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Reply Form	
Call for evidence on the market structure of European equity markets. 


Responding to this Consultation Paper 
ESMA invites comments on all matters in this Consultation 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 30 June 2026. 
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_MSEM_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_ MSEM_nameofrespondent. 
	For example, for a respondent named ABCD, the reply form would be saved with the 	following name: ESMA_CP1_ MSEM_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?
This paper is primarily addressed to all financial market participants, including trading venues and investment firms, as well as to asset management, data reporting service providers, trade associations, issuers and other stakeholders involved in financial regulation, investor education, and retail investment market developments.


General information about respondent
	Name of the company / organisation
	CNMV’s Advisory Committee. The Advisory Committee has been set by the Spanish Securities Market Law as the consultative body of the CNMV. It is composed by market participants and its opinions are independent from those of the CNMV.
	Activity
	Other
	Are you representing an association?
	☐
	Country / Region
	Spain


Questions
1. Do you agree with the description of the market structure summarised in Figure 1 for the purpose of the study in sections 3 and 4 based on transaction reporting data? If not, could you provide an alternative description that you consider more adapted to the reality of the European trading landscape for shares?
<ESMA_QUESTION_MSEM_1>
General Comments
The 2014 amendments to the Markets in Financial Instruments regulatory framework (MiFID II/MiFIR Directive and Regulation) aimed, among other objectives, to increase competition in European financial markets. This shift had good intentions in terms of democratizing market access.
However, the resulting fragmentation has had unintended consequences, negatively impacting the intermediation model —based on the reception, transmission and execution of orders— adopted by many European institutions. These firms were already operating in a highly fragmented market before the reform, and the new structure has further exacerbated the challenges they face.
Despite that one of the primary goals of the regulation was to enhance transparency by shifting trading from over-the-counter (OTC) markets to trading venues, in practice, this transition has not materialized. In fact, quite the opposite has occurred, as highlighted in a report by the Spanish market supervisor, CNMV[footnoteRef:2]. The study published in 2025 by FESE and Oliver Wyman shows how trading on lit primary venues accounts for only about 30% of total liquidity. Close to 70% of volumes are split across MTFs and other channels including SIs and OTC[footnoteRef:3]. This trend is further illustrated in the chart below, developed by FESE, which highlights the steady dispersion of liquidity across different channels and a gradual decline in the proportion of equity turnover executed on lit continuous order books with volumes moving to auctions.  [2:  https://cnmv.es/DocPortal/Publicaciones/MONOGRAFIAS/DT_87_Fragmentacion_ENen.pdf]  [3:  https://www.fese.eu/publications/oliver-wyman-report-the-liquidity-matrix-addressing-fragmentation-in-european-equity-markets/] 
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As a result, major stock exchange operators have lost market share to other platforms and systematic internalisers (SIs; i.e. an execution model operating outside trading venues and subject to a different pre-transparency framework). If this trend persists, readily available and visible liquidity will keep diminishing, posing a clear threat to the upcoming Savings and Investment Union (SIU). For some stocks, most trading takes place outside the regulated market. Moreover, a single non-EU stakeholder would account for approximately 40% of European market trading.
For example, in December 2024, OTC trading in EU equities experienced a market share increase of 289 basis points month-over-month, indicating a shift from lit (public) trading venues to OTC platforms. This trend suggests a reallocation of trading activity among investors away from lit venues.
One of the biggest beneficiaries of the reform has been the SI model, whose role and share in the market has grown significantly. These entities, particularly non-EU firms, possess advanced technological capabilities and a higher risk appetite (using their own balance), allowing them to capture a significant portion of market liquidity. It is estimated that around one-third of transactions occur bilaterally and are therefore inaccessible to most participants. There is no level playing field in liquidity access.
The concentration of liquidity in SIs presents significant risks:
1. They can leverage their higher risk appetite, market visibility, and regulatory advantage to influence prices in their favour, to the detriment of their clients.
1. The liquidity they provide is highly volatile, as they are not required to maintain continuous quotes. In periods of market stress, these entities have drastically reduced the liquidity they offer. Far from fostering transparency and stability, regulation has created an environment where liquidity is concentrated in less-supervised actors with higher risk-taking incentives. This poses a challenge to market stability and fair competition among participants.
1. The excessive reliance on referencing exchange-quoted prices in bilateral trades executed by SIs discourages competition among market makers, negatively impacting liquidity, efficiency, and market depth.
Consequences for the real economy
In today’s environment, the high costs associated with operating in EU capital markets pose a significant risk that activity will be reduced to the bare minimum, leaving only a handful of large entities —mostly non-EU firms— capable of remaining active. This contrasts with the U.S. market, which benefits from a more dynamic and diversified ecosystem.
Furthermore, this trend may lead to the progressive, yet accelerating, disappearance of traditional European market operators, including exchanges and intermediaries. In fact, a significant number of alternative trading platforms (both trading venues and intermediaries) are owned by non-EU firms, effectively placing the European market under external control. Given the lack of liquidity and the strength of other capital markets (which are more harmonized and less fragmented), more European companies may choose to list outside the EU through IPOs in search of better multiples and greater liquidity. We would therefore like to emphasize the strong interdependence between primary and secondary markets. Well-functioning secondary markets underpin capital formation, liquidity provision, and risk management, which are all critical to sustaining an attractive listing environment. In particular, deep and visible liquidity in secondary markets is a key driver of listing and IPO activity. More broadly, transparency and robust liquidity on regulated markets are essential for effective price formation and, in turn, for the overall efficiency, smooth functioning, and attractiveness of capital markets.
The EU’s future efforts to complete what is now called the SIU (formerly the Capital Markets Union, CMU) should focus on identifying structural market issues and proposing effective solutions.
As a consequence, despite the recent review of MiFID/R, a deeper reflection on the state of European markets, particularly equity markets, is needed. This may require additional adjustments through another MiFID review, potentially even through a "quick fix" approach. Authorities must closely monitor the quality and availability of European equity liquidity to ensure that future regulatory and supervisory reforms are based on a deep understanding of market mechanisms. It is essential to introduce regulatory adjustments that reduce fragmentation, strengthen oversight of SIs, and promote a more balanced and sustainable environment for all financial market participants. This will enable the EU to maintain a competitive and resilient financial system in the face of current challenges.
Given the above, the CNMV Advisory Committee welcomes ESMA’s effort to offer an assessment of how liquidity is evolving, how it is distributed across different types of execution venues and methods, and what this means for the functioning of the market, in both the short and medium-term.
The CNMV Advisory Committee welcomes the ESMA Call for Evidence on the structure of European equity markets and appreciates the comprehensive analysis undertaken. The work carried out is both timely and necessary to support an informed discussion on the evolution of market structure. 
We broadly agree with the description of the market structure as summarized in Figure 1, although some specifications might be needed. 
Opening auctions should also be added to Figure 1, as ESMA considers them as a distinct category from intraday auctions, according to paragraph 10. Following ESMA’s definitions, it would be useful to further clarify what it considers as intraday auctions.
Lastly, while acknowledging ESMA’s observation that transaction reporting data does not allow for a distinction between closing auctions and trades at the close, we consider that these two categories should still be considered separately. As ESMA notes, trade at close is a non-price forming mechanism, whereas closing auctions are an important contributor to the price formation process. Therefore, these two mechanisms should be distinguished both conceptually and, to the extent possible, in the presentation of data, in order to offer a more accurate picture of market structure.
<ESMA_QUESTION_MSEM_1>

