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The Financial Stability Forum (FSF) recently callegecurities regulators to work
with market participants to study the scope to sgt a comprehensive system for
post-trade transparencyf the prices and volumes traded in secondary etarfor
credit instruments. The recent experience on subephave showed that the opacity
of trading conditions could have played a role andany event, does not pay in the
long term. Therefore recent market turmoil hadeffect to raise the issue once again
on the benefits of greater market transparencythen major differences between
equities and bond markets, on the differences amuoisglictions and, in particular, on
the role played by retail investors as well as lom ¢ffect that a transparency regime
may have on liquidity.

Regulatory analysis and initiatives now see Intgonal and European organisations
again actively involved on bond market transparency

It is difficult to find a transparency regime thatmakes everybody “happy”
Statements like “there is no evidence of market I[fiaés and therefore the
transparency regime in place has to be consideratfisient and adequate” are not
correctly posed and have proved to be out of ddtee industry usually emphasises
the absence of any evidence on the presence okbfaikures, concluding that there is
no need for a regulatory intervention in this andawever, as the experience have
showedmarket failures could not represent the lead factoather than focusing on
markets failures higher attention should be paid omhether markets could work
better without any major liquidity drawback and whaan be inferred from the
observation of market trends

The design of a transparency regime for bonds id ao easy taskiue to a number of
factors that should be adequately taken into adcoun

- the liquidity drawbacks;
- the often unknown price formation process;



- the trade segmentation and market fragmentation;
- the complexity of products traded and of evaluatdrdifferent components and
covenants.

Such difficulties could reasonably and actually ldato misleading information
conveyed to market participants.

An adequate knowledge of bond markets is essemtidhke any decisions in the area
of transparency. These are the reasons why marleet-$olutions in this area should
be welcomedThe industry has a deep and informed knowledgentdrket strategies
and dynamics.However, market forces may fail to reach the adequate lewdl
transparency (making bond markets opaque and notcessible to all type of
investors) since they might gain from opacity, theyight not have the proper
incentives to reach the optimal outcome and theyghti not care enough about
externalities.It should therefore be recognised that market gpents might not have
the proper incentives to reach the optimal outcassein the case of bonds issued by
credit institutions where there are lower incesdito make the necessary information
available and comparable.

Proactive and coordinated analysis between regulatand the industry is necessary
and it has been carefully taken into account in Italydevelop a transparency regime
for financial instruments other than shares in ¢xercise of the option set up in
MiFID, which allows member States to have a pre jpost-trade transparency regime
for financial instruments other than shares.

The decision to extend the scope of the provisairtbe Directive concerning pre and
post-trade transparency obligations to transactiondasses of financial instruments
other than shares has been taken by Consob takiogconsideration the following

main considerations:

() Italian markets have been characterised by a higivél of transparencyhigher
than those required on other EU member Statrg;transparency regime that
would have required lower level of transparency bond markets could have
represented a significant loss for Italian finandiamarkets. Prior to MiFID
implementation, Italian markets have been charzeby:

- the _concentration rulapplied to all financial instruments (with the egtion
of governments bonds and financial derivatives) igdoh to trading on
regulated markets;

- the distinction between requlated and unreguldtdanised trading/ATS)
markets

- transparency requirements for trading ven(regulated markets as well as
unregulated ones) together with reporting obligadito requlated marketsy
investments forms concluding transaction off-maketfinancial instruments
admitted to trading on regulated markets.

The result of the above approach has been a high ¢é transparency for all the
financial instruments subject to the concentratiole and, therefore, also for
bonds admitted to trading on regulated markets.



(i) the regulatory framework and the transparency reginin place in Italy have
proved to work well in the pastnd, on the basis of the information availabld, di
not have a negative impact on liquidity and invesits strategies;

In order to understand the major determinants afisGb’s approach on non-equity
markets transparency and trading venues/investiingns decisions in the area, it
should be noted that Italy bonds were (and are) traded on retail regted markets,
wholesale regulated markets, multilateral ATSs aachumber of bilateral ATSsAI

the trading venues had a pre and post-trade treerspa regime for transactions
carried out on listed bonds, which was differeetiabn the basis of the type of trading
venue and participants (wholesale vs retail) aypk bf bonds traded. A certain degree
of transparency was also available for unlisteddsdrnaded on ATSs.

Some data might be useful to provide a picturdnefimportance of ATSs in this area:

on 341 bilateral ATSs, 313 were registering dydaverage number of contracts
which is less than 50; only 28 had a daily avenagmber of contracts which was
more than 50 and, among them, just 2 had greaar300;

on 4 multilateral ATSs, 3 of them had a dailyege number of contracts which
was more than 100;

more than 27.000 bonds were (and are) tradeth®m”ATSs; among these, about
25.000 were (and are) bonds issued by credit utistits, more than 1.000 were
(and are) corporate bonds and almost 500 wereg@aa)dyovernment bonds.

bonds issued by credit institutions were (and &oe the most part (about 80%)
traded on just one ATS; many bonds issued by cigdiitutions were (and are)
traded in less than 5 ATSs; only few of these fai@ninstruments were (and are)
traded on more than 20 ATSs

As a first step and on the basis of a self-assasgspecess, following MiFID
implementations, Italian ATSs had to decide howcpeal in the operation and how to
qualify themselves (entities operating MTFs if poessly active as multilateral ATSs
and then wishing to ask for the authorisation; esysttic internalisers if previously
operating under the bilateral ATS status and tlagisfy the criteria set up by MIFID
for systematic internalisers; or simply as invesitaefirms operating on their own
account on behalf of their clients). Furthermoreder the Italian legislation the
multilateral ATSs operated by regulated market afmes automatically acquired the
status of MTFs.

