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Why do Individuals Seek Financial Advice?

Abstract

Economists over time have looked at what factors drive individuals to make certain decisions and
what influences their behaviors. Financial decisions are every so often complicated and individuals
tend to make detrimental mistakes when deciding what financial actions to take. This paper
explores the characteristics of individuals who seek financial advice from financial planners and
examine the link between financial advice, financial market participation, income, age, gender,
race, education and some financial indicators. Using data from the Survey of Consumer Finances,
we try to determine what factors motivate individuals to seek financial advice from professional
financial planners. We find that there are gender, race and age differences in the characteristics of

individuals that seek financial advice from professionals.
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1. INTRODUCTION

Economists over time have looked at what factors drive individuals to make certain decisions and
what influences their behaviors. Numerous studies have looked at how the behavior of individuals
can be affected by the incomplete information and thus leads them to make irrational decisions.
For instance, a few studies find that individuals often underestimate the costs of borrowing or are
inadequately educated regarding their own pension or social security benefits. We also see this as
Viscusi (1990) finds that people exaggerate the dangers of lung disease from smoking, and that
these misperceptions really lessen smoking conduct. Gibson and McKenzie (2007) show a case
where potential emigrants underestimate the returns to migration because they have access to

incomplete information.

Financial decisions are every so often complicated and individuals tend to make detrimental
mistakes when deciding what financial actions to take. Regardless of what the decision involves,
there can be extremely complex technicalities which require a nuanced understanding of various
financial terms that a majority of individuals may not possess. In any case, there are not a lot of
studies that have examined whether providing information in these settings can actually change

behavior (Cole, Paulson and Shastry 2014).

There is some evidence that supports the hypothesis that cognitive ability is important when it
comes to financial decisions. Chevalier and Ellison (1997) find that mutual fund managers who
graduated from schools with high average SAT scores do better in making financial decisions than
those who graduated from less selective schools. The mortgage decision for households is an
extremely important one that individuals often get into without some sort of financial education

and this can cause unfavorable decisions.

Seeking advice from professionals, however, is normal practice. Individuals tend to turn to
professionals most especially in situations where there is serious uncertainty like an economic
recession. During such occasions, individuals may feel unfit to foresee the outcomes of their

decisions and may look for the insight of specialists to decrease the enhanced perception of risk.



For example, when settling on speculation choices in a market downturn, individuals frequently

ask a specialist, or an educated partner or companion for guidance into where to invest their money.

Some studies have shown that most individuals do not have a vast knowledge of basic financial
principles, formulas and products. Consequently, these individuals might not be sufficiently
informed to make sound financial decisions without professional help. What's more, past research
has shown that financial literacy has significant implications about an individual’s financial
behaviour. For example, Jappelli and Padula (2015) demonstrated that individuals that are highly
financially literate tend to prepare better for retirement and tend to be wealthier. Individuals who
are financially literate tend to participate in financial markets more often and are also “better at
making sound portfolio choices, which leads to a gradual increase in their wealth” (van Rooji,

Lusardi and Alessie 2011).

In this paper, we explore the characteristics of individuals who seek financial advice from financial
planners and examine the link between financial advice, financial market participation, income,
age, gender, race, education and some financial indicators. Using data from the Survey of
Consumer Finances, we try to determine what factors motivate individuals to seek financial advice
from professional financial planners. This study looks at demographic factors like age, race,
education etc. that could motivate individuals to seek advice from professionals. We also look at
financial factors such as annual interest rates on loans, mortgages, financial riskiness etc. that lead

individuals to seek advice from professionals.

The results show that individuals aged 65 and above are 5.7% more likely to seek financial advice
from financial planners. This is line with previous empirical studies that note that retired
individuals are more likely to seek out advice from professionals than younger individuals. The
results also show that women are 2.7% more likely to seek financial advice from professionals
while being White increases the possibility of seeking advice by 5.8%. We also see the effects that
individuals’ perceptions of how the economy will perform over time has on the possibility of

seeking financial advice from planners.

The rest of the paper is structured as follows: Section 2 provides a review of the theoretical and

empirical literature focusing on the links between financial advice, gender, cognitive ability and



market participation. Section 3 describes the data and empirical methodology used in this paper
along with the econometric model and its various specifications. Section 4 provides the empirical
results. Section 5 presents the robustness checks and sensitivity analysis and finally Section 6

concludes the paper.

2. LITERATURE REVIEW AND THEORETICAL FRAMEWORK

2.1. Nature of financial advice

Financial advice can fit into an assortment of spaces, which could include tax, investments, estate
planning, insurance and retirement planning. What's more, as a general rule, financial advice can
also supplement other professional services such as account services, brokerage services, etc.
Before financial advisors suggest action plans, they usually help the clients to devise financial
goals based on the individuals risk tolerance and financial goals. Once the goals have been
identified, the advisor develops a plan that includes precise strategies designed to attain the
individual’s financials goals and objectives which, as a rule, can be summed up as expansion of
wealth which is contingent on a predetermined tolerance of risk. Financial advisors also tend to
provide advice on an on-going basis as opposed to just one time. This builds a relationship between
the individual and the advisor where the advisor provides advice as needed. Some conspicuous
reasons why consumers seek advice from financial professionals are the information, experience,
and knowledge that the advisors have. Consumers are eager to pay for advice they think originates

from master, proficient judgment.

There are different types of Professionals who give financial advice, such as: “financial advisors,
financial consultants, brokers, independent brokers, financial analysts, financial partners,
investment representatives, money managers, etc.” These financial advisors also perform various
other jobs, like; educating clients, monitoring investments, communicating regularly with clients,

providing research information, developing relationships, etc.

2.2. Advice-Seeking as a Risk-Reduction Strategy



Consumers try to reduce perceived risk in a lot of different ways; "through information search,
brand loyalty, price-quality cues, friends' or salespersons' advice, etc.” (Greatorex and Mitchell
1994). A good way to reduce risk is to voluntarily transfer decision making powers to other
individuals in authority. For instance, some scholars have proposed that appointment of purchasing
duty to others is a typical strategy for diminishing uncertainty for consumers. Similarly, Stern,
Solomon and Stinerock (1992) posit that consumers depend highly on the expert advice from
financial professionals for high-risked decisions. In spite of the fact that there are different
variables that impact the decision to choose to task advisors with this decision, they theorize that
the inspiration to decrease risk is quite prominent in various consumption situations. Consumers
move the responsibilities that are purchase related to other individuals who they think are more
competent and this tends to reduce uncertainty and anxiety. In this way, we see that seeking

professional advisory services is mostly risk-reducing option for consumers.

