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August 16, 2011      

BY ELECTRONIC MAIL  
 
Mr. Werner Bijkerk 
International Organization of Securities Commissions (IOSCO) 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
 Re: Public Comment on Consultation Report: Regulatory Issues Raised by the Impact  
  of Technological Changes on Market Integrity and Efficiency  
 
Dear Mr. Bijkerk: 
 
 The Securities Industry and Financial Markets Association (“SIFMA”)1 welcomes the 
opportunity to comment on the Consultation Report regarding Regulatory Issues Raised by the 
Impact of Technological Changes on Market Integrity and Efficiency of the Technical 
Committee (the “Committee”) of the International Organization of Securities Commissions 
(“IOSCO”).2  We appreciate the timeliness of the Committee’s review of issues raised by the 
impact of technological changes on market integrity and efficiency, and are pleased to comment 
on the 14 questions set forth in the Report.  In this regard, in response to various market structure 
rule proposals and concept releases published by the U.S. Securities and Exchange Commission 
(the “SEC”), SIFMA has commented on many of the same, or similar, issues, and has included 
copies of those letters for your reference.3        

                                                 
1  SIFMA brings together the shared interests of hundreds of securities firms, banks and asset managers.  
SIFMA’s mission is to support a strong financial industry, investor opportunity, capital formation, job creation and 
economic growth, while building trust and confidence in the financial markets.  SIFMA, with offices in New York 
and Washington, DC, is the U.S. regional member of the Global Financial Markets Association (“GFMA”).  For 
more information, visit www.sifma.org.  
 
2  Regulatory Issues Raised by the Impact of Technological Changes on Market Integrity and Efficiency, 
Consultation Report, Technical Committee of the IOSCO (July 2011) (the “Report”), available at 
http://www.iosco.org/library/pubdocs/pdf/IOSCOPD354.pdf. 
 
3  In particular, in response to requests for comment by the SEC, SIFMA has commented on a number of 
issues that address the 14 questions set forth in the Report.  See Letter from Ann Vlcek, Managing Director and 
Associate General Counsel, SIFMA, to Elizabeth Murphy, Secretary, SEC (Apr. 16, 2010) (SIFMA’s comments on 
the SEC’s proposal to adopt a rule requiring risk management tools for broker-dealers with market access);  
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Technology has led to dramatic improvements in information processing and 

communications and facilitated the development of new trading strategies, such as high 
frequency trading (“HFT”).  We believe that these and other changes that have occurred in the 
markets cannot be universally characterized as favorable or unfavorable market developments.  
Rather, these technological developments are complex in nature.  On the one hand, they 
represent certain advancements for investors and the markets.  Yet, on the other hand, for 
regulators, these developments may present issues in terms of achieving certain stated goals.  
Hence, the challenge is to recognize and realize the benefits offered by these developments while 
working carefully to address any associated, valid regulatory concerns. 
  
 The Report also notes that IOSCO has been examining the role of HFT in the markets.  In 
this regard, when considering the various practices and tools often utilized in HFT, it is 
important to keep in mind that HFT is a type of trading, not a type of trader.  Not all market 
participants engage in HFT, and not all market participants that are generally categorized as 
“high frequency traders” actually employ HFT strategies.  Therefore, in order to achieve the 
objectives of the regulatory initiatives without unintended consequences, any regulatory 
initiatives designed to address HFT should be targeted to the type of activity, rather than to the 
type of market participant.  SIFMA also believes that HFT provides significant liquidity to all 
investors, including long-term investors.  It is estimated that HFT accounts for 50% or more of 
the volume in the U.S. equity markets.4  Hence, to the extent that HFT orders establish or 
supplement the national best bid and offer (the “NBBO”), they not only facilitate the trading 
objectives of HFT traders, but also serve as a reference point for executions by other market 
participants.  In addition, SIFMA believes that certain strategies associated with HFT that 
involve arbitrage of related financial instruments may help keep prices in line by identifying and 
capitalizing on disparities between such instruments in different markets.        
 

