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All Options Response to the ESMA Call for
Evidence on Retail Investor Protection

All Options International is a proprietary trading firm based in Amsterdam, trading its own capital. We
have no clients. We are a liquidity provider on the major European option exchanges. We strive
towards a fully transparent market, focused on real best execution for the end investor, in full
competition, and subject to the interaction of supply and demand at all times. We are happy to
answer any questions which may rise from this response and provide more information.

Q1: Please insert here any general observations or comments that you would like to make on this call
for evidence, including any relevant information on you/your organisation and why the topics covered
by this call for evidence are relevant for you/your organization

When conducting the review of the investor protection we urge ESMA to evaluate the current market
structure as a whole whilst keeping the needs of the end-investor in mind. In the current market
structure, complex as it might be, we observe a few underlying conflicts. These are at the source of
most of the problems following the MiFiD Il implementation and are detrimental to the end-investor.
We propose the following solutions;

1) Do not allow banks and brokers to trade with their own clients.
2) Only allow trading on lit markets, preferably on one centralised market.
3) Do not allow exchanges to be profit maximizing that are conflicting with an efficient, low cost,

transparent, fair and orderly market.
4) Prohibit any (soft) inducement to internalise flow, or diverting flow away from the market.

For point 1) we see an intrinsic conflict between banks/brokers and their clients. Advice and
transactions should be separated; advice is never free and neither is execution. Institutions have
measures in place to mediate this problem (best-execution for example), but this is trying to fix a
symptom, not the root cause: as long as banks and brokers are allowed to internalise and trade with
their clients, the best possible result for the bank or broker is not the best possible result for the
investor. It is in the best interest of the investor —and the market at large — to remove this conflict.

For point 2) we argue that the current, fragmented, market is harming liquidity. The best way for the
investor to be guaranteed best execution is if they have access to all possible liquidity. The only way
to guarantee access to all possible liquidity is if all liquidity is concentrated on one, open, competitive,
single venue. This implies that all off-book trading, trading on Sls and PFOF should be prohibited.



For point 3) we argue that the only way for point 2) to work is to further regulate exchanges as it
would create a monopoly. This presents another intrinsic conflict, in this case between the exchange
participants on the one side, and the exchanges themselves on the other. Execution must be seen as a
commodity. As long as the exchanges’ main goal is to create shareholder value, this directly conflicts
with the main goal for its participants: participants benefit from a low-entry, low-cost and transparent
market with a diverse range of participants. Current problems, like market data costs, are a symptom
of this conflict of interest.

For point 4) we would like to stress that diverting flow from the open, transparent and competitive
market places is absolutely detrimental to market quality, price formation and end-investor interests.
An increasing amount of flow is being internalised by aggregators that lean on quotes in lit markets to
provide ‘best execution’ to their clients. However, we are convinced that execution could be much
better for end-investors if their orders were to be submitted to a true price formation process, by
subjecting them to the mechanics of supply and demand on a competitive and transparent platform:
an exchange.

Current measures to increase transparency for off-exchange trades (showing pre-trade quotes and
post-trade data) are remediating a problem that should not exist in the first place. On-exchange, pre-
trade (quote) transparency is available to all participants at the same time. There is no uncertainty
about the prevailing prices at any point in time. Any mandated ‘fictional’ pre-trade and post-trade
transparency for off-exchange trades is inherently flawed. All market participants should always know
1) how much they can buy or sell at given price levels; and 2) what has actually traded, at which price.
Any dilution of this mechanism hurts transparency, price formation and market quality.

Additionally, the prices on-exchange are being generated in tight competition among a diverse range
of market participants. This benefits the end-investors. But flow is being diverted from this
marketplace, into Sls (aggregators), often using PFOF-like mechanisms, and is no longer subject to
competitive market dynamics. When trading volume with attractive characteristics leaves the market,
while less attractive (riskier) flow is left on-exchange, this forces remaining market participants to
increase spreads or even withdraw. This harms end-investors and market quality.

Apparent ‘low cost’ or ‘no cost’ trading offerings are always paid by the end-investor: either in wider
spreads, or by the fact that the resulting trade could have been better had it been subjected to a
genuine mechanic of supply and demand. That explains why payment for order flow is so attractive,
and why any inducements (including soft inducements such as low or waived ‘administration fees’) to
divert trading volume away from exchanges need to be prohibited.

