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Four months a�er the implementa�on of MiFID2, I am pleased to see there is s�ll a dynamic
and ac�ve European equity market. This I say only partly in jest since, in the context of
MiFID2, certain markets – I have in mind certain commodi�es deriva�ves markets – have
actually shi�ed away from Europe.
This is not the case of the European equity market. However, clearly, its structure has
changed and is s�ll evolving even if it is di�cult, at this juncture, to precisely measure and
understand these evolu�ons.

Therefore, this a�ernoon I will share with you some very preliminary thoughts on the state
of the European equity market in the wake of the introduc�on of MiFID2.

To start with, it is worth recalling that MiFID2 is a most structuring reform for European
markets, extremely broad in scope and ambi�ous in its policy objec�ve. Its aim - to enhance
the e�ciency and robustness of European �nancial markets - means: increasing market
transparency, improving price discovery and favoring Lite pools over Dark pools and
crossing networks.

https://www.amf-france.org/fr
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While major changes were expected, a few months on, it already appears that some impacts
may not have been fully an�cipated. And it is interes�ng to take a look at some of the
measures introduced or enhanced by this new piece of legisla�on and their e�ects on the
func�oning of the market, such as: the trading obliga�on, the Double volume cap or DVC
mechanism, the �ck size regime and the new transparency rules.

Let us try to draw some lessons from the �rst four months of implementa�on.

From the outset, to calculate a reliable DVC turned out to be more of a challenge than was
ini�ally foreseen. Finally the �rst release was only published on March 7, followed by a
suspension of the waivers star�ng on the 12th.

You have probably no�ced that we are s�ll one month late in ESMA's publica�on without
covering the full scope of the �nancial instruments targeted by the DVC regula�on and
without publishing the warning indicators foreseen by MIFID2. However, the DVC
mechanism is now running and the number of instruments suspended was surprisingly
high: 744 equi�es were above the cap for the �rst calcula�on covering the full year 2017.
While all the consequences of the DVC mechanism have yet to fully materialize, it can be
noted that the structure of the market started to adapt to the new rule well before the �rst
suspensions in order to implement the trading obliga�on and therefore enabling the
detec�on of a number of trends.

Over the �rst four months of MiFID2's implementa�on, the �rst lesson to be learnt is that
lit pools' market share remained stable. Un�l now, neither the trading obliga�on nor the
DVC has had a posi�ve impact on LIT venues.

MiFID2's prohibi�on of Broker Crossing Networks has led to the emergence of various
alterna�ve trading mechanisms. Systema�c internalisers, MTFs o�ering periodic auc�ons
and venues (actually mostly MTFs) formalizing BCN-like pre-arranged nego�ated trades
appear to have a�racted trades to the detriment of pure OTC and Dark pools.

To illustrate this, let's take a look at the data available on French equi�es.

While in 2017 pure OTC trades usually accounted for 40% to 50 % of the volume traded on
French equi�es, their volumes amounted to only 11 % in March 2018. Whereas for SIs, with
only marginal volumes un�l 2018, their market share soared to 32 % over the same period:
the overall OTC market share is broadly unchanged, but SIs are now carrying out the bulk of
the volume.
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Dark pools, never par�cularly popular on French equi�es, s�ll accounted for 3.3 % of
March's volume while prearranged trades, which have been increasing since mid-2016,
represented 7 % and periodic auc�ons, the new kid on the block of sorts, stood at only 0.4
%, but are growing steadily.
True lit pools accounted for 46 % of total volume; actually the same percentage as the 2017
average.

This should not come as a complete surprise; a�er all, MiFID2 has put SIs on an equal
foo�ng with mul�lateral trading venues in terms of trading obliga�on implementa�on and
they enjoy a number of speci�c advantages. For example, they are not (yet) required to
apply the �ck size regime and most of the trades done by SIs actually correspond to a
smaller �ck size than the one imposed on LIT markets. While a change in the RTS 11 could
extend the �ck size of regulated markets to SIs for trades below the Standard Market Size, a
broader applica�on of the �ck size regime would need a much welcome change in Level 1
regula�on. This is nevertheless precisely what is suggested in the recent dra� ECON report
on the December proposal made by the Commission on pruden�al requirements of
Investment �rms.

That being said, since market-making is key to any well-func�oning market and so as to
be�er understand the processes at stake, a carefully coordinated review of SIs opera�ons
should be high on the regulators' agenda.
At this juncture, although we can only be surprised by the huge di�erences in the average
trade size between major SIs, we may have some di�culty in fully grasping the adop�on of
the SI model by HFT �rms.
As supervisors, we will have to strictly enforce the basic principle that SIs should comply
with and that is clearly stated in Recital 19 of Commission delegated Regula�on 2017/565:
"a systema�c internaliser should not be allowed to bring together third party buying and
selling interests in func�onally the same way as a trading venue. A systema�c internaliser
should not consist of an internal matching system which executes client orders on a
mul�lateral basis, an ac�vity which requires authorisa�on as a mul�lateral trading facility
(MTF). An internal matching system in this context is a system for matching client orders
which results in the investment �rm undertaking matched principal transac�ons on a
regular and not occasional basis". Since the recently updated ESMA Q&A n°22 has clari�ed
the concrete implica�ons of this principle, we expect SIs to comply with the answers as
provided. We also expect that transac�ons carried out though SIs comply with the best
execu�on requirement.

