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Executive summary

The European Pilot Regime, which came into application in March 2023, aims to encourage the experimental use of
distributed ledger technology (DLT) by market infrastructures. This regulatory initiative is intended to promote
innovation while ensuring investor protection and maintaining the integrity of financial markets. These objectives
are essential to the Savings and Investment Union project. However, its adoption has remained limited, and few
players have been authorized to date in the European Union.

The AMF (Autorité des Marchés Financiers, France) and the Consob (Commissione Nazionale per le Societa e la Borsa,
Italia) - together the “signing authorities” -, which have made support for innovation one of their key strategic
priorities, propose a number of improvements to enhance the competitiveness of the Pilot regime:

1) A more flexible regulatory framework to encourage experimentation

- Introduce greater proportionality and allow the framework to be adapted to the size and nature of projects, while
allowing for an enhanced role of ESMA to add to convergence

- Evaluate the feasibility of facilitating access to "DLT Trading and Settlement System" (DLT TSS) status to foster new
business models

- Authorize the expanded use of e-money tokens and tokenised deposits to settle transactions, pending the
introduction of a Central Bank Digital Currency (CBDC).

2) Broaden the scope of application and ensure long-term visibility

- Increase admission and capitalization limitations to allow for larger-scale projects

- Extend the list of eligible assets to include structured bonds and certain derivative products

- Admit the "Organized Trading Facility" status, for greater flexibility

- Clarify the duration of the Pilot Regime in order to secure the investments required for development of projects
3) Developing interoperability and raising market awareness

- Encourage better integration between DLT and traditional infrastructures to avoid market fragmentation

- Implement common technical standards on a European scale

- Raise awareness among issuers and investors regarding the opportunities offered by the tokenization of financial
assets

This position paper is focused on short-term issues to improve the DLT Pilot Regime, without prejudice to further
and more structural reflections — for example, on securities law and/or the evolution of the Pilot Regime towards a
bespoke and permanent regime — which could complement the authorities’ analysis at a later stage. It nonetheless
claims for the collective mobilization of institutions, regulators and market players, to implement these
recommendations. Putting in place a more adapted framework could strongly foster the deployment of DLT within
the European Union’s financial ecosystem and strengthen its competitiveness in the short term.




Recent years have seen an acceleration in the development of blockchain technology (or, more broadly, distributed
ledger technology (DLT)) and its use in financial markets. Numerous experiments by financial players have shown
that the use of DLT can deliver transformative benefits and efficiency gains for capital markets. The innovative
projects and new business models being proposed by players reflect profound changes affecting all business lines,
whether in corporate finance, asset management or market and post-trade infrastructures.

The signing authorities believe that it is key for the European regulatory environment to be supportive of all the
potential use cases of this technology.

An essential part of that effort is to provide the necessary legal basis to support the use of DLT for market
infrastructures, as this has the potential to give further impulse to tokenization, by far the most promising use of the
DLT in the financial markets.

In this area, the European regulation on a pilot regime for market infrastructures based on distributed ledger
technology? (or "Pilot Regime"), which entered into application in March 2023, seeks to allow for the development
of experimentation with tokenized financial instruments in activities relating to the trading and post-trading of
financial instruments within a regulatory framework supporting investor protection, market integrity and financial
stability.

The uptake of this regime remains marginal. Therefore, the signing authorities wish to encourage the European
Commission and European co-legislators to strengthen the Regime's competitiveness by (1) reviewing the state of
play and the Pilot Regime's track record to date, (ll) identifying the issues and challenges involved in implementing
the Pilot Regime and tokenization, and (lll) proposing ways to improve adoption of the Regime by market
participants.

1) Overview and assessment of the European Pilot Regime

The Pilot Regime regulation allows for the issuance, registration, transfer and storage of tokenized financial
instruments on market infrastructures, and introduces a new category of players for this purpose: "DLT market
infrastructures”. It allows participants to benefit from certain exemptions from existing regulatory frameworks
applicable to the trading and settlement of financial securities (notably with regard to MiFID I, MiFIR, CSDR and the
Finality Directive).

