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DIRECTORATE-GENERAL INTERNAL POLICIES OF THE UNION 

- DIRECTORATE A - 
ECONOMIC AND SCIENTIFIC POLICIES 

 
Workshop Programme 

Trading in Financial Instruments - Dark Pools 
 

12 May 2010 
European Parliament Brussels 

Room ASP 5G3; 9.00 - 12.30 hrs  
Interpretation: DE, EN, ES, FR, IT 

 
Chaired by Dr Kay SWINBURNE, ECON Rapporteur 

 
9.00 - 9.05   Introduction: Dr Kay SWINBURNE 

9.05 - 10.10 Opening remarks: Overview of dark pools 
 Possible points of discussion: 

• Explanation of Dark Pools and their usage 
• Different trading platforms under MiFID 
• Is there a need for more transparency? 
• How did MifID affect dark pools? 

Guest speaker: 
Mr Alexander Justham Director Markets Division, FSA, London, representing CESR 
 
10.10 - 12.30  Panel discussion: View into practice 
    Possible points for discussion: 

• How are dark pools used in practice? 
• What needs do they fulfil? 
• Are there problems in their usage that should be 

addressed? 
• Is there a need for more transparency? 

Guest speakers: 
Mr Scott Cowling Head of Equity Trading Europe, Blackrock Investment 

Management Ltd, London (repr. institutional investors) 
Mr Rainer Riess Managing Director, Xetra Market Development, Deutsche 

Börse AG, Frankfurt - (repr. traditional exchanges) 
Mr Adrian Farnham Chief Operating Officer of Turquoise, London Stock 

Exchange, London - (repr. MTFs) 
Mr Richard Semark  European Client Trading & Execution, UBS Investment Bank, 

London - (repr. broker-dealer crossing networks) 
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Alexander Justham,  

Alexander was appointed Director of Markets in February 2008 and has worked at the 
FSA since January 2007. The Markets Division is responsible for the UK Listing Authority, 
market surveillance and investigations into market abuse, and the supervision of the 
market infrastructure in the UK. All primary and secondary market policy is also 
conducted within the division. 
Alexander also assists Sally Dewar (Managing Director, Risk, UK FSA) in chairing CESR’s 
Secondary Markets Standing Committee which will prepare CESR’s advice to the 
European Commission on the MiFID Equity Markets Review. 
Before joining the FSA, Alexander worked at JPMorgan, where his last post was as a 
Managing Director at JPMorgan Cazenove. There he was responsible for the Corporate 
Finance team covering Financial Institutions in the UK. Before this he had run JPMorgan's 
European securitisation business. 
 
Scott Cowling, 

Mr. Cowling's service with the firm dates back to 1999, including his years with Barclays 
Global Investors (BGI), which merged with BlackRock in 2009. At BlackRock he is Head 
of Equity Trading Europe. At BGI, he had responsibility for BGI Europe's trading 
infrastructure and designing and implementing trading strategies for all of BGI's index 
and active equity, equity derivative and commodity products. Prior to BGI, Mr Cowling 
worked on the trading desk at PRICOA Investment Management.  
Mr. Cowling earned an MA degree in physics from St. Andrews University in 1995. 
 
Rainer Riess,  

Rainer Riess is Member of the Management Board of the Frankfurt Stock Exchange and 
Managing Director XETRA Market Development at Deutsche Börse. He is responsible for 
sales, business development as well as issuer and investor markets of all cash market 
activities of Deutsche Börse AG, comprising of the electronic trading system Xetra® and 
the floor of the Frankfurt Stock Exchange. Currently, more than 257 member institutions 
from 19 countries as well as 4 exchanges use the Xetra system. Altogether, the cash 
market of Deutsche Börse comprises of more than 380,000 stocks, bonds, exchange-
traded and actively managed funds, certificates and warrants. He is a Board Member of 
the Scoach Group and a Board Member of the eFinance-Lab. 
 
Adrian Farnham,  

Adrian was seconded to Turquoise as acting COO for most of 2007 and was formally 
appointed to that role in December. Adrian joined from Morgan Stanley, where he worked 
for 13 years, most recently as an executive director in operations overseeing strategic 
projects. He oversees market operations and overall programme management for 
Turquoise. 
 
Richard Semark,  

Richard Semark joined UBS London in June 2004 as a Managing Director responsible for 
UK to UK Sales Trading.  He previously worked at AXA Investment Managers and UBS 
Asset Management for 15 years.  This experience meant that he was a key part of the 
UBS team responsible for bringing clients the benefit of regulatory change. 
Since 2007 Richard has been responsible within European Equities for Execution Client 
Relationships. 
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Summary of Discussions 
The two sessions of the workshop covered an introduction to dark pools (p. 9) and 
practitioners views on various related issues and challenges (p. 10). The workshop was 
chaired by Dr Kay Swinburne (ECR, Rapporteur). Experts and representatives from 
the CESR, institutional investors, traditional exchanges, Multilateral Trading Facilitys 
(MTFs), and broker-dealer crossing networks attended the meeting.  

