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Reply form
on the call for evidence on shortening of the settlement cycle


Responding to this paper 
ESMA invites comments on all matters in this paper and in particular on the specific questions summarised in Annex 1. 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 15 December 2023. 
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 this reply form. 
•	Please do not remove tags of the type < ESMA_QUESTION_SETT_0>. 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 responses, save the reply form according to the following 	convention: ESMA_CP1_SETT _nameofrespondent. 
	For example, for a respondent named ABCD, the reply form would be saved with the 	following name: ESMA_CP1_SETT _ABCD.
•	Upload the Word reply form containing your responses to ESMA’s website (pdf 	documents will not be considered except for annexes). 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 close of the consultation, unless you request otherwise.  Please clearly and prominently indicate in your submission any part you do not wish to be publicly disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
Data protection
Information on data protection can be found at www.esma.europa.eu under the heading ‘Data protection’.
Who should read this paper?
All interested stakeholders are invited to respond to this consultation paper. In particular, ESMA invites market infrastructures (CSDs, CCPs, trading venues), their members and participants, other investment firms, issuers, fund managers, retail and wholesale investors, and their representatives to provide their views to the questions asked in this paper. 
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General information about respondent
	Name of the company / organisation
	FIA EPTA
	Activity
	Associations, professional bodies, industry representatives
	Are you representing an association?
	☒
	Country / Region
	Europe


Questions 
1. : Please describe the impacts on the processes and operations from compressing the intended settlement date to T+1 and to T+0. Please:
1. provide as much detail as possible on what issues would emerge in both cases and how they could be addressed with special attention to critical processes (matching, allocation, affirmation and confirmation) and interdependencies. Where relevant please explain if these are general or asset class/instrument/ trade specific. 
1.  Identify processes, operations or types of transaction or financial instrument class that would be severely impacted or no longer doable in a T+1 and in a T+0 environment. 
Please, suggest if there are legislative or regulatory actions that would help address the problems. Where relevant please explain if these are general or asset class/instrument/ trade specific.  
<ESMA_QUESTION_SETT_1>
Introduction

The European Principal Traders Association (FIA EPTA) represents Europe’s leading Principal Trading Firms. Our members are independent market makers and providers of liquidity and risk-transfer for markets and end-investors across Europe. FIA EPTA works constructively with policy-makers, regulators and other market stakeholders to ensure efficient, resilient and trusted financial markets in Europe. 

The FIA EPTA welcomes the opportunity to respond to ESMA’s Call for Evidence on shortening the settlement cycle.

[bookmark: _Hlk152695010]Our responses set out below are in the context of the potential impact of a move to T+1 settlement. In relation to a potential move to T0 settlement, FIA EPTA support the position set out by the European T+1 Industry Taskforce in their High Level Remarks and which we include as an attachment to this submission. 

In particular, as independent market makers we highlight the fundamental impact any move to so called “atomic settlement” would have on our members’ existing business models which involves continuous market making and liquidity provision. Our members actively hold themselves out as being willing to deal on own account to buy and sell financial instruments (including short selling) continuously throughout the day with the ability to handle inventory management after trading has occurred. A number of different methods are used to handle inventory management including buying in the secondary markets, creating in the primary market and relying on borrow markets to facilitate provision of risk transfer and risk management on an ongoing basis. Atomic settlement would require all trades to be pre-funded/pre-positioned which would not be economically viable for market makers who stand ready to buy and sell a wide range of financial instruments across varying market conditions.  

If EU authorities decide that moving to a shorter settlement cycle is indeed the right step, then some changes are needed to improve post-trade efficiency and reduce post-trade complexity in order to mitigate risk and reduce settlement failures. In our view, these steps are necessary to reduce cost and complexity in Europe more broadly and would ideally be taken regardless of whether the EU decides to reduce settlement cycles. 

We stress the importance of ensuring the timetable for transitioning to shorter settlement cycle is aligned with the UK and Switzerland, if they choose to reduce settlement cycles in their own markets. Furthermore, if the UK chooses to move to a T+1 settlement cycle it is imperative that the EU also do the same, adopting a similar timetable, to prevent regional dislocation. We urge ongoing regional coordination on this issue.   

