
1 

  



2 

SUMMARY POLICY RECOMMENDATIONS 
 

PFOF: At what cost do we trade without costs? 

 

Retail trading must be simple, transparent, cost efficient, and done in the best possible conditions for 
individual, non-professional (“retail”) investors. To achieve this, BETTER FINANCE puts forward a series 
of recommendations in relation to best execution of retail orders and payments for order flows (PFOF 
or, more adequately PFROF: Payment for retail order flow).  

Best solution:  

 

Alternatively 

 

  

•Commissions, rebates, remunerations, and other forms of payments received for 
routing "retail" client orders to execution venues should be either prohibited or 
passed in full to the customer.

Ban payments for routing "retail" trade orders 

Require all retail brokers to offer clearly, easily, and on the same level at least one 
“lit” regulated market venue alongside “dark” ones to retail clients

•At least one “lit” market venue offer (in terms of matching rules, pre- and post-trade 
transparency of data, etc.) should be put on a strictly equal footing with the dark ones and 
the retail investor informed of the differences between “lit” and “dark”.

Impose adequate disclosure and reporting on PFROF 

•Brokers must gather data and report the total amounts of PFOF that received from market 
makers, including the attribution split (broker - client) for each trade;

•Mantain and streghten RTS 27 and 28 reports;
•Brokers who receive PFROF and paying parties must report total amounts of PFROF for 
each beneficiairy and for each payor to NCAs and those must make them public as in the 
US.

Ensure best execution of retail client orders

•Strenghten best execution rules by defining it as obtaining the best price, net of commissions 
and other costs, for the retail tradeclarify best execution rules with best execution primarily 
defined as obtaining the best price, net of commissions and other costs, for the retail trade.

Impose a low LIS threshold for internalisers

•Require that systematic internalisers can only execute trades whose value is at least equal or 
higher to a Large-in-Scale (LIS) threshold.
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INTRODUCTION 
Payments for retail order flow (“PFOF” or more adequately “PFROF”) are commissions paid by 
financial firms to brokers for directing their retail clients’ orders (buy/sell) to them for execution. 
These financial firms execute the brokers’ retail clients’ orders, meaning they:  

• act as a buyer for clients offering to sell financial instruments, or 
• act as a seller for clients asking to buy financial instruments. 

In such cases, brokers’ clients do not 
trade with other investors on a 
regulated market (such as the Paris or 
Warsaw stock exchanges), but instead 
enter bilateral trades, called over-the-
counter (OTC). These trades are opaque 
(non-transparent) and differ from the 
market price (potentially from the best 
execution price as well).  

 
Source: © BETTER FINANCE, 2022 

PFOF create a revenue stream for brokers, allowing them to reduce upfront (explicit) fees or 
even charge zero commissions for trading on their platform. However, as BETTER FINANCE 
firmly believes there is no “free lunch”, this position paper presents our research and arguments 
against PFOF and internalisation for retail investors.  

How are financial instruments traded? 

Multilateral “lit” market venues (Securities 
exchanges and MTFs1) provide a trading place 
where a large number of sellers and buyers of 
financial instruments (shares, bonds, ETF units, 
etc.) can compete with one another in offers 
and bids. This competition is the basis of the 
price discovery mechanism, as the value of any 
financial instrument is determined by how 
much other investors are willing to pay for it. In 
exchange for using the marketplace,2 securities 
exchanges charge participants a fee,3 which is 
their main revenue source.4 

 
1 According to Art. 4(22) MiFID II, a multilateral trading facility (MTF) means “a multilateral system, operated by an investment firm or a market 
operator, which brings together multiple third-party buying and selling interests in financial instruments – in the system and in accordance with 
non-discretionary rules – in a way that results in a contract in accordance with Title II of this Directive”.  
2 There are other services securities exchanges can offer to investors, but traditionally those three make the largest slice of the revenue.  
3 Retail investors cannot participate directly on the securities exchange, but only through intermediaries. Exchanges thus charge intermediaries, 
who pass the fees onto their clients. 
4 As explained in footnote 1 above, securities exchanges can have other revenue streams, for instance clearing, settlement, selling market data 
or providing research, but these are marginal sources of income.  