                                                                                                                                                             
Letter from Ann Vlcek, Managing Director and Associate General Counsel, SIFMA, to Elizabeth Murphy, 
Secretary, SEC (Apr. 29, 2010) (SIFMA’s comments on the SEC’s concept release on the market structure of the 
U.S. securities market) (“SIFMA Comments on Equity Market Structure Concept Release”); 
Letter from Ann Vlcek, Managing Director and Associate General Counsel, SIFMA, to Elizabeth Murphy, 
Secretary, SEC (June 25, 2010) (SIFMA’s comments on issues raised during the SEC’s Market Structure 
Roundtable); Letter from James T. McHale, Managing Director and Associate General Counsel, SIFMA, to 
Elizabeth Murphy, Secretary, SEC (Aug. 17, 2010) (SIFMA’s comments on the SEC’s proposal to established a 
consolidated audit trail”) (“SIFMA Comments on Consolidated Audit Trail”); Letter from Ann Vlcek, Managing 
Director and Associate General Counsel, SIFMA, to Elizabeth Murphy, Secretary, SEC (Mar. 21, 2011) (SIFMA’s 
comments on the recommendations of the Joint CFTC-SEC Advisory Committee on Emerging Regulatory Issues); 
Letter from Ann Vlcek, Managing Director and Associate General Counsel, SIFMA, to Elizabeth Murphy, 
Secretary, SEC (June 22, 2011) (SIFMA’s comments on the limit-up/limit-down proposal by various self-regulatory 
organizations (“SROs”)) (“SIFMA Comments on the Plan”).  Copies of each letter are attached as Exhibits A 
through F, respectively. 
 
4  See Concept Release on Equity Market Structure, Securities Exchange Act of 1934 (the “Exchange Act”) 
Rel. No. 61358 (Jan. 14, 2010), 75 Fed. Reg. 3594, 3606 (Jan. 21, 2010) (citing Jonathan Spicer and Herbert Lash, 
Who’s Afraid of High-Frequency Trading?, Reuters.com, December 2, 2009 (available at 
http://www.reuters.com/article/idUSN173583920091202)). 



 
Mr. Werner Bijkerk 
August 16, 2011  
Page 3  

 
 

 
  

 However, as HFT has increased, issues have arisen regarding the fairness of HFT and 
whether such trading imposes an unreasonable amount of systemic risk on the equity markets.  As 
discussed below, SIFMA believes there is a need for more disclosure about HFT and related issues.5 
Such disclosure not only would provide market participants with more information related to 
important market practices, but also would facilitate the efforts of regulators to appropriately regulate 
the markets.  Similarly, we support the enhancement of risk controls related to market access, 
including HFT. 
 
 Our views on these and other issues are further described below in response to the 
questions asked in the Report. 

I. Specific Questions  

A. Question 1:  What impact have the technological developments in the 
markets in recent years had on your own trading?  Has it encouraged, 
discouraged or had no impact on your willingness to participate on the lit 
markets, and how does this differ between asset classes and/or instruments?  

 As described in our comments on the Committee’s report on issues raised by dark 
liquidity,6 we believe that technological developments have led to a number of benefits to the 
market.  As a general matter, these benefits to the market have increased the willingness of 
SIFMA members to participate in the market.  Notwithstanding general benefits to the market, 
certain changes have increased the challenges associated with executing orders, and large orders 
in particular.  For example, decimalization of the U.S. markets narrowed spreads, but also has 
resulted in reduced size of displayed quotations, making it more difficult to execute larger orders.  
This, in turn, has led to the increased use of algorithms to handle large orders and the need for 
undisplayed liquidity pools.  SIFMA believes that U.S. markets remain healthy, in part because 
of the availability of undisplayed liquidity.  For example, a recent working paper on the impact 
of dark pools on U.S. market quality concludes that “a higher amount of dark pool activity is 
associated with lower quoted and effective spreads, lower price impacts, and lower short-term 
volatility.  In other words, more dark pool activity is generally associated with higher market 
quality.”7  
  

The conclusions of this research are borne out by our experience in the U.S. markets, 
such as the prevalence of very narrow spreads in national market stocks, indicating that effective 
and efficient price discovery is occurring in the public markets, as well as reduced transaction 
                                                 
5  While SIFMA supports enhanced disclosure about HFT and related issues, SIFMA does not support 
disclosure which may be harmful to or otherwise disadvantage participants or the market, such as disclosing the 
identity of HFT traders or strategies to the general public.   
 
