Discussion points with stakeholders on data consolidation
Thursday 28 January 2010 (2.30 – 5.30 pm)
Issues related to data consolidation, and in particular consolidation of post trade data, have been raised by stakeholders and the Commission would like to discuss what possible changes may be needed in MiFID and its implementing measures. 
Some of the issues seem to relate to the quality of data. The issues relate to double reporting, wrong decimal place, wrong currency as well as correction of errors, to mention those that appear most common.
While we recognise the importance of these issues, we would like to focus today's discussion on problems related to the formulation of the legal framework and possible amendments, if necessary. For all the questions below we would of course appreciate detailed answers and reasoned opinions.

1. Overall
Do you think that problems of data consolidation relate more to post-trade transparency data or to pre-trade transparency data?

Regarding pre-trade transparency, what regulatory issues do you see?

2. Post trade transparency

2.1. Information content
It has been proposed to provide further information in transaction reports, covering special terms of a transaction or execution in a dark pool. 
Article 27 of the implementing Regulation specified that trade reports should contain information about trading day, trading time, instrument identification, unit price, price notation, quantity and venue identification. Do you believe this information is sufficient? If not, how should the requirements be changed?

2.2. Publication venue
It has been proposed by some market participants not to allow for publication through proprietary arrangements due to the difficulty of consolidating such data. Do you believe that this option in MiFID should be abandoned?
It has also been proposed that, in order to avoid an unexpected choice of publication venue that in practice limits the availability of the information to other market participants, an entity subject to trade reporting should announce its choices of venues for publication. Do you believe such a requirement is relevant and if so, how should it be implemented?
2.3. Delays
It has been argued that the regime for deferred publication allows firms to delay the publication for too long. Do you believe that the regime should be modified so that trade reports will generally be published sooner after the transaction?
It has been raised by some that the 3 minutes delay allowed for real-time publication is used too often. Do you believe a reduction of the allowed 3 minutes delay would be appropriate?
2.4. Consistency

It has been argued by some that the requirements for arrangements for making information public (Article 32 of MiFID implementing regulation) are not sufficient to support enforcement. This relates in particular to the requirement to 'facilitate the consolidation of the data with similar data from other venues'. Do you believe that these requirements should be strengthened and if so, how?
2.5. Price

Do you believe that the terms 'reasonable commercial terms' and 'reasonable cost' should be further specified and if so, how?
Do you believe that it would be appropriate to specify a period after which trade reports must be provided for free?

Do you believe that it would be appropriate to require data from different segments of the market to be sold separately, in order to facilitate an overall cost reduction?

2.6. Other issues

Do you see other possible regulatory measures in relation to post trade transparency and data consolidation?
3. Consolidated tape
Some stakeholders argue that modifications to the current arrangements for trade data consolidation would not be sufficient and call for a mandated consolidated tape.

3.1. Basic considerations
Should such arrangements focus on post trade transparency or also pre-trade transparency?

Who should operate such a consolidated tape? 
3.2. Costs and benefits
Do you believe that a mandated consolidated tape is a viable option for consolidating information? Would this cover the needs of a reasonably large proportion of the market participants?
What would be the benefits of mandating a consolidated tape?

What would be the problems of mandating a consolidated tape?

Brief outline of the US consolidated tape (CT) and consolidated quote (CQ)

The Consolidated Tape Association (CTA) oversees the dissemination of real-time trade and quote information (market data) in New York Stock Exchange (NYSE) and American Stock Exchange (AMEX) listed securities (stocks and bonds).
CTA manages two Plans to govern the collection, processing and dissemination of trade and quote data: the Consolidated Tape Plan, which governs trades, and the Consolidate Quotation Plan, which governs quotes. Since the late 1970s, all SEC-registered exchanges and market centers that trade NYSE or AMEX-listed securities send their trades and quotes to a central consolidator.

The New York Stock Exchange is the Administrator of Network A, which includes NYSE-listed securities, and the American Stock Exchange is the Administrator of Network B, which includes AMEX-listed securities.

