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Introduction

Market risk is a crucial consideration for people rely-
ing on financial assets as a major source of support in
retirement. Retirement investors often have misper-
ceptions about asset returns and limited knowledge
about financial markets, potentially jeopardizing their
long-term security. The role of financial advisors is to
guide investors through their asset allocation deci-
sions by helping them align their portfolios with their
risk preferences and risk capacities.

Despite the importance of this advisor-client re-
lationship, the literature remains relatively unsettled
regarding how advisors construct portfolio recom-
mendations and the extent to which they affect their
clients’ views on market risk. This brief, which is
based on a recent study, addresses these knowledge
gaps by analyzing data from two new surveys of finan-
cial advisors and retirement investors.'

The discussion proceeds as follows. The first sec-
tion briefly reviews prior studies on advisors’ role in
investors’ portfolio decisions and financial planning.
The second and third sections describe the data from
the two surveys and the methodology for the analysis,

respectively. The fourth section presents results on
advisor recommendations and discusses the implica-
tions for clients’ retirement security. The final section
concludes that — while advisors do tailor their recom-
mendations to clients’ risk tolerance (but not the com-
position of their retirement income) — their recom-
mended stock allocations for clients with average risk
tolerance tend to be higher than desired by investors.
But, this advice (even if potentially motivated by an
advisor’s desire for larger asset-based fees) is likely
beneficial for many investors, as it reflects a better
assessment of market risks and returns.

Background

Many households with meaningful financial assets
rely on investment professionals. Ideally, an advi-
sor should help individuals find the appropriate level
of risk exposure by educating them about the risks
and returns of investing; eliciting their risk tolerance
preferences; lowering the costs of market participa-
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tion; and helping them consider potentially relevant
factors such as bequests, late-life health costs, and
using the house as an asset. Prior research has found
that while advisors do influence their clients to some
extent, the evidence is mixed on the ultimate impact
of financial advice on portfolio choices and invest-
ment outcomes.

A number of studies have examined how advisors
may help clients make better decisions and avoid mis-
takes. Some studies found that advisors help clients
manage risks by diversifying their portfolios or reduc-
ing risks during downturns.? Another concluded that
professional guidance can especially help clients with
lower financial literacy.?

Prior studies also identified various limitations of
advisors’ influence on their clients. Using a unique
Canadian dataset, one study determined that advisors
exert substantial influence over their clients’ asset
allocation, but provide limited customization.* And
another concluded that while less-skilled investors
generally benefit more from working with advisors,
advisors are more likely to work with investors who
are wealthier, older, and more experienced.’

While advisors have some positive impacts on
their clients, research also highlights factors that
may prevent advisors from providing advice in their
clients’ best interest. On the one hand, advisors may
fall prey to the same pitfalls as individual inves-
tors. Based on a large sample of Canadian advisors,
researchers found that they trade frequently, chase
returns, prefer expensive and actively managed
funds, and under-diversify.® Alternatively, a number
of studies have concluded that advisors may react to
the financial incentive embedded in their compensa-
tion structure by recommending high-fee products or
investments that do not necessarily result in higher
net returns.”

In short, the literature is still relatively unsettled
regarding the impact of advisors on households’ port-
folio choices.

Data

To better understand the practices of financial advisors
and their influence on clients, this analysis uses two
new surveys, one on advisors and one on investors —
administered by Greenwald Research in mid-2024.
The Advisor Survey questioned 400 financial advi-
sors with at least three years of experience, $30 mil-
lion in assets under management, and 75 clients (of
whom at least 40 percent are ages 50+). The survey

