
SUMMARY AND KEY ISSUES RAISED BY CESR CP ON TRANSPARENCY OF CORPORATE 
BOND, STRUCTURED FINANCE PRODUCTS AND CREDIT DERIVATIVES MARKETS 
 
On 19-12-08 CESR published the above CP which comprises: an Introduction setting out the 
background, objective and scope of the CP; a Part 1 dealing with the transparency of corporate 
bond markets; and a Part 2 covering transparency of structured finance products (SFP) and credit 
derivatives. In addition to general comments, CESR invites stakeholders to respond to the 61 
specific Questions presented by 19-02-09.  
 
INTRODUCTION 
 
In Aug 2007, CESR delivered its Technical Advice to the European Commission (EC) on non-
equity market transparency.  The TA concluded: that there was no evidence of a market failure  
that would warrant regulatory intervention; that the perceived absence of market failures was 
greater for wholesale market participants than other participants (small intermediaries and retail 
investors) who were considered to have limited access to trading info. In the latter case, it was 
noted that greater post-trade transparency could be of some benefit. It was concluded that 
markets should be left to develop their own transparency arrangements, bearing in mind that new 
requirements relating to best exec could drive a further voluntary increase in transparency.  
 
In April 2008, the EC published a Report under MiFID Art 65(1) which concluded that ‘there does 
not seem to be, at this point in time, a need for regulatory intervention at community level in terms 
of expansion of the current transparency provisions of MiFID to financial instruments other than 
shares. Existing national arrangements appear to work satisfactorily’. As regards a potential 
concern of appropriate retail access to market prices of bonds, the EC encouraged ‘all designers 
and implementers of self-regulatory solutions, incl.  ICMA and SIFMA, to consider carefully the 
design parameters so that retail access to realistic and up-to-date prices is broadened and 
deepened to the fullest extent possible consistent with ensuring that liquidity is not impaired’ and 
endeavoured to ‘monitor closely whether the self-regulatory initiatives develop satisfactorily, 
attract adequate adherence and geographical coverage, and are utilized by investors’.   
 
In April 2008, the Financial Stability Forum (FSF) published a report on ‘Enhancing Market and 
Institutional Resilience’. The Report makes recommendations in a number areas incl. enhancing 
transparency and valuation. With respect to post-trade transparency the FSF requests regulators 
to work with market participants ‘to study the scope to set up a comprehensive system for post-
trade transparency of the prices and volumes traded in secondary markets for credit instruments’.  
 
In light of the above, CESR considers it opportune and timely to review whether the conclusions 
in its Aug 2007 TA remain robust. CESR views trade transparency as an essential element of 
efficient and well-functioning securities markets, but is conscious that it is only one of the tools 
contributing to this goal and that transparency plays a different role in relation to different financial 
instruments and markets. As a consequence, the characteristics of the respective instruments 
and markets have to be taken into account when deciding on an appropriate level of 
transparency. This is reflected in the division of the CP into Part 1 dealing with transparency of 
corporate bond markets and Part 2 with transparency of SFP and credit derivatives.  
 
PART 1: CORPORATE BONDS 
 
Section 1: Objective and Scope of Part 1  
 
The objective is to review whether CESR’s conclusions in Aug 2007on trade transparency in 
bond markets remain appropriate in light of the market turmoil. Part I concentrates on corporate. 
bonds, focusing on post trade transparency and covering retail as well as wholesale markets.  
 
Section 2: Evidence of whether market failures and/or a lack of post-trade information 
have come to light during financial market turmoil.  



 
The CP examines four aspects of corporate bond market (liquidity, bid-offer spreads, relation 
between CDS and corporate bond market and valuations). The CP note that: liquidity has 
severely contracted with impacts on the availability of post-trade information; bid-offer spreads 
have widened and market depth substantially reduced; investors across the board experienced a 
lack of post-trade information; and the inter-relationship between the cash and CDS market is 
operating in a way which may hamper price discovery in the cash market.  
 