Source: © BETTER FINANCE, 2021 

Retail broker 
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In short, a securities exchange’s algorithm will match a buy bid with the best available sell offer 
(in terms of price, volume, and timestamp) and vice versa.5 On the other hand, financial firms 
can execute brokers’ clients orders through proprietary trading: the firm receives (sees) the 
clients’ order flows and will either sell/buy its own securities or sell/buy short, or go to the 
marketplace and buy/sell the necessary in order to satisfy the trading orders. This is called 
internalisation and the financial firm can turn a profit from the difference (spread) between the 
price at which the firm acquires or sells a financial instrument on the market (or with other 
dealers) and the price at which the firm sells or buys the financial instrument from the brokers’ 
clients. 

PFOF: Beneficial or not for retail traders? 

Although it can bring several advantages, unfortunately PFOF can also create the illusion of 
free trading as it hides implicit costs,6 leads to conflicts of interests over best execution, can 

distort competition and ultimately trigger an overall price deterioration for all investors.7  

Several brokerage models have recently become very popular by using payments for order 
flows as a source of revenue to offer lower or no upfront costs for retail clients. While BETTER 
FINANCE supports digitalisation, financial innovation, and other new disruptive models that 
attract and enable more citizens to invest directly and cost efficiently into capital markets, we 
cannot but scrutinise those new practices that may have a recoil against non-professional 
investors and capital markets as a whole. Below, we lay down our policy recommendations and 
arguments as to why PFOF or internalisation of retail orders should be banned. 

POLICY RECOMMENDATIONS 

In short, BETTER FINANCE’s research suggests that: 

• PFOF can lead to worse execution prices; 
• most financial supervisors warn and strongly doubt the practice’s compliance with the 

law; 
• several brokers have previously received hefty fines for PFOF practices; 
• PFOF can create a conflict of interest between brokers and clients;  
• PFOF can hamper competition, price formation, and transparent trading, ultimately 

affecting issuers and investors. 

In BETTER FINANCE’s view, retail trading must be made simple, transparent and on the best 
terms for the “retail” client. Can this be the case where a market maker pays the broker to direct 
order flows to its execution venue whereas the broker should endeavour to find and obtain the 
best possible result for the “retail” client? 

 
5 There are different types of orders. The most frequent one is called market order: where the order giver does not specify anything else than 
the name of the security he wants to buy or sell and the number of units. There are many other types of orders, such as limit orders, take, hit, 
without price, etc. For an overview of the types of orders and how these are settled, check the financial education publications of your local 
securities markets authority.  
6 Samuel Adams, Connor Kasten, Eric K. Kelley, Do investors save when market makers pay? Retail execution costs under payment for order 
flow models. (December 1, 2021), available at: https://dx.doi.org/10.2139/ssrn.3975667. 
7 Christine A. Parlour, Uday Rajan, ‘Payment for order flow’ (2003) Journal of Financial Economics 68(3), 379-411. Available at: 
https://www.sciencedirect.com/science/article/abs/pii/S0304405X03000710; Robert H. Battalio, Tim Loughran, ‘Does payment for order flow 
to your broker help or hurt you?’ (2008) Journal of Business Ethics 80, 37-44, available at: 
https://link.springer.com/article/10.1007%2Fs10551-007-9445-x.  

BEST solution: Ban payments for routing “retail” trade orders 

https://dx.doi.org/10.2139/ssrn.3975667
https://www.sciencedirect.com/science/article/abs/pii/S0304405X03000710
https://link.springer.com/article/10.1007%2Fs10551-007-9445-x
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The obligation to “execute orders on terms most favourable to the client” is laid down in Art. 27(1) 
MiFID II: 

investment firms (in this case, brokers) shall “take all sufficient steps to obtain, when 

executing orders, the best possible result for their clients taking into account price, 

costs, speed, likelihood of execution and settlement, size, nature or any other 

consideration relevant to the execution of the order”. 