All Options acknowledges that the ideal market blueprint is relatively distant from current market
structure. However, we believe that a hypothetical ideal market should at all times be in the minds of
policymakers to ensure that any steps taken will bring us closer to that ideal — not distancing from it.
Most lobbying attempts are aimed at protecting profits for the initiating parties. We believe that
ESMA’s main concern should solely be consumer protection and the interests of all end users
pertaining to an efficient, transparent and fair market structure. Additionally, we believe that
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simplification should be leading: we urge to take away rules and complexity by a thorough redesign
rather than adding rules and complexity to fight symptoms of an inherently flawed design. As long as
any underlying conflicts of interest are not addressed, ESMA’s desired end-state is unlikely to be
achieved and the needs of end-investors remain unfulfilled.

Q2: Are there any specific aspects of the existing MiFID Il disclosure requirements which might
confuse or hamper clients’ decision-making or comparability between products? Are there also
aspects of the MiFID Il requirements that could be amended to facilitate comparability across firms
and products while being drafted in a technology neutral way? Please provide details.

We believe that the current disclosure requirements resemble the ‘cookies’ regulation for websites. It
has become a check box exercise for institutions and the desired effect (ensuring the client is well-
informed before deciding) will not be reached.

We believe that market structure is best served if we can get rid of apparent conflicts of interest. We
can only be certain that retail investors are properly protected when their interests are aligned with
those of their service providers. Intrinsic conflicts between banks/brokers and their clients should not
be mitigated, but not exist in the first place. This includes institutions advertising their own products,
trading their own products against their clients, or forcing their own (or an affiliated) platform upon
investors as a ‘default’ or undisclosed option, claiming ‘best execution’. Banks/brokers should stick to
their fiduciary duties and route orders to public, liquid and open markets as this offers the best
possible execution for the retail investor. This also pertains to structured products aimed at retail
investors such as warrants, turbos and speeders, which in some cases are unnecessary opaque,
complex and costly. Investors would be much better off purchasing simpler, transparent, exchange-
listed products that are being quoted in open competition on public markets, such as shares, bonds,
ETFs and options.

We are particularly concerned about the intensive marketing campaigns for retail products and
platforms that give the investor the impression that they trade ‘financial instruments’ (such as stocks)
on an ‘exchange’, while in reality these instruments are CFDs or structured products, traded on the
vendor’s platform. Retail investors are fully at the mercy of such vendors in terms of pricing and
execution, do not own the underlying stock, bond or commodity, and run counterparty risk. We are
concerned that most investors are completely unaware of these inherent dangers and opacity.

We reiterate FIA EPTA’s stance on unsuitable retail products to which we’ve contributed:

“Warrants, structured products and CFDs

Retail investors have a wide choice of financial products for investing. FIA EPTA members believe that
simple and transparent products, traded on transparent and competitive exchanges, are best suited
for retail investors. Crucially, investors should be made aware of product characteristics, benefits and
risks. The trade-offs when trading these products should be made clear to retail investors and they
should be protected against anything that disadvantages them and creates a market structure that
favors issuers. Below we offer our comments on the specific investor protection issues we observe in
relation to these different products:
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Warrants

Warrants are one of a wide variety of structured products that are available to trade in Europe. The
structured products market is large and extensively traded particularly by retail investors, with
warrants being leveraged products which can be listed on trading venues. Warrants are very similar to
exchange-listed options in that both give the holder the right, but not the obligation, to buy or sell the
underlying instrument at a set price on, or before, a set date in the future.

There are key differences with simpler, listed, options though. With warrants, retail investors’ orders
are matched and settled bilaterally against the one market maker who is the exclusive counterparty
to the retail orders. In terms of pricing, the issuer has a monopoly on all liquidity provision. By
contrast, the options market is an open market where multiple market makers can register to provide
liquidity and where there is diverse selling and buying interest in a transparent market environment.

The implications for retail warrant investors are clearly set out in of FIA EPTA’s research published in
2020.1 This research found that investors trading on Europe’s warrants markets are collectively losing
millions of euros a year because of the warrants market’s ‘closed shop’ structure which inflates prices
compared to comparable products on more open and competitive ETD markets.

Furthermore, when warrant investors trade, they trade these back-to-back with the issuer. As a result
they have credit risk to that institution. Such risk is not present in the listed option market as all
contracts are centrally cleared and there is a greater degree of safety as they are backed by the
Central Counterparty (CCP). Additionally, warrants carry liquidity risk (unlike listed options). As the
liquidity in the warrants market is only provided by the issuer it creates the risk that the liquidity
picture could change over the life of the warrant and investors may not be able to unwind their
positions and are at the mercy of that one provider. This often happens in times of stress and there is
then no liquidity for retail investors who hold warrants to hedge or close their positions. This risk is
substantially reduced on the listed options market.