1. Do you have any insights on the XOFF transactions reported by investment firms who also act as an SI (SI-OTC trades)?
<ESMA_QUESTION_MSEM_2>
We would welcome further scrutiny of SI-OTC and XOFF activity, because the available reporting framework still makes it difficult to distinguish clearly between genuinely bilateral principal risk-taking and trades that are functionally similar to off-exchange market making. The main issue is not that such activity should be presumed inappropriate, but that current flagging and reporting do not always allow a clean assessment of its economic nature. Better flagging and more consistent reporting would be more useful than drawing strong conclusions from the data alone.
<ESMA_QUESTION_MSEM_2>



1. Do you agree with the general trends identified regarding on-book vs. off-book trading, and addressable vs. non-addressable liquidity? What other trends do you consider relevant, also in terms of competitive pressures? 
<ESMA_QUESTION_MSEM_3>
We broadly agree with the trends identified by ESMA and are similarly observing a decline in lit continuous trading activity. At the same time, we are concerned by the increasing migration of trading activity towards bilateral and off-exchange mechanisms, such as Systematic Internalisers (SIs). Even within lit markets, there is a noticeable shift away from the traditional Central Limit Order Book (CLOB) model towards other execution mechanisms.
This trend — from lit continuous trading towards (for example auctions, SIs, and bilateral mechanisms) — reflects a broader pattern of structural fragmentation. From a policy perspective, this evolution should not be passively accepted. Importantly, this trend is not limited to the period since 2022 but can be observed since the implementation of MiFID II in 2018.
Furthermore, these trends have significant implications for issuers and overall market efficiency. The redistribution of trading flows directly affects EU market dynamics and should be carefully considered in policy decisions. In particular, EEA issuers may face reduced depth and liquidity on EU lit venues. At the same time, high trading volumes on third-country venues may further fragment liquidity, despite de STO obligations, reducing investor visibility and weakening price discovery within EU markets, which in turn may have adverse implications for issuers ‘cost of capital.
Instead, the regulatory framework should aim to enhance transparency, simplify the current market structure, and preserve a meaningful role for lit markets in price formation.
<ESMA_QUESTION_MSEM_3>