“Orthodox theory on financial advice represents individual portfolio choice by maximizing
subjective expected utility under a life-time budget constraint” (Campbell and Viceira 2005).
Income is seen as stochastic since endowments (labor income) and asset returns are also stochastic.
Here, individuals evaluate and create ideal plans for consumption, including leisure time and
portfolio composition. The plans created are progressively ideal, for example dependent upon the
acknowledgment of different state variables. Aggregating individual decisions across agents and
forcing market clearing constraints conveys a standard powerful asset pricing model. There is

obviously no role for this model in the determination and study of financial advice.

2.3. Human Ecological Model

In the Human Ecological Model, Bronfrenbrenner portrays individuals as unique actors that
influence and are influenced by interaction with and within larger, interdependent systems. There
are four basic systems that comprise the ecological environment specifically the microsystem, the
mesosystem, the exosystem, and the macrosystem. The microsystem is made up of close family,
companions, schoolmates or employees, and members of one's religious community. The

mesosystem recognizes that pieces of the microsystem cooperate with one another and with



different frameworks. The exosystem, which is the third framework incorporates gatherings,
associations, or elements that impact the microsystem. The last level, the macrosystem,
encompasses and influences every other framework. The macrosystem can incorporate political

philosophies, social qualities, social conditions and market or economic performance.

Some other studies relate the human ecological model to choices made by families and the
proportional interactions of families and conditions to accomplish their various objectives. There
is a modified version of Bronfenbrenner’s socio-ecological model which incorporates a new
ecologically based approach to understanding contextual influencers and introduces five ways new

ways to produce a new model known as the eco-sociological model.

2.4. Household Finance

Household finance is a term that was first proposed by Campbell (2006). Campbell notes that the
study of household finance can be divided into positive household finance and normative
household finance. He defines positive household finance as the study of what households do to
understand why they behave the way they do. On the other hand, normative or prescriptive
household finance is defined as that which emphasizes prescriptions such as rules of thumb based
on experience and intuition. The economic model of expected utility analysis in finance has
stipulated the premise on which a lot of prescriptive recommendations for the way individuals
behave financially. Most applications depend on the capacity to make sensible presumptions to
limit the conceivable scope of goals and overlook most attitudinal concerns. Financial decisions
such as saving behavior, investment portfolio decisions, credit card use, and insurance can be
modeled in terms of maximization of expected utility, with utility being a function of overall
wealth or consumption. However, there are prescriptions for financial behavior that are not directly
based on an expected utility model but are based on analysis of historical financial data. Most
financial arranging applications can be depicted as objective coordinated examinations; however,
a portion of the suspicions may be reliable with all the more thoroughly got outcomes from utility

maximization.



This paper also takes a look at “Behavioral Finance” which is a relatively new field that seeks to
combine behavioral and cognitive psychological theory with conventional economics and finance
in order to provide explanations for why people make irrational financial decisions. In the same
line, the “January Effect” and the “Winner’s curse” also might explain the individual’s financial

decisions. (He and He 2011)

2.5. Empirical review

Bluethgen, et al. (2008) suggests that more established people, families with higher total assets,
and women are bound to get more access financial advice. On the other hand, many studies find
that financial advice has either negative or insignificant effects on individuals’ financial situations.
Hackethal, Haliassos and Jappelli (2012) also observe the role of financial investment advisors.
They paper controls for the effects of selection, as individuals who utilize financial advisor services
are very different from individuals who do not use these services in many ways that would also
impact financial outcomes and positions. They also found that these clients who utilized financial
advisors’ services turned out to have lower financial returns on average than those who did not.
These clients were also more liable to sustain significant losses on their investments. Additionally,
there was no correlation with seeking advice from a financial advisor and better market timing or
diversification strategies. However, there was a link between increased trading, increased turnover
and higher trading costs and seeking financial advice. Accordingly, there was no evidence that

financial advice provided benefits that were worth the additional expense.

Hackethal, Haliassos and Jappelli (2012) note that financial advisors are less likely to work with
investors who are younger, who have fewer assets, and who are less financially buoyant. Due to
the fact that financial advice has been seen to have negative outcomes, these groups of people
would benefit from using financial advice less often. They caution against policies that promote
financial advising as a substitute for promoting financial literacy more broadly. Nevertheless, the
paper acknowledges that investors may well understand the true costs of financial advising, and
that they may value their own time and effort more than the fees and poorer portfolio performance
associated with financial advice. Subsequent papers have also concluded that financial advice does

not improve investment performance.



Danes and Haberman (2007) break down the impact of high school financial planning curriculum
on the financial behavior, financial knowledge, and self-efficacy of a national sample of teenagers
using the curriculum. They show that there are statistically significant changes in financial
behavior and financial knowledge following three months of a financial education curriculum
Their findings show that generally 50% of the sample demonstrated an increase in financial
knowledge, a third of the sample also display improvements in behavior while 40% show an

increase in confidence in managing money.

Fernandes, Lynch and Netemeyer (2014) also recommend any clear causation of financial
knowledge influencing financial behaviors could be as a result, of for example, characteristics that
were precluded from past analyses. They contended that having an affinity to design, trust in data
search capacities, a readiness to take reasonable speculation dangers, and numeracy aptitudes
might be related with monetary information and drive money related practices. This is in line with
a previous finding by Parrotta and Johnson (1998) which shows that financial attitudes take out
the effect of financial knowledge when tried together for their relationship to financial behaviors
or management. Similarly, both Jorgensen and Savla (2010) and Gudmunson and Danes (2011)
contend that the relationship between financial knowledge and practices frequently is powerless

aside from when intervened by financial mentalities.

2.6. Financial Advice and Market Participation

Some studies have shown that household participation in financial markets is to some degree
restricted. While over 90% of households have transactions accounts, the fraction of families that
own bonds (17.6%), stock (20.7%) and other assets is relatively insignificant. While participation
has been increasing meaningfully in the course of recent years, this expansion appears to have
ended: from 2001 to 2004, the direct ownership of stocks reduced marginally as well as the

proportion of households with retirement accounts.

