics? 

<ESMA_QUESTION_ALGO_54>

No, we do not think there should be any legislative amendments or policy measures in respect of these feed dynamics.

The risk in this area is that the design and operation of these feeds are not transparent to all participants of a trading venue, or that serve to benefit a particular class of user to the overall detriment of others.  The provisions of MiFID that apply to speedbumps apply equally here: paragraphs (d) and (e) of Article 47 which require markets to have “transparent and non-discretionary rules and procedures that provide for fair and orderly trading and establish objective criteria for the efficient execution of orders” and “effective arrangements to facilitate the efficient and timely finalisation of the transactions executed under its systems” respectively.

Any regulatory intervention that required the artificial equalisation of timings between messages received over a trading interface and those broadcast over market data could have the impact of unnecessarily increasing risk for trading participants by withholding notification of actual transfers of economic risk.  Furthermore, given that venues can only (theoretically) control the timing and delivery of data to their perimeters, it would still be impossible to guarantee that the respective (and very different messages) would arrive at their destination at the same time.

 

It has always been the case, from the inception of trading in open outcry to now, that the counterparties to a trade know about that trade before anyone else.  Equally the submitter or canceller of an order knows their intention, and that such an action has been initiated before anyone else.  This is part of the natural dynamic of a multilateral market.

<ESMA_QUESTION_ALGO_54>
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