The surge in periodic auc�on ac�vity is closely linked to the DVC implementa�on and is
indeed clearly marketed as a response to the suspension of Dark trading. Let me quote the
Press Release of the CBOE – currently the major player that uses this market technique -
from March 13: Cboe Europe's Periodic Auc�ons book set a new one-day record of €582.8
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million traded on Monday, 12 March 2018. Mark Hemsley, President of Europe for Cboe,
said: "With the double-volume caps now in e�ect, the Cboe Periodic Auc�ons book is well-
poised for con�nued growth as market par�cipants seek to trade in venues that provide
minimal market impact." … The Cboe Periodic Auc�ons book is a separate lit book that
independently operates frequent randomised intra-day auc�ons throughout the day.
Because of the nature of the periodic auc�on and a�ributes of the order book, informa�on
leakage is minimised and larger orders are priori�sed in the auc�on process.
As men�oned by the CBOE in its press release, periodic auc�ons are considered as LIT
trades, however it should be pointed out that levels of transparency is very limited. There is
prac�cally no pre-trade transparency and market par�cipants are o�ered no means to
understand the order book. Contribu�on to price discovery is near nil; auc�on dura�on is an
unknown; and the European best bid and o�er - the EBBO – provides a corridor where all
trades are executed. All in all, one could be led to think that many of the trades done via
periodic auc�ons, and that carry the 'same member as a seller and a buyer' �ag, are actually
pre-arranged trades. Quite obviously, this market model deserves further a�en�on and
analysis.

Coming to the �ck size regime itself, while it would obviously be premature to draw �nal
conclusions, our ini�al analysis is broadly posi�ve. The analysis is based on a comparison of
the market for more than 500 stocks traded on Euronext Paris from December 2017 to
January 2018 and was released by the AMF in March .

Generally speaking, an increment that is too small leads to insigni�cant and incessant price
improvements, resul�ng in an increase in noise in the order book and a deteriora�on of
price forma�on mechanisms. Conversely, an overly high increment could lead to reduced
liquidity. In order to avoid these dangers, ESMA has de�ned �ck sizes according to the
pro�le of each security (number of transac�ons per day) and their price.

Our ini�al analysis, which requires further work over a longer period of study, enabled us to
observe the following �rst e�ects:

For all the securi�es for which the �ck size increased (74 % of our sample), the new regime
led to:

[1]

A larger number of securi�es available at best limit;

A slight increase in the cost of small transac�ons on the most liquid securi�es but an
unchanged cost for large transac�ons or those on small and mid-caps;

An extended median lifespan for orders, which re�ects increased stability of the order
book;
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For small and mid-caps, implemen�ng an appropriate �ck size regime – compared to the
near constant �ck size of 1 euro cent applied previously – resulted in a more dynamic order
book and, above all, a signi�cant increase in ac�vity.

One could therefore conclude that, in the case of the French equity market, the new �ck size
regime has been properly calibrated and has produced posi�ve e�ects.

Allow me to conclude with some thoughts on the transparency requirements. Four months
a�er the go-live of MiFID2, we are far from having achieved a sa�sfactory outcome. While it
is fair to recognize that MiFID2 is most demanding, it should also be recognized that, as
things stand, one must strive to do be�er.

Regarding transac�on repor�ng to na�onal competent authori�es, the quality of the reports
has s�ll to be improved. While on one hand we are close to solving a number of technical
problems linked to the huge increase in data transmissions and on the other, we have
achieved sa�sfactory coverage of the perimeter of transac�ons to be reported, it is �me to
enhance their quality. While the LEI issue has jus��ed a transi�on period and appears to be
in the process of being solved at least for EU en��es, the �ags required for certain trades are
obviously missing in many cases and we should collec�vely focus on enhancing the quality
of the repor�ng in that regard.

Regarding the post-trade disclosure by investment �rms of their transac�ons, we have
observed a signi�cant increase in fees charged to access market data by many trading
venues and APAs; at this juncture we are nevertheless not in a posi�on to challenge them
on the basis of the "reasonable commercial terms" principle. Furthermore, while the
regula�on is reques�ng that the informa�on is made available, free of charge, 15 minutes
a�er the APA has published it, one should recognize that this is not done as expected. The
regula�on requests that this dissemina�on should be e�cient and consistent in order to
ensure fast access to the informa�on, on a non-discriminatory basis and in a format that
facilitates the consolida�on of the informa�on with similar data from other sources.
Informa�on shall be published in a machine readable way meaning for example that it is
published in an electronic format designed to be directly and automa�cally read by a
computer and speci�ed by free, non-proprietary and open standards; it should allow the
publica�on to be accessed, read, used and copied by computer so�ware that is free of
charge and publicly available. Let me just say, and it is an understatement, that it is not
currently the case.

An increase in the average size of transac�ons;

Less noise in the order book (a 44% drop in updates of best bid prices on the CAC 40).
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MiFID2 is a most ambi�ous regulatory journey; it is also a long journey which deserves to be
very closely monitored with industry. Going forward we will need to pursue our e�orts to
understand market developments, iden�fy poten�al circumven�on techniques and be
prepared where appropriate to �ne-tune the regula�on. With that in mind, gathering
relevant data is absolutely cri�cal and we will work closely with infrastructures, investment
�rms and our fellow regulators to enhance the quality of the data we collect. Some of this
�ne-tuning should be done rapidly because it just involves quick �xes of technical errors.
However others will require a more in-depth analysis of the impacts of MiFID2 on the
e�ec�veness of our �nancial markets.

While it is clearly s�ll early in the day to conclude, it is �me to forge on! There is no doubt
we will have further opportuni�es to discuss the full implica�ons of MIFID2 on our markets.
I look forward to your con�nuous engagement.

Thank you for your a�en�on.

Mots clés MIF

[1] h�p://www.amf-france.org/en_US/Actualites/Communiques-de-presse/AMF/annee-2018?
docId=workspace%3A%2F%2FSpacesStore%2Fba56bb09-9f5c-40cd-bed0-993453559ca0
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