
End Pages

The Pension Research Council
The Pension Research Council of the Wharton School at the University of
Pennsylvania is committed to generating debate on key policy issues
affecting pensions and other employee benefits. The Council sponsors
interdisciplinary research on private and social retirement security and
related benefit plans in the United States and around the world. It seeks
to broaden understanding of these complex arrangements through basic
research into their economic, social, legal, actuarial, and financial founda-
tions. Members of the Advisory Board of the Council, appointed by the
Dean of the Wharton School, are leaders in the employee benefits field,
and they recognize the essential role of social security and other public-
sector income maintenance programs while sharing a desire to strengthen
private-sector approaches to economic security (for more information, see
http://www.pensionresearchcouncil.org).

The Boettner Center for Pensions
and Retirement Security
Founded at the Wharton School to support scholarly research, teaching, and
outreach on global aging, retirement, and public and private pensions, the
Center is named after Joseph E. Boettner. Funding to the University of
Pennsylvania was provided through the generosity of the Boettner family
whose intent was to spur financial well-being at older ages through work on
how aging influences financial security and life satisfaction. The Center
disseminates research and evaluation on challenges and opportunities associ-
ated with global aging and retirement, how to strengthen retirement income
systems, saving and investment behavior of the young and the old, interactions
between physical and mental health, and successful retirement (for more
information, see http://www.pensionresearchcouncil.org/boettner/).

Executive Director
Olivia S. Mitchell, International Foundation of Employee Benefit Plans Professor,
Department of Business Economics and Public Policy, The Wharton
School, University of Pennsylvania.

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi



Advisory Board
Gary W. Anderson, Austin, TX
David S. Blitzstein, United Food & Commercial Workers, Washington, DC
Robert L. Clark, College of Management, North Carolina State University, Raleigh,

NC
Julia Coronado, BNP Paribas, New York, NY
Peter A. Fisher, Tapestry Networks, Waltham, MA
P. Brett Hammond, MSCI, New York, NY
Beth Hirschhorn, MetLife, New York, NY
Emily Kessler, Society of Actuaries, Schaumburg, IL
David I. Laibson, Department of Economics, Harvard University, Cambridge, MA
Annamaria Lusardi, School of Business, The George Washington University,

Washington, DC
Jeannine Markoe Raymond, National Association of State Retirement Administra-

tors, Washington, DC
Raimond Maurer, Finance Department, Goethe University, Frankfurt, Germany
Judith F. Mazo, Washington, DC
Alicia H. Munnell, School of Management, Boston College, Chestnut Hill, MA
Richard Prosten, Amalgamated Resources, Washington, DC
Anna M. Rappaport, Anna Rappaport Consulting, Chicago, IL
David P. Richardson, TIAA-CREF Institute, Charlotte, NC
Richard C. Shea, Covington & Burling LLP, Washington, DC
Kent Smetters, Department of Business Economics and Public Policy, The Wharton

School, University of Pennsylvania, Philadelphia, PA
Nicholas S. Souleles, Finance Department, The Wharton School, University of

Pennsylvania, Philadelphia, PA
Stephen P. Utkus, Vanguard, Malvern, PA
Jack L. VanDerhei, Employee Benefit Research Institute, Washington, DC
Mark Warshawsky, Towers Watson, Arlington, VA
Stephen P. Zeldes, Graduate School of Business, Columbia University,

New York, NY

Senior Partners
Allianz SE
Federal Reserve Employee Benefits System
Financial Engines
William A. Frey
Investment Company Institute
Lincoln Financial Group
MetLife
Morgan Stanley Smith Barney
Mutual of America Life Insurance Company
New York Life—Mainstay
Pacific Investment Management Company (PIMCO)

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

322 End Pages



Prudential
Retirement Made Simpler (FINRA)
Social Security Administration
State Street Global Advisors
T. Rowe Price
TIAA-CREF Institute
Towers Watson
The Vanguard Group

Institutional Members
International Foundation of Employee Benefit Plans
Ontario Pension Board
Society of Actuaries

Recent Pension Research Council Publications
Reshaping Retirement Security: Lessons from the Global Financial Crisis. Raimond Maurer,
Olivia S. Mitchell, and Mark Warshawsky, eds. 2012. (ISBN 0-19-966069-7)
Financial Literacy. Olivia S. Mitchell and Annamaria Lusardi, eds. 2011. (ISBN 0-19-
969681-9)
Securing Lifelong Retirement Income. Olivia S. Mitchell, John Piggott, and Noriyuki
Takayama, eds. 2011. (ISBN 0-19-959484-9)
Reorienting Retirement Risk Management. Robert L. Clark and Olivia S. Mitchell, eds.
2010. (ISBN 0-19-959260-9)
Fundamentals of Private Pensions. Dan M. McGill, Kyle N. Brown, John J. Haley,
Sylvester Schieber, and Mark J. Warshawsky. 9th Ed. 2010. (ISBN 0-19-954451-6)
The Future of Public Employees Retirement Systems. Olivia S. Mitchell and Gary Anderson,
eds. 2009. (ISBN 0-19-957334-9)
Recalibrating Retirement Spending and Saving. John Ameriks and Olivia S. Mitchell,
eds. 2008. (ISBN 0-19-954910-8)
Lessons from Pension Reform in the Americas. Stephen J. Kay and Tapen Sinha, eds.
2008. (ISBN 0-19-922680-6)
Redefining Retirement: How Will Boomers Fare? Brigitte Madrian, Olivia S. Mitchell, and
Beth J. Soldo, eds. 2007. (ISBN 0-19-923077-3)
Restructuring Retirement Risks. David Blitzstein, Olivia S. Mitchell, and Steven
P. Utkus, eds. 2006. (ISBN 0-19-920465-9)
Reinventing the Retirement Paradigm. Robert L. Clark and Olivia S. Mitchell, eds. 2005.
(ISBN 0-19-928460-1)
Pension Design and Structure: New Lessons from Behavioral Finance. Olivia S. Mitchell
and Steven P. Utkus, eds. 2004. (ISBN 0-19-927339-1)
The Pension Challenge: Risk Transfers and Retirement Income Security. Olivia S. Mitchell
and Kent Smetters, eds. 2003. (ISBN 0-19-926691-3)