first solicits basic information about each advisor’s
practice — whether they work for a Registered Invest-
ment Advisor (RIA); the number, age, and wealth of
clients they serve; the total assets they have under
management; and their compensation structure. In
addition, the survey asks about each advisor’s be-
liefs regarding the riskiness of various asset classes;
their approach to communicating risk and providing
financial advice; their view on the level of risk-taking
among their clients when they initially meet; and asset
allocation recommendations for hypothetical clients.
The Investor Survey questioned 1,016 retirement
investors ages 48-78 with at least $100,000 in total
investable assets. To focus on those most reliant on
these assets for retirement, the survey deliberately
under-sampled those with a defined benefit (DB)
plan.® The survey begins with basic demographic and
financial information — such as the investor’s age,
marital status, total financial assets, and homeowner-
ship — and then asks about the respondent’s risk pref-
erences, beliefs, and portfolio choices.” Two key types
of questions for this analysis are: 1) the respondents’
desired asset allocation, which can be compared with
the recommended allocation from the Advisor Survey;
and 2) whether they have ever worked with an advisor
and, if so, whether it altered their appetite for risk.?
While the two surveys are not explicitly linked —
that is, advisors cannot be matched with investors —
weighting the responses to the Advisor Survey by the
number of clients ages 50+ helps make the Investor
Survey results more relevant for comparison purposes.

Methodology

Data from both surveys are used to investigate advi-
sors’ recommended asset allocations and to explore
the impact of these recommendations on investors.

What Drives Advisors’ Recommendations?

To understand what drives advisor recommendations,
the analysis examines their recommended equity
allocations for three hypothetical clients. Specifically,
the Advisor Survey asks them about: 1) a baseline
client who is a 65-year-old retired couple with moder-
ate risk tolerance; 2) a client that matches the baseline
except for having low risk tolerance; and 3) a client
that matches the baseline except for having a larger
share of financial wealth in the form of guaranteed
lifetime income.



Issue in Brief

To investigate how recommendations might be
influenced by various aspects of the advisors’ practice,
the study uses regression analysis to determine the
impact of the following advisor-related factors:

o Stock risk premium, calculated as the difference
between the assumed long-term returns of
stocks and bonds reported by the advisor. A
higher assumed stock risk premium is ex-
pected to increase the recommended allocation
to stocks.

o Perceived riskiness of stocks, measured by wheth-
er the advisor rates stocks higher than 4 on a
1-7 risk scale. The advisor’s perceived riskiness
of stocks is expected to be negatively associated
with the recommended allocation to stocks.

« Advisor’s compensation structure, measured
by the share of total compensation derived
from percentage-of-asset fees. Prior research
suggests that having a larger share of such
compensation will be associated with a higher
recommended stock allocation.

« Type of advisor. Both RIAs and broker dealers
are required to act in their clients’ best interest,
but the RIA standard is more comprehensive
and, thus, is expected to weaken the associa-
tion, if any, between advisors’ compensation
structure and their advice. Hence, the equa-
tion includes an RIA variable and interacts RIA
with the compensation structure variable.

« Income strategies. The survey asks advisors to
report the proportion of their retired clients
with whom they use the following strategies to
manage their investments:

o “Total return”: uses one main asset alloca-
tion across all the client’s accounts and
relies on all facets of investment return
(dividends, interest, capital gains, and prin-
cipal) to finance a pre-determined monthly
withdrawal amount.

o “Bucket” or “time segmentation”: divides
the client’s investable assets into catego-
ries, based on when — and for what pur-
pose — the money is to be spent.

o “Floor”: seeks to fund essential expenses
through vehicles that provide income that
is guaranteed for life, such as Social Secu-
rity, pensions, and annuities.

Strategies with a greater emphasis on securing
basic spending may lead to more conservative
portfolio recommendations. The equation
includes a dummy variable that equals 1 if the
advisor uses any given strategy for more than
25 percent of their clients.

How Do Advisors’ Recommendations
Impact Clients?

This portion of the analysis starts by comparing
recommended stock allocations to investors’ desired
and actual allocations. An ideal dataset would include
information on the recommended allocation to each
investor, as well as data on each investor’s desired
and actual asset allocation. But no survey — including
the recent Greenwald Research surveys — contains

all three measures together. So, the analysis instead
compares recommended stock allocations from the
Advisor Survey to investors’ desired stock allocation in
the Investor Survey, and actual allocations reported

in the Health and Retirement Study (HRS), a large
household survey. Then, using data from the Investor
Survey, the analysis documents the share of retire-
ment investors that believe working with an advisor
has influenced their desired risk level.

