The Value of
Behaviorally-Informed
Financial Advice Study

The first study of its kind measuring the impact of
behaviorally informed advice on investor outcomes




The Value of
Behaviorally-Informed
Financial Advice

BEworks
RESEARCHIAINSTIEEEE


https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://www.finder.com/ca/financial-advisor-report
https://www.finder.com/ca/financial-advisor-report



https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://www.finder.com/ca/financial-advisor-report
https://www.finder.com/ca/financial-advisor-report
https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.flipsnack.com/beworks/choice-architecture-2021_digital/full-view.html
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://www.journals.uchicago.edu/doi/pdf/10.1086/654750
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://canada.jdpower.com/sites/canada/files/file/2021-06/2021069%20Canada%20Retail%20Banking%20Advice_0.pdf
https://www.finder.com/ca/financial-advisor-report
https://www.finder.com/ca/financial-advisor-report



https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf
https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf
https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf
https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf

The objective of this white paper is to provide a brief overview of these biases and
outline the randomized, controlled experiment we conducted to evaluate tactics
aimed at combating or leveraging these biases to help advisors help investors.

Our study revealed that behaviorally-informed financial advice that is aimed

at key psychological and decision-making biases significantly outperforms
conventional advice on various important measures. Specifically, advice designed
and delivered using insights from BE had numerous advantages over conventional
advice. Such advice:

Increases the likelihood that investors will seek advice in the future;
Increases the likelihood that investors will follow the advice;
Encourages investors to select more diversified portfolios;

Results in investors choosing portfolios with a higher Sharpe Ratio;
Increases the perceived benefits of financial advice; and
Increases trust in the advisor.

RS IR NENIES

Financial decision-making is complex, risky, and consequential. Despite the
benefits of advice, too many people take a DIY approach and either do not seek
advice or ignore some, most, or all of it. The negative results for financial and life
well-being are very real.

Finding proven techniques to encourage people to seek and follow advice is a
critical challenge. This study, the first of its kind, reveals scientifically proven
techniques to improve the likelihood of investors seeking and following advice,
which can lead to enhanced financial well-being.


https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf
https://russellinvestments.com/Publications/US/Document/Value_of_an_Advisor_Study.pdf







Improving Financial

Decision-Making
A .
&

BEworks
RESEARCH INSTITUTE


https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.iiroc.ca/news-and-publications/notices-and-guidance/canadians-opening-do-it-yourself-diy-accounts
https://www.iiroc.ca/news-and-publications/notices-and-guidance/canadians-opening-do-it-yourself-diy-accounts
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.nytimes.com/2000/11/19/business/personal-business-diary-overly-cautious-savers-risk-losing-a-fortune.html



https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.iiroc.ca/news-and-publications/notices-and-guidance/canadians-opening-do-it-yourself-diy-accounts
https://www.iiroc.ca/news-and-publications/notices-and-guidance/canadians-opening-do-it-yourself-diy-accounts
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.nytimes.com/2000/11/19/business/personal-business-diary-overly-cautious-savers-risk-losing-a-fortune.html
https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.financialcapability.gov.au/files/how-am-i-doing-perceived-financial-well-being-its-potential-antecedents-and-its-relation-to-overall-well-being.pdf
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://www.iiroc.ca/news-and-publications/notices-and-guidance/canadians-opening-do-it-yourself-diy-accounts
https://www.newswire.ca/news-releases/canadians-opening-do-it-yourself-diy-accounts-in-unprecedented-numbers-853952518.html
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1102445
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1102445
https://www.nytimes.com/2000/11/19/business/personal-business-diary-overly-cautious-savers-risk-losing-a-fortune.html



