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“Robot Advice” for savings & investments
A misnomer with real potential benefits

The Joint Committee of the European Supervisory Authorities has recently issued a discussion
paper on “automation in financial advice”. This is quite appropriate, since what is also known as
“robot advice” is an emerging trend, first appearing in the US about 5 years ago and now slowly
coming to Europe.

Better Finance - the European Federation of Investors and Financial Services Users - took a
closer look at a sample of these new providers, both in the US and in selected EU countries
(Belgium, France, Germany, UK): see annex I for the list of providers researched.

The research concentrated on the products on offer as well as prices (see Table in Annex II). The
data collected can be examined in the attached tables. This limited research did not, and could
not, analyse the algorithms used by these providers, nor the adequacy of the asset allocations
designed and advised to clients. It is of course too early to evaluate the adequacy of the services
provided, as investments are still very recent.

The following are the key findings of the research.

1. “Robot advice” in the field of investments: a misnomer

A European legal definition of investment advice can be found in the MiFID Directive:
(Article(4)(1)(4)) “'Investment advice' means the provision of personal recommendations to a
client, either upon its request or at the initiative of the investment firm, in respect of one or more
transactions relating to financial instruments.”

All the providers we researched are indeed providing investment advice under this definition,
although the degree of personalisation is debatable: all the providers ask the prospects/clients
to fill out a questionnaire on their needs, on their tolerance to risk or on their risk appetite, and
often on their existing financial situation, assets and debts. But quite a few of the providers
researched then direct customers to a rather limited number of predefined investment
strategies or portfolios: three only in the case of Vamoo (Germany), five for Money on toast (UK)
and ten for Yomoni (France). Can it really be considered to be a “personal” recommendation
when the customer is merely placed in a limited number of pre-defined categories? Actually, the
UK and the French providers are duly registered as financial advisors, but the German one is not.

But they are also all also providing asset management services, since they typically implement
the personal recommendations provided to their clients by executing the investments proposed
and accepted.

In fact, several of the providers researched are registered as asset management companies with
their National Competent Authority, or partner with an asset management company.

Therefore, terms such as “robot investing” or “robot investment management” would designate
this emerging business more appropriately.
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2. Simpler, lower and more transparent fees, but still usually asset-based

As shown in the table in annex II, most “robot” providers display a much simplified fee scale,
often a single “all-in” fee, or just two fees: “advice” and fund fees. There typically are no other
fees such as entry fees, custody fees, transaction fees, performance fees, wrapper fees, etc. which
are often to be found in standard “human” financial advice and private banking services. Fund
fees are not always disclosed in the presentation of the robot services but their existence on top
of the advice fee is usually mentioned.

The generally far simpler and more transparent! fees from robot investing are also much lower
than fees charged by “human” financial advisors or private bankers:

e between 12 and 99 “basis points”2 (fund fees included) in the US (between 0 and 89
bps for advice plus 10 to 17 bps typically for underlying fund fees)

e Dbetween 69 and 169 basis points (fund and wrapper fees included) in Europe, with
much more recent and smaller providers (between 49 and 100 bps for advice plus
19 to 69 bps typically for funds).

This compares very favourably with traditional overall fees charged by financial advisors and
private bankers that are typically far above 100 bps when one includes underlying asset
management fees. This difference has a very important impact over time on the actual
performance of financial advice, especially in an environment of low capital market returns. It
can indeed make the difference between protecting the purchasing power (the real value) of
people’s savings and destroying it.

The basis for charging fees, however, remains traditional: it is asset-based, not performance
based. This still constitutes a limit to a better alignment of interests between providers and
clients. There is a notable exception though: the French robot adviser “Marie Quantier” has
developed a rather revolutionary and investor-friendly fee model: € 5,90 fixed per month plus
5% of annual gains.

3. A fee-based model in Europe: a way for low cost index funds to enter
the European retail market and for ending conflicts of interests in
distribution?