Response to Question 1:
A feature of US markets which has facilitated the transition to a T+1 settlement cycle is the standardized electronic affirmation process for matching and allocating trades via DTCC. Currently in Europe, whilst the majority of market participants use CTM, Swift or FIX messaging for allocation instructions, a significant number of market participants still use email or Bloomberg Messenger to convey this information. Requiring all EU market participants to adopt electronic messaging systems for allocation instructions would disproportionately impact smaller firms given the relative cost burden of taking on new technology infrastructure. However, in the absence of a standardized electronic system for matching and allocations, we expect a higher rate of failed trades in a T+1 environment as there will be far less time for brokers and counterparties to consume and process manual instructions. Also, as manual instructions are subject to human error this continues to be a sub-optimal way of conveying allocation details and prone to causing delays in the settlement process. That said, we would recommend mandating a requirement for confirmation and allocations to be communicated electronically. 

In order to reduce the burden associated with processing manual instructions, we recommend that the EU either mandate or minimize the number of fields that brokers are required to populate. In particular, we recommend that “Place of Settlement” is made a mandatory field. The current inconsistency in systems used by market participants results in field population data (essential and, at times, non-essential) being mismatched which results in delays or failed trades. Mandating or minimizing fields would improve post-trade efficiency across the market. We understand that “Match to Prime”, a product developed by DTCC to support the US transition to T+1, will aid in harmonizing data for matching between client, executing broker and prime broker. However, this product is still in a nascent phase of development and it is not clear it alone would be full or flawless solution.

Another factor which currently slows down settlement processes is the relatively large number of counterparties who do not allow partial settlement of trades. This is primarily in the context of transactions where the counterparty is buying securities but does not want to receive the shares until the full shape can be settled, so they have auto partial switched off. This may be because they have an onward delivery to a client who only wants to settle the trade in full and they want to settle both trades on the same day. Also, some counterparties may not have an onward delivery but still only want to settle in full for funding reasons (no funding costs incurred until full shape can be settled). They may have a standing instruction with a broker or counterparty to only settle the full trade, meaning even if on a case by case basis they were able to accept partial settlement, their counterparty would not know or pursue this. 

Settling as many trades as possible as soon as possible will reduce failure rates and speed up post trade processes. Thus we would recommend giving consent for partial settlement (otherwise known as enabling auto partials) be made mandatory under the CSDR. Also, some CSDs do not have the ability to facilitate partial settlement on an automated basis (auto partial functionality and partial release). Although CSDR mandated this functionality, the RTS on settlement discipline allowed for an exception from this. We would recommend that all CSDs are required to have this functionality, which would require the removal of Article 12 from the RTS on settlement discipline. 

It would also be beneficial to undertake a review of CSDs’ settlement calendars and cut-offs (DVP and FOP) with the aim to harmonize these across the EU. Currently the DVP settlement window for the majority of (but not all) CSDs is until 16:00 CET, we would recommend that is extended until at least 17:30 CET.  Also, FOP cut offs are later than DVP and so you can have a re-registration (of shares from one CSD to another) or stock loan transaction, which settles FOP, settle after the DVP cut off. This means the trade being covered by the re-registration or stock loan fails to settle even though the shares come in that day. 

We, also, believe it would be beneficial if all CSDs could facilitate real-time settlement (currently some settle based on a number of scheduled daily batches).<ESMA_QUESTION_SETT_1>


1. : What would be the consequences of a move to a shorter settlement cycle for (a) hedging practices (i.e. would it lead to increase pre-hedging practices?), (b) transactions with an FX component?
<ESMA_QUESTION_SETT_2>
Hedging Practices

FIA EPTA members do not foresee any direct impact on hedging practices as a consequence of shortening the settlement cycle to T+1. In particular, we do not see why reducing the settlement cycle would necessarily result in any increase in pre-hedging or why such increase might be justified in these circumstances, particularly in the context of a competitive quote scenario (Case (i), as outlined in the ESMA Call for Evidence on Pre-hedging (ESMA70-449-672)). 

