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The ‘broken’ KID

Forgotten but not gone
Anyone following developments in the retail investment market in 
the EU will have by now come across a mysterious acronym called 
“PRIIPs” that stands for Packaged Retail and Insurance-based 
Investment Products. They will also be at least vaguely aware 
that PRIIPs are the subject of controversy. They are correct. This 
controversy was substantially covered by the media when the 
EU-level rules, designed to improve disclosure and comparability 
across investment products, came into force in January 2018. It 
is unfortunately receiving far less public attention now, although 
we are arguably at a much more critical point in the life of PRIIP 
regulation. The issues may be forgotten but are not gone and 
there is a limited window between now and the end of the year, 
when the relevant regulation is reviewed, to address them.

It is worth remembering that the PRIIP regime was designed to 
apply standards of disclosure that have applied for some years 
to investment funds1 to all investment-based products (including 
those within an insurance or banking wrapper). Practically, it 
should cover any type of investment product an individual could 
buy in the EU. Which is why we should pay attention with the 
uncommonly large number of stakeholders that have united 
against the content of its Key Information Document (KID). 

This KID is supposed to provide answers to the most basic 
questions retail investors may have, such as “what is this 
product?”, “what are the risks and what could I get in return?”, 

“what are the costs?”. So effectively, it is the new version of the 
Key Investor Information Document (KIID) that currently exists 
under UCITS. Both the KIID and KID contain “key information” 
about a product, including performance, risk and return. But 
what is different with the new KID is that it has forecasts of 
returns instead of past returns, costs that are counterintuitively 
presented as lost return instead of what has been paid, and an 
estimation methodology that results in negative cost numbers. 
It is, therefore, hardly surprising that it has drawn the ire of 
consumers and the industry alike. 

And ire it is. For example, Better Finance, the preeminent 
European consumer body, described2 the day when the PRIIP 
regulation got approved by Parliament in March 2017 “a sad 
day for investor protection” and has been calling for substantial 
changes.3 Echoing this, the Chair of the UK Shareholders’ 
Association warned4 that if uncorrected, the KID “will lead to 
widespread consumer detriment” and regulators should “take 
action immediately to limit the damage” while the Chairman of the 
Federation of the German Consumer Organisations dismissed the 
new performance scenarios on the grounds that there is no place 
for a crystal ball in consumer disclosure.5 Professor John Kay, in his 
capacity of board director of an investment trust, urged investors 
that had received a hard copy to burn the KID before reading6, 
inspiring a reference by the Association of Investment Companies 
in a highly polemic position paper on the matter.7

Summary

Current regulation requires performance and cost disclosure that 
is confusing, inconsistent and could lead consumers to ill-informed 
investment decisions. It doesn’t have to be this way. Some 
improvements would be relatively straightforward to make but the 
most crucial ones may require more fundamental changes in the 
regulation. The challenge involved should not be underestimated. 
However, doing nothing should not be an option.
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1 Specifically to open-ended funds through the EU UCITS directive. Commission Communication COM(2009)204 set out the rationale for a horizontal approach to 
mandatory disclosure and selling practices across the EU and noted that the UCITS framework “represents the benchmark for the process of developing improved 
mandatory disclosures for the whole of the retail packaged investment product market”.

2 See Better Finance, “PRIIPs: a sad day for investors protection”, press release, 31 March 2017.
3 See Better Finance, “ESAs advice on PRIIPs is well-intentioned, but misses on key issues”, press release, 12 February 2019.
4 John Hunter, Chairman, United Kingdom Shareholders’ Association, FT Letter, 26 January 2018.
5 “Altersvorsorge verbraucherfreundlich gestalten”, Speech given by Klaus Müller, Chairman of the Federation of German Consumer Organisations, 26 September 2018. 
Exact quote: “Das Prinzip Glaskugel hat in Verbraucherinformationen nichts verloren”.

6 John Kay, “Risk, the retail investors and disastrous new rules”, Financial Times, 19 January 2019.
7 The Association of Investment Companies, “Burn before reading – understanding and addressing the dangers of Key Information Documents”, September 2018.

All charts shown herein are used for illustrative examples to be read in the context of the document. This information is not an offer, 
solicitation or recommendation to buy or sell any financial instrument or to adopt any investment strategy.
Reliance should not be placed on any information when taking individual investment and/or strategic decisions.
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There have even been instances of regulators expressing 
dissatisfaction with the current state of PRIIP affairs with the Chief 
Executive of the Financial Conduct Authority stating “I am concerned 
about PRIIPs, and I know I am not alone”8 and the Chairman of the 
French regulator (Autorité des Marchés Financiers) doubting that 
the PRIIP framework meets the needs that had been identified and 
has instead created misunderstanding among stakeholders.9

In light of this barrage of negative reaction, it has been decided 
to delay extending the PRIIP disclosure to the €10 trillion UCITS 
industry10 until the end of 2021 and take the extra time to fix the 
issues and address all concerns. The process itself is probably 
the most important determinant of what that fix will look like. 
There are still questions whether it will require a change in the 
overarching regulatory framework itself (at Level 1) or if issues can 
be addressed through changes in the technical implementation of 
that regulatory framework (Level 2). Legislators will naturally steer 
towards the latter as it poses fewer challenges but some of the 
fixes may well need the former.11

But what exactly needs fixing and how? Two points have attracted 
the most attention: the disclosure of costs and the disclosure of 
performance. This paper is all about the latter but we can’t really 
talk about performance without making sure investors know what 
they have paid to get it.