FIA EPTA concludes that warrants markets operate as a closed shop with many investment firms
prevented from trading and bringing more liquidity, price transparency and competition to the
market and to investors. Retail investors have to pay above the odds and face increased risk due to
the lack of transparency and central clearing involved. Our research findings are significant enough for
us to caution retail investors to interact with the warrants markets until exchanges enable true
competition, central clearing, and improve liquidity and more competitive pricing. In this regard, we
also consider that further regulatory assessment of the warrants market by ESMA would be justified.

Turbos, Speeders, Sprinters
Turbos, Speeders and Sprinters are structured products that are equally popular with retail investors,
likely also as a result of significant marketing efforts by issuers. These instruments are exchange-

! https://www.fia.org/sites/default/files/2020-
11/FIA%20EPTA Insights%204 2020%29 Warrents %20price%20analysis%20and%20recommendations FINA
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traded derivatives with a leverage component, based on an underlying asset (typically a stock or
commodity). The leverage component makes these instruments much more volatile compared to the
underlying asset. Most of these products therefore contain a built-in stop-loss. This means that the
issuer can unwind the instrument in case a certain degree of loss is incurred. The leverage is created
with a loan component in the instrument, which carries interest. This is reflected in the price of the
instrument and not always readily apparent to the retail investor.

These structured products carry the same problematic characteristics as warrants: pricing and
liquidity provision is effectively restricted to a single market maker, often the issuer or an affiliate.
There is no true price competition and retail investors are subjected to the whims of such
professional counterparties, who control the characteristics of the instrument, when — and
importantly: how — the stop loss is triggered and the instrument is unwound, and pricing. In pricing,
an issuer often has a significant information advantage over investors, for instance by taking much
longer to price an instrument compared to continuously priced listed options.

As a consequence, Turbos, Speeders and Sprinters are leveraged, costly instruments, with complex
characteristics, lacking competition on price. FIA EPTA members would strongly recommend ESMA to
address the structural investor protection concerns related to this product class. As a minimum, we
consider that stricter regulatory requirements should be put in place to improve explicit and easy-to-
understand and information provision on risks to retail investors and on conflicts of interest with the
issuer or affiliates. Along with this we would suggest that retail brokers should be forced to disclose
the percentage of clients that lose money from these instruments much in the same way CFD and
spread betting firms have to disclose this to their clients. Additionally, we consider an open and
competitive market structure for these types of products should be mandated, permitting multiple
market makers to provide liquidity so as to make pricing truly competitive (including the possibility to
short the instrument).

CFDs

CFDs are probably the most troublesome category of retail products. Underpinned with heavy
marketing campaigns, CFD issuers appear to offer ‘trading’ in ‘stocks” on an ‘exchange’, while CFDs
are contracts offered by the CFD issuer that pays the change in the price of the underlying asset.
These CFDs can be leveraged, inverse or otherwise complex, but it is of eminent importance to note
that retail investors do not invest in any of the underlying securities. Worse, CFD issuers control the
trading platform on which these instruments are being traded, and price as well as product
characteristics. CFD investors are known to lose significant amounts of money in an overwhelming
number of cases, fueled by incentives to trade often and with leverage.

Unlike warrants and sprinters, turbos and speeders, CFDs are not traded on exchanges. Pricing is fully
controlled by the CFD issuer and its platform, and the ‘asset’ is nothing more than a contract against
the same issuer, without any clearing, carrying full counterparty and liquidity risk. FIA EPTA members
are deeply concerned that, particularly given the aggressive marketing efforts and gamification of
trading, retail investors are completely unaware of these characteristics — and that they do not ‘trade’
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or ‘invest in” shares, commodities or any asset ‘on an exchange’ at all. We urge regulators to take
immediate and thorough action to protect investors as these products and platforms deteriorate trust
in financial markets and investing, particularly with a younger generation of retail investors, while at
the same time driving retail investment away from public capital markets and, ultimately, the
European economy.

Conclusion

FIA EPTA considers that regulatory measures should be taken to encourage and highlight the benefits
of exchange-listed products. Retail investors should be protected against any product or market
structure that is not transparent, overly complex or clearly jeopardizing retail investor interests via
corrosive conflicts of interest. Products that meet requirements of simplicity and are traded on a
trading venue should be accessible, paired with sufficient and simple communication on risks and
characteristics. Any other products should be measured against a test of 1) transparency of the
market and 2) transparency of the product itself, addressing inherent conflicts of interest with the
issuer of any product.”

Q3: Are there specific aspects of existing MiFID Il disclosure requirements that may cause information
overload for clients or the provision of overly complex information? Please provide details.

