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Figure 1: Evolution of financial technologies (Alt et al., 2018, p. 236)

Alt, R., Beck, R., & Smits, M. T. (2018). FinTech and the transformation of the financial industry. Electronic Markets, 28(3), 235-243
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Robo-Financial Advisors

Vad ar en robotradgivare?
Kart barn har manga namn, ar det nagon
skillnad pa en fondrobot, robotradgivare

och sparrobot?

Hur fungerar en robotradgivare?
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What is a robo-advisor?

SUMMARY

Robo-advisors reduce wasted
time and guesswork with
investing. Learn how they work
and who they serve best.

Investing strategies Choosing advice

Robo-advisors Article Page

Why we're different v Resources & education v

Q
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Whether you're new to investing or have some experience, it's common to look
for help when choosing investments. One option that's gained popularity in
recent years is the robo-advisor—an online platform that manages your
investments automatically. In other words, it's financial advice that comes from

an algorithm instead of a person, and it can take a lot of the time, guesswork,
and stress out of managing your portfolio.

How does a robo-advisor work?

When you first enroll in a robo-advisor, it will ask for basic information about your goals, risk tolerance,
and the length of time you want to stay invested. From there, the technology takes over to suggest a
diversified portfolio. Then it automatically invests the money for you based on the information you
provided.

Typically, a recbo-advisor continues to manage your investments over time and rebalances your portfolio
periodically to make sure your asset mix stays on track. If you change your goals, it will adjust your
holdings to keep you on target, and it will rebalance your portfolio if it drifts from the recommended
allocation.



25 investor.gov/introduction-investing/investing-basics/glossary/robo-adviser
E= An official website of the United States government Here's how you know

About Us | Contact Us | Follow Us | Glossary | Informacién en Espafiol

InveStor-g ov Search Investor.gov m

U.S. SECURITIES AND
EXCHANGE COMMISSION

Introduction to Financial Tools & Protect Your Additional

Investing Calculators Investments Resources

HOME  Introduction to Investing = Glossary

Save and Invest 3 RObO-AdVISer

Invest For Your Goals

How Stock Markets ) The term “robo-adviser” generally refers to an automated digital investment advisory

Work program. In most cases, the robo-adviser collects information regarding your
financial goals, investment horizon, income and other assets, and risk tolerance by

{anr;fﬁ;é?:m ' asking you to complete an online questionnaire. Based on that information, it creates

and manages an investment portfolio for you. Robo-advisers often seek to offer
What is Risk? investment advice for lower costs and fees than traditional advisory programs, and in
some cases require lower account minimums than traditional investment advisers.
Role of the SEC 4 - . - . -

The services provided, approaches to investing, and features of robo-advisers vary

Additional Information
Investor Bulletin: Robo-Advisers
Investor Alert: Automated Investment Tools

Press Release: SEC Staff Issues Guidance Update and Investor Bulletin on Robo-
Advisers
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Robo-financial advisors Financial robo-advisors (FRAs) are a cutting-edge financial

technology offering automated services that relies on artificial intelligence
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Deloitte. (2016). The expansion of Robo-Advisory in Wealth Management. Deloitte, 5.

https://www?2.deloitte.com/content/dam/Deloitte/de/Documents/financial-services/Deloitte-Robo-safe.pdf
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Global Growth of FRA Assets Under Management

« Worldwide. FRA Assets under Global Financial Robo-Advisor (FRA) Assets Unde
Management (AuM) have
increased

e from 370 billion USD in 2021
e to 1372 billion USD in 2023,

» and are expected to reach
2334 billion USD in 2028.

121 2022 2023 2024 2025 2026

. Y
Statista. (2023). Robo-Advisors - Worldwide. ear
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One size does not fit all: Young retail investors’ initial trust in financial
h‘obo—advisors

Mustafa Nourallah

Department of Economics, Geography, Law and Tourism, Centre for Research on Economic Relations, Mid Sweden University, SE-851 70 Sundsvall, Sweden

ARTICLE INFO ABETRACT

Keywards: Financial robo-advisors (FRAs) are a cutting-edge financial technology offering auts ted services that relies on
Financial robo-advisors artificial intelligence. However, few studiez have investigated how young retail investors (YRIs) build trust in
Unifted theory of acceptance and use of FRAs. Another 1 ] area iz whether FRAs' uni 1 (“ fit-all") model will succeed or should talke
technology account of cultural dimensions. Based on the initial trust perspective and the unified theory of acceptance and
fu”ii‘i:l:ﬂu‘l’:’dem”“ use of technology, this study develops a conceptual model of YRI5 initial trust in FRAs, testing it in two countrics

from different parts of the world, i.e., Malayeia and Sweden. The results indicate that trust propensity, perfor-
manece expectancy. and hedonic motivation address initial trust in FRAs, which in turn Jrives behavioural

Young retail investors

to use thiz technology. Although most results are similar in the two countries, there are indications of

cultural Jdifferences regarding what influences YRIs' initial trust in FRAs.