http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.208.9711&rep=rep1&type=pdf
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.208.9711&rep=rep1&type=pdf
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://academic.oup.com/sf/article-abstract/83/4/1469/2234815
https://onlinelibrary.wiley.com/doi/abs/10.1002/bdm.539
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1102445
https://psycnet.apa.org/record/2011-13230-001
https://psycnet.apa.org/record/2011-13230-001
https://www.sciencedirect.com/science/article/pii/S0969698916300248
https://www.sciencedirect.com/science/article/pii/S0969698916300248
http://aeconf.com/Articles/May2019/aef200115.pdf
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.208.9711&rep=rep1&type=pdf
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.208.9711&rep=rep1&type=pdf
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://academic.oup.com/sf/article-abstract/83/4/1469/2234815
https://onlinelibrary.wiley.com/doi/abs/10.1002/bdm.539
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1755-053X.2012.01185.x
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1102445
https://psycnet.apa.org/record/2011-13230-001
https://psycnet.apa.org/record/2011-13230-001
https://www.sciencedirect.com/science/article/pii/S0969698916300248
https://www.sciencedirect.com/science/article/pii/S0969698916300248
http://aeconf.com/Articles/May2019/aef200115.pdf



http://dx.doi.org/10.1057/fsm.2013.7
http://dx.doi.org/10.1057/fsm.2013.7
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.721.7786&rep=rep1&type=pdf
https://www.finder.com/ca/financial-advisor-report
https://www.finder.com/ca/financial-advisor-report
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages
http://dx.doi.org/10.1057/fsm.2013.7
http://dx.doi.org/10.1057/fsm.2013.7
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.721.7786&rep=rep1&type=pdf
https://www.finder.com/ca/financial-advisor-report
https://www.finder.com/ca/financial-advisor-report
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholars.wlu.ca/etd/1967?utm_source=scholars.wlu.ca%2Fetd%2F1967&utm_medium=PDF&utm_campaign=PDFCoverPages



https://pubs.aeaweb.org/doi/pdf/10.1257/aer.106.7.1577
https://pubs.aeaweb.org/doi/pdf/10.1257/aer.106.7.1577
https://pubs.aeaweb.org/doi/pdf/10.1257/aer.106.7.1577
https://pubs.aeaweb.org/doi/pdf/10.1257/aer.106.7.1577



https://science.sciencemag.org/content/185/4157/1124.abstract
https://science.sciencemag.org/content/185/4157/1124.abstract
https://litube.net/daniel-kahneman/page
https://psycnet.apa.org/record/2000-07236-001
https://www.journals.uchicago.edu/doi/abs/10.1086/652463
https://www.journals.uchicago.edu/doi/abs/10.1086/652463
https://science.sciencemag.org/content/185/4157/1124.abstract
https://science.sciencemag.org/content/185/4157/1124.abstract
https://litube.net/daniel-kahneman/page
https://psycnet.apa.org/record/2000-07236-001
https://www.journals.uchicago.edu/doi/abs/10.1086/652463
https://www.journals.uchicago.edu/doi/abs/10.1086/652463



https://www.harpercollins.com/products/predictably-irrational-revised-and-expanded-edition-dan-ariely?variant=32123052818466
https://www.harpercollins.com/products/predictably-irrational-revised-and-expanded-edition-dan-ariely?variant=32123052818466

Box 1.

The influence of context: People prefer medium coffees, no matter the absolute
coffee size, and the same is true for investment choices

Scenario 1: Picking a coffee Scenario 2: Financial Decision-Making:
Which one do you prefer? Which fund would you invest in?
$2.50 $3.50
How about now? How about now?
$2.50 $3.50 $5.00

*Note the instantly greater popularity of the option that is framed as middle-of-the-road

The example above underscores that how information is presented
and how options are framed can vastly alter the choices people
ultimately make. The parallel with the decision regarding advice

is that how the advice value proposition is presented and how
advice is delivered may matter as much or more than the value
proposition itself. With a more thorough understanding of how
people make investment decisions and the underlying biases that
may be influencing them, we can develop strategies for presenting
advice that break through the informational noise, overcome biases
that block investors from appreciating the financial advice, and help
investors make better financial decisions.
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The Current Study

How can FAs encourage people to seek advice that will help them make better
investment decisions, and then nudge them to follow the advice? To address this
question, Manulife commissioned the BEworks Research Institute to undertake
research on the value of financial advice and the impact of the style of advice
delivery on investor decision-making and perceptions. Armed with BE insights
into why investors may fail to seek and follow advice, we designed and tested
behaviorally-informed advice communications aimed at overcoming biases and
improving investor behaviors and outcomes.