Banks and brokers may continue undesirable practices as long as they ‘inform’ their clients. We
believe this is undesirable. We believe that current disclosure requirements bear similarity to the
‘cookies regulation’ for websites. It has become a check box exercise for institutions and the desired
effect (ensuring that the client is well-informed about the product, platform and pricing before
making a decision) is not reached.

Q4: On the topic of disclosures, are there material differences, inconsistencies or overlaps between
MIFID Il and other consumer protection legislation that are detrimental to investors? Please provide
details.

We believe that information disclosure is not an effective method of protecting consumers.
Consumers are best protected if their incentives get aligned with their counterparties. This implies
that banks and brokers are not allowed to trade with (or against) their own clients, accept PFOF in any
shape or form (including soft inducements or ‘reduced costs’) or route orders to affiliated off-
exchange platforms as these are inherently less liquid and less competitive than public, open markets.

Q5: What do you consider to be the vital information that a retail investor should receive before
buying a financial instrument? Please provide details.

Retail investors need to understand what they trade, where, when, and against whom: they need to
be able to understand any conflicts of interest inherent to the product or platform they trade on
(hidden costs in ‘free’ execution such as spreads, timing; layered fees in e.g. structured products and
funds). They need to know where there order is being executed, when, whether that is an open
market or not, and that ‘no cost’ can eventually cost them money or create lock-in effects. All these
factors could otherwise be used to charge opaque fees. Retail investors need to understand the
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business model that their counterparty or service provider operates. All this information needs to be
easily understandable and must not be hidden in lengthy terms and conditions or disclosure
documents.

Q6: Which are the practical lessons emerged from behavioural finance that should be taken into
account by the Commission and/or ESMA when designing regulatory requirements on disclosures?
Please provide details and practical examples.

The counterparty’s or service provider’s incentives and business models should be made clear to the
consumer. Complicated and lengthy terms and conditions do not suffice. People do not read these
and may be confused by complexity and obscurity. Until the client understands who their
counterparty is and why they want to trade with them, they should not be allowed to trade. We are
also concerned about the intensive marketing campaigns for CFD vendors, structured products
(warrants, turbos, speeders) and neo-brokers. As discussed above, all such phenomena move
investors away from sensible, transparent, long-term investing in real financial instruments that
actually build wealth.

Q7: Are there any challenges not adequately addressed by MIFID Il on the topic of disclosures that
impede clients from receiving adequate information on investment products and services before
investing? Please provide details.

Problematic points are hidden in complex clauses, softened wording, and long texts. People do not
read terms and agreement documents. Until the client understands who their counterparty is and
why they want to trade with them, they should not be allowed to trade.

If only vendors would make the same efforts to explain how they make money off a trade as they do
incentivising people to trade — too often and often in overly complex and costly products — this would
greatly benefit retail investors. We also refer to our answers to questions 5 and 6.

Q8: In case of positive answer to one or more of the above questions, are there specific changes that
should be made to the MIFID Il disclosure rules to remedy the identified shortcomings? Please
provide details.

Instead of changing disclosure rules, it would be better to no longer allow banks and brokers to trade
with their own clients or on their own platform. That would remove any incentives to act against the
best interests of their own clients at their core. We also refer to our answers to questions 5, 6 and 7.

Q9: On the topic of disclosures on sustainability risks and factors, do you see any critical issue
emerging from the overlap of MiFID Il with the Sustainable Finance Disclosure Regulation (SFDR)14
and other legislation covering ESG matters?

No comment.
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Q10: Are there any other aspects of the MiFID Il disclosure requirements and their interactions with
other investor protection legislations that you think could be improved or where any specific action
from the Commission and/or ESMA is needed?

No comment.

Q11: Do you have any empirical data or insights based on actual consumers usage and engagement
with existing MiFID Il disclosure that you would like to share? This can be based on e.g., consumer
research, randomized controlled trials and/or website analytics.

No comment.

Q12: Do you observe a particular group or groups of consumers to be more willing and able to access
financial products and services through digital means, and are therefore disproportionately likely to
rely on digital disclosures? Please share any evidence that you may have, also in form of data.

Although we do not have empirical evidence, we believe most younger investors will get most of their
information through digital channels only — often abbreviated — through neo-brokers, Youtube,
internet forums and social media. More generally, we would not be surprised if the majority of active
investors exclusively rely on digital disclosures.

Q13: Which technical solutions for digital disclosures (e.g., solutions outlined in paragraph 27 or
additional techniques) can work best for consumers in a digital - and in particular smartphone - age?
Please provide details on solutions adopted and explain how these have proven an effective way to
provide information that is clear and not misleading.

No comment.

