
 

Robo-Advisors and the evolution of investment advice  
Gary Karz, CFA 

June 2015  1 AAII Los Angeles investorhome.com  

Å Many internet based services have been developed in recent years, some 
offering sophisticated tools at little or no cost.  
 

Å Which robo-advisors are gaining traction and how are the more established 
providers responding?  
 

Å Which tools and what services add value?  
 

Å Recent regulatory developments for advisors and brokers and suitability vs. 
fiduciary.  
 

Å Common investor mistakes to avoid.  
 

Å Differentiating between investing, speculating, and gambling.  



3ÏÐÚɯÐÚɯÈɯÝÌÙàɯÍÓÜÐËɯÈÕËɯÌÝÖÓÝÐÕÎɯÐÕËÜÚÛÙàɯÞÐÛÏɯÕÌÞɯËÌÝÌÓÖ×ÔÌÕÛÚɯÈÕËɯÍÐÙÔɀÚɯ
morphing and some mergers in recent months. There have been major articles in 
  ((ɯ)ÖÜÙÕÈÓȮɯ62)Ȯɯ!ÈÙÙÖÕɀÚȮɯ$ÊÖÕÖÔÐÚÛȮɯKiplingers , NYTimes , etc. 
 
Wikipedia - Robo-advisors are a class of financial adviser that provides portfolio management 
online with minimal human intervention . While their recommendations may vary, they all 
employ algorithms such as Modern portfolio theory that originally served the traditional 
advisory community, which has relied on algorithmic templates to conduct portfolio 
management. 
 
Legally, the term "financial advisor" applies to any entity giving advice about securities. But 
most robo-advisors limit themselves to providing portfolio management (i.e. allocating 
investments among asset classes) without addressing issues such as estate and retirement 
planning and cash-flow management, which are also the domain of financial planning.  
 
Industry Context 
The tools they employ to manage client portfolios differ little from the portfolio management 
software already widely used in the profession . The main difference is in distribution channel.  
Source: http ://en.wikipedia.org/wiki/Robo -Advisor  
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Forty-eight ×ÌÙÊÌÕÛɯÖÍɯÛÏÌɯƕƗƘɯÐÕËÌ×ÌÕËÌÕÛɯÈËÝÐÚÖÙÚɯÚÜÙÝÌàÌËɯÉÌÓÐÌÝÌɯÐÛɀÚɯÈɯÓÖÞ-cost, technology-
based financial advisor for the masses. About a quarter say a robo  is an algorithmic -based 
program used to replace a financial advisor, and about 18 percent define it as technology used to 
communicate with an investor while  providing financial advice. Nearly 9 percent admit to 
being unclear about what a robo-advisor actually does.  
 
Nearly 97 percent of respondents believe conventional advisors and robo-ÈËÝÐÚÖÙÚɯÊÈÕɯɁÊÖ-
ÌßÐÚÛȭɂɯ!ÜÛɯÈÛɯÛÏÌɯÚÈÔÌɯÛÐÔÌȮɯƛƜɯ×ÌÙÊÌÕÛɯÖÍɯÛÏÌÔɯÚÌÌɯrobos ÈÚɯÈɯɁ×ÖÛÌÕÛÐÈÓÓàɯɯÙÌÈÓɂɯÖÙɯɁÚÐÎÕÐÍÐÊÈÕÛɂɯ
threat to their business model. 
Source: http://wealthmanagement.com/technology/what -robo-advisor   (4/23/2015) 

 
There are three main types of robo-advisor  per Raef Lee, SEI Advisor Network (4/2/2014) 
 
1. A pure technology website, devoid of advisors, that allows investors to do everything 
themselves (examples include Motif Investing and Jemstep) 
 
2. Companies that include advisors who use technology only (the internet) to communicate with 
their clients (such as Personal Capital and Learnvest) 
 
3. Established financial service companies that have recently expanded their online advice 
offering (such as Vanguard and Edelman Online) 
Source: http:// byallaccounts.morningstar.com/blog/399-5-ways-robo-advisors-will -change-the-way-advisors-work.html  
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"A Robo is an online financial services firm that has automated the financial 
planning or investment processes. Computers invest your assets in low cost  ETFs 
and index funds."  
 
There are several types of Robos, based on services, expenses, and your access to 
humans that use a variety of naming conventions: 
 -Online Financial Advisors  
 -Automated Investment Advisors  
 -Robo Asset Allocators  
 -Automated Investment Service  
 -Digital Investment Advisors  
Most Robos have automated the investment process. You complete an online questionnaire. A 
computer program uses your responses to select a model portfolio. You are invested in a 
diversified portfolio that consists of several ETFs, Index Funds, Mutual Funds, and securities.  
Most of the Robos also utilize computer programs that rebalance portfolios, harvest tax losses, 
and produce performance reports. By eliminating the advisor and automating the investment 
process some Robos have no minimums or very low minimums.  

 
Source: http:// www.paladinregistry.com/  (Jack Waymire ) 
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Primary differences between Robo Advisors and Financial Advisors (FA)  
 
1. Robo  questionnaire responses generate a model portfolio, FA personalizes portfolio for your 
particular situation  
 
2. Robo communication may be limited to online, some hybrids include telephone and/or skype 
or facetime 
 
3. Robo may limit services to portfolio management, while FA offers financial planning and 
other services. Some offer insurance (under separate licensing). 
 
4. Robos tend to be passive in terms of security selection and market timing. FA may offer 
passive or active management 
 
5. Robos tend to offer lower costs.  
 
Source: http:// blog.paladinregistry.com/advisors -2/5-critical -differences-between-financial -advisors-and-robo-advisors-infographic (Jack Waymire ) 
 
 
 

 

What is a Robo  Advisor?  