On this basis CESR concludes that it would be useful to consider whether the introduction of 
greater post-trade transparency would help to restore market liquidity going forward (both in times 
of crisis and in normal trading conditions) and help address wider issues brought to light during 
the crisis such as those relating to accurate valuations. To this end, the CP requests market 
participants respond to Q1-Q12 which in terms of market liquidity, bid/offer spreads, 
CDS/corporate bonds relations and valuations asks for views on the causes and/or significance of 
the observed impact and whether this might be alleviated by additional post trade transparency.  
 
Section 3: Potential benefits and drawbacks arising from greater post-trade transparency.  
 
The CP sums up the potential benefits of greater post-trade transparency in terms of: a) efficiency 
of the price discovery process, access to information and reduction in transaction costs; c) 
compliance with regulatory requirements (such as best exec) and investor protection; d) 
corporate bond valuations and e) impact on bond indices, while acknowledging that potential 
negative impact on b) the provision of liquidity. Market participants are asked in Q13-Q14 whether 
they agree with the CESR analysis of the potential drawbacks and benefits. 
   
Section 4: Experience in the US Market: the TRACE system.  
 
In terms of market liquidity, bond valuation, institutional and retail bond trading, market 
information and efficiency, the CP analyses the impact of TRACE on bond trading in the US and 
the effects of TRACE on the market during the crisis. The benefits and drawbacks of TRACE as 
set out in academic research and opinions from EU market participants and the impact of TRACE 
on the US market are discussed, followed by remarks about the resilience of TRACE during the 
crisis and the differences between US and EU markets and transparency regimes.  
 
On this basis, the CP concludes that although the introduction of a regime for post-trade 
transparency of corporate bonds in Europe could have benefits in terms of a trading cost 
reduction, particularly for retail customers and potentially small buy-side investors, this reduction 
would probably not be as great as in the US market because the bid/ask spreads are already 
tighter in the EU (although it seems that with the crisis, the spread gap between the US and EU 
corporate bond markets is less obvious than before). However, the CP notes that the introduction 
of post-trade transparency would also serve other purposes than the reduction of transaction 
costs. The consideration to adopt a corporate bond market transparency regime therefore has to 
carefully take into account the differences of the markets, the differences in regulation as well as 
the costs and benefits associated, bearing in mind recent events and actual experiences at US 
and EU level in this area.  
 
Market participants are asked in Q15-Q17 about their experiences of TRACE, other benefits and 
costs of introducing a TRACE-like regime in EU, and whether the greater volume declines for 
Rule 144a securities cf. securities covered by TRACE are due to a lack of post-trade info.  
 
Section 5: Market-led Initiatives designed to improve transparency.  
 
The CP summarises the two industry initiatives designed to improve post-trade transparency in 
the retail bond markets: the ICMA Standard of Good Practice and its data reporting/publication 
service and the SIFMA educational and price info website ‘www.investinginbondsEurope.org’. 
CESR concludes that self-regulatory solutions have so far focused on transparency which is 



characterised by: aggregated data instead of info on a trade-by-trade basis; the provision of info 
on prices/quotes on an aggregated and delayed basis and, in the case of ICMA, the publication of 
information on volumes with a significant delay; and limited coverage in terms of issues and 
transactions covered and institutions which provide trading info to be published. The CP 
concludes that of the two market-led initiatives, ICMA’s service is more focused on providing 
post-trade transparency information. CESR considers that the services provided by the industry 
should be enhanced in terms of content and timing of information provided to the public.  
 
Market participants are asked in Q18-Q19 to provide information on their experience in terms of 
timing, content and access to information of the two market-led solutions and to provide 
comments on the characteristics that market-led initiatives should have. 
 
Section 6: Trade information currently available in Member States. 
 
The CP summarises the trade info currently available. For non-equity instruments admitted to 
trading on a regulated market, market operators are in many Member States required to set up a 
transparency regime to ensure fair and orderly trading. For transactions in non-equity 
instruments, the market operator often publishes or discloses to market participants some info  
about prices and quantities within a time period suited to the traded instrument, the method of 
trading and the amount of the transaction. A similar approach applies to trading on MTFs. 
 