The how-much-does-it-cost conundrum
As the discussions around PRIIP disclosure continue, it becomes 
less certain that investors know how much they pay despite having 
more cost transparency than ever before. The reason for this relates 
to both the estimation and presentation of costs. It also relates 
to PRIIPs getting introduced at a fund manager level at the same 
time as different disclosure rules were introduced on a distributor 
(platform and adviser) level in other EU legislation, notably in the 
Markets in Financial Instruments Directive (MiFID II).12 

What PRIIPs and MiFID have in common is the problem with the 
estimation of transaction costs, and specifically implicit transaction 
costs. The current methodology (“slippage” for the connoisseurs) 
looks to assess the price differential of a trade between the time 
an order is sent to a market participant and the time at which it 
is executed in the market. However, during that time prices can 
go both up and down due to other trades. If one sells into a rising 
market this reports as a gain, that is, as a negative transaction cost. 

The desire on the part of the policymakers which underlies this is to 
capture market impact (whether the trade itself moved the price, to 
the detriment of the investor) but the problem is that it also reflects 
the impact of others trading in the same instrument during that 
time, also known as market movement. This is noise that goes into 
the cost figure, rendering it inaccurate. Funds reporting negative 
transaction costs, which is clearly meaningless and runs counter 
to the aims of the regulation, are the most visible symptoms of 
something that is fundamentally wrong. Positive figures are not 
accurate either; they too include market noise. And the issue is 
further complicated by questions such as how to look through into 
underlying funds in the case of multi-manager products. All this 
indicates an unreliability that raises questions about the validity of 
the cost calculations more generally. 

A simple way to amend this is to replace the existing methodology 
that involves market noise with one that captures the bid-offer 

spread, which is the difference between the price we pay to buy 
something and the price we receive when we sell it. This is a better 
known and a much clearer concept to measure and explain, partly 
because we all know it from real life, for example when changing 
currency at the airport.

Fixing this for both PRIIPs and MiFID would be a huge step 
forward for costs and charges disclosure and transaction cost 
transparency. But we would still need to sort out the second 
problem: presentation. And this is what PRIIPs and MiFID do not 
have in common. 

Costs in MiFID, that platforms and advisers must provide, are 
presented as a percentage of the fund assets. This is a familiar 
concept and analogous to how the management fee and ongoing 
charges are currently shown. Costs in PRIIPs instead, that fund 
managers will need to provide, are presented as a reduction-in-
yield. In essence, this tries to reflect the compounding effect that 
costs have on returns and to do so, it needs to assume a rate of 
return (that is roughly based on the average return observed over 
the preceding five years). So as a concept it is more complicated 
and much less familiar.

This disparity means that for the same retail investment product, 
investors would see a number for total cost on a platform (MiFID)
that is different from that on the fund manager’s website (PRIIPs). 
An example for an investment trust can be found on a platform 
where the ongoing charge appears on the fund’s landing page 
as 0.93% but the KID from the same platform expresses ongoing 
costs as 1.18% reduction-in-yield.13 Needless to say, two different 
numbers for the same data point risks creating serious confusion.

A further issue with reduction-in-yield is that it shows the impact 
of costs over the product’s recommended holding period and thus 
obscures when costs are actually incurred. This may not be much 
of a problem for ongoing costs such as the management fee but it 
does skew entry costs that are paid upfront but are then shown as 
a lower figure that is spread over the holding period.  

These presentational issues can be simply amended as well by  
presenting costs not as a reduction-in-yield but in relation to 
fund assets: a format that is easier to understand and is 
consistent with MiFID. 

So we know what needs to be done to fix the issues around 
estimation and presentation of costs. In both cases this is fairly 
straightforward and can be fixed by changing Level 2 regulation 
rather than the overarching framework at Level 1. Achieving 
agreement across all regulators and stakeholders to make the 
necessary changes at Level 2 may, however, be difficult. 

Past performance is not a guide to future 
performance. Or is it?
Harder to fix is the problem of the performance disclosure and the 
“what could I get in return?” question. 

Past performance has always featured in disclosure material, 
including the tried and tested KIID required by the UCITS directive. 
Presented in the correct way, it can help investors understand how 
a fund has performed – an essential part of pre-sale information 
and post-sale accountability – and some of the associated risk. 
In the UCITS KIID, past performance can be seen on a discrete 

8 “Asset management: a regulatory perspective”, Speech given by Andrew Bailey, Chief Executive at the Financial Conduct Authority, 26 April 2018.
9 “Shaping EU27 capital markets to meet tomorrow’s challenges”, Speech given by Robert Ophèle, Chairman of the Autorité des Marchés Financiers, 6 June 2019. 
10 Information as of 31 March 2019. See EFAMA, “Trends in the European Investment Fund Industry in the First Quarter of 2019”, No 77, June 2019.
11 The PRIIPs framework has been set through a layered legal and regulatory process. Level 1 is the ordinary legislative process, where member states and the European 
Parliament decide on measures directly binding member states or European citizens and businesses. The general disclosure requirements in PRIIPS were set here. Level 2 
are regulatory and implementing standards. The European legislators have, in accordance with the Level 1 legislation, delegated their powers to the European Supervisory 
Authorities to determine how the individual components of the PRIIP KID are calculated and presented. Level 3 adds guidelines by the European Supervisors for the 
implementation of the regulation across Europe. This is where Q&As were developed to address common questions on interpretation of the KID rules.

12 MiFID II disclosure rules apply to distributors so it is disclosure that platforms and advisers need to provide to the end-investor. UCITS and PRIIP rules apply to 
manufacturers and so they relate to disclosure that the fund manager has to provide to the end-investor.