Under the Pilot Regime, the experimentation of activities on DLT financial instruments is limited to a maximum
duration of six years, and is restricted to certain types of instruments whose market value is capped. The Pilot Regime
is designed to allow existing market infrastructures (investment services providers or market operators authorized
to provide the service of operating a Multilateral Trading Facility (MTF), as well as Central Securities Depositories
(CSDs)) and new entrants to operate using DLT.

To date, however, only two DLT market infrastructures have been authorized to operate in the European Union.
There may be different explanations to this poor result. In a letter sent to the European Commission in April 20242,
ESMA noted that the innovative nature of this regime could explain its relatively slow adoption, and identified certain
obstacles to the development of DLT market infrastructures in Europe. It also invited the Commission to clarify
certain aspects of the Regime to facilitate its adoption, such as those relating to solutions for the cash settlement of
DLT transactions, the scope of application, the thresholds of admitted DLT financial instruments, and the duration
of the Pilot Regime. In response?, the European Commission indicated that there were no plans to terminate the
Pilot Regime, which could only expire if the Commission submitted a new legislative proposal approved by the
European's co-legislators.

It has been observed expressions of interest, from both established players and new entrants, even if it emerged
that certain key issues identified in the context of implementing the Regime and, more broadly, relating to the
tokenization of financial assets, are holding back the development of this technology within financial markets.

1 Regulation (EU) 2022/858 on a pilot regime for market infrastructures based on distributed ledger technology
2 Letter from ESMA to the European Commission dated April 3, 2024
3 Letter from the European Commission to ESMA dated May 3, 2024



https://eur-lex.europa.eu/legal-content/FR/TXT/HTML/?uri=CELEX:32022R0858&from=FR
https://www.esma.europa.eu/sites/default/files/2024-04/ESMA75-117376770-460_DLT_Pilot_Regime_-_Letter_to_EU_Institutions.pdf
https://www.esma.europa.eu/sites/default/files/2024-05/3056562_030524_Reply_Verena_Ross_on_DLT_Pilot_Regime_Implementation.pdf

2) Issues identified relating to the tokenization of financial assets and the implementation of
the Pilot Scheme

- Technological issues

The adoption of DLT by market infrastructures requires major investment into technological infrastructure, and the
development of DLT systems that are interoperable with existing systems. The ability to interoperate between
infrastructures, whether traditional or DLT-based, should help to reduce the fragmentation of processes and
promote the harmonization and standardization between infrastructures. The development of harmonized industry
standards is therefore a key factor for the development of DLT financial markets and essential to the success of the
Pilot Regime. Furthermore, as of today, in the absence of Central Bank Digital Currencies (CBDCs), the possibility of
using DLT solutions for cash settlement is a major challenge to the adoption of the regime.

- Regulatory constraints and compliance costs

Although the Pilot Regime is intended to encourage the emergence of new players, regulatory constraints and
compliance costs constitute major obstacles to new entrants. The requirements of the MiFID Il directive and the
CSDR regulation imply major investments, and the necessary compliance costs may explain the low take-up of the
Regime by non-established players.

Mostly, the current admission and trading thresholds introduced by the Pilot Regime may appear too low to generate
sufficient transaction volumes, limiting the potential profitability or viability of projects. The temporary nature of
the Regime can also be seen as discouraging investments needed to develop DLT on new infrastructures.

Finally, the scope of application restricted to certain eligible assets could also hinder the development of the Regime
by limiting the range of use cases that can be proposed by players.

- Commercial and competitiveness issues

The success of the Pilot Scheme requires active participation from all players. The low appetite displayed by issuers
and investors for DLT limits the development of tokenized financial markets in this regard. The issue of economic
viability linked to thresholds such as the perception of legal or technological risks may raise concerns for certain
entities that seek to develop new business models. Similarly, due to the lack of live listed projects demonstrating the
economic interest of use cases, potential users of blockchain technology may not always be able to identify the short
and medium-term benefits of this technology.

Finally, regulatory approaches in other non-European jurisdictions have led to increased competitive pressure on
the European Union. Recent initiatives in the UK and Asia, for example, may appear more flexible and encouraging
for international players that seek to initiate and develop DLT market infrastructures.