The following is a brief summary of the proceedings, containing the main messages 
conveyed by the experts. Please note that this summary serves purely informational 
purposes and has not been endorsed by the experts.  

 
1. Session I - Opening remarks: Overview of dark pools (09:00-
10:10) 
 
The workshop was opened by Dr Kay Swinburne thanking the experts and attendees. 
Topics on the agenda discussed included:  

• Explanation of Dark Pools and their usage 
• Different trading platforms under MiFID 
• Is there a need for more transparency? 
• How did MifID affect dark pools? 
 
In the beginning, Alexander Justham (Director Markets Division, FSA, London, 
representing CESR) delivered a presentation explaining dark pools and current 
regulatory issues and thinking.  

Alexander Justham defined dark pools as trading facilities where pre-trade there is no 
transparency, i.e. there is no information on bids and offers and volume available at 
these levels. This allows market participants to protect large orders from adverse 
"market impacts" (for example, upwards revisions on price, should a large buy-order 
come to be known in the market) and thus enable intermediaries to provide better 
execution. It is noteworthy that post-trade all trade relevant information, i.e. volume, 
price, etc., is published.  
 
Dark pools on RM and MTFs, i.e. the formal space, still account for less than 10% of 
trading on these platforms (RM and MTFs accounting for 60-70% of overall trading 
activity in the EEA) but has been growing moving from 6.7% at the beginning of 2008 to 
9.8% at the end of 2009. In the over the counter (OTC) market (30-40% of all trading in 
the EEA), ca. 4.0% of trading occurs on broker-dealer crossing networks.    
 
Dark pools exist on RM and MTFs. These trading venues are required to provide pre-trade 
transparency, except in the case of waivers. Dark pools on RM/MTFs thus operate under 
these waivers. The large trade waiver (orders in excess of a certain threshold) and the 
negotiated trade waivers (bilaterally pre-negotiated trades) account for the bulk of the 
dark pools trading on RM and MTFs. Broker-dealer crossing networks can also be 
considered as dark pools since they naturally operate without pre-trade transparency. 
 
CESR is currently focussed on the following regulatory issues: 
 
• Should the threshold for trades under the large scale waiver be lowered in the 

face of changed liquidity on RMs, with average trade size having decreased over 
time? 

• Should orders be disclosed that fall under the threshold after executions? 
• CESR further proposes four regulatory changes: 

o Notification requirements for crossing systems notifying authorities of 
technical set-ups, trading methodology, etc; 

o Identifying firms operating crossing systems to the public; 
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o Requirement to identify crossing system in post-trade data; and 
o Extension of MiFID obligations to suspend trading on crossing systems. 

 
Additionally, CESR is deliberating whether a limit of how much client business (for 
example as percentage of the market) can be executed by crossing networks before they 
should become MTF to ensure pre-trade transparency and fair access. Although there is 
still an ongoing debate on whether private networks should really be forced to provide 
open access. 
 
Lastly, Mr Justham highlighted that there are some quality issues with the data provided 
post-trade such as double counting, unclear definitions, difficulty and costliness to access 
data for users as they are on different systems, etc.  
 
In conclusion, the current regulatory focus was summarised as follows: 
 
• In the formal space: i.e. RMs and MTFs, reform of the waivers is under 

consideration; and 
• In the informal space, i.e. broker-dealer crossing networks, the focus is at what 

point these networks should become formal. 
 
After the Mr Justham's presentations the discussion was opened to the floor. Themes 
discussed by the experts were:  

• Price finding is a public good and pre-trade transparency contributes to this public 
good. The absence of pre-trade transparency should not affect the quoted price. 
This could be considered the natural limit for the scale for OTC trading. It was 
noted that in the absence of activity on regulated exchanges, for instance during 
market interruptions, OTC trading typically dries up very quickly due to the 
absence of a reference price. 

• The need to legally define the term "dark pool". 
• The fact that it was only after MiFID came into force that some countries such as 

Germany started providing OTC data. 
• The difficulties investors face in accessing post-trade data of OTC trades.  
 
 
2. Session II - Panel discussion: View into practice (10:10-12:30) 
 
Dr Kay Swinburne opened the second session.  
 
The first representative to speak was Scott Cowling, Head of Equity Trading Europe, 
Blackrock Investment Management Ltd, London, invited to give the view of an 
institutional investor and thus clients of dark pools.  
 