13 A representative investment trust that can be found on the Fidelity platform as at 8 July 2019. 
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Source: Morningstar, Schroders. Analysis based on monthly net return data, January 1996–March 2019, of a European smaller companies fund. 

Figure 1: PRIIP KID predicted outcomes vs actual outcomes, 2000-2018

annual basis over the preceding 10 years. This was not by 
accident; consumer research had fed into its design. Particularly, 
research had shown that although there was no difference in 
investors’ ability to compare past performance if they were 
viewing the last five or ten years, the latter significantly improved 
the ability to assess which funds had steadier performance, i.e. 
were less volatile.14

The same consumer research showed that past performance 
was information that investors expected to see, that the majority 
understood that it is not a reliable indicator of future performance 
and that excluding it could reduce the likelihood of them engaging 
with the document. To make absolutely certain that the KIID 
would not mislead investors, past performance information has 
been accompanied by a disclaimer that “past performance is not an 
indicator of future outcomes”. 

Contrary to what consumers had indicated they wanted to see in 
fund disclosure, policymakers considered that past performance 
might create false expectations. As a result, the new PRIIP KID 
replaced past performance altogether with scenarios of possible 
future returns assuming an initial amount of €10,000 that is 
invested over a product’s recommended holding period. The 
scenarios are not really different from forecasts. They even come 
in different flavours: four scenarios are presented from the very 
positive “favourable”, to the average “moderate”, to the negative 
“unfavourable”, to the extremely negative “stress” scenario.

These flavours do not appear out of thin air. They are the 
outcome of a sophisticated calculation which is based on the 
distribution of the historical return data over the past five years. 
In simple terms, “what could I get in return?” is answered by “what 
can I predict from the past?”. So with this approach, the PRIIP KID 
essentially does what many were concerned that the UCITS KIID 
might (mis)lead investors to do: it makes past performance an 
indicator of future outcomes.

Nonetheless, consumer testing15 has fed into the presentation of 
the scenarios, e.g. it indicated that a simple graphic incorporating 
a table or line graph was more helpful than complex designs 
that involved showing probabilities or a ‘funnel of doubt’. But this 
consumer testing never attempted to examine whether investors 

could understand past performance better than scenarios, whether 
they could draw more meaningful conclusions, or whether they 
would be more likely to engage with the one instead of the other. 

Whilst not attempting to answer these questions here, there is an 
easy way to at least demonstrate how these scenarios, as currently 
drafted, could mislead investors about their likely investment 
experience. First, we already know that removal of discrete 
calendar year past performance figures will take away the visibility 
of the simple fact that a fund may make gains in some years and 
losses in others – a point that, as discussed earlier, the UCITS 
KID consumer research had indicated investors would look at. 
Second, since the scenarios are based on the performance during 
the previous five years, they will be directly related to the market 
experience over that period. If that captured strongly rising 
markets – as it does today – then even the unfavourable scenario 
could appear optimistic. In contrast, after a more challenging 
period, the scenarios would suggest that investors should expect 
continued poor returns. In reality, this is the opposite of what 
investors should expect. Periods of strongly rising markets are 
more likely to precede periods of weaker returns, and vice versa. 
This is also true when only past performance is shown but past 
performance is factual and does not offer a forecast that is the 
opposite of what is most likely to happen.

In order to illustrate the dangers with this approach, we replicated 
the PRIIP KID for a selection of UCITS funds, market indices and 
the Investment Association sectors (that served as a proxy of the 
typical fund in the respective sector). For this, we took monthly net 
return data from Morningstar from January 1996 to March 2019 
and calculated performance scenarios on a rolling window basis, 
i.e. as they would have appeared in the KID16 in each month from 
January 2000 to December 2018, assuming a one-off investment 
of £10,000 and a holding period of five years. We then compared 
the four scenarios against the return that an investor would have 
actually received after five years.17

Figure 1 shows this for a fund investing in European smaller 
companies between January 2000 and December 2018. For 
example, the January 2000 scenarios are what would have 
appeared in a KID at that time, if the current methodology had 
been in place. These are based on performance between January 
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14 IFF Research and YouGov, “UCITS disclosure testing research report”, prepared for the European Commission, June 2009. 
15 European Commission, “Consumer testing study of the possible new format and content for retail disclosures of packaged retail and insurance-based investment 
products”, Final Report by London Economics and IPSOS, European Union, 2015.

16 The KID disclosure rules require presentation of the scenario outcomes in both monetary terms and percentages. Figure 1 presents the scenarios on a monetary basis.
17 Given that the actual outcome assumes a recommended holding period of five years and that our sample ended in March 2019, the last month for which we can 
calculate the actual outcome is March 2014.
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Quick fixes are not the answer
So the million dollar question is how to fix it. Because fixed it must 
be. Regulators, recognising how scenarios in their current form 
could lead consumers to procyclical investment behaviour, have 
made a number of suggestions on how to change the methodology 
behind them.20 These vary from extending the time frame for 
estimating the scenarios from five years to ten, to assuming returns 
are equal to the risk free rate, irrespective of the asset class in 
question, to assuming they are equal to the risk free rate plus a risk 
premium which varies from asset class to asset class.

All of these have shortcomings. References to the risk-free rate 
of return in isolation would result in scenarios that hardly change 
from year to year and that look very similar across different asset 
classes.21 Would we expect a fund investing in Chinese equities 
to have similar results as a fund investing in sterling corporate 
bonds? Not really. To say nothing about how to determine what 
proxy to use for the risk-free rate across the European fund 
market. Addressing this by accounting for the risk premia would 
introduce greater differentiation between asset classes but add 
even more complications in terms of how to get consensus on the 
risk premia of each asset class in the first place, and communicate 
this to retail investors.