Q14: Would it be useful to integrate any of the approaches set out in paragraph 27 above in the
MIFID Il framework? If so, please explain which ones and why.

No, we think this presents too much detail. We don’t think the font size of investor information needs
to be determined in MiFiD Il. We think that investor information should adhere to general principles,
and that regulators subsequently apply these principles on a case-by-case basis while sharing best
practices and promoting common standards arising from practice.

Q15: Should the relevant MIFID Il requirements on information to clients be adapted in light of the
increased use of digital disclosures? If so, please explain how and why.

Yes, paper disclosure should no longer be necessary. It is not a sustainable method of disclosing
and/or storing information and we are concerned it is hardly used by retail investors at all — it mainly
helps service providers in fulfilling their regulatory obligations.

Q16: Do you see the general need for additional tools for regulators in order to supervise digital
disclosures and advertising behind ‘pay-walls’, semi-closed forums, social media groups, information
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provided by third parties (i.e., FINfluencers), etc? Please explain and outline the adaptions that you
would propose.

This is particularly relevant for paid promotion through social media, vlogging and forum posting.
Advertising is advertising and should be regarded as such: any conflicts of interest, or remuneration
received (paid promotion) should be made absolutely clear. As set out in our answers to questions 5-7
the advertised instruments should ideally be transparent, simple and low-cost. If the product or
platform is opaque this should be made clear. Not everything can be regulated and some
responsibility can stay with the investor, but based on fair, simple and transparent provision of the
most relevant information. Obvious misconduct (market manipulation, schemes etc.) obviously needs
to be strongly disciplined.

Q17: To financial firms: Do you observe increased interest from retail investors to receive investment
advice through semi-automated means, e.g., robo-advice? If yes, what automated advice tools are
most popular? Please share any available statistics, data, or other evidence on the size of the market
for automated advice.

No comment.

Q18: Do you consider there are barriers preventing firms from offering/developing automated
financial advice tools in the securities sectors? If so, which barriers?

No comment.

Q19: Do you consider there are barriers for (potential) clients to start investing via semiautomated
means like robo-advice caused by the current legal framework? If so, please explain and outline what
you consider to be a good solution to overcome these barriers.

No comment.

Q20: In case of the existence of the above-mentioned barriers, do you have evidence of the impact
that they have on potential clients who are interested in semi-automated means? For instance, do
they invest via more traditional concepts or do they not invest at all?

No comment.

Q21: Do you consider the potential risks and opportunities to investors set out above to be accurate?
If not, please explain why and set out any additional risk and opportunities for investors.

No comment.

Q22: Do you consider that the existing MiFID regulatory framework continues to be appropriate with
regard to robo-advisers or do you believe that changes should be added to the framework? If so,
please explain which ones and why
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We believe the existing MiFiD regulatory framework is appropriate. A robo-advisor is not all too
different from a technical analyst; they both rely on their own modelling — and this should be made
clear to the retail investor.

Q23: Do you think that any changes should be made to MiFID Il (e.g., suitability or appropriateness
requirements) to adequately protect inexperienced investors accessing financial markets through
execution only and brokerage services via online platforms? If so, please explain which ones and why.

Yes, we believe that PFOF should be prohibited. We would like to stress that diverting flow away from
the open, transparent and competitive market places is absolutely detrimental to market quality,
price formation and end-investor interests. An increasing amount of flow is being internalised by
aggregators who lean on quotes in lit markets to provide ‘best execution’ to their clients. However,
we are convinced that this execution could be much better for end-investors if their orders were to
be submitted to a true price formation process, by subjecting them to the mechanics of supply and
demand on a competitive and transparent platform: an exchange.

Current measures to increase transparency for off-exchange trades (showing pre-trade quotes and
post-trade data) are remediating a problem that should not be there in the first place. On-exchange,
pre-trade (quote) transparency is available to all participants at the same time. There is no doubt
about the prevailing prices at any point in time. Any mandated ‘fictional’ pre-trade and post-trade
transparency for off-exchange trades is inherently flawed. All market participants should at all times
know 1) how much they can buy or sell at given price levels; and 2) what has actually traded at what
price. Any dilution of this mechanism hurts transparency, price formation and market quality.

Additionally, the prices on-exchange are being generated in tight competition among a diverse range
of market participants. This benefits the end-investors. But flow is being diverted away from this
marketplace, into Sls (aggregators), in some cases using PFOF-like mechanisms, and is no longer
subject to competitive market dynamics. When trading volume with attractive characteristics leaves
the market, while less attractive (riskier) flow is left on-exchange, this forces remaining market
participants to increase spreads or even withdraw. This harms end-investors and market quality.