Many prior studies have examined the correlation between having an FA and
improvements in financial well-being; however, these retrospective correlational
studies cannot provide compelling evidence that having an FA actually causes
wealth to increase. Many other factors influence the likelihood that someone
both has an advisor and has higher financial assets over time (e.g., savings rate,
inheritance, selling a business, converting non-financial assets into financial
assets, etc.) For example, the incidence of drowning while swimming and the sale
of ice cream are highly correlated but concluding that ice cream causes drowning
is likely not valid. That both occur during summer is a much better explanation
for the relationship between the two. There is an association between the two
variables but not necessarily causation. As well, simply having an FA does not
mean that the client actually follows the advice. We know, as illustrated above,
that clients may follow all, most, some, or none of the advice so it is difficult to
claim that the FA causes the enhanced wealth outcomes.



To disentangle the relationship and demonstrate causality, we ran randomized
controlled trial experiments. We tested types of advice that would help
overcome overconfidence bias, illusion of control bias, representativeness bias,
loss aversion bias, and information overload. We then measured if there was a
significant difference in outcomes. In other words, we tested the hypothesis that
incorporating the insights of BE into the delivery of advice would create better
outcomes versus a control condition of conventional financial advice. A similar
method to test whether ice cream causes drowning would have a control group
that received no ice cream and a treatment group that eats ice cream. Both
would then go swimming, and observation would determine if a significantly
higher proportion who ate ice cream subsequently drowned. Since it is merely
a correlational association, it is a hypothesis that we expect would be rejected.
This scientific method is the only real way to demonstrate that the suggested
treatment (advice incorporating BE insights) is actually causing the desired
outcomes.

To our knowledge, this collaborative Manulife-BEworks study is the first of its
kind to examine, systematically and empirically, the extent to which different
forms of financial advice impact investors” willingness to seek and follow advice
and result in measurable enhancements to client decision-making and attitudes.
By collecting both quantitative and qualitative measures of the value of advice,
our research provides a deeper understanding of professional financial advice
and how we can encourage more people to seek and follow it to improve their
financial and overall well-being.
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Simulating Investment Portfolios

We recruited a random online sample of 2,991 North
American male and female consumers aged 25-75 with
at least $50,000 in financial assets to take part in an
online simulated investment decision-making exercise.
While such an experimental scenario cannot replicate
the true potential risks and payoffs of making decisions
about one’s own portfolio, we offered respondents a
cash prize of $100 for the best portfolio returns to closely
approximate real-life decision-making and encourage
thoughtful engagement. In the exercise, respondents were
instructed to invest a hypothetical $250,000 to achieve
the best returns at the end of five years (see Box 2).



44

Box 2.
Instructions given to our experimental “investors”

Imagine that you have recently inherited $250,000, and you have
decided to invest that money for the next 5 years. You will want to
maximize the amount of money that will be available and yet you will not
want to risk losing it as well. You will choose your investments from a list
of mutual funds. You will be asked to indicate how much of the total you
would allocate to any or all the funds. Your allocation will determine your
return on your investments.

To assist you in your decisions, you will be shown a video on current
topics related to investment decision-making. You will then see a list of
investment options to choose from, categorized by fund type. You will
indicate (as a percentage value) how much of your $250,000 investment
you would allocate towards each of the presented mutual funds. You
can allocate funds to one, a few, most, or even all the available mutual
funds depending on your preference. The only constraint is that the total
allocated must equal 100%.

Please take your time as if you were making a real decision with your
own money and therefore assuming real risk. Please imagine that these
are real investment funds. At the end of the investment decision-making
exercise, we will ask you some questions regarding the details of the
available investments to determine whether you considered the options
carefully. We will also be able to calculate the performance of your
portfolio from the funds you select. To make this more interesting, there
will be a prize of $100 awarded to the respondent who creates the best
investment portfolio.

To help participants construct their portfolios, we presented them
with a realistic list of 36 mutual funds from the Morningstar database,
disguising the funds with generic names (e.g., US Equity Fund) to remove
confounds of branding. The available funds included both high and low
returns as well as high and low volatility, and we categorized the funds
as equities, fixed income, and money market funds with both domestic
and international exposure (see Appendix A for full list of funds). We
presented the real historical 1-, 3- and 5-year return data, and 3-year
standard deviations as a measure of volatility for each of the funds
with data from the Morningstar database as of March 2015. While

the respondents were unaware that we were using data from 5 years

ago, historical data from real funds allowed us to calculate the true
portfolio performance over the course of five years given the experimental
period of March 2020.



