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PERSONAL BUSINESS
WEALTH MATTERS

Aligning Your Investments With What Motivates You
Suzanne Duncan,
global head of
State Street’s
Center for Applied Research,
led a team that
started by looking
at incentives in
investment decisions, but
switched to
studying motivation.

By PAUL SULLIVAN

A

LPHA. Beta. Gamma. Phi.
The letters could be
the name of a college
honor society or maybe
a fraternity or sorority. But in
finance, they represent the progression of thinking about investments and how to judge them.
Phi is the newest one.
Alpha measures an investment’s performance against a
market index. If the Standard &
Poor’s 500-stock index is up 10
percent and a mutual fund is up
15 percent, for example, that 5
percentage point difference is
alpha.
Beta is the return of any given
market. And charting beta is
what a passive index fund does.
Comparing different indexes’
beta — say domestic equities and
international bonds — helps
investors in deciding how to
allocate their investments.
Gamma, introduced in 2013 by
Morningstar, the investment
research firm, is used to assess
the impact on returns of more
intelligent financial planning
decisions.
For individuals, high gamma is
generally achieved by seeking
advice from a qualified investment professional. But not always. The original Morningstar
paper on gamma discussed the
need for intelligent decisions
across five areas, including tax
management and withdrawal
strategies.
What phi aims to add is a way
for investors to quantify how
their motivations — or those of
the people managing their
money — will affect long-term
investment returns.
Suzanne Duncan, global head
of State Street’s Center for Applied Research, who led the team
that surveyed and studied about
7,000 individuals and investments professionals over 18
months, said their research
began by looking at the role
incentives play in making investment decisions. But, she said, it
quickly shifted to examining
what motivated a person to
invest — or not — in the first
place.
“We understood quite quickly
and clearly that most individuals
and professionals are working
with a market-based motive,”
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said Ms. Duncan, who conducted
the study in conjunction with the
CFA Institute, which administers
the chartered financial analyst
designation. “It can manifest
itself in a passion for markets
with individual investors. But for
most, it’s a fear of markets.”
And both of these motivations,
the study found, can hurt longterm returns.
To score high on phi, Ms. Duncan said, people need to have a
deeper sense of purpose in what
they are doing, whatever the job.
“It’s not about outperforming
markets or peers, and it’s not an
asset-gathering measure of
performance,” she said. “The
performance has to be defined as
sustainable and with a deeper
sense of purpose.”
She noted that in the research,
financial services professionals
had low phi scores, ranking 12th
out of 14 industries. Phi is “a
unicorn in our industry,” she
said. “However, it’s not a unicorn
in other industries.”
Ms. Duncan cited companies
like Whole Foods Market, Southwest Airlines and Disney for
instilling a high sense of passion,
or phi, in their employees.

The implications for this study,
which will be released next
week, are broad for people who
invest their own money, people
who select advisers and rely on
their guidance, and investment
professionals — as well as the
managers who motivate and
manage them.
People’s phi scores are determined by questions about their
purpose, habits and the incentives around what they do. (To
test phi, there are online tests for
financial professionals — and for
individual investors.)
Qualities that you might think
are desirable are not, when it
comes to phi. For example, answering that you have a passion
for the markets or that you like
your job because you work with
smart people will not raise your
phi score. Both responses seem
good at first, but there is the risk
that there is no greater purpose
in what you are doing.
“It’s very interesting because
it talks to a very needed culture
shift to our industry,” said Rebecca Fender, head of the future
of finance initiative at the CFA
Institute. “Phi takes this hereto-

fore very unquantifiable subject
and puts some numbers around
it so we can have a more meaningful conversation with the
industry.”
While the study found that
wealth was not a differentiator
for phi scores, there were generational differences. Millennials
scored high on the test and, more
generally, as people got older,
their phi scores increased.
When it came to the types of
investors who score high on the
phi test, Ms. Duncan was careful
not to overgeneralize. But she
said the research found that
people who invested with a socially responsible mind-set
scored better. Their dual goal of
seeking profit but doing so to
achieve some social benefit
naturally gives them a purpose
beyond returns.
But what about those who
invest more broadly or do so to
maximize their gains? It’s not
easy to change them.
Individuals seeking to improve
their phi have to move their
focus beyond competing with
their neighbors and looking
toward a specific goal. Ms. Dun-

