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“Institutionalpssets

Cool Heads Prevail

Maybe advisers need to raise their expectations of

client behavior. By CaroL CLoUSE

IE NOTHING FLSE, THE MARKET CORRECTION WAS A REAL EYE-
opener: The downturn appears to be just the wake-up call
k) mwvestors needed to lure them back down to earth, a
quick shot of reality sorely meeded w bring expectanion levels
dewn anto o healthy range, advisers sy,

Just as the thaed cuarter tavght 400 (k) paracipants something
about expectations, so too did it reach their educators and ad-
sisers something: When ar comes 1o how participants will react
in ) down marker, mavbe expectations
ahold b e,

“Pleasamtly surprised” probably best
sy up the mood of financial planners
and representatives fromm mutual fund com-
paries given the general response 401(K)
investors had o the third guarter. Winle
there was o general sense of concern and
A merese n ealls from partcipanes, only
very soall number acted on therr con-
verns. Moreover, the general response was
muted and the calls fewer than advisers and
fund companies expected. Advisers offvr a
femsw Facuirs to L'.\'}ﬂ.ii!] this 1ur1iu.'|p.m1 o=
performance, the most conunion being education—an answer
that leaves planners not only plessed with participants, bot ako
with themselves as educarors,

We've been very pleased with the way our clients have reace-
ed,” says Dan Mosand, président of Oprimum Financial Group in
Melbourne, Fla“In theory all of this counseling we've done abour
how: the market is going to go into the dumper at some pomt has
wiorked.”

Advisers and fund company representatves sy that, despiee the
fact they had long been warning clients a downtorn wes -
evitable, they were stll mken aback by the fact the wamimgs
seemid to have worked. " 1e%5 been surprising We expected to re-
eetve higher call valume.” savs Barbara Burdett, a manager in the
T. Rowe Price participant service ceénter, which handles ingoiries
fron) participants in the Baltimore company’s defined contribo-
tion plans, The volome was higher in July and Augus than it was
in Seprember and October when partcipants recetved their state-
ments for the quarter ending September 30, However, it was
lonwer than prajections for all four of those months, Burdert savs,
thaueh declimng 1o disclose actual numbers

"We had very high volume on August 31,7 she says. "Then
peophe became a litthe bat more desensitized and the mumber of

“The most panicked
phone call | got was
from one employee
who asked, ‘Can | put
more money in while
the market’s down?'”
says Dennis Filangeri, a
planner in New Orleans.

calls 1o September went down.”

Other fund companics repart sinnlir
esperiences. Karmg Durgaran, managing
drrector and cluef of the defined contri-
buton busimess for Putnmam Investments of
Hoston, savs the firm usually hasa 15% to
2% ncrease o phone activity after a

statement, and probably had an additional
Al merease over thae atter the dard-gquar-
ter siatcment Wwent out

By the tine people recewved ther staterents— 10 vy after
the quarter ended—and made the call, che funds were already
up 356 1o 3% dand that tended o gquell people, e sovs " Por about
RAG e became a nonevent, Dungarian adds, " When they hoard
that their statement had genceruted the absolute bowom, the
markers were reboundimg and therr returns were higher than
what was on the wptement, thev snd . OK, bye' ™

Advisers add that most of the con-
cerned calls they received came fram in-
vestors nearing retiremnent. " They secm to
be more concerned becapse thetr accoum
balances are so large they can mike or lose
g month more than their average salary,
which can be prermy ditficulr psychologi-
cally” savs Miowsand, who has 2 sgnificam
number of clients nearing retirenieit,
miany of them emploved ar the NASA
Science Center

“Badtcally we remind them why theyre
ivested the way they are,” he says, “Even
though they're nearing retirement, they
can't stulff e all under the mattres,”

Moreover. clients with the smaller halanees said b didi’
seem so bad when they got their statement, he says, partdally be-
cause they e listened and diverafied and parually becanse thede
L'l.“ltrl.i'li.ll]l'l‘ll'\- AlT E"'I.'IH'IE 1t

Roobert WoTull Jr., presdent of FOW Tull & Assocuates In' Chess-
peake, Va., reports 2 smmlar expenience o that it was primanly
older chientss who were concerned abour equiry exposure. Among
hus 401 (k) cliens—he works with rwo large 41{k) plans-along
with some siwaller 300 (k) and o 203{b)—the man concern was
ineernanonal exposure. "They waneed o hear again why i 1
thevre investiny part of their money in tnternanonal funds, cipe-
cully in emerging markers,” Tull savs. In the 403{b) plan, a few
clients porually did reduce therr inermanonal investrents,

Ohverall advicers and fund company representatives say there
was some movement away from equities among H1(k) in-
vestors, but the majority did not shife money to sate havens. Pue-
nam reported thar les than (.3% was reallocared from muomaal
funds and company stock to guaranteed vestment contracts,
money markets and bonds trom Auguse through Oetober

