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This White Paper is part of a series of Equiduct sponsored research papers that aim to 
increase awareness of the impact of MiFID and to assist the financial community in the 
practical implementation of MiFID.  
 
The opinions and views expressed in this White Paper are the personal opinions and views 
of the author. 
 
They do not necessarily represent those of Equiduct. 
 
 
About the author 
 
Andrew Simpson is a management consultant specialising in change management in capital 
markets. He has been working with and advising on the MiFID text since January 2005 
where he was part of the team at the FSA working on key aspects of its technical and 
business impact.  
 
Andrew has 15 years management experience in the City of London and has focused on a 
wide variety of advisory work, change management and operational management during 
that time.  
 
For more information contact Andrew Simpson at andrew@cosonovo.com   
 
 
 
About Equiduct 
 
Equiduct offers the first MiFID compliant, integrated Europe wide single connection for 
trading services and execution. Equiduct facilitates compliance in the post MiFID European 
marketplace by providing a single point of connectivity through its own pan-European 
regulated exchange, and through the provision of white label services to systematic 
internalisers or financial institutions that want to operate their own trading facilities. 
Equiduct’s unique market model addresses the four key requirements of best execution, by 
enabling guaranteed execution at the lowest cost and at the best price in a less than 10 
milliseconds turnaround time 
 
The Equiduct name is a registered trademark of Easdaq NV. 
 
 
 
 
 

This White Paper does not constitute legal advice.   
Specific legal advice should be taken before acting  on any of the topics covered. 
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1 MiFID Transparency 

Over the next few years the European securities landscape is set to witness one of the most 
significant changes in its history; changes that will affect all aspects of securities trading 
from market conduct to information flow. These changes stem from concerns tabled in 1999 
covering the anti-competitive trading environment across Europe and the impact that this 
could have on Europe’s global economic position. The outcome was the Financial Services 
Action Plan (FSAP), endorsed by the Lisbon European Council in March 2000 with the aims 
of reducing barriers and promoting harmonisation. It is a series of 42 regulatory measures, 
some of which have already been delivered, and one of the final, but most critical 
components is the Markets in Financial Instruments Directive (MiFID). 
 
Due to replace the Investment Services Directive in November 2007, MiFID covers many 
aspects of securities trading and it is clear from the outset that one of its main aims is 
increased competition. However, no one part of MiFID is likely to have a greater impact than 
its Transparency obligations. Transparency, and the delivery of pre and post trade data, is 
set to be extended further than ever before, promoting price discovery in often dark areas of 
the liquidity pool and exposing the market to greater scrutiny.  
 
Recital 5 of the Regulation states: 
 

 
 
At present the consolidated tape is created by data vendors receiving price feeds from the 
main Regulated Investment Exchanges (RIEs) such as the London Stock Exchange and 
virt-x but there are many areas such as off-exchange and off-order book or Over The 
Counter (OTC) trades where only limited trade data is available, if it is available at all, in any 
reliable fashion. It is this trading, where orders and trades are often internalised or bilaterally 
negotiated without the flow hitting the market that regulators are concerned about. Clearly 
some large block trades or specific negotiated deals require a level of anonymity but quite 
often this practice is less than well regulated and CESR considers it creates an unfair and 
uncompetitive environment for some dealing houses. Where large volume trades rarely hit 
the market in a timely fashion the reliability of the consolidated tape is brought into question, 
as is the concept of an orderly market. As Europe’s global position grows, building the 
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confidence of market participants is critical and CESR considers MiFID and the 
Transparency obligations to be the regulatory light that will expose those dark pools of 
liquidity that have grown over recent years.  
 
MiFID has a number of components to its Transparency requirements (that lead off to a 
number of dependent impacts such as the impact of unexecuted limit orders on market 
transparency and the challenge of standard formats for trade data feeds) but rather than 
deal with all these this article intends to focus on one critical aspect; that of the formation of 
the list of liquid shares. In order to level the field for market participants across Europe, 
CESR has to first create a solid pan-European equity foundation; a baseline from which to 
measure all other equity activity. The benchmark proposed is the liquid list using individual 
stocks’ market capitalization, turnover and numbers of trades per day to form an average 
value per transaction. Then from this other shares may be judged. 
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2 The list of liquid shares  

The liquid list is created by first taking all shares from each of the 29 European Members 
States and establishing if they are ‘liquid’ as defined by Article 22 of the MiFID Regulation. 
The process requires some formulaic scrutiny, and information being made available by the 
Primary listing venue of each stock. 
 