3) Suggested improvements to facilitate adoption of the Pilot Regime by market players
The signing authorities would like to suggest a number of amendments to facilitate the uptake of the Pilot regime.
A. Reaffirm the Pilot Regime’s commitment to experimentation

The tokenization of finance is a major trend that needs to be supported by a regulatory framework enabling the
development of various use cases in a secure environment. It seems necessary to assert this willingness to
experiment by giving greater flexibility to the various projects carried out by the industry under a sandbox-type
approach.

With respect to this, greater proportionality could be introduced into the Regime. This proportionality should help
provide greater freedom to individual proposals, for instance, taking into account their size and the scale of the
project, while allowing for a reinforcement of ESMA's role in ensuring consistency and convergence of practices
across the European Union. This could be achieved through an enhanced involvement of ESMA during the decision-
making process.

Also, it should be evaluated the feasibility of facilitating access to the "DLT Trading and Settlement System" (DLT
TSS) status and reducing its regulatory burden, as this appears to be the major innovation that allows to take
advantage of DLT technology and enable experimentation with these new business models.



Finally, the ability to settle tokenized securities directly via DLT appears to be a necessary feature for the adoption
of this technology. While giving priority and support the implementation, as soon as possible, of a solution for the
secure and efficient central-currency settlement of financial assets issued on DLTs (wholesale CBDCs), it is also
important to enable — in the interim - the experimentation of e-money tokens (EMTs) by relaxing the conditions
governing their use, particularly for EMTs that are issued by a payment or e-money institution, as well as of tokenised
deposits.

B. Extending the scope of the Pilot Regime and providing long-term visibility

Several provisions of the Pilot Regime could be revised to make it more competitive and in line with foreign
regulatory approaches. In particular, the signing authorities have identified several elements that could be adapted:

- Individual caps for each category of financial instrument, along with consolidated caps at infrastructure
level, may in some cases limit proposals from players wishing to develop DLT infrastructures. Although they
appear necessary to secure experimentation and limit systemic risks, they could be increased and ESMA
could be given greater flexibility to ensure continuous maintenance of the thresholds and the other
conditions featuring the use of the DLT technology (by following the model of the UK Digital Securities
Sandbox and the powers granted to the Bank of England) to catch up with a continuously evolving
landscape.

- The list of financial assets eligible under the Pilot Regime could be extended in order to include a wider
range of use cases proposed by applicants. To date, only equities, bonds and certain units in collective
investment schemes are allowed. Depending on the case, and whether or not the products are intended
for the retail market, the addition of structured bonds and certain derivatives could enable players to
propose new use cases for DLT within financial markets.

- A new category of player could also be introduced. Currently, trading activity under the Pilot Regime is
limited to Multilateral Trading Facilities, as defined under MIFID Il. The introduction of an "Organized
Trading Facility" status, also defined by MiFID II, would enable experimentation with the trading of certain
tokenized financial securities via less standardized rules, at the infrastructure's discretion, particularly for
less liquid markets where some flexibility is necessary to reconcile the stakeholders' interests.

Lastly, the duration of the regime, its longevity and, more broadly, the exit strategy, should be clarified to enable
players to better plan for the investments needed in order to develop DLT market infrastructures.

C. Mobilizing market participants and developing systems interoperability

To maximize the potential of the Pilot Regime and DLT technology, market players need to focus their attention on
a number of areas for improvement.

The coexistence of traditional infrastructures and DLT solutions is a key issue in order to avoid market fragmentation.
Stakeholders need to work towards establishing technological gateways that enable seamless communication
between existing systems and new DLT-based platforms. The success of the Pilot Regime will depend on
strengthened collaboration between financial institutions, technology providers and public players, with a view to
enabling experimentation with DLT and better integration of financial markets within the European Union.

The success of the Pilot Regime also depends on the establishment of shared technical standards. Uniform standards
will facilitate the adoption of DLT by reducing technical incompatibilities and simplifying processes for all
stakeholders. These efforts must be part of a European drive, for example led by the European Commission to
promote industry best practices and guarantee genuine interoperability between the systems proposed by all
players.

Finally, greater awareness among issuers and investors is essential to promote the advantages of the Pilot Regime
and DLT. Clear educational communication campaigns could be implemented to explain the opportunities offered
by these innovations, in terms of cost reduction, transparency and efficiency. Wider adoption of DLT depends on a
better understanding of its benefits by all stakeholders.