1. Introduction

The literature reveals that many retail investors lack experience in
financial decision-making (Fecht et al., 2018), and therefore tend to
search for financial advice (Bhattacharya et al, 2012). Young retail in-
vestors (YRIs) aged 18-29 years are a good example of those seeking
financial advice because of their limited experience in financial
decision-making (Lusardi et al., 2019). However, their limited financial
resources might prevent them from hiring human advisors. To solve this
dilemma, YRIs tend to search for reasonably priced artificial intelligence
(Al}-based automated services such as financial robo-advisors (FRAs)
(Belanche et al., 2019).

In addition to offering affordable services, FRAs' automated services
allow YRIs to establish a lobby in stock markets and exert an influence
on them. For example, extensive YRI use of one FRA, i.e,, Robinhood, a
Silicon Valley based FRA serving over 13 million retail investors, led to
destabilization of the price of GameStop stock. Despite their growing
popularity among YRIs, it is still unclear whether FRAs' automated
advisory services are trustworthy (Coolison et al., 2020). Recently, based
on a broad survey, Rossi and Utlus (2020) reported that 33 % of in-
vestors lack trust in FRAs, concluding that human contact is an impor-
tant factor in building trust in the financial advice context. This shed
light on the need for further research on building trust in FRAs' auto-
mated services. Similurly, previous studies have emphasized the
importance of YRIs' initial trust for the enhancement of FRA technology

E-mail address:

https://doi.org/10.1016/]

(e.g., Bhatin et al., 2020} and identified antecedents of initial trust for
further investigation (Jung et al., 2018). According to Jones and George
(1998), trust develops gradually passing several phases and initial trust
represents the first of these phases.

Trust propensity is seen as an antecedent of initial trust ([aabachi
et al., 2019, but its role might differ between cultural groups. Belanche
et al. (2019) suggested individualism and uncertainty aveidance as
salient dimensions when investigating the moderating role of culture in
the acceptance of FRA use. Currently, FRA solutions have grown
remarkably in countries such as Malaysin and Sweden, and figures
indicate that by 2026, approximately USD 2.70 billion and USD 6
billion, respectively, will be managed by FRAs in the two countries
(Statista, 2022). Since 42 % and 70 % of young Malays and Swedes,
respectively, save money in financial institutions, they represent a
promising market for FRAs (Demirgiig-Funt, Klapper, Singer, Ansar, &
Hess, 2018), although the degree of individualism, saving tendency, and
financial literacy differ between the groups (see section 4.1).

Malaysia and Sweden are on their way to becoming cashless soci-
eties, and both have stable banking industries (Nourallah & Ohman,
2021). However, these countries seem to differ in terms of trust pro-
pensity, The World Values Survey (2014) found that only 8.5 % of re-
spondents in Malaysia agreed that most people can be trusted, while
60.1 % in Sweden agreed that they could. Thus, to address the argument
of D' Acunto & Rossi (2021) and Jung et al. (2018) regarding the lack of
research on initial trust in and acceptance of FRAs, and in line with

Received 26 February 2022; Received in revised form 14 N ber 2022; A
Available online 24 November 2022

pted 15 N ber 2022

0148-2963,/C 2022 The Author(s). Published by Elsevier Inc. This iz an open access article under the CC BY license (http://creativecommaons org/licenses/by./4.0/)
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From ‘human to human’ to ‘human to machin

* Investors are used to ask questions, add
comments, share personal experiences,
and even showing fear in building trust

toward a human financial advisor

* arises enquiries concerning how trust can
be transmitted to machine-based

environment

Photo by Campaign Creators on Unsplash
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* Relying on human advisors in financial
decision-making could prone retail
investors for the risk of receiving

deceptive advice

» retail investors who fear being
victimized by biased financial advice

tend to rely more on RFAs , and that
relying on RFAs reduces the perceived

biases
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Research model

The unified theory
of acceptance and
use of technology
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Trust your neighbourhood

