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Invesco response to the ESMA Call for Evidence on Retail Investor

Protection Aspects

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 organisation.
Invesco welcomes the opportunity to provide inputs and feedback to ESMA on the retail investor
protection framework.

As an independent global asset manager, Invesco is offering financial products and services to a variety
of clients in the European Union, and is operating through several offices based in the main financial
centres in the region. Invesco’s client base in Europe is split between Institutional and Retail investors,
and the distribution of our products to non-professional clients is performed through a network of third-
party distributors, most of them being MiFID regulated firms.

In that context, we continuously support distributors through the publication of PRIIPs Key Information
Documents, and the provision of data and information on our investment products to help them comply
with the investor protection rules and their disclosure obligations.

As a general remark on the EU retail investor protection regime, we acknowledge that the current
regulatory framework applying to retail investors intends to provide a high level of protection and
transparency, but we are of the view that these objectives have had counterproductive effects on the
participation of retail investors to capital markets. Indeed, following the financial crisis, the primary focus
of the EU legislator had been to protect retail investors from the risks associated to investments in
capital market. This noble objective led to the implementation of heavy disclosure obligations and
onerous protection mechanisms. However, because of this emphasize on risks and protection, retail
investors have lost sight of the benefits of accessing capital markets for their own financial heath, and for
the rest of the EU economy. We believe a more balanced approach, allowing the public to understand
both the risks and advantages of capital markets would be a positive step forward. It would increase the
public's trust in financial markets and retail investments.

On top of this, we regret that, despite the significant work engaged after the financial crisis, the EU
regulatory landscape still lacks consistency in the applicable rules and information provided to clients
depending on the product types and services. We believe the multiplicity of regimes and disconnection
among them have created an unnecessary complexity and inefficiency for EU regulated entities, and
contributed to limit retail investments in capital markets.

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 don't believe the current disclosure framework, including the PRIIPS KID, provides investors with a
clear description of the main differences and characteristics of the different investment solutions,
including their associated risks/benefits and costs.

The experience of the PRIIPS KID document has shown that aiming at a strict comparability among
product is impossible to achieve, considering the different features and structures of the investment
vehicles.




We believe it is key that retail investors understand the main characteristics and features of the different
categories of products. however, within each category of investment solutions, comparability should be
achieved by providing specific information adapted to each product type.

Nonetheless, disclosure rules shouldn't be not the only solution to improve comparability of products:
financial literacy and the involvement of financial professionals is essential to help retail investors
navigate among the different investment solutions at their disposal, and empower them to make the best
decision.

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.

We believe the accumulation of disclosure requirements targeting retail investors (e.g. UCITS, PRIIPs,
MIFID, IDD, SFDR) has led to an ineffective overlay of rules and has created an unnecessary and
counterproductive patchwork of data provided to clients throughout the different steps of its investment
journey.

This overload of information and documents is creating confusion in retail investors’ mind which
contributes to the limited engagement from retail investors and mistrust in financial markets.

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.

The financial disclosure requirements set out MiFID II, IDD and PRIIPs are diverging substantially and
should be revamped to ensure consistency across the different regimes.

In particular, the costs and charges information required under MiFID Il and PRIIPs is a source of
confusion for consumers. Hence, a better alignment of the future cost disclosure requirements should be
achieved, both on the calculation methodology used for the determination of the estimated costs, and on
the actual investment amount used as a basis for the disclosure - personalized amount vs standardized
amount.

We believe that digital solutions could help achieve a more tailored and accurate disclosure of costs,
based on the amount invested and cost incurred by the relevant investment services and products. Such
solutions could provide additional details on the breakdown and meaning of the different cost categories.

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

When it relates to investment in funds, retail clients should be provided with the following key
information on the products: the investment objective, the related risks, the costs, the past
performances, and any additional relevant technical details on the product and needed for the
subscription in the fund (e.g. ISIN code).

It's essential that retail investors understand the articulation between the information provided by the
service providers and the key information obtained on the product, in particular on the costs and charges
element.

Indeed, retail investors should be able to understand the allocation of costs between the different entities
involved in the distribution chain - e.g. manufacturer, account holder, advisor. The disclosure of costs




should also benefit from the use of digital means to provide a more accurate set of data to clients, based
on their anticipated investment amount.

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.

No comment

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.

As previously stated, the interactions between MiFID Il requirements and the other disclosure rules in the
PRIIPS or UCITS texts create a challenging environment, due to the several overlaps and the overload of
information they generate - e.qg. prospectus, KIID/KID, MiFID disclosure.

The future disclosure requirements should consider the investment experience of the retail clients
holistically. In particular, it should avoid imposing piecemeal disclosure requirements to the different
components of the investment solution selected by the retail client, i.e. investment product, wrapper,
investment/distribution service.

On top of improving the regulatory framework and disclosure regimes, we support the efforts on
financial literacy, which remain a powerful tool to empower retail investors. Most of them have a limited
understanding of the overall functioning of the markets, a distorted vision of the risks, and a partial
knowledge of the investment solutions available to them. Improving financial literacy can raise awareness
of the public on the importance of financial health, as well as on the key role of investment to support life
projects and improve their overall wellbeing.

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.

As further explained in the above answers, the MIFID Il disclosure rules should be reviewed together with
the other regimes applying to retail clients' investment solutions (e.g. PRIIPS and IDD), in order to
improve the retail participation in financial markets.

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)31
and other legislation covering ESG matters?

