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What do we know?

* Increasing evidence of differential treatment by financial institutions:

* Financial advice as a prototypical credence good with advisors being often incentivized by
kickbacks

This paper:
1. Examine gender differences in financial advice exploiting administrative bank and
survey data; thereby we can examine what advisors and clients do (financial decisions)
and what they think (preferences, motivation)

2. Disentangle potential mechanisms for gender differences (price discrimination) in
financial advice: statistical discrimination, stereotyping, differences in negotiation
skills, product preferences



Data

1. Administrative Bank Data

Data on advisory minutes: client-advisor interactions of a large German bank

26,747 advisory meetings between 13,239 retail clients and 4,604 advisors between January 2010 and December
2017.

Written documentation is mandatory since 2010.

Client, advisor and meeting characteristics

More than 35,000 fund recommendations (type, volume, costs)
Client transactions = adherence: implementation within 30 days

2. Client Survey

Subsample of clients with survey information (academic survey): 485 clients (1,342 product recommendations), e.g.,
information on test-based financial literacy and motives for consulting advisors

3. Advisor Surveys

Advisor Survey: 331 active advisors from various banks; beliefs about in financial sophistication, negotiation skills, price
sensitivity of male versus female clients (April 2023)

Experimental Advisor Survey: 539 active advisors from various banks; small information provision experiment; beliefs
about the relationship between gender, financial knowledge, and price sensitivity (August 2023)



Quality of financial advice

 Mullanaithan et al. (2012): high quality advice provides clients with a broadly diversified but low-
cost portfolio in line with risk preferences

* We analyse recommendations for mutual funds

=» Diversified
=» but: vary by costs, which can be directly influenced by the advisor

Two cost components:

1. up-front fees (loads) paid when purchasing the fund => decided by the bank and the fund manager;
rebates can be granted at advisor’s discretion

2. annual expense ratio is paid annually and in proportion to the invested amount => are charged by
the asset manager (kickbacks are granted to the bank); in case of the bank’s own funds these fees
are paid to the bank => most profitable for the bank



Gender differences in up-front fees

Upfront fee: 26% of all recommendations include a rebate

Itebate on Upfront Load
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Additional controls in specifications (2) — (5): Investment horizon, risk tolerance, age,
financial wealth, married, employment status, foreign citizenship, advice in person,
meeting duration



Gender differences in product recommendations

 Own-bank mutual funds are particularly profitable for banks and tend to perform
significantly worse than other funds

* Explaining and recommending these bank own 1 -
balanced funds involves less effort for advisors

Aunnal axpense raticin %

Advice process highly standardized

@ CHher funds
& Bank own balancosd fund

* 10 most frequently recommended funds account for g 2 3 ; :
2 Fund riak categpony
more than 40% of recommendations
* Bank own products account for 75% of recommendations (equally weighted)



Gender differences in product recommendations

Bank own Bank own Share bank own
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Probability to receive a
recommendation for a high fee bank-
owned balanced fund is 2pp./4.2%
higher for women (including a rich set
of controls).

Additional controls in specifications (2), (4), and (5): Investment horizon, invested
amount, risk tolerance, age, financial wealth, married, employment status, foreign

citizenship, advice in person, meeting duration




Rebate on
Upfront Load
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Differences by advisor gender?
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While male and female
advisors offer rebates with a
similar likelihood by gender,
male advisors are more likely
to recommend the bank own
products (higher fees) to
women as compared to
female advisors.




Result 1:
We do find gender differences (price discrimination) in financial advice. Women are less likely to receive

a rebate on the upfront load and are more likely to be recommended bank-own funds with higher
management fees. The differential treatment seems to be more driven by male than female advisors.



Why do advisors price discriminate against women?

Statistical discrimination?

Stereotyping?

Willingness to negotiate?

Differences in ability to interpret signals for financial sophistication? Advisor Confidence?

S B

Catering/ Gender differences in (non-) monetary preferences?



Statistical Discrimination

Idea in a nutshell:
e Advisor prefers selling certain investment alternatives over others

e Advisors use available pertinent information to differentiate advice between groups of customers
, .g., their financial skills

-> Widely documented pattern: women show lower levels of financial literacy and lower confidence than
men when it comes to financial decisions

Advisors tend to increase the profitability of interaction vis-a-vis a setting without discrimination



Statistical Discrimination

Predictions:

Clients with lower signals of financial aptitude (women) receive financial recommendations more in line with advisor
incentives.

v’ Women are less likely to receive a rebate offer.
v Women are more likely to get recommendations for high-fee bank own balanced funds.

?  Arethere gender differences in financial sophistication?

4 Women do also have a lower fee literacy & a lower confidence in their knowledge (2), are less price sensitive, and perceive
advisors to be less self-serving compared to men.

? Do advisors know about gender differences in financial sophistication?
4 Indeed advisors are aware of gender differences in literacy

? Do advisors use gender as a proxy for financial sophistication?



Statistical Discrimination

Do advisors know? For statistical discrimination, advisors need to be aware of the differences in

literacy and/or sophistication across gender
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Statistical Discrimination

Do advisors utilize gender as a proxy for financial sophistication due to imperfect information?
=>» Assess beliefs and actions with and without revealing client gender

How to incorporate this in an experimental setting?