 
 
This is summarised graphically below, in Figure 1. 
 

  
Figure 1 

 
However, as the analysis progresses across all European equities it very quickly exposes 
the fact that some member states do not have any shares that satisfy the requirements of a 
liquid market. This in itself is considered to be opposed to the MiFID regime and therefore 
Article 22 continues to say: 
 

Traded Daily? 

FF Mkt Cap 
� €500M? 

Average daily number of 
Transactions > 500? 

Average daily Turnover 
> €2M? 

Share is Liquid as 
defined in MiFID 

Yes 

Yes 

Yes 

Yes 
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Once the shares in question have gone through the formula it is then dispatched into a 
Standard Market Size (SMS) classification, as outlined in the table below. 
 

 
 
It must be noted that this table has no upper limit and so where shares have an AVT greater 
than €90,000 a new classification can be created and shares allocated to the relevant SMS. 
 
Another important point to note with regards to the liquid share list is that some shares will 
be below the minimum SMS of €7,500 and at this point they are considered to have an SMS 
equal to RMS  (retail size), as defined by Article 26 
 

 
 
This will be the case for many of the illiquid shares and when compiling the list it is likely that 
many newer and smaller exchanges will carry primary listings of such shares. 
 
In order for CESR to form the liquid list that is to be published on their website each year all 
competent authorities will have to publish the following data on the first trading day of March 
(for shares listed up to the end of the preceding year, unless the share is admitted to trading 
less than 4 weeks prior to the end of that calendar year): 
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CESR will then publish: 
 

  
 

 
This liquid list will then be used as the benchmark for transparency reporting and for 
determining when a share is liquid or not. 
 
MiFID (and CESR) does not make it clear whether this list is, or may become an index in its 
own right and whether it will form the basis for trading analysis in Europe but it is seems 
likely that people may look at it that way. In fact MiFID does comment on the likelihood of 
modifications to the list during the year, outside of the annual publication dates, and so there 
is every possibility that, like the FTSE indices, the ‘Pan-European 600’ (or so) may become 
a benchmark for European equities. Article 22 (6) states: 
 

 
 
And Article 33 (5) says: 
 

 
 
And in Article 34(4) it adds 
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Effectively these three areas of text indicate that the list may change during the year if the 
competent authority so desires. As a result more shares could leave the list than join if 
economic conditions were poor for the year or equally more shares could join than leave as 
relevant economic indicators improve.  
 
However, there is no recommendation from MiFID about the number of shares that could be 
on the list and therefore how much of a high performance league table it would represent. 
So unlike those other European Indices that are limited to a set number of high performing 
stocks (such as FTSE 100, the DAX30, the CAC40 or the OMXS30) the Pan-European list 
may actually increase the number of stocks on the list and potentially devalue its ‘high 
performance’ status. 
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3 Determining the liquid share market 

As mentioned above, the formulation of the liquid market is based on some well defined 
criteria. However, in order to obtain that information ahead of publication by each of the 29 
competent authorities one has to visit the national RIEs. Interestingly finding this information 
is not as easy as one would initially think as when viewing the data available it is in different 
formats, covering different timescales and of varying quality. Some websites have a full set 
of data from market capitalization through to information on numbers of trades whereas 
others only have market capitalization1. This, coupled with the fact that recently it was 
stated2 only 4 member states would be ready for November implementation, it seems likely 
the required market data will not be published in July (as required by MiFID – Article 34 of 
the Regulation). Whether it is even published ahead of November is still yet to be confirmed 
but this data is at the heart of MiFID and as such would fundamentally undermine the new 
execution venues, such as Equiduct and Turquoise that are expected to be trading by then. 
 
Never the less the effort of searching websites yielded some quite interesting results and the 
list is published at Appendix A with a summary graph below highlighting the general trend of 
the 622 shares (this number includes 24 virt-x shares that are listed in Zurich but admitted to 
trading on a UK RM – discussions about the virt-x shares have taken place with FESE and it 
is believed these are likely to be included in the liquid list). 
 