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

End Pages 323



AHistory of Public Sector Pensions in the United States. Robert L. Clark, Lee A. Craig, and
Jack W. Wilson, eds. 2003. (ISBN 0-8122-3714-5)
Benefits for the Workplace of the Future. Olivia S. Mitchell, David Blitzstein, Michael
Gordon, and Judith Mazo, eds. 2003. (ISBN 0-8122-3708-0)
Innovations in Retirement Financing. Olivia S. Mitchell, Zvi Bodie, P. Brett Hammond,
and Stephen Zeldes, eds. 2002. (ISBN 0-8122-3641-6)
To Retire or Not: Retirement Policy and Practice in Higher Education. Robert L. Clark and
P. Brett Hammond, eds. 2001. (ISBN 0-8122-3572-X)
Pensions in the Public Sector. Olivia S. Mitchell and Edwin Hustead, eds. 2001. (ISBN
0-8122-3578-9)
The Role of Annuity Markets in Financing Retirement. Jeffrey Brown, Olivia S. Mitchell,
James Poterba, and Mark Warshawsky. 2001. (ISBN 0-262-02509-4)
Forecasting Retirement Needs and Retirement Wealth. Olivia S. Mitchell, P. Brett Ham-
mond, and Anna Rappaport, eds. 2000. (ISBN 0-8122-3529-0)
Prospects for Social Security Reform. Olivia S. Mitchell, Robert J. Myers, and Howard
Young, eds. 1999. (ISBN 0-8122-3479-0)
Living with Defined Contribution Pensions: Remaking Responsibility for Retirement. Olivia
S. Mitchell and Sylvester J. Schieber, eds. 1998. (ISBN 0-8122-3439-1)
Positioning Pensions for the Twenty-First Century. Michael S. Gordon, Olivia S. Mitchell,
and Marc M. Twinney, eds. 1997. (ISBN 0-8122-3391-3)
Securing Employer-Based Pensions: An International Perspective. Zvi Bodie, Olivia
S. Mitchell, and John A. Turner, eds. 1996. (ISBN 0-8122-3334-4)
Available from the Pension Research Council web site: http://www.pensionresearch-
council.org/

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

324 End Pages



Index

Bold entries refer to figures and tables

AARP survey 73
accounting theory paradigm 47, 48–51,

52–4, 55–6, 64, 65, 66
Accredited Financial Counselor 154
Advisers Act see Investment Advisers Act

(1940)
Affordable Health Care Act 7
age
annuity decision-making process 137
asset allocation 89
behavior change and financial

advice 185, 186, 187, 188, 190,
198, 200, 202, 203

consumer finance protection 216
credibility of observed

relationships 167, 168, 169,
170, 172

mutual fund investors’ use of
financial advisers 251–3, 251, 252,
255, 257, 261, 262, 263, 264, 265

Social Security benefits 71, 72, 77,
80, 85

usefulness and importance of
financial advice 236, 243–4

A.M. Best 141
American College 19, 317
American Institute of Certified Public

Accountants (AICPA) 19
American Life Panel (ALP)(RAND) 5,

157, 185, 186, 193, 195, 196–7
Ameriprise 28
anchoring 56, 58, 215
annual family income (AFI) 185, 186,

187, 188, 190, 198, 200, 202
annuitization 4, 15, 26
annuity, inflation-indexed 56, 91
annuity decision-making process and

guidance 125–48

active guidance 132
adviser guidance 133
case studies 145–6
Chile 141–2, 143–4
competition, issuer selection and fee

disclosure considerations 139–40
experience with guidance

models 136–7
facilitated guidance 133
immediate annuity buyers 137–9
institutional adviser 132, 134–5
institutional facilitator 132, 134–5
institutional individual 132, 134–5
online direct to individual access 133
questions and concerns, handling

of 140–1
quotes for $100, 000 deposit over one

year 140
retail purchase, institutional

purchase and/or defined benefit
(DB) payout 134, 135

single premium immediate
annuities 138

structural guidance 126, 129, 131,
132, 135–6, 138, 144

suitability reviews 136
timeline from quotes to

purchase 139
types of guidance or education

provision provided by companies
to employees 129

United Kingdom 142–3
annuity puzzle 122
‘arm’s length’ standard 32
asset allocation 4, 89–105
dynamic modeling 97–100
projected replacement rates 101–3
replacement rates model 89–93

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi



asset allocation (cont.)
target replacement rates 100–1
see also retirement income targets and

resources
asset-based fee 117, 239, 281
AssetsUnderManagement (AUM) 16, 20
Australia 2

Future of Financial Advice
Committee 242

auto-enrollment techniques 119–20
auto-regressive process of order one

(AR(1)) 97
Average Indexed Monthly Earnings

(AIME) 101

Bachus, Spencer 295
balanced fund 120
bank-affiliated advisor 154
Bank of America Merrill Lynch 16
bank customer service specialist 154
bank representatives 77
behavioral paradigm 48–51, 56–9, 64,

65, 66
behavior change and financial

advice 182–210
advice presentation 194–5
affirmative decision treatment 194,

195, 197, 200, 202–3, 202, 204–7,
205, 206

age 185, 186, 187, 188, 190, 198, 200,
202, 203

American Life Panel (ALP) 185, 186,
193, 195, 196–7

annual family income (AFI) 185, 186,
187, 188, 190, 198, 200, 202

best linear predictors (BLP) 185
comparisons of means 201
control group 207
default treatment group 194, 202,

203–4, 207
default versus optional

advice 199–203
defined contribution (DC)

plans 183, 185, 186–9, 188,
190, 192, 195, 197, 198, 200,
202, 203

education 185, 186, 187, 188, 190,
192, 198, 200, 202, 203

employment status 186
ethnicity 185, 186, 187, 188, 190, 198,

200, 202
experimental analyses 182
experimental design schematic 199
experimental sample and summary

statistics 195, 198
financial literacy 185, 187, 189–93,

192, 195–8, 198, 200, 203, 204,
205, 206, 207, 208

401(k) plans 182, 185
gender 185,186,187,188,190,198,200
high-returns treatment 194
Individual Retirement Account