Thomas and Spataro (2018) takes an interesting look at how financial literacy and human capital

affect stock market participation. They find that financial literacy has a positive and significant
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effect on stock market participation, together with the level of human capital (schooling years) and
social interaction. They also find that Country level differences are explained by such institutional
factors as the effectiveness of the education system and by the attractiveness of the stock markets.
Their results conclude that seeking financial advice increases the probability of participating in the

stock market by 6.2%.

Bhamra and Uppal (2019) find that households with commonality inclinations will in general tilt
their portfolios toward a couple of risky assets. The subsequent mean-change misfortune from
portfolio under broadening is comparable to just an unassuming decrease of about 1% every year
in a family unit's portfolio return. In any case, when we consider additionally the impact of
familiarity biases on the benefit portion and intertemporal utilization reserve funds choices, the
government assistance misfortune is increased by a factor of four. In general equilibrium, the
suboptimal choices of households misshape additionally total development, enhancing further the
general social government assistance misfortune. They conclude that financial markets are not a
unimportant sideshow to the genuine economy and that improving the monetary choices of family

units can prompt enormous advantages, for singular families, yet in addition for society.

2.7. Financial Advice, Cognitive ability and Education

Kim, Maurer and Mitchell (2019) look at the effect of two significant variables driving the interest
for financial advice in an aging population. They identify two factors; cognitive ability, and
financial literacy. They posit that older individuals with substantial savings might be unable to
manage financial tasks alone and may likewise be not able to enlist quality financila advisors.
Consequently, they note that cognitive ability helps identity the nature of financial advice but does
not influence the quantitity of advice sought. Their IV analysis infers that a standard deviation
increase in the cognitive and financial abilities of individuals expands the odds of seeking out
financial advice from professionals, as oppposed to family members, by 10.6% percent and 3.4%,
respectively. They conclude that all the more subjectively capable respondents will in general
doubt money related counsels, recommending that intellectual capacity may shield them from

possibly devious financial advice.
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Stolpher and Walter (2017) suggest that the potential advantages of financial rely on two
significant conditions. They clarify that financial advice itself must be accurate, suitable, and
consistent with the customers objectives. While a few studies worried about household finance
propose that financial counseling can assist people with growing better financial practices and
reduce their debt levels and delinquency rates, the proof regarding whether people's venture
choices profit by master budgetary exhortation is fairly controversial. Their estimates suggest that
roughly 80% of individual German investors seek out financial advisors for their investment

decisions whereas the situation is entirely different in the US.

Collins (2012) finds that indidviduals with high levels of financial literacy are more likely to seek
and use investment, tax and insurance related financial advice. The results show that as
indidvidual’s financial literacy increases, the probability of seeking out financial advisors,
particularly in the area of investing increases. Collins’ results show that about 56% of the
respondents reported that they use a form of financial advice. Nonetheless, he noted that
individuals with “less education, financial literacy and income” were less likely to seek financial
advcie. He concludes that there exists a “very strong” link between seeking advice and financial

literacy.

Stango and Zinman (2009) show that households with generally less cognitive abilities who
miscalculate interest rates from information on nominal repayment levels tend to have higher
interest rates on their loans, controlling for some individual characteristics (Cole, Paulson and
Shastry 2014). Korniotis and Kumar (2011) also take a look at various portfolio choices investors
and find that there is a significant drop in stock selection abilities after the age of 64. This generally

being when cognitive abilities drop in individuals.

Similarly, Zagorsky (2005) finds a positive correlation between 1Q test scores and individuals’
income. He also finds that 1Q tests scores are also related to measures of financial distress like
difficulty paying bills or going bankrupt but factors that are not correlated with wealth. In the same
line, Dhar and Zhu (2006) observe that the disposition effect is less common in individuals who

are in professional occupations
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Recent studies have shown that over the years, several common themes have emerged from
research on financial literacy. A significant body of empirical work suggests that due to the limited
ability that Americans have in terms of their ability to perform basic numerical tasks, financial
literacy levels vary across demographic groups and how this brings about low financial literacy.
Furthermore, its shown that low financial literacy is correlated with various negative financial
behaviors. Some researchers propose providing individuals with financial advice can help them
develop better financial practices which would improve their long-term financial security.
Generally, researchers and policy makers have found that increasing financial literacy is a useful
way to improve financial security among individuals’ and have continued to push for increased

financial literacy.

Moreland’s (2018) model, which includes measured financial knowledge shows a positive
coorelation exists between “perceived financial knowledge and obtaining financial advice in a
model that also included measured financial knowledge”. The model also showed that there is a
negative relationship between obtaining financial advice and measured financial knowledge of
individuals. Moreland’s finding is also in line with Fernandes, Lynch and Netemeyer (2014) who
also argued that benefits from more general purpose financial education are limited in improving
financial behaviors. They study proposed that financial education should be more focused and

come at the right time in order for it to be effective.

Nguyen and Rozsa (2019) see in their investigation that that 59.6% of the respondents looked for
financial advice regarding retirement investment choices. The found tthat individuals who had
basic financial literacy and advanced financial literacy had higher odds of using services from
financial advisors. This impact ended up being generally observable among customers with a
higher level of fundamental financial education. Especially, by furnishing one increasingly right
response to the inquiry on essential budgetary proficiency, members expanded the likelihood by
48% that they had searched out financial advice. Regarding advanced financial literacy, in any
case, there was just a 8% expansion in the probablity of looking for advice. Nguyen and Rozsa’s
results are also in line with the findings of Colcagno and Monticone (2015) and Collins (2012).
These results confirm that there seems to be a corresponding relationship beween financial literacy

and financial advice.
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Engelmann, et al. (2009) find that individuals who received expert financial advice showed a
significant change is financial behaviour. Similarly, Inderst and Ottaviani (2012) also note that
financial advice can plays a very important role in improving consumer efficiency despite the fact
that their study shows that financial advisors often take advantage of consumer’s who are less
informed by proividng innefficient contractial terms and conditions that some with their expert

advice.

2.8. Financial Advice and Gender

Gender seems to play a role in almost all aspects of Economics, overlooking the influence and
differences caused by gender could lead to serious deficiencies in results. The findings from the
COUNTRY Financial Security Index there are outstanding contrasts between the manner in which
people search out financial advice, with men undeniably bound to search out more financial advice
than women. What's more, the findings demonstrated that about a fourth of women (24%)
disclosed they had never looked for financial advice, contrasted with just 15% of men revealing

the same.