Whilst we anticipate there may be an impact on availability of securities lending in respect of some financial instruments as a consequence of market participants who would typically act as lenders retaining inventory to meet their own settlement obligations, we disagree that there should be any link between this availability and Case (i) pre-hedging activity. That this behaviour might be an expected outcome from some market participants further underscores the need for detailed ESMA guidance on pre-hedging, including on appropriate use cases. 

FX

We anticipate there will be an impact on transactions with an FX component which may result in an additional cost burden which is likely to be borne by end investors in the form of wider spreads. In particular, the mismatch in settlement periods between FX (T+2) and the related instrument subject to a shortened settlement cycle means market participants will be carrying risk for longer. In addition, the market will need to absorb greater demand during certain concentrated time periods during the day. These factors will likely be reflected in wider spreads. In addition, it is likely market participants’ ability to trade at a favourable exchange rate will be curtailed due to the compressed timeframe for post-trade processes and established timetable for fixing in FX markets which impacts rates. 

As a T+1 settlement cycle for transferable securities would leave a shorter timeframe to execute the contingent FX transactions and receive the cash in currency to settle the trades, it is anticipated that prime brokers may have to hold more currency balances/buffers to fund custody cash accounts which would increase funding costs and/or may result in increased fails if there are currency shortfalls 
<ESMA_QUESTION_SETT_2>

1. : Which is your current rate of straight-through processing (STP ), in percentage of the number and of the volume of transactions broken down per type of transaction or per instrument as relevant? In case STP is used only for certain processes/operations, please identify them. Which are the anticipated challenges that you envisage in improving your current rate of STP?
<ESMA_QUESTION_SETT_3>
A large proportion of the trading activity undertaken by many FIA EPTA members is automated and/or on exchange and thus entails a high rate of STP, although it is not possible to have full visibility of the exact proportion as much of this is dealt with by members’ prime brokers. Nevertheless, given the nature and style of FIA EPTA members’ trading activity it is likely that a far higher proportion is subject to STP than is the case for other categories of market participant. 

Any on-exchange centrally cleared trading is subject to STP. Trading done on MTFs with non-CCP settlement, although handled in an electronic manner from the standpoint of trading on the MTF and initial reporting to a Prime Broker, within the downstream settlement systems may involve an element of manual intervention. For example, if the client elected not to settle in the default settlement location and only provided notification of this after execution (i.e., initial mismatch and update required on place of settlement). Finally, pure OTC bilateral trading (non-CCP cleared) will most likely not be STP with the potential for manual touchpoints throughout the processing cycle (including allocation instructions).  

Given the high daily volumes traded by FIA EPTA members, this may result in a high number of manually processed trades even if it is a small proportion of total trades undertaken by our members overall. The operational burden of handling these can be significant.  

In addition, if there is a trade anywhere in a linked chain of transactions which requires manual processing, this increases the risk of settlement failures for all subsequent trades in the chain due to dependencies in the chain.
<ESMA_QUESTION_SETT_3>

1. : Please describe the impacts that, in your views, the shortening of the securities settlement cycle could have beyond post-trade processes, in particular on the functioning of markets (trading) and on the access of retail investors to financial markets. If you identify any negative impact, please identify the piece of legislation affected (MiFID II, MiFIR, Short Selling Regulation…) and elaborate on possible avenues to address it.
<ESMA_QUESTION_SETT_4>
There is likely to be a cost impact which would be reflected in increased spreads or commissions (depending on the financial instruments and means of accessing the market), particularly in the event there is a mismatch between the settlement period applicable to the product traded and its underlying or reference product(s) or instrument(s), such as ETFs referencing a basket of global shares. 