Research from the securities markets supervisor in the Netherlands indicates that PFOF-driven 
execution is inferior to non-PFOF venues. According to their study, two PFOF trading venues 
executed client orders at worse prices compared to a non-PFOF venue in between 68%-72% 
and 81%-83% of cases, leading to a €1.44 and €3.46 price deterioration for €3 000 
transactions.8  

The same finding comes from the Spanish financial supervisor, which applied the same 
methodology as the NL AFM, found “an 86.4% of the trades in the PFOF TV fall under the worse 
execution category, with a price deterioration of 0.14%” in comparison with the top 10 trading 
venues and 85.9% in comparison with the reference market, having a price deterioration of -
0.16%.9  

In the UK, the financial supervisor clarified that PFOF “is unlikely to be compatible with our 
inducements rule and risks compromising compliance with best execution rules”.10 In the same vein, 
the European Securities and Markets Authority (ESMA) also sent a strong message on PFOF 
and client disclosures in 2021 when it highlighted that: 

• “PFOF raises serious investor protection concerns”,  
• “in most cases it is unlikely that PFOF could be compatible with MiFID II and its delegated 

acts”, and 
• urged national supervisors to step up efforts in investigating this practice.11 

In a Dear CEO letter of December 2017, the UK FCA highlighted several statements that firmly 
condemn the practice of PFOF: 

• “firms that continue to charge payments for order flow will breach the new standards 
implemented in MiFID II”; 

• PFOF is likely “to cause harm to clients and markets”; or 
• PFOF “substantially undermines a broker’s ability to act as a good agent”.12 

 

 
8 Autoriteit Financiële Markten, Assessing the quality of executions on trading venues: The “Comparative Pricing Model – version 2” (March 
2022), available at: https://www.afm.nl/nl-nl/nieuws/2022/februari/kwaliteit-orderuitvoering-pfof.  
9 Comisión Nacional del Mercado de Valores, Payment for order flow: an analysis of the quality of execution of a zero-commission broker on 
Spanish stocks (March 2022) Research and Statistics Department, pp. 13-14, available at: 
https://www.cnmv.es/portal/Publicaciones/verDoc.axd?t={7d545771-9e7b-4503-b65d-1a6053236df6}.  
10 Financial Services Authority, Finalised Guidance: Guidance on the Practice of “Payment for Order Flow” (May 2012), available at: 
https://www.fca.org.uk/publication/finalised-guidance/fg12-13.pdf 
11 European Securities and Markets Authority, Public Statement: ESMA Warns Firms and Investors About Risks Arising from Payment for Order 
Flow and from Certain Practices by “Zero-Commission” Brokers (13 July 2021) ESMA35-43-2749, available at:  
https://www.esma.europa.eu/sites/default/files/library/esma35-43-2749_esma_public_statement_pfof_and_zero-
commission_brokers.pdf.  
12 United Kingdom Financial Conduct Authority, Dear CEO: Payment for Order Flow (PFOF), 13 December 2017, available at: 
https://www.fca.org.uk/publication/correspondence/dear-ceo-letter-payment-for-order-flow.pdf.  

https://www.esma.europa.eu/databases-library/interactive-single-rulebook/clone-mifid-ii/article-27-0
https://www.esma.europa.eu/databases-library/interactive-single-rulebook/clone-mifid-ii/article-27-0
https://www.afm.nl/nl-nl/nieuws/2022/februari/kwaliteit-orderuitvoering-pfof
https://www.cnmv.es/portal/Publicaciones/verDoc.axd?t=%7b7d545771-9e7b-4503-b65d-1a6053236df6%7d
https://www.fca.org.uk/publication/finalised-guidance/fg12-13.pdf
https://www.esma.europa.eu/sites/default/files/library/esma35-43-2749_esma_public_statement_pfof_and_zero-commission_brokers.pdf
https://www.esma.europa.eu/sites/default/files/library/esma35-43-2749_esma_public_statement_pfof_and_zero-commission_brokers.pdf
https://www.fca.org.uk/publication/correspondence/dear-ceo-letter-payment-for-order-flow.pdf
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Other research publications pointed out issues on conflicts of interests, for instance highlighting 
that PFOF “arrangements create a conflict of interest for the brokerage firms who must balance 
their own profit motives with their ‘best execution’ duties to their clients”.13  