The CT system and the CQ system receive trade and quote information, respectively from NYSE, AMEX, and the other regional market centers using a standard message format. Each system validates its respective message format, verifies the information against its databases (e.g., valid symbol, etc.), consolidates the information with the other market centers' information, and disseminates the information to the data recipients in its respective common standard message format. Included in every trade and quote message is a timestamp which represents the time that the message is disseminated.

Every trade and quote is stored in the system for both on-line and after hours processing. Each system maintains a master database by symbol. The CT system maintains in its database, by symbol, a consolidated high, low, last price and volume; and for each market center that trades that symbol, the market’s last sale and volume information. This information is updated with each trade. Market centers are required to report their trade activity within 90 seconds of execution time to CTS; otherwise the trade report must be designated as a late report. It is the responsibility of the SRO to determine when a trade is late. Late trades do not impact the national last sale price.

For every quote message received from a market center, the CQ system calculates a National Best Bid and Offer (NBBO) based on a price, size and time priority scheme. The CQ system disseminates the Market center's root quote. 

Governance

· Original structure gave more voting power to two primary exchanges; today, all participant exchanges have one vote

· CTA plan amendments still require unanimous approval by participants, so change comes slowly given competing business interests

· Emergence of for-profit exchanges has not diminished competitive tensions

· Plan amendments require SEC approval to become effective

· CTA uses committees/working groups to deal with technical issues; CTA acts a standard setter for content and communication protocols
· Participant roster has changed over time with creation of new national securities exchanges and their legal mandate to participate

Cost/revenue

· SEC approves all CTA/CQ fees charged to end users via processor (consolidator)

· Budgeted costs of maintaining/updating systems are offset by revenues

· CTA/CQ processor (SIAC, Securities Industry Automation Corporation) contracts with vendors and vendors with end users

· Fees assessed are largely device-based, but data feeds and some enterprise licenses available and priced differently

· Vendors collect and remit CTA/CQ portion of fees paid by end users

· Processor (SIAC) will audit vendor devise counts to validate revenues

· Net revenues are allocated to CTA participants based on an  SEC-approved allocation formula, which has changed over time

· Original allocations were based on share volume or transaction volume attributable to a participant

· Gaming/complaints prompted SEC to mandate a complex formula that now balances trade reports and quotes, with certain metrics for quotes related to market quality (e.g., time at the best bid)

· Market data revenues remain very important to for-profit exchanges 

· Individual markets can still offer proprietary data products/services to subscribers (e.g., depth of book and co-location of servers to reduce latency) outside CTA/CQ

Benefits

· NBBO remains a key benchmark for gauging best execution of retail client orders

· Ready access to NBBO and last sale information facilitates price discovery, market efficiency, and development of metrics that drive real-time trading and facilitate inter-market competition for orders

· Availability of consolidated and standardized information enables effective automated surveillance for: best execution, compliance with order handling rules, compliance with time-entry standards trade reports, and detection of trading violations such as front running,  wash-sales, price/volume manipulation and illicit insider trading that may occur across multiple markets trading the same security

· Advent of NBBO and its real-time dissemination yielded new opportunities to compete for order flow at the level of market intermediaries and market centers (even for new market centers)

Challenges

· Difficult to adapt to changing business models and needs of end users when those changes would require a plan amendment with unanimous approval

· For-profit exchange models have driven further consolidation of exchange ownership to capture more data revenues or regain revenues lost to competitors and this affects distribution of market data revenues and encourages rebates to attract more order flow 

· For-profit exchanges have incentives to grow revenues via proprietary products if plan amendments cannot be implemented to serve changing needs of exchange’s customer base

· Possible emergence of a two-tier market (e.g., through co-location) based on more rapid access to and interaction with real-time quotes (and orders) versus real-time access afforded through vendor channels

· Aggressive rebating practices to market users may be viewed as another form of payment for order flow without significant benefits to investors

· Possible opportunities to game the present revenue allocation formula may exist and cause resort to questionable trading practices

Source: Generally available information and presentation by FINRA 