One striking common feature shared by nearly all providers3 researched is the investment tools
they use. They almost exclusively use low cost index funds, predominantly ETF ones. This is
actually the principal tool to reduce overall costs and fees, not only the automation technology
itself. For instance, instead of using typical “active” retail equity funds (with average annual fees
around 70 basis points in the US, and 170 basis points to 180 bps in Europe) they use only low
cost index equity funds (most often the “ETF” - exchange traded funds - type), which charge
from 5 (US) to 40 bps for developed country equities.

1 Traditional advisers and private bankers rarely disclose the total fees charged (including all types of fees,
not only advice)

2 A basis point or « bp » is one hundredth of one percent. 100 bps = 1%

3 All except Money on toast (UK) which uses low cost index funds extensively but not only, and Vaamo
(Germany) which exclusively uses Dimensional (a US fund manager) funds: active funds that are
quantitatively managed and are much cheaper than ordinary active funds, although a bit more expensive
than ETFs.
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This generates huge fee savings especially in Europe due to the much higher fund fees there. One
reason for these higher fees in Europe is the still dominant commission-based distribution
model in Continental Europe. This is why the low cost index ETF market still only represents
about 10% of the retail market in Europe versus 50 % in the US, since ETFs provide distributors
with no or only very small commissions. All the robot providers researched in Europe seem to
be fee-based instead of commission based. The fee based model has a very important advantage:
it massively reduces the issue of conflicts of interests in the retail distribution of financial
products. They exclusively use index ETFs and little else. “Robot advice” is one of the few retail
distribution channels in Continental Europe to promote and advertise index ETFs to citizens.
Better Finance sees this as a real benefit should “robot” investing develop a significant market
share.

4. Overall “robot” investing fees still much higher in Europe than in the US

For example, one French offer stands at 1.60% overall annual fee (including asset management
and other fees), which is most probably quite a bit cheaper than traditional private bankers or
financial advisers, but still three to six times more expensive than the US leader for example.

Of course, size matters to cover fixed costs and most European robot-investing providers are
still in start-up mode. But this also reflects other findings from Better Finance*and others>
indicating that investment-related fees are much higher in Europe (for example, fees 2 to 2.5
times higher for equity investment funds on average). In turn, this is linked to the fragmentation
of the European markets and to the lack of product standardisation as well as insufficient
competition.

Also, in France, overall fees are increased by the use of costly wrappersé: another fee/cost layer
is added by wrapping the investment funds into unit-linked insurance contracts for tax reasons.
This adds 60 bps per annum to the pricing of Yomoni for example. Better Finance research on
the real return of long term and pension savings found that French unit-linked contracts have on
average been one of the worst performing long-term financial savings products over the last 15
years in Europe, mainly due to the very high multi-layer fees (2.75% per annum on average for
life insurance contracts invested in equity funds?). It seems the tax advantage granted to life
insurance unit-linked products in France is more than totally captured by providers, to the
detriment of retail clients.

5. Supervision by Public Authorities

Nearly all providers researched were duly registered as financial advisors in their respective
jurisdictions like traditional, non-automated financial advisors. In addition, as mentioned above,
many are logically also registered as asset managers or have a contractual relationship with a
registered investment company.

The German provider is an exception. Vamoo claims that they are not providing investment
advice or asset management services but rather act as an investment intermediary, an agent

4 For example: “ Pension Savings: The Real Return”, September 2015 edition, Better Finance

5 Study on the performance and efficiency of the EU Asset Management Industry, IODS for the European
Commission’s Financial Services User Group (FSUG), October 2014

6 In the UK, Money on toast does propose a wrapper (ISA) but with no wrapper fee.

7 1,60% only for Yomoni thanks to the exclusive use of low cost index funds
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placing clients’ money with their product partner on an execution only basis. The law seems to
require for them to submit to Bafin (the German financial watchdog) supervision and the trade
supervisory centres (which by the way also control restaurants, bars etc) are the entities in
charge of their supervision. Up to now, there seems to be no court case to challenge this
classification and we are not aware of any issues raised by Bafin or the trade supervisory
centres.