Gendered patterns of wealth accumulation have as of late gotten some extra attention. (Papers such
as Schmidt and Sevak 2008) Over the years, there has been an increase in the amount of literature
that takes a look into women’s’ access to credit in developing countries thanks to the microfinance
bank revolution, most of this literature has not really focused on gender. (Papers such as Berkovec,
et al. 1998 and Munnell, et al. 1996). There have been a few studies that have shown that there
might be discriminations based on gender when it comes to residential mortgages such as Dymski,
Hernandez and Mohanty (2013) however little is thought about whether gender is an issue with

regards to access to financial advice services and choices all the more for the most part.

Garmaise (2010) breaks down the patterns in financial well-being across age, gender and income
from a group of individuals who are clients of financial advisors. The findings show that for men
and women, age matters when it comes to seeking financial advice. For men, older individuals
tend to seek more financial advice than their younger counterparts. Women on the other hand had
the opposite results where younger women were more likely to seek financial advice than their

older counterparts. Then again, Alyousif and Kalenkoski (2017) found that there were no
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significant differences among gender groups. They conclude that although there are no gender
differences when it comes to advcie seeking, the factors that really matter are income and risk
tolerance. They posit that these factors are more likely to affect the probability of seeking advice

than other variables.

3. EMPIRICAL METHODOLOGY & DATA

3.1. Empirical Methodology

There has been significant work done to understand the correlates of individual and household
participation in financial markets. Campbell (2006) takes an in-depth look into the relevant
literature that try to establish a link between various factors and individuals’ participation and
advice behaviours. This paper tries to explore the characteristics of individuals who seek financial
advice from financial planners and link between financial advice, financial market participation,
income, age, gender, race, education and some financial indicators. The basic methodology of the
paper uses Ordinary Least Squares Regression to establish a link between various factors and the

financial advice seeking behaviour of individuals.

3.2. Data

The data source is the Survey of Consumer Finances (SCF) from the Federal Reserve System
(FED). The SCF is a triennial cross-sectional survey of the United States’ households. The year
used for this study is 2013. The data consists of 30,075 observations (individual respondents). The
survey contains detailed information on all household assets (including residences, other real
estate, businesses, all types of financial assets, pensions, and other assets) and liabilities (including
mortgages, installment loans, credit card debt, pension loans, and other debts) along with auxiliary
information useful for analyzing the wealth data (income, demographics, marital history,
employment history, attitudes, etc.). The survey contains interesting questions about individuals’
finances for example, the sources of information that the individuals use to make their financial

decisions; if they use the help of a financial planner; if they use any type of computer software to
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help them managing their money; the financial institution with which they do business as well as

the type of this institution; and how they interact with their financial institution etc.

3.3. Summary Statistics

From table 1, we can see the differences in the means and standard deviations of the variables. We
can see that 70.9%, 11.9% and 8.9% of the respondents are White, Black and Hispanic respectively
while 4.6% belong to Other races. We see also that the average age that respondents expect to live
to is 83.9 years. The table also shows that 45.5% of the respondents have a college degree. With
regard to how the individuals expect the economy to perform in the next five years, 25.5% expect
the economy to perform better, 15.3% expect the economy to perform worse and 59.1% expect the
economy to remain the same. On the other hand, 79.8% of the respondents expect interest rates to
get higher, 4.3% expect low interest rates and 15.8% expect interest rates to remain the same over
the next year. The table also shows that 39.1% of the respondents have a mortgage while the
average annual interest rate on loans is 1.8%. From the table we can also see that 72.3% of the
respondents have a credit card and 61.5% have applied for credit in the past year. Finally, 59.1%

of the respondents take average to substantial financial risks.

3.4. Econometric Model

Dependent Variable

We use a measure of financial advice gotten from the SCF 2013 as the independent variable. The
SCF questionnaire asks individuals what source they use to make financial decisions about saving
and investments. Individuals identify different sources of financial advice such as friends and
family, financial planners, magazines, advertisements etc. The independent variable, Finadv; is a
dummy variable that equals 1 if individual i received financial advice from a financial planner and

0 otherwise.
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The independent variables are divided into two categories; demographic factors and financial

factors which are added gradually to the model. The econometric model takes the following form:

Finadvi=f + Bifemale; + ageif» + raceiffs + Pulifexpi+ Pscolledu; + econexpifis + irexpif3; +
Psanniri+ Pomortgagei+ Proappcerdti+ Piicreded; + Pisfinriskit &, (1)

where my control variables include a female indicator variable and age; is a vector of five age
dummy variables (25 to 34, 35 to 44, 45 to 54, 55 to 64 and 65 and up), with individuals 18 to 24
as the reference group. I also include race; as a vector of race dummy variables; White; Black;
latino;. where White; is a binary variable that equals 1 if individual i is White and 0 otherwise.
Blackiis a binary variable that equals 1 if individual 7 is Black/African American and 0 otherwise.
latino; is a binary variable that equals 1 if individual i is Latino and 0 otherwise. Individuals
belonging to other races were used as the reference group. /ifexp;is the age individual i expects to
live to be. colledu; is a binary variable that equals 1 if individual 7 has a college degree and 0

otherwise.

econexp; is a vector of dummy variables representing how individual i expects the economy to
perform over the next year; expbet; is a binary variable that equals 1 if the individual expects the
economy to perform better and 0 otherwise. expwor; is a binary variable that equals 1 if the
individual expects the economy to perform worse and 0 otherwise. irexp; is a vector of dummy
variables representing what individual 7 thinks will happen to interest rates in the next five years;
expirhi;is a binary variable that equals 1 if the individual expects interest rates to be high and 0
otherwise. expirlo; is a binary variable that equals 1 if the individual expects interest rates to be
low and 0 otherwise. annir; is the annual interest rate on loans taken that individual i pays.
mortgage;is a binary variable that equals 1 if individual i has a mortgage and 0 otherwise. appcrdt;
is a binary variable that equals 1 if individual i has applied for credit in the past year and 0
otherwise. credcd;is a binary variable that equals 1 if individual i has a credit card and 0 otherwise.
finrisk;is a binary variable that equals 1 if individual i takes average to substantial financial risks

and 0 otherwise.
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4. EMPIRICAL RESULTS

From the results of the regression in table 2, we see the results when the dependent variable is
regressed on the demographic variables; gender, age, race, education and life expectancy. The
variables in the model are introduced sequentially to observe the full effect of each variable. From
the last column which includes all the variables, we can see that the coefficients for older age
groups are positive while the coefficients for the younger age groups are negative. The table shows
that being aged 25 to 34, 35 to 44 and 45 to 55 reduces the possibility of seeking financial advice
from a financial planner by 4.4%, 4.9%, 0.3% and 0.6% respectively. On the other hand, being
aged above 65 increases the possibility of seeking financial advice from a financial planner by 6%.
Table 2 also shows that being White increases the possibility of seeking financial advice 6.8%.
The possibility of seeking financial advice increases by 6.7% if the individual has a college degree

and by 0.8% as the individual’s personal life expectancy increases.