This cost impact is likely to be borne by the end investor and in the case of retail investors, they are less likely and/or willing to be able to absorb this cost impact, which may act as a disincentive to invest in the affected products, which at present provide a simple and cost effective means of gaining exposure to global markets through the safety of European traded, cleared and settled instruments. ETFs, including global basket ETFs, are also currently offered in a number of different currency denominations supporting investor choice and enabling retail investors to settle in their local currency. This option may be diminished or become more expensive in the event there are additional costs incurred through the value chain in dealing with complexities of settlement timetable mismatches and runs contrary to the objectives of the Retail Investment Strategy and the CMU more broadly.

One key reason for these higher costs is the complexity and fragmentation of the EU post-trade environment, which is particularly acute for ETFs. Whilst an International CSD (ICSD) model operates in Europe, it is expensive and, although it was set up to eliminate the operational complexities of settling cross-border ETF transactions, further enhancements are needed to meet that objective. The ICSD model allows ETF issuers to use the ICSD as the single issuance location instead of issuing across multiple CSDs. Settlement and distribution happen within the ICSD simplifying inventory management. However, several key markets, including Germany and Italy, have declined to participate resulting in the ICSD not being comprehensive and leading to a number of inefficiencies in the market. For Germany, for instance, there is a requirement to transfer the shares from the ICSD to CBF via e.g., the Euroclear Bank – Clearstream Luxembourg bridge. In addition, although the UK is part of the ICSD model, there is the optionality to settle shares by default in the ICSD or via local settlement into CREST. Unfortunately, this optionality, which was implemented to provide for investor flexibility, adds complexity and confusion with settlement location mismatches and resulting settlement delays/failures. Also, it was planned that this issuance model would make it cheaper to transfer ETF shares within and to markets outside the T2S environment, but this is not the case and in fact an ICSD settlement is considerably more expensive than the domestic CSDs. 

Accordingly, taking steps to simplify this environment in advance of implementing a shorter settlement cycle is likely to ameliorate these impacts. Although these are existing issues, these will become more pronounced with the shortening of the settlement cycle.  Moving towards CSD interoperability and/or fostering a regulatory environment amenable to competition amongst pan-European CSDs would aid in reducing cost and fragmentation. Making participation in the ICSD mandatory for all EU member states would be one obvious step that could be taken to ameliorate European post-trade fragmentation.

Generally, expanding T2S so that it supports all EU currency denominations would also simplify post-trade processes and provide efficiency gains. T2S currently does not cover all European markets (for instance, the UK and Sweden declined to join), the ICSDs are not connected to T2S and, although SIX Swiss has joined, it has only made euro-denominated securities available on T2S. 

Ensuring regional consistency in settlement timetables would also support a reduction in post-trade complexity and aid in minimizing the cost impact associated with a reduced settlement cycle. In particular, it is imperative that the EU seek to adjust to a shorter settlement cycle in step with the rest of the region. In the event that the UK and/or Switzerland decide to introduce a shorter settlement cycle, it is crucial that the EU adopt similar (albeit sensible and well planned) timeframes for doing the same to prevent the risk of misalignment within the region. We also note it would be undesirable for Member States within the EU to move unilaterally to a shorter settlement cycle given the interconnectedness of EU markets and the additional cost and operational risk associated with this extra layer of complexity. It is important that all EU member states move in concert to adjust settlement timeframes, if it is decided this is the best way forward. The best way to support a harmonized move across Member States would be to amend article 5 of the CSDR to effect the change.

There is also a potential impact on the market for stock lending, in the event there is an unwillingness by market participants to lend inventory, preferring instead to hold it to meet their own settlement obligations and avoid late settlement penalties. A reduction in supply for stock loans would likely have a negative impact on spreads, as the additional cost would be reflected in the prices liquidity providers are willing and able to trade at, and also on liquidity overall as there may be an unwillingness to take on a position if there is little or no certainty of being able to cover it through ready access to inventory in the stock loan market. It is not clear there is a structural solution to this problem but in the short to medium term, a settlement penalty holiday may be a means of ensuring a smooth transition to a shorter settlement cycle.
<ESMA_QUESTION_SETT_4>