He started off explaining that the cost of any given trade can be divided into two parts 
the explicit cost, such as commission and tax; and implicit costs: the bid ask spread, 
market impact (such as adverse price movements following the revelation of trading 
intentions), and opportunity cost (the risk that the price changes over time). While the 
market impact cost falls over time from order to execution for larger orders, the 
opportunity cost rises and the investor faces thus a trade-off to arrive at the minimum 
cost. Dark pools help mitigate both the market impact and opportunity cost of trading. Mr 
Cowling presented some data on the cost reduction benefits (see presentation). What is 
more, Mr Cowling does not believe that trading on crossing networks is detrimental to 
trading on RMs where neither bid offers spreads deteriorated nor volumes materially 
decreased. The primary beneficiaries are the end-users of the institutional investors' 
services thus savers and pensioners. 
 

  
IP/A/ECON/WS/2010-03 10                                                     PE 440.286



Mr Cowling highlighted as a problem that in post-trade reporting the venue is not always 
included. Furthermore, it is difficult to track trader on broker-dealer crossing networks as 
the post trade prints are mixed up with data from the OTC market where the reporting 
quality is lower.  
 
The second presentation was given by Rainer Riess, Managing Director, Xetra Market 
Development, Deutsche Börse AG, Frankfurt, who gave some insight in the views of 
traditional exchanges.  
 
Mr Riess highlighted the fact that price finding is a public good from which everybody 
benefits but to which it is not individually advantageous to contribute. Thus traders would 
like to keep their trading intentions as secret as possible. It is, so Mr Riess, up to the 
regulator to ensure the functioning of a price discovery market by guaranteeing 
transparency on fragmented markets. He sees a shift of European cash equities from 
trading on more transparent regulated markets to trading on the less transparent OTC 
markets. He argued that given the poor quality of post-trade reporting data, price 
discovery is becoming increasingly inefficient as ever larger parts of the markets move to 
dark pools and OTC markets with 6% and 36% of European equity trades respectively 
taking place there. OTC liquidity is unreliable but manages nonetheless to grow its 
market share relative to lit venues (MTFs). Additionally, OTC trading accounts for much 
higher share with 38% in Europe as compared to 17.5% in the US.   
 
According to Mr Riess, MiFID needs to be enforced better and more closely to the text to 
capture a big part of the OTC market. Further small trades should contribute to pre-trade 
transparency and OTC should not be allowed to exceed a "reasonable" level with post-
trade reporting of the same quality as on RMs and MTFs. 
 
The third speaker was Adrian Farnham, Chief Operating Officer of Turquoise, 
London Stock Exchange, London. Turquoise is an MTF. 
 
Turquoise MTF dark pool offerings consist of trading under large trade waiver 0.5% and 
trading under the reference price waiver 9.5% of overall Turquoise trading. The ratio of 
dark to visible trading has grown up to 10% but has recently been stable around this 
point. Execution rates remain relatively low at around 3% - 4% but customers benefit of 
a price improvement of around 3 basis points (bps) - 4 ½ bps.  
 
The Turquoise dark pool has around 20 customers, mostly brokers, i.e. sell-side houses 
and not the buy-side (i.e. institutional investors) vs. 50 - 60 using its lit features. 
Turquoise dark pools sees predominantly child not parent orders. The geographic spread 
of executions is similar across dark pool and lit. 
 
The fact that on MTFs trades get printed immediately means that post-trade 
transparency translates into pre-trade transparency for the next trade.  
 
Following Mr Farnham the fact that overall spreads have narrowed and that volume has 
increased leads to the conclusion that dark pools do not in fact harm RMs. 
 
The last presentation was given by Richard Semark, European Client Trading & 
Execution, UBS Investment Bank, London, who represented broker-dealer crossing 
networks. 
 
Mr Semark argued that the optimal market structure contains some dark pool trading as 
well some pre-trade transparency. In addition to the advantages already discussed by 
other the speakers, it was highlighted that dark pools offer the clients choice as to with 
whom to trade. This is important as certain clients to not want to trade for example with 
banks' own proprietary trading desks, high frequency traders, etc. Thus dark pools allow 
traders not only what information they want to give away pre-trade but also to whom. 
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However, nonetheless information concerning networks such as their structure and 
bilateral "liquidity sharing" agreements should be public. The fact that there is a 
regulatory and commercial best execution requirement in place on and off dark pool 
exerts constant pressure on broker-dealer crossing networks to deliver optimal 
performance.  
 
After the experts' presentations a discussion open to the floor commenced. Themes 
covered were:  

• The pros and cons of a consolidated European ticker tape. It was mentioned that 
such tape might reduce cost of accessing post-trade reporting, although 
information submission criteria remain the paramount concern and should weed 
out signals which do not bear on price forming such as option expiry. Given that 
such a tape would be a natural monopoly, it is not clear who should be the owner.  

• The existence of dark pools has no bearing on money laundering concerns as the 
same client identification rules apply as to other types of trading. Dark pools 
likewise in take over situations the same threshold announcement requirements 
apply.  