Apparent ‘low cost’ or ‘no cost’ trading offerings are always paid by the end-investor: either in wider
spreads, or by the fact that a resulting trade could have been better had it been subjected to a
genuine mechanic of supply and demand. That explains why payment for order flow is attractive, and
why any inducements (including soft inducements such as low ‘administration fees’) to divert trading
volume away from exchanges need to be prohibited.

Q24: Do you observe business models at online brokers which pose an inherent conflict of interest
with retail investors (e.g., do online brokers make profits from the losses of their clients)? If so, please
elaborate.

Yes, however this is not a new practice introduced by online brokers. This is simply prevalent where
banks’ and brokers’ own interests are misaligned with those of their clients. Allowing banks and
brokers to trade against their own clients, in their own products or on their own ‘exchange’ platforms
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present clear examples of this. We believe that any new, and existing, business model needs to get
critically evaluated for transparency, fairness and liquidity.

Q25: Some online brokers offer a wide and, at times, highly complex range of products. Do you
consider that these online brokers offer these products in the best interest of clients? Please
elaborate and please share data if possible.

No, they do not. However, this not a new practice. Institutions have done this for a very long time and
often get away with it (introduction of unnecessarily complex, opaque or costly structured products
including certain CFDs, warrants, turbos, speeders, etc.) — in plenty of cases with approved
prospectuses and offering materials. Please also refer to our answer to questions 2-7.

Q26: One of the elements that increased the impact on retail investors in the GameStop case was the
widespread use of margin trading. Do you consider that the current regular framework sufficiently
protects retail investors against the risks of margin trading, especially the ones that cannot bear the
risks? Please elaborate.

Yes, we believe the current framework sufficiently protects retail investors against the risk of margin
trading. Retail investors, as long as they are transparently informed about costs and risks, still carry
their own responsibility for attracting the risk levels they deem fit. We believe margin trading itself is
not the problem: it’s probably safer and more transparent than many leveraged structured products,
because the margin amount and its cost are clearly visible in brokerage accounts. The problem is that
retail clients are trading against parties who do not have their best interests in mind and that they are
pushed into (highly) leveraged, opaque products they may not fully understand in terms of structure
or (layered) pricing — which often are not competitively traded on open markets (e.g., CFDs, warrants,
turbos, sprinters).

Q27: Online brokers, as well as other online investment services, are thinking of new innovative ways
to interact and engage with retail investors. For instance, with “social trading” or concepts that
contain elements of execution only, advice, and individual portfolio management. Do you consider
the current regulatory framework (and the types of investment services) to be sufficient for current
and future innovative concepts? Please elaborate.

The core concepts of MIFiD Il still hold. We prefer to keep the regulatory framework simple over
redefining everything for every future innovation.

Q28: Are you familiar with the practices of payment for order flow (PFOF)? If yes, please share any
information that you consider might be of relevance in the context of this call for evidence.

Yes, we are familiar with PFOF. We would like to stress that diverting flow away from the open,
transparent and competitive marketplaces is absolutely detrimental to market quality, price
formation and end-investor interests. An increasing amount of flow is being internalized by
aggregators who lean on quotes in lit markets to provide ‘best execution’ to their clients. However,
we are convinced that this execution could be much better for end-investors if their orders were to
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be submitted to a true price formation process, by subjecting them to the mechanics of supply and
demand on a competitive and transparent platform: an exchange.

Current measures to increase transparency for off-exchange trades (showing pre-trade quotes and
post-trade data) are remediating a problem that should not be there in the first place. On-exchange,
pre-trade (quote) transparency is available to all participants at the same time. There is no doubt
about the prevailing prices at any point in time. Any mandated ‘“fictional’ pre-trade and post-trade
transparency for off-exchange trades is inherently flawed. All market participants should at all times
know 1) how much they can buy or sell at given price levels; and 2) what has actually traded at what
price. Any dilution of this mechanism hurts transparency, price formation and market quality.

Additionally, the prices on-exchange are being generated in tight competition among a diverse range
of market participants. This benefits the end-investors. But flow is being diverted away from this
marketplace, into Sls (aggregators), in some cases using PFOF-like mechanisms, and is no longer
subject to competitive market dynamics. When trading volume with attractive characteristics leaves
the market, while less attractive (riskier) flow is left on-exchange, this forces remaining market
participants to increase spreads or even withdraw. This harms end-investors and market quality.

Apparent ‘low cost’ or ‘no cost’ trading offerings are always paid by the end-investor: either in wider
spreads, or by the fact that a trade result could have been better had it been subjected to a genuine
mechanic of supply and demand. That explains why payment for order flow is so attractive, and why
any inducements (including soft inducements such as low ‘administration fees’ for brokers) to divert
trading volume away from exchanges need to be prohibited.