 

 
Figure 2 

 

                                                      
1 The liquid list of shares was created following extensive research carried out throughout January and February 07 by visiting 
every RIE website and collating relevant market data for every share in accordance with the arithmetic requirements of Market 
capitalization, turnover and number of trades. In a few instances some of the websites did not provide all required information 
and so interpolation was used to estimate the missing data. The results of that work are outlined in Appendix A and 
summarised in the graph in Figure 2 – “The Pan-European Liquid Market” 
2 30th January during a MiFID Connect event with CESR secretariat and FSA representatives attending 
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4 Overview Analysis 

Once the data is gathered and examined in detail some very interesting results can be 
outlined. 

4.1 The Extremities 

The liquid list, by its nature should be the group of most liquid shares across Europe but 
in fact, after this first assessment, 2 areas stand out as being very far from that. First at 
the RMS end there are about 13 of the 29 member states who are likely to have the 
minimum entitlement of 5 stocks present because all stocks in their market are rarely 
traded (often less than 100 times per day). Compare this with London that has 141 
stocks (25% of the total) each on average with about 10 or 100 times the market cap of 
those stocks of say Tallinn, Riga or Ljubljana who have AVT far less than retail market 
share. This makes about 12% of the list appear extremely illiquid. 
 
At the other end of the list it is noticeable that 5 stocks stand out has having inordinately 
high SMS compared with the next series. The Irish Stock Exchange (ISE) when 
analysed didn’t have any stocks that, without the option of a minimum quota, would have 
ordinarily appeared on the liquid list. However, after calculation is complete the 5 that 
were selected as being closest to the MiFID requirements are seen to have the highest 
AVTs of any stocks on the entire list. They have average trading of over €150,000 per 
trade per day with the largest being €262,000/ trade/ day. This is double that of the 
mean of the next series of shares from London yet the ISE stocks are traded only 1/10 of 
the time (less than 500 times per day against, for example 6,000 times per day of BP in 
London). Both turnover and market cap are similarly 1/10 of that of the London stocks 
and so one has to ask how liquid these stocks really are. 
 
The reason for this apparent inconsistency is likely to be tax efficiency and it can be 
noted that the stocks that would form the 5 (minimum) from ISE are also admitted to 
trading in London. It is likely that the trades are agreed in London but booked on 
exchange in Ireland reducing cost of execution by removing Stamp. 
 
Based on this brief assessment it appears the Pan-European liquid list is to be put 
together on a geographic and political basis. It has a basic calculation that is used to 
determine the entrants to the list but two very important aspects that reduce the actual 
liquidity are that a country is entitled to a minimum of 5 stocks and there is no upper limit 
for SMS. As a result the extremities of the list are always open to question and the ability 
to judge economic growth using this list becomes less reliable. It may be that the list is 
not intended for such use and its sole remit is to increase transparency. That effect is the 
next area to be examined. 
 

4.2 Dark Pools 

CESR has stated that its main aim is to open up the market to more competition and 
generate greater harmony across the EU breaking down national barriers and building 
economic growth from a European basis. It also wants to reduce anti competitive 
behaviour and demonstrate a willingness to expose the darker areas of liquidity to 
regulatory scrutiny. It is likely that MiFID will succeed in generating greater competition 
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across national boundaries; the question still remains over how successful MiFID will be 
in exposing dark pools to the light of transparency. 
 

 
Figure 3 

 
Currently approximately 50% of equities trading is carried out in so called dark pools. 
These are generally automated crossing systems run by large internalisers that match 
buyers and sellers without the order flow being exposed to the market. Once the order 
has been matched the buy and sell notifications are sent to an exchange. The reason for 
this is to reduce the cost of execution as well as preserving a certain amount of 
anonymity pre-trade. However, it does affect the reliability and confidence in the market.  
 
Figure 3 above shows a few of the main indices in relation to different liquidity pools. It 
demonstrates that, at present, trading of even major large caps at quite small order sizes 
can be done in dark pools (like Continuous Pools and Static Pools etc) by automated 
crossing systems, off-order book and off-exchange. This can affect price formation of 
some quite liquid stocks. Moreover, at present quote driven systems allow Market 
Makers, with their informational advantage, to widen spreads hiding a stocks true value, 
and leading to a false view of the market. 
 