• Post-trade data collection is difficult because of double-counting. For example a 
broker might receive from a client order for y shares. The broker might then splice 
this order in trades a, b, c with itself as the intermediary printing each trade. 
Thereafter, the broker might print another trade of selling y shares to his client 
with itself as the seller. In this case, four trades will have been printed with 
double the volume of the initial order of y. It is thus not surprising that worries 
about data quality and consistency persist. 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The workshop was web streamed and can be watched via the EP homepage: 
EP live / multimedia library / committee meeting / search or by the following link: 
 
http://www.europarl.europa.eu/wps-europarl-
internet/frd/vod/player?eventCode=20100512-0900-
COMMITTEE&language=en&byLeftMenu=researchcommittee&category=COMMITT
EE&format=wmv#anchor1 
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Presentation by 
Alexander Justham, 

Director Markets Division, FSA, London, representing CESR 
 
 

Brussels, 12 May 2010

Alexander Justham  (UK 
FSA)

Dark pools

 
 
 

 

• The term ‘dark pool’ is not defined in EU legislation (e.g. MiFID).

• Dark pools can generally be described as pools of liquidity without pre-trade 
transparency, i.e. without publication of current bid and offer prices and depth of 
trading interest at these prices.  

• Such pools of liquidity exist on 

a) organised multilateral trading platforms (i.e. RMs and MTFs according to 
MiFID) which bring together multiple third-party buying and selling 
interests in financial instruments, and

b) internal electronic matching systems operated by a broker that execute 
client orders against other client orders or house account orders (‘crossing 
systems/processes’).

What is a dark pool?

2ECON Workshop – dark pools  
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Main reasons mentioned by market participants:  

• To protect large orders from adverse ‘market impact’

• To enable intermediaries to provide a better quality of execution to their clients 
than is available in the public order book

• To enable clients/participants to trade with other investors that have similar 
trading objectives.

Reasons for the use of ‘dark pools’

3ECON Workshop – dark pools  
 
 
 

• RMs and MTFs are generally required to provide pre-trade transparency for 
shares admitted to trading on an EEA RM

• Waivers from pre-trade transparency can be granted by the competent authority for 
the systems operated by an MTF or RM under certain circumstances

• 4 waivers from pre-trade transparency according to MiFID:
– Reference price system waiver (i.e. when prices are derived from another system with 

price formation)  
– Large order waiver (i.e. orders exceeding certain large in scale thresholds)
– Negotiated trades waiver (i.e. bilaterally pre-negotiated trades)    
– Order management facility waiver (e.g. Iceberg orders)     

• Systematic internalisers must provide pre-trade quotes for liquid shares up to
standard market size

• No pre-trade transparency requirements for OTC trading, including client order 
crossing systems

• Post-trade transparency requirements for all trading in shares admitted to trading 
on an EEA RM.      

MiFID framework 

4ECON Workshop – dark pools  
 
 

  
IP/A/ECON/WS/2010-03 15                                                     PE 440.286



 
 

Q1/08 Q2/08 Q3/08 Q4/08 Q1/09 Q2/09 Q3/09 Q4/09

Trading under pre‐trade 
waivers 282.3 263.4 213.0 182.7 146.9 203.9 206.8 240.6

All Trading in EEA shares 
on RMs and MTFs 4234.6 3804.1 3692.5 2912.7 1934.1 2227.8 2289.8 2442.5

Total = % of all  trading in 
EEA shares on RMs and 
MTFs

6.7% 6.9% 5.8% 6.3% 7.6% 9.2% 9.0% 9.8%

CESR’s fact-finding on current usage of waivers from pre-
trade transparency in Europe

5ECON Workshop – dark pools 

• CESR found that more than 90% of trading on RMs and MTFs in Europe is still pre-
trade transparent.

• Dark trading on organised public markets increased from a quarterly average of  6.4 % 
in 2008 to a quarterly average of 8.9 % of total EEA trading on RMs and MTFs in 2009.

• The most commonly used waivers are for negotiated trades and large orders (i.e. each 
with average of 4.2 % in 2009).

• Use of reference price waiver increased since 2008, but remains small proportion of total 
trading in EEA shares on organised public markets, accounting for 0.5% on average in 
2009, and 0.9% in Q4/2009.

 
 
 
 

Q1/08 Q2/08 Q3/08 Q4/08 Q1/09 Q2/09 Q3/09 Q4/09

Value (in bn Euros)
37.7 39.7 43.4 39.9 28.0 36.9 47.7 55.7

Crossing as a % of 
OTC Trading

1.5 1.2 2.0 3.0 2.4 2.1 4.4 4.0

Crossing as a % or 
total EEA trading

0.6 0.6 0.7 0.9 0.9 0.9 1.4 1.4

CESR’s fact-finding on current usage of crossing systems in 
Europe

6ECON Workshop – dark pools 

• OTC trading in the EEA amounts to approx. 30-40%.