However, there are no similar transparency requirements for non-equity financial instruments 
either admitted to trading on a regulated market or an MTF but traded outside those platforms or 
for financial instruments not admitted to trading on a regulated market or an MTF. The only 
exceptions are Member States (i.e. Italy) that have exercised the option under MiFID Recital 46 to 
extend transparency requirements to bond markets. The Italian transparency regime on non-
equity instruments is characterised as a ‘flexible’ approach which does not prescribe specific 
transparency requirements for trading venues in terms of the timing and content of the info to be 
made available to the public.   
 
Section 7: Conclusions and Recommendations.  
 
CESR has observed possible market failures in four areas: market liquidity, bid-offer spreads, the 
use of the CDS market as a proxy for bond prices, and the valuation of portfolios. CESR does not 
view insufficient post-trade transparency as the key reason behind such market failures and does 
not believe that additional post-trade transparency would address the problems experienced in 
the corporate bond market as a singular measure.  
 
However, CESR believes that there would be value for market participants in receiving access to 
greater post-trade info. CESR notes that it is willing to explore with market participants whether 
additional post-trade transparency could play a role in supporting a return to more normal market 
conditions in the corporate bond markets and be of value thereafter. CESR therefore asks market 
participants whether they share this view and whether they consider that an approach which 
distinguishes between the needs of participants active in the wholesale market from those active 
in retail market might be appropriate.  
 
Market participants are in the context of Q20-Q29 asked to provide views on:  Whether additional 
post-trade info on prices could help restore market confidence and liquidity; Whether and how a 
differentiation should be made between wholesale and retail markets; The benefits and costs of a 
harmonised pan-EU transparency regime; Whether transparency requirements could help 
address wider issues such as the reduced reliability of the CDS market as a proxy for cash 
market values; Whether the most cost-effective way of delivering additional transparency is an 
industry-led solution or mandatory regulatory post-trade transparency requirements; and The key 
components of a post-trade transparency framework for corporate bonds.  
 
PART 2: STRUCTURED FINANCE PRODUCTS (SFP) AND CREDIT DERIVATIVES  



 
Section 1: Objective and Scope 
 
Objective is to consider whether increased post-trade transparency in the markets for SFPs and 
Credit Derivatives would be appropriate in light of market turmoil. The CP concentrates on post-
trade transparency of markets for ABS (incl. RMBS and CMBS) CDO, APCP and CDS.  
 
Section 2: Background 
 
The CP notes that the market turmoil highlighted a number of shortcomings relating to SFP: risk 
exposures, valuations of structured products and off-balance sheet vehicles proved to be opaque 
and very diverse in terms of scope and detail. Also at the instrument level, the info provided to the 
market by institutions involved in the securitisation process proved relatively poor, especially in 
relation to nature and quality of underlying asset pools. This lack of transparency both on 
exposures to instruments and at the level of the instrument itself contributed to the loss of market 
confidence which in turn contributes to disruption in various segments of the financial markets. 
Complexity and opacity in the instruments also led to an over-reliance on ratings and CRAs.  
 

Section 3: Description of markets for SFP and Credit Derivatives  
 
The main characteristics of the SFP and CDS markets are described as a basis for analyzing 
whether a post-trade transparency regime could be envisaged for these products types. The 
following info is thus provided: the main characteristics of SFPs (e.g. structure, tranching, cash-
flows, different product types, role of indices); the market for SFPs (e.g. size of the overall market 
and by product type, admittance to trading on a regulated market, degree of secondary trading); 
the key players involved in the market for SFPs; and the sources of information available to 
market participants and the public.  
 
Section 4: Key issues arising from crisis for SFPs and Credit Derivatives  
 
CESR notes that multiple factors relating SFP and Credit Derivatives have contributed to and/or 
intensified the crisis: weaknesses in risk mgt practices; lack of product and secondary market 
transparency; valuation weaknesses/difficulties; overreliance on CRAs; weaknesses in the OTD 
model; and vulnerabilities to disruptions in market liquidity.  
 
CESR concludes that there has been a market failure in the securitized markets and although the 
problems in CDS markets have been of slightly different nature the deterioration of assets 
underlying the reference obligations and the increasing concerns over counterparty risk have led 
to widespread concerns about underlying exposures. Whilst the limited degree of secondary 
trading transparency is generally not considered to be a leading cause of the market failure in 
securitised markets, section 6 explains the role that post-trade transparency could play in 
restoring confidence in markets and protecting investors. Against this background, CESR notes 
that it would be relevant to conduct further analysis on the existence of market failures in the 
markets for SFP possibly regarding ‘info asymmetry’ or ‘externalities’.  
 