1. Do you have any concerns on the impact of the identified trends on the general functioning of the EEA markets for shares? In your view, what are the implications of the relative decreasing trend in trading on CLOB for the effective price formation in the EEA markets for shares? What are the implications on price formation should this trend persist or even accelerate?
<ESMA_QUESTION_MSEM_4>
Yes, we have significant concerns about the impact of these trends on the overall functioning of EEA equity markets, particularly if the decline in trading on central limit order books (CLOBs) persists or accelerates.
As highlighted by ESMA, there is a clear shift away from activity on transparent, price-forming venues towards less transparent and, in some cases, less broadly accessible execution mechanisms, including bilateral and off-book trading. This development is particularly concerning as it coincides with an increasing reliance—both implicit and explicit—on reference prices generated by lit markets, despite a declining share of trading activity contributing directly to their formation.
Lit continuous trading remains the core mechanism for transparent and robust price formation. A sustained decline in CLOB activity risks weakening market transparency, reducing accessible liquidity, and undermining the resilience and quality of price discovery. The gradual migration of liquidity away from lit multilateral markets exacerbates an existing structural weakness of European markets—namely, the fragmentation of liquidity—and raises important concerns about the long-term integrity of the pricing process.
This evolution is creating a structural imbalance in market design: while alternative execution mechanisms benefit from the transparency and efficiency generated by lit markets, they are not subject to equivalent transparency obligations, nor do they contribute proportionately to sustaining those markets. As a result, an increasing share of trading depends on prices formed on lit venues, while a shrinking share of activity actually supports that process.
If this trend continues, there is a risk of a transition towards a more “price-driven” market structure, where dealer-based models play a growing role in setting and executing prices. Such a structure may give rise to potential conflicts of interest, particularly where pricing discretion and execution incentives are closely aligned, that may not always deliver optimal outcomes for investors, particularly in environments with limited transparency and competitive pressure.
Beyond secondary market implications, these developments also risk undermining the attractiveness of EU primary markets. The growing volume of bilateral trading activity may reduce companies’ incentives to list on EU equity markets, as diminished liquidity and weaker price discovery impair valuation efficiency. Over time, this could affect issuers’ ability to raise capital and further weaken the competitiveness of EU markets.
If volumes continue to shift towards bilateral and dark trading, exchanges may face a significant erosion of liquidity, threatening both the robustness of reference prices and the viability of transparent public markets. Without appropriate safeguards, this could lead to higher execution costs, reduced investor trust, and increased risks to overall market stability.
For these reasons, preserving a strong and credible price formation process is essential not only for market efficiency, but also for investor confidence and the long-term health of the EU financial ecosystem.
<ESMA_QUESTION_MSEM_4>

1. As the choice of trading facility has increased, it is important for ESMA to understand why market participants are choosing the execution facilities that they do. What are the drivers that you consider most relevant when choosing on which execution venue and with which execution method to trade?
<ESMA_QUESTION_MSEM_5>
The CNMV Advisory Committee considers that the relative importance of the drivers guiding market participants’ choice of execution venue or method may vary across firms and trading strategies. Individual market participants apply their own execution policies and may weigh a range of commercial and operational considerations.
Execution priorities vary across different types of investors. For retail investors, who rely on investment firms to safeguard their interests, the primary considerations are typically execution price and transaction costs. For more sophisticated investors, however, other factors may be equally — if not more — important. 
In this context, it is nevertheless important to highlight that regulatory design plays a significant role in shaping market incentives and outcomes. In particular, regulatory asymmetries between SIs and multilateral trading venues create distortions in incentives and competitive conditions. These asymmetries can make certain execution models comparatively more attractive, irrespective of intrinsic execution quality.
For example, where SIs benefit from more flexible regulatory treatment compared to trading venues, irrespective of order sizes (e.g., the ability to select counterparties and execute each counterparty differently, to execute off-tick, etc.), the incentives to internalise order flow may be heightened, while there are limited mechanisms to steer activity towards lit multilateral markets. As a result, order flow may be diverted away from lit venues not necessarily on the basis of best execution outcomes, but due to differences in regulatory frameworks. This may have implications for overall market quality, including price formation and transparency. For further information, please refer to Question 20.
<ESMA_QUESTION_MSEM_5>



1. What are your experiences with regard to gaining access to liquidity? To what extent are you, either directly or via a broker, able to access liquidity on relevant trading venues or relevant systematic internalisers? If not, please explain what stands in the way of gaining such access. 
<ESMA_QUESTION_MSEM_6>
Achieving broad access to liquidity is a complex issue. Due to market fragmentation, European firms providing services of reception, transmission and execution of orders for clients are forced to bear disproportionate connectivity costs in order to ensure best execution for their clients.
Access remains fragmented and operationally costly. Even where liquidity exists, participants often need multiple venue connections (even if through a single point of entry, e.g. Bloomberg or Refinitiv) and different execution arrangements to obtain it efficiently.
In addition, in order to monitor liquidity and demonstrate compliance with best execution obligations, firms are often required to rely on multiple market data feeds, further increasing the overall cost and complexity of accessing liquidity. 
These costs are so significant that some European entities, in particular small asset managers and investment firms, have been unable to absorb them, resulting in them being pushed out of the market entirely and replaced by competitors from outside the EU.
Furthermore, during periods of market stress, certain execution mechanisms (e.g., Systematic Internalisers) may exhibit more variable liquidity provision, as they are not subject to obligations to maintain continuous quotes.
These elements underline the importance of preserving robust and reliable price formation mechanisms across trading venues.
<ESMA_QUESTION_MSEM_6>