At a high level, what all these approaches have in common is the 
implicit assumption that the distribution of returns experienced 
in the past (be it for five years or 10 years, for market returns, 
fund returns, or the risk-premia)  will be the same as the one the 
investor will experience while holding the fund. This assumption 
is wrong. Put it another way. The unfavourable scenario, 
reflecting the tenth percentile of the return distribution, means 
there is 1 in 10 chance the investor will receive less than that. But 
this assumes that the environment in which that tenth percentile 
got produced, will continue to exist and stay in the same place 
over the holding period. The most prominent case where such 

an assumption has failed was the use of Value-at-Risk (VaR) 
models before the 2008 Crisis. Many used VaR to predict what 
would be the worst outcome 95% of the time. What they failed 
to remember was that the position of this 95% was entirely 
dependent on previous market movement.

Clearly, proposing quick fixes that could only complicate matters 
further and possibly require even more fixes in the future is not 
the answer. Considering the potential ramifications once this 
document applies across all UCITS, we need something that has 
been properly thought through and tested and looks substantially 
different from what is currently on the table.

Back to the drawing board
So what would be a possible way forward? We take a look at 
different options, including those that have been proposed 
by policymakers, and discuss their pros and cons, particularly 
through the lens of what this means for consumers – our clients – 
and their decision making. 

Two clear messages emerge from this analysis. First, echoing 
the German consumer voice, anything resembling a forecast of 
returns has no place in consumer disclosure. Past performance is 
needed as a clear measure of delivery and accountability. Second, 
although comparable information across a (very) diverse set of 
investment products is welcome in principle, comparability should 
not receive such primacy that it comes at the cost of providing 
meaningful information to consumers.   

Option 1 – Different disclosure for different PRIIPs
The main reason why scenarios are there in the first place is 
connected to the drive for comparable disclosure across all PRIIP 
types, including UCITS, insurance and structured products. The 
problem, however, is that past performance is not always possible 
or meaningful for all of them. 

How to fix it?

1995 and December 1999 and tell investors what they could 
expect to get if they invested in January 2000 and held the fund for 
five years, that is, until the end of 2004. The pink line shows what 
the realised performance turned out to be in this five-year period, 
i.e. from start of 2000 to end of 2004. Remember, the scenarios 
are supposed to help investors understand “what could I get in 
return?” over each product’s recommended holding period (in this 
example we assume five years for illustrative purposes).

Figure 1 highlights two points18:

 – It confirms that at any given point in time the scenarios will 
be driven by market conditions in the years preceding the 
calculations. This will lead to cases where the scenarios are too 
positive, and thus investing would have produced a much worse 
outcome than what investors had been led to believe they could 
expect. This will also lead to cases where the scenarios are too 
negative, disincentivising consumers from investing when doing 
so would have resulted in a very positive outcome. For this 
specific fund, the correlation between the actual outcome and 
the moderate scenario is -73%, meaning that 73% of the time 
they would be moving in different directions.19 This supports our 
earlier statement that rising markets are likely to be followed by 
weaker returns and vice-versa.

 – The case where all scenarios are too positive or too negative 
(thus potentially leading investors to the wrong decision) will 

occur repeatedly. In the period examined, this fund produced 
returns that were smaller than what the unfavourable outcome 
would predict 36% of the time, and larger than what the 
favourable scenario would predict 16% of the time. So for 52% 
of the months observed here, the actual outcome is outside the 
’unfavourable-favourable‘ range. This is not a special feature of 
this fund alone. Similar analysis has shown the actual outcome 
to be outside this range:

 – 46% of the time for the FTSE All Share index 

 – 41% of the time for the MSCI World index

 – 47% of the time for the IA UK All Companies sector 

 – 33% of the time for the IA Global Bonds sector

 – 47% of the time for the IA Mixed 20-60% Shares sector

At the beginning of 2018 when the first PRIIP KIDs appeared for 
investment trusts, several commentators argued that all scenarios 
looked unrealistically positive. What Figure 1 proves is that as long 
as the scenarios are driven by past returns, they will repeatedly 
look too positive or too negative, incentivising investors to buy 
when markets are high and sell when markets are low. This is the 
exact opposite of what investors should be doing.

18 Although not the case for this fund, the unfavourable scenario can be lower than the stress scenario. This is because the unfavourable is based on the (10th 
percentile) lowest return in the preceding five years whilst the stress scenario is calculated based on the highest volatility in the preceding five years. And with high 
volatility one can have high returns (or at least, higher than the 10th percentile returns).

19 This varies across funds and sectors. For example, it is -60% for the FTSE All Shares index and -44% for the MSCI World index.
20 European Supervisory Authorities, Joint Consultation Paper concerning amendments to the PRIIPs KID, JC 2018 60, 8 November 2018.
21 This is because all funds would assume the same average return (that of the risk-free rate) but their own volatility, skew and kurtosis.
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A structured product is a fixed-term investment that is designed 
to deliver an outcome based on what happens to something else. 
A simple example for a structured deposit provided by the FCA22 
is: “You invest £1,000 today for five years. If the FTSE100 Index value 
is higher in five years than today, you receive half of all the increase 
in percent terms, plus your initial £1,000. If it is lower than today, 
you receive back the initial £1,000 invested.” Structured products 
are all about possible outcomes depending on what may happen 
to a specific market or any underlying instruments in the future 
and this path dependency makes them ideal for a scenario based 
approach: if X happens, you get Y.  