(IRA) 183
intent-to-treat analysis 202, 204, 206
linear probability (LP) model 185,

191, 197, 198
low-returns treatment 194, 200, 202, 203
mandatory counselling 207
marital status 186, 187, 190, 198,

200, 202
motivation 208
multivariate regression

framework 206
observational analyses 182
ordinary least squares regression 187,

189, 190, 192, 200, 201, 202, 205
portfolio allocations 188, 190, 192,

204, 207
Portfolio Checkup Tool 194–5
portfolio checkup treatment 194
portfolio quality 204, 205, 206
propensity to seek advice 185–6,

187, 200
reverse causality 182, 191–3
rules treatment 194
self-selection 182, 185, 189–93,

195–8, 200, 204, 207
solicited advice 184, 207
summary statistics 186
unsolicited advice 184, 207
voluntary advice programs 208
see also portfolio ‘mistakes’

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

326 Index



Benjamin F. Edwards & Co. 25
Bernanke, B.S. 7
Bernard Madoff Investment

Securities 277
best interest standard 276–7
see also fiduciary duty/standard

Biggs, Andrew G. xv
bivariate estimates 165–6, 171
BMELV see Germany
Boettner Center for Pensions and

Retirement Security 321
Boettner, Joseph E. 321
bonding 239
Borzi, Phyllis 293
Break-Even Analysis 78, 80, 85
BrightScope Inc. 16–17
brochure (written disclosure

statement) 22
broker-dealers 3, 35, 243, 307, 309, 311
commission 239
compensation and agency costs 241
conflicts of interest 31
fiduciary investment advisers 36
financial information 297–8
financial planner regulation 312
investment advisers as fiduciaries 32
profit margins 280
regional 75, 76
regulation harmonization of financial

advisers 276, 277
Securities and Exchange Commission

(SEC) regulation 277–9, 281,
282, 285, 286–8

Bromberg, Jason xv, 6, 54
budgeting paradigm 47, 48–51, 52–4,

55–6, 64, 65, 66
Bureau of Labor Statistics 73
Business Roundtable v. SEC (2011) 289–91

Cackley, Alicia P. xv, 6, 54
Callan Investment Institute 130
Canada 154–5
captive agent 16
Casey, Kathleen L. 289–90
causality 158
see also reverse causality

Certain Broker-Dealers Deemed Not To Be
Investment Advisers proposed
rule 282

certifications 39, 243
see also professional certifications

Certified Financial Planner
(CFP) 16–18, 154, 239, 314

Board 17
examination 243

Certified Investment Management
Analyst 20

Certified Public Accountants
(CPAs) 19, 25, 181–9

Chartered Financial Analyst (CFA) 18
Chartered Financial Analyst

Institute 18
Chartered Financial Consultant

(ChFC) 19, 314
Chartered Investment Counselor

(CIC) 18
Chartered Life Underwriter

(CLU) 19–20
Chevron v. NRDC (1984) 283
Chile 141–2, 143–4
AFPs (private pension funds) 141–2

choice and information overload 215
churning 281
reverse 20

Claim Now, Claim More Later 72
Claim and Suspend tactic 72
clients see in particular behaviour

change; experienced adviser
paradigm

coach (role) 155
coefficient of relative risk aversion

(CRRA) 98–9
cognitive ability 231, 232, 235
collaborators, investors as 255, 267
commission 26, 154, 220, 239, 312
see also compensation; shrouded

pricing
compensation 24–5, 54, 98
and agency costs 237–41, 242
asset-based 280–1
for retaining typical portfolio

allocation 98

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 327



compensation (cont.)
special 279, 281, 283

competition 139–40
competitive bidding 139, 141–2, 143
competitive pricing 144
competitive quotes 135–6
compliance exams 36
computer models 37
confidence of investors 215, 219, 244,

263, 264, 266, 267
conflicts of interest 2, 30–5, 39

annuity decision-making process 145
consumer finance

protection 217–19, 220–1
fiduciary duty non-applicability 26–8
fiduciary investment advisers 38
individuals and financial advice

issues 28–9
investment advisers and

fiduciaries 31–5
planning paradigms and risk 54
quality of advice provided to plan

sponsors 29
regulation of financial

planners 310–13
Securities and Exchange Commission

(SEC) regulation 281, 288, 292
usefulness and importance of

financial advice 239, 242, 244
Consumer Federation of America 291
consumer finance protection 213–26

age 216
complexity of investment

decisions 215
conflicts of interest 217–19, 220–1
customer characteristics 218
education 216, 217
enhancement of financial advice

market 219–21
Europe 216–17
financial capability of

consumers 216, 218
financial investment problem 214
financial literacy 216, 220
gender 216
Germany 216–17, 222, 224

income 216
mandatory disclosure 219–20
risk management 222, 223, 224
self-interest 217–18
systematic mistakes 215, 218
transparency 220, 221–4
wealth 216

Consumer Financial Protection
Bureau 213, 309

consumer protection authority 213
consumption smoothing 55–6, 58
contingent fees 220
Continuing Education 17, 18, 85, 315
contract 239
convenience features 112
counselor (role) 58, 59, 155
credentials and standards, clarification

of (alternative approach to
existing regulation) 317–18

crystallized intelligence 243–4

defined benefit (DB) plans 13
annuity decision-making

process 126–7, 128, 133, 139
credibility of observed

relationships 167, 168, 169,
170, 172

fiduciary investment advisers 34, 35,
36–7

United Kingdom 142
workplace advice 108–9, 115, 122

defined contribution (DC) plans 1
annuity decision-making

process 125, 126–7, 128, 130,
137, 143, 145

behavior change and financial
advice 183, 185, 186–9, 188, 190,
192, 195, 197, 198, 200, 202, 203

credibility of observed
relationships 167, 168, 169,
170, 172

fiduciary duty non-applicability 28
fiduciary investment advisers 38
mutual fund investors’ use of

financial advisers 249, 252–3,
262, 264, 266, 267

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

328 Index



Social Security benefits 70, 73, 83
United Kingdom 142
workplace advice 107, 108, 120, 122–3
see also 401(k) plans

delaying retirement 95
delegators, investors as 255, 267
demographic factors 112–13, 114,