BE Communication Tactics

All participants received the same advice urging them to allocate
60% of their hypothetical $250,000 to equity, 30% to fixed
income, and 10% to money market. They were randomly allocated
to a range of experimental conditions with members of each
condition receiving a different variant of advice in order to enable
a scientific exploration of the behavioral effects of varying advice
delivery. Our behaviorally-informed communication conditions
were carefully crafted to overcome the investment decision
biases of overconfidence, illusion-of-control, representativeness,
loss aversion, and information overload (described in an earlier
section). Communications aimed at these factors were contrasted
with advice delivered using current standard procedures and are
outlined on the opposite page.

60% - Equity
30% - Fixed Income
- Money Market

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021



Conventional

Advice Prepared in collaboration with CFAs and staff
(Control) at BEworks and staff at Manulife, and validated
as typical financial advice mostly focused on
providing information and education.

Simply Enhance the saliency of pieces of information most
Reactive relevant for investment decisions and actions,
thus reducing the risk of information overload
and consequent decision paralysis. This formed the

/ foundation upon which all other BE tactics were layered.

N
Leveraging
Expertise Highlight the advisor’s expertise, relying on
deference to experts and authority.
|
Descriptive
Social Frame recommendations as common for people in
Norms the investor's peer group or community to leverage
social proof and help investors feel safe and more

/ comfortable with the investment recommendations.

Leverage consumer bias toward middle-of-the-road
Extremeness options and aversion to extremes (see example in

Aversion Box 1) by framing investment recommendations as a
comfortable medium-level choice between the two
extreme examples of either taking on too much risk

or not taking on enough of it.

Integrated

BE Fuse elements from multiple BE conditions to
try to achieve the additive effect of addressing the
individual biases.
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When deciding whether to seek and follow advice, the client has to trust
that the value they will receive in the future exceeds the current cost.
Their current perceptions regarding the value therefore matter. Stated
differently, how much credence do they ascribe to the FA and their ability
to deliver better outcomes? If advice is seen as having value, investors will
seek it and follow it. In what has sometimes been described as a ‘race
to the bottom,' fees for advice are under pressure with many consumers
turning to low-fee robo-advisors and DIY accounts to save fees. In our
experiment, only 15% of respondents said they would not pay for advice.
The remainder were willing to pay an average of 1.21% and 40% were
willing to pay 1.5% or more annually. The challenge seems to be less
associated with the amount of the fee and more associated with whether
there is perceived value for the cost. The decision is a cost-benefit
analysis for the investor considering advice. The key then is to ensure
that the investor sees value in the advice being offered. For example, an
over-confident investor might devalue advice since they have an inflated
perception of their ability to invest using a DIY account without any advice.



Our experiment examined whether seeking and following advice, as well as
financial outcomes, could be affected by offering investors financial advice
crafted in accordance with current standards of practice versus those
crafted with behavioral insights to overcome common contributors to
both poor financial decision-making and reluctance to seek and follow
professional advice. Specifically, our behaviorally-informed advice tactics
aimed to address four cognitive biases (i.e., overconfidence, illusion
of control, loss aversion and representativeness), as well as overcome
information overload. These lead individuals to make their own decisions
without professional advice. Behaviorally-informed advice also leveraged
biases such as extremeness aversion to help advisors’ recommendations
become psychologically appealing by virtue of tapping into our automatic
and boundedly rational preference for middle-of-the-road options.
Finally, we also examined the possibility of leveraging social proof and
appeals to authority as a means of harnessing people’s tendencies to
conform and defer to experts, thus boosting the appeal of seeking and
following professional advice. All of these interventions are intended to
increase the likelihood that respondents will seek and follow advice.