1. : What would be the costs you would have to incur in order to implement the technology and operational changes required to work in a T+1 environment? And in a T+0 environment? Please differentiate between one-off costs and on-going costs, comparing the on-going costs of T+1 and T+0 to those in the current T+2 environment. Where relevant please explain if these are general or asset class/instrument/ trade specific.
<ESMA_QUESTION_SETT_5>
For larger member firms, most systems are already highly automated and are built to be customizable so will not require significant investment to upgrade in order to support more compressed settlement processes. However, this may not be the case for smaller firms which are more likely to adopt manual processes, particularly for those who do not have a global presence to support a “follow the sun” settlement processing model. In any case, we expect that the most significant cost impact will be in relation to hiring additional operations staff due to the pressure on end of day processes as a consequence of a move to T+1. 

The other and main costs of shortening the settlement cycle are related to financing the trading book itself, as mentioned above at question 2 and below at question 8. <ESMA_QUESTION_SETT_5>

1. : In your view, by how much would settlement fails increase if T+1 would be required in the short, medium and long term? What about T+0? Please provide estimates where possible.
<ESMA_QUESTION_SETT_6>
There is no way of modelling the impact on settlement fails. However, we reiterate that these are more likely to occur where manual processing is required to settle a trade.  Introducing the measures discussed in our response to question 1 would improve post-trade efficiency and minimize the impact on settlement fails. Currently some of our members’ counterparties are still allocating and matching trades on T+1. At the very minimum, there should be a requirement for trade confirmation and allocations to occur on T.  

If changes are not made, we would expect a material increase in settlement fails, particularly on manual trades.  We see the potential shortening of the settlement cycle to be a good opportunity to introduce EU wide efficiencies, although ideally these changes would be made regardless of whether a shorter settlement cycle is adopted.
<ESMA_QUESTION_SETT_6>

1. : In your opinion, would the increase in settlement fails/cash penalties remain permanent or would you expect settlement efficiency to come back to higher rates with time? Please elaborate.
<ESMA_QUESTION_SETT_7>
Normalisation of settlement fail rates would depend on whether the changes suggested above are made. In its current state, it is expected that there would be an immediate spike in settlement fails and we would recommend that thorough planning is conducted in order to alleviate the impacts over time. We would, also, recommend some form of cash penalties holiday in order avoid further complicating matters. 
<ESMA_QUESTION_SETT_7>


1. : Is there any other cost (in particular those resulting from potential impacts to trading identified in the previous section) that ESMA should take into consideration? If yes, please describe the type of cost and provide estimates.
<ESMA_QUESTION_SETT_8>
Where the settlement period of an ETF differs from its underlyings, funding costs for market makers may increase to bridge this difference. These additional costs would likely be reflected in marginally wider spreads but are highly dependent on the context of the trade including the primary market settlement convention followed by the issuer and the positioning / inventory of the market maker themselves.
<ESMA_QUESTION_SETT_8>

1. : Do you agree with the mentioned benefits? Are there other benefits that should be accounted for in the assessment of an eventual shortening of the securities settlement cycle?
<ESMA_QUESTION_SETT_9>
We view any move to a shorter settlement cycle as simply seeking to harmonise global timetables and reduce costs associated with mismatched settlement cycles. However, we don’t currently see the benefits suggested in the Call for Evidence being realized in any material sense. 

Provided settlement is efficient, market participants may experience savings in margin and custody costs, but at this stage it is not clear those savings will be material. Also, it is possible that credit risk will decrease as market participants’ exposure time on a given transaction is shorter, however, this is very difficult to quantify. Efficiency gains would not be a result of T+1 per se but market participants being forced to make automation and processing changes in to support the move.