• 11 investment firms from 4 different jurisdictions provided data for CESR’s fact-
finding on the degree of OTC trading in the form of client order crossing in internal 
electronic broker systems. 

• The proportion of total EEA trading executed by large investment firms in internal 
crossing systems is still quite low, ranging from average of 0.7% in 2008 to average 
of 1.15% in 2009 (increasing to 1.4% in last two quarters 2009).
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• CESR’s consultation paper discusses the need to amend and/or clarify some of the 
pre-trade transparency waivers

• CESR consults on the following policy options:

Large in Scale Waiver:
Are large in scale thresholds appropriate or should they be reduced?
Should an order be disclosed if it falls under the thresholds after partial 
execution?

Reference Price Waiver
Should the reference price waiver include a minimum threshold for orders 
submitted to a reference price system? If so, which?

CESR’s CP on MiFID Equity Markets Review:
Pre-trade transparency waivers 

7ECON Workshop – dark pools  
 
 
 

CESR’s proposals for bespoke requirements for investment 
firms operating crossing systems

8ECON Workshop – dark pools 

• Notification requirement for ‘crossing systems’ to competent authorities  including 
description of the system, details on access to the system, orders matched in the 
system, trading methodology, arrangements for post-trade processing and trade 
publication

• Publication of identity of firms operating crossing systems on CESR website 

• Requirement to identify the crossing system in post-trade data

• Extension of MiFID obligations to suspend trading to crossing systems

 
 
 

  
IP/A/ECON/WS/2010-03 17                                                     PE 440.286



 
 

• CESR consults on additional obligations for crossing systems 
(similar to the US approach) 

e.g. pre-trade transparency and fair access
would apply once an internal crossing system reaches certain 
percentage of the market, either on its own or in combination with 
other crossing systems with which it has a private link

Further obligations for crossing systems needed?

9ECON Workshop – dark pools 

Impose limit on amount of client business that can be executed by investment 
firms’ crossing processes/networks before the crossing system is required to 
become an MTF.
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Presentation by 
Scott Cowling, 

Head of Equity Trading Europe, Blackrock Investment Mmgt, 
London 

 

European Parliament
- Dark Pool Workshop
12th May 2010

Scott Cowling
Managing Director, Equity Trading
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Dark Pools – Investor Viewpoint

• Advantages of dark pools for investors?  

• How do investors view ‘lit’, ‘grey’ and ‘dark’ markets?

• How transparent are dark pools?

• Who benefits from dark pools? 

• Do dark pools help or hurt price formation?

• Do dark pools hurt retail clients?

• Can regulation improve the transparency of dark pools?
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Minimising Transaction Costs – What are they?

Explicit Costs
• Commission & Tax

Implicit Costs
• Bid Ask Spread

• Market Impact

• Opportunity Costs

Investment performance is a ‘maybe’, cost is a ‘definite’.  

Dark pools help to reduce implicit costs, 

increasing performance for pensioners and savers

 
 

 

4

‘Lit’, ‘Grey’ and ‘Dark Markets’ – Investor Viewpoint

ConsPros

Runs the risk of adverse 
price movement as 
chances of finding a 
similar minded investor 
are as high if not higher 
as finding an opposing 
investor

May help reduce 
price impact by 
sourcing an opposing 
investor

Indications of 
Interest 

(“Grey Pools”)

Increased overall price 
efficiency with 
occasional exceptions on 
individual trades

Reduce adverse price 
movements

Crossing Networks 
(“Dark pools”)

The crowd can be a 
nasty place for a large 
order

Give comfort in the 
crowd 

Order Books 

(“Lit Markets”)

Investors continually weigh up the pros and cons of each market
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Example of a “Lit Market” - Order book 11th May 2010 

Source: Reuters

Tight spreads, little available liquidity
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Crossing Networks Improve Investment Performance for 
Institutional Clients, Pensioner and Savers

1 3 5 7 9 11 13

Total Cost

Market Impact

Minimum CostUnit Cost

Time Periods

0

2

4

6

8

10

12

Opportunity Cost

Minimising Transaction Costs – Cost Trade-Off

Crossing networks reduce both opportunity cost and market impact
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Impact on Investment returns can be substantial

Relative Trade Size (in basis points)
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Cost Estimation Model vs Reality (2006-2007 data)
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Are Crossing Networks Really Dark?

Post-trade reporting

• Identical to post- trading reporting for ‘lit’ markets

• Instantaneous and accurate volumes – but venue is not always 
included

Pre-trade transparency restricted to ‘lit’ markets

• Necessary attribute of crossing networks to reduce opportunity costs 
and market impact
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Conclusions

Who benefits from the existence of dark pools?

• Primarily institutional investors, and hence their pension and retail clients

• To a lesser extent, firms running dark pools via reduced cost of executing their 
clients orders.

Do crossing networks reduce the quality of price formation?