The vast miagonty of SO0 irvestors questioned i a laee Aagzast
phone survey conducted by Fideliy Tnvesoments of Hoston said
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they had not moved money out of equm-
ties, Additionally, 74% said thiey wonld do
nothing if the marker contnued o fall,
while 1004 smd further declines would
present a buying opportunity:

Advisers also report thar actual fund
movement among 401 (k) clients was
minimal during and following the thind
quarter. Dennis Filangerd, an independent
planner in New Orleans who assas in
destigning and advising 401(k) and 403(b)
plans—primarily for companies in the
medical sector with up to 100 employ-
ees—says there was virtually no move-
ment away from equities among partici-
pannes an the plans switly whieh be works.
*Thee vaost pamicked phone call T gor was
from’ one employee who asked, "Can [

put mone money in while the market’
down?' " he says, "Most of my clients,
who range in age from their mid-twen-
ties to Ol), understand what their inmedi-
ate and long-term goaly afe. The young
person who has a long-term goal is mone
ng:gres_si_w, They see the divwnturn as a
buying opportunity.”

‘Another adviser who works with
small-business 1 (ks says there wasnt
enovgh movement 1o that direcoon 1o
suit hit: Steven Kaye; president of Amer-
ican  Economic Planning Group in
Watchung, M.J.says that Tess than 10% of
his elients movéd money, and most of that
maovement was to safe’ havens or less
valatile areas like unlines, “Theres not
pervasive ivestar fear, but theres enough
fear 1o keep people from acting,” Kave
says, “Peaple are not moving their lirge-
cap into small-cap. They're not moving
satme of ther lange-cap into technology,

Theyre not followmg through and mking
advantage of the et thar Jthose stocks]
are on sale. They have both fece in the
water—and it cold—and they don't
warnt to £er up to their waist”

Muosr advisers were pleased with the
overall nesponge of 401 (k) paracipanes. In
addition to the much-cired benehits of ed-
ucation, some offered a couple of other
reasons xs to why investon were not run-
ming for safer grovnd. “What | find fasci-
natng 15 that chents differentiate i cherr
bead between ther 401(k) and other
money, ays Dela Fernandez, owner and
principal of Fernandez Finanenal Adviory
in Los Alamros, Calif. “They see thewr
401 (k) cleady as money they can’t get 1o
F've had people come o me and complain
about their [401(k]] returns, but then they

a3y, T can't vouch it for 10 or 15 years any-
way, w0 1'm just going to leave it there' ™
They tend not 1o react as srrongly and
emotionally o the 40Uk) fund
a8 they do to others, she adds—not unles
they'ne very close to renmement. Even if
they have other funds carmarked for re-
grement, they're more concerned about
those becanse they can get 1o them easier.
Another reason, which may also help
explan why adwvisers were somewhat sur-
prised by the subdued reacton from plan
participants, is that imvestors stmply arent
watching svery movement of the market
the way those who work in the industry
are. *1 spend quite a bit of my time in
fromt af the wreen"sivs Malcolm Green-
nll, president of Sterling Furures in San
Francisco, "|lovestors are] very busy
thewr own work, We're much closer than
they are. Theyre much mpre detached
and ler things play themselves out. They're

Ny

certainly not pamcking and certamly not
ceallocanng money helter-skelter”

Greenhill, who primarily works with
srrill-busiress 401 (kjs—such a Tawe firns
and architectural firms with fewer than
30 employees—adds that he gie o few
mone calls than usual wnd that there wiére
a few people who "used the opportuny
oy risd themselves of the part of their p;urt-
furlio that was leaving them sleepless. | did
mot et the fecling thar people were
mindlessly selling or mindlessly reallocat-
iz Must were stickingg to their guns.”

Thas pleases advisers, especially since a
good number of those now participating
w401 (k) hadn’t previously been through
a down market, For many mvestors, their
third-quarter statement was the first o
reflect negative returns. According to
Morningstar, the averge do-
mestic lange-cap mutual fund
reported 4 retuen of = 11.50%
for the gquarter ending Sep-
tember 30, 1998, compared to
a reeurn of S.49% for the
sarme quarter the year before,
For large-cap value, 1998%
third-quarter  return was
=12, 370, compared to 8.98%
for thard-quarter 1997, large-
cop growth returned =11.21%
w1998 compared o 9.96%
in 1997 (see Fagure 1)

I the domestic small-
cap arem, the average mutual fund re-
ported a -22.21% return for the quar-
ter ending Seprember 30 compared to
1B 40 in 1997, '

Again, many advisers say they had
been warnmg their clients that the good
times were not going to Lt forever and
returns of the past few years were far
above what should be expected. Some-
omes it takes a dose of the real thing be-
fore mvestors truly understand what their
educatorsare saving. In thar way advisers:
siy. a quarter like the third quarter & a
good thing.

Some advisers admit thar the guarter
brought with it something else that was-
n't w0 bad: 2 hirde vindication. *The st
five vears have been tough [far advisers]”
Greenhill says, "We have been warning
people of these vorrections that never
happened. This is something. thar, for
mast people, s long overdie” FP
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