Table 3 shows the results when the dependent variable is regressed on the financial variables. The
variables in the model are introduced sequentially to observe the full effect of each variable.
Unexpectedly, we see a negative effect on seeking financial advice when individuals expect the
economy to perform better (-0.5%) and a positive effect when they expect the economy to perform
worse (0.1%). The table also shows that there is a negative relationship between individuals’
annual interest rate on loans (-0.1%) and the possibility of seeking financial advice. We also see
that individuals who own a credit card are 6.7% more likely to seek financial advice than
individuals who do not. The table also shows that individuals who have applied for credit in the
past year are less likely (-1.7%) to seek financial advice from a financial planner. Lastly, the table
shows that there is a positive relationship between the financial riskiness of the individual and the
possibility of seeking financial advice. We see that individuals who take average to substantial

financial risks are 9.2% more likely to seek financial advice.

Additionally, table 3 shows the full specification of the model with all the variables included. We
see that being a woman increases the possibility of seeking financial advice by 2.7%. This finding
is expected as numerous studies have found that women are more likely to seek financial advice

than men. The table also shows that being aged 25 to 34, 35 to 44 and 45 to 55 reduces the

18



possibility of seeking financial advice from a financial planner by 2.8%, 5.1%, 0.7% and 1.0%
respectively. These results do not seem to be economically significant but could still play a role to
help understand the characteristics of individuals who seek advice from financial planners. The
table also shows that individuals who are White are 5.8% more likely to seek financial advice
while Black and Hispanic are 2.9% and 2.1% more likely respectively. Individuals with a college
degree are 3% more likely to seek financial advice from a financial planner. With regard to how
individuals expect the economy to perform, as expected there is a positive relationship with how
individuals expect the economy to perform and the possibility of seeking financial advice. We see
a drop of 0.3% when individuals expect the economy to perform worse and an increase of 0.2%
when they expect the economy to do better. This might not be economically significant but could
give an idea of how individuals’ behaviour changes with their expectations of economic
performance. The regression results also show that individuals with higher interest rates on loans
they have taken out (-1.4%) and individuals who have applied for credit in the past years (-1.4%)
are less likely to seek financial advice from professionals. Owning a credit card increases the
possibility of seeking financial advice by 5.2% and individuals who take average to substantial

financial risks are 8.3% more likely to seek financial advice from professionals.

5. SENSITIVITY ANALYSIS AND GENDER DIFFERENCES

In order to evaluate the stability of my results, I repeat my regressions (the full specification of the
model) exclusively considering men and women in order to observe the heterogenous effects by
gender. Tables 5 reports regression results for the OLS model, where we see how the results of the
various demographic and financial factors vary by gender.

Table 5 shows that the results for men and women are fairly similar for the first 2 age groups, as
we see a negative relationship for both men and women. However, we see that for women, being
aged 45 to 55, 55 to 64 and 65 plus increases the possibility of seeking financial advice by 0.5%,
1.2% and 2.3% respectively. For individuals aged 65 and above we see the differences for men
and women at 5.6% and 2.3% respectively so men at retirement age tend to seek more financial
advice than women at that age. On the other hand, we see that White men are 5.0% more likely to

seek advice while White women are 9.1% more likely. We see a significant difference in Black
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men and women with men being 1% more likely to seek advice and women are 7.4% more likely.
Additionally, we see that women with a college degree are more likely to seek financial advice
than men with a college degree at 6.3% and 4.5% respectively. Likewise, the results show us that
women who take average to substantial financial risks are 1% more likely to seek financial advice

but we see men being 7.4% more likely to seek advice as financial risk takers.

My key findings are consistent across this smaller sample. First, individuals aged 65 and above
are more likely to seek financial advice for both genders. Second, there are significant gender
differences in age with regard to who seeks financial advice. Although there are slight differences
in the characteristics of men who seek financial advice from the women, they are mainly similar.
Looking at the results from table 5 and 6, we can see that overall women are more likely to seek
financial advice from a planner than men. This is not surprising as other empirical papers have

come to this conclusion.

Finally, to get an idea of the type of individuals who own credit cards, we analyze it as the
dependent variable using the same demographic and financial factors as before. We find that
individuals aged 24 to 35 (-24.8%) and 35 to 44 (-0.3%) and less likely to own a credit card. The
results show a positive relationship for individuals aged 45 to 54 (0.7%), 55(3.9%) to 64 and 65
plus (8.2%) and owning a credit card. As expected, individual who have a college degree are 24.5%
more likely to own a credit. This could be as a result of financial literacy courses taken in
universities. Also as expected, the results show that individuals who are White are 6.0% more
likely to own a credit card whereas we see a negative relationship for Black (-21.6%) and Hispanic
(-14.1%) individuals. This is economically significant and also statistically significant at the 0.1%
significance level. We also see that individuals are more likely to own a credit card when they

expect the economy to perform better and when they expect interest rates to go higher.

6. CONCLUSION

Using the SFC 2013 data, I look at two things: first, the characteristics of individuals that seek

financial advice from a financial planner and assess what effect various demographic and financial
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factors have. Second, I determine if the effects of the different variables on the possibility of

seeking financial advice vary by gender.

There are four main conclusions from the paper. First it appears that individuals aged 65 and above
tend to seek advice from financial planners more than individuals in other age groups. This is
expected as these individuals have more retirement income and are less likely to have the financial
literacy for investment and savings decisions. Secondly, we see that individuals’ expectations of
how the economy will perform and how what interest rates will be, also determines if individuals
will seek financial advice or not. This is anticipated of course as the perceived state of the economy
is likely to motivate individuals’ financial decisions. Additionally, we see that there are gender
differences in the various variables that we control for. The results show that White women are
more likely to seek financial advice than White whereas Black women are more likely than Black
men. We also see that a larger percentage of women with college degrees are more likely to seek

financial advice than men with college degrees.