1. If you are an issuer, how do you see these market developments? Do you consider this an attractive environment for listing? If not, why?
<ESMA_QUESTION_MSEM_7>
The CNMV Advisory Committee would like to emphasize that the attractiveness of primary markets for listings is closely linked to the depth, liquidity and overall functioning of secondary markets.
Primary and secondary markets are intrinsically interconnected. Efficient secondary markets support capital formation, liquidity provision and risk management, all essential for an attractive listing environment. In particular, strong, visible secondary-market liquidity is one of the most powerful drivers of IPO activity: it enables credible valuations, reduces spreads, and lowers the cost of capital. Consolidating liquidity around transparent primary venues would therefore create a positive feedback loop, enhancing price formation, reducing volatility, improving funding conditions and IPO prospects. 
However, these benefits are increasingly undermined by a dispersion of liquidity across bilateral and less transparent channels. In this context, it should also be considered that while exchanges play a vital role as listing venues, other execution mechanisms operate solely in the secondary market, competing with trading venues under lighter regulatory frameworks. Addressing this asymmetry is essential to preserving the sustainability of primary markets. Other structural factors, such as fragmented investor pools, limited retail participation, and national barriers, also weigh on IPO activity.
As a result, given the relative strength of other, more integrated and less fragmented capital markets, an increasing number of European companies may choose to pursue IPOs outside the EU in search of higher valuations and deeper liquidity.
<ESMA_QUESTION_MSEM_7>

1. What conclusions would you draw from the distribution of liquidity across EEA ISINs? Do you identify any policy recommendations in this context, with a view to enhancing price formation while ensuring a level playing field across different types of venues? Do you have explanations for the high share of OTC trading observed in the ISIN’s of some jurisdictions?
<ESMA_QUESTION_MSEM_8>
The main conclusion is that liquidity patterns differ materially across jurisdictions, which reinforces the case for further harmonisation. Where OTC or SI activity is high, this may reflect local market structure, issuer concentration or access conditions, but it also underlines the need for better transparency and more consistent access to price-forming liquidity. We would avoid over-reading country-by-country differences without better harmonised data and flags. 
The distribution of liquidity appears to vary significantly across countries, with smaller markets tending to rely more heavily on continuous lit trading. Any structural diversion of order flow away from lit venues may have disproportionate effects on price discovery and market quality.
Complementing the analysis by EEA ISINs, assessing trading volumes across share categories (e.g., blue chips, mid- and small-caps) could help determine whether fragmentation leads to a concentration of liquidity in larger-cap stocks.
<ESMA_QUESTION_MSEM_8>



1. What is your view on the evolution of dark trading on EU trading venues? Are there any structural shifts that you noticed, which you believe should be further monitored?
<ESMA_QUESTION_MSEM_9>
We believe that ESMA’s definition of “dark trading” (i.e. transactions executed under the reference price waiver or the large-in-scale waiver) does not fully reflect the broader range of trading activity that could reasonably be considered as dark. In practice, any transaction executed under a waiver—thereby exempt from pre-trade transparency—could be viewed as falling within this category. In this context, it is noteworthy that transactions carried out under the negotiated trade waiver are included in Figure 13 yet are not consistently treated as dark trading in ESMA’s overall classification.
Regarding its evolution, we broadly agree with ESMA’s assessment that the overall level of dark trading has remained relatively stable over time, particularly for trades above the LIS threshold. 
The stability referred to in the graph can largely be attributed to the application of the Double Volume Cap (DVC), which has proven effective within its intended scope. That said, evidence suggests that when the reference price waiver (RPW) was suspended, a significant portion of trading activity did not return to continuous order books but instead migrated to other execution mechanisms. This shift appears to have intensified under the revised Single Volume Cap (SVC).
In light of these developments, we consider that a more in-depth assessment of the underlying dynamics would be warranted, in order to better understand how trading activity is redistributed across execution channels and the implications this may have for market structure and transparency.
<ESMA_QUESTION_MSEM_9>

1. What concerns/issues do you highlight at this stage? Do you see a need for specific regulatory interventions also in consideration of evidence available regarding practices related to dark trading functionalities (please provide details)?
<ESMA_QUESTION_MSEM_10>
As mentioned in Q9, we would recommend that further monitoring and analysis of these trends is warranted.  
<ESMA_QUESTION_MSEM_10>

1. What is your view on the evolution and effects of trading in closing auctions on the EU markets? Do you agree with the presented rationale for trading in closing auctions or do you consider other drivers more important for explaining the growth and increasing significance of closing auctions trading?
<ESMA_QUESTION_MSEM_11>
Closing auctions play a critical role in EU equity markets and should be preserved as a key price forming mechanism. They play a key role in equity markets by concentrating liquidity at the end of the trading day and delivering a robust closing price that is critical for transparency and market stability, without undermining lit order books during the trading session. 
The increasing importance of closing auctions can be explained by a combination of structural and demand-driven factors. In line with ESMA’s analysis, market participants are making greater use of periodic auctions—alongside other execution mechanisms such as dark pools and bilateral trading—to minimise market impact and gain execution flexibility, particularly for larger orders. At the same time, the growth of passive and index-tracking investment strategies has reinforced demand for execution at the end-of-day price, further supporting the role of closing auctions.
However, this development should also be seen in the broader context of market structure changes following MiFID II. Increased fragmentation, including the rise of systematic internalisers, alternative trading systems and trading under pre-trade transparency waivers, has dispersed liquidity and weakened continuous price formation on lit markets. In this environment, closing auctions have become even more important as a focal point for transparent, accessible liquidity and price formation.
While their growing significance is justified by these structural shifts and genuine investor needs, it also reflects a broader migration away from continuous lit trading. This raises concerns regarding the fragmentation of liquidity and the overall quality of price formation throughout the trading day. For this reason, it is essential to ensure that closing auctions remain a transparent and centralised process, and that other closing mechanisms do not undermine their integrity or contribute further to fragmentation.
<ESMA_QUESTION_MSEM_11>