• No, there is no evidence to suggest that crossing order flow away from lit markets 
is detrimental to those lit markets. 

• The two metrics to monitor this are the average spread between bids and offers 
on lit markets and the proportion of volume executed away from lit markets.

Do dark pools disadvantage retail investors?

• No, retail investors are most impacted by the lit order book bid to offer spread.  
We have not seen evidence to suggest crossing networks have negatively impacted 
spreads.

How can regulation improve transparency?

• It is difficult to accurately track trading on crossing networks as it is amalgamated 
with a lot of lower quality, off-order book trading volume. 

• A robust regulatory framework to help improve the quality of post trade data 
would increase confidence in post trade transparency and alleviate some of the 
misperceptions and concerns regarding crossing networks.
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Deutsche Börse Group, 12 May 2010

The transparency dilemma: Everybody likes transparent 
markets but nobody likes to contribute

INDIVIDUAL CHOICE

Bonds

DARKNESSTRANSPARENCY

Fixed-income derivatives
Equity-linked derivatives

Commodity-linked derivatives
Foreign exchange derivatives

Credit derivatives
Commodity-linked derivatives

Structured credit-linked securities
Other ABS

Price discovery alternatives on fragmented markets

PUBLIC DESIRE

• Every individual likes to know the 
trading intentions of others, and wants 
to know where the current market price 
is

• But nobody likes to display his own 
order to others, due to adverse price 
movement

Description

• Regulator must ensure transparency 
on fragmented markets to protect a 
functioning price discovery mechanism

• Alternative is that individual choice 
drives order executions to dark venues

• Examples for markets with private price 
discovery include bond trading, 
structured credit-linked securities 
(CDO, MBS etc), forex-, credit- (esp. 
CDS) and commodity-linked 
derivatives

• European cash equity trading moving 
into that dark space

Exchange space OTC space

Equities
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Deutsche Börse Group, 12 May 2010

Terminology – what means what?

Regulated trading venue (MiFID):

Regulated Market, Multilateral Trading Facility (MTF), or Systematic Internaliser (SI) –
subject to transparency and other rules (execution, access, surveillance, governance). 

Undisplayed or dark trading systems: 

All trading that happens without pre-trade transparency (before the trade is executed) to the 
public.

Over-the counter (OTC):

Broker-dealer execution of trades away from regulated trading venues. By definition this is 
dark trading (unless systematic internalisation, which is very small).

Broker Crossing Network:

A sub-set of OTC trading that is automated and (according to some observers) very similar 
to MTFs.

Dark pool:

A type of MTF that uses MiFID pre-trade transparency waivers. The trade remains subject 
to all other MTF rules.
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Deutsche Börse Group, 12 May 2010

European equity markets structure 

Note: FESE estimations based on different sources: FESE EEMR, Markit Boat, Thomson Reuters, and reinforced with data from CESR consultation 
paper on Equity Markets (CESR/10-394), i.e. figures for Dark Pools refer to trading under MiFID pre-trade transparency waivers

Trading executed in Europe total year 2009 - % over total trading
(calculations reinforced with data from CESR CP)
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Deutsche Börse Group, 12 May 2010

38%
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Note: EU data refers to year 2009; US data refers to 3rd quarter 2009

EU versus US: Comparison of equity markets structure 
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Deutsche Börse Group, 12 May 2010

OTC trading volume is not only unreliable, but also growing its 
market share relative to lit venues

Source: Bloomberg, Xetra Analysis
* DBAG plus Chi-X, Turquoise, Nasdaq OMX Europe, BATS Europe, NYSE Arca Europe , Equiduct, QuoteMTF
** OTC Volumes; OMX excluded from the graph due to unreliable data quality
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Description

OTC market share relative to lit venues is growing
since beginning 2008

Trades executed in Broker-dealer dark pools are 
not marked as such and therefore are reported 
together with the usual ‘OTC’
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Recommendations for the Own Initiative Report 

• To recommend that EU supervisors enforce MiFID – as written – more consistently 
so that all trading venues – including a big part of the OTC – are captured under the 
current MiFID. This requires a new Level 3 work stream to be launched

• To recommend that the MiFID Review strengthen price discovery and market 
integrity, in particular: 

− Transparency should be safeguarded while accommodating legitimate block 
trading to prevent market impact

− Smaller trades should not be kept dark before or after the execution, no matter 
where they are traded

− All definitions of venues have to be tightened to prevent loopholes

− OTC should not exceed a reasonable level as originally intended by MiFID
(MiFID Recital 53) 

− Post-trade transparency for remaining OTC should be brought to the same 
level of detail, quality and timing as RM and MTF reporting
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Contents

1. Turquoise Dark Pool offerings
2. Usage of dark pool services 
3. Customer experience 
4. Turquoise observations and positions 
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Turquoise MTF dark pool offerings