can said there were three areas
where they should focus — their
purpose, habits and incentives.
In terms of purpose, individuals need to ask soul-searching
questions about what they want
their life to be. With investing,
the investment goal ranks below
the purpose of those investments
— what they might use the
money for in the future and not
the sheer amount in the portfolio.
To stay on the path to that
purpose, investors need to
change habits that distract from
it.
“In the case of individual
investors, the cue is this market
motive,” Ms. Duncan said. “They
need to replace the market motive with the purpose motive,
which is phi.”
“Those with high phi will have
sustainable performance to a
much greater degree,” she added. “The purpose motive breaks
the bad habit” of following the
markets.
The incentives to get people to
shift their purpose and break bad
habits, she said, are taken from
nudge theory, a term coined by
the economist Richard Thaler

and Cass Sunstein, a legal scholar. The idea is to persuade someone to adopt better behavior, like
automatically signing people up
for retirement plans or getting
them to agree to increase their
contribution rate to the plans
when they get a raise.
For investment professionals,
Ms. Duncan said, the way to
increase phi is to change motivation that is often tied to compensation. The study discusses four
ways of doing this, including
laying out a compelling vision for
the future, challenging investment professionals’ assumptions
and discussing their values and
beliefs.
At its simplest, this could
mean changing annual bonuses
so they are paid out over several
years, with a greater reward if
the performance is sustainable.
The study showed that
changes that increased phi had a
meaningful impact on a person’s
investment strategy.
Every one-point increase in
people’s orientation toward investment goals with a purpose —
and the scale is 0 to 3 — equated
to 42 percent greater odds that
the investors know what they are
paying in fees, 37 percent greater
odds that investors are not rejecting their financial adviser, 38
percent greater odds that the
people consider investing in
socially responsible investments
and 79 percent greater odds that
investors will trade less frequently, the research found.
For investment professionals,
that same one-point increase
resulted in a 21 percent greater
likelihood of excelling at longterm goals and 37 percent greater chance of scoring higher on
client satisfaction.
“This is intended to start a
thought process of leaders in the
industry,” Ms. Fender said. “Culture can’t be changed overnight.
It’s essential to reconnect the
investment profession with its
stated purpose of improving
society.”
And for those seeking an adviser, administering a phi test
would surely help. As a group,
wealth managers have higher
phi than others in financial
services. One reason is they are
more connected with the people
they serve.

RETIRING

Even Math Teachers Are at a Loss Trying to Navigate the World of Annuities
From First Business Page
her to transfer her money from
one so-called fixed indexed
annuity, purchased in 2007
through the Life Insurance Company of the Southwest, to another, from the same insurer, to
qualify for a bonus.
It “seemed like a good way to
make more money,” said Ms.
Lindert, who started teaching
when she was 53 and said she
hoped to retire next year. For
now, she teaches five classes a
day, three days a week, to elementary schoolchildren at three
schools. She brings her own
speakers, drums, scarves and an
iPod with 400 hours of music,
along with a light lunch.
Ms. Lindert later found out
that her purchase was also a
good way for brokers to make
more money. The first contract
she was sold yielded an 11 percent commission, while the most
recent pays another 7 percent to
the broker, according to 2016 data
from Wink AnnuitySpecs, an
annuity analysis tool.
Certain types of annuities can
serve as a useful retirement tool
for some savers seeking a
stream of guaranteed income.
But many teachers already receive pensions providing a
steady income base.
The type of annuity in Ms.
Lindert’s account, a so-called
fixed index annuity, is particularly complex. In theory, these
are appealing: They provide a
guaranteed minimum interest
rate; they let investors participate in the market’s gains up to a
certain ceiling; and they promise
that buyers will not lose money
when the market dives.
Ms. Lindert could have asked
her fellow teachers in the math
department for advice, though
she probably would not have

Public Sacrifice
Articles in this series examine
problems with the retirement
savings accounts known as
403(b)’s plans, offered to most
public schoolteachers, clergy
members and employees of nonprofit organizations.
ONLINE: Previous articles in
the series, and other resources
on 403(b) plans:
nytimes.com/yourmoney
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Patty Hill, who teaches algebra, reviewed a colleague’s annuity contract. She called the document “mathematically ambiguous.”
received any solid answers.
When Patty Hill, an algebra
teacher in Austin, looked over
Ms. Lindert’s latest contract
from the Life Insurance Company of the Southwest for The
New York Times, she was just as
befuddled. And downright angry.
“The document is filled with
jargon, but at the same time, it is
mathematically ambiguous,” said
Ms. Hill, who recently received
the Presidential Award for Excellence in Mathematics and Science Teaching, a prestigious
award bestowed by the White
House in August. “It is not being
transparent there that is infuriating to me as a mathematician.”
Susan Jennings, senior counsel
at the National Life Group, the
annuity issuer’s parent company,
defended its materials, saying
she believed the interest rate
methodology was laid out clearly.
The insurer provided a copy of
another disclosure — which she
said agents give to all customers
when they apply for the product
— that is shorter and simpler,
and together with the other