Therefore, and contrary to some critics of “robot” advice, we could not really spot a weaker
regulatory framework for automated financial services when compared to traditional financial
advice, except for in Germanys8. Better Finance recommends for the European regulators to more
precisely define “investment advice”, and more specifically “personal recommendations”.

We could not, however, test the adequacy and performance of the advice itself, i.e. of the
algorithms used. First, because most providers lack the sufficient track record in terms of years
of operation, second because the advice is usually fully personalised®, and third because they -
like most standard advisors - typically do not disclose performance yardsticks?O.

6. Simple investment advice: “robot” advice does not replace the need for
more customised advice

All providers researched mostly offer portfolio advice based on standardised questionnaires. For
one, two quite different stated objectives - “regular income” and “retirement” delivered the
exact same portfolio advice. The investment management is not always fully personalised as
indicated above, as some robot advisers seem to allocate all prospects and clients to a pre-
determined and rather limited number of standard portfolios. In that case, the value added
compared to risk-adjusted balanced funds or to life cycle funds (for retirement needs) seems
more or less limited to the selection of the portfolio/fund, and most often regular rebalancing
(but life cycle funds typically do that as well).

There is little taking into account of more complex situations (like varying income needs for
example), of tax optimisation, asset/liability management (debt issues), or generational issues,
etc. In our view it does not fully replace a face-to-face interview relationship and more
customised advice that goes beyond the asset allocation and the selection of investment
products for quite simple time horizons.

However, these findings have to be balanced by the fact that several robot investing providers
offer the possibility to speak to an adviser over the phone or electronically, in particular for the
assessment phase.

Anyway, asset allocation and investment product selection are still an important part of the
value generated by financial advice, and “human” financial advisors could most probably benefit
from expanding their own use of automated tools.

8 But another German robot advisor, Scalable Capital, is supervised by Bafin because they offer asset
management services.

9 Not always though: Money on toast seems to offer only five different standard risk-adjusted portfolios,
and Yomoni ten.

10 Money on toast does disclose the historical returns of its five portfolios.

The European Federation of Investors and Financial Services Users
76, rue du Lombard, 1000 Brussels - Belgium
Tel. (+32) 02 514 37 77 - Fax. (+32) 02 514 36 66

E-mail: info@betterfinance.eu - http://www.betterfinance.eu


http://www.eurofinuse.org/

BE I I En FI “n“ cE Better Finance research paper

I'he European Federation of Investors and Financial Services Users February 2016

Fédération Européenne des Epargnants et Usagers des Services Financiers

7. Conclusion

Robot investing is still at a very early stage - especially in Europe - but it does carry some real
promises for savers and individual investors.

Below:

Annex 1: List of “robot” providers researched
Annex 2: Offerings and fees - USA
Annex 3: Offerings and fees - Europe

[This research report was produced by Better Finance team members Guillaume Prache, Arnaud Houdmont,
Christiane Hélz and Agathe van de Plassche]
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ANNEX 1

Scope of the Research

EUROPE
BELGIUM EASYVEST
https://www.easyvest.be/
FRANCE YOMONI
https://www.yomoni.fr/
MARIE QUANTIER
https://mariequantier.com/
GERMANY VAAMO
https://www.vaamo.de/ & https://www.vaamo.com/
UK MONEY ON TOAST
https://www.moneyontoast.com/
NUTMEG
http://www.nutmeg.com/
UNITED STATES
BETTERMENT https://www.betterment.com/
WEALTHFRONT https://www.wealthfront.com/
PERSONAL CAPITAL https://www.personalcapital.com/
FUTUREADVISOR https://www.futureadvisor.com/

The European Federation of Investors and Financial Services Users
76, rue du Lombard, 1000 Brussels - Belgium
Tel. (+32) 02 514 37 77 - Fax. (+32) 02 514 36 66

