
 

    

      

            

    

    

 

 

                           

  

     

                 

     

   

                  

                  

                

                  

    

 

   

                 

                 

                    

                  

                     

 

 

      

                 

                 

 

                   

               

                  

 

  

Secur t es and Exchange Comm ss on 

F xed Income Market Structure Adv sory Comm ttee 

Attn. Mr. Brent J. F elds, Federal Adv sory Comm ttee Management Off cer and Secretary 

100 F Street, NE 

Wash ngton, DC 20549-1090 

New York, July 5, 2018 

Re: Recommendat on for a P lot Program to Study the Market Impl cat ons of Chang ng the Report ng Reg me for 

Block-S ze Trades  n Corporate Bonds 

Dear Mr. F elds, 

We thank the F xed Income Market Structure Adv sory Comm ttee for the Recommendat on for a P lot Program to Study 

the Market Impl cat ons of Chang ng the Report ng Reg me for Block-S ze Trades  n Corporate Bonds dated Apr l 9th 2018 

(the “Recommendat on”). We are pleased to d scuss market structure w th any stakeholder and greatly apprec ate the 

efforts of the comm ttee to address the f xed  ncome market structure. Please see below our  n t al observat ons  n 

respect of the Recommendat on. 

About Flow Traders 

Flow Traders  s a publ cly l sted, global ETF market maker. We prov de l qu d ty both on-exchange and off-exchange 

(OTC). In the OTC ETF market, we prov de two-s ded markets to our  nst tut onal counterpart es. Mak ng markets  n 

F xed Income ETFs  s a s gn f cant part of our bus ness and our  nst tut onal counterpart es rely on us for cons stent and 

compet t ve pr c ng  n these ETFs. As a F xed Income ETF l qu d ty prov der, we also trade the underly ng bond 

const tuents of the ETFs and trade  n the f xed  ncome markets to hedge our exposures and act  n the pr mary ETF 

markets. 

Summary of the proposed P lot Program 

The F xed Income Market Structure Adv sory Comm ttee has proposed a P lot Program to Study the Market Impl cat ons 

of Chang ng the Report ng Reg me for Block-S ze Trades  n Corporate Bonds. The proposal ma nly cons sts of two 

elements: 

1. Increase report ng thresholds for transact ons to TRACE ( ) from USD 5 m ll on to USD 10 m ll on for  nvestment 

grade bonds and from USD 1 m ll on to USD 5 m ll on for h gh y eld bonds 

2. Implement a 48 hour delay for report ng trades that exceed the s ze threshold set out under 1. 

FLOW T ADE S US LLC • 1114 AVENUE OF THE AME ICAS - 4TH FLOO • NEW YO K 10036 • USA • TEL. +1 917 210 5000 •WWW.FLOWT ADE S.COM 

TAXID 26-4730866 

http:WWW.FLOWTRADERS.COM


 

  

  

                    

                

             

 

                   

                  

               

                 

  

 

                   

                   

               

              

  

 

 

                   

                      

                   

                

                  

          

 

               

                    

                    

               

 

 

                   

                   

                  

                  

                    

            

 

               

                 

                    

                  

Our observat ons 

Immed ate report ng should be the norm  n any market and we see no object ve rat onale for delayed report ng  n bond 

markets. The proposed report ng delay makes the market for block-s zed trades  n corporate bonds less transparent, 

wh le th s market  s already fragmented and opaque, even before  mplement ng the proposal. 

We expect that any delay  n report ng w ll harm transparency, pr ce d scovery and l qu d ty  n respect of corporate bonds. 

In add t on, such  mpact has an ampl f ed effect on  nd ces. Any delayed  nformat on  n respect of corporate bonds 

affects the pr ce format on of many der vat ve  nstruments, translat ng  nto  neffect ve pr c ng of  ndex-based products 

such as Exchange-Traded Products (“ETPs”), as well as der vat ves l ke total return swaps (“TRSs”) and cred t default 

swaps (“CDSs”). 

In order to promote a more transparent and eff c ent market structure and a level play ng f eld for all market 

part c pants, we bel eve that all trades, regardless of s ze, must be reported to TRACE as soon as pract cable, analogous 

to the report ng pract ces  n opt ons- and equ t es markets. Immed ate report ng makes these markets h ghly 

transparent. Immed ate report ng would benef t transparency, pr ce d scovery, l qu d ty and market qual ty for  nvestors 

at large. 