Q29: Have you observed the practice of payment for order flow (PFOF) in your market, either from
local and/or from cross border market participants? How widespread is this practice? Please provide
more details on the PFOF structures observed.

This is hard to answer because the practices are obviously not clearly advertised or disclosed. We
believe that any hard or soft inducement, including rebates, discounts or waiving of any ‘transaction
costs’ in the execution chain should be regarded as PFOF, as well as routing orders to a platform
affiliated with the relevant broker for no apparent reason. Any routing away from the most liquid
public/open market and/or trading on a reference price / ‘matching pricing’ should be analysed:
someone is willing to absorb trading flow at a lower price or at lower cost than on open markets,
while execution already is a commodity. It ultimately deteriorates market quality for all investors —
the end investor will pay a price, now or in the future, be it in fees, spread, execution quality or price
formation.

Q30: Do you consider that there are further aspects, in addition to the investor protection concerns
outlined in the ESMA statement with regards to PFOF, that the Commission and/or ESMA should
consider and address? If so, please explain which ones and if you think that these concerns can be
adequately addressed within the current regulatory framework or do you see a need for legislative
changes (or other measures) to address them
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We believe that the current PFOF investigation presents an opportunity to investigate other problems
with the current market structure, in particular the problem of banks and brokers trading with their
own clients. We believe that online brokerage is not introducing a new phenomenon, they are just a
variation of existing practices. Allowing banks to aggressively market their own, highly leveraged
products to their own clients and also trade with them without serious competition (sole
marketmakership, the inability to short) has been a major problem for years. Zero-commission
brokers are no worse just by definition than the current warrant/turbo/CFD offerings by banks and
brokers. They should be regarded on individual merits.

However, we are concerned that we are raising a generation of investors whose trading appears to be
disconnected from transparent, low-cost, long-term investing in real financial instruments that build
them actual wealth.

Q31: Have you observed the existence of “zero-commission brokers” in your market? Please also
provide, if available, some basic data (e.g., number of firms observed, size of such firms and the
growth of their activities).

We have not performed any analysis on this.

Q32: Do you have any information on “zero-commission brokers” business models, e.g., their main
sources of revenue and the incidence of PFOF on their revenue? If so, please provide a description.

We have not performed any analysis on this.

Q33: Do you see any specific concern connected to “zero commission brokers”, in addition to the
investor protection concerns set out in the ESMA statement that the Commission and/or ESMA
should consider and address? Please explain and please also share any information that you consider
might be of relevance in the context of this call for evidence. Please also explain if you consider that
the existing regulatory framework is sufficient to address the concerns listed in the ESMA statement
regarding zero-commission brokers or do you believe changes should be introduced in the relevant
MIFID Il requirements.

We believe that competition is fine, but building business models based on having clients pay more
for what is basically a commodity is not. All parties that are trading without having the best interests
of their own clients in mind are unjustifiable. Zero-commission brokers are a new player in this field,
but banks and brokers have traded with their own clients at the latter’s expense for years.

Q34: Online brokers seem to increasingly use gamification techniques when interacting with clients.
This phenomenon creates both risks and potential benefits for clients. Have you observed good or
bad practices with regards to the use of gamification? Please explain for which of those a change in
the regulatory framework can be necessary. Do you think that the Commission and/or ESMA should
take any specific action to address this phenomenon?

No comment.
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Q35: The increased digitalisation of investment services, also brings the possibility to provide
investment services across other Member States with little extra effort. This is evidenced by the rapid
expansion of online brokers across Europe. Do you observe issues connected to this increased cross-
border provision of services? Please elaborate.

We see no issues in cross-border services per se: some of the best retail brokers offer services across
Europe. However, we need to ensure that cross-border services do not open up for regulatory
arbitrage. The German PFOF regulation (and how it differs for other European countries) could be
susceptible to such regulatory arbitrage.

Additionally, brokers should be permitted to provide services and product information in English only.
It’s simply a reality and fosters competition.

Q36: Do you observe an increasing reliance of retail clients on information shared on social media
(including any information shared by influencers) to base their investment decisions? Please explain
and, if possible, provide details and examples. Do those improve or hamper the decision-making
process for clients?

