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MIFID II: a post trade transparency frameworKk for the Fixed

Income markets

Introduction

Under the MIFID review, regulators are considering implementing mandated post trade price
transparency for the Fixed Income markets. AFME supports transparency in principle. However, there
is a delicate balance between transparency and liquidity, with many arguing that too much
transparency has a detrimental effect on liquidity. To mitigate these damaging effects, the Association
of Financial Markets in Europe (AFME), representing around 200 European and global participants in
the wholesale financial markets, is considering whether it is possible for the industry itself to develop
a well-calibrated transparency regime that would address regulators’ concerns but remove the need
for specific regulation. To that end, AFME is reaching out to key stakeholders to gather input on the
proposed regime. Your feedback is of great importance to us.

MIFID II & price transparency

The Markets in Financial Instruments Directive (MiFID), applied since November 2007, is a core pillar
of EU financial market integration. MiFID's main objectives are to improve the competitiveness of EU
financial markets by creating a genuine single market for investment services and activities, and to
ensure a harmonised, high degree of protection for investors. The European Commission is currently
reviewing MIFID and should produce a regulatory proposal to that effect (called MIFID II) in July.
After that, it will be discussed by the European Council and the European Parliament throughout 2011
and a large part of 2012.

Price transparency has always been a cornerstone of MIFID. While the price transparency regulation
of MIFID I was focused on equities, the Commission’s aim under MIFID II is to broaden this to the fixed
income markets. This intention is broadly shared by regulators and politicians across Europe.

The new transparency regime would be achieved through the setting up of new obligations for
investment firms, whether trading OTC or on regulated markets or MTFs. It is likely to apply to all
bonds and structured products with a prospectus, or which are admitted to trading either on a
regulated market or MTF.

The Commission acknowledges that the exact post-trade transparency regime would need to be
defined for each asset class and in some cases for each type of instrument within this asset class. The
regime would be transaction-based. It would provide data on transactions in terms of price, volume,
time of trade, and the main reference characteristics of the traded instrument rather than aggregate
data. The transparency regime would be predicated on a system of thresholds and delays, based on
transaction size.

A concrete proposal from the Commission is still forthcoming. However, last summer the European
Committee of Securities Regulators (CESR) published their proposal, which usually serves as
important input for the Commission’s thinking. AFME is concerned that the CESR framework - while
easy to understand - does not take sufficient account of the specific characteristics of the Fixed Income
markets and therefore could seriously impair the liquidity of the market.

AFME encourages transparency. However, many market participants are worried about the possible
adverse effects of a transparency regime that is not sufficiently calibrated for the specifics of the FI
markets. AFME acknowledges that constructing a well calibrated regime that protects liquidity is a



difficult task for any regulator, as the fixed income market is complex with many different types of
participants. Therefore, AFME considers it important that the industry itself attempts to develop a
framework that balances the interest of transparency and liquidity for all participants. This should
obviate the need for regulation.

The AFME proposal for a post trade price transparency regime

AFME believes that any regime should be built on the expertise of the broadest range of market
participants, thereby guaranteeing the right balance between transparency and liquidity.

To meet the expected requirements of regulators, it would provide post trade data on individual
transactions in terms of price, volume and time of trade. This information would be made freely
available to the public for non-commercial use, through a website.

The first element of the regime would be to determine the relative liquidity of each instrument across
the FI spectrum, by reference to a common set of parameters such as daily average traded volume,
average number of tickets per day and outstanding volume. AFME is currently testing appropriate
formulae against a market data set using data gathered over Q1 of 2011.

Once the relative liquidity of the instrument is determined, the applicable delay (if any) for that
instrument will be applied based on that determination of liquidity and the size of the trade. For
example, trades in highly liquid instruments in non-block trading sizes would be reported in real-time,
whereas trades in low liquidity instruments in large sizes would be reported with a significant delay
in order to protect liquidity in that instrument for the benefit of the customers. The outcome would
produce a limited number of liquidity buckets for all instruments. Transparency would be enhanced
but market liquidity would be protected by categorising each trade according to its size and the
liquidity of that particular issue.

The end result should be a transparent framework that is easy to understand for market participants.
Table 1 provides an example of such a framework.

Table 1: Example of post trade transparency framework

Liquidity Level | Low Medium High
Volume
0-x million EOD Real-time Real-time
x-y million T+a / masked EOD / masked Real-time
>y T+b / masked T+a / masked EOD / masked

EOD= End of Day
Masked= masked size above a certain threshold

Other characteristics of the framework could include the masking of the exact size of trades above a
certain threshold, special treatment of primary market activity, protection of block trades and the
exclusion of trades with a limited remaining maturity

Planning

Currently, AFME is talking to a large and diverse group of market participants for their feedback on
the framework. This feedback is of great importance to us.

If consensus can be reached on the framework, the aim is to announce our intentions in Q3 2011. We
will then continue to work on the calibration of the regime and evaluate the requirements and
feasibility of an IT/data infrastructure to deliver the framework. An RFP based on that feasibility
study will then be launched to select a data provider, which would be designated in Q4 of 2011. The
framework should then be in operation in H1 2012.

At all stages of the process, AFME will be in contact with relevant policymakers to gather their
feedback.



Further information

The EC’s MiFID Review Consultation:
://ec.europa.eu/internal market/consultations/docs/2010/mifid/consultation paper en.pdf

AFME'’s response to the MiFID Review Consultation:
://www.afme.eu/AFME /Home/MiFIDresponse1211.pdf

CESR Technical Advice to the European Commission in the Context of the MiFID Review:
://www.esma.europa.eu/index.php?page=document details&from title=Documents&id=7003

About AFME

AFME (Association for Financial Markets in Europe) promotes fair, orderly, and efficient European
wholesale capital markets and provides leadership in advancing the interests of all market
participants. AFME represents a broad array of European and global participants in the wholesale
financial markets. Its members comprise paBU and global banks as well as key regional banks,
brokers, law firms, investors and other financial market participants. AFME participates in a global
alliance with the Securities Industry and Financial Markets Association (SIFMA) in the US, and the
Asia Securities Industry and Financial Markets Association through the GFMA (Global Financial
Markets Association). AFME is listed on the EU Register of Interest Representatives, registration
number 65110063986-76. For more information please visit the AFME website, .afme.eu.
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