Service Pre-Trade 
transparency 
waiver

Post –trade 
transparency 

Percentage of 
Turquoise 
trading 
activity

Integrated 
book (Lit and 
Dark)
Hidden orders

Large in Scale Immediate 
publication of 
trade report

0.5%

Mid point 
book

Reference 
price

Immediate 
publication of 
trade report

9.5%
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Usage of dark pool services

•Pool slowly 
growing over time
•Ratio of dark to 
visible has grown, 
but stabilising at 
around 10 % of our 
business
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Customer experience

•Institutional flow (approx 20 
customers)
•Child order not parent 
orders 
•Sellside not buyside  are 
our customers
•Broad geographic spread of 
executions (similar to lit 
market)
•Longer resting duration 
increase execution likelihood
•Anti gaming features used –
MAQ, Limits
•Price improvement 
experience
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Turquoise observations and positions

• Customer Benefits:
•minimise market impact  

•Customer requirement  for immediacy vs size or price improvement
•Immediate post trade transparency =  pre-trade transparency for next 
trade   
•Natural equilibrium around 5-7% of overall (per Rosenblatt studies in the 
US)
• Evidence of harm? 

•spreads narrowed 
•overall value of trading increased 

•Turquoise position - we will continue to develop both our lit and dark 
trading markets

•Lit: improve capacity and reduce latency
•Dark: customer choice of using additional sophisticated functionality

•MTF dark pools rules versus BCNs  
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Questions ? 

 
 
 
 

  
IP/A/ECON/WS/2010-03 33                                                     PE 440.286



Presentation by 
Richard Semark, 

European Client Trading & Execution, UBS Investment Bank, 
London 

 

Broker Crossing Services
Their Place in the European Equity Market

Presentation to European Parliament Workshop on Dark Pools 
and Related Regulatory Questions

Richard Semark – European Client Trading & Execution

STRICTLY CONFIDENTIAL

 
 
 

2

Biography

Richard Semark joined UBS London in June 2004 as a Managing Director responsible 
for UK to UK Sales Trading. He previously worked at AXA Investment Managers and 
UBS Asset Management for 15 years. This experience meant that he was a key part of 
the UBS team responsible for bringing clients the benefit of regulatory change.

Since 2007 Richard has been responsible within European Equities for Execution Client 
Relationships
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Introduction

Why crossing is important to our clients…

♦ Institutional Clients manage Pension Funds, Mutual Funds and other collective investment vehicles on behalf of 

individuals

♦ Typically have large orders relative to average market execution size

♦ They have a Regulatory duty and a commercial imperative to minimise the cost of executing these orders

♦ A variety of techniques are used 

– slicing orders

– crossing with other client orders

♦ Broker Crossing Services (BCS) are an important part of the execution methods available to Institutional Clients 

♦ BCS is a natural evolution of telephone and previously face to face crossing arrangements allowing the broker to use 

their discretion to achieve the best outcome for their clients
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UBS and Non Displayed Liquidity

Our role as a broker

♦ As part of the execution process, we interact with non-displayed liquidity in a variety of ways 

♦ Our sales traders, traders and systems will source liquidity to achieve the execution objectives of the client

♦ Clients will control their access to non-displayed liquidity predominantly via their direct use of our algorithms

♦ This includes access to external venues as well as UBS PIN

What is UBS PIN ?

♦ UBS Price Improvement Network (UBS PIN) is not a single stand alone destination or system, it is our network of 

crossing capabilities, firm-wide

♦ Made up of a series of technologies and processes that allow for the automation of discretionary crossing, as 

mandated by our regulatory obligations

♦ This ensures we optimise crossing opportunities to achieve best execution for all of our clients, crossing where there 

is a benefit to both clients not because we can

The aim is best execution, in line with the specific requirements of our clients’ orders…
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Addressing the Concerns

“Pre – Trade Transparency is essential for efficient price formation…”

– Post trade data is a key component of price formation

– Traders look at price and volume traded and work orders over a period of time

“The optimal market structure is for all orders to be on lit books…”

– Competition is not just about cost of trading, it is also about choice

– Different investors have different trading requirements

– Diversity of execution methods will address these different requirements including choice of trading counterparts

– Avoid paying the spread for no transfer of risk

“BCS should be treated the same as MTFs and RMs…”

– Brokers provide a range of execution methods but all are subject to a regulatory and commercial duty of best execution

– This involves the use of discretion to meet the clients’ order requirements

– Discretion includes timing, price, choice of execution venues, voice broked crossing and automated crossing

– Brokers compete ferociously to win client order flow

“Orders executed in BCS would otherwise trade on lit markets…”

– Most of the orders exposed within BCS would not be shown to the market as clients attempt to minimise market impact 
caused by all market participants being aware of orders

Broker Crossing improves execution…

…by reducing information leakage and trading within the spread
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Positive effect
Whereas before, we’d see reluctance to send orders – thus had “hidden liquidity;”

…we now see a positive impact.