6  See Letter from Christian Krohn, Managing Director, Association for Financial Markets in Europe & Ann 
Vlcek, Managing Director, SIFMA, to Werner Bijkerk, Senior Policy Advisor, IOSCO (Feb. 1, 2011).  A copy of 
the letter is enclosed as Exhibit G. 
 
7  See Sabrina Buti, Barbara Rindi and Ingrid M. Werner, Diving into Dark Pools, Fisher College of Business 
Working Paper, available at http://fisher.osu.edu/supplements/10/9860/201010.pdf. 
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costs, faster execution speeds, ample liquidity and more opportunities for price/size 
improvement.  In addition, by protecting the top of book of U.S. trading centers, the SEC’s Order 
Protection Rule (Regulation NMS Rule 611), which prohibits trade-throughs, is an effective 
supplement to the duty of best execution in policing execution quality.  Studies also indicate 
there have been improvements in depth of book display beyond the NBBO.8   

 
B. Question 2:  What are your views on the suggestion that proprietary trading 

firms (including HFT firms) that are not currently subject to 
registration/authorization by a regulator should be required to obtain such a 
registration/authorization?  Are there specific regulatory requirements you 
believe such firms should face?  To what extent do your answers differ if the 
proprietary trading firm accesses the market as the customer of an 
intermediary firm through DEA (i.e. under that intermediary’s trading 
rules/codes) rather than as a direct member of the market itself? 

 Proprietary trading firms that directly access exchanges should be regulated entities.  
However, if firms utilize the memberships of other regulated entities to access the markets, there 
is no reason for those firms to be directly regulated.  The firm providing the market access 
should maintain appropriate controls regarding the orders that it directs to the market.  As 
discussed more fully below, the SEC recently adopted Rule 15c3-5, which effectively bans direct 
market access by non-regulated entities. 

 In the U.S., market participants may access the markets directly or through 
intermediaries.  SIFMA believes that the ability of firms to select the best way in which to 
conduct their businesses is important to market liquidity and competition.  As mentioned above, 
the SEC recently adopted Rule 15c3-5, which requires broker-dealers that access or provide 
access to trade directly on an exchange or an alternative trading system (“ATS”) to implement 
risk management controls and supervisory procedures reasonably designed to manage the 
financial, regulatory, and other risks of this business activity.9  In particular, Rule 15c3-5 
requires broker-dealers that provide sponsored or direct market access10 to customers or other 
persons (as well as the broker-dealers that use market access to submit their own orders to an 

                                                 
8  See Angel, James J., Lawrence E. Harris, Chester S. Spatt, The Economics of Trading in the 21st Century 
(Feb. 23, 2010), 15, available at http://www.knight.com/newsRoom/.  See also Yossi Brandes and Ian Domowitz, 
Investment Technology Group, Inc., Alternative Trading Systems in Europe: Trading Performance by European 
Venues Post-MiFID (May 2010), available at http://www.itg.com/news_events/papers/ITG-Paper-
AlternativeTrading-051910F.pdf (concluding that European dark pools add value to their users by lowering 
transaction costs and reducing slippage). 
 
9  Certain requirements of the rule go into effect on November 30, 2011, including those pertaining to fixed 
income securities, while other requirements of the rule went into effect on July 14, 2011. 
 
10  As commonly understood, “direct market access” is where the customer’s orders flow through the broker-
dealer’s systems before passing into the markets.  Sponsored access is where “the customer’s orders flow directly 
into the markets without first passing through the broker-dealer’s systems.”  See Risk Management Controls for 
Brokers or Dealers with Market Access, Exchange Act. Rel. No. 63241 (Nov. 3, 2010), 75 Fed. Reg. 69792, 69793 
(Nov. 15, 2010).  
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exchange or ATS) to manage the financial, regulatory and other risks of providing such access to 
exchanges and ATSs.  This requirement effectively bans “naked access” in the U.S., an 
arrangement which allowed market participants to enter trades using a broker-dealer’s access to 
an exchange or ATS without going through the broker-dealer’s pre-trade controls.  As a result of 
the new rule, if a proprietary trading firm accesses the market as a customer of an intermediary 
firm, the broker-dealer offering such access must implement risk controls and supervisory 
procedures to supervise the risks of that firm’s business.  Accordingly, because unregistered 
proprietary trading firms that access the market through regulated intermediaries are already 
subject to regulation, any additional regulation would be duplicative and unnecessary. 

