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Insideview

Principal Trading and Its Role 
in Today’s Markets
INTERVIEW WITH PIEBE TEEBOOM

Due to new trading technologies and evolving

market structures, the role of principal trading

has changed significantly. FIA EPTA represents

the interests of European principal traders.

What is FIA EPTA and what are principal trad-

ing firms? 

The European Principal Traders Association (FIA

EPTA) was established in 2011 and is affiliated

with the Futures Industry Association. It repre-

sents 29 firms in Europe who trade with their

own capital. EPTA voices the opinions of mem-

bers to legislators and regulators helping to

guide legislation through better understanding

of trading practices. This year, the association

celebrated its fifth anniversary and we believe we

have made a significant contribution to improv-

ing regulation and better functioning markets.

Principal trading firms are a distinct group of

market participants who use their own capital

to trade. As opposed to banks and hedge funds,

principal trading firms do not take client mon-

eys or assets. Our members are active almost

exclusively in the on-venue, multilateral, cen-

trally cleared markets. While they all share this

characteristic, EPTA’s membership consists of

a diverse group of firms, large and small. Some

apply advanced automated trading technol -

ogies, others use manual or hybrid methods of

trading. Likewise, EPTA’s members are active in

a variety of asset classes, including equities,

foreign exchange, commodity derivatives, and

fixed income.  

Why are principal traders important to 

markets?

Principal trading firms are a critical and consis-

tent source of liquidity in the on-venue markets.

Increased market liquidity leads to a more

stable, less volatile market for investors to

manage their business risks to enter and exit

the markets efficiently. Principal trading firms

help increase market efficiency and reduce

trading costs by narrowing the bid-ask spread.

It is fair to say that principal trading firms are

the original FinTech companies using technol -

ogy to make markets more efficient. They have

also been instrumental in many of the new

market structure initiatives that have created

greater diversity and choice for investors.   

What is the recent perspective of regulators

on this type of trading?

There have been numerous reports by financial

regulators recently. Each report uses a particu-

lar methodology and data set to examine a par-

ticular element of electronic trading. Many of

these reports have been under the radar in pub-

lic discussions but they consistently point in the

same direction and are helping to address the

myths around the trading technologies some

of our members use. For example, last June,

the Dutch Authority for the Financial Markets

looked at whether principal trading creates

'ghost liquidity' and found this was not the 

case. This conclusion was mirrored by an ESMA

study published at the same time focusing on

the change in equity markets over the last

decade. It found that order duplication used by

traders to ensure execution across multiple

trading venues contributes positively to liquid -

ity. A Bank for International Settlements work-

ing paper in May 2016 looked at who provides

liquidity in limit order books. Their research

found that proprietary traders, fast or slow,

provide liquidity with contrarian marketable

orders, thus helping the market to absorb

shocks even during a crisis. 

What are FIA EPTA’s immediate priorities?

We strongly believe that well-regulated and

transparent markets provide stability and create

efficiencies. We are working hard with our mem-

bers on the implementation of MiFID II. However,

regulation needs to be appropriate in order to be

effective. This is currently not the case with the

existing European capital requirements regime

for investment firms. It treats all investment

firms as if they were banks, which they aren’t.

Fortunately, this has been recognized by regula-

tors, including the European Commission and

EBA. We are actively working with them to ensure

that the new prudential regime for investment

firms will be more proportionate. Principal trad-

ing firms are providing liquidity at a time when

traditional financial institutions are ever less

willing to do so. We need to make sure that rules

are carefully calibrated so that principal trading

firms can continue to perform this role. 

Thank you for this interesting conversation.

Piebe Teeboom

Secretary General

FIA European Principal Traders Association
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