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Project Innovate, which the FCA
launched in autumn 2014. Other
factors driving this growth include
the growing number of consumers
who have some investible income
but are unable or unwilling to pay
for ‘advice,’ or who have investible
income but do not meet the
minimum thresholds of the
traditional firms and Independent
Financial Advisers (‘IFAs’). So far,
three primary models of robo-
advice have emerged:

Adviser-led: Financial advisers
are investing in the technology
required to offer a robo-advice
solution and minimise the effort
involved in fact-finding and
devoting time to understanding
client needs. This solution can be
offered via platforms, through their
existing channels, or purchased
directly by advisers from third
parties in order to enhance their
own proposition. For example,
Intelliflo has recently announced
the launch of a simplified advice
module as part of its back office
solution for advisers.

Platform providers: These
entities primarily cater for advisers
but are now offering D2C (direct-
to-consumer) propositions
alongside their current offerings.
Examples include Investec’s Click
& Invest offering and Retirement
Wizard from LV=.

Robo advisers: These are new
businesses that have specifically
launched simplified advice services,
typically based on new innovative
technology, and offer a low cost,
D2C product. Examples include
Nutmeg and Money on Toast.

The FCA’s role
Robo-advice was the topic of the
first of the FCA’s themed weeks,
which it kicked off in September
last year and which are designed to
drive engagement between the
FCA and stakeholders with an
interest in a particular area of
innovation. The FCA uses themed

weeks to reach large numbers of
market participants at the same
time in order to learn about
problems with the regulatory
system, dispel regulatory
uncertainties or myths, and help
the FCA understand developments
and trends in innovation. Since
then, the FCA has reportedly
received a high number of requests
(39 as of last October1) from firms
seeking assistance on how to
implement robo-advice systems,
technology and services.  

In this regard, the FCA is
developing what it refers to as a
‘regulatory sandbox’ - a safe place
where firms can test their products
and solutions without the risk of
regulatory penalty or other adverse
consequences. Regulated and non-
regulated firms alike will be able to
apply to the FCA for a project to be
covered by the sandbox rules.
Whilst these rules haven’t yet been
settled2, the participating firms
might receive exemption from the
regulatory regime, such as waivers
or modifications of the rules. The
sandbox is expected to be opened
for firms to play in this spring.

Generally speaking, a key
question to ask, both for the
regulator and the regulated, is
whether current permissions are
sufficient. Accordingly, the FCA has
been keen to engage with
innovative firms offering robo-
advice, such as Nutmeg, to
understand their models, and we
can expect to see more on robo-
advice from the FCA in 2016 as it
looks at how to adapt the current
regulatory framework to reflect,
and support, the robo model.
Robo-advice was flagged as a key
topic for the Financial Advice
Market Review (‘FAMR’)3 and a
possible solution to the ‘advice gap’
problem that has been identified
by HM Treasury and the FCA
(discussed below)4. 

The view from Europe
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The robo-advice market is growing
at pace in the UK, Australia and
elsewhere. Robo-advice describes
the use of automated technology to
enable consumers to gain low-cost
online access to investment
markets and other financial
products. These solutions typically
use complex algorithms, select
passive investment options,
provide automated risk-profiling
and rebalancing, and have much
lower fees than the traditional
advice model due to the use of
automation, the simplicity of the
investments and the lack of human
intervention. 

Why is robo-advice growing?
A number of factors have led to the
emergence of the robo-advice
solutions being offered in the
market today. These include the
FCA’s drive for transparency,
through significant regulatory
changes such as the Retail
Distribution Review (‘RDR’), and

The growing market for robo-
advice and the risks it raises
The UK’s Financial Conduct
Authority (‘FCA’) published its final
report on the Financial Advice
Market Review in March, which
included recommendations to help
firms develop robo-advice models.
Kate Monserrate, a Director at
business consultancy firm Simplify
Consulting, and Tim Wright, Partner
at Pillsbury, assess the growing
market for robo-advice, which
involves the use of automated
technology to enable consumers to
gain low-cost online access to
investment markets and other
financial products. Kate and Tim
explore the role of the FCA in
developing the market, and consider
some of the main risks faced by
providers of such advice. 



Towards the end of 2015, noting
the continued increase in the
digitalisation of financial services
across the banking, insurance and
securities sectors and across
different Member States, the Joint
Committee of the European
Supervisory Authorities published
a discussion paper on automation
in financial advice5 with particular
interest in the automation of
financial advice (in other words,
robo-advice), noting that robo-
advice has emerged against a
background of a lack of clarity in
the existing legislative framework
and inconsistent regulatory
treatment across the three sectors.
Consultation on the discussion
paper closed on 4 March 2016. The
Committee will now consider the
feedback received to better
understand the phenomenon and
decide what, if any, regulatory or
supervisory action is required.

The market for robo-advice 
There are various parameters and
filters that need to be applied for
someone to be deemed suitable for
robo-advice. In other words, it will
not be suitable for everyone, and
the limits of its application need to
be considered and understood. 

As noted by the FAMR, an advice
gap under the traditional adviser
model has emerged for people
without significant wealth or
income. Some have argued that
robo-advice is a solution to address
the advice gap, but is it that simple?
Parmenian6 suggests that the
potential number of people
considered in the advice gap is 5.5
million; more recently the Citizens
Advice Bureau7 has suggested that
it is around 5.3 million. So these
5.3 or 5.5 million people could
represent the current target market
for robo-advisers. Analysis carried
out by Simplify Consulting
suggests there may be four discrete
opportunities for the emerging
market in robo-advice (see Fig. 1).