1. What is your view on the effects of alternative closing mechanisms offered by MTFs and SIs?
<ESMA_QUESTION_MSEM_12>
The CNMV Advisory Committee considers that there is a good level of competition in the closing space among trading venues and other execution mechanisms, offered by MTFs and SIs (Market at Close solutions). These products typically operate immediately after the official closing auction and match orders at the official closing price once they are established. 
However, some investment banks offer “market at close” products that allow internal matching of orders, thereby avoiding participation in the exchange auction. 
While these mechanisms may provide additional execution options, they rely on the price discovery process carried out in the primary auction. This may create an imbalance in incentives, as certain execution models benefit from the reference price without contributing to its formation to the same extent. This dynamic could have implications for the quality and robustness of price formation, particularly in less liquid instruments.
In order to improve the visibility of activity executed at the closing price across different execution mechanisms, it would be beneficial to introduce a dedicated post-trade flag, similar to the CLSE flag used in the UK. This would provide greater transparency on the use of alternative closing mechanisms and support a more comprehensive analysis of their impact on market dynamics.
<ESMA_QUESTION_MSEM_12>

1. What will be in your view the effects of 24h/ extended trading ours on closing auctions?
<ESMA_QUESTION_MSEM_13>
Any change should be the result of a thorough assessment prior to its implementation.
<ESMA_QUESTION_MSEM_13>

1. Are there any structural shifts that you noticed, which you believe the competent authorities should monitor? Would you like to highlight any concerns/issues at this stage? Do you see a need for specific regulatory interventions (please provide details relating them possibly to the data and observations available)?
<ESMA_QUESTION_MSEM_14>
Competitive dynamics in the closing auction space remain robust. There are no structural or regulatory barriers preventing entry or competition, and trading venues compete both among themselves and with bilateral execution models, including systematic internalisation. Alternative solutions exist, allowing participants to execute transactions without participating at the primary market’s closing auction. 
The growing use of closing auctions should therefore be understood as a market-driven development reflecting investor demand, rather than as a consequence of limited competition or market failures. Pricing practices of trading venues reflect normal commercial strategies, competitive positioning and cost structures, and market entry and innovation remain possible, as evidenced by the emergence of competing solutions in recent years. Unofficial data, based on hypothesis in the absence of CLSE flags, indicate that trading at close on bilateral venues versus the main closing auction almost doubles when taking into account all other alternative mechanisms, including MTFs, OTC and OBOE. 
On this basis, there is no evidence at this stage to justify targeted regulatory intervention in the structure or functioning of closing auctions. Regulatory focus should remain on monitoring market developments, while preserving the conditions for competition, innovation and efficient price formation. Premature or prescriptive interventions could risk disrupting well-functioning market mechanisms that currently respond to genuine investor needs.
<ESMA_QUESTION_MSEM_14>



1. What is your view on the evolution of trading in FBAs on EU markets? Why are those mechanisms gaining traction in your view? Which are the benefits and shortcomings they offer? (please elaborate)
<ESMA_QUESTION_MSEM_15>
We consider that the considerations and concerns highlighted in response to Q11 on closing auctions are also relevant in the context of Frequent Batch Auctions (FBAs).
FBAs have become an established feature of the market structure and deserve close attention. While they can provide execution advantages for certain types of orders, particularly where minimizing slippage is a priority, their role should be evaluated in terms of their impact on price formation, transparency, and overall market integrity. We support ESMA’s proposal to introduce a clearer distinction between FBAs and other periodic auction models, as well as the application of consistent tick size rules to ensure a level playing field.
From a policy perspective, it is essential to ensure that emerging trading mechanisms do not replicate the effects of dark trading without being subject to a comparable level of regulatory oversight.
<ESMA_QUESTION_MSEM_15>

1. Do you have any particular observations as regards the impact of SVC on FBAs?
<ESMA_QUESTION_MSEM_16>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_16>

1. Are there any emerging structural shifts which you believe would warrant closer monitoring? (please elaborate)
<ESMA_QUESTION_MSEM_17>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_17>



1. What is your view regarding the contribution of FBAs to price formation and transparency? Should those mechanisms be generally considered as price forming/ non price forming or this assessment should be done on a case-by-case basis depending on the specific design of the auction? (please elaborate, supplementing your views with data evidence when available)
<ESMA_QUESTION_MSEM_18>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_18>

1. Please highlight any concerns/issues you may have at this stage. Do you see a need for specific regulatory interventions, particularly regarding the tick size regime and its application to transactions and periodic auctions (please provide details)?
<ESMA_QUESTION_MSEM_19>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_19>