The pre-trade transparency obligations aim to remove such informational advantages 
and reduce the potential for dark pools and the diagram below (Figure 4) shows what 
impact the liquid list may have in this area. 
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Figure 4 

 
Figure 4 shows that where before it was possible to lose transparency at quite low 
bargain sizes, post MiFID the major European indices are brought within the area of 
transparency (the effect doesn’t look quite as obvious owing to the Irish stocks that 
represent about 33% of the SMS value and hence compress the y-axis). The FTSE (the 
blue bar below the x-axis) is extended and flattened as shares are distributed according 
to their AVT, demonstrating the increase in transparency (the thickness of the blue bar 
represents the mean SMS of the indices). Within the ‘Transparent Liquid Market’ and 
below SMS, pre and post trade transparency will be delivered. As a result the likelihood 
is that these stocks will appear in pan European venues such as Equiduct, Turquoise 
and virt-x and it follows that those venues which offer best execution in these stocks will 
appear on the execution venue lists of banks, brokers, fund managers and dealers. 
However, an interesting point gathered from the analysis is that far from simply 
increasing transparency, in some instances the formation of the liquid list will actually 
decrease the SMS at which pre-trade data has to be published. This means that some 
stocks will end up with an SMS lower than the current average bargain size and so could 
lead to a reduction in transparency in certain shares (for example Slough Estates at 
present has a NMS of £25,000 and its SMS is likely to be €15,000 under the MiFID 
regime) 
 
In addition outside the liquid list block trades, bilateral negotiations and dark pools will 
prevail and as technology advances this is likely to get worse not better. The market is 
making more and more use of algorithmic trading and companies such as Instinet (with 
its Nighthawk algorithm) and JP Morgan with Aqua and Arid aim to help clients sweep 
dark areas of liquidity. 
 
Even more interesting is that the FSA in CP06/14 admits that increased pre-trade 
transparency may not be as desirable as one would think: 
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Ultimately of course regulation is likely to catch up and those venues (especially the 
newer, fleet of foot ones such as Turquoise and Equiduct) that remain flexible and 
competitive are likely to benefit significantly as market transparency is extended. 
 

4.3 Post Trade Reporting 

The situation pre-MiFID is that those trades carried out off-exchange (or OTC), whether 
for clients or on own account, do not have to trade report to a member exchange. That is 
unless the rulebook of the RIE requires it, as with the LSE. As a result a significant 
amount of bilateral trading is often missing from the consolidated tape, or appears at a 
time significantly after execution.  
This is outlined in detail in CESR’s consultation paper 06-551: 

 
 
MiFID creates a far clearer situation and insists that all trading carried out in a share 
admitted to trading on a RM in the EEA is subject to post trade transparency obligations. 
The post trade report must be published as close to real-time as possible and at least 
within 3 minutes of the trade occurring. It does not matter whether the trade is carried 
out OTC, either bilaterally or on automated systems, it has to be reported. The Liquid 
List covers shares listed on pan-European RMs and they are likely to be admitted to 
trading on new Pan-European venues such as Equiduct and Turquoise. As a result any 
trading in the Liquid List, whether OTC or not, will have to adhere to the post trade 
reporting obligations.  
 
This will increase efficiency within the Liquid Market and support the best execution 
capability of venues that offer the facility to trade in that pan-European market. It 
therefore is likely that this trade reporting requirement will lead to a development in 
market share for those venues and certainly builds the rationale for their inclusion on 
execution venue lists of Market Makers. One other point to note regarding Post Trade 
reporting is the cost of communication and therefore these new entities will have to be 
connected to effective low latency infrastructure using an agreed protocol that works 
across borders. 
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4.4 The Need for the Liquid Market 

 
Whilst it may appear that the liquid market will not necessarily reduce the dark pools of 
liquidity it is likely that it will absolutely increase competition within those shares in the Liquid 
List. Firms want to and need to trade in those major indices that will gain exposure on the 
list as they offer significant liquidity and clearer risk quantification. Therefore there is a need, 
especially with portfolio managers to trade in the liquid market and those brokers or fund 
managers that do so will need to deliver Best Execution to their retail and professional 
clients. This is only possible (in sizes at or below SMS) where they have a selection of 
execution venues who offer choice in the quoted stocks. Choice is more than just price: it is 
speed of execution, availability of execution styles, cost of clearing and settlement and of 
course spread. 
 