C. Question 3:  What recommendations, if any, would you propose to 
strengthen the regulatory requirements around pre- and post-trade risk 
controls? In particular, what measures, if any, do you think regulators 
should introduce that relate specifically to the use of and risks posed by 
algorithmic trading and/or HFT?  

 As a general matter, SIFMA supports pre- and post-trade risk controls on market access.  
As noted above, SEC Rule 15c3-5 requires broker-dealers that access or provide access to trade 
directly on an exchange or an ATS to implement risk management controls and supervisory 
procedures reasonably designed to manage the financial, regulatory, and other risks of this 
business activity.  SIFMA is less familiar with the structure of the many non-U.S. markets, but 
we believe that the recent implementation of Rule 15c3-5 in the U.S. may allow IOSCO to 
observe how the adoption of similar pre-trade controls (along with post-trade surveillance) might 
address regulatory concerns abroad, including any issues presented by HFT.  As noted, SIFMA 
also believes that more disclosure about HFT may be appropriate.11 
 

D. Question 4:  To what extent do you believe the use of trading control 
mechanisms such as circuit breakers and limit-up/limit-down systems by 
trading venues should be mandated?  If you believe they should be 
mandated, should venue operators be permitted to design their own controls 
or should they be harmonized/coordinated across venues (including between 
interrelated instruments such as a derivative and its underlying)?  

 SIFMA believes that trading mechanisms such as circuit breakers and limit-up/limit-
down systems are critical to maintaining efficient, fair and orderly markets during times of 
extraordinary market volatility.  In the U.S., various SROs have issued a plan to implement a 
limit-up/limit-down system (the “Plan”).12  In particular, the Plan would implement a limit-
up/limit-down mechanism to prevent trades in NMS stocks from occurring outside of specific 
                                                 
11  See SIFMA Comments on Equity Market Structure Concept Release at 6.  However, SIFMA does not 
support disclosure which may be harmful to or otherwise disadvantage participants or the market, such as disclosing 
the identity of HFT traders or strategies to the general public.   
 
12  See Plan to Address Extraordinary Market Volatility Submitted to the SEC Pursuant to Rule 608 of 
Regulation NMS under the Exchange Act, Exchange Act Rel. No. 64547 (May 25, 2011), 76 Fed. Reg. 31647 (June 
1, 2011). 
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trading price bands, as well as trading pauses to address more fundamental liquidity events in 
NMS stocks.  SIFMA generally supports the Plan.  In particular, SIFMA believes that limit-
up/limit-down mechanisms should help to prevent extreme price swings and stock price 
dislocations that are caused by oversized marketable orders sweeping displayed liquidity to price 
levels not reasonably related to the value of the security.13  SIFMA also believes that such 
mechanisms should significantly help to reduce clearly erroneous, “busted,” and adjusted trades.  
SIFMA’s comments recommending certain improvements to strengthen the Plan are attached as 
Exhibit F.  For example, SIFMA believes that certain transactions should be excluded from the 
Plan, and also that the applicability of the Plan at the open and close of the markets should be 
carefully analyzed to determine feasibility, given the operational difficulties of administering the 
Plan at those times.14   

 
E. Question 5:  To what extent do you believe market maker schemes offered by 

trading venues should be subject to mandatory minimum criteria?  Should 
the criteria be determined by the trading venue alone?  To what extent do 
you agree with the suggestion that the use of stub quotes should be 
prohibited?  

 SIFMA supports the elimination of stub quotes, and also obligations requiring market 
makers to quote within a reasonable range based on the NBBO.  However, any further 
obligations imposed upon market makers need to be accompanied by adequate incentives that 
encourage market makers to continue to provide liquidity to the marketplace, or such obligations 
could do more harm than good.  If obligations are set too high, without supporting incentives, 
such changes could reduce liquidity in the market.  