1. What is your view on the evolution of trading of SIs on the EEA markets? What are the main drivers of their growth?
<ESMA_QUESTION_MSEM_20>
Systematic Internalisers (SIs) have become structurally significant participants in European equity markets, playing a role in facilitating market access and offering alternative execution models. Their growth has been driven by increased demand for bilateral execution models, technological developments in internalisation, and the ability to offer tailored execution services outside traditional trading venues.
However, their rapid expansion reflects a broader structural shift in market design, likely driven by regulatory asymmetries. Differences in regulatory treatment between SIs and trading venues create distortion in incentives and competitive conditions, potentially diverting order flow away from lit multilateral venues—not necessarily on the basis of execution quality, but as a consequence of regulatory design. 
In particular, we are concerned by the growing volume of small-sized transactions executed through SIs. ESMA’s own data indicates that a significant proportion of SI activity consists of transactions with an Average Value Traded (AVT) below €5,000, which strongly suggests that retail order flow—historically executed on lit markets—is increasingly being internalised.
This trend is especially relevant because SIs are not subject to the same obligations as trading venues. Unlike regulated markets and MTFs, SIs are not required to maintain continuous liquidity provision, meaning that the liquidity they offer may prove volatile and may disappear during periods of market stress. The concentration of retail and standard-sized flow within SIs, many of which are large non-EU firms, therefore creates structural risks for the broader European market ecosystem, including reduced transparency, weaker price formation, and distortions to fair competition.
These concerns are compounded by the fact that, although MiFIR already recognises in Recital 13 the lower level of pre-trade transparency applicable to SIs and the need to ensure a level playing field with trading venues, the revised MiFIR/MiFID framework and RTS 1 have not fully resolved these issues. Persistent differences in transparency and oversight, together with weaker data quality in SI reporting—including insufficient pre- and post-trade information and inconsistent flagging—limit supervisors’ ability to monitor activity effectively and contribute to further fragmentation.
Against this background, we support stronger and more consistent transparency requirements for SIs, improved flagging, and clearer boundaries between market models. We also believe the regime should distinguish more clearly between genuine bilateral principal trading and activity that is functionally closer to multilateral trading. A practical policy direction would be to concentrate SI activity on transactions above LIS and to ensure that standard-sized trading contributes to visible price formation on transparent venues.
Taken together, these regulatory-driven factors risk displacing liquidity from transparent markets and weakening the integrity of the price formation process. Targeted reforms are therefore needed to ensure a fairer and more balanced coexistence between bilateral and multilateral trading models.
<ESMA_QUESTION_MSEM_20>



1. Does this picture reflect the trends you observe in SI trading? Do SI offer trading for both large and small sizes? Do these different trade size reflect different types of clients / SI businesses?
<ESMA_QUESTION_MSEM_21>
The trends described broadly reflect our observations of SI trading activity. While SIs were originally conceived as mechanisms to facilitate bilateral execution, particularly for larger or institutional transactions, a significant proportion of SI transactions take place below-LIS, in sizes that are typically associated with retail investors. This raises an important policy question as to whether the observed mix remains consistent with the intended role of SIs and the efficient functioning of EU equity markets.
While we recognize the value of SIs in facilitating large, bespoke, risk trading quotes that enable institutional investors to execute sizeable orders with reduced market impact, the increasing concentration of smaller orders within SIs appears to reflect a business model increasingly focused on internalising retail and standard-sized order flow that would historically have been executed on regulated markets or MTFs.
This distinction between large and small transaction sizes is important from a market structure perspective. Large-in-scale (LIS) transactions may justify bilateral execution arrangements due to their specific liquidity needs and market impact considerations. However, this development is particularly sensitive, as it can fragment liquidity across more opaque execution channels, reduce the visibility that retail investors have over market conditions, and weaken the overall price formation process—especially considering that such smaller trades tend to carry a higher informational content.
This development must also be assessed from a broader market structure perspective. The increasing proliferation of alternative execution venues (including dark pools, SIs and OTC trading) has contributed to a displacement of liquidity away from regulated markets and multilateral trading facilities, weakening the overall price formation process.
In particular, trading activity tends to migrate towards venues offering comparative advantages under the regulatory framework, notably in terms of flexibility of access, execution discretion or transparency waivers. These dynamic risks creating an uneven playing field, whereby venues subject to more stringent regulatory requirements may face a loss of competitiveness, potentially leading to their gradual marginalisation or exit from the market.
At the same time, a shift towards less transparent or less regulated execution channels may lead to a deterioration in the level of investor protection and the overall safety of the provision of trading services.
In this context, there is value in considering regulatory approaches that encourage the execution of below-LIS trades on multilateral trading venues. This would enhance investor protection for retail participants, strengthen market transparency, and support more robust price formation.
<ESMA_QUESTION_MSEM_21>

1. What is your perception of the application of price improvement by SIs? Does the data analysis reflect the reality, or do you believe that there are some data quality issues in the flagging of transactions subject to price improvement?
<ESMA_QUESTION_MSEM_22>
While we offer no specific comment on the quality of the data or the flagging of transactions, we believe that the concept of price improvement is central when assessing the role of SIs in retail trading.
In our view, any execution by a SI involving retail clients should only be permitted where the SI is capable of offering a meaningful and measurable price improvement relative to the best price available on public markets (PBBO). Such improvement should represent a clear economic benefit for the retail investor and should not merely constitute a marginal or de minimis enhancement.
Absent meaningful price improvement, the execution of retail flow outside transparent public markets becomes difficult to justify from both an investor protection and market structure perspective.
<ESMA_QUESTION_MSEM_22>