BETTER FINANCE shares this view as PFROF is just a specific kind of “inducements” 
(commissions, remunerations, rebates),14 incentivising the broker to execute the order on the 
venue paying the most, not that offering the best price. In such cases, this would breach not 
only the best execution duty, but also the obligation to “act honestly, fairly, and professionally in 
accordance with the best interests of the client” (Art. 24(1) MiFID II).  

PFOF sparked attention in recent years mostly due to fines applied by supervisors for breaching 
best execution rules. For instance, the broker that was sanctioned in the aftermath of the 
GameStop15 case (January 2021), was also sanctioned before: 

• by FINRA16 (2019) for $1.25 million (€1.1 million) for:  
o failing to “reasonably consider (…) execution quality factors”,  
o not performing “systematic best execution reviews” and  
o not having a supervisory system “reasonably designed to achieve compliance with its best 

execution obligations”;17 and 

• by the US SEC,18 imposing a fine for a total of $65 million (€52.7 million) for “misleading 
customers about revenue sources and failing to satisfy duty of best execution”.19 

Several other fines were imposed in the US market for similar breaches: for instance, the US 
Violation Tracker20 shows 12 records of penalties incurred by another brokerage platform for 
breaches of investor protection rights21 throughout the years. 

Beyond execution quality on individual trades for retail investors, there is also the issue of price 
discovery, competition and trade transparency, affecting the market as a whole.22 Diverting 
trade orders away from “lit” markets may systematically increase bid-ask spreads, which in the 
end will affect the execution price for investors and hamper adequate funding for securities 
issuers, i.e. the real economy.  

 
13 Samuel Adams, Connor Kasten, Eric K. Kelley, Do Investors Save When Market Makers Pay? Retail Execution Costs Under Payment for Order 
Flow Models (1 December 2021), p. 29, available at: https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3975667.  
14 See BETTER FINANCE, Evidence Paper on the Detrimental Effects of Inducements (February 2022), available at: 
https://betterfinance.eu/publication/better-finance-evidence-paper-on-the-detrimental-effects-of-inducements/.  
15 See BETTER FINANCE Press Release, GameStop Case Highlights Discrimination of “Retail” Investors in Stock Markets (4 March 2021), available 
at: https://betterfinance.eu/wp-content/uploads/PR-GameStop-highlights-Discrimination-of-Non-professional-Investors-in-Stock-Markets-
04032021.pdf.  
16 FINRA is the Financial Industry Regulatory Authority in the United States of America  – see https://www.finra.org/about.  
17 Financial Industry Regulatory Authority, ‘FINRA Fines Robinhood Financial, LLC $1.25 Million for Best Execution Violations’ (19 December 
2019), FINRA News Release, accessed 2 October 2021, available at: https://www.finra.org/media-center/newsreleases/2019/finra-fines-
robinhood-financial-llc-125-million-best-execution.  
18 The US SEC (Securities and Exchange Commission) is the government oversight agency responsible for regulating the securities markets 
and protecting investors. 
19 US Securities and Exchange Commission, Press Release: SEC Charges Robinhood Financial With Misleading Customers About Revenue 
Sources and Failing to Satisfy Duty of Best Execution, 2020-321, available at: https://www.sec.gov/news/press-release/2020-321.  
20 Platform set us by Good Jobs First comprising all individual penalty records of companies in the US, see https://www.goodjobsfirst.org/.  
21 Good Jobs First, Violation Tracker Individual Record for E-Trade Securities LLC, available at: 
https://violationtracker.goodjobsfirst.org/violation-tracker/-e-trade-securities-llc-0, sourced from Financial Industry Regulatory Authority, 
‘FINRA Fines E*Trade Securities LLC $900,000 for Supervisory Violations Related to Best Execution and Protection of Customer Order 
Information’ (2 June 2016) accessed 2 October 2021, available at: https://www.finra.org/media-center/news-releases/2016/finra-fines-
etrade-900k-best-execution-and-protection-customer-order.  
22 In this sense, see FESE, The Issue of Payment for Order Flow (25 May 2021), p. 2, available at: https://www.fese.eu/blog/the-issue-of-
payment-for-order-flow/.  