At the same time, some insurance products involve a future 
guarantee that does not depend on the past or performance may 
involve a biometric element, such as cover in case of death. Past 
performance takes a different meaning altogether but estimating 
payoff when different events (such as death) occur is what 
insurance is designed to do. 

This means that having simulated past performance for structured 
products and some insurance products makes as little sense as 
having simulated future performance for (non-structured) UCITS. 
This is why the existing UCITS rules (Commission Regulation 
583/2010, Article 36) allow structured UCITS to show scenarios and 
not past performance.

So rather than forcing all products to a same-size-fits-all 
approach that results in misleading information for at least one 
product type, a possible way forward would be to allow different 
performance disclosure for different PRIIP types, namely, past 
performance for (non-structured) UCITS and scenarios for 
structured products and some types of insurance products. 

Pros
 – It would address concerns that fund companies are providing 

potentially misleading information.

 – For UCITS, disclosure would revert to a tried and tested 
approach that investors are familiar with.

 – It would not affect comparability between PRIIPs of the same 
type, e.g. UCITS compared to other UCITS.

 – It would not affect comparability of all the other KID 
components, such as cost and risk, that would remain the same 
across all types of PRIIPs.

Cons
 – In terms of process, it would need to go further than amending 

technical standards and would require more fundamental 
changes at the Level 1 regulation. 

 – Although it would not affect comparability of performance 
within same PRIIP types, it would affect comparability of 
performance disclosure across different PRIIP types. 

Given that this option could be delivered by either a change in 
Level 1 regulation or a fundamental change in the interpretation 
of “appropriate” performance scenarios in Level 1 regulation, it is 
probably best described as the ‘hard way’.

Option 2 – Past performance alongside scenarios
An option that has been considered by regulators23 is showing 
past performance alongside the current scenarios. 

Pros
 – It would include the track record for UCITS based on factual 

information that conveys the message that returns may go up 
one year and down the next.

 – It would not affect comparability across different PRIIP types if 
all show past performance and scenarios.

 – It could be achieved by changing Level 2 regulation so it is fairly 
straightforward from a procedural point of view.

Cons
 – It may well end up confusing investors by providing conflicting 

messaging. Namely, past performance would be presented 
with the caveat that it is no indicator of future performance but 
then scenarios would be presented with the caveat that they 
are based on past performance.

 – There is a risk that it reinforces procyclical investment 
behaviour, in that following a period of bull markets both past 
performance and the scenarios would look too positive and 
after bear markets both would look too negative. 

Showing past performance, where it is available, is better than not 
showing it but considering the risks of how investors may react to 
scenarios, this is rather the ’half-way solution’.

Option 3 – Past performance as a scenario
There is a different way to answer the “what could I get in return?” 
question by making clever use of past performance. Rather than 
trying to predict the future, the answer could be “this is what I 
would have received in return in the last 10 years” or “this would 
have been the range of possible outcomes in the last 10 years” with 
the ever-present caveat that past returns are no guarantee of 
future returns.

This could start with the UCITS chart, as in Figure 2, showing the 
annual variation in a fund’s performance over the last 10 years 
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Figure 2: Past performance compared to the benchmark

Source: Morningstar, Schroders. Analysis based on annual net return data, 2009–2018, of a European smaller companies fund.

22 FCA, “Two plus two makes five? Survey evidence that investors overvalue structured deposits”, Occasional Paper No.9, March 2015. 
23 See Note 20.
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Instead of showing separately the discrete annual returns and 
the end-result, a chart could combine both and illustrate exactly 
what the 10-year journey would have looked like, as in Figure 3. 
This clearly indicates how gross and net returns have developed 
over time and brings the bar chart into context by showing the 
outcome of staying with this investment year after year. 

Importantly, it communicates the overall impact of fees at the 
same time as performance. And so as not to confuse the impact 
of fees on returns (that is, the distance between gross and net 
returns in the chart signifying the compounding effect of fees) 
with the actual fees that investors have paid, the chart could be 
accompanied by pounds and pence figures for the amount of fees 
that has been paid.

after ongoing costs have been deducted. This is the way that 
performance has been displayed historically and is designed 
to illustrate how the fund behaved in the past compared to its 
reference benchmark. 

Figure 2 could be complemented with information of what an 
investment would be worth if it had been invested 10 years ago 
as in Table 1. Effectively, this is a scenario with a lag that puts a 
number to the 10-year journey the investor could have had in 
Figure 2 whilst at the same time accounting for all types of costs, 
including any entry and exit fees.

Table 1: Net of costs and charges 10,000 invested in January 
2009 would now be worth…

Source: Morningstar, Schroders. Analysis based on annual net return data, 2009–2018, 
of a European smaller companies fund. 

Fund 32,900

Benchmark 31,300
Table 2: Illustrative examples of potential past returns over an 
assumed recommended holding period of five years

Source: Morningstar, Schroders. Analysis based on annual net return data, 2009–2018, 
of a European smaller companies fund. 

Amount 
invested Outcome Holding 

Period
Actual Total 

Return

10,000

Best 2013 (bought) 
to 2017 (sold) 26,500

Average Average 5 year 
return 20,000

Worst 2014 (bought) 
to 2018 (sold) 15,400

24 See Regulation (EU) No 1286/2014 of the European Parliament and of the Council of 26 November 2014 on key 
information documents for packaged retail and insurance-based investment products.

Figure 3: £10,000 invested in January 2009 would have 
delivered…
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10,000 invested in January 2009 would now be worth…

Source: Morningstar, Schroders. Analysis based on annual net return data, 2009–2018, 
of a European smaller companies fund. 