If there is a general trend to increasing automation in order to reduce the risk associated with a move to T+1 then this will be an overall benefit but, as above, we see this as a by-product of steps market participants need to take to meet a shorter settlement cycle rather than a benefit inherent in a shorter settlement cycle in itself. 
 <ESMA_QUESTION_SETT_9>

1. :Please quantify the expected savings from an eventual reduction of collateral requirements derived from T+1 and T+0 (for cleared transactions as well as for non-cleared transactions subject to margin requirements).
<ESMA_QUESTION_SETT_10>
It is not currently possible to quantify these savings, however we do not expect them to be material as collateral requirements will continue to roll over into new transactions settled on similar timetable. 
<ESMA_QUESTION_SETT_10>




1. : If possible, please provide estimates of the benefits that you would expect from T+1 and from T+0, for example the on-going savings of potentially more automated processes.
<ESMA_QUESTION_SETT_11>
As set out in our response at question 9 above, we see a general benefit in greater automation of post-trade processes and overall improvements to efficiency, but these are measures that should be taken to improve European post-trade efficiency regardless of whether there is a change to settlement timeframes. <ESMA_QUESTION_SETT_11>

1. : How do you assess the impact that a shorter settlement cycle could have on the liquidity for EU markets (from your perspective and for the market in general)? Please differentiate between T+1 and T+0 where possible.
<ESMA_QUESTION_SETT_12>
Moving to a settlement cycle of T+1 may have a detrimental impact on liquidity in EU markets, at least in the short to medium term. From the independent market makers’ perspective, a higher cost of borrowing (see question 4 above) will be passed on in wider spreads, making the overall cost of trading higher for market participants. If the cost of borrowing increases materially, market makers may be unwilling to provide liquidity in impacted financial instruments, which is more likely to be in relation to less liquid instruments where the cost impact will be more acute. 

Moving to T+0 (instantaneous settlement, as opposed to end of day) would fundamentally undermine the existing business model of most liquidity providers and registered market makers, which relies on pre-funding transactions in order to stand ready to buy and sell at a range of price points. In many markets, the requirement to pre-fund market making activity would render it no longer economically viable. 

Generally, FIA EPTA is in agreement with the position set out by the European T+1 Industry Task Force regarding T+0 settlement. 
<ESMA_QUESTION_SETT_12>

1. : What would be the benefits for retail clients?
<ESMA_QUESTION_SETT_13>
No comment
<ESMA_QUESTION_SETT_13>

1. : How would you weigh the benefits against the costs of moving to a shorter settlement cycle? Please differentiate between a potential move to T+1 and to T+0.
<ESMA_QUESTION_SETT_14>
As discussed above, the key benefit of moving to a shorter settlement cycle is harmonisation of settlement cycles with other major markets. We do not currently see any inherent benefit in moving to a shorter settlement cycle if other major jurisdictions were not doing the same.
<ESMA_QUESTION_SETT_14>
1. : Please describe the main steps that you would envisage to achieve an eventual shorter securities settlement cycle. In particular, specify: (i) the regulatory and industry milestones; and (ii) the time needed for each milestone and the proposed ultimate deadline.
<ESMA_QUESTION_SETT_15>
Generally, FIA EPTA members wish to emphasise the importance of a gradual, sequenced approach to any transition to a shorter settlement cycle providing market participants with ample time to make necessary systems and personnel changes. 

We also stress the importance of coordinating the timing of a transition with other jurisdictions that are likely to make similar changes, including the UK and Switzerland. Given the interconnectedness of the region, it is crucial there is ongoing functional cooperation between respective policymakers, regulators and infrastructure providers.

Whilst we acknowledge that market participants could voluntarily choose to move to T+1 settlement cycle in the absence of a change to European regulation, we consider harmonization within the EU (and the region) to be of paramount importance.  Accordingly, we consider it necessary to amend article 5 of the CSDR to effect the change to ensure EU markets and member states move in concert in order to provide certainty and mitigate risk.

