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Clearing the Murky Waters: 
How the First Analyst Recommendation Affects Retail Trading Costs
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RESEARCH QUESTION

What is the impact of the first analyst recommendation on 

retail investors’ trading costs? 

                

     

              

           Source: Argus Research analyst report on PLTR

• Public analyst recommendations provide a salient 

valuation signal that reduces uncertainty and 

informational heterogeneity among wholesalers. This 

intensifies competition and improves retail execution 

quality.

Contact: Wendi Wu (wendiw@uoregon.edu)

RESULTS

• Context: Exchange vs. Wholesaler Orders:

• 𝑂𝑟𝑑𝑒𝑟 𝐸𝑥𝑒𝑐𝑢𝑡𝑖𝑜𝑛 𝑄𝑢𝑎𝑙𝑖𝑡𝑦 𝑖𝑗𝑡  = 𝛼𝑖 + 𝛾𝑡 + 𝛽1𝐹𝑅 𝑖𝑡 + 𝛽2𝑊𝐻𝑂𝐿𝑗 + 𝛽3 𝐹𝑅 𝑖𝑡 𝑊𝐻𝑂𝐿𝑗 +  𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝜀 𝑖𝑡

• Main Test: Within the Wholesalers Market:

• 𝑂𝑟𝑑𝑒𝑟 𝐸𝑥𝑒𝑐𝑢𝑡𝑖𝑜𝑛 𝑄𝑢𝑎𝑙𝑖𝑡𝑦 𝑖𝑗𝑡  = 𝛼𝑖 + 𝛾𝑡 + 𝛽1𝐹𝑅 𝑖𝑡 + 𝛽2𝑇𝑜𝑝2𝑗 + 𝛽3 𝐹𝑅 𝑖𝑡 𝑇𝑜𝑝2𝑗 +  𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝜀 𝑖𝑡

𝑶𝒓𝒅𝒆𝒓 𝑬𝒙𝒆𝒄𝒖𝒕𝒊𝒐𝒏 𝑸𝒖𝒂𝒍𝒊𝒕𝒚 𝒊𝒋𝒕  : 𝐸𝑓𝑓𝑒𝑐𝑡𝑖𝑣𝑒 𝑆𝑝𝑟𝑒𝑎𝑑 𝑖𝑗𝑡 , 𝑅𝑒𝑎𝑙𝑖𝑧𝑒𝑑 𝑆𝑝𝑟𝑒𝑎𝑑 𝑖𝑗𝑡 , 𝑃𝑟𝑖𝑐𝑒 𝐼𝑚𝑝𝑎𝑐𝑡 𝑖𝑗𝑡 , 𝐸𝐹𝑄 𝑖𝑗𝑡

𝑭𝑹 𝒊𝒕  : Dummy variable equal to one since the firm i has been covered by an analyst, and 0 otherwise

𝑾𝑯𝑶𝑳𝒋 : Dummy variable equal to one if the order is executed by a wholesaler, and 0 if executed on exchanges

𝑻𝒐𝒑𝟐𝒋 : : Dummy variable equal to one if the order is executed by Citadel or Virtu, and 0 if executed by other wholesalers 

𝜶𝒊 : Stock, order type, and order size fixed effects     𝜸𝒕 : Year-month fixed effects

 

 

SPECIFICATION

• Analyst recommendations continue to matter in modern 

markets, despite the proliferation of alternative information 

sources.

• The first analyst recommendation informs less-informed 

wholesalers, leveling the informational playing field.

• Improved information intensifies competition among market 

makers and delivers better retail execution quality.

CONTRIBUTION

KEY FINDINGS

• The first analyst recommendation significantly reduces trading costs, measured by effective spreads, for both 

exchange and wholesaler orders.

• Dominant wholesalers (Citadel and Virtu) reduce effective spreads more than other wholesalers following the 

first analyst recommendation, with relative reductions of 9.71% versus 3.75%.

• Leading wholesalers cede market share to their peers following the recommendation, indicating intensified 

competition after the first analyst recommendation.

• Market share losses are concentrated in large orders, where dominant wholesalers do not offer a greater 

reduction in effective spread, and rivals catch up in price improvement. 

https://sites.google.com/view/wendi-wu/home

DATA

• Retail trading has expanded sharply (~20% of U.S. equity 

volume).

Source: Bloomberg Intelligence, SIFMA estimates.

• Retail trading concentrates in under-covered, information-noisy 

stocks (Avila et al., 2024).

• Wholesalers executing retail orders also operate under this murky 

information environment. 

• 605 Reports 

• Collected from 8 major wholesalers and 14 exchanges 

• Includes market and marketable limit orders only

• I/B/E/S Recommendations Files 

The final sample contains 1,324 unique stocks and spans from 2019 

to 2022. 

The first analyst recommendation lowers trading costs and reallocates market share across wholesalers and exchanges.
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