The results of the self-assessment carried out lyestments firms previously
operating ATSs together with the transparency regirdesigned by Consob for non-
equity markets provide the picture of the pre- amgbst-trade transparency
information available to the public since March 32008 (deadline fixed to take a
decision on the future of operated ATSs) on non-gguinancial instruments

The decision to adopt a non-equity market transmareegime has carefully taken into
account costs and benefits associated and thetiotiewas to maintain the existing
transparency level for bonds in order not to agsist diminishing level of information
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available as a result of MiFID “lack of regulatangervention” in this area. Finally, a
significant role has been played by the nature nvestors participation to bond
markets.

On the other side, the approach in the definitioh @an adequate transparency regime
for non-equity markets took also into account theotpntial risks involved for
domestic intermediaries given the absence of anrhanised approach at European
level in this arealn particular:

a) the risk of regulatory arbitrage;
b) the costs for intermediaries having to be compliani additional requirements
in the area of trading transparency.

On such basisthe Italian current transparency regime on non-edig@s financial
instruments is characterised by a flexible approaatmich does not prescribe specific
transparency requirements of trading venues in geoh timing and content of
information to be made available to the public. tRermore, having regard to
investment firms obligations, the regime focusepaost-trade transparency obligations
and allows intermediaries to benefit (in terms ohtent and timing of obligations)
from the “work” already done for transaction repagtpurposes. In particular, Consob
Regulation requires:

a) regulated markets, MTFs and systematic internaliseio set up and maintain a
transparency regime for financial instruments tradeon the systems operated by
them. In other words, the approach focuses on madrle solutions,so that
regulated markets, MTFs and systematic internalisgatydesign their transparency
rules, specifically taking into account the markatrostructure, the nature of the
financial instrument, the amount traded and the typmarket participants involved
with specific attention to retail investors invoilaent;

b) investment firms to make post-trade transparencytmmsaction concluded outside
regulated markets, MTFs and systematic internaliseon financial instruments
other than shares admitted to trading on lItalian galated markets Investment
firms shall make public the information concernitige date and time of the
transaction, the details of the financial instrumerolved, price and quantity of the
transaction concluded. The obligations apply todemtions below or equal to the
amount of 0,5 million euro: for transactions exdagdsuch threshold investment
firms are allowed not to show the quantity but dyrgn indication as to whether the
transaction exceeds the threshold. In terms ofntynihe information have to be
published with reference to each transaction byetiat of the working day following
conclusion of the transaction.

At this stage21 intermediaries in Italy have communicated to Gwb their nature
of systematic internalisers on financial instrumesntother than shares The
information provided show that:



- they have different characteristics in term®oganisation arrangements, trading
systems, frequency of trades concluded on thersgsémd commercial role of the
activity performed;

- the systematic internalisation activity is penfied by large institutions as well as
by small/medium size investment firms;

- most of the systematic internalisers operatesitares issued by the bank or the
group they belong and their clients have a retzlire;

- some of the systematic internalisers (6 out gfdferate on financial instruments
other than their shares, such as bonds (corpondtg@ernment) and certificates,
and their services are provided to institutionadrdks.

In terms of business rationale behind the decitiohecome systematic internalisers
on financial instruments other than shareappears that systematic intenalisers have
considered useful to gather together previous lelal ATSs in order to get and
provide a higher quality servican terms of price formation and transparency
characteristics. What appears different is the sil@ci of systematic internalisers to
trade on a more restricted number of bonds comp#wethe activity previously
performed on bilateral ATSs. Furthermore, a few bamof new MTFs have been
authorised to operate on financial instrumentsratten sharesOne of the MTFs has
been specifically created in order to gather togetiprevious bilateral ATSs

In general terms, regulated markets have maintaihenl standard of transparency.
Furthermore, the level of transparency has not registered a retion as a
consequence of the self-regulatory regime for sysétic internalisers and MTFs,
since they have basically maintained the previouwsnsparency standards required
in Italy for bilateral and multilateral ATSs A certain level of pre trade transparency
and delayed post trade transparency is actuallyenaadilable to the public. Brokers
are actively working to maintainrminimum level of post trade transparency also for
financial instruments traded on the systems but ramtmitted to trading on regulated
markets and, therefore, exclusively negotiated QTC

Discussion of structural differences between egsiiéind bonds are often taken as first
and important step to analyse the possibility teeha transparency regime for bonds.
It is well recognised that markets for bonds andosie for equities differ But it
should be noted thalfferences among bonds should be taken into accoas well.

Although markets rarely suffers from greater tramspcy,transparency of trading
information on complex product structures could bmisleading and originate
drawbacks in terms of information and signals patedi to investors. In light of thig,
might be of some value focusing the attention onetiier market functioning could
be enhanced and developed in terms of efficienagwrtrading strategies and market
participation, and what are the cost and benefitssaciated to a transparency regime
that aims at reaching the above objectives.



The decision to extend transparency to financiatriiments other than shares is
considered by Consob as a first but important $tepards transparency on bond
markets. We are carefully monitoring (and will daoe to monitor) the impact of the
approach designed for the transparency regimealw. Iit is certainly crucial that any
decision to go on or amend the regime in placakisrt on the basis of the analysis also
carried out by international fora together with anstant dialogue with market
participants so that the result could represenagmeeable solution for the interested
parties and the risk of regulatory arbitrage misieqi.



