

Chapter 8
ATTITUDES AND BEHAVIORAL CHARACTERISTICS OF CLIENTS

INTRODUCTION

The initial emphasis in personal financial planning is, and should be on the first word, personal. Every client you deal with is a unique individual and needs and deserves to be treated that way.

What makes each person unique, and how does that impact your role as a financial planner? Obviously, each client’s distinctive financial circumstances make him unique, as do his personal goals and priorities. In addition, everyone has his own tolerance for different types of risks, such as investment, debt, personal activity, property and liability that contributes to a person’s individualization.

INFLUENTIAL FACTORS

What factors or events lead to an individual’s choice of goals, objectives and priorities? Put another way, what makes each of us who we are? The most obvious environmental attributes, as distinguished from inherited or genetic factors), include:

1.
Cultural Background. Religious, country of origin, urban or rural home life, economic surroundings, etc.

2.
Family Experiences. Two parent or single parent families, divorce, siblings (many or few) or only child, living grandparents nearby, large or small extended family (cousins, aunts and uncles), etc.

3.
Emotional and Medical Factors. Always or never sick as a child, parents or siblings with chronic illness, depressive disorders in the family, etc.

4.
Life Cycle Stage and Age. Is your client at the peak of his or her career, or getting ready to retire? Does he feel older or younger than his years would suggest? Is he or she emotionally and physically, but not financially, ready to retire?

5.
Knowledge: Education, Expertise, and Personal Experiences. The stimulus of intellectual challenge, the client's experience in managing his own investments, street-wise experience; knowing what he can manage personally and when he needs professional assistance, etc.

Each of these influencers affects all of us to varying degrees and often in surprisingly different ways. For example, two old friends and business partners, Sam and Abe, are Children of the Depression. Both of them saw how their parents dealt with similar hardships during the 1930s, and as a result, the two friends have very different perspectives on dealing with their own financial good fortune. On the one hand, Sam lives as if everyday will be his last and there is nothing that he can do to materially affect his future. Accordingly, he lives well, spending his earnings and not worrying about how he’ll meet his future financial needs. To the other extreme, Abe believes he will live forever, be sick every day the rest of his life, and will need to save every penny he can.

While Sam is not worried about his own needs, he is concerned about his children, as his parents were concerned for him and his siblings. Accordingly, part of Sam’s current spending has been regular gifting to his children as well as significant premiums on life insurance to fund an identified amount of inheritance for them. At the other extreme, Abe lives on less than one-third of his income, gives nothing to his children and doesn’t believe in life insurance. He is afraid he will personally need every cent he has earned, even though his lifestyle is far below what his assets can provide, and the kids will get whatever may be left (if anything) when he is gone. Abe doesn’t care that he may live to be 95 and his children would be in their 70’s when they finally receive what in all likelihood will be a substantial inheritance. He simply can’t bear to part with the safety blanket of his life savings.

It is important to highlight that neither Sam nor Abe is absolutely right or wrong in his basic financial philosophy. Again, the key to each person’s financial plan is his personal financial and emotional goals based on his own personal experiences and priorities. It is inappropriate to criticize someone for acting in a manner consistent with his personality. At the same time, it is a critical error for a financial planner not to advise each client of the financial consequences of his spending, saving, gifting, and investing decisions. Let the client make his own decisions based on all available information, not purely from emotion and ignorance of the potential results of his choices.

STEREOTYPICAL BEHAVIOR

Even though people will react differently to similar circumstances and influences, certain actions and responses will typically fall within ranges of predictability. Such probable behavior is typically referred to as stereotypical. Stereotypes are based on patterns of reality. And, although not all responses of all people will be predictable, established stereotypes do provide a starting point in understanding how clients with certain traits and characteristics will react to their circumstances and your recommendations.

Take the attitude of Abe in the above example. It is typical for someone influenced by the hard times his parents experienced during the Depression, experiences of which he was continuously reminded, to follow the lead of his parents and to become, in the kindest term, frugal. Sam’s reaction would be considered less conventional.

What are some examples of stereotypical behavior a financial planner can expect to deal with in advising a client? Consider the following examples:

1.
Retirees. 

As an individual approaches retirement, or if he is already retired, the realization sets in that the assets he has accumulated, plus anticipated Social Security and pension benefits, is all he has available to meet his financial goals for the rest of his life. These assets and benefits may be all he needs to fulfill all of his objectives. Most likely, the retiree will demonstrate a certain level of trepidation that he no longer has the ability to replenish his reserves now that he is no longer working. Only a small number of individuals have assets that clearly exceed their needs. Most clients have enough, but are extremely sensitive to the following uncontrollable factors that may irreplaceably deplete their funds:

a)
Inflation

b)
Stock market volatility

c)
Major medical expenses

d)
Needs of their children and grandchildren that they may have to cover

e)
Simply living too long (out-living their money)

The stereotypical fears realized by the retirees often lead to irrational behavior; not eating properly, wearing old clothes, not caring for their homes, keeping the heat and air conditioning too low, leaving lights off, reducing telephone services, and not traveling anywhere. In summary, their tendency is to spend less than they can afford and, more importantly, less than they need to maintain their well-being. 

Getting retirees comfortable with the assurance that they do have enough, or that they can manage with limited adjustments to their spending habits, is not easy. All the quantitative analyses and projections in the world won’t ease the emotional concerns they have as they realize they are in their final years.

2.
Divorced people.
Newly divorced clients are subject to many of the same fears as are retirees since, in many cases, these people must face a future with a much lower income than the amount necessary to maintain the life style to which they have become accustomed. Accordingly, they too are looking to an identified pool of resources to meet their financial needs and goals for the rest of their lives. In this case the resources typically include the assets received in the property settlement, occasionally alimony, for as long as it lasts, which is typically not for life; pension benefits, their own and whatever share of their ex-spouse's they are entitled to under the divorce settlement, which is often paid in lump sum and rolled over to an IRA; and Social Security retirement benefits, their own or spousal benefits.