F. Question 6:  Do you have suggestions for improvements to regulators’ 
surveillance capabilities with respect to the markets and modern trading 
techniques?  Please elaborate.    

 Who should bear the cost of investing in such capabilities and the cost of 
 operating and supervising the markets in order to ensure fairness among 
 market participants?  Please elaborate.   

 SIFMA appreciates the importance of ensuring that regulators have access to appropriate 
surveillance tools.  However, we believe that careful consideration should be given to the cost-
benefit analysis of such initiatives to ensure that regulatory goals are met as efficiently as 
possible.   
 
  
 

                                                 
13  See SIFMA Comments on the Plan at 2.   
 
14  Id. at 4, 8. 
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For example, in the U.S., the SEC recently adopted a rule requiring large traders to obtain 
a unique identifier that will facilitate the ability of regulators to more readily identify their 
trading when requesting information from broker-dealers.15  In addition, the SEC has proposed 
the creation of a consolidated audit trail for NMS securities to allow the SEC and SROs to more 
effectively regulate trading activities across markets and market participants.16  We support the 
creation of a consolidated audit trail in concept because we believe it would significantly 
enhance the ability of the SEC and SROs to meet their monitoring, enforcement, and other 
regulatory obligations under the federal securities laws.  In addition, we believe the consolidated 
audit trail initiative presents an opportunity to eliminate inefficient and redundant individual 
SRO reporting systems in place today.17  However, while SIFMA supports this initiative in 
theory, we believe that the consolidated audit trail as proposed by the SEC is overly ambitious 
and that there are other approaches that would be just as effective in reaching the SEC’s goals, 
with a substantially lesser burden and cost to the industry and, ultimately, all investors and which 
could be implemented much more quickly.18 
  
 As proposed by the SEC, the consolidated audit trail is overly broad in scope and would 
impose enormous costs on SROs and broker-dealers.  The real-time reporting requirement alone 
would be extremely expensive to implement and maintain, and the SEC has not clearly 
articulated what regulatory benefits would be derived from having this broad set of data elements 
available on a real-time basis.19  Indeed, SIFMA continues to question the need for real-time 
reporting of the entire set of data elements set forth in the SEC’s proposal, and believes that 
reporting on a “T + 1” (or, in some cases, later) basis should satisfy the SEC’s stated regulatory 
objectives more efficiently.20  In this regard, SIFMA believes the SEC should build upon an 
existing audit trail, such as the Financial Industry Regulatory Authority’s (“FINRA”) Order 
Audit Trail System (“OATS”), rather than create an entirely new system.  In sum, SIFMA 
                                                 
15  See Large Trader Reporting, Exchange Act Rel. No. 64976 (July 27, 2011), 76 Fed. Reg. 46,960 (Aug. 3, 
2011). 
 
16  See Consolidated Audit Trail, Exchange Act Rel. No. 62174 (May 26, 2010), 75 Fed. Reg. 32,556 (June 8, 
2010) (the “Consolidated Audit Trail Proposal.”)   
 
17  See generally SIFMA Comments on Consolidated Audit Trail. 
 
18  Id. 
 
19  We note that the substantial costs to create and operate a consolidated audit trail system would be difficult 
for SROs to fund.  In particular, the SEC estimates that the consolidated audit trail system would cost $4 billion to 
implement and $1.7 billion in annual operating costs.  Although SIFMA believes that the SEC’s estimate of 
operating costs is too low, these costs would be difficult for SROs to fund because of their uneven revenue sources 
and their limited ability to impose fees on members.  If the SEC maintains that the SROs must pay to construct and 
maintain the consolidated audit trail system, SIFMA believes that the SEC may be forced to raise or eliminate the 
caps it has on transaction fees on exchanges in order to give the SROs more flexibility to obtain money to fund the 
new system.  Id. at 22.  
 