Background 

The proposal, among other th ngs, proposes to perm t delayed report ng for trades  n ( )  nvestment grade bonds over a 

USD 10 m ll on par value and (  ) non- nvestment grade bonds over a USD 5 m ll on par value. As we understand  t, the 

goal of the proposal  s to  ncent v ze bond dealers to offer better l qu d ty for transact on s zes that exceed these 

thresholds. By not requ r ng  mmed ate d ssem nat on of transact on  nformat on to the TRACE tape, market  mpact of 

large trades  s env saged to be reduced, wh ch would allow market part c pants to prov de better l qu d ty (t ghter quoted 

spread for more s ze)  n respect of such larger blocks. 

Flow Traders promotes fa r, transparent and s mple market structures for all asset classes. Consequently, report ng 

w thout any undue delay al gns w th our pr nc ples. Th s  s how we would env sage a market structure for f xed  ncome 

trad ng, as well as any other asset class. Therefore, we bel eve that the proposal has a number of potent ally un ntended 

consequences wh ch w ll hurt l qu d ty for smaller trades as well as l qu d ty  n other markets. 

D scuss on 

Part es  nvolved  n a trade that exceeds the s ze threshold w ll have a very substant al  nformat on advantage over part es 

that are not  nvolved  n that transact on. At the same t me, a s zeable trade conveys relevant  nformat on for pr ce 

d scovery and market l qu d ty. Such  nformat on should be d sclosed to the w der market as soon as poss ble. Delay ng 

th s w ll cause a very large  nformat on asymmetry between market part c pants at large, wh ch advantages a subset of 

bond dealers (that happen to trade large transact ons) wh le there  s no object ve rat onale for such advantage - or the 

need to delay  nformat on  n order to promote l qu d ty. Qu te the contrary. 

Nowadays, the trad ng  nfrastructure operated by any reasonably soph st cated trader supports the qu ck, eff c ent and 

prudent execut on and hedg ng for any s ze of transact on. Although operat onal cons derat ons could perm t for a small 

delay  n report ng, report ng should be completed as close to real-t me as poss ble. Th s  s common for most other asset 

classes, also when trad ng  n larger s zes. Otherw se, any  nformat on asymmetry could cause losses to other part es  n 
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the ecosystem or force them to ma nta n w der spreads than necessary  f they would have been aware of all relevant 

 nformat on. In turn, th s deter orates l qu d ty and market qual ty, affect ng any end- nvestor, large and small. 

By way of example, please cons der the follow ng scenar o: 

• Bond dealer ABC buys a USD 15 m ll on block of  nvestment grade bond XYZ for USD 101. The prev ous USD 1 m ll on 

trade  n bond XYZ was done at USD 102 and reported to TRACE 

• Now bond dealer ABC requests a quote on an RFQ platform for USD 2 m ll on 

• Small bond dealer DEF subm ts a b d of USD 101.75 to buy 

• Large bond dealer ABC sells 2 m ll on at USD 101.75 

• 48 hours after the trade, the pr ce of the USD 15 m ll on block  s d ssem nated. Now small bond dealer DEF has to 

mark down  ts pos t on by 75 cents for a loss of USD 15,000 on the trade of 2 days ago. 

• The next t me Bond Dealer ABC requests a quote from bond dealer DEF, bond dealer w dens out  ts quote because 

of the trade as descr bed above. 

• If th s happens more often, th s w ll create a r pple effect and f xed  ncome markets  n total w ll become more 

 ll qu d. 

In more volat le markets, e.g. dur ng sell-offs, the expected  mpact of th s effect w ll be magn f ed. 

Un ntended consequences affect ng  ndex-based products 

In add t on to the above, more spec f cally,  mpact on  nd ces could be large. Any delayed  nformat on affects the pr ce 

format on relevant for  nd ces, wh ch translates  nto pr c ng of  ndex-based products such as Exchange-Traded Products 

(“ETPs”), as well as der vat ves l ke total return swaps (“TRSs”) cred t default swaps (“CDSs”) and Cred t Default Index 

Swaps (“CDXs”). 