The final question addressed is whether advisor
recommendations are beneficial. The first step is to
see whether advisors are better informed than inves-
tors about market risks and returns. The second step
involves comparing advisor recommendations to the
stock allocations prescribed in Morningstar’s target
date glide paths to see whether the recommenda-
tions align with the portfolio choice of well-informed
rational investors within the framework of lifecycle
portfolio choice models.!

Results

This section presents the results of the analyses of
financial advisors’ recommendations and their impact
on retirement investors.
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What Do Advisors Typically Recommend?

Table 1 shows, for each of the three hypothetical
clients, the average and standard deviation of the
stock allocation recommended by advisors. The aver-
age recommendations for the baseline client and the
client with lower risk tolerance are 48 percent and 30
percent, respectively, suggesting that clients’ risk tol-
erance levels are a critical consideration for advisors."
The average recommendation for the client with more
guaranteed income is a surprising 44 percent, even
though guaranteed income is expected to crowd out
an investor’s bond allocation and thus increase the
allocation to stocks in their remaining liquid wealth.

TABLE 1. RECOMMENDED STOCK ALLOCATION FOR
HyproTHETICAL RETIRED HOUSEHOLDS

Client with Clﬁsgaggh
Statistic ~ Baseline client low risk d
tolerance . gl.larar.ltee
lifetime income
Mean 48% 30% 44%
Std. dev. 18 19 20

Notes: To reflect the experience most relevant to near-retirees
and retirees, responses in the Advisor Survey are weighted
by the number of clients ages 50+ that the advisor serves.
Source: Authors’ calculations from 2024 Greenwald Re-
search Advisor Survey.

What Explains the Variation in
Recommended Stock Allocations Across
Advisors?

A closer look at advisors’ recommendations reveals
significant variation — the recommended stock alloca-
tion for the baseline client has a standard deviation of
18 percentage points. A shift in equity allocation of
this magnitude would have a substantial impact on
retirement planning; thus, it is important to under-
stand what factors might explain the wide range of
recommendations across advisors for the same client.
Figure 1 presents the results of the regression that
relates advisors’ recommended stock allocation for
the baseline client to various aspects of the advisors’
practice, including assumptions and perceptions
on stock returns, compensation structure, whether

practicing as an RIA, and frequently used income
strategies. The key finding is that the higher the
share of the advisor’s compensation derived from
percentage-of-asset fees, the higher the recommended
allocation to stocks under the baseline scenario. The
type of commonly used income strategy also matters
— in particular, advisors who frequently use the total
return strategy recommend higher stock allocations,
while those who frequently use the floor strategy
recommend lower stock allocations, likely reflecting a
higher priority given to securing essential spending.?
Interestingly, however, neither the risk premium

for stocks in their financial models, nor their beliefs
about the riskiness of stocks, appear to matter. Also,
whether the advisor works for an RIA does not seem
to have any direct impact on their recommendations
or affect the impact of their compensation structure
on recommendations.™

FIGURE 1. RELATIONSHIP BETWEEN RECOMMENDED
STOoCK ALLOCATION AND ADVISORS’ CHARACTERISTICS

Assumed risk premium of stocks 0.001

Rates stocks as highly risky 0.006
% of compensation from fees .147
RIA -0.024
RIA x % of comp. from fees 0.024
2 Total return 0.047
ED Bucket -0.019
3 Floor -0.096|

02 0 02 04 06

Notes: The Advisor Survey responses are weighted by the
number of clients ages 50+ that the advisor serves. The
income strategies were for more than 25 percent of clients.
Solid bars are statistically significant.

Source: Authors’ calculations from 2024 Greenwald Re-
search Advisor Survey.

How Do Financial Advisors’
Recommendations Impact Their Clients?
The analysis starts by comparing advisors’ recom-

mended stock allocations in the Advisor Survey to the
investors’ desired allocations in the Investor Survey.
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Table 2 shows that — on average — the recommended
allocations are higher than the desired allocations for
investors with average risk tolerance, but aligned for
those with low risk tolerance.