https://www.esma.europa.eu/databases-library/interactive-single-rulebook/clone-mifid-ii/article-24-0
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3975667
https://betterfinance.eu/publication/better-finance-evidence-paper-on-the-detrimental-effects-of-inducements/
https://betterfinance.eu/wp-content/uploads/PR-GameStop-highlights-Discrimination-of-Non-professional-Investors-in-Stock-Markets-04032021.pdf
https://betterfinance.eu/wp-content/uploads/PR-GameStop-highlights-Discrimination-of-Non-professional-Investors-in-Stock-Markets-04032021.pdf
https://www.finra.org/about
https://www.finra.org/media-center/newsreleases/2019/finra-fines-robinhood-financial-llc-125-million-best-execution
https://www.finra.org/media-center/newsreleases/2019/finra-fines-robinhood-financial-llc-125-million-best-execution
https://www.sec.gov/news/press-release/2020-321
https://www.goodjobsfirst.org/
https://violationtracker.goodjobsfirst.org/violation-tracker/-e-trade-securities-llc-0
https://www.finra.org/media-center/news-releases/2016/finra-fines-etrade-900k-best-execution-and-protection-customer-order
https://www.finra.org/media-center/news-releases/2016/finra-fines-etrade-900k-best-execution-and-protection-customer-order
https://www.fese.eu/blog/the-issue-of-payment-for-order-flow/
https://www.fese.eu/blog/the-issue-of-payment-for-order-flow/
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ALTERNATIVE SOLUTIONS TO A PFROF BAN 

Currently, EU rules on commissions in retail investment services oblige providers who accept 
such payments to either: 

• fully pass them on to the consumer, or 
• ensure that such payments are used to provide an additional and higher quality 

service, while observing the other rules on conflicts of interests (Art. 21(1) MiFID II) 
and acting in the best interests of clients (Art. 24(1) MiFID II).  

Should the EU co-legislators shy away from a desirable outright ban on inducements, BETTER 
FINANCE puts forward four alternative complementary proposals to ensure that retail traders 
enjoy optimal conditions when investing in EU capital markets.  

At least one “lit” market venue offer (in terms of matching rules, pre- and post-trade 
transparency of data, etc.) should be put on a strictly equal footing with the dark ones and the 
retail investor informed of the differences between “lit” and “dark”. 

EU and national supervisors cannot supervise what is not reported and known. Currently, 
investment firms (incl. brokers) must report to the client the nature, value, and source of 
commissions, without any obligation to aggregate and publicly report such data, at least to 
supervisory authorities. 

We believe this is an important step for assessing best execution delivered by brokers as it can 
stand to show a fraction of the magnitude of the spreads trade venues speculate in order to 
pay for order flows.  

For instance, in the US Rule 606 (a) of the Securities and Exchange Commission obliges broker-
dealers to report quarterly such payments (their values and source). This enables clear 
overviews, as in the examples provided below: 

Table 1. Top 10 PFOFs received by brokers in the US 

 
Source: https://daytradingz.com/payment-for-order-flow/  

  

Impose adequate disclosure and reporting of PFOF 

Require all retail brokers to offer clearly and easily and on the same level at 

least one “lit” regulated market venue alongside “dark” ones to retail clients 

 

https://daytradingz.com/payment-for-order-flow/
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Table 2. Top 10 PFOF providers in the US 

 
Source: https://daytradingz.com/payment-for-order-flow/  

At the same time, we recommend expanding the disclosure to client obligation regarding 
inducements to showing the amount of PFOF paid by the market venue to his broker on each 
trade confirmation with the explanation of what it is. 

