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# ExeCL;tion only
3,425 advisers are
scheduled to begin

offering execution-

- onlyservicesto

l clients in the next
two years. But how
does this fit into
advisers’ current

business models?

“The RDR has not been universally welcomed”

Daniele Nosenzo
Professor at the Nottingham School of Economics

® Investment Co

b “Regulatory change 1s brin%ing In
FAs yet to adopt new charging models

a platform,

investment trusts David Barron

Head of investment trusts at JPMorgan Asset Management
could benefit from

mgg?;tﬂ 3 {0 A “Platforms are ahead of the curve in charging their

heyond platforms customers directly on a monthly or annual basis”

for investments - Linda Woodall
o Head of investment intermediaries at the FSA

® Reqgulation
What, if anything, P
can experimental n N
economics tell us G
about life after -
December 3|
20127 Daniele
Nosenzo, a
professor at the
Nottingham
School of

Economics, tells all
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concern is especially significant in the
Google age, when so much in the way of suppos-
edly wise counsel - to use the phrase very loosely -
is so readily available and when quality, as a result,
is vastly outweighed by sheer quantity.

There is understandable comfort in conformity.
If we see others act in a certain way then we tend to
emulate them - even if, as often proves the case,
their conduct is mistaken, imprudent or downright
nonsensical. In the age of mass information, these
herd instincts can be amplified all too easily.

A number of studies have sought to confirm or
deny the adage that “two heads are better than one”,
with most of the evidence that has emerged to sup-
port the claim coming from experiments that have
compared group decisions with individual deci-
sions. It could be argued that in reality many sig-
nificant choices are better construed as individual
decisions that involve an element of consultation.

For example, we might talk to family and friends
before deciding how to deal with a health problem.
We might solicit all manner of non-specialist opin-
ions before buying a car. Or we might get some
advice betore choosing how to invest.

It 1s in these situations that consultation may
cause difficulties, as they offer a tougher test of how

Execution-only could
cause groupthink

answered both questions correctly, 33 per cent
answered one question correctly and 29 per cent
got both answers wrong. A similar proportion got
both questions right in the consultation setting - 36
per cent - but 51 per cent got both wrong, while 13
per cent submitted only one correct answer.

In short, those who took part in group discus-
sions were far less successful overall. Why? Well,
because there was a tendency of teammates to give
the same answers. In more than 80 per cent of
teams a majority of the members gave identical
answers to the two questions, and in about a third
all six members concurred.

This happened even though participants submit-
ted their answers individually, in private and hav-
ing received no instructions that a team should
reach consensus. Moreover, a post-experiment
questionnaire revealed team members who
reached a consensus believed communicating with
others was helpful.

So it seems agreement makes us feel better but
perform worse — or, to put it another way, individu-
als who know a little are likely to listen to a crowd
that knows even less. We follow the herd — and the
herd, unfortunately, is seldom well informed.

It 1s not necessary to be an economist, experi-
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Don't get
caughtout.” This
is sound advice for

¢

he importance of high-quality advice - as both cases, with volunteers earning a cash payment I I

opposed to a DIY or execution-only for a correct answer and nothing for an incorrect a a S We p re pa re
‘ approach - lies at the core of the RDR. This answer. In the individual setting, 38 per cent

forthe RDR" -

e end of this year will bring the biggest
change to the retail investment advice
market in decades. Most advisers are well
on their way to being ready.

Looking beyond the retail advice market, we
have seen more providers launching clean share
classes for their products, stripping out commis-
sion paid to the adviser — as well as the charge for
the platform - on which the product is accessed.

These RDR compliant share classes of roughly
0.75 per cent, instead of the bundled annual man-
agement charge of 1.5 per cent, offer good value to
chients and allow advisers to deliver a cost-effec-
= — tive solution that maximises the
@ |client’s ultimate return on
investment.

As the RDR nears, many
| advisers have probably already
decided whether their offerings

ol will be independent or restrict-
“Therelevant  ed from 2013. Some have asked

- - W
Bt

those with the correct knowledge can convey it to mental or otherwise, to recognise the RDR has not market is how they can provide inde-
others. To investigate this hypothesis, volunteers in  been universally welcomed. The criticisms have defined by the  pendent advice through a team
Nottingham School of Economics’ Centre for Deci- been well documented. But even the concept’s most client, not by approach.

sion Research and Experimental Economics strident detractors must concede it will deserve a the adviser” Ultimately that personal rec-
(CeDEx) study were shown images of two paint- measure of praise if it ultimately helps ensure truly Linda Woodall ' ommendation must meet the

ings and asked to state which was by Paul Klee and
which was by Wassily Kandinsky. Some subjects
were placed in teams of six and invited to discuss
the matter for five minutes, while others were asked
to make their decision without conferring.
Individual decisions were submitted privately in

worthwhile advice is heard and valued above the
uninformed din - not least when a place among the
misled DIY herd is otherwise so easily earned.

Dr Daniele Nosenzo is co-author of Does Consultation Improve Decision-
Making, a study by the Nottingham School of Economics’ Centre for
Decision Research and Experimental Economics (CeDEx)
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standard of independent
advice. It is the firm’s responsibility to have appro-
priate systems in place to ensure each recommen-
dation meets the required standard for platforms
as well as the products they house.

Those who have considered going down the
independent route have asked what is meant by
the relevant market on which IFAs must offer
advice. The relevant market is defined by the cli-
ent, not by the adviser: it is whichever set of prod-
ucts is right for that client. So if, for example, the
client only wanted to invest ethically, many invest-
ment solutions would be struck off the list. Global
equities funds that have stocks in the oil and gas,
tobacco and alcohol sectors would be excluded.

With the implementation deadline less than
five months away, it’s time to embrace the changes
that both regulators and industry have worked so
hard to achieve.

The onus is on the adviser to consider whether
they should divide their clients into different seg-
ments with different needs, whether some clients
will need an ongoing or a purely transactional
service, how much the clients will be willing to
pay and how they will pay.

Think about this now before it’s too late. Any
s o T Lundnn-bqsed adﬂsiers will be familiar “"lth
answers 33% one question mayor Boris Johnson’s catch-phrase for travelling
0% ;i%}: during the Olympics: “Don’t get caught out.” This

is sound advice for all as we prepare for the RDR.

Answered one right
guestion | 36%

Source: Nottingham School of Economics’ Centre for Decision Research and Experimental Economics

Linda Woodall is head of investment intermediaries at the FSA
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