117, 235
Department of Labor (DOL) 2, 7,

38, 296
annuity decision-making process 127
compensation 24
conflicts of interest 30
fiduciary duty non-applicability 27–8
Interpretive Bulletin 96–1, 109–10
regulation harmonization of financial

advisers 277
Securities and Exchange Commission

(SEC) regulation 291–3
workplace advice 108, 110

derivatives markets 56
designations and titles 314
direct market channel 237, 260
disclosure 39, 242
of advisory fees to individuals 21–2
conflicts of interest 30–1
consumer finance protection 219–20
fiduciary investment advisers 32, 36, 38
financial planner regulation 312
forms (ADV forms) 22
mortgage brokers 217

discretionary assets 26
discretionary management 115
disposition effect 221, 235
distribution option in plan 130
diversification (portfolio) 156, 160,

215, 220, 221, 250
see also under-diversified under

portfolio ‘mistakes’
Dodd-Frank law 3, 296
advisory fees charged to plan

sponsors 24
fiduciary duty non-applicability 28
fiduciary investment advisers 36
regulation harmonization of financial

advisers 277

Securities and Exchange Commission
(SEC) regulation 287, 288,
291, 294

Donovan v. Bierwirth (1982) 277
dual-registered advisers see ‘hat-

switching’ problem
due diligence 112
dynamic modeling 97–100

Edelman Financial Services 24
education
behavior change and financial

advice 185, 186, 187, 188, 190,
192, 198, 200, 202, 203

consumerfinanceprotection 216, 217
credibility of observed

relationships 167, 168, 169,
170, 172

mutual fund investors’ use of
financial advisers 255, 257, 262,
263, 264, 265

usefulness and importance of
financial advice 231, 232, 235,
236, 242–3, 244

see also Continuing Education
Employee Benefit Research

Institute xvi, 8
Employee Benefits Security

Administration (EBSA) 30–1,
33, 35–8

Employee Retirement Income Security
Act 1974 (ERISA) 2

conflicts of interest 31
investment advisers as

fiduciaries 32–5
managed accounts 115
quality of advice provided to plan

sponsors 29
regulation harmonization of financial

advisers 277
Securities and Exchange Commission

(SEC) regulation 291–2
workplace advice 108, 109, 110

employee-stock ownership plan
(ESOP) 124

employer-sponsored plans 259–61, 262

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 329



employment status 231, 257
ethnicity

behavior change and financial
advice 185, 186, 187, 188, 190,
198, 200, 202

credibility of observed
relationships 167, 168, 169, 170,
172

Europe 216–17
Financial Stability Board 213

European Commission: recast proposal
for directive on markets
in financial instruments
(MiFID II) 213–14

evolution of workplace advice see
workplace advice

Exchange Act 278–9, 286, 287
exclusive purpose rule 32
experienced adviser paradigm 48–51,

59–63, 64, 65, 66
advisory deliverable changing faster

than adviser training 63
advisory standards, lack of and

confusion 63
client as center of planning process

and adviser as trusted
counselor 60

client couples 61
client engagement and reliance on

iterative small steps 60
clients seeing financial adviser as

‘healer’ 62
clients unable to articulate basic facts

about finances 61–2
clients undergoing change 61
information gaps confounding risk

measurement 62
investment risk management 64, 65
longevity risk management 64, 65
plan implementation as part of

planning process 60
planning strategy for when client has

more than (or less than)
enough 64, 66

values clarification preceding goal-
setting 59–60

face-to-face setting 216
facilitators (role) 58, 59, 60, 132, 134–5,

136, 146
Fanto, James 286
Federal Trade Commission (FTC) staff

report on disclosure rules for
mortgage brokers 217

fee-based advisers 21
fee-for-service model 239
fee-only adviser 21
fee-only planner 154
fees 20–5, 26, 140–1
advisory 21–2, 23–4
asset-based 117, 239, 281
contingent 220
disclosure considerations 21–2,

139–40
hourly rates 23
level fee model 37
performance-based 21
referral 25
structures 39
subscription 21
tax deductible 22
12b-1 26, 237–8
wrap 26
see also commission; compensation

fiduciary duty/standard 7, 39
compensation and agency costs 239
conflicts of interest 301–2
extending coverage of (alternative

approach to existing
regulation) 317

regulation of financial planners 310,
311, 312–13

Securities and Exchange Commission
(SEC) regulation 294

usefulness and importance of
financial advice 241–2, 245

see also regulation harmonization
fiduciary investment advisers, current

rule making and reports
on 35–8

financial advisers 15–20, 136, 160
companies providing financial

advice 15–16

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

330 Index



duties 4
professional certifications 16–20
Social Security benefits 70, 73, 75, 77

financial assets see wealth
Financial Engines 4, 15–16
Plan Preview 116
workplace advice 107–8, 110–11,

112–13, 114, 115–19
Financial Industry Regulatory Authority

(FINRA) 3, 243, 296
annuity decision-making process 127
compensation and agency costs 239
conflicts of interest 30, 31
financial planner regulation 307, 308,

309, 310–11, 312–13, 314, 316
planning paradigms and risk 54
professional certifications 17
Securities and Exchange Commission

(SEC) regulation 278, 279, 289,
293, 294, 295

financial literacy 161
behavior change and financial

advice 185, 187, 189–93, 192,
195–8, 198, 200, 203–4, 205–6,
207–8

consumer finance protection 216, 220
mutual fund investors 250
usefulness and importance of

financial advice 231, 244
Financial Media Group (FMG) 74
financial planners 241, 276
Financial Planning Association

(FPA) 282, 312
Financial Planning Association v. SEC

(2007) 283–4
FinancialPlanningCoalition 309, 313, 315
financial planning software 14, 15
Financial Services Institute 316
Financial Stability Board (FSB) 213
Finke, Michael xv, 5
five-part test 291
fixed costs 231
fluid intelligence 243–4
Flynn, John T. 286
Form ADV see Uniform Application for