Finally, despite the fact that I have been able to identify significant characteristics of individuals
who seek financial advice and also the gender differences in the characteristics, this study has been
limited by the fact that there could be other factors that influence individuals’ advice seeking
behaviours that are not included in the model and also that further data on the financial decisions
taken with the advice given is not available. A further step could be to determine the various types

of decisions taken by different individuals using the advice from professional planners.

21



REFERENCES

Adam, Ankoye. 2017. "Gender Disparity in Financial Literacy: Evidence From Homogeneous

Groups." The Journal of Accounting and Management 7 (2): 140-148.

Adams, John. 1990. "Institutional Economics and Social Choice Economics: Commonalities and

Conlflicts." Journal of Economic Issues 24 (3): 845-859.

Almenberg, Johan, and Jenny Sédve-Soderbergh. 2011. "Financial Literacy and Retirement

Planning in Sweden." Journal of Pension Economics and Finance 10 (4): 585-598.

Alyousif, Maher, and Charlene Kalenkoski. 2017. "Who Seeks Financial Advice?" Financial
Services Review 26 (4): 405-432.

Atkinson, Adele, and Flore-Anne Messy. 2011. "Assessing Financial Literacy In 12 Countries: An
OECD/ INFE International Pilot Exercise." Journal of Pension Economics and Finance 10 (4):
657-665.

Berkovec, James, Glenn Canner, Stuart Gabriel, and Timothy Hannan. 1998. "Discrimination,

Competition, and Loan Performance in FHA Mortgage Lending." Review of Economics and

Statistics 80 (2): 241-250.

Bhamra, Harjoat, and Raman Uppal. 2019. "Does Household Finance Matter? Small Financial
Errors with Large Social Costs." American Economic Review 109 (3): 1116-1154.

Bluethgen, Ralph, Andreas Gintschel, Andreas Hackethal, and Armin Mueller. 2008. "Financial
Advice and Individual Investors' Portfolios." SSRN Electronic Journal 10.2139/ssrn.968197.

Campbell, John. 2006. "Household Finance." The Journal of Finance 61 (4): 1553-1604.

22



Campbell, John, and Luis Viceira. 2005. "The Term Structure of Risk-Return Tradeoft." Financial
Analysts Journal 61 (1): 34-44.

Chevalier, Judith, and Glenn Ellison. 1997. "Risk Taking by Mutual Funds as a Response to
Incentives." Journal of Political Economy 6 (105): 1167-1200.

Colcagno, Riccardo, and Chiara Monticone. 2015. "Financial Literacy and The Demand For

Financial Advice." Journal of Banking & Finance 50 (1): 363-380.

Cole, Shawn, Paulson, Anna, and Gauri Kartini Shastry. 2014. "Smart Money? The Effect of
Education on Financial Outcomes." The Review of Financial Studies 27 (7): 2022-2051.

Collins, J. Michael. 2012. "Financial Advice: A substitute for Financial Literacy?" Financial
Services Review 21 (4): 307-322.

Collins, J. Michael. 2013. "The Impacts of Mandatory Financial Education: Evidence From a
Randomized Field Study." Journal of Economic Behavior & Organization 95: 146-158.

Cox, Ruben, Dirk Brounen, and Peter Neuteboom. 2015. "Financial Literacy, Risk Aversion and
Choice of Mortgage Type by Households." Journal of Real Estate Finance and Economics 50 (1):
74-112.

Danes, Sharon, and Heather Haberman. 2007. "Teen Financial Knowledge, Self-Efficacy, and
Behavior: A Gendered View." Journal of Financial Councelling and Planning 18 (2): 48-60.

Dhar, Ravi, and Ning Zhu. 2006. "Up Close and Personal: Investor Sophistication and the
Disposition Effect." Management Science 52 (5): 726-740.

Dymski, Gary, Jesus Hernandez, and Lisa Mohanty. 2013. "Race, Gender, Power, and the US
Subprime Mortgage and Foreclosure Crisis: A Meso Analysis." Feminist Economics 19 (3): 124-
151.

23



Engelmann, Jan, C. Monica Capra, Charles Noussair, and Gregory Berns. 2009. "Expert Financial
Advice Neurobiologically “Offloads” Financial Decision-Making under Risk." PloS One 4 (3): 1-
14.

Fernandes, Daniel, John Lynch, and Richard Netemeyer. 2014. "Financial Literacy, Financial

Education, and Downstream Financial Behaviors." Management Science 60 (8): 1861-1883.

Finke, Michael, Sandra Huston, and Danielle Winchester. 2011. "Financial Advice: Who Pays."
Journal of Financial Counseling and Planning 22 (1): 18-26.

Garmaise, Ena. 2010. "Patterns of Financial Well-Being and Their Implications for Financial

Advice." Journal of Financial Service Professionals 64 (3): 68-76.

Gibson, John, and David McKenzie. 2007. "Using Global Positioning Systems in Household
Surveys for Better Economics and Better Policy." The World Bank Research Observer 22 (2): 217-
241.

Greatorex, Michael, and Vincent Mitchell. 1994. "Modeling Consumer Risk-Reduction

Preferences From Perceived Loss Data." Journal of Economic Psychology 15 (4): 669- 85.

Gudmunson, Clinton, and Sharon Danes. 2011. "Family Financial Socialization: Theory and

Critical Review." Journal of Family and Economic Issues 32 (4): 644-667.

Guiso, Luigi, Paola Sapienza, and Luigi Zingales. 2008. "Trusting The Stock market." The Journal
of Finance 63 (6): 2557-2600.

Gustman, Alan, and Thomas Steinmeier. 2005. "Imperfect Knowledge of Social Security and

Pensions." Industrial Relations 44 (2): 373-397.

24



Hackethal, Andreas, Michael Haliassos, and Tullio Jappelli. 2012. "Financial Advisors: A Case of
Babysitters?" Journal of Banking and Finance, 36 (2): 509-524.

He, Ling, and Shao He. 2011. "Has the November Effect Replaced the January Effect in Stock
Markets?" Managerial and Decision Economics 32 (7): 481-486.

Hong, Harrison, Jeffery Kubik, and Jeremy Stein. 2005. "Social Interaction and Stock-Market
Participation." The Journal of Finance 60 (1): 2801-2824.