20  See Letter from James T. McHale, Managing Director and Associate General Counsel, SIFMA, to David 
Shillman, Associate Director, Division of Trading and Markets, SEC (Jan. 12, 2011) (SIFMA “drop copy” 
counterproposal).  A copy of this letter is attached as Exhibit H.  We note in this proposal that, if the SEC ultimately 
requires reporting of certain data elements in real-time or near real-time, such data should be limited to reporting of 
“key business events,” as defined in the counterproposal.   
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believes that the overall costs associated with the proposed consolidated audit trail could be 
significantly reduced, without undermining the regulatory goals of the initiative, by limiting the 
data required to be produced under the consolidated audit trail and by permitting broker-dealers 
to report on a T + 1 or later basis.  This would benefit not only the broker-dealer industry, but all 
investors in NMS securities to whom such costs inevitably will be passed down. 

G. Question 7:  What do you perceive as the major causes of settlement 
indiscipline and settlement failures?  What steps, if any, do you believe 
regulators should take to address these causes?  

 SIFMA is not aware of significant issues with securities settlement in the U.S. that would 
merit additional measures by regulators. 

H. Question 8:  Have the appropriate steps been taken to limit or manage 
conflicts of interest that arise where an investment firm simultaneously 
conducts client-serving activities and proprietary trading or a trading 
participant is also a shareholder in a venue on which it trades?  If you believe 
conflicts management is inadequate, please explain how this manifests itself 
and any recommendation you have for how conflicts management could be 
improved.  

 Significant steps have been taken by U.S. regulators to limit or manage potential conflicts 
of interest that arise when an investment firm simultaneously conducts client-serving activities 
and proprietary trading, or when a trading participant is a shareholder in a venue on which it 
trades.  First, the SEC and SROs have adopted customer protection rules to ensure that broker-
dealers place the interests of customers before their own.  For example, a broker-dealer that 
accepts and holds an order for an equity security from a customer without immediately executing 
the order is prohibited from trading that security on the same side of the market for its own 
account, at a price that would satisfy the customer order, unless it immediately thereafter 
executes the customer order up to the size and at the same or better price at which it traded for its 
own account.21  Second, SEC rules require the display of certain customer limit orders.22  In 
addition, the SEC requires that for-profit exchanges adopt governance measures to protect their 

                                                 
21  See FINRA Rule 5320.  See also New York Stock Exchange (the “NYSE”) Rule 92, and NYSE’s recent 
rule filing to rescind Rule 92 and adopt a new NYSE Rule 5320, similar to FINRA’s rule (SR-NYSE-2011-43). 
FINRA also has published a concept proposal that would require firms, at or prior to commencing a business 
relationship with a retail customer, to provide a written statement that describes conflicts associated with the 
services it provides to clients, amongst other information.  One of the disclosures proposed to be included in the 
written statement is a disclosure of conflicts that may arise between a firm and its customers and how the firm 
manages such conflicts.  See Disclosure of Services, Conflicts and Duties, FINRA Regulatory Notice 10-54 (Oct. 
2004), available at http://www.finra.org. 
 
22  For example, Rule 604 of Regulation NMS, the Limit Order Display Rule, requires the display of customer 
limit orders by OTC market makers and exchange specialists.  See Exchange Act Rule 604.   
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self-regulatory functions from their business interests.23  At the NYSE, for example, NYSE 
Regulation, Inc., the non-profit entity that is dedicated to strengthening investor protection and 
market integrity, is a separate legal entity from the New York Stock Exchange LLC.24  This 
organizational structure preserves the separation between the NYSE’s business and regulatory 
functions.25  Other exchanges have similarly segregated their business and self-regulatory 
functions.  Lastly, at the SEC’s urging, U.S. exchanges have adopted limits on the ownership and 
voting rights that a broker-dealer member can have when investing in an exchange.26  These 
steps help address conflicts of interest that may exist because of the multiple roles that a broker-
dealer may fulfill. 
 

I. Question 9:  Do you think existing laws and rules on market abuse and 
disorderly trading cover computer generated orders and are relevant in 
today’s market environment?  