Investment Adviser Registration

4 percent rule 91, 126
401(k) Forum (later mPower) 110
401(k) plans 13–14, 156
advisory fees charged to plan

sponsors 24
age and financial advice 244
annuity decision-making process 126
asset allocation 92, 100, 102
behavior change and financial

advice 182, 185
benefits from financial advice 234
companies providing financial

advice 15–16
conflicts of interest 30
dynamic modeling 97
fiduciary duty non-applicability 26–8
fiduciary investment advisers 32, 36, 38
legal and regulatory issues, evolution

of 29–30
professional certifications 16–17
retirement, delayed 95
workplace advice 107–12, 114–15,

117, 119, 121–3
framing 56, 58, 78–82, 79, 215
Free Loan strategy 71, 86
Frequently Asked Questions list 84

gambles 78, 85
Garland, Judge 283–4
Garrett, Scott 290
gender
annuity decision-making

process 137, 138
consumer finance protection 216
credibility of observed

relationships 167, 168, 169,
170, 172

mutual fund investors’ use of financial
advisers 257, 262, 264, 266

Social Security benefits 71
Germany 2, 154, 157, 160, 231, 233
behavior change and financial

advice 185
consumer finance protection 216–17
Department of Consumer

Protection 222, 224

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 331



Germany (cont.)
role of financial advice 250

Government Accountability Office
(GAO) 6, 30, 35, 306, 307, 308, 314

Greenwald, Mathew xv–xvi, 4
Grundfest, Joseph 110
Guided Choice 16, 22
guidance see in particular annuity decision-

making process and guidance

Hackenthal, Andreas xvi, 5, 143
behaviour change and financial

advice 183, 185, 191, 209
impact of financial planners 154,

155, 157, 160, 161, 162
importance of financial advice 229,

233, 250
‘hat-switching’ problem 3, 35, 37, 39, 312
health issues and Social Security

benefits 79–80
Health and Retirement Study data 71,

93, 100, 101, 102
hidden costs 215
Hogan, Paula xvi, 4
Holden, Sarah A. xvi, 6
holistic comprehensive planners 59
Hueler, Kelli xvi
Hueler Companies 125, 136, 137, 140
human capital 55–6, 59, 62
Hung, Angela A. xvi, 5, 35, 250, 275

impact of financial planners 157,
161, 162, 163

importance of financial advice 233,
239, 240, 241, 242

regulating financial planners 312, 313

impact of financial planners 5–6, 153–78
bivariate estimates 165–6, 171
evaluation designs 153–63
concepts measurement 154–6
observed relationship credibility
between consultation and
outcome 157–63

randomized field experiment to
assess impact of consulting
financial planner 159

result applicability to other
settings 156–7

instrumental variable
approach 161–2

multiple regression analysis 161
national dataset analysis 163–74
credibility of observed
relationships 165–74

generalizing to a population 164–5
incremental effect of consulting a
planner on number of different
types of financial assets held 176

incremental effect of consulting a
planner on proportion of total
financial wealth held in
stocks 175

incremental effect of consulting a
planner on total financial
wealth 174

logistic regression parameter
estimates of first stage of
propensity score analysis 172–3

ordinary least squares parameter
estimates of number of asset
categories 170

ordinary least squares parameter
estimates of proportion stock
equity 169

ordinary least squares parameter
estimates of total financial
wealth 168

Survey of Consumer Finances 2007
(SCF) 163–4

weighted means for ordinary least
squares regression
covariates 167

weighted means and t-tests for
financial outcome variables 166

non-experimental research
design 159–61

ordinary least squares
regression 165–73

outcome of interest 171
population of interest 156–7
propensity score approach 162–3,

165, 170–1, 175

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

332 Index



randomized field experiment
(RFE) 158–9, 162, 175

reverse causation 160–1, 171
Survey of Consumer Finances 2007

(SCF) 163–4, 174
income
annuity decision-making

process 138, 139
asset allocation 90
Average Indexed Monthly Earnings

(AIME) 101
consumer finance protection 216
credibility of observed

relationships 167, 168, 169,
170, 172

gap calculator 140
inflation-adjusted 82
mutual fund investors’ use of financial

advisers 255, 257, 264, 265
usefulness and importance of

financial advice 231, 232, 235
see also annual family income; lifetime

income
Income Solutions 125, 129, 142
independent financial advisers 77, 154
Inderst, Roman xvii, 5, 143, 183, 250
impact of financial planners 154, 157
importance of financial advice 229,

233, 242
India 238, 240
Individual Retirement Account

(IRA) 14, 38
age and financial advice 244
annuity decision-making process 126,

128–9, 131, 137, 145, 146
asset allocation 100, 102
behavior change and financial

advice 183
benefits from financial advice 235
fiduciary duty non-applicability 26–8
fiduciary investment advisers 34, 36–7
legal and regulatory issues, evolution

of 30
mutual fund investors’ use of

financial advisers 249, 253, 263,
264, 266, 267

rollover alternative 130–1
Securities and Exchange Commission

(SEC) regulation 292
usefulness and importance of

financial advice 236
individuals and financial advice

issues 13–15, 25–9
conflicts of interest 28–9
marketing where fiduciary duty

doesn’t apply 26–8
terminology 26

inertia 28, 121, 123, 215
inflation-indexed annuity 56, 91
initial public offering (IPO) 28
institutional advisers 132, 134–5
institutional individual 132, 134–5
instrumental variable approach 161–2
insurable risks 52
insurance agents 16, 307–8, 309, 311
see also life insurance agents

insurance companies 16, 141
insurance, full 54
insurance laws 309, 314
insurance products 311–13, 311
Internal Revenue Code 126, 137
Internal Revenue Service IRS Form

1099 22
Internet use see online access and advice

for investors
Investment Adviser Association

(IAA) 18
Investment Adviser Competency

Exam 243
Investment Adviser Representatives

(IARs) 3
investment advisers 276–7, 278–9, 285,

309, 311
conflicts of interest 31–5
see also Registered Investment Adviser

(RIA) firms
Investment Advisers Act (1940) 276,

278–9, 281–2, 284–5, 287–8,
296, 309

fiduciary investment advisers 30–5, 36
financial planner regulation 306,

308, 310, 316

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 333



Investment Advisers Act (1940) (cont.)
Securities and Exchange Commission

(SEC) regulation 292, 294
Investment Company Act 278
Investment Company Institute