Therefore, it follows that those venues who offer trading in the Pan European liquid list are 
likely to be on the execution venue list of the major brokers and banks. It also follows that 
those who are able to offer low latency – facilitating algorithmic trading and highly 
transparent markets – are likely to be most successful. The key question is about market 
data, especially in a hybrid model (ie both continuous auction and quote driven) to ensure 
market makers are informed keeping spreads competitive and therefore attracting order 
flow. 
 
Without the liquid list this will not happen. At present the drive is to take trading off 
exchange, avoiding exchange fees and trying to keep costs down by the use of automated 
systems. By increasing transparency markets are able to adapt to new order flow and costs 
are reduced by the competitiveness of new venues. Already we are seeing existing venues 
reducing their fees ahead of MiFID and once a Pan-European list is available those venues 
who are able to offer full price discovery across Europe with very high transaction speeds 
are likely to benefit considerably. 
 

4.5 The Question of Geography 

 
In many respects any analysis completed about post MiFID transparency is carried out from 
a Western European, if not even a London, perspective. However, there remains a 
significant question about how the smaller national exchanges and those countries with 
smaller GDP will react. For instance the nascent economies of Czech Republic, Poland and 
Hungary who have recently joined the European Economic Area (EEA) have very illiquid 
equities markets compared to France, Germany, Italy and the UK. They are likely to have 5 
stocks on the liquid market and for the first time, in many cases, these stocks will suddenly 
be exposed to the stark light of pan-European price formation. Quite a shock when they are 
in some cases traded less than 50 times per day. 
 
Without MiFID and considering the natural forces of competition a significant barrier to entry 
would normally exist for such stocks; that of the cost of communication. Currently the 
information regarding the 5 stocks available from the 13 countries who are entitled to the 
minimum is somewhat limited. This is because competition has not required such 
information to be made available outside the countries where they are listed. One only 
needs to examine the FTSE or the CAC and it is immediately apparent that information on 
Vodafone or Total is in abundance and as soon as anything happens that could affect the 
share price a statement is made. But when examining stocks in say Lithuania, such as 
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Bankas Snora, considered as a major national bank, very little information exists other than 
that from the company itself and its auditors. 
 
The liquid list is likely to change all that information capital. With market makers looking for 
new revenue streams in an ever tighter capital market, MiFID suddenly opens up the 
opportunities for business growth and therefore share price growth. Banks such as Snora 
that were once constrained by borders are now unconstrained and have the opportunity to 
flex, create allegiances and potentially merge. New capital investment builds share price, 
liquidity and ultimately attractiveness. The result will be a demand for information. 
 
Never the less one significant challenge remains hidden. With this new found attractiveness 
the share’s liquidity is likely to increase but the concern is whether it will be traded in a 
reliable pan European venue. The OMX (as an example) has been making significant 
strides to offer its technology to smaller execution venues but offering a full service across 
the Liquid Market coupled with the increase in demand from London or Paris based Market 
Makers seems a huge step for some of the small national RMs. In addition the larger 
projected Pan European RMs of Equiduct, virt-x and Turquoise are likely to offer enriched 
services around the trading of the Liquid Market attracting business from the RM where the 
share was originally listed. As a result there is the distinct possibility that shares from 
Lithuania, Slovenia or Poland will be traded more from say London (LSE), Belgium 
(Equiduct) or Paris (Euronext) than in their home state. As this happens and the 5 shares 
admitted to trading on Pan European RMs increase in liquidity away from the primary listing 
venue the rest of the smaller market may suffer. Ultimately liquidity could drain away and the 
national exchange could be under threat. This natural process of competition is exactly what 
MiFID seeks but a national exchange, in a political sense, is a source of pride and more 
importantly capital. If the possibility of the exchange closing becomes real it will be 
interesting to see if the EU Commission allows these economic forces to reach their ultimate 
conclusion or if they will step in to provide some form of subsidy. 
 
One final point of note is that if the national exchange of small European countries becomes 
threatened, those other shares listed there will want to be admitted to trading on the more 
liquid markets to ensure they retain some capital exposure. However, 2 concerns exist: 

1. The cost of being admitted to trading could be prohibitive, and; 
2. The regulatory standards companies are used to in many of the central or Easern 

European countries are less than those currently expected in Paris, London, 
Frankfurt or Milan.  