 As further explained in the SIFMA Comments on Equity Market Structure Concept 
Release, SIFMA believes that regulators may better serve investors by relying on general 
antifraud rules to prevent market abuse and disorderly trading, rather than attempting to engage 
in line drawing.27  In the U.S., for example, SIFMA believes that existing antifraud rules are 
sufficient to allow securities regulators to address discrete situations in which market participants 
engage in fraudulent or manipulative activity.28  SIFMA also believes that adopting rules that 

                                                 
23  In 2004, the SEC proposed a rule which would require exchanges and associations to establish policies and 
procedures to maintain separation between their regulatory functions and their market operations and other 
commercial interests.  See Fair Administration and Governance of Self-Regulatory Organizations; Disclosure 
and Regulatory Reporting by Self-Regulatory Organizations; Recordkeeping Requirements for 
Self-Regulatory Organizations; Ownership and Voting Limitations for Members of Self-Regulatory 
Organizations; Ownership Reporting Requirements for Members of Self-Regulatory Organizations; 
Listing and Trading of Affiliated Securities by a Self-Regulatory Organization, Exchange Act Rel. No. 50699 (Nov. 
22, 2004) (the “SRO Proposal”).  Although this rule was never adopted, U.S. exchanges have largely adopted its 
requirements.   
 
24  See NYSE Regulation: Investor Protection, http://www.nyse.com/regulation/about/1045516499685.html. 
 
25  Id.  
 
26  In the SRO Proposal, the SEC also proposed to require national securities exchanges and registered 
securities associations to prohibit any member that is a broker or dealer from owning and voting more than 20% of 
the ownership interest in the exchange or the association, or a facility of the exchange or association.  Similar to the 
requirements on the separation of the regulatory and commercial interest of exchanges, this requirement was never 
adopted, but nevertheless has been adopted by U.S. exchanges.  
 
27  See SIFMA Comments on Equity Market Structure Concept Release at 10. 
 
28  For example, FINRA censured and fined Trillium Brokerage Services, LLC $1 million for using an illicit 
HFT strategy, through nine propriety traders, to generate non-bona fide market moving orders to generate selling or 
buying interest in specific stocks.  FINRA brought the action alleging violations of a number of its rules, including 
NASD Rule 2120, which prohibits the use of deceptive, manipulative or other fraudulent devices.  See FINRA 
Sanctions Trillium Brokerage Services, LLC, Director of Trading, Chief Compliance Officer, and Nine Traders for 
$2.26 Million for Illicit Equities Trading Strategy, available at 
http://www.finra.org/Newsroom/NewsReleases/2010/P121951.  Please note, NASD Rule 2120 has been renumbered 
as FINRA Rule 2020. 
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require market participants to provide certain information to regulators regarding HFT strategies 
may be an effective way to help regulators prevent market abuse and disorderly trading activity.   

J. Question 10:  Are there any strategies employed by HFT firms that raise 
particular concerns?  If so, how would you recommend that regulators 
address them?  

 As further explained in the SIFMA Comments on Equity Market Structure Concept 
Release, SIFMA cautions regulators against hastening to categorize HFT trading strategies as 
“beneficial” or “harmful.”29  In the first instance, absent clear fraud or manipulation, we believe 
that engaging in such line drawing on a broad basis is fraught with difficulties.  For example, 
market participants have long been astute to the possibility of other orders in the market that, if 
executed, could have a serious impact on the value of their portfolios.  Thus, strategies designed 
to anticipate the trading of other market participants are not novel concepts, and the ability to 
identify buyers and sellers in the market – absent fraud, manipulation, or a breach of duty – 
should not result in prohibitions on a strategy that aims to make such determinations.  In 
addition, existing trading strategies, whether for HFT or otherwise, will evolve in ways that 
inevitably will outpace regulatory efforts to categorize them, and entirely new trading strategies 
similarly will develop at a rapid pace. 
 
 As noted above, rather than taking a path that will require continuous line drawing, 
SIFMA believes that regulators would better serve investors by: (1) relying on their general 
antifraud authority to address discrete situations in which market participants engage in 
fraudulent or manipulative activity; and (2) adopting rules that would facilitate the provision of 
certain information about HFT strategies to the regulator.  

 
K. Question 11:  Should charges or fees be imposed on messages, cancellations 

or high order-to-trade ratios?  If so, how should the fees or charges be 
determined and on what basis?  