In addition, for any move to T+1, the time of year this takes place is important and the strong recommendation is to implement this outside of the Corporate Action season (see our response to question 27 for more detail). 
<ESMA_QUESTION_SETT_15>

1. : Assuming that the EU institutions would decide to shorten the securities settlement cycle in the EU, how long would you need to adapt to the new settlement cycle? And in the case of a move to T+0?
<ESMA_QUESTION_SETT_16>
It is crucial that the EU seeks to align its timetable and transition deadline with the UK and Switzerland to the extent possible to prevent regional inconsistency.
<ESMA_QUESTION_SETT_16>

1. : Do you think that the CSDR scope of financial instruments is adequate for a shorter settlement cycle? If not, what would be in your views a more adequate scope?
<ESMA_QUESTION_SETT_17>
It is crucial that the scope of instruments subject to a shorter settlement cycle is aligned with other jurisdictions in the region, particularly the UK and Switzerland.
<ESMA_QUESTION_SETT_17>




1. : Is it feasible to have different settlement cycles across different instruments? Which are the ones that would benefit most? Which least?
<ESMA_QUESTION_SETT_18>
Our members do not believe it would be advisable to have different settlement cycles across different instruments in Europe as this would add unnecessary complexity. For example, having equities/bonds on a different settlement cycle to ETPs with equity/bond underlyings would cause funding issues due to the settlement cycle mismatch. 
<ESMA_QUESTION_SETT_18>

1. : Which financial instruments/ transaction types are easier to migrate to a shorter settlement period in the EU capital markets? Does the answer differ by asset class? Should it be feasible/advisable to have different migration times for different products/markets/assets? If yes, please elaborate.
<ESMA_QUESTION_SETT_19>
Financial instruments that either do not derive their value from any underlying instrument or benchmark and financial instruments that derive their value from an underlying instrument or benchmark that is particular to the EU are easier to migrate to a shorter settlement period. Financial instruments that derive their value or are related to financial instruments that operate on a different settlement cycle to the EU’s are much more complex. 

However, we would emphasise the need to ensure there is consistency in product scope and timing with other jurisdictions in the region that are also planning to move to a shorter settlement cycle.  We consider regional consistency to be more important to planning than taking a phased approach with certain products, markets or assets.
<ESMA_QUESTION_SETT_19>

1. : Do you think that the settlement cycle for transactions currently excluded by Article 5 of CSDR should be regulated? If you think that the settlement cycle of some or all of these transactions should be regulated, what would be in your view an appropriate length for their settlement cycle?
<ESMA_QUESTION_SETT_20>
FIA EPTA members do not believe that the settlement cycle for transactions currently excluded by Article 5 of CSDR should be regulated. Although irregular, there is the need to be able to set the settlement date for these types of transactions longer than the standard settlement cycle and to have flexibility with regards to setting that date. Two examples of this are:
1. An ETF client trade where the underlying equities of the ETF may be Asian, and therefore a final NAV isn’t possible until T+3.
2. Options “flat basis” trades where firms buy or sell out of futures positions the week before expiry and have the settlement date of the stock line up with the T+2 of the future expiring.
<ESMA_QUESTION_SETT_20>




1. : Please describe the impact(s) that the transition to T+1 in other jurisdictions has had or will have on your operations, assuming the EU remains on a T+2 cycle.
<ESMA_QUESTION_SETT_21>
We anticipate that if other countries within Europe move to T+1 and the EU remains on T+2, this will place the EU at a competitive disadvantage with respect to trading volumes in certain instruments, particularly ETFs. Accordingly, we strongly recommend that the EU seeks to make any transition in line with the UK and Switzerland (for example) to ensure any negative impact on EU markets is minimized. 

We also suggest that alignment of timetables for adjusting settlement cycles should form part of broader EU and UK discussions on broader financial services cooperation and in this vein, we acknowledge the positive steps made at the recent EU-UK Financial Regulatory Forum in this regard.

In relation to the US transition to T+1 scheduled for May 2024, the key impact for our members will be in relation to the additional costs (primarily prolonged risk exposure) and operational risk associated with settlement mismatch between an EU ETF over a global basket of securities which includes US securities. There will be similar issues in relation to transactions with an FX component, where the settlement mismatch will create operational complexity and give market participants less choice and control over their ability to lock in favourable exchange rates. 