Gross of fees 36,100

Total fees paid 2,200

Net of fees 32,900

A different approach using past performance to illustrate what 
investors could have received in return, is to present the range 
of outcomes in sub-periods within the last 10 years. Specifically, 
Table 2 shows what would have happened at any point in time 
during the last 10 years shown above, if one had held the fund 
for a recommended holding period of five years. To do this, we 
calculate cumulative returns on a five-year rolling window basis 
between 2009 and 2018 and show net of all costs and charges:

 – The worst outcome: which five years holding the fund would 
have produced the lowest outcome and what would that 
outcome be. 

 – The average outcome: what was the average outcome of 
holding the fund for any continuous five-year period.

 – The best outcome: which five years holding the fund would 
have produced the highest outcome and what would that 
outcome be.

Structured and guaranteed products could continue showing a  
range of outcomes based on appropriate forward-looking scenarios.

Pros

 – Instead of making any type of projection or forecast, this 
approach is entirely based on factual information. 

 – It can be narrated in a way that answers the “what could I get 
in return?” question while making clear that it is based on what 
the experience has been so far and that there is no guarantee 
that this will continue to be the case.

 – Past performance can be presented in different ways that 
demonstrate not only the track record but also the range 
of outcomes that have been possible for the recommended 
holding period.

 – Independently of whether performance is shown on a discrete 
or cumulative basis, it makes clear that there will be ’bumps‘ 
along the way.

 – It could be achieved with changes in Level 2 regulation 
considering that Level 1 requires “appropriate performance 
scenarios” and not “future performance scenarios”.24

Cons
 – Even with the caveats around how past returns are not a 

guarantee of future outcomes, this approach is still centred on 
past performance. 

As this alternative does not involve any projections for non-
structured UCITS, it could be described as the ‘factual approach’.
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Investment £10,000 based on past 10 years
Sector  5-year holding period

Stress scenario What you might get back after costs 4,200

Average return each year -16%

Unfavourable scenario What you might get back after costs 13,600

Average return each year 6%

Moderate scenario What you might get back after costs 18,400

Average return each year 13%

Favourable scenario What you might get back after costs 24,900

Average return each year 20%

Table 3: Performance scenarios for sector

Source: Morningstar, Schroders. Analysis based on annual net return data, 2009–2018, of a European smaller companies fund. 

25 According to Morningstar data, approximately 10% of open-ended funds in the UK are benchmark unconstrained.
26 It is also free of survivorship bias as the monthly sector returns are calculated as the average of the monthly returns 
of all funds that existed within that sector at any point in time. 

Option 4 – Scenarios for sector or benchmark
Another alternative would be to show the fund’s past performance 
alongside the projected outcomes of the fund’s benchmark or 
sector. So instead of asking “what could I get in return?” the question 
becomes “what has been the typical return of a fund in this sector?”.

To illustrate this, Table 3 shows the scenarios for the sector of the 
European smaller companies fund we saw earlier, based on the 
past 10 years and assuming an initial investment of £10,000 and a 
five year holding period.

The advantage of using the sector rather than the benchmark 
for the scenarios is that we can identify a sector for every fund 
whereas not every fund has a benchmark.25 Furthermore, 
the sector returns are calculated as the average fund (net) 
returns within it and so is a more accurate reflection of investor 
outcomes.26 This is not the case with the benchmark return, which 
is always frictionless as it does not account for any costs. And 
costs would need to be incurred because in order to achieve the 
benchmark return, one would need to buy all the constituents in 
the index, and monitor and rebalance that index on an ongoing 
basis. So the benchmark return represents an outcome that could 
never be achieved at zero cost.

The advantage of using the benchmark instead of the sector relates 
to potential problems with defining the sector and differences that 
may exist between EU member states. The role of commercial data 
providers in this space would need to be taken into account.

Pros
 – It would show return for a ’typical‘ fund in any given sector.

 – It allows for the scenarios to be calculated based on a period 
longer than the past five years which would be problematic 
for many individual funds that have not existed that long. 
Using a longer time-series would smoothen the favourable-
unfavourable range, thus increasing the chances of the actual 
outcome being within it.

 – It would not make a fund-specific projection but investors 
would be able see the track record of the fund (for 

accountability) and get an estimation of possible outcomes 
reflecting something broader than the fund that would be 
common to all funds in the same category.

 – It could be achieved with changes in Level 2 regulation.

Cons
 – Scenarios cannot be calculated where there is no 

benchmark/sector.

 – Definition of sector may be challenging and using sector 
returns may result in increased reliance on data vendors for 
the estimation of the scenarios that may then require more 
scrutiny and regulatory oversight.

 – It could make whole sectors and asset classes look more 
attractive than others and skew demand in the market. 

 – The issue of using scenarios in the first place does not go 
away, independently of whether the methodology uses past 
observations for funds, sectors or benchmarks. 

This approach could be taken a step even further, where past 
performance is accompanied by a projection based on a broader 
asset class level for a longer time horizon that includes at least two 
or three market cycles. This is susceptible to the same difficulty of 
forecasting future returns based on the past but it could be less 
procyclical and less fund-specific thus reducing the likelihood that 
investors would take scenarios to mean a promise by the fund to 
deliver a specific outcome. 