 An accurate, timely, and accessible NBBO is critical for the proper functioning of the 
markets – especially in the fast paced world of electronic trading.  As discussed in our comment 
letter on the SEC Equity Market Structure Concept Release, SIFMA believes that artificial 
minimum duration or delays are inadvisable.  SIFMA believes that imposing charges or fees on 
messages, cancellations, or high order-to-trade ratios raises extremely complex and difficult 
issues.  Any regulatory initiatives in these areas warrant in depth study of the impact that such 
charges or fees would have on the markets.     
 

                                                 
29  See SIFMA Comments on Equity Market Structure Concept Release at 9. 
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L. Question 12:  Should market operators be required to make their co-location 
services available on a fair and non-discriminatory basis?  

 SIFMA believes that co-location facilities should be made available to exchange 
members and other persons using such facilities on fair and reasonable terms and pursuant to 
fees that are equitably allocated among members and other persons using those facilities.30  
Under these circumstances, we do not view co-location arrangements as conferring an unfair 
advantage to firms that use them or as creating a “two-tiered” market.  SIFMA also believes that 
added disclosure about co-location and other market access arrangements would be beneficial to 
market participants.  Such disclosures might describe standard, high speed, co-location or other 
means by which members may access an exchange or ATS, and also provide market participants 
with details regarding the category of market participants that use each means of access, the data 
capacity associated with each arrangement, and the quotation or transaction volume attributable 
to each arrangement.   

M. Question 13:  Should market operators be required to provide testing 
environments to enable participants to stress test their algorithms?  If so, 
what kind of minimum requirements are reasonable?  

 SIFMA generally believes that, in the U.S., exchange testing platforms are sufficient to 
allow for functional testing of algorithms.  Specifically, they are adequate for testing basic 
connectivity, robustness of the communication protocols (e.g., FIX), and validation of order 
parameters.  The creation of a testing platform that would provide testing results similar to those 
that would be achieved when an algorithm is in production would, in our view, be difficult to 
achieve and prohibitively expensive.  Rather, firms should be required to ensure that their order 
placement strategies, via algorithm or otherwise, are subject to appropriate risk controls,   
including pre-trade order acceptance checks.     
 

N. Question 14:  To what extent do you have other comments related to the risks 
to market integrity and efficiency raised by the issues in this report?  

SIFMA appreciates the efforts of the Committee in evaluating the impact that technology 
has had on market integrity and efficiency.  We believe that the integrity of market data 
throughout the various markets of IOSCO participants is an issue that must be considered by the 
Committee and, indeed, is critical to any ultimate findings on market integrity and efficiency.  
Market participants generally, including those engaged in HFT and other algorithmic trading, 
rely on accurate and timely market data for trading, risk management and surveillance purposes.  
Similarly, the availability of valid market data underlies the efforts of securities regulators in 
effectively surveiling the markets, as well as in implementing rules and safeguards to reduce 
excess market volatility, such as exchange circuit breakers, limit-up/limit-down mechanisms, and 
trading pauses.  Therefore, we urge the Committee to consider the quality of market data and, 
where appropriate, ways in which the quality of market data might be enhanced when assessing 
the issues in the Report.    

                                                 
30  See SIFMA Comments on Equity Market Structure Concept Release at 6.  
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* * * * * 
 
 SIFMA appreciates this opportunity to comment on the issues raised in the Report.  If 
you have any comments or questions, please do not hesitate to contact me at 202.962.7300.  
 
       Sincerely, 
 
 
 
       /s/ Ann Vlcek  
 
 
 
       Ann Vlcek 
       Managing Director and  

Associate General Counsel 
       SIFMA 
 
 
cc:  Mary L. Schapiro, Chairman  

U.S. Securities and Exchange Commission   
 

Luis A. Aguilar, Commissioner 
U.S. Securities and Exchange Commission   

  
Troy A. Paredes, Commissioner  
U.S. Securities and Exchange Commission   

 
Elisse B. Walter, Commissioner 
U.S. Securities and Exchange Commission   

 
Robert Cook, Director, Division of Trading and Markets 
U.S. Securities and Exchange Commission   
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