E-mail: info@betterfinance.eu - http://www.betterfinance.eu


http://www.eurofinuse.org/
https://www.easyvest.be/
https://www.yomoni.fr/
https://mariequantier.com/
https://www.vaamo.de/
https://www.vaamo.com/
https://www.moneyontoast.com/
http://www.nutmeg.com/
https://www.betterment.com/
https://www.wealthfront.com/
https://www.personalcapital.com/
https://www.futureadvisor.com/

Better Finance research paper

BETTER FINANGE

The European Federation of Investors and Financial Services Users

Fédération Européenne ¢

BF

February 2016

rgnants et Usagers des Services Financiers
9 4

fes b

ANNEX 2

ited States

c
>
]
<
£

Comparison Table of Robot Advisors

¥ SpUNJ-Ten3INW-IOo-SALH
—butATI9pPUN-SY3-J0O-3S00-SY3
—9pPNTOUT-I0STAPYSININI-IO
-Te3tde)-TeUOSISg-JuswIallag
—JUOIIYITPOM-O T [-SISSTAPE
-TR3ITHTP-WOIF-29F-pajels
I@S#IW&OD\EOU.MH030.333

06T
JO 10V SISSTAPY 1USWISSOAUT
SUl ISpuUn UOTSSTWWOD
obueyOXH pUE SSTITINDDS
oYUl Y1TM pors3lsThax
ST pue (,93TS, 9U3)

WOD * TOSTAPRSININT * MMM 1B
IOSTAPE TRTIOUBUTF SUITUO UR
sojexado (,I0STAPYSININT,,)

‘DUl I0STAPYSINING

x obersae psjewrise $LT7Q

$G0°0

(00A) AL 00G d3S pxenbuep

(spunz
XopuT) SALA puod ® A3Tnbyg

JUSUW]SSOAUT ‘sbuTaes SHSTTOD
‘putuueTd JuUSWSITISY

0G0

0S‘0

*sea3
UOT3OBSURI] SWOS INDUT
Aew szswoisn) -ATxs3aenb
PSTTTI]q ‘3ususbeueu
Jopun S39sse uo Ieak yoes
$G*(Q S9bieYD IOSTAPYSINING

009°¢tT
UOTTTTW G698

YOSIAAVIINLAIL

oourUuTd I9339g O IUYLTIAdOD 9107

Jpd-asdegs3ty /MSTASI
M so94 0d/siadedelTym/s3os -0TT103310d/sasdedslTy
se/wod* TelTdeoTeuosIsd MMM  M/WOD°JUOIIYITROM * YOILSSSI

G9ZhE6/SSTOTIIR/TR3I0d/ I3

W03 SND /WOD * JuswIallaq - 3xoddns SEO¥NOS

sbutuuetd

JjusweITlsl I0 ‘xe]
“0dIS/VdINId

JO IJSquDW PuUB ISTESP ISY0Ig
paI1231sThaI B ‘SSTITIANDSS
juswxsllag Aq DJTT IuUSwWISIISg
JO S3USTTO O3 pPoIsJJo aie

‘s3e3ss se yons ‘siolssAaut
* (uDES.) UOTSSTWWOD
opuPUOXE pPUB SSTJTINDSS
SUl UITM paxslsIbax

03 butuueTd TeTOURUTIT
pezTTeUuOosiad sprtaocad
30U SSOpP JUOIFYITesMm
‘pspuswe se ‘06T
JO 10V SISSTAPY JUSU]ISSAUT

sn:
IOSTAPE JUSWISSAUT 3e3s Tebet
s3onpoad SST3ITINDSS *IOSTAPY
JusW3SSAUT pPoio3sThey
0dS ue ‘DT Jusurellsg

Aq pes3jeisdo ST WOD - juswIslleg

ue ST uoTjexodio)
SI0STAPY Te3Tde) Teuosisg SUl} ISpun UOTSSTUWWOD
sbueyoxy pue SSTITINOSS
SUl1 YITM paxslsTbax
ST DUl 3JUOIFU3ITESM
1$/3 000°00T
¥0od SEHA ILOW + EDIAQY TYIOL
:$/3 000°0T
¥Ood SEHA IOW + EDIAQY TVIOL
STUII ANNI ONIATIIANN IOVIIAY

