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Advice & Retail Investors
 Financial advice can help retail 
investors to better manage risk 
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Advice & Retail Investors
 Observation 1: many retail investors hold 
inefficient  portfolios  
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3,000 Portfolios of online broker clients (10/2005 - 4/2009) 
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 Observation 2: actual portfolio risk not 
compatible with desired risk 
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14,000 customers of an online brokerage (2007-2008) 
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Source: Own data analysis 
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 Four prototypical roles of advice 
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 Observation 3: Advice does not 
always exploit potential 
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Risk-Return Profiles of 2,147 bank clients (3/2003 - 2/2008) 
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 Observation 4: lower Sharpe Ratios for 
advised clients at branch-based bank 
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Financial Advice and Sharpe Ratios 
(2SLS: financial advice instrumented by local bank branch density) 

Source: Karabulut (2012) 

Table 6: Financial Advice and Sharpe Ratio

OLS estimates 2SLS estimates

Financial advisor -0.159*** -0.871***
(0.0307) (0.1245)

Male -0.034 -0.067***
(0.0251) (0.0090)

Overconfidence -0.318*** -0.383***
(0.0178) (0.0132)

Investor competence -0.485*** -0.431***
(0.0551) (0.0130)

Employee 0.031 -0.001
(0.0297) (0.0083)

Executive staff 0.143 0.152***
(0.1069) (0.0213)

Worker -0.013 0.042***
(0.0422) (0.0136)

45�Age>30 0.013 0.016*
(0.0448) (0.0091)

60�Age>45 -0.110*** -0.098***
(0.0327) (0.0068)

Age�60 -0.094** -0.056***
(0.0396) (0.0090)

Income band II 0.015 0.011
(0.0347) (0.0073)

Income band III -0.070** -0.090***
(0.0316) (0.0077)

Income band IV -0.093*** -0.132***
(0.0356) (0.0106)

Balanced -0.022 -0.108***
(0.0317) (0.0168)

Growth -0.053 -0.104***
(0.0350) (0.0115)

Speculative -0.124*** -0.261***
(0.0254) (0.0247)

Constant 1.160*** 1.684***
(0.0776) (0.1051)

Observations 72,240 72,240
Note: The table presents the regression estimates of portfolio Sharpe ratio. Column 1 presents the OLS
estimates, and Column 2 reports the second stage of TSLS estimates. Heteroscedasticity robust standard
errors are reported in the parenthesis. Three stars denote significance at 1 percent or less; two stars denote
significance at 5 percent or less; one star denotes significance at 10 percent or less.
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Investment Mistakes Experience Advice 
Underdiversification 

Disposition Effect 

Excessive Trading 

•  51,000 customers of an online brokerage (8 years of data) 
•  83% male, account volume: €44,000, 3 transactions p.m. 
•  663 customers switched into advisory model 
•  Difference-in-difference approach 

Source: Koestner (2012) 

Observation 5: evidence consistent with 
conflicts of interest 
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 Observation 6a: beneficial advice 
does exist 

Unsystematic risk share in % 
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 Observation 6b:  beneficial advice 
does exist  

10


S
ta

nd
ar

d 
de

vi
at

io
n 

A B C D E 
0% 

5% 

10% 

15% 

20% 

25% 

1 2 3 4 5 

Actual PFs of 14,000 customers of 
an online brokerage (2007-2008) 

Recommended PFs for 400 
adisory customers (2009) 

Risk Categories Risk Categories 
Source: Own data analysis 



Advice & Retail Investors

Observation 7: beneficial advice not 

followed by retail investors 
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 Tentative policy implications 
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•  Regulatory initiatives attempt to eliminate types (3) and (4) 
•  However, types (1) and (2) not sufficient for better outcomes 
•  Complementary approach: more transparency regarding risk 

alignment and net return 
•  Call for standard vocabulary on portfolio risk 
•  Alllows signaling of good advice 

...but not 
followed 

...but not 
detected 
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Some questions for future research 

§  Who seeks advice and why? 
§  How do advisors and consumers 

communicate about needs and results? 
§  What makes investors follow advice? 
§  How should risk and return be presented to 

investors? 
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