June 2015  5 AAII Los Angeles investorhome.com  



 
 
 
 
(ɯÛÏÐÕÒɯÛÏÌɯÕÈÔÌɯɁrobo ÈËÝÐÚÖÙàɂɯÐÚɯËÌÙÖÎÈÛÖÙà.  
Allan Roth http://www.etf.com/sections/features-and-news/4-views-meaning-robo-advisors?nopaging=1  

 
-Wealthfront  opposes the term: They feel that robo-ÈËÝÐÚÌÙɯÏÈÚɯÉÌÌÕɯɁÈËÖ×ÛÌËɯÉàɯÛÏÌɯÛÙÈËÐÛÐÖÕÈÓɯ
ÍÐÕÈÕÊÐÈÓɯÈËÝÐÚÌÙɯÊÖÔÔÜÕÐÛàɯÈÕËɯÐÚÕɀÛɯÜÚÌËɯÉàɯÈÕàɯÊÖÕÚÜÔÌÙÚȭɂ 
-Betterment  also feels that the term robo-ÈËÝÐÚÌÙÚɯËÖÌÚÕɀÛɯ×ÙÖ×ÌÙÓàɯÌß×ÓÈÐÕɯÛÏÌÐÙɯÚÌÙÝÐÊÌȮɯÉÜÛɯÛÏÌɯ
ÍÐÙÔɯËÖÌÚÕɀÛɯÖ××ÖÚÌɯÐÛȭ 
-Hedgeable  ËÖÌÚÕɀÛɯlike the term robo-ÈËÝÐÚÌÙɯÉÌÊÈÜÚÌɯɁÐÛɯÐÕÍÌÙÚɯÈɯÊÖÔÔÖËÐÛÐáÌËȮɯÔÈÚÚ-
×ÙÖËÜÊÌËȮɯÊÏÌÈ×ÌÕÌËɯ×ÙÖËÜÊÛȭɯ3ÏÐÚɯÐÚɯÞÏÈÛɯÈɯÙÖÉÖÛɯËÖÌÚȭɂ 
-Personal Capital ËÖÌÚÕɀÛɯÊÈÙÌɯÍÖÙɯÛÏÌɯÛÌÙÔɯÚÐÔ×ÓàɯÉÌÊÈÜÚÌɯÛÏÌàɀÝÌɯÉÜÐÓÛɯÛÏÌÐÙɯÉÜÚÐÕÌÚÚɯÈÙÖÜÕËɯÈɯ
traditional adviser relationship.  
 
Covestor, not offended by the term  and feels ÛÏÈÛɯÐÛɯËÖÌÚÕɀÛɯÊÈ×ÛÜÙÌɯÈɯÍÈÐÙɯÙÌ×ÙÌÚÌÕÛÈÛÐÖÕɯÖÍɯÛÏÌÐÙɯ
service, which is more of a hybrid model (managed by humans).  
TradeKing  Advisors Ɂ6ÏÐÓÌɯÛÏÌɯÛÌÙÔɯȿroboɀɯËÖÌÚÕɀÛɯÉÖÛÏÌÙɯÜÚɯÈÚɯÐÛɯÏÈÚɯÊÖÔÌɯÛÖɯÉÌɯÚàÕÖÕàÔÖÜÚɯ
with high efficiency and  ÈÊÊÌÚÚÐÉÐÓÐÛàȱɯÔÖÙÌɯÐÕɯÓÐÕÌɯÞÐÛÏɯÛÏÌɯÛÌÙÔɯȿÖÕÓÐÕÌɯÈËÝÐÚÖÙàɀɯÉÌÊÈÜÚÌɯÞÌɯ
have highly experienced professionals creating and weighting the portfolios ȭɂ 
Source: http:// www.aaii.com/journal/article/what -exactly-do-online-investment-advisory -services-offer.mobile  (Jaclyn McClellan ) 
 

Ɇ(ÛɀÚɯÕÖÛɯÈɯrobo adviser, but there are similarities. I view it as more of a hybrid."  
Karin Risi, Vanguard Personal Advisor Services  
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815 

"Motif 's co-founder and CEO Hardeep Walia stresses that it is not a robo advisor"  
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html 

Does òRoboó have a negative connotation? 

June 2015  6 AAII Los Angeles investorhome.com  

http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/journal/article/what-exactly-do-online-investment-advisory-services-offer.mobile
http://www.aaii.com/authors/jaclyn-mcclellan
http://www.aaii.com/authors/jaclyn-mcclellan
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.wsj.com/articles/vanguards-partly-automated-service-just-dont-call-it-robo-adviser-1428375815
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html
http://www.financial-planning.com/news/reinvent_wealth/online-but-trying-to-more-than-just-a-robo-2692600-1.html


 

 

Comparing Apples, Oranges, Plums, Apricots, Pluots 

June 2015  7 AAII Los Angeles investorhome.com  

https://blog.etsy.com/en/files/2011/09/noted_hybridfruit_header1.jpg 

https://nomumbo.files.wordpress.com/2012/01/frankenfruit-8x6.jpg 

https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg 

https://blog.etsy.com/en/files/2011/09/noted_hybridfruit_header1.jpg
https://blog.etsy.com/en/files/2011/09/noted_hybridfruit_header1.jpg
https://nomumbo.files.wordpress.com/2012/01/frankenfruit-8x6.jpg
https://nomumbo.files.wordpress.com/2012/01/frankenfruit-8x6.jpg
https://nomumbo.files.wordpress.com/2012/01/frankenfruit-8x6.jpg
https://nomumbo.files.wordpress.com/2012/01/frankenfruit-8x6.jpg
https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg
https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg
https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg
https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg
https://melonbloggers.files.wordpress.com/2011/07/pluot-synthesis.jpg