BE Advice Made Investors More Likely to
Value Advice and Seek Advice in the Future

Relative to conventional advice, BE advice was associated with improved
perceptions of and intentions toward FAs (with one crucial caveat that
tactics aimed at extremeness aversion and leveraging advisors’ authority
and expertise failed to improve investor perceptions). Compared to
conventional advice, participants who heard BE advice (specifically,
Simply Directive, Social Norms, and Integrated BE) reported that they
were 4.9%-5.6% more likely to seek advice from an FA for a future
financial decision (Figure 1). As well, people given advice that leveraged
Social Norms perceived the benefits of working with an advisor as
2.6% greater than those who received conventional advice. Trust was
also positively affected. Simply Directive (+4.5%) and Integrated BE
(+4.7%) led to significantly higher trust in their FA than was the case
with conventional advice.
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Investors Were More Likely to Follow
Behaviorally-Informed Advice

An important finding of this research is that many people may have
an advisor, but they vary widely on how much of the advice they
subsequently follow. Our results reveal that, with a single exception
described below, participants who received behaviorally-informed
advice were significantly more likely to follow it than respondents
who received conventional advice. Specifically, participants in

the BE conditions were around two times more likely to follow the
recommendations of the advisor exactly (Figure 2). Investors who
received the conventional advice significantly deviated from the
asset allocation advice—on average, 13%-36% more than investors
who received BE advice (Figure 3).

Figure 2: Percent of Investors Who Followed Advisor Recommendations Exactly
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25%

20%
15%
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Conventional Advice Simply Directive Extremeness Integrated BE Social Norms Leveraging
tp<.10 Aversion Expertise
*p<.05 l
**p<.01

Behaviorally Informed Advice

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021

Interestingly, the one exception to this trend was the advice that leveraged
appeals to authority and expertise, which did not significantly increase advice
adherence compared to standard advice delivery (Figure 3). This could be true
for many reasons. Perhaps the respondents in our survey did not fully accredit
the advisor in the experiment the status of “expert”, suggesting that authority
is not evoked easily enough for it to have universally favorable effects on which

advisors can rely.




Figure 3: Average Deviance from Allocation Advice by Condition
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Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021

Interestingly, these results regarding an appeal to expertise
failing were also found in another BEworks study focusing
on professional investment advice. That study shows that
the appeal to authority actually reduces trust and intention
to follow advice, suggesting that investors fear opportunism
and deceit on the part of their FA (agent). They fear that
the advisor may take advantage of their superior knowledge
to recommend investments that are not actually in the
investor’s best interests.
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Investors who heard advice rooted in BE were more likely to follow
the equity distribution advice (60/30/10) given by the FA. This led
them to have returns with significantly superior Sharpe Ratios than
those achieved by investors who had received conventional advice.
Figure 4 displays the Sharpe Ratios. Specifically, the BE conditions that
yielded higher Sharpe Ratios than conventional advice were Social
Norms (+8.6% higher Sharpe Ratio than conventional), as well as the
Integrated BE condition (+6.8%), which integrated multiple BE tactics.
Advice that offered Simple Directives (+6.2%) aimed at reducing
information overload achieved marginally significant positive effects.

Ratio
*
{ *
l
>onventional Leverage Extremeness
Simply Directive Social Norms Integrated BE
Expertise Aversion

Advice
\

Behaviorally Informed Advice

arch Institute - The Value of Behaviorally Informed Advice Study, 2021
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BE Advice Led to Greater
Portfolio Diversification

With the exception of tactics that leveraged advisors” authority and
expertise, behaviorally-informed styles of delivering advice led our
participants to select significantly more diverse portfolios compared to
more conventional advice. This diversification effect is reflected both
in participants’ tendency to choose a greater number of funds to
invest in (Figure 5), as well as the selection of more diverse fund types,
thereby spreading risk. The number of funds selected for investment
was significantly greater than conventional advice in Simply Directive
(+12.2%), Integrated BE (+14.0%), Extremeness Aversion (+12.7%) and
Social Norms (+7.7%).

Figure 5: Portfolio Diversification: Average Number of Different Funds Selected

Conventional Advice Simply Directive Integrated BE Extremeness Social Norms Leverage
fp< 10 Avoidance Expertise

o | J
**p <01 Behaviorally Informed Advice

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021



Significance of the Results

While the effects described above are statistically significant,
one might question the magnitude of the differences. One thing
to consider is that any positive change is still welcome. Another
is that this was an experiment, and the advice was a short five-
minute video. The fact that significant results were observed
with just a five-minute intervention indicates the power of
behaviorally-informed advice to improve perceptions of FAs and
encourage investors to seek and follow their advice. Relative

to conventional advice, these positive changes would easily be
magnified over time by an FA consistently delivering behaviorally-
informed advice.
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Our study reveals that incorporating BE tactics into the way advisors
interact with their clients has the power to create tangibly superior
outcomes. BE tactics encourage clients to seek and follow advice,
resulting in more normatively optimal investment decisions, such
as selection of portfolios with increased diversification and higher
Sharpe Ratios. Qualitative benefits were also apparent in clients’
perception of increased value of advice and increased trust in the
advisor.