1. Which flags do you consider important to identify certain trade related to SI trading?
<ESMA_QUESTION_MSEM_23>
Ensuring sufficient transparency in bilateral trading is essential, both for regulators and for market participants seeking a comprehensive understanding of available liquidity in EU equity markets.
The SI flags used in the Call for Evidence (SIZE, ILQD, RPRI) have been instrumental in analysing market behaviour. However, Commission Delegated Regulation (EU) 2025/1246 amending RTS 1 has removed these flags, following ESMA’s recommendation in its final report on equity transparency.
We are concerned that these flags have been removed without introducing equally granular replacement indicators. In practice, this creates a gap in ESMA’s ability to monitor key dimensions of SI activity, such as trade size, execution in illiquid instruments, and the extent of price improvement. Any simplification of the SI flagging framework should therefore be contingent on maintaining robust and reliable post-trade transparency.
In addition, despite the RTS 1 review, the current data still does not allow for a clear distinction between SI volumes executed at midpoint, off-tick, or in a retail-driven context. This lack of granularity materially constrains evidence-based policymaking on core market structure parameters, including the calibration of dark caps, tick size regimes, and SI-specific rules.
In this context, with the existence of certain flags, we suggest SIs are also subject to be applied: 
•	Retention of SIZE, ILQD and RPRI flags: In the absence of suitable alternative indicators, these flags provided valuable information to both supervisors and market participants and should either be retained or replaced with equivalent, sufficiently granular measures.
•	Midpoint flag (MIDP): the MIDP flag would allow regulators to monitor developments in midpoint trading. This is particularly relevant given the need to ensure a level playing field with trading venues, as highlighted in Recital 13 of the MiFIR review.
•	SI-direction flag (BAGR/SAGR): A flag indicating whether the SI is on the buy or sell side (‘BAGR’ or ‘SAGR’, respectively), would allow market participants to conduct transaction cost analysis. 
•	Below/above-LISflag: This could serve as an alternative to the SIZE flag and would provide greater visibility on the distribution of trade sizes in SI activity, helping to assess whether SIs are aligned with their intended use case of facilitating larger transactions.
•	Retail flag (as a complement or alternative): A retail flag could serve a similar purpose by identifying the nature of the end client rather than relying solely on trade size. 
•	Closing price flag (CLSE): This flag would allow to better map volumes executed at the closing price across execution venues, similarly to the UK present regime.
Finally, in the context of post‑trade transparency, we consider it essential that SIs — like trading venues — are required to include a unique, venue‑like identifier in all post‑trade reports. This should be defined through a Delegated Act specifying the appropriate identifier (e.g. a dedicated MIC). Where necessary, the publication of this identifier could be deferred, following an approach similar to that applied to bonds under Article 11 MiFIR, with SI identifiers being added to post‑trade data after a defined delay (e.g. one month).
Using venue‑like SI identifiers, rather than generic labels such as “SINT” or “OTC”, would make SI activity fully visible to the market. This would significantly improve the ability to analyse market fragmentation, assess execution quality, and design more targeted and proportionate regulatory measures.
Without clear identification at entity level, market participants cannot reliably assess how much volume individual SIs internalise, how this activity interacts with lit markets, or its impact on retail execution. It also prevents the conduct of robust, granular transaction cost analysis, ultimately weakening the evidence base for market structure decisions.
<ESMA_QUESTION_MSEM_23>

1. What is your view on the evolution of SI trading on the EU markets? Are there any structural shifts that you noticed, or envisage, which you believe should be further monitored?
<ESMA_QUESTION_MSEM_24>
Please refer to Question 21.
<ESMA_QUESTION_MSEM_24>

1. Please highlight any concerns/issues you may have at this stage? Do you see a need for specific for regulatory interventions (please provide details possibly relating to the information and data available or observed)?
<ESMA_QUESTION_MSEM_25>
The growing migration of standard-sized and retail order flow towards bilateral internalisation models poses a structural risk to transparent and robust price formation. It weakens visible liquidity on multilateral lit venues and, as a result, undermines the robustness of price formation, despite public markets continuing to bear the primary responsibility for establishing reliable reference prices for the wider ecosystem. At the same time, retail investors tend to benefit from transparent, open and non-discretionary execution, and the increasing internalisation of retail like flow within SIs is difficult to reconcile with consistently demonstrable price improvement, while also raising potential conflicts of interest concerns.
Unlike trading venues, at present SIs are not subject to the same obligations regarding continuous liquidity provision. As a result, the liquidity they offer may prove volatile and may disappear during periods of market stress, thereby amplifying market fragility precisely when transparent liquidity is most needed.
To address the increasing fragmentation of liquidity and reinforce robust price formation on EU public markets, we believe that targeted regulatory interventions regarding SI activity are warranted, ranging from typical SIs operative to specific proposals linked to the interaction with retail orders: 
Post-trade transparency: Including a unique, venue-like identifier (MIC) for SIs in post-trade reporting and enhancing the quality and granularity of SI data, including through appropriate trade flags.
Regulatory supervision: Introducing clearer and more consistent authorisation and supervisory frameworks for SIs, including through the publication of their rulebooks, with a view to strengthening market integrity, investor protection, and regulatory accountability.
Pre-trade transparency: Encouraging the execution of below-LIS orders, and all orders executed on behalf of retail clients on multilateral venues, to ensure retail investors benefit from transparent price discovery and equal access to liquidity. Enforcing SI quoting obligations and requiring a minimum one-tick price improvement compared to the PBBO where price improvement is provided; and expanding the liquid market definition;
<ESMA_QUESTION_MSEM_25>