documents, provides a more
complete picture.
Still, how do investors know
whether the product is appropriate for them?
Craig McCann, a former economist for the Securities and Exchange Commission, has built a
computer model that is intended
to make those calculations. He
has employed close to a dozen
people with Ph.D.s in math to
dissect indexed annuity products
as part of his firm’s work, which
provides analyses for regulators
and litigators representing
investors. He said it took years
for his team to master them.
“No agent selling these or
investors buying these has the
foggiest idea of how these work,”
said Mr. McCann, who reviewed
Ms. Lindert’s contracts.
But indexed annuities have to
make sense for at least some
investors, right? Perhaps for the
incredibly risk averse? “No,” he
said, without hesitation. “Never.”
Though it appears that
investors have some exposure to
the stock market, he says many

are left with a return they could
have achieved with a supersafe
bond portfolio, without paying an
obscured 2.5 to 3 percent annual
fee charged by the annuity
provider. “They are all Rube
Goldberg machines,” he said.
In her case, Ms. Lindert was
advised to annuitize her first
contract — which paid a
minimum interest rate of 3 percent — and direct the stream of
income into the new annuity,
which paid a minimum of 1 percent. The other investment options provided were also far less
generous — shockingly so, Mr.
McCann added. “This switch is
really awful,” he said. “It’s really
good for the insurance company.
But it’s really bad for the investor.”
The new policy did include a
so-called guaranteed lifetime
withdrawal benefit — for an
additional fee of 0.7 percent
annually — which promises a
certain level of lifetime income.
But Mr. McCann said his analysis
found that the new policy was
still less valuable than the first.

Then, there’s the matter of
surrender charges. Ms. Lindert
would have owed a penalty for 15
years after signing her original
contract — set on a sliding scale
starting at 14 percent — if she
wanted to withdraw more than 10
percent of her account’s “accumulation” value. The policy she
bought last year, also issued by
Life Insurance Company of the
Southwest, has a nine-year surrender period, with a penalty fee
starting at 8.25 percent.
Ms. Jennings of the National
Life Group — who also serves on
the National Tax-Deferred
Savings Association’s government affairs committee — said
that less expensive alternatives
recommended by many financial
planners did not meet the needs
of risk-averse investors as well
as annuities did. “Bond funds
and portfolios do not guarantee
principal,” she said, “and in a
rising interest rate market can
lose money.”
The American Council of Life
Insurers, a trade group that
represents annuity issuers and

life insurers, echoed that point,
noting that guarantees come at a
cost so insurers can make good
on their promises.
“Annuities are among the most
highly regulated products,” Jack
Dolan, a spokesman for the
group, said, “with disclosure
being a key consumer protection.”
The proliferation of annuities
in 403(b) plans is largely a matter of history. When Congress
introduced them in 1958, they
were viewed as supplemental
pensions for teachers, and the
only permissible investments
were annuities, according to tax
experts and consultants. The
plans themselves, named for a
section of the tax code, were
called “tax-sheltered annuity
arrangements.” Mutual funds
were not available in 403(b)
plans until 1974.
Slightly more than half of all
403(b) assets, approaching $900
billion, have been invested in
fixed annuities — which promise
either a minimum rate of annual
growth or interest based on
changes in a market index. Another 25 percent were in variable
annuities that invest in mutual
funds, according to Investment
Company Institute data as of
March. The remaining 23 percent
were invested in traditional
mutual funds.
In contrast, about 60 percent
of 401(k) assets, which totaled
$4.75 trillion, were invested in
mutual funds, with only a small
share in variable annuities. Despite the risks from short-term
market declines, a diversified
mix of stock and bond funds is
generally less costly and provides a significantly greater
return over time.
Ms. Lindert ultimately opted
for mutual funds, after severing
ties with her broker last year and
meeting Steve Schullo, a retired
teacher and 403(b) advocate. He
told her about her district’s
457(b) plan, another type of
tax-deferred account available to
those who work for public
schools and local governments.
Under that plan, run by TIAA,
she has access to low-cost Vanguard funds. She chose to redirect her new contributions into
one that invests up to 65 percent
in bonds, with the remainder in
stocks.
But most of her money is still
tied up in four annuities that she
does not understand.