* Confront advisors with a randomized sequence of five female and five male client profiles.
* Profile information: age, marital status, education, wealth at the bank, risk tolerance, (gender)



Statistical Discrimination

To ensure that pictures solely differ with regards to gender for a given pair, prompt Open Al Dalle-E-
picture generator:

“Generate two separate high-quality portraits of the twins Thomas (male) and Sabine (female) from
Germany, both are 35 years old and dressed handsome. Neutral background and photos should be
visually appealing and suitable for social media.”



Statistical Discrimination

Experimental Design:
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Statistical Discrimination

Experimental Design:
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Statistical Discrimination

Experimental Results:

Panel A: Differences in advisor beliefs by treatment (gender vs. no gender)

No Gender Gender
Female Male T-stat  Female Male T-stat
Literacy in investing 4,280 4,290 0,260 3.904 4,216 7,200
Consideration of fees 4,633 4,597 -0,987 4,452 4,537 1,330
Independence in financial decisions 3,996 4,022 0,769 3,660 4,060 8,202
Rebate on load 33,419 32,715 -1,245 29,738 31,069 2,070




Statistical Discrimination

Relationship between financial sophistication and price setting?
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Statistical Discrimination

Experimental Results:

Panel B: Differences in Advisor Beliefs Before and After Information Provision

st Round 2nd Round
Female Alale T-stat  Female Male T-stat
Literacy in investing 4.219 1.571 6.859 4.352 4.504 3.7T81
Consideration of fees L.OTT 466X 1.7T54 1.5%] 4618 0.637

[ndependence in financial decisions  3.935 1462 8,931 4.062 1.332  5.760

Rebate on load (%) J0.940  31.519 1.889 32066 32426 0.517

Panel B shows the average assessments of advisors of 6 client profiles. This includes client literacy
independence in investment decision-making, the relevance of fees, as well as their willingness to
grant a fee rebate to that client, before and after being provided with information regarding the

clients’ test scores in a literacy quiz as well as self-assessed confidence when it comes to Hnancial
decision-making.



Result 2:
We find strong evidence for statistical discrimination: advisors price discriminate against women based

on their lower financial sophistication. Female clients show lower literacy, lower confidence, and are
less price sensitive, and this is also reflected in advisors’ beliefs.



Why do advisors price discriminate against women?

Statistical discrimination?

Stereotyping?

Willingness to negotiate?

Differences in ability to interpret signals

Catering/ Gender differences in (non-)monetary preferences

S e



Result 3:
We find that male clients are more likely to ask for a rebate, but it is also more likely that rebates are
offered to male clients by advisors without being prompted.



Why do advisors price discriminate against women?

Statistical discrimination?

Stereotyping?

Willingness to negotiate?

Differences in ability to interpret signals

Catering/ Gender differences in (non-)monetary preferences

S



Interpretation of signhals

Advisor heterogeneity: One of the groups (women) is not behaving optimally in a profit maximising
sense.

If stereotyping is an unlikely mechanism — what can explain differences in effects by advisor gender?

Under statistical discrimination / price discrimination the behavior of all advisors of the bank should be
similar if advisors interpret the signals in a similar way



Interpretation of signals

Does the assessment of literacy differ by advisor gender? No!

Fem. Advisors  Male Advisors  T-stat  Data Source
Incentivized Choices:
Estimated client literacy gap (points) (1185 0.160 (l.E‘:’J.‘iI AS
Confidence in Client Estimates:
Conf. in literacy estimnates (f) 3.379 3.915 3.259 AS
Cont. in literacy estimates (m]| S.400 1.031 3.829 AS
Conf. in estimates client profiles 4.402 4.993 6.160 Exp. AS
(Confidence in) COwn Abilities
Actual literacy score (0-7) 5.107 2.521 2.279 AS
Self-assessed literacy score (0-T) 5.043 H.858 D.285 AS
Feeling well-trained (1-5) 3. THS 3.954 2.462 Exp. AS




Result 4:
We find evidence that male advisors seem more confident about their own financial sophistication and

also about their ability to interpret client signals. This could lead to a higher ability or willingness to price
discriminate.



S BT b

Why do advisors recommend different products to
women compared to men?

Statistical discrimination? Price discrimination?

Willingness/ability to negotiate?

Stereotyping?

Differences in ability to interpret signals for financial sophistication? Advisor Confidence?

Catering/ Gender differences in (non-) monetary preferences?



Gender differences in advice seeking

There are differences in motives for seeking advice

Women are more likely to seek advice to get things off the table, while male clients are interested
in a second opinion




Tailored Fund Recommendations

Share of Recommendations for

Female Clients Male Clients T-stat
7'1[(1][1'.1.' Doctors ().562 (), 500 -10.438
Investment Strategy 0.499 0.474 -4.610
Diversification (0.5%5 (1.592 1.404
Return ().6GRT (L.GTS o 0y i

Textual analysis:
Preference for “money doctors” is strongly tied to justifications when recommending products




Tailored Fund Recommendations
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Discussion: Is it all about gender? Apparently Not.

Panel A: Administrative Bank Data



Conclusion

Yes, there are gender differences in financial advice
(No conclusion about general importance of advice)

Policy Advice?
e Improve financial literacy and confidence

* Provide costless reliable information on
financial product choice

* Make cost differences in products more
salient (e.g., benchmarking)

Source: AdobeStock Pathdoc #101317132
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