1. Have you witnessed an increase in the use of benchmark trades? If so, what are the drivers of such increase on venue and on SI?
<ESMA_QUESTION_MSEM_26>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_26>

1. Should the use of transactions from multiple trading venues be allowed when calculating the benchmark?
<ESMA_QUESTION_MSEM_27>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_27>

1. When performing benchmark trades, on how many transactions is the calculation of the benchmark trade based (on average, min, max, liquid vs. illiquid instruments)?
<ESMA_QUESTION_MSEM_28>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_28>

1. To what extent SI take advantage of the provision in Article 15(3) of MiFIR? Please share any data you may be informative in this context to understand the extent to which SIs use this provision.
<ESMA_QUESTION_MSEM_29>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_29>

1. Would you be supportive of ESMA issuing guidance on benchmark trades? If yes, should it encompass quantifying the minimum requirements (e.g. minimum number of transactions to be included when calculating a benchmark price, minimum time period to cover).
<ESMA_QUESTION_MSEM_30>
We would support ESMA clarifying benchmark trades, because the current framework is too open to interpretation. Benchmark calculations using multiple venues should be allowed in principle, but ESMA should avoid a situation where benchmark trades become a route to replicate reference-price style execution without the appropriate discipline. Minimum quantitative guidance would be useful, particularly to avoid benchmark trades being based on too few transactions or too narrow a time window. 
<ESMA_QUESTION_MSEM_30>

1. Does member preferencing lead to unfair outcomes for end-investors, other members or the markets? Please explain, if possible on the basis of data.
<ESMA_QUESTION_MSEM_31>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_31>



1. To what extent do you see evidence that member preferencing extends in practice beyond jumping the queue and may also violate price priority principles?
<ESMA_QUESTION_MSEM_32>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_32>

1. Should member preferencing be (a) prohibited, (b) should there be rules restricting the practice, or (c) should nothing be done? If you suggest there should be rules (b), which rules would you suggest? Please explain.
<ESMA_QUESTION_MSEM_33>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_33>

1. What would be the consequence of prohibiting certain forms of member preferencing? Please explain, if possible on the basis of data.
<ESMA_QUESTION_MSEM_34>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_34>

1. Are you aware of other similar and common practices, for example on RFQs, where on venue competition is limited to the detriment of other investors or members? Please explain, if possible with data.
<ESMA_QUESTION_MSEM_35>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_35>

1. Do you agree with the above three approaches?
<ESMA_QUESTION_MSEM_36>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_36>

1. Do you agree with this first part of the table on addressable liquidity and price forming?
<ESMA_QUESTION_MSEM_37>
Yes
<ESMA_QUESTION_MSEM_37>

1. Do you agree with this second part of the table on addressable liquidity and price forming?
<ESMA_QUESTION_MSEM_38>
Yes, in principle, provided that clear guidelines are in place to ensure consistent application, particularly in situations involving chains of transactions. For example, a benchmark VWAP transaction (at parent level) may not always be directly identifiable as such but can generate underlying child trades that constitute addressable liquidity. A similar consideration applies to portfolio trades.
<ESMA_QUESTION_MSEM_38>

1. Would you consider that some benchmark transactions should be classified as non-addressable and non-price forming? If so, provide a clear description of the case and rationale.
<ESMA_QUESTION_MSEM_39>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_39>

1. Do you agree with this third part of the table on addressable liquidity and price forming?
<ESMA_QUESTION_MSEM_40>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_40>

1. Do you agree that all transactions without a flag should be considered addressable liquidity and price forming?
<ESMA_QUESTION_MSEM_41>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_41>

1. Do you agree with this fourth and last part of the table on addressable liquidity and price forming?
<ESMA_QUESTION_MSEM_42>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_42>

1. Do you agree with the approach on the combination of flags in the case of addressable liquidity?
<ESMA_QUESTION_MSEM_43>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_43>

1. Do you agree that intragroup transactions executed by SIs should not constitute addressable liquidity and therefore, could be flagged (i.e. a new flag in RTS 1 could be added to disentangle those transactions)? Do you agree that intragroup transactions executed by SIs should be classified as non-price forming?
<ESMA_QUESTION_MSEM_44>
No. Intragroup transactions should only be considered non-addressable where execution outside the intragroup SI would not be feasible. For example, risk management or hedging activities could be carried out either through the intragroup SI of an investment firm or via other trading venues, and in that sense should be treated as addressable.
<ESMA_QUESTION_MSEM_44>

1. Do you believe that other transactions should be flagged and excluded from the calculation of addressable liquidity (i.e. a new flag in RTS 1 should be added to disentangle those transactions)?
<ESMA_QUESTION_MSEM_45>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MSEM_45>
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