Assume that, on a g ven day, mult ple large blocks were traded  n mult ple bonds that are  ncluded  n  nd ces. If such 

trades have not been reported yet,  t  s pract cally  mposs ble for market part es that are not  nvolved  n such trade(s) to 

pr ce the bonds,  nd ces and der ved ETPs properly. 

Th s w ll have an  mpact on: 

• Pr ce d scovery and l qu d ty  n bonds from the same bond  ssuer: the bond dealer who traded a block exceed ng 

the threshold can not only trade the same bond from that  ssuer but also other bonds of the same  ssuer (or even 

correlated bonds from other  ssuers) w th a large  nformat on advantage. 

• ETFs conta n ng the bond w ll become more d ff cult to properly pr ce: market part c pants that are not  nvolved 

 n the large trade w ll lack  nformat on relevant for quot ng and w ll typ cally  ncrease the r spreads to account for 

add t onal market r sk due to ‘not know ng’. Th s w ll have an  mpact on the pr c ng qual ty, l qu d ty and transact on 

costs for such ETPs and the track ng error of the ETPs. 

• Other der vat ves, based on these  nd ces, (th nk TRSs and CDXs) w ll become more d ff cult to pr ce: The large 

bond dealers are the only ones w th th s  nformat on ava lable, wh ch g ves them a large pr c ng advantage  n the 
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der vat ve markets, wh ch are magn tudes larger than the bond trades. It could be that a block trade of USD 15 

m ll on  n a s ngle bond can have a r pple effect for mult ples of that nom nal value  n respect of der vat ves 

contracts, wh ch  s a very undes rable s tuat on. A “large” bond trade  s very small compared to the potent al 

exponent al  nfluence  t has on the der vat ve contracts. Th s effect w ll be ampl f ed  n volat le markets. 

• Operat onal and account ng  mpact: as  t becomes d ff cult to mark-to-market the relevant secur t es  n the 

absence of correct and complete pr c ng  nformat on, market part c pants that are unaware of the latest 

 nformat on w ll use an  ncorrect pr ce for operat onal and account ng purposes. Th s  ncludes the determ nat on of 

Net Asset Value for ETFs and mutual funds. In add t on, th s affects r sk management and account ng systems, 

preclud ng to base  nvestment or trad ng dec s ons on the most current and accurate  nformat on, wh le effect vely 

deter orat ng report ng qual ty. A market part c pant that  s aware of a certa n transact on, can subsequently trade, 

and report, more eff c ently and effect vely. 

Compar son w th cash equ t es and opt ons markets 

In opt ons and cash equ t es markets, all trades need to be reported to the tape  mmed ately after the trade  s concluded, 

w thout any exempt ons for large trades. Th s promotes transparency and a level play ng f eld for all market part c pants, 

wh le  mprov ng pr ce d scovery, l qu d ty and market qual ty, benef t ng large and small  nvestors al ke. S ze doesn’t 

necessar ly matter: very large OTC opt ons and cash equ t es transact ons are reported to the tape  mmed ately and th s 

 nforms all market part c pants  n full, and  n nearly real-t me. 

S ncerely, 

Flow Traders U.S. LLC 

Wouter Bu tenhu s 
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About Flow Traders 

Flow Traders was founded  n Amsterdam (the Netherlands)  n 2004 and our trad ng desks  n Europe, the Amer cas and 

As a prov de l qu d ty across all major exchanges, globally, 24 hours a day. We use our propr etary technology platform 

to quote b d and ask pr ces  n thousands of l st ngs  n Exchange-Traded Products, as well as s m lar f nanc al products. 

We also prov de l qu d ty to  nst tut onal counterpart es off-exchange across all reg ons. 

As a pr nc pal trad ng f rm, we trade for our own account and own r sk only. We do not prov de any  nvestment serv ces 

or anc llary serv ces to others. Our strateg es are des gned to use  nformat on that  s publ cly ava lable and we use fa rly 

s mple, non-controvers al and transparent order types. We are a strong supporter of fa r, transparent and orderly 

markets. Flow Traders  s regulated  n the Netherlands (DNB and AFM), the US (SEC and FINRA) and Hong Kong (SFC) 

and has been l sted on Euronext Amsterdam s nce 2015. 
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