Retail investors must benefit of the best possible terms for the execution of their sell or buy 
orders when holding directly (not through packaged products) and trading in capital markets. In 
this sense, should payments for order flows be maintained, the EU co-legislators should clarify 
how best execution is achieved, with the advice of the European Securities and Markets 
Authority, so that clients and supervisors can much better compare execution terms and assess 
whether the best execution duty has been observed. 

As highlighted above, PFOF can also affect the price formation mechanisms, distort 
competition between trading venues and reduce the share of transparent (or “lit” trading).  

When a market maker or an SI pays to capture large flows of trades, it internalises a part of the 
market and deprives “lit” markets of liquidity and depth in the order books. In the end, such a 
process will affect price formation and increase spreads on financial instruments. 
Unfortunately, in 2019, the second-largest equity execution market was in fact a systematic 
internaliser.  

 
Source: BETTER FINANCE Report on Consumer Access to EU Equity Trade Data (2021) 

  

Ensure best execution for client orders 

Impose a low LIS threshold for internalisers 

https://daytradingz.com/payment-for-order-flow/
https://betterfinance.eu/publication/consumer-access-to-eu-equity-trade-data/
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In 2020, according to FESE/Big xyt, 80% of the trades executed on systematic internalisers 
were below the standard market size (SMS), with an average value of €3 000. Thus, we can 
assume that many of these trades are from retail investors, given their generally limited size, 
and this may be happening precisely because systematic internalisers or other intermediaries 
may be paying for order flows. 

By amending the current MiFIR rules and obliging systematic internalisers to only handle large-
in-scale (LIS) orders – purpose for which they were allowed by MiFID I, and facilitated further 
under MiFID II – , EU law can ensure that the average retail trade is no longer internalised and 
reaches liquid and transparent markets where the investor can benefit of the best available bids 
and offers. 
 

Glossary of terms 
Neobrokers 
They represent the new generation of 
fully digital brokers aiming to facilitate 
the execution of low-cost stock market 
orders and trading services directly to 
individual investors.  

PFOF 
Payments made by market makers 
to brokers for directing their retail 
(retail only) clients’ buy and sell 
orders for execution on their trading 
venues. 

Over-the-counter (OTC) 
A type of bilateral trade in financial 
instruments between two 
counterparties that takes place 
outside of formal execution venues.  

Brokerage platform 
A mechanism organised by an 
investment firm where client orders 
are not executed by the firm itself, but 
sent for execution to on the market or 
to dealers.  

Systematic internaliser (SI) 
A facility organised and managed by 
an investment firm where it trades, 
on its own account, with buyers and 
sellers of securities; official 
definition in Art. 4(1)(20) MiFID II. 

Internalisation 
The process through which a 
systematic internaliser captures buy 
and sell order flows and trades on its 
own account, instead of the orders 
being matched indiscriminately in the 
market.   

“Lit” market 
Securities exchanges and MTFs 
(Multilateral Trading Facilities) where 
all sell offers and buy bids (pre-trade), 
as well as executed trade prices (post-
trade) are transparent and publicly 
available.  

Spread 
The difference between the price of 
buying (or selling) a financial 
instrument and vice versa with 
different counterparties.  

“Dark” pools 
Trading venues where the pre- and 
post-trade information (bid/offers 
and execution prices) and not 
transparent or publicly available.  

Best execution 
An obligation for brokers (Art. 27 
MiFID II) to “execute orders on terms 
most favourable to the client”. 

Price discovery mechanism 
The process through which 
investors compete with sell offers 
and buy bids for the same financial 
instrument, thus determining its fair 
market value or price.  
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