The behavioral tactics tested were geared towards counteracting
psychological barriers that stand in the way of investors seeking and
following advice—i.e., overconfidence bias, illusion-of-control bias,
representativeness bias, loss aversion bias, and information overload.
We designed and tested advice that overcomes the negative aspects
of biases and heuristics or that leverages these heuristics and biases
to create better outcomes. For instance, framing communication
strategies around people’s natural extremeness aversion enabled us
to frame professional advisors” recommendations as ‘middle of the
road’ in terms of risk, thereby making the advice more psychologically
appealing. We also tested the effects of incorporating social norms
into advisor communications, as these can be expected to tap into
individuals” innate desire to conform.

Measurable, quantitative benefits of behaviorally-informed advice
are apparent. Relative to conventional advice, behaviorally-informed
advice increased client willingness to follow advice, as evidenced
by their selecting investments more aligned to the optimal asset
allocation recommended by the advisor. As well, they selected
portfolios that were more diversified across and within asset classes.
The result was enhanced investment performance, evidenced by
higher Sharpe Ratio for these portfolios.

Significant qualitative benefits were apparent as well. Clients receiving
behaviorally-informed advice reported higher perceived benefits of
working with an advisor. In other words, they placed a higher value
on advice. They also reported greater trust in the advisor. Perhaps
most importantly, they indicated a higher likelihood of seeking advice
in the future.

In particular, the observed quantitative and qualitative benefits were
greatest for individuals who received simplified directives aimed at
overcoming choice overload, advice that appealed to social norms
(i.e., by framing advisors” recommendations as something already
being widely followed by Canadians and Americans like them), as well
as those who received the “Integrated BE advice” which combined
multiple behavioral tactics.
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This research therefore provides solid evidence-based
recommendations for tactics that professional advisors
can use to enhance clients’ perceptions of their value as an
advisor, improve adherence to their advice, reduce price
sensitivity, and in turn, enhance financial outcomes for
clients. We recommend the following strategies for advisors:

Focus on delivering advice that cuts through to a small
number of key points, rather than providing clients
with information that is not immediately relevant.

Contextualize advice with respect to the desired
goals and behaviors of the community that clients
would identify as their peer group (e.g., fellow
medical practitioners, or inhabitants of the same
neighborhood). In other words - do not be afraid to
leverage social norms.

Consider the context and present the ideal choice as
being in the middle of less optimal alternatives. The
ideal choice might be the optimum between one with
low risk but insufficient returns and another with
high returns but excessive variance and risk.

4

Steer away from relying on the persuasive power of
your expertise or authority. Our findings show that
this has the potential to underperform if not backfire.




Ideally, leverage all of these insights with an
integrated approach that simultaneously overcomes
as many of the biases as possible.

Take advantage of opportunities to learn more
about behavioral economics. Every advisor has their
own style, and every client is unique. By combining
investment expertise and professional experience

with knowledge of behavioral science, FAs will no
doubt be able to craft approaches that are far more
powerful than what we could accomplish with a
short five-minute video.

Admittedly, these recommendations encompass merely a
fraction of the behavioral tactics that can help professional
advisors convey the value of their services and improve
outcomes for their clients. If there is one lesson to be
learned from our research, it is that BE can enhance financial
decision-making.

The rigorous experimental approach of this research reveals
many important insights regarding which tactics will be

effective and which should be avoided. Understanding the
variety of cognitive factors at play should form a crucial part
of any advisor’s approach to helping their clients. We know

that encouraging investors to seek and follow professional
financial advice creates better outcomes. It is now apparent
that advisors should incorporate the insights of BE to enhance

their relationship with their clients and ensure that clients

follow the advice and continue to seek it in the future thus
creating better financial and life outcomes.
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Appendix A
2015 Data

Disguised Fund Name

Canadian Equity

Canadian Companies: Large-cap securities.
Canadian Growth: Long-term capital growth.
U.S. Equity

American Growth: Long-term capital growth.
Nasdaq Index: Large non-financial companies.
U.S. Growth: Long-term capital growth.
Global Equity

Global Technology: Long-term growth.
Global Portfolio: Global equity securities.
Entertainment and Communications: Long-term capital appreciation.
Global Growth: Diversified non-Canadian equities.