Section 5: Key initiatives addressing issues arising from market turmoil 
 
The CP summarises the initiatives of particular relevance or otherwise related to post-trade 
transparency of SFP and credit derivatives: Among the industry initiatives, the CP thus mentions 
the EU industry 10 initiatives to increase transparency in the securitisation market and the Joint 
Global initiative to restore confidence in the securitisation and structured credit markets. The CP 
also summarises the EC’s proposal to revise the CRD to reinforce financial stability, reduce risk 
exposure and improve the supervision of the x-border business of banks. The CRD proposal also 
includes tighter rules regarding the risk mgt for securitised products obliging originators to retain 
some risk exposures to these securities and investors to conduct a proper due diligence before 
entering into the investment. The CP also mentions the EC’s adoption of a Regulation changing 



accounting standards to mitigate the consequences of the turmoil by allowing companies to 
reclassify assets held-for-trading into the held-to-maturity category, and the EC’s proposal for a 
Regulation with a new regulatory framework for CRAs. Regarding credit derivatives, the CP 
mentions the recent establishment of a ‘WG on Derivatives’ which should provide a detailed plan 
to establish one or more CCP-clearing solutions for CDS. This work will also consider some of the 
issues relating to the transparency of CDS market and in particular concerns about the lack of 
info on firm specific exposures. Taking up the call for more centralised availability of info about 
listed ABS, the Irish Stock Exchange has launched a new transparency service to enhance info 
on ABS listed on ISE.  
 
Section 6: Role of post-trade transparency in securitised and credit derivatives markets  
 
The CP gives an overview of the market price info sources currently available on a commercial 
basis for participants in the ABS, CDO, ABCP and CDS markets. On this basis, the Q30-Q31 ask 
market participants whether the CESR analysis corresponds with their practical experience and 
whether other sources of information are available for pricing and valuation purposes.   
    

Section 7: Conclusions.  
 
Although insufficient post-trade transparency may not have been the key reason behind the 
market turmoil and additional post-trade transparency would not be able to solve the different 
problems experienced in the structured finance market as a singular measure, CESR is of the 
opinion that post-trade information plays a role also in these markets. However, the appropriate 
level of transparency should be calibrated taking into account the relevant instruments, their 
trading methods and the participants active in the markets for these instruments.  
 
On this basis CESR invites market participant views on any specific technical, market impact or 
efficiency reasons that might limit the introduction of a post-trade transparency framework also for 
these instruments. Consequently, CESR puts forward a number of questions (Q32-Q61) in order 
to further develop its conclusions on the extent to which post-trade info plays a role to support 
price formation, reinforce valuation practices and provide supplementary information about the 
scale of credit risk transfers for ABS, CDO, ABCP and CDS in Europe’s secondary markets. 
 
KEY ISSUES 
 
For corporate bonds, could additional transparency support a return to and maintenance 
of more normal market conditions? CESR does not regard insufficient post-trade transparency 
as the key reason for the problems of the corporate bond market and does not believe that 
additional post-trade transparency would solve these problems as a singular measure. However, 
CESR believes that there would be value for market participants in receiving access to greater 
post-trade info and therefore wants to explore with market participants whether additional post-
trade transparency which possibly differentiates between wholesale and retail markets could help 
support a return to and maintenance of more normal market conditions. In this context CESR 
considers that market-led solutions could still be appropriate if they can deliver an adequate level 
of post-trade transparency in a timely manner and are subject to close external monitoring.  
 
What role could additional transparency play in structured finance and credit derivatives 
markets? CESR notes that insufficient post-trade transparency may not have been the key 
reason behind the market turmoil and that additional post-trade transparency would not be able to 
solve the different problems experienced in the structured finance markets as a singular measure. 
However, CESR believes that post-trade info does play a role in these markets and wants to 
explore with market participants the extent to which post-trade info helps support price formation, 
reinforce valuation practices and provide supplementary info about the scale of credit risk 
transfers for ABS, CDO, ABCP and CDS in Europe’s secondary markets. 