 
Both these factors could ultimately lead to an unbalanced market (in those stocks) and even 
the possibility of market abuse, the very thing CESR is so keen to avoid.  
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5 Conclusion 

 
Clearly MiFID is upon us. The implementation date is less than a year away and 
Transposition has already passed. However, not all the questions have been answered and 
we are about to embark on one of the most significant changes the European Capital market 
has witnessed. Evidently the November deadline is not going to move but one of the 
cornerstones of MiFID and transparency, the liquid list, has a number of unanswered 
questions. Never the less the formation of the Liquid List is already increasing the 
attractiveness of European securities trading and new execution venues will demonstrate 
CESR’s vision. These venues already see the tremendous value in being able to trade 
across borders, efficiently and with undisputed price formation. 
 
MiFID’s value on a global context cannot be underestimated. It’s aims are commendable 
and without doubt will benefit Europe in the long run. However, the aim of this article was to 
focus on an area that seems to have received little exposure, yet it rests at the heart of 
some of the most fascinating corporate manoeuvres that Europe is ever likely to witness. 
We have new RMs vying to offer Best Execution in the Liquid Market such as Equiduct, Chi-
x and Turquoise; and they’re positioning themselves against the historic centrepieces of 
European trading like the LSE and Deutsche Börse. The US has seen the huge potential: 
NYSE’s merger with Euronext is due to go ahead this Spring and NASDAQ’s recent efforts 
to court LSE, whilst unsuccessful, is another example – and we may yet see others. 
Such moves are not without reason and that reason is likely to be increased liquidity driven 
by European harmonisation. 
 
 
 

6 Post Conclusion Analysis 

Following the analysis in the main part of the document some work was carried out to 
examine the idea that the CESR liquid list doesn’t really deliver the full extent of liquid 
shares across the EEA.  
 
Number of shares in the CESR liquid list = 622 

·  total trades per day 909,622 
·  Value traded each day € 34,889,109,536.91 

 
The number of shares from all the main indices (FTSE, CAC, DAX, OMX etc) = 1285 

·  Total trades per day (approx) 1,530,475 
·  Value traded each day € 40,615,164,347.83 

 
From the liquid list there are about 60 shares that are clearly illiquid (traded much less than 
500 times per day or have very low turnover) making the list appear to be reduced to about 
562 
 
Using the figures above it can be shown that the 622 liquid list represents about 67% of the 
1285 liquid market.  
 
From some brief analysis the liquidity of the “main indices list” compared to the liquid list 
would look like the graph below. 
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It can be seen that the line-overlay of the extended liquid market has much greater trading 
depth and is more representative of liquidity in Europe.  
 
Moreover, by extending the liquid market to include all actively traded “liquid” shares this 
becomes a much more certain benchmark. The number of 1285 is unlikely to change 
significantly year by year whereas the CESR 622 liquid market could be very changeable: 
immediately post-MiFID it may be 622 but as traders move away from the transparent 
shares to trade in darker areas this number of 622 is likely to change markedly. One year it 
could be 700 and the next it could be 580 and so on. However the change will not simply be 
the difference in total liquid market from one year to the next (ie from 622 to 700 appearing 
to be an addition of 78 shares) as the churn is likely to be much greater. This presents a not 
insignificant IT headache to many market participants who would want to list the liquid 
market.  
 
So by extending the liquid market to include the major indices CESR could create a very 
steady and stable European benchmark of approximately 1285 shares. Across Europe the 
indices used as the underlying structure carry surety for market commentators and annually 
only a few stocks move in and out of them. This would make the CESR list an extremely 
important reporting point, a solid indicator of the EU economy and absolutely something that 
issuers would aspire to being a part of. 
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7 Appendix A: Liquid List Summary 

The attached summary spreadsheet provides information on the  
 

·  Share name 
·  Market 
·  Quoted Currency 
·  Industry (where available) 
·  Euro Market Cap 
·  Daily Average Turnover 
·  Average Number of Trades per day 
·  AVT 
·  Standard Market Size (SMS) 

 
A full break down of the background information for this table is available on request from 
Equiduct.  Please email info@equiduct.eu if you require this information. 
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