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Investor Suitability Obligations of Financial Institutions:
Empirical Research and Suggestions for Improvement

Huang Hui

Abstract: Investor suitability duty of financial institutions requires financial institutions to sell suitable products
to investors, which is based on the balance of the two principles of Caveat Emptor and Seller Due Diligence. China has
gradually established the system of investor suitability duty, but still suffers from many problems. There are several
important empirical findings: although there are not many cases, a clear increase in the number of cases can be
discerned in recent years; the overall compensation rate is lower than overseas jurisdictions; asset management products
offered by the banks have a high incidence of violations; almost all plaintiff investors are individual investors, and are
mostly aged persons. A formality approach should be avoided in performing the suitability duty; attention should be
paid to the two dimensions of quality and quantity; the suitability duty needs to be distinguished from the institution of
qualified investors; civil lability for breaching the suitability duty should mainly be contractual, and it is reasonable
for the issuer to bear joint and several liability; liability—mitigating circumstances should be clearly set out, but the duty
cannot be contractually precluded altogether; a functional regulatory principle should be adopted to unify the various
standards for the suitability duty.
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