[bookmark: _Hlk152693286]There is no clear regulatory solution to these issues however we recommend that ESMA take these factors into account when assessing the potential introduction of mandatory buy-ins under CSDR and perhaps make allowances such as disregarding fails that are a consequence of settlement timetable mismatches for affected products.
<ESMA_QUESTION_SETT_21>

1. : Can you identify any EU legislative or regulatory action that would reduce the impact of the move to T+1 in third countries for EU market participants? Please specify the content of the regulatory action and justify why it would be necessary. In particular, please clarify whether those regulatory actions would be necessary in the event of a transition of the EU to a shorter settlement cycle, or they would be specific only to address the misaligned cycles.
<ESMA_QUESTION_SETT_22>
One suggestion would be to introduce mandatory partial settlements (potentially specifically for ETFs) in line with the US move to T+1 as this would reduce the impact of dealing with settlement mismatches between the ETF and underlying US securities.
<ESMA_QUESTION_SETT_22>

1. : Do you see benefits in the harmonisation of settlement cycles with other non-EU jurisdictions?
<ESMA_QUESTION_SETT_23>
As discussed above, it is crucial that the EU seeks regional harmonization of settlement cycles within Europe more broadly, particularly with the UK and Switzerland. This will ameliorate operational complexity, risk and cost associated with adding an additional layer of post-trade complexity to an already fragmented and complex post-trade environment.
<ESMA_QUESTION_SETT_23>




1. : Would reducing the settlement cycle bring any other indirect benefits to the Capital Markets Union and the EU's position internationally?
<ESMA_QUESTION_SETT_24>
To the extent that reducing the settlement cycle in the EU was a catalyst for a broader effort to simplify the post-trade environment in the EU, this would provide significant tangible benefit. For example, further harmonization of EU member state laws relating to settlement, expanding the scope of T2S so it covered all European currencies and CSDs, regulatory and supervisory support for development of a low cost and operationally efficient cross-product pan-European CSD and support for interoperability of EU CSDs would be positive steps towards a reducing fragmentation and the cost of capital in the EU, contributing to the CMU and enhancing EU global competitiveness. 

However, we note the concerns raised in the European T+1 Industry Task Force regarding moving to T0 settlement cycle and reiterate their conclusion that such a move would not be advisable for the EU in the near to medium term. 
<ESMA_QUESTION_SETT_24>

1. : Do you consider that the adaptation of EU market participants to the shorter settlement cycles in other jurisdictions could facilitate the adoption of T+1 or T+0 in the EU? Please elaborate.
<ESMA_QUESTION_SETT_25>
We see this could potentially be the case if the UK were to adopt a shorter settlement cycle, but we do not necessarily see the same impact of the US adoption of T+1. Primarily, settlements teams and systems will adjust to processing transactions over a concentrated time period which result in efficiencies that could facilitate the adoption of T+1 in Europe. 
We reiterate our concerns about a move to T+0 and refer again to the High Level Remarks of the European T+1 Industry Taskforce.
<ESMA_QUESTION_SETT_25>

1. : Would different settlement cycles in the EU and other non-EU jurisdictions be a viable option?
<ESMA_QUESTION_SETT_26>
We acknowledge that it is far easier for other jurisdictions to move to a shorter settlement cycle than it is for the EU due to the complexity and fragmentation of the post-trade environment. For example, the UK has only one CSD, far fewer CCPs and one governing law resulting in far fewer changes needing to be made to support a shorter settlement cycle.
<ESMA_QUESTION_SETT_26>

1. : Please elaborate about any other issue in relation to the shortening of the securities settlement cycle in the EU or in third-country jurisdictions not previously addressed in the Call for Evidence.
<ESMA_QUESTION_SETT_27>
In addition to the issues in relation to transactions with an FX component and the impact on stock lending markets, there are likely to be complications for processing corporate actions due to compressed time periods in which to undertake complex post-trade operations. 

In a T+1 settlement cycle, similar to the US T+1 move, it is expected that ex-date and record date would become the same and for firms without full visibility of their ex-date position this will be difficult to manage. For example, for firms holding short put options where those options are expiring on the night before ex-date, overnight assignments would mean that the ex-date position would only be known on the morning of ex-date and ensuring same day settlement, to meet record date requirements, would be subject to very short timeframes.    
<ESMA_QUESTION_SETT_27>
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