Option 5 – Narrative about drivers of performance
Substantially different from all the other approaches but still 
capable of answering “what could I get in return?” would be a 
narrative of the main drivers of the fund’s performance and 
under what circumstances investors could expect a positive 
or a negative outcome whilst still accompanied by the fund’s 
past performance. The narrative should not be repeating the 
fund investment objective and policy section but it should be 
consistent with it. And both sections should be in a language  
that is clear and easy to understand.
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Conclusion

It is widely agreed that the existing approach for disclosing 
performance in the PRIIP KID is problematic. There is now an 
opportunity to address the known problems before this approach 
is extended to all retail investment products. 

We may be far from agreeing on a new and improved way of 
showing performance but there are ways to fix this. The most 
obvious one, that ensures investors are not presented with 
misleading information for any product, is the one that allows 
different performance disclosure for different types of products. 
As important as comparability is between products of the same 
type, we should think carefully whether the current focus on 
comparability of performance information across different 
product types should take absolute priority over providing 
meaningful information. 

Past performance certainly has a place in this either on its own 
or even shown alongside some variant of scenarios, even though 
we know these will never be perfect. Factual, past returns are 
essential in examining delivery against the stated objective and 
a factor that research has repeatedly shown consumers want 
to see, to the extent where not showing it may be deemed as 
suspicious.27 This, in turn, means that should past performance 
be removed from regulated disclosure altogether, there will 

be strong demand for a market solution. And there, unless 
something like the CFA’s Global Investment Performance Standard 
is accepted, highly divergent disclosures could arise for the same 
product type.

There are ways to use past performance to indicate the range of 
outcomes that would have occurred without resorting to forecasts 
but still answering “what could I get in return?”. With Option 3, we 
have illustrated that this is possible. The question is whether there 
is appetite to look beyond forecasts per se.

So the solutions are there but they will require some hard choices. 
This is the time for all stakeholders to work together constructively 
to ensure investors are not provided with misleading information 
that may steer them to wrong choices and poor outcomes. 
Perhaps most important of all, the consumer voice should be 
much more prominent in these discussions.

It should, however, be clear that after all of this has been fixed, the 
content and presentation of the KID has been set and we all put 
our worksheets and calculators aside, the next challenge is going 
to be assessing whether, in a digital age, a three-page pdf is the 
best we can do to communicate a fund’s key features to investors. 
Watch this space.

What factors will mainly affect my future return? 
The main drivers of the fund’s performance will be the market 
value of small companies in Europe excluding the UK and the 
fund manager’s ability to select the small companies that will 
grow the most. 

Small companies are riskier and their shares are sometimes 
harder to buy and sell than larger companies. But they can grow 
faster than large companies. 

As the fund invests across different regions, the return can also be 
affected by the way exchange rates move. 

Favourable Scenario – What could affect my return positively? 
Higher returns can be expected when the value of the selected 
small companies grows. This will be a factor of how good these 
companies are as well as broader economic growth. The value can 
also increase when exchange rates move so that the sterling value 
increases for UK investors.

Unfavourable Scenario – What could affect my return 
negatively? 
Lower returns can be expected when the value of the selected 
small companies falls. This can be due to the companies 
themselves not surviving or not having a profitable business 
model as well as economic recession that makes growth difficult 
for all companies.

Worst possible outcome  
The maximum potential loss is 100% of the money invested. There 
is no minimum guaranteed return.

Box 1: Drivers of performance 

27 Oxera, “Review of literature on product disclosure”, prepared for the Financial Conduct Authority, 29 October 2014.

Box 1 illustrates what this narrative could look like for a European 
smaller companies fund.

Pros
 – A narrative provides better context to how the fund delivers 

when shown alongside the fund’s past performance and 
explains what could affect delivery. 

 – Although it would be at the discretion of fund managers 
to explain how the fund behaves and what investors can 
reasonably expect, it would be subject to regulatory supervision 
the same way that the investment objective and policy are.

 – The consistency with investment objectives would round up the 
messaging of what the fund is trying to achieve and how well it 
is doing that.

Cons
 – Having a narrative instead of metrics would result in disclosure 

that is not directly or easily comparable.

 – It is likely that investors are put off by the text even if 
accompanied by past performance and, thus, reduce the 
chances that they will engage with the performance disclosure 
altogether.

This would be the ’untested way‘ because, contrary to past 
performance and scenarios, consumer testing for the UCITS KIID 
and the PRIIP KID did not consider such an approach.
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Important information
The views and opinions contained herein are those of the authors 
as at the date of publication and are subject to change due to 
market and other conditions. Such views and opinions may 
not necessarily represent those expressed or reflected in other 
Schroders communications, strategies or funds. 

This document is intended to be for information purposes only. 
The material is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument or security or to adopt 
any investment strategy. The information provided is not intended 
to constitute investment advice, an investment recommendation 
or investment research and does not take into account specific 
circumstances of any recipient. The material is not intended to 
provide, and should not be relied on for, accounting, legal or 
tax advice. Any references to securities, sectors, regions and/or 
countries are for illustrative purposes only.

Information herein is believed to be reliable but Schroders 
does not represent or warrant its completeness or accuracy. No 
responsibility or liability is accepted by Schroders, its officers, 
employees or agents for errors of fact or opinion or for any 
loss arising from use of all or any part of the information in 
this document. No reliance should be placed on the views and 
information in the document when taking individual investment 
and/or strategic decisions. Schroders has no obligation to notify 
any recipient should any information contained herein change or 
subsequently become inaccurate. Unless otherwise authorised 
by Schroders, any reproduction of all or part of the information in 
this document is prohibited.

Any data contained in this document have been obtained 
from sources we consider to be reliable. Schroders has not 
independently verified or validated such data and they should 
be independently verified before further publication or use. 
Schroders does not represent or warrant the accuracy or 
completeness of any such data.