TABLE 2. COMPARISON OF RECOMMENDED AND DESIRED
ALLOCATIONS

Investors’ desired
allocation in
Investor Survey

Recommended
allocation in
Advisor Survey

Statisti Avg.risk  Lowrisk  Avg.risk  Low risk
tatistic

tolerance  tolerance tolerance tolerance
Mean 48% 30% 39% 29%
Std. dev. 18 19 24 22

Notes: The Advisor Survey responses are weighted by the
number of clients ages 50+ that the advisor serves. The
Investor Survey sample is limited to respondents ages 60-70
who are not covered by a DB plan.

Sources: Authors’ calculations from 2024 Greenwald Re-
search Investor and Advisor Surveys.

The discrepancy between advisors’ recommenda-
tions and investors’ desired stock allocations suggests
that advisors tend to counsel their clients — at least
those with moderate risk tolerance — to increase their
stock allocations. This implication is consistent with
the fact that actual stock allocations for investors are
much closer to advisors’ recommended allocations
than to investors’ desired allocations (see Table 3)."

TABLE 3. RECOMMENDED, DESIRED, AND ACTUAL STOCK
ALLOCATIONS FOR RETIREMENT INVESTORS

Stocks as a % of investable assets

. Advisor
Statistic ended  Desired in Actual in
Investor Survey  HRS 2020
Mean 48% 39% 45%
Std. dev. 18 24 34

Notes: The Advisor Survey responses are weighted by the
number of clients ages 50+ that the advisor serves. The Inves-
tor Survey sample is limited to those ages 60-70 with average
risk tolerance. The HRS sample is limited to those ages 60-70
who are not covered by a DB plan, own more than $100,000
in investable assets, and have average risk preferences.
Sources: Authors’ calculations from 2024 Greenwald Re-
search Investor and Advisor Surveys; and the University of
Michigan, Health and Retirement Study (HRS) (2020).

This interpretation is also supported by what
investors say directly about working with an advisor.
Table 4 shows that 33 percent of retirement investors
who work with an advisor think doing so has changed
their risk appetite; among this group, about three-
fifths say it has increased their risk appetite rather
than decreased it (20 percent vs. 13 percent).

TABLE 4. SELF-REPORTED IMPACT OF WORKING WITH
FINANCIAL ADVISORS ON RETIREMENT INVESTORS’
APPETITE FOR INVESTMENT RISk

Appetite for risk Share of retirement investors
Increased 20%

No change 67

Decreased 13

Note: The Investor Survey sample is limited to those who
say that they have worked with an advisor.

Sources: Authors’ calculations from 2024 Greenwald Re-
search Investor Survey.

Given that advisors do impact some of their cli-
ents’ appetite for risk, the natural follow-on question
is whether that impact improves their clients’ retire-
ment security. Two pieces of evidence support the
idea that advisor recommendations do, broadly, help.
First, comparing data from the Investor and Advisor
Surveys suggests that advisors — on average — have a
more rational view of the risks and returns of stocks
versus bonds, so one would expect retirement inves-
tors to benefit from advisors’ greater knowledge and
expertise.'®

Second, advisors’ average recommendations look
quite similar to the stock allocations prescribed by
target date funds (TDFs). For example, advisors’
recommended allocations for hypothetical clients with
moderate and lower risk tolerance (48 and 30 percent)
match the stock allocations of the moderate and con-
servative variants of the Morningstar Lifetime Alloca-
tion Index (48 percent and 32 percent, respectively)
(see Figure 2 on the next page)."” TDFs are designed
to reflect the optimal asset allocation that economic
and finance theory would predict for a rational inves-
tor within the lifecycle-model framework. One would
expect retirement investors to benefit from advisor
recommendations that align broadly with optimal
allocations based on long-standing principles of eco-
nomic and finance theory.
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F1GURE 2. GLIDE PATHS OF STOCK ALLOCATION IN
MORNINGSTAR LIFETIME ALLOCATION INDEXES
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Sources: Morningstar (2024 a, b, and ¢).

Conclusion

Despite the prevalence of financial advisors, the
academic literature remains relatively unsettled
regarding advisors’ impact on households’ portfolio
choices. More specifically, a significant knowledge
gap remains regarding advisors’ approach to portfolio
recommendations and the extent to which they affect
their clients’ views on market risk.