Inderst, Roman, and Marco Ottaviani. 2012. "Regulating Financial Advice." European Business

Organization Law Review 13 (2): 237-246.

Jappelli, Tullio, and Mario Padula. 2015. "Investment in Financial Literacy, Social Security, and

Portfolio Choice." Journal of Pension Economics and Finance 14 (4): 369-411.

Jorgensen, Bryce, and Jyoti Savla. 2010. "Financial Literacy of Young Adults: The Importance of
Parental Socialization." Family Relations 59 (4): 465-478.

Kim, Hugh, Raimond Maurer, and Olivia Mitchell. 2019. "How Cognitive Ability and Financial
Literacy Shape the Demand for Financial Advice at Older Ages." National Bureau of Economic

Research No. 25750.

Korniotis, George, and Alok Kumar. 2011. "Do Older Investors Make Better Investment

Decisions?" Review of Economics and Statistics 93 (1): 244-265.

Lusardi, Annamaria, and Olivia Mitchell. 2007. "Baby Boomer Retirement Security: The Roles of
Planning, Financial Literacy, and Housing Wealth." Journal of Monetary Economics 54 (1): 205-
224,

Lusardi, Annamaria, and Olivia Mitchell. 2011. "Financial Literacy and Retirement Planning in

The United States." Journal of Pension Economics and Finance 14 (4): 332-368.

25



Malmendier, Ulrike, and Stefan Nagel. 2011. "Depression Babies: Do Macroeconomic

Experiences Affect Risk Taking?" Quarterly Journal of Economics 126 (1): 373-416.

Mankiw, Gregory, and Stephen Zeldes. 1991. "The Consumption of Stockholders and
Nonstockholders." Journal of Financial Economics 29 (1): 97-112.

Moreland, Keith. 2018. "Seeking Financial Advice and Other Desirable Financial Behaviors."
Journal of Financial Counseling and Planning 9 (2): 198-207.

Munnell, Alicia, Geoffrey Tootell, Lynn Browne, and James McEneaney. 1996. "Mortgage
Lending in Boston: Interpreting HMDA Data." American Economic Review 86 (1): 25-53.

Nguyen, Thi Anh Nhu, and Zoltan Rozsa. 2019. "Financial Literacy and Financial Advice Seeking

for Retirement Investment Choice." Journal of Competitiveness 11 (1): 70-83.

Parrotta, Jodi, and Phyllis Johnson. 1998. "The Impact Of Financial Attitudes and Knowledge on
Financial Management and Satisfaction of Recently Married Individuals." Journal of Financial

Counseling and Planning 22 (2): 59-75.

Salter, John, Nathan Harness, and Swarn Chatterjee. 2010. "Utilization of Financial Advisors by
Affluent Retirees." Financial Services Review 19 (3): 245-263.

Sanders, Cynthia, and Shirley Porterfield. 2010. "The Ownership Society and Women: Exploring
Female Householders’ Ability to Accumulate Assets." Journal of Family and Economic Issues 31

(1): 90-106.

Schmidt, Lucie, and Purvi Sevak. 2008. "Gender, Marriage and Asset Accumulation in the United
States." Feminist Economics 12 (1): 139-166.

26



Stango, Victor, and Jonathan Zinman. 2009. "Exponential Growth Bias And Household Finance."

The Journal of Finance 64 (6): 2807-2849.
Stern, Barbara, Michael Solomon, and Robert Stinerock. 1992. "Surrogate Money Managers in the
1990s: Marketing Strategy for Financial Services Retailers." Service Industries Journal 12 (1): 78-

96.

Stigler, George. 1961. "The Economics of Information." Journal of Political Economy 69 (3): 213-
225.

Stolpher, Oscar, and Andreas Walter. 2017. "Financial literacy, Financial Advice, and Financial

Behavior." Journal of Business Economics 87 (5): 581-643.

Thomas, Ashok, and Luca Spataro. 2018. "Financial Literacy, Human Capital and Stock Market
Participation in Europe." Journal of Family and Economic Issues 39 (4): 532-550.

van Rooji, Maarten, Annamaria Lusardi, and Rob Alessie. 2011. "Financial Literacy and Stock

Market Participation." Journal of Financial Economics 101 (2): 449-472.

Viscusi, Kip. 1990. "The Econometric Basis for Estimates of the Value of Life." Journal of
Forensic Economics 3 (3): 61-70.

Vissing-Jorgensen, Annette. 2002. "Limited Asset Market Participation and The Elasticity of
Intertemporal Substitution." Journal of Political Economy 110 (4): 825-853.

Willis, Lauren. 2011. "The Financial Education Fallacy." American Economic Review 101 (3):

429-434,

Zagorsky, Jay. 2005. "Marriage and Divorce's Impact on Wealth." Journal of Sociology 41 (4):
406-424.

27



APPENDIX

Table 1: Summary Statistics

Variables Mean SD
Seeking Financial Advice from a Financial Planner 0.129 0.335
Female 0.528 0.419
Agel8to24 0.004 0.021
Age25t034 0.010 0.103
Age35to44 0.013 0.115
Age45to54 0.018 0.135
Age55to64 0.021 0.143
Age65plus 0.017 0.131
White 0.709 0.453
Black 0.119 0.324
Hispanic 0.089 0.285
Other Race 0.046 0.209
Life Expectancy 83.927 11.538
College Degree 0.455 0.498
Expect Better Economy 0.255 0.435
Expect Worse Economy 0.153 0.360
Expect Same Economy 0.591 0.491
Expect High Interest Rates 0.798 0.401
Expect Low Interest Rates 0.043 0.204
Expect Same Interest Rates 0.158 0.364
Annual Interest Rate on Loan 1.805 2.516
Mortgage 0.391 0.488
Applied for Credit in the Past Year 0.615 0.486
Owns a Credit Card 0.723 0.447
Financial Riskiness 0.591 0.491
Observations 30,075 30,075
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Table 2: OLS estimation: Demographic factors