We do observe that there is an increasing reliance on information shared on social media; this has
become a major information platform whilst this was not the case a few years ago. We believe that
proper disclosures and transparency on these platforms is mandatory. This is particularly relevant for
paid promotion through social media, vlogging and forum posting. Advertising is advertising and
should be regarded as such: any conflicts of interest, or remuneration received (paid promotion)
should be made absolutely clear. As set out in our answers to questions 5-7 the advertised
instruments should ideally be transparent, simple and low-cost. If the product or platform is opaque
this should be made clear. Not everything can be regulated, and some responsibility can stay with the
investor, subject to adequate information on an advertiser’s interests, and the product’s/platform’s
costs and risks. Obvious misconduct (market manipulation, schemes etc.) obviously need to be
strongly disciplined.

Q37: What are, in your opinion, the risks and benefits connected to the use of social media as part of
the investment process and are there specific changes that should be introduced in the regulatory
framework to address this new trend?

It allows direct sharing of ideas and discussion among individuals, which benefits investor education.
The risk is that not all participants may have honest intentions. We don’t think social media needs to
be regulated under MiFiD Il as such, but that advertising must be regarded — and regulated — as such.

Generally we are concerned about adequately educating society as a whole on (fake) news and
potential manipulation in social media. Please also refer to our answer to question 16.

Q38: Are you aware of the practices by which investment firms outsource marketing campaigns to
online platform providers/agencies that execute social media marketing for them, and do you know
how the quality of such campaign is being safeguarded?
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We have no information on this.

Q39: Have you observed different characteristics of retail clients, such as risk profiles or trading
behaviour, depending on whether the respective client group bases their investment decision on
information shared on social media versus a client group that does not base their investment decision
on social media information? Please elaborate.

We do not interact with clients, so we have not clear information on this.

Q40: Do you have any evidence that the use of social media (including copy/mirror trading) has
facilitated the spreading of misleading information about financial products and/or investment
strategies? Please elaborate and share data if possible

We have no information on this.

Q41: Have you observed increased retail trading of ‘meme stocks’, i.e. equities that experience spikes
in mentions on social media? Please share any evidence of such trading and, if possible, statistics on
outcomes for retail investors trading such instruments.

Yes, we do see that stocks that are categorized as ‘meme stocks’ in mainstream media see an increase
in trading volumes and volatility. This was especially apparent during the Gamestop saga. However we
have no specific information on this and remain uncertain with respect to actors and their motives.

We also believe that the existence of negative interest rates leads to a misallocation of capital and a
very high, and often uninformed, risk appetite. Meme stocks are a symptom of such misallocation. A
high risk appetite is not inherently problematic but these cases show a compounded effect of
individual problems: search for yield, misunderstanding risk, herd mentality, and perhaps even active
influencing with malintent. However, negative interest, as an important component, is caused by
worldwide central bank policies and out of scope for this review.

Q42: Do you consider that the current regulatory framework concerning warnings provides adequate
protection for retail investors? If not, please explain and please describe which changes to the current
regulatory framework you would deem necessary and why.

Yes, we deem this is sufficient. ESMA and/or EC should attempt not to overregulate. Which news
feeds retail investors use to come to investment decisions is up to their own discretion, as long as any
paid promotion or conflict of interest is clarified. See also our answer to question 16.

Q43: Do you believe that consumers would benefit from the development of an ‘open finance’
approach similarly to what is happening for open banking and the provision of consumer credit,
mortgages, etc? Please explain by providing concrete examples and outline especially what you
believe are the benefits for retail investors.
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We believe in general that the current status-quo in finance gives more-than-desired power to banks,
which subsequently hold different roles towards their clients, often resulting in conflicts of interest.
When there is such a conflict of interest, the retail investor loses.

Q44: What are, in your opinion, the main risks that might originate from the development of open
finance? What do you see as the main risks for retail investors? Please explain and please describe
how these risks could be mitigated as part of the development of an open finance framework.

No comment.

Q45: Which client investor data could be shared in the context of the development of an open
finance framework for investments (e.g., product information; client’s balance information; client’s
investment history/transaction data; client’s appropriateness/suitability profile)?

No comment.

Q46: What are the main barriers and operational challenges for the development of open finance
(e.g., unwillingness of firms to share data for commercial reasons; legal barriers; technical/IT
complexity; high costs for intermediaries; other)? Please explain.

No comment.

Q47: Do you see the need to foster data portability and the development of a portable digital
identity? Please outline the main elements that a digital identity framework should be focusing on.

No comment.

Q48: Do you consider that regulatory intervention is necessary and useful to help the development of
open finance? Please outline any specific amendments to MiFID Il or any other relevant legislation.

No comment.

Q49: What do you consider as the key conditions that would allow open finance to develop in a way
that delivers the best outcomes for both financial market participants and customers? Please explain

No comment

i Page 16 of 16

All Options Response to the ESMA call for evidence on retail investor
protection