This analysis used two new surveys of financial
advisors and retirement investors to assess advisors’
portfolio recommendations and explore their influ-
ence on clients’ risk appetite in ways that support
retirement security. The results show that — while
advisors do tailor their recommendations to clients’
risk tolerance (but not the composition of their retire-
ment income) — their recommended stock allocations
for those with average risk tolerance tend to be higher
than what investors with average risk tolerance desire.
But, this outcome is likely beneficial for many inves-
tors due to the more realistic assessment of risks and
returns of advisors (even if potentially motivated by
advisors’ desire for larger asset-based fees).

Endnotes
1 Aubry and Yin (2025a).

2 See Kramer (2012); Goetzmann and Kumar (2008);
French and Poterba (1991); Grinblatt and Keloharju
(2001); Shapira and Venezia (2001); and Liu, Finke,
and Blanchett (2024).

3 Von Gaudecker (2015).

4 Foerster et al. (2017).

5 Hackethal, Haliassos, and Jappelli (2012).
6 Linnainmaa, Melzer, and Previtero (2021).

7 See Hackethal, Haliassos, and Jappelli (2012); Mul-
lainathan, Noeth, and Schoar (2012); Chalmers and
Reuter (2020); and Kramer (2012).

8 Of the 1,016 respondents to the Investor Survey,
897 — 582 retirees and 315 near-retirees — have no
DB plan. Sampling weights are used in the survey
to make the results match the population. Results
presented in this paper are based on respondents
without DB coverage, but including those with DB
plans yields very similar results and does not affect
the conclusions.

9 The demographic and wealth profiles of the respon-
dents in the Investor Survey are broadly consistent
with those from other large household surveys such
as the Health and Retirement Study and the Survey of
Consumer Finances (see Aubry and Yin (2025b).

10 Prior research suggests that roughly 50 percent of
U.S. households work with a financial advisor. But,
data from the Investor Survey suggest that 68 percent
of near-retirees and 75 percent of retirees have worked
with an advisor. The higher percentages in the Inves-
tor Survey likely reflect the fact that the sample is
older and wealthier than the national average.

11 Asset allocations of Morningstar glide paths are
obtained from Morningstar (2024a, b, and c). See
Morningstar (2015) for an overview of the underlying
methodology.
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12 This result is consistent with the responses to a
question in the Advisor Survey about topics advisors
most commonly discuss with their clients, which
show that advisors spend most of their time discuss-
ing the proper asset allocation for the risk preference
of their clients.

13 The results are robust to changing the threshold
used to define frequently used strategies and includ-
ing more controls for the overall profiles of clients,
such as the average wealth and average age of the
advisor’s client base.

14 This result is robust to distinguishing between
RIAs with and without a formal affiliation by using
separate dummy variables.

15 This result is also consistent with Linnainmaa

et al. (2019), who find plausibly causal evidence that
advisors increase clients’ willingness to take financial
risks.

16 Research has found that increased financial lit-
eracy is usually associated with higher risk tolerance
and stronger tendency to invest in risky assets (e.g.,
Hermansson and Jonsson 2021; Bannier and Neubert
2016; and Dimmock et al. 2016). Empirical evi-
dence also suggests that positive expectations about
the stock market result in greater stock ownership
(Dominitz and Manski 2007 and Beutel and Weber
2022). Aubry and Yin (2025b) also find that positive
expectations about the stock market result in greater
desired stock allocation.

17 Importantly, the model-based asset allocations

in TDFs are not without caveat. First, the results of
lifecycle portfolio choice models depend on model
specifications and risk factors included. For example,
incorporating more nuanced aspects of risk aver-
sion and considerations such as bequest motives and
health-related risks may lower the resulting optimal
allocation to stocks. Second, TDF glide paths are
generally developed for investors with average char-
acteristics and are thus not sufficiently customized
for individual investors. If financial advisors follow a
similar methodology when giving recommendations,
they may fall prey to the same issues. See Gomes
(2020) and Gomes, Haliassos, and Ramadorai (2021)
for a comprehensive review of the literature on life-
cycle portfolio choice models.
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