All investing involves risk including the possible loss of principal. 

Exchange rate changes may cause the value of any overseas 
investments to rise or fall. Past Performance is not a guide to 
future performance and may not be repeated. This document 
may contain “forward-looking” information, such as forecasts 
or projections. Please note that any such information is not a 
guarantee of any future performance and there is no assurance 
that any forecast or projection will be realised. For your security, 
communications may be taped or monitored.

Note to viewers in the European Union/European Economic Area: 
Schroders will be a data controller in respect of your personal data. 
For information on how Schroders might process your personal 
data, please view our Privacy Policy available at www.schroders.
com/en/privacy-policy or on request should you not have access 
to this webpage. Issued by Schroder Investment Management 
(Europe) S.A., 5, rue Höhenhof, L-1736 Senningerberg, Luxembourg. 
Registered No. B 37.799

Note to readers in the United Kingdom: Schroders will be a data 
controller in respect of your personal data. For information on 
how Schroders might process your personal data, please view our 
Privacy Policy available at www.schroders.com/en/privacy-policy 
or on request should you not have access to this webpage. Issued 
by Schroder Investment Management Limited, 1 London Wall 
Place, London, EC2Y 5AU. Registered Number 1893220 England. 
Authorised and regulated by the Financial Conduct Authority.

Note to readers in Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB 
- Buenos Aires, Argentina. Registered/Company Number 15. 
Registered as Distributor of Investment Funds with the CNV 
(Comisión Nacional de Valores).  Nota para los televidentes en 

Argentina: Schroder Investment Management S.A., Ing. Enrique 
Butty 220, Piso 12, C1001AFB - Buenos Aires, Argentina. Inscripto 
en el Registro de Agentes de Colocación y Distribución de PIC de 
FCI de la Comisión Nacional de Valores con el número 15.

Note to viewers in Brazil: Schroder Investment Management 
Brasil Ltda., Rua Joaquim Floriano, 100 – cj. 142 Itaim Bibi, 
São Paulo, 04534-000 Brasil. Registered/Company Number 
92.886.662/0001-29. Authorised as an asset manager by the 
Securities and Exchange Commission of Brazil/Comissão de Valores 
Mobiliários (“CVM”) according to the Declaratory Act number 6816.

Note to viewers in Hong Kong: Schroder Investment 
Management (Hong Kong) Limited, Level 33, Two Pacific Place 88 
Queensway, Hong Kong. Central Entity Number (CE No.) ACJ591. 
Regulated by the Securities and Futures Commission. In Hong 
Kong, this material is issued by Schroder Investment Management 
(Hong Kong) Limited and has not been reviewed by the SFC.

Note to viewers in Indonesia: PT Schroder Investment 
Management Indonesia, Indonesia Stock Exchange Building 
Tower 1, 30th Floor, Jalan Jend. Sudirman Kav 52-53 Jakarta 
12190 Indonesia. Registered/Company Number by Bapepam 
Chairman’s Decree No: KEP-04/PM/MI/1997 dated April 25, 1997 
on the investment management activities and Regulated by 
Otoritas Jasa Keuangan (“OJK”), formerly the Capital Market and 
Financial Institution Supervisory Agency (“Bapepam dan LK”). OJK 
makes no representation of approving or does not approve this 
advertisement or publication, nor declare the truth or adequacy of 
the contents of this advertisement or publication.

Note to viewers in Japan: Schroder Investment Management 
(Japan) Limited, 21st Floor, Marunouchi Trust Tower Main, 1-8-3 
Marunouchi, Chiyoda-Ku, Tokyo 100-0005, Japan. Registered 
as a Financial Instruments Business Operator regulated by the 
Financial Services Agency of Japan.  Kanto Local Finance Bureau 
(FIBO) No. 90.  

Note to viewers in People’s Republic of China: Schroder 
Investment Management (Shanghai) Co., Ltd., RM1101 11/F 
Shanghai IFC Phase (HSBC Building) 8 Century Avenue, Pudong, 
Shanghai, China, AMAC registration NO. P1066560. Regulated by 
Asset Management Association of China.

Note to viewers in Singapore: Schroder Investment 
Management (Singapore) Ltd, 138 Market Street #23-01, 
CapitaGreen, Singapore 048946. Company Registration No. 
199201080H. Regulated by the Monetary Authority of Singapore. 
This advertisement or publication has not been reviewed by the 
Monetary Authority of Singapore.

Note to viewers in South Korea: Schroders Korea Limited, 26th 
Floor, 136, Sejong-daero, (Taepyeongno 1-ga, Seoul Finance 
Center), Jung-gu, Seoul 100-768, South Korea. Registered and 
regulated by Financial Supervisory Service of Korea.

Note to viewers in Switzerland: Schroder Investment 
Management (Switzerland) AG, Central 2, CH-8001 Zürich, Postfach 
1820, CH-8021 Zürich, Switzerland. Enterprise identification 
number (UID) CHE-101.447.114. Authorised and regulated by the 
Swiss Financial Market Supervisory Authority (FINMA).

Note to viewers in Taiwan: Schroder Investment Management 
(Taiwan) Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, 
Taipei 11047 Taiwan, R.O.C. Registered as a Securities Investment 
Trust Enterprise regulated by the Securities and Futures Bureau, 
Financial Supervisory Commission, R.O.C.

Note to viewers in the United Arab Emirates: Schroder 
Investment Management Limited, located on 1st Floor, Gate 
Village Six, Dubai International Financial Centre, PO Box 506612 
Dubai, United Arab Emirates is regulated by the Dubai Financial 
Services Authority.
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