(ICI) 27, 237
Annual Mutual Fund Shareholder

Tracking Survey 256, 259, 263
household survey 250–1
IRA Owners Survey (2011) 253
Mutual Fund Shareholder Tracking

Survey (2006) 263
Investment Funds Institute of Canada

(IFIC) 154
investment horizon 215
investment risk 52, 64, 65, 109
Investor Protection Trust survey 25
issuer selection 139–40

Jones, Christopher L. xvii, 4

Laby, Arthur B. xvii, 6, 32
leaders, investors as 255, 267
legal and regulatory issues 6, 29–38

conflicts of interest 30–5
fiduciary investment advisers, current

rule making and reports
on 35–8

level fee model 37
levers 89, 93–4
Levitt, Arthur 288
Lieber, R. 2
life cycle paradigm 48–51, 54–6, 64,

65, 66
life insurance agents 75, 77
life planning 57, 63
lifetime annuity platform 4
lifetime income

on a deferred basis 128
inflation-adjusted 82
and spending 55

lifetime standards of living 55
linear probability (LP) model 185, 191,

197, 198
load (commission) 26
longevity risk management 64, 65

loss aversion 56, 78, 234
loyalty 32

Maloney Act 278, 294
managed accounts 115–19, 117, 118,

120, 121
Mangla, I.S. 2
marital status
behavior change and financial

advice 186, 187, 190, 198, 200, 202
credibility ofobservedrelationships 167,

168, 169, 170, 172
Social Security benefits 72, 85

market considerations 6
marketing and disclosure rules 308
matched-pair research design 162
Matthew Greenwald & Associates

survey 74
Mayer, Robert N. xvii, 5
Mean Variance Optimization 47
Medicare program 7
Merrill Edge Advisory Center 21
Merrill Lynch 21, 22
Global Wealth & Investment

Management website 22
MetLife Securities Inc. 16
Miller, Frederick H. xvii, 4
Mitchell, Olivia S. xvii, 321
modern portfolio theory paradigm 47,

48–51, 52–4, 55–6, 64, 65, 66
Money Advice Service (United

Kingdom) 143
Monte Carlo analysis/simulation 52–3,

111
Moody’s 141
Morningstar Principia software 47
mortality risk 52
Motley Fool 223
Muir, Dana M. xviii, 4, 7, 54, 126,

153, 183
importance of financial advice 229, 237
regulating financial planners 305, 314

multiple source retirement plans 259,
260

multivariate analysis 263–7
Munnell, Alicia H. xviii, 4, 71

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

334 Index



mutual fund investors’ use of financial
advisers 249–71

age 251–3, 251, 252, 255, 257, 261,
262, 263, 264, 265

collaborators (investors) 255, 267
confidence 263, 264, 266, 267
defined contribution (DC)

plans 249, 252–3, 262, 264,
266, 267

delegators (investors) 255, 267
demographic characteristics 255
education 255, 257, 262, 263, 264, 265
employer-sponsoredplans 259–61, 262
employment status 257
financial assets 255, 262, 263, 264,

265, 267
financial literacy 250
gender 257, 262, 264, 266
income 255, 257, 264, 265
Individual Retirement Account

(IRA) 249, 253, 263, 264, 266, 267
internet access and activity affecting

investor decisions 263, 264,
266, 267

investor/adviser split of decision-
making 257–8

leaders (investors) 255, 267
marital status 257, 262
multiple source plans 259, 260
multivariate analysis 263–7
ongoing advisory relationship

status 254–6, 255, 256, 261–7,
262, 265–6

outside-employer-sponsored
plans 259, 261

prior research 250
probit regression model 264
reasons for seeking advice 253–4, 254
retirement status 257
risk 256, 258, 263, 264, 265–6
sources used by mutual fund

investors 259–61, 259, 260
trigger events 252–3, 267
type of decision-maker 258

mutual funds
benefits from financial advice 237

conflicts of interest 28
quality of advice provided to plan

sponsors 29
usefulness and importance of

financial advice 235–8, 242
see also mutual fund investors’ use of

financial advisers

National Association of Insurance and
Financial Advisors (NAIFA) 293,
299

National Association of Insurance
Commissioners (NAIC) 136

model regulations on suitability
standard for annuity
transactions 311–12

‘Suitability in Annuity Transactions’
model regulation 127

National Association of Securities
Dealers (NASD) 278, 295, 316

National Institute on Aging (NIA) 104,
208

National Longitudinal Survey of Youth
(1979) 231

Netherlands 157, 162–3, 185
net worth see wealth
neuroscience theory 234
New Foundation: Rebuilding Financial

Supervision and Regulation white
paper 285

New Means Financial Planning 23
New York Stock Exchange (NYSE) 278
non-experimental research

design 159–61
non-qualified assets 137

Obama Administration 285
online access and advice for

investors 83–4, 111–12, 113–14,
137, 143, 263, 264, 266–7

opaque commissions see shrouded
pricing

ordinary least squares regression
behavior change and financial

advice 187, 189, 190, 192, 200,
201, 202, 205

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 335



ordinary least squares regression (cont.)
credibility of observed

relationships 165–6, 171
asset categories (parameter
estimates) 170

propensity score analysis 172–3
stock equity proportion (parameter
estimates) 169

total financial wealth (parameter
estimates) 168

weighted means of covariates 167
Orlova, Natalia 89
outcomes-based approach 111, 160, 171
oversight board (alternative approach

to existing regulation) 315–16

Paredes, Troy A. 289–90
pension consultant 16
Pension Protection Act 2006 (PPA) 2,

36, 37, 119–21, 184
Pension Research Council 321–4

advisory board 322
Boettner Center for Pensions and

Retirement Security 321
executive director 321
institutional members 323
recent publications 323–4
senior partners 322–3

performance-based sales 220
performance measurement of financial

advice 5–6
personal balance sheet 215
Personal Financial Specialist

(PFS) 18–19, 314
planning paradigms 47–67

adviser-client goal 48
adviser-client relationship 50, 51
adviser deliverable 51
adviser questions (of clients) 50
adviser role 51
approach to risk 48–9
behavioral paradigm 48–51, 56–9, 64,