Clients Order

As a result of these new venues and advances in technology…

Sliced into the displayed 
market

Exchange

Exchange

Dark pool

Sliced into the displayed 
market

Sliced into dark pools-

And/or additional accessible 
liquidity

Remaining portion-

Not involved in price formation

Not accessible to anyone 

SOR technology 
ensures an 
efficient market 
place
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Portfolio 
Manager

UBS Sales
Retail 
Client

An example - European crossing technology

Buy-Side 
Trading 

Desk

UBS Salestrader

UBS Trader

Market Venues

Sales ideas & Models

Discretionary Orders

Algo discretion within 
PIN

♦ How much to place

♦ Where to place 
(based on client 
instruction)

♦ When to place

♦ Limit Price

Discretionary Orders

Orders

UBS

Fund 
(Trustee)

Owns shares Contracts with

Orders via FIX, 
Telephone or BBG

FacilitationOrders

UBS PIN – UBS’s crossing network – differs from RMs and MTFs as the broker retains discretion in the 
crossing network over how the order is executed to obtain Best Execution for the client

Portfolio Manager owes best 
execution to the Fund

UBS owes best execution to 
their clients

BEST EXECUTION 
CRUCIAL TO HOW 

AND WHEN 
BROKER 

CROSSING IS 
EXECUTED

BROKER RETAINS 
DISCRETION 

OVER ORDER 
FLOW

UBS Algos

Liquidity & Execution Advice

UBS SOR

UBS PIN
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Development of Dark Liquidity
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Dark Order Books in increasing use, currently at around 2% of Total Order Book Trading…

…with a positive trend in spreads following the financial crisis in late 2008
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Conclusions

Structure
♦ The structure of BCSs should be understood and approved by regulators

♦ Transparency of BCS operation to the Broker’s clients is essential

♦ This transparency should include the disclosure of any bi-lateral “liquidity sharing” agreements

♦ There should be periodic (annual) resubmission of BCS Structure information

Fair Access
♦ In the pursuit of best execution both clients and brokers of clients decide what information they give away in order to get the 

trade done

♦ This trade off is not just about how much information they give but to whom they give it

♦ We have clients who do not want to interact with certain types of flow, or with certain types of market participants.

♦ A variety of different market structures and venues allows us to control our interactions with the market and meet our clients’
needs

Striking the right balance
♦ A 100% dark market cannot operate

♦ A 100% pre-trade transparency rule will drive orders back to the clients desktop, and decrease overall liquidity in the market

♦ As brokers or investors we are constantly changing our techniques to find the best balance between dark and lit interactions to 
achieve best execution

♦ The market structure needs to protect the less sophisticated investor, but at the same time allow for natural market forces to 
drive positive change

♦ Time should be spent understanding the cause of investor appetite for this functionality, as well as on managing the market 
place effect of this demand

Fine tuning is a must, but no need for a major overhaul…
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This presentation has been prepared by UBS Securities LLC (“UBS”) for the exclusive use of the party to whom UBS delivers this presentation (together 
with its subsidiaries and affiliates, the “Client”) using information provided by the Client and other publicly available information. UBS has not 
independently verified the information contained herein, nor does UBS make any representation or warranty, either express or implied, as to the accuracy, 
completeness or reliability of the information contained in this presentation. Any estimates or projections as to events that may occur in the future 
(including projections of revenue, expense, net income and stock performance) are based upon the best judgment of UBS from the information provided 
by the Client and other publicly available information as of the date of this presentation. There is no guarantee that any of these estimates or projections 
will be achieved. Actual results will vary from the projections and such variations may be material. Nothing contained herein is, or shall be relied upon as, a 
promise or representation as to the past or future. UBS expressly disclaims any and all liability relating or resulting from the use of this presentation.

This presentation has been prepared solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or 
related financial instruments. The Client should not construe the contents of this presentation as legal, tax, accounting or investment advice or a 
recommendation. The Client should consult its own counsel, tax and financial advisors as to legal and related matters concerning any transaction 
described herein. This presentation does not purport to be all-inclusive or to contain all of the information that the Client may require. No investment, 
divestment or other financial decisions or actions should be based solely on the information in this presentation.

This presentation has been prepared on a confidential basis solely for the use and benefit of the Client; provided that the Client and any of its employees, 
representatives, or other agents may disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the transaction 
and all materials of any kind (including opinions or other tax analyses) that are provided to the Client relating to such tax treatment and tax structure. 
Distribution of this presentation to any person other than the Client and those persons retained to advise the Client, who agree to maintain the 
confidentiality of this material and be bound by the limitations outlined herein, is unauthorized. This material must not be copied, reproduced, distributed or 
passed to others at any time without the prior written consent of UBS.
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