Asia Pacific Equity

Asian Equity: Asian-pacific companies.

Indo-Pacific: Indo-pacific region companies.

Asia USD: Under-valued Asian equities.

Australasia: Asia and Pacific rim companies.

Real Estate Equity

Global Real Estate: High total investment from real estate.

Real Estate: Investment in real estate companies.

Real Estate Investment Trust: Quarterly real estate income distributions.

Residential and Commercial: Regular current income.

Real Estate Securities: Global entities engaged in real estate.
Canadian Fixed Income

Canadian Bonds: Income with capital preservation.

Bond Fund: High income bonds and debentures.

Global Fixed Income

US Bond: US Dollar denominated Canadian bonds.

Corporate Global: Investment and non-investment grade bonds.
Global Fixed Income: Global bonds.

Global Bond: International fixed income.

High Yield Fixed income

Emerging Markets: High yield emerging markets debt.

American High Yield: Lower quality US fixed income.

Emerging Markets Bond: Government debt securities.

Canadian Money Market

Cash Management: Income with liquidity.

Savings: Current income with capital preservation.

Canadian Money Market: Income, capital preservation and liquidity.
Money Market: High liquidity.

Short Term Income: Higher income short term duration.

U.S. Money Market

US Money Market US: US money market securities in US dollars.
US Money Market: Canadian money market securities in US dollars.

Premium US Money Market: Money market with currency diversification.

Short Term Corporate: Shorter term corporate debt securities.

3 Yr Standard Deviation

7.00
5.85

18.32
1.77
18.34

13.19
9.05
11.36
17.13

10.59
10.76
8.46
13.61

13.43
10.10
7.95
9.24
15.40

2.65
4.27

10.21
9.10
218
9.01

8.36
8.19
8.36

0.10
0.03
0.04
0.00

1.32

8.64
8.64
8.64
8.64

1 Year

1.04
1.98

35.22
26.87
32.16

33.13
19.65
22.81
22.18

13.79
2.53
(1.10)
8.38

23.49
11.69
9.81
6.36
22.47

4.36
4.14

21.41
20.28
2.30
15.58

20.12
18.72
19.34

1.08
0.91
0.97
0.10
(0.87)

20.48
19.88
19.90
19.70

3 Year

14.00
12.04

26.92
26.93
24.00

27.14
25.00
24.35
22.98

15.31

15.96
11.96

13.38

16.02
16.87
8.62
4.93
16.03

3.61
2.33

9.66
12.19
1.04
5.93

11.94
13.92
11.20

114
0.97
1.06
0.10
(0.22)

10.81
10.53
10.52
10.36

5 Year

11.52
8.65

23.30
22.95
20.47

19.40
18.28
20.25
15.87

6.29
7.89
6.12
5.62

12.26
13.18
14.43

8.84
13.63

4.65
3.04

5.92
8.74
1.92
4.28

9.60
10.67
8.87

1.15
0.96
1.07
0.10
(0.10)

5.10
5.01
5.02
4.90
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Appendix B - Experiment Sample Composition

. Canada

| United States

. No Advisor

. Have Advisor

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021

| let my advisor make all the decisions

| always make my own decisions regardless of
what my advisor suggests

N 395
e 622
e 543
I 321

P 276

P 192

I 158

0 100 200 300 400 500 600 700

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021
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Proportion Following Advice
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Overall Age Distribution
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Objective Knowledge
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Overconfidence Bias

1,000 918

900

800 740
700

600

500 442

400

300

200

189
129
> B N
0 L L
1 2

394

Number of Respondents

163
7

3 4

(€]
)]

Score from 1 (low) to 7 (high)

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021

[llusion of Control Bias

o [

Source: BEworks Research Institute - The Value of Behaviorally Informed Advice Study, 2021

Number of Respondents



Loss Aversion Bias
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