A key challenge in relation to the implementation of the new sustainability framework for retail investors
will be to ensure the accessibility and comprehension of the new framework. Invesco’s research on this
matter, which is also reflected in consumer research undertaken by the French AMF and the Dutch AFM,
shows that there are very low levels of understanding amongst retail investors when it comes to
sustainability issues and terminology. For example, our research found that only 14% of respondents
understood the term “ESG”. The SFDR and MiFID have, however, create a whole new lexicon of complex
regulatory jargon that retail investors are even less likely to understand. Our research, and that of
others, shows where there is complexity and confusion, it tends to disincentivise retail investors, which
would be the opposite of the intent behind the regulation to facilitate and encourage retail investors to
invest in sustainable products.




Given the length and complexity of the SFDR disclosures, retail investors are unlikely to engage with
these documents and therefore will be reliant on their advisors to help them understand the different
options available to them and the pros and cons of these options. Getting the suitability guidelines right
will therefore be of the utmost importance to ensure that retail investors are supported appropriately.
Focusing on reqgulatory-driven options such as % of taxonomy alignment, % of sustainable investments or
consideration of principal adverse impacts is unlikely to be comprehensible or meaningful to retail
investors and could therefore lead to misleading results. It is therefore important that advisors are able
to translate technical, regulatory-driven terminology into clear and meaningful questions and options that
retail investors can understand to avoid confusion and the risk of mis-selling.

We would be happy to share the results of our research with the ESAs.

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?

To reinforce the protection of retail investors, we would strongly suggest aligning transparency and
inducement rules applicable to the different products types, i.e. IBIPs and financial instruments, to ensure
a level playing field between the MiFID 2 and IDD regimes. Considering the high permeability between the
distribution of financial and insurance products, such alignment is key to avoid any loophole in the retail
investor protection regime in the EU.

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.

No comment

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.
Provision of information via digital means could allow retail investors to adapt the disclosure and make it
fit with their cognitive functioning and needs. Such digital solutions can help achieve a better
understanding of the products and services, and facilitate comparability.
However, it is key to ensure that:
- Baseline data remains provided to clients, despite the adaptability and personalization of the
format;
- Providers and clients have the ability to record the exact information provided, for audit trail
purposes;
- Data management solutions between distributors and product manufacturers are robust enough
to ensure up-to-date information is provided to investors.




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 comment

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.

Information to clients under the MiFID Regime should be leveraging on the development of digital means.
The use of electronic communication as the default option introduced by the MIFID Il recovery package is
a step in the right direction, while it still allows for the use of paper version as an alternative solution.

We believe regulation should encourage innovation and promote the use of technology to deliver
interactive and personalized solutions.

Additionally, Digital tools can improve the empowerment of retail clients, through a simpler comparison
among the products available to them, or a more personalized and adapted disclosure of the investment
solutions' features.

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
provided by third parties (i.e., FINfluencers), etc? Please explain and outline the adaptions that you
would propose.

No comment

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 semi-automated
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.

No comment

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.

No comment

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.

No comment

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 comment

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 reqular framework sufficiently
protects retail investors against the risks of margin trading, especially the ones that cannot bear the
risks? Please elaborate.

No comment

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.

No comment

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.

No comment

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.

No comment

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.




No comment

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).

No comment

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.

No comment

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.

No comment

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

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.

No comment

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?

No comment

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?

No comment

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 safequarded?




No comment

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.

No comment

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.

No comment

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.

No comment

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
reqgulatory framework you would deem necessary and why.

No comment

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.

Invesco supports the development of open architecture solutions that improve the provision of and
access to financial services and products in the best interest of clients and end-investors. Indeed, we
support the extension of Open Banking data-sharing principles to a broader range of financial services,
products and information (e.g., debt/other liabilities) as we believe this could have significant
transformative benefits for consumers in managing their finances.

Open Finance has the potential to revolutionise the way in which consumers access such financial
services and products by effectively disintermediating the traditional marketplace. From a consumer
perspective, this could have many benefits including greater transparency and reduced costs of
intermediation, as well as greater efficiency in switching between saving/investment
accounts/platforms/products/funds.

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.

Due to the sensitive nature of the information shared by individuals in that context, Open Finance
solutions will require strict data protection mechanisms to be applied in order to ensure a transparent
and safe regime for consumers.

The digital nature of Open Finance will increase the risks linked to privacy breaches and frauds, and will
require adequate digital operational resilience standards for firms operating the infrastructure to
guarantee a safe functioning.




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)?

As further explained in Question 47, we support the development of Digital IDs and portable suitability
profiles in order to simplify client onboarding. We also encourage the use of digital technologies which
would permit the development of portable fact finds as well as the creation of pension and savings
dashboards allowing consumers to have a comprehensive overview of their overall financial situation.
We believe these digital solutions and tools will help improve consumers' engagement and retail
investors' empowerment.

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.

While Open Finance may unlock significant opportunities - primarily for consumers but tangentially for
market participants such as asset managers - developing the appropriate capabilities to engage in and
take advantage of Open Finance would also be a significant undertaking. It should therefore be driven
forward in collaboration with industry to ensure standardisation of application programming interfacing
(API) and to avoid a multitude of inconsistent and competing data and authorisation standards.

A consistent EU regulatory and supervisory framework would also need to be developed to govern Open
Finance and related activities, and create a consistent approach across the EU and ensure
interoperability within the region and globally.

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.

From a consumer perspective, digital identifications as well as portable suitability profiles would likely
support quicker onboarding and reduce the administrative burden of accessing a broader range of
financial services and products.

In particular, they would simplify and fasten the Know-Your-Customer and Anti-Money-Laundering
processes required at onboarding stage and would facilitate consumers' access to new financial
services/products providers.

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.

We support the development of a consistent EU regulatory and supervisory framework governing Open
Finance and related activities, which is coherent and interoperable with similar initiatives being brought
forward in other leading jurisdictions globally.

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