SHUHA TYNANNV ANNJ ONIXTIHANO

aNNd XIANI XLINOE TUNOILUN ¥O
TUNOIDHEY ONIATYHANN TVOIdAL

LE'D

$21'0
sbersae po3eWIISS 0T ‘0

Bu $G0°0 $G0°0

obexsne pejewriss 2ZT ‘0 obersae pojeWTlSS LTI ‘0

(IIA) ALE XSPUIl I9ITER (IIA) ALE XSPUuIl I93TER
30018 TPIO0L °"S'Q pIenbuep D035 TeIOL ‘S°N pIenbuep

(spunj
X9pUT) SJALE puog » A3Tnbyg

(spunz
XopUuT) SALH puod ® A3Tnby

(spungy

xoput) silm puog 3 K3TnbF SANNd INTFWISIANI SNIATIEANA

Jusuwebeurw Xe] SISAOTTOX TIQF ‘SVII butiseaierH SSOT

‘sbutaes sbsTT0o0 ‘bBuTuueTd ‘S3JUNOOOE ISNI] ‘S]UNOOOE  XBL ‘S3sni] ‘Sy¥I ‘JusweIiTisy TTIVIIVAY SIDNdo¥d

93e3ss ‘N0 3 USWSIAITISY 23JuTol ‘s3junoooe TenpTATPUL ‘putuueTg TRIOURUTA

$/2 000°00T INIWLSTANT
AT SEEA HOIAQY TYANNY

680 520 o 0

5680 000 %5€°0

JEEE
Je13 ATyauouw ¢¢ e pabieyo =g
TITM yauow xad QTS UeYI SSOT
atsodep oym pue 000‘0T$ ueyld
SSST SoueTeq B U3TM SIOISSAUT

TUOTTTTW
0TS SA00B %6 0 PIEMOT
ATeontssaxboad ssesiadsp

*SOT3ex
osuadxe puni Aed TTTM
Ing ‘SUOTSSTWWOD HbuTpeil
pabIeyd 3 ,USIe SISWOISND
s}ssse 103 ‘pue ‘g68°0 Aed , , *S99J ,SOT}TINDSS TeNPTATPUT
*ATyauow passasse ‘000‘0TS , qITIVLIA
Jou 3ng ‘SUOTSSTWWOD

BPTIJQTUT © ISA0 sjunowue -
TeT3aTuT =y3y E SOpPNTOUT STYL "$GT°0 Aed (3 ¥0 $§ NI %) STEA TUNNNY
uo I1eak Iad 3Gz°(Q s=baeyd
TTTM PS3ISSAUT 000 ‘00T$ 3ISEST

Je yatm osoyy ‘ATasiaenb

S92 ‘UOTTTTW T$ SA0Qe

TTTM PSISSAUT UOTTTTW T$

ueyl} SSST Y3TM SISWOISND

*JuswWobRURW ISPUN SISSSE
3O $68°0 PUB %67 0 USSM3SQ
JO 99J SATSNTOUT-TTB ‘8Uo

Auedwoo 8yl ‘3eyx I19313V

*9913 103 000‘0T$ 3ISITI

possesse ‘juswebeuru
oU3} sobeuew JUOIIYITESIM

sobaeyo Te3tde) TrRUOSISG Ispun S3osse JO 2GE°( pue
$GT°(Q U99M3d(Q JO 99F Tenuuy
000°006 000°SS€ 000°GCT

UOTTTT]O 6° 1S UoTTTTq Z$ UOTTTIT]I €%

SINJAITO J0 YHEWON

LNIWIDOUNVN ¥HANO SLIASSY

- ]



http://www.eurofinuse.org/

BE I I En Fl“n"ci Better Finance research paper

The European Federation of Investors and Financial Services Users February 2016
Fédération Européenne des Epargnants et Usagers des Services Financiers

ANNEX 3

Comparison Table of Robot Advisors in Selected EU Member States

See below.
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