65, 66
experienced adviser

paradigm 48–51, 59–63, 64,
65, 66

key contributions 48
language/framing importance 49
life cycle paradigm 48–51, 54–6, 64,

65, 66
model assumptions about clients 50
risk capacity 49
risk tolerance 49
traditional or accounting/

budgeting/modern portfolio
theory paradigm 47, 48–51,
52–4, 55–6, 64, 66

unit of analysis 48
utility 48

planning strategy for when client has
more than (or less than)
enough 64, 66

plans see in particular defined benefit
plans; defined contribution
plans; 401(k) plans

Plan Sponsor Council of America
survey 128

plan sponsors and financial advice
issues 29

Ponzi scheme 277
population of interest 156–7
portfolio
allocations 97–8, 188, 190, 192, 204, 207
all-stock 99
checkup 194–5
optimal 98–9, 99
risk 222
typical– 98–9, 98, 99
see also modern portfolio theory

paradigm; portfolio ‘mistakes’
portfolio ‘mistakes’ 187–8, 190, 192,

199, 200, 201, 202
systematic 215, 218
too aggressive 201, 205, 206
too conservative 200, 201, 205,

206, 207
under-diversified 200, 201, 205,

206, 207
zero equity 201, 205, 206

Poser, Norman 286
pre-retirement salary required to

maintain living standards 90

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

336 Index



President’s Advisory Council on
Financial Literacy (PACFL) 7

private pension funds 141–2
probit regression model 264
Prochaska model 63
procrastination 215
professional certifications 16–20
Certified Financial Planner

(CFP) 16–18, 154, 239, 314
Certified Investment Management

Analyst 20
Chartered Financial Analyst

(CFA) 18
Chartered Financial Consultant

(ChFC) 19, 314
Chartered Investment Counselor

(CIC) 18
Chartered Life Underwriter

(CLU) 19–20
Personal Financial Specialist

(PFS) 18–19, 314
prohibition of specified actions

(prohibited transactions) 30–1,
39, 109

propensity score approach 162–3, 165,
170–1, 175

propensity to seek advice 185–6,
187, 200

prospect theory 56
providers see broker-dealers; financial

advisers; insurance agents;
investment advisers

proxy access rule 290

Qualified Default Investment
Alternatives (QDIAs) 119–21

quotation scenario 139

RAND 35
Institute for Civil Justice 285
see also American Life Panel

randomized field experiment
(RFE) 158–9, 162, 175

Rappaport, Anna xviii, 4
Registered Investment Adviser (RIA)

firms 2–3, 107, 243

regression analysis 161
see also ordinary least squares

regression
regulation of financial advisers 275–99
financial information for broker-

dealers 297–8
see also Securities and Exchange

Commission (SEC) regulation
regulation of financial planners 305–19
conflicts of interest 310–13
credentials and standards,

clarification of (alternative
approach to existing
regulation) 317–18

existing regulation covering most
financial planning
services 308–10

fiduciary standardof care 310,311, 317
key statutes and regulations 309
marketing and disclosure rules 308
oversight board (alternative approach

to existing regulation) 315–16
self-regulated organization

(alternative approach to existing
regulation) 316

standards of care, differences in 311
suitability standard of care when

recommending insurance
products 311–13, 311

suitability standard of care when
recommending security
products 310–11, 311

titles and designations, consumer
confusion about 313–14

under broker-dealer laws 307
under insurance agent laws 307–8
under investment adviser laws 306–7

regulatory gap 305, 309
regulatory issues see legal and regulatory

issues
replacement rates 89–93
projected 93–4, 101–3
Social Security 90–1, 91
target 93–4, 100–1, 103

Required Minimum Distributions
(RMD) rule 126–7

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 337



Retirement Earnings Test 76
retirement income targets and

resources 93–7
asset allocation 95
delaying retirement 95
projected replacement rates 94
reverse mortgage income 94–5
spending, control of 95–7
target replacement rates 94

RETIRE Project (Georgia State
University) 90, 94, 100

return-return tradeoff 108
revenue sharing 29
reverse causality 160–1, 171

behavior change and financial
advice 182, 191–3

Chile 141–2
reverse churning 20
reverse mortgage 97

income 94–5
risk

assessment 58
asset allocation 93
aversion 55, 57, 98, 99
capacity 52–3, 56, 58
explanation of see planning

paradigms
insurable 52
investment 52, 64, 65, 109
management 55, 59, 64, 65
consumer finance protection 222,
223, 224

mutual fund investors’ use of
financial advisers 256, 258, 263,
264, 265–6

retention 54
-taking and workplace advice 108–9
target 222
tolerance 52–3, 55–6, 57–8, 215

riskless equities 95, 96–7
Roosevelt, Franklin D. 277–8
Roper, Barbara 293

S&P 500 index funds 215
safe-harbors 119–20
sales force channel 260

saving 78
education on 83–5

savings rates
implied 91–2
required 91, 92

Schapiro, Mary L. 289, 290
Schneider, Lisa xviii
Schwab 23–4, 28–9
Private Client 28

Schwab, Charles 25
Scott, Jason S. xix, 4, 52
Securion 29
Securities Act (1933) 277
Securities and Exchange Act

(1934) 229–30, 237, 276, 278,
286, 289, 309

Securities and Exchange Commission
(SEC) 2, 3, 296

companies providing financial
advice 16

compensation and agency
costs 239–41

conflicts of interest 31
disclosure of advisory fees 22
fees 21
fiduciary duty non-applicability 26
fiduciary investment advisers 33, 35,

36–7
financial planner regulation 306,

307, 308, 309, 310, 312–13,
315, 316

incentives and investment advice 238
legal and regulatory issues 30
market and regulatory

considerations 6
planning paradigms and risk 54
registered investment advisers 314
regulation harmonization of financial

advisers 275, 276
Special Study of the Securities

Markets 294
see also Securities and Exchange

Commission (SEC) regulation
Securities and Exchange Commission

(SEC) regulation 277–95
Advisers Act rule 281–2

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

338 Index



Business Roundtable v. SEC
(2011) 289–91

congressional action 284–7
economic justification 289–91
Financial Planning Association v. SEC

(2007) 283–4
historical development 277–81
retirement plan advisers 291–3
self-regulatory organization (SRO)

for investment advisers 293–5
study on harmonization 287–8

securities laws 309
securities products 310–11, 311
securities regulators 314
securities salesmen 276
SEC v. Capital Gains Research Bureau Inc.