Variable @D (1) (110) (Iv)
Female -0.010 -0.001 0.005
(0.004) (0.004) (0.004)
Age25t034 -0.055 -0.054 -0.047 -0.044***
(0.018) (0.018) (0.018) (0.018)
Age35to44 -0.058** -0.058 -0.046 -0.049%*
(0.016) (0.016) (0.016) 0.016
Age45to54 -0.006 -0.006 -0.001 -0.003
(0.014) (0.014) (0.013) (0.013)
Age55to64 0.006%** 0.006 0.001 -0.006
(0.013) (0.013) (0.013) (0.013)
Age65plus 0.079 0.078**:* 0.071 0.060
(0.014) (0.014) (0.014) (0.014)
White 0.062 0.068**
(0.009) (0.009)
Black -0.009 0.017
(0.010) (0.010)
Hispanic -0.028 0.001
(0.010) (0.010)
Life Expectancy 0.008
(0.001)
College Degree 0.067
(0.004)
Constant 0.129 0.132%%* 0.086 0.028**:*
(0.002) (0.002) (0.008) (0.016)
Observations 30,075 30,075 30,075 30,075
R-squared 0.0018 0.0020 0.0113 0.0223

Dependent Variable is Seeking Advice from a Financial Planner. Standard errors in parenthesis. *
- significant at 5% level. ** - significant at the 10% level. *** - significant at the 1% level.

Table 3: OLS estimation: Financial factors
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Variable

Expect Better Economy

Expect Worse Economy

Expect High Interest
Rates in 5 Years

Expect Low Interest
Rates in 5 Years
Annual Interest Rate on
Loan

Mortgage

Applied for credit in the
Past Year

Owns a Credit Card
Financial Riskiness

Constant

Observations

R-squared

D
0.001
(0.004)
-0.007
(0.005)

0.130

(0.002)

30,075
0.0001

(ID)
0.001%%*
(0.004)
-0.006
(0.005)
0.022%*
(0.005)
0.002
(0.010)

0.112
(0.005)
30,075
0.0006

(I10)
-0.002
(0.004)
-0.006
(0.005)
0.005
(0.005)
0.005
(0.010)
-0.007
(0.001)
0.068
(0.008)
0.008
(0.004)

0.097
(0.005)
30,075
0.0043

(IV)
-0.005%%*
(0.004)

0.001
(0.005)
0.005
(0.005)
0.008
(0.010)
-0.001%*
(0.001)
0.018%**
(0.008)
-0.017*
(0.004)
0.067%%*
(0.004)
0.092%%*
(0.004)
0.026%**
(0.006)
30,075
0.0223

Dependent Variable is Seeking Advice from a Financial Planner. Standard errors in parenthesis. *

- significant at 5% level. ** - significant at the 10% level. *** - significant at the 1% level.
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Table 4: OLS estimation

Variable

Female

Age25t034

Age35to44

Age45to54

Age55to64

Age65plus

White

Black

Hispanic

Life Expectancy

College Degree

Expect Better

Economy

Expect Worse

Economy

Variable

(D
0.006
(0.004)
10,044+
(0.018)
-0.049
(0.016)
-0.003
(0.013)
-0.009
(0.013)

0.060%**
(0.014)
0.068
(0.009)
0.016%*
(0.010)
0.008
(0.010)
0.008
(0.001)
0.067
(0.004)
0.001
(0.004)
-0.009
(0.005)

M

(ID)
0.006
(0.004)
-0.045
(0.018)
-0.049
(0.016)
-0.003
(0.013)
-0.001
(0.013)
0.060
(0.014)
0.068
(0.009)
0.016
(0.010)
0.007
(0.010)
0.008
(0.001)
0.066
(0.004)
0.001
(0.004)
-0.009
(0.005)

D

(I10)
0.027%*
(0.004)
-0.028%%*
(0.018)
-0.051%*
0.016
-0.007
(0.137)
-0.010
(0.012)
0.057%*%
(0.014)
0.058%***
(0.009)
0.029%*
(0.010)
0.021
(0.010)
0.004%%*
(0.001)
0.030%**
(0.004)
0.002%%*
(0.004)
-0.003
(0.005)
(IV)
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Expect High 0.009 0.003

Interest Rates in 5 (0.005) (0.005)
Years
Expect Low 0.009 0.010
Interest Rates in 5 (0.010) (0.010)
Years
Annual Interest -0.008
Rate on Loan (0.001)
Mortgage 0.010*
(0.008)
Applied for credit -0.014
in the Past Year (0.004)
Owns a Credit 0.052%x**
Card (0.004)
Financial 0.083%**
Riskiness (0.004)
Constant -0.026 -0.033 0.065%**
(0.016) (0.002) (0.017)
Observations 30,075 30,075 30,075
R-squared 0.0224 0.0020 0.0223

Dependent Variable is Seeking Advice from a Financial Planner. Standard errors in parenthesis. *

- significant at 5% level. ** - significant at the 10% level. *** - significant at the 1% level.
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Table 5: OLS estimation results for males and females

Males Females
Variable 1)) (1)
Age25to34 -0.086* -0.095%**
(0.025) (0.038)
Age35to44 -0.033%** -0.125
(0.018) (0.034)
Age45to54 -0.005 0.005
(0.015) (0.029)
Age55to64 -0.009 0.012
(0.015) (0.028)
Age65plus 0.056 0.023%**
(0.015) (0.037)
White 0.060*** 0.0971***
(0.010) (0.020)
Black 0.010%** 0.074
(0.012) (0.021)
Hispanic -0.007** 0.074
(0.012) (0.023)
Life Expectancy 0.003*** 0.001
(0.001) (0.003)
College Degree 0.045%** 0.063%**
(0.004) (0.008)
Expect Better Economy 0.022%** 0.0 1%**
(0.004) (0.008)
Expect Worse Economy 0.002 -0.012
(0.006) (0.010)
Expect High Interest Rates in 5 Years -0.011%** 0.059
(0.006) (0.009)
Expect Low Interest Rates in 5 Years 0.006* 0.042
(0.012) (0.017)
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Annual Interest Rate on Loan -0.002 -0.002

(0.001) (0.003)
Mortgage 0.019* 0.040*
(0.009) (0.020)
Applied for credit in the Past Year -0.007 -0.008
(0.005) (0.007)
Owns a Credit Card 0.058%** 0.071%**
(0.006) (0.008)
Financial Riskiness 0.074 0.010%**
(0.010) (0.022)
Constant 0.085%** 0.020
(0.019) (0.034)
Observations 30,075 30,075
R-squared 0.0291 0.0522

Dependent Variable is Seeking Advice from a Financial Planner. Standard errors in parenthesis. *

- significant at 5% level. ** - significant at the 10% level. *** - significant at the 1% level.
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