Europe set for overhaul of rules on share dealing
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For the past three years in Europe, traders have watched as the share dealing landscape has changed beyond recognition.

Thanks to reforms passed by the European Commission, competitors have emerged for national exchanges, while new rivals have proliferated, creating a spaghetti junction of trading venues, spewing out market data and prices. 

On Thursday, however, regulators fired their first salvo in attempting to bring more order to the markets. 

[image: image2.jpg]Recommendations by the Committee of European Securities Regulators

@ Createa single point o access to post-trade
market data I a so-called-consolidated
tape! Regulators to impose  publcy-run
solution f that does not happen within about
twoyears
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The Committee of European Securities Regulators kicked off the biggest overhaul of the region’s securities regulations in years, calling for a wide range of reforms to bolster transparency of Europe’s increasingly fragmented equities and over-the-counter derivatives markets.

Among CESR’s top recommendations was a call for the establishment of a central point where prices for shares traded across multiple venues can easily be seen – a so-called “consolidated tape”.

Europe’s share markets were revolutionised in 2007 with the passage by Brussels of Mifid, the markets in financial instruments directive. That kicked off competition between exchanges and allowed the emergence of competing venues.

While the proliferation of trading venues has brought down transaction costs, an unintended consequence is that there is no publicly available central system for gathering such post-trade data, as there is in industries such as insurance, where consumers can check price comparison websites.

Three years ago, shares in the FTSE 100 were largely traded on the London Stock Exchange. Now they are available on 21 venues, including the LSE, a rival platform called Chi-X, and off-exchange venues known as “dark pools”, where large orders are matched in private. 

“Fragmentation of transparency information, if not addressed properly, raises concerns because it could undermine the overarching transparency objective in Mifid, and may result in less transparent markets,” CESR said in its report.

It did not limit its recommendations to equities. The Paris-based body, which co-ordinates activities of EU securities regulators, recommended ways to bring transparency to derivatives data and called for the same reporting rules applying to equities to apply also to exchange-traded funds.

It also suggested new rules to tighten up on dark pools operated by banks and advocated clamping down on sending electronic messages into the market to test buying and selling interest. 

CESR’s recommendations are the first sign of how regulators believe Mifid needs to be revised, concerned that the explosion of competition – and rapid advances in trading technology – may have compromised market transparency. 

Its recommendations will be fed into the first review of Mifid that Brussels is undertaking since it was passed. 

Yet there is urgency to address issues such as lack of transparency in market data.

Regulators on both sides of the Atlantic are already concerned that the unfettered growth of competition is damaging investor trust in market structures. 

Eddy Wymeersch, CESR president, said on Thursday that “concrete steps” were needed “in the very short term” on the question of a consolidated tape “as we remain convinced of its necessity”. 

Although the bulk of Thursday’s recommendations were agreed by all EU national regulators, there were differences over one proposal, namely the setting of common minimum standards across the 27-country bloc for the recording of trading orders received or sent by phone or other electronic means. That will be a key part of reforms to rooting out market abuse – also high on regulators’ agendas. 

CESR suggested that recording should be mandatory for business relating to all financial instruments covered by Mifid, with records kept at least five years, and that investment firm employees should only be allowed to have such conversations on equipment belonging to the firm. 

But Germany’s Bafin and Austria’s Financial Markets Authority argued that the supervisory benefits this would bring were not proportionate to the costs for firms – a position backed by bank trade associations.

Fortunately for CESR and Brussels, there is consensus among market participants on the more urgent proposal to streamline market data. 

Mark Hemsley, chief executive of BATS Europe, one of the LSE’s rivals, said: “We welcome CESR’s focus on measures to improve the quality of OTC [derivatives] data and to facilitate the creation of a consolidated post-trade tape. 

“Having a consolidated tape fairly and reasonably priced, such that it can be made widely available to market participants, is a significant step forward enabling best execution evaluation across competing market centres.” 

NYSE Euronext, operator of exchanges in Amsterdam, Lisbon, Paris and Brussels, said: “This report addresses some of the important topics that the European legislators will need to tackle during the review next year in order to address the fundamental problems of fragmentation and lack of transparency.”

Other recommendations by CESR are likely to be more controversial. Banks that operate their own internal “crossing networks” – a form of dark pool – have lobbied hard to convince CESR that their volumes are relatively insignificant compared with overall market volume.

Yet CESR insisted on a “new regulatory regime” for such facilities, including imposing a limit on the amount of business that can go through them before the banks are forced to register them as multilateral trading facilities, a move that that would trigger stricter regulatory obligations.
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