(1963) 276, 292
SEC v. Tambone (2008) 277
self-interest 217–18
self-regulatory organizations

(SROs) 278, 289, 293–5, 296,
307, 316

self-selection 182, 185, 189–93, 195–8,
200, 204, 207

Senate Banking Committee 285
sentiment-driven flows 234–5
Series 7 examination 243
Sharpe, William 110–11
shrouded pricing 238, 240, 242, 244
Smart 401(k) 16
Smetters, Kent xix
Social Security Administration

(SSA) 71–2, 77, 82, 86
Social Security Average Wage

Index 101
Social Security benefits 4, 70–86, 101
adviser input on timing of

claiming 77
age 71, 72, 77, 80, 85
annuity decision-making

process 143, 144
asset allocation 90
Break-Even Analysis (adviser

evaluation) 78, 80, 85
Claim Now, Claim More Later 72
Claim and Suspend tactic 72

defined contribution (DC) plans 70,
73, 83

financial advice, importance of 73–4
financial advisers 70, 73, 75–6, 77
framing impact 78–82, 79
Free Loan strategy 71, 86
gender 71
health 79–80
information, use of (adviser’s) 82–5
marital status 85
methods and strategies for when to

claim 78
new emphasis on claiming

strategies 71–2
prevalence of Social Security

conversations 76
public understanding of benefit

rules 72–3
replacement rate 90–1, 91
retirement plan provider

perspectives 83
role of advisers in educating and

advising clients 75, 76
saving, education on 83–5
Social Security Administration

(SSA) 71–2, 77, 82, 86
Social Security Optimizer 84
spousal 82
training of representatives 84–5
user-friendly content and presentation

of online information 84
wealth and dynamic modeling 98, 99
when to claim in different scenarios 81
widows 72

Society of Actuaries, Fellow of (FSA) 20
socioeconomic controls and benefits

from financial advice 235
Solis, Secretary 293
spending, control of 95–7
sponsor endorsement 112
Standard & Poor’s 141
standard of care 35
structural equations 175
structural guidance see annuity decision-

making process and guidance
suitability reviews 136

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 339



suitability standard 32, 239, 310–13, 311
see also regulation

SunAmerica Advisory Opinion
(2001) 114–15

SunAmerica model 37
Survey of Consumer Finances 2007

(SCF) 163–4, 174

target date investment fund 14, 120
target risk 222
tax complexity 230–1
tax-deferred retirement plans 2
tax-qualified assets 137
tax status, preferred 219
TD Ameritrade 22
technical expert (role) 155
titles and designations, consumer

confusion about 313–14
TMF Money adviser 23
traditional or accounting paradigm 47,

48–51, 52–4, 55–6, 64, 65, 66
training of representatives 84–5
transactional agent (role) 155
transaction costs 22, 221–2
transparency 220, 221–4

see also disclosure
Treasury Department 213, 294

revenue rulings 127
trigger events 252–3, 267
T. Rowe Price 23
trust 60, 217, 219
Tully Committee Report/Tully, Daniel

P. 281
Turner, John A. xix, 4, 7, 54, 153, 183

guidance in annuity decision-making
process 126, 127

importance of financial advice
229, 237

regulating financial planners 305, 314
12b-1 fees 237–8

Uniform Application for Investment
Adviser Registration (Form
ADV) 308

Uniform Securities Act 3
United Kingdom 2

annuity decision-making process and
guidance 142–3

Financial Conduct Authority 213
Financial Services Authority

(FSA) 241–2
Open Market Option (OMO) 143
Pensions Advisory Service

(TPAS) 143
usefulness and importance of financial

advice 229–45
age 236, 243–4
benefits 233–5
calculated retirement needs 236
certifications 243
cognitive ability 231, 232, 235
compensation commission and

agency costs 237–41, 242
conflicts of interest 239, 242, 244
education 231, 232, 235, 236,

242–3, 244
employment status 231
fiduciary standard 241–2, 245
financial literacy 231, 244
financial planner regressions 236
household characteristics 232
household welfare

improvement 230–3
incentives 235–8
income 231, 232, 235
Individual Retirement Account

(IRA) 236
mutual funds 235–8, 242
potential regulatory

alternatives 241–3
region 236
retirement wealth 236
self-esteem 231, 232
shrouded pricing 238, 240, 242, 244
wealth (net worth) 231, 232, 233,

235, 236

Vanguard 21–2

wealth 102–3
annuity decision-making process 137
consumer finance protection 216

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

340 Index



levels by wealth deciles 96
mutual fund investors’ use of

financial advisers 255, 262, 263,
264, 265, 267

usefulness and importance of financial
advice 231, 232, 233, 235, 236

Whitney, Richard 278
wirehouses 75
withdrawals, programmed or

phased 141
workplace advice 107–24
defined benefit (DB) plans 108–9,

115, 122
defined contribution (DC)

plans 107, 108, 120, 122–3
Financial Engines 107–8, 110–11,

112–13, 114, 115–19
401(k) plans 107–11, 112, 114–15,

117, 119, 121, 122–3
government regulators 107

managed accounts 115–19
new model 110–11
online advice 111–14
Pension Protection Act 2006

(PPA) 119–21
plan participants (employees) 107
plan sponsors (employers) 107,

109–10, 111–12
Qualified Default Investment

Alternatives (QDIAs) 119–21
SunAmerica Advisory Opinion

(2001) 114–15

Yoong, Joanne K. xix–xx, 5, 250, 275
impact of financial planners 157,

161, 162, 163
mutual funds 233, 240
regulating financial planners 312, 313

Zick, Cathleen D. xx, 5

OUP CORRECTED PROOF – FINAL, 17/9/2013, SPi

Index 341


