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Introduction
The European Commission (Commission) has proposed to extend public post trade price
transparency requirements to the Fixed Income secondary market under MiFID II. In principle, the
Association for Financial Markets in Europe (AFME) supports increased transparency. However, if an
improperly calibrated transparency framework is introduced, liquidity could be severely damaged.
Therefore, AFME is leading an industry initiative to develop and implement a transparency
framework for the fixed income cash bonds that is both appropriate for the market and provides a
solution for regulators. The framework will include a calibration model and an implementation plan.
It will aim to ensure that transparency is introduced in the market without compromising liquidity.
This note describes the objectives, details and progress of the project.

MiFID II and Post Trade Price Transparency
The Commission’s propose text of 20 October 2011 sets out the principles of the requirements: for all
bonds, the price, volume and time of each transaction must be publicly reported in real time or within
a time delay. Time delays are to be to be determined by the size or type of the transaction. In certain
circumstances, the volume of the trade can be excluded from reporting (Volume Omission). The
Commission has delegated the responsibility of developing the details of the calibration to ESMA.
ESMA will develop its calibration in 2012 and implement the transparency requirement.

AFME Post Trade Price Transparency Project
The project and its objectives
The objective of the AFME post trade transparency project is to develop a calibration framework that
is appropriate for the cash bond market and to ensure that regulators either introduce Level 2 text
that permits the industry approach or do not mandate a specific calibration at all. The key features of
the industry framework for reaching this objective are:







it is being developed using the technical expertise of the sell‐side and the buy‐side;
there is only one model, which covers all asset classes;
empirical data is being used to ensure that the framework is technically robust;
it is dynamic and adapts for changes in market liquidity;
it is easy to understand; and
the framework will be implemented by the industry, giving regulators a practical solution to one of
a number of areas that they have no clear technical approach for.
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Calibration of the model
Over the last eight months, the majority of Member Firms in five AFME divisions (credit, covered
bonds, government bonds, securitisation and high yield) have been developing the model. The
following draft framework has been preliminarily agreed:
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Time delays are determined by the relative liquidity of each bond and size of the transaction. Relative
liquidity is based on monthly volume, monthly number of tickets and the original issue size of the
bond. Also, Volume Omission would apply to larger transactions and less liquid bonds.
Timeline
In December and January, we will be back testing and reviewing and simplifying the model. AFME will
finalise the framework in Q1 2012 and aim to begin implementation in Q2 2012.
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