Whilst it has the potential to
make financial advice accessible to
many more people, it is important
to note that robo-advice does not
replace ‘financial advice’ in the
traditional, tailored sense. Robo-
advice meets a very specific need -
a simple investment outcome.
Getting this wrong could lead to
adverse consequences for both the
client and legal and regulatory risk
for the robo-adviser. Given current
technical limitations, robo-advice
cannot provide a holistic view of a

client’s entire financial needs,
although in time technology may
emerge to fulfil even that. We do
think that robo-advice can be very
effective as a supplement to the
traditional advice model, especially
for investors who are at the start of
their financial journey and have
simple investment needs, and this
is clearly driving the growing
investment in, and uptake of, this
kind of advice.

Considering the risks
A key requirement for a robo-
advice offering, from a client’s
perspective, is that the solution
must be easy to use. Whatever the
model, it is important that the
robo-adviser can balance the
requirements of the regulatory
framework with the need for a
solution that the consumer finds
simple to understand and easy to
use. For example, how many
questions must be asked, and to
what level of detail, before a robo-
adviser can provide an investment
solution that matches the end
user’s risk profile in a manner
which complies with applicable
regulations?   

One key risk issue to be
addressed under the current
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Fig. 1 - robo-advice
market opportunities



We have seen
Santander,
Barclays and
HSBC
dipping their
toe in the
water of
‘advice.’ They
have a
captive
audience, a
recognisable
brand and
visibility of
their
customers’
wealth and
savings
habits
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reliance on technology (whoever
provides it - the intermediary, a
platform, a specialist robo-adviser),
there is a risk of IT failure. The
complexity of the system is high
given the algorithms required. It
may also be difficult to identify IT
issues and failures that may then
lead to systemic latent risk issues.
! System design risk. There are

risks around the system design
itself, in particular if providers and
advisers choose to develop their
own robo-adviser services.
Potential risks include:

I. That the questions included
on the system do not cover all the
information to establish the
suitability for ‘simplified’ advice;

II. The ability for clients to
inadvertently miss or deliberately
skip information;

III. The possibility for incorrect
information to be given and/or
information to be misinterpreted;

IV. The system does not allow
clients to understand how advice is
limited and the associated
implications of this; and

V. The threat of the banks - we
have seen Santander, Barclays and
HSBC dipping their toe in the
water of ‘advice.’ They have a
captive audience, a recognisable
brand and visibility of their
customers’ savings habits.  
! Information security risk.

Depending on the nature of the
integration and the data that needs
to be exposed or transmitted, there
are risks regarding information
security generally (in addition to
the specific risk relating to personal
data identified above), given the
sensitive nature of the data.

Gaps in the regulation exist; for
example, how to stop the risk of
clients failing to provide robo-
advisers with sufficient
information to use the tools
appropriately. With the traditional
model, human financial advisers
are trained to ensure that their
clients disclose their appetite for

risk and other necessary details to
help in the provision of regulated
advice. The underlying software
and systems rely on data to
produce an output. We expect the
FCA to move to close these gaps as
they are identified. 

Concluding thoughts 
Despite the risks, the market for
robo-advice looks set to grow.
When designing systems,
technology and services to deliver
robo-advice, a keen appreciation of
the risks, and appropriate
mitigations, is needed. For
example, if a provider is
considering designing its own
solution in-house, it should engage
the FCA (who should be
commended for demonstrating a
flexible and forward-thinking
approach) early in the process, as
well as ensure that the solution has
oversight and approval from a
qualified investment director. And
we can expect more from the FCA,
and from European regulators, in
2016 and beyond; hence solutions
need to be designed to enable them
to keep current, with minimal
intervention, with the regulatory
change that will inevitably come. 

Kate Monserrate Director
Simplify Consulting
Tim Wright Partner
Pillsbury, London
tim.wright@pillsburylaw.com
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regulatory framework is that of
where to draw the line between
guidance and advice. As the robo-
advice market has emerged, a
number of commentators have
suggested that any such bright line
as existed under the traditional
adviser model has, at the very least,
faded and may now be almost
impossible to draw. This is because
it is not always clear whether robo-
advice is guidance or advice. And
will consumers still need to obtain
additional guidance, and on
occasion, traditional financial
advice, to understand the questions
asked and the advice received? 

Another risk is that of systemic
mis-selling, especially given the
lack of clarity regarding what
constitutes advice and what
constitutes information or
guidance. Simplified advice does
not consider the ‘holistic’ needs of
the client, therefore is there a risk
that such investments are not in
the best interests of the client?

There is also a question around
how the client identifies the need
for simplified advice in the first
place, without having initial advice
from an IFA; therefore, can it ever
be truly deemed as fully
automated? Would legacy,
orphaned or transactional clients
ever decide to invest in this way?
Or would they decide to invest in
this way, if ‘advised’ to do so? 

Other important risks include:
! Personal data risk. Key here is

the lawfulness of its processing and
its safeguarding by the data
controller and any third party
processor in the supply chain.
Existing information about a
customer’s age, occupation, salary,
pensions, savings, appetite for risk
and investment drivers, etc, can all
be used to build a detailed financial
picture of a robo-advice client, and
can be used, in turn, to generate
investment strategies and
recommend investments.
! Technology risk. Given the