The fears of the divorced individual are often exacerbated by two non-financial worries:

a)
The fear of being alone for the rest of their lives. This is particularly a concern for individuals who divorce in their 40’s and 50’s, who see many lonely years ahead of them. They may fear having no chance to remarry, and may be faced with replacing friendships and relationships that were predominantly derived from their former marriage. Even their older friends, from college and high school, are probably married, making the newly divorced individual feel like a third wheel in many situations.

b)
The fear of managing money for the first time. Some divorced individuals who did not manage their own finances, or participate in the management of the family’s finances during the marriage, may feel lost, if not in total fear of managing monthly bills and checkbooks. The idea of a budget may be foreign to them.

Imagine how the divorced person in this situation feels about managing the investment of the funds received in a property settlement. How does he or she know whom to turn to? Who can be trusted? How do you build trust? Many divorced individuals compound the personal crisis by making poor choices of investment managers. The risks of such errors are devastating since the client may have no opportunity to financially recover.

In the case of women the change of life may compound these traumas, leading to irrational behavior and a poor decision making process. Patience and sensitivity to this fragility are critical to providing meaningful advice and counsel to these clients.

3.
Widows.
Similar to retirees and divorcees, widows are confronted with the realization that the assets left to them by their late spouses represent all they have to manage their financial needs for the balance of their lives. They are subject to all of the emotional issues previously discussed. If they are young widows, they may be concerned with being alone and raising children alone for a very long time. Older or younger, they are all particularly vulnerable to an acute loneliness because of how they arrived at this status – the death of a loved one.

Older widows sometimes find that the adjustment to new responsibilities, such as the management of money and investments, is beyond them. The fact that the family assets might have been more than adequate to fulfill the needs of both spouses during retirement, even if the assets are supplemented by life insurance on the deceased spouse, is irrelevant. They simply never had to cope with matters relating to money. They may be fearful that it is beyond them and there will not be enough.

The emotional issues associated with the loss of a spouse cannot be overstated. Perceptions of dependency on the lost spouse, particularly as relates to financial matters, are often illogically intensified. 

4.
Young singles.
The number one financial priority of young singles is typically spending, particularly if they have lived a financially limited life during their college years. Having money of their own, not being on an allowance, is a new experience for them. Some can handle this; they’ll live at home for a while, maximize contributions to 401(k) plans, and just generally be financially responsible. Others will go to the other extreme, buy an expensive car, rent an unnecessary large apartment that they’re never in, and even incur significant credit card debt while still trying to manage to pay off education loans. It’s only after their credit is cut off, or in the extreme they are facing personal bankruptcy that they wake up.

5.
Young married couples/no children.
These clients are often like young singles, except that a double appetite for the good life compounds the problem. What may be perceived as a double income of two working spouses is often reduced by the marriage tax penalty of progressive tax rates and double FICA taxes.

In many cases, one of the two young spouses will be more fiscally responsible and strong enough to influence the joint spending and saving habits. The drive to buy a first home and have a family can be powerful. It is not uncommon, however, for these differences in attitudes toward money matters to lead to stress in the early years of a marriage that can even become fatal to the relationship.

6.
Couples with young children, or soon to be parents.
Here’s when things get serious. The responsibilities of a family become an often-frightening reality, and a priority. The first (or larger) house, the loss or reduction in one spouse's income, the possible need for private schools are examples of the financial stressors the young couple must now deal with.

Interestingly, what has emerged as a common characteristic of young parents is the desire, and often obsession, to pre-fund the college education of their youngsters. Many couples are willing to defer the funding of their retirement and reduce their current lifestyles in order to put aside as much as possible for their children’s future. Many of these parents want to pre-fund both college and graduate school at the most expensive universities. More typically, depending on the income potential of the couple, four years of college is the identified goal. The availability of tax-favored investment vehicles, such as 529 plans, makes these goals more realistic. But, since college costs have, at least in recent years, been rising at speeds that often exceed twice the rate of inflation, even tax advantaged spending doesn’t adequately relieve this financial burden.

Habits are often hard to break, so it is not uncommon for young couples who have reduced their lifestyles to save for the college needs of their children to simply shift to saving for retirement, leaving their lifestyles at the same basic level. These couples will often retire with assets far beyond their needs for the balance of their lives, having never spent up to what they could afford.

Life insurance plays a key role in managing the education funding aspirations of the young parents. With an identifiable number of years that creation of an instant pool of funds is needed, term life insurance is usually the appropriate tool.

Two final thoughts: firstly, stereotypical behavior is just that, typical behavior, not everyone’s manner or reaction to particular circumstances. As stated in the beginning of this chapter, every person is unique and should be treated as special and distinctive. Not everyone will react as you might expect. As a simple example, not every widow was dependent on the deceased spouse to manage the day-to-day finances. Who pays the bills in your family?

Secondly, there is a clear, recurrent relationship between stress and money. When someone is dealing with financial issues and concerns, these problems pour over to every aspect of his life. Similarly, if someone is dealing with a monumental emotional or stressful event, whether perceived or actual, money and financial concerns are often given an unrealistic and irrational priority. In many cases, only time will soothe these concerns. In some cases, they will linger forever.

WHERE CAN I FIND OUT MORE ABOUT IT?

Eugene Kennedy and Sara C. Charles, M.D., On Becoming a Counselor 3rd Edition: A Basic Guide for Nonprofessional Counselors and Other Helpers (New York, NY: Crossroad Publishing Company, 2001).
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