70
. Anwars Malaysia Sweden
0
: Trust 14.1% 29.0%
40 completely
30 Trust: People you know personally
20 Answers Malaysia Sweden
10
Trust
0 Malaysia Sweden comp|ete|y 18.5% 42.6%
m |ndividualism 26 71
m Uncertainty avoidance 36 29
Hofstede Insights. (2021) The world values survey (2010-2014)
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k-means clustering for saving tendency and financial literacy
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Distribution of Respondents in Malaysia and Sweden
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Hypothesis testing (Malaysia | Sweden)
I N e e

n TrustP => Initial T 0.19]0.18 0.09|0.04 2.12|4.10 Accepted|Accepted
Individualism=> InitialT 0.01]-0.02 0.07|0.05 0.23|-0.40 Rejected|Rejected
UncertaintyA=> Initial T 0.06]0.04 0.06]0.04 1.03]1.00 Rejected|Rejected
n InitialT => BehaviourallU 0.74|0.60 0.03|0.05 20.40]11.96 Accepted|Accepted
n PerformanceE => Initial T 0.19|0.17 0.07|0.07 2.56|2.34 Accepted|Accepted
N | EffortE->italT 014007 008007 171091  Accepted|Rejected!
!L R E—— ."i‘%‘?’i’?‘i"f":i."i“?f’}
n | FaciltatingC => InitialT  0.020.16 0071006 038262 Rejected|Accepted!
n HedonicM => InitialT 0.23]0.18 0.08]0.08 2.87|2.27 Accepted |Accepted

[ e
L | ProsVobaT 00203 008008 00HOT4  Rejectod [Accopied
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Financial Robo-Advisors:
A Comprehensive Review and Future Directions”

Mustafa Nourallah™ and Peter Ohman

Centre for Research on Economic Relations, Mid Sweden University, Sundsvall, Sweden
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Utrecht School of Economics, Utrecht Umiversity, Netherlands & Faculty of Business and Economics,
Technische Universitit Dresden, Germany

Duc Khuong Nguyen

De Vinci Research Center, De Vinei Higher Education, Paris, France & International School -
Vietnam National University, Vietnam

Abstract

Finanecial Robo-Advisors (FRAs) enable households to participate in financial markets with a
hmited amount of money and without time or place constraints. While FRAs can help
mvestors overcome behavioural biases, they also have disadvantages, such as relying on a
limited number of mputs and lacking individualization. We conducted a systematic literature
review on the nascent research on FRAs to synthesize previous research results. We identify
two streams of literature: (1) asset management, which focuses on designing FRAs and
improving the functioning of these machine advisors, and (2) behavioural finance, which
mvestigates technology adoption and issues related to biased advice. Among other topics,
future research should address why FRAs do not appeal to less financially literate people,
who likely would benefit more than others from using FRAs.

Keywords: Financial Robo-Advisors, financial technology, investment.

JEL codes: D14, G51, 030
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Figure 1: Process scheme of the systematic literature research
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Previous research
The first area addresses the current The second area concerns behavioural
design and how to improve FRA's finance issues regarding the adoption
asset management capabilities. of FRAs and investment biases.
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FRA design

FRA design illustrate underlying assumptions, raise concerns
about the methods used to suggest portfolios, and indicate
the possibility of assigning various risk profiles to the same

portfolio

Studies on design improvement call for developing more
sophisticated methods to improve the security aspects and
utilize specific factors, including wealth, income, and subjective
and objective risks.
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FRAs have changed the financial advisory industry
4‘
Allow households with low income and Allow more individuals to plan properly for
modest wealth to participate in the retirement and find various investment
financial markets strategies to allocate their savings
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Future research

b2 o @ ¥

FUTURE RESEARCH HOW TO MITIGATE OPINIONS SEEM TO EXPERIMENTAL STUDIES
COULD FURTHER PRIVACY ISSUES (GDPR). DIVERGE ON WHETHER CAN DEEPEN OUR
EXPLORE LLMS. FRAS CONTROL FOR KNOWLEDGE OF
INVESTMENT BIASES OR COMMON BIASES
ENCOURAGE

HEURISTICS IN MAKING
INVESTMENT DECISIONS.
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