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PRESS RELEASE

Retail clients continue to lose out due to high investment products costs

The European Securities and Markets Authority (ESMA), the EU securities regulator, today

publishes its third annual statistical report on the cost and performance of European Union (EU)

retail investment products. In the report ESMA finds that the costs of investing in key financial

products, such as UCITS funds, retail alternative funds, and structured investment products

(SRPs) remain high and diminish the investment outcome for final investors.

Clear and understandable information about the impact of costs on the returns that retail investors

can expect to receive is key to allowing investors to make informed investment decisions. Ensuring

this information is made available is a key element in meeting ESMA’s investor protection

objective.

The main findings in the report are the following:

ESMA

Fund costs: UCITS costs only marginally declined over time. For one-year investments

they were 1.4% in 2019 compared to 1.5% in 2018 on average across asset classes;

Volatile returns: Average gross UCITS fund performance depends on market
developments and varies significantly over time. It amounted to 7.7% in 2019, while it
reached no more than +0.2% in 2018 for a one-year investment. The market impact of
COVID-19 falls outside the reporting period,;

Retail investors: Retail clients pay on average around 40% more than institutional
investors across asset classes. A ten-year investment of EUR 10,000 in a portfolio
composed of equity, bond and mixed funds led to a gross value of around EUR 21,800 and
EUR 18,600 after costs. Around EUR 3,200 in costs were paid by the investor;

Risks: Higher risk exposures entailed higher costs irrespective of the asset class;

Active and passive funds: The evidence on cost structure showed that costs were higher
for active equity and bond UCITS compared to passive and UCITS ETFs, ultimately
implying net underperformance of active equity and bond UCITS, on average, compared

to passive and UCITS ETFs. Top-25% active equity UCITS overperformed compared to
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the top-25% passive and related benchmarks, at shorter horizons. However, the cohort of
UCITS changes over time making it complicated for investors to consistently identify
outperforming UCITS;

e ESG funds: ESG outperformed non-ESG equity UCITS mostly due to sectoral factors.
According to the evidence, actively managed ESG funds showed lower costs than non-
ESG, not supporting the view that there is systematic greenwashing by ESG funds;

e Retail AlFs: Retail AlFs, similar to UCITS, showed high return volatility. While being
negative in 2018, gross annualised returns in 2019 were 12% for Fund of Funds (FoFs)
and 9% for the residual category “Others” that includes investment primarily focused on
equity and bonds. Net returns confirm what has been observed for gross returns, being
11% for FoFs and 7% for Others;

¢ SRPs: The analysis on costs and performance scenarios for SRPs showed that total costs
were largely attributable to entry costs and varied substantially by country and payoff type.
Moreover, there was little difference in simulated returns between moderate and favourable

performance scenarios; and

e Transparency: There is limited comparability across Member States. Heterogeneity and
data availability issues persisted, as well as lack of harmonisation in national regulation.

This report aims at facilitating increased participation of retail investors in capital markets by
providing consistent EU-wide information on cost and performance of retail investment products.
It also demonstrates the relevance of disclosure of costs to investors, as required by the MiFID II,
UCITS and PRIIPs rules and the need for asset managers and investment firms to act in the best
interest of investors, as laid down in MiFID II, and the UCITS and AIFM Directives.
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Notes for editors

1.

Annual Statistical report on Costs and Performance for retail investment products in the EU
2020 (ESMA 50-165-1710)

Other relevant links:

Annual Statistical report on Costs and Performance for retail investment products in the EU
2019 (ESMA 50-165-1098)

Annual Statistical report on Costs and Performance for retail investment products in the EU
2018 (ESMAB0-165-731)

The analysis contained in this report complements ESMA'’s risk assessment, supervisory

convergence and investor protection work, and contributes to the European Commission’s
project on cost and performance of investment products under the Capital Markets Union
Action Plan.

ESMA'’s mission is to enhance investor protection and promote stable and orderly financial
markets.

It achieves these objectives through four activities:
1. assessing risks to investors, markets and financial stability;
2. completing a single rulebook for EU financial markets;
3. promoting supervisory convergence; and
4. directly supervising specific financial entities.

ESMA achieves its mission within the European System of Financial Supervision (ESFS)
through active cooperation with the European Banking Authority (EBA), the European
Insurance and Occupational Pensions Authority (EIOPA), the European Systemic Risk Board,
and with national authorities with competencies in securities markets (NCAs).

Further information:

Solveig Kleiveland

Senior Communications Officer
Tel: +33(0)1 58 36 43 27
Email: press@esma.europa.eu
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