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Scientists link stress hormone to financial crisis

By Clive Cookson

The stress that financial traders suffer COMPANIES VIDEOS
during periods of high volatility in the
markets reduces their appetite for risk, When art and technology meet
according to a study led by Cambridge

university neuroscientist and former Wall

j \ Street trader John Coates. This may prolong 7
financial crises. |
The research, published in Proceedings of the National Academy of Sciences, FT ARTS \
N

combines field and lab work. Prof Coates and colleagues discovered that levels of the
stress hormone cortisol increased by 68 per cent on average in a group of City of »
London traders over eight days in which market volatility increased.

The scientists took this finding to Addenbrooke’s 4 -t
Hospital in Cambridge where they used pharmacology (<) % o

— hydrocortisone tablets — to raise cortisol levels in

More . Whenartand  Tech's FireEye chief
volunteers, also by 68 per cent over eight days. technology defensive upbeat on US
. . . - . t It
ON THIS STORY Participants then played an incentivised risk-taking mee allure [CEXTT

Work-related stress rises in many game. The appetite for risk collapsed, by as much as 44
€5 per cent according to one measure, in those with raised
cortisol. (The study was double-blinded with a control

Lucy Kellaway Bike test shows group taklng dummy tablets') v

M ) | w3 Finandal Planning

John Gapper Bankers risk all on
treadmill
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what I'm like at work A
N THIS TOPIC Prof Coate_s believes the u_n}_)hcatmns are important for The FT app for Android.
the financial world. Subclinical stress affects people’s N o
All roads lead to southeast for . . o . Subscribe and save 25% »
BIEhEES risk-taking behaviour, in a way that conventional
Roman remains point to London metrics cannot detect. “There is a powerful
headhunters physiological mechanism at work in the markets, and

Biscuit factory development forces  pg one — not the traders, not the risk managers, not the

artists further out of London . . -

policy makers — is aware of it,” he says.
Greenland Group comes to
London

The study also throws doubt on the assumption
embedded in economics that risk preferences are
stable. “This assumption, mostly hidden from view,
underlies almost every economic model and, it turns
B e A (9 S e out, every indicator of market sentiment,” Prof Coates
accord says.

Probe wakes up after three-year
space sleep

IN SCIENCE

Lasers blast way forward for
fusion power

Life’s a game for DeepMind chief

In fact individuals and companies tend to freeze up
during crises, just when the markets offer the most
attractive opportunities. During a financial crisis, the economy most needs risk
takers but rising stress hormones contribute to the widespread risk aversion
sometimes called irrational pessimism. “The stress response may thereby exacerbate
market instability and prolong crises,” he concludes.

Copyright The Financial Times Limited 2014. You may share using our article tools.
Please don't cut articles from FT.com and redistribute by email or post to the web.
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Conversations About Personal Finance More Difficult
Than Religion and Politics, According to New Wells
Fargo Survey

A new survey from Wells Fargo (NYSE:WFC) revealed that Americans find discussing personal

finances as difficult as talking about other thorny discussion topics like religion and politics. 0
Nearly half of Americans say the most challenging topic to discuss with others is personal

finances (44%), whereas death (38%), politics (35%), religion (32%), taxes (21%), and 3 Tweet
personal health (20%) rank as less difficult. These results come from Wells Fargo’s Financial

Health study, a national online survey conducted by Market Probe, Inc., of 1,004 adults .o
between the ages of 25 and 75, designed to take the pulse of Americans’ perceptions of their [ :

own financial health.

“It's not surprising people don’t want to talk about money, investments, tax strategies, or even m Share
how much to put aside for a child’s education,” said Karen Wimbish, director of Retail

Retirement at Wells Fargo. “But not spending time today to think about the future can be costly D Email
in the long-run. | think of personal finance in the same vein as my health—| wouldn’t keep

concerns about my physical health private. I'd consult a doctor or talk to a friend or family sl Share
member about it.”

Financial health regrets and barriers

Although people find it easier to talk about politics and religion over money, that doesn’t mean financial
concerns are not top-of-mind. Two in five (39%) Americans report that money is the biggest stress in their life,

39% say they are more stressed about finances now than they were last year, and a third of Americans (33%)
fferently if they could go back five

report losing sleep worrying about money. When asked what they would do di

. o
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years, more adults cite regrets about saving and spending (49%) than about shortcomings in all other areas of
their life, including taking better care of their physical health, diet and fithess (42%), pursuing different personal
relationships (21%), and working more to improve their career (16%).

Knowing what to do also appears to be a major barrier to a healthier financial life. In terms of getting in physical
shape and exercising, respondents said the hardest part is “motivating themselves to get started” (40%) and
“sticking to a plan” (36%). But for financial health and saving money, the hardest part is “knowing the best

approach” (35%) and “sticking to a plan” (35%). Only 9% of respondents said motivation was the biggest THR : U G
barrier for improving financial health. In addition, about a third report they are more worried about their financial RMEREIS lo0K af how innovators

health than their physical health. are changing the game in payments

“When someone is physically out of shape, they typically understand that eating well and exercising more will
help get them back on track,” said Wimbish. “With money, however, there’s a lack of understanding about the
importance of designing a plan. Only a third of adults have some type of financial plan or a simple household
budget in place, which means most Americans don't have the roadmap needed to improve their financial
health.”

PYMNTS

Podcasts &)

According to the study, a majority of Americans feel financially healthy when addressing their basic needs, but Click here and listen

feel less so when trying to control spending and saving for retirement and emergencies. Two thirds (67%) feel
in financially good or great shape with regards to paying their monthly bills, and over half (56%) feel financially
good or great in their ability to live within their means. However, only 40% feel financially good or great about
their amount of discretionary spending and about their “rainy day” savings. Only a third (33%) described feeling
good or great shape in their ability to retire comfortably.

Conversations about money

Seventy-one percent of adults surveyed learned the importance of saving from their own parents. Despite this,
only a third (36%) of today’s parents report discussing the importance of saving money with their children on a

frequent basis, with 64% indicating they talk about savings with their kids less than weekly or never. v
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For a quarter of married or partnered adults (25%), financial concerns have had an impact on these A
relationships. About a third (33%) have difficulty discussing money with their spouse or partner, and a quarter
(25%) often have heated discussions with their significant other about money and household finances.

Gender differences

The study revealed some distinct differences between women and men when it comes to money matters. Half
of women (50%) find it difficult talking with others about personal finances, versus 38% of men. Women are
also less confident about their investment knowledge. Only 29% of women said they know where to invest in
today’s market (compared to 42% of men).

Almost half of women (45%) grade their financial literacy a ‘C’ or below, while 65% of men assess their level of
financial literacy as a ‘B’ or higher. Men also express greater confidence in their ability to maintain their
standard of living, with 57% feeling in good or great financial shape in this area versus 49% of women.

Additional findings
The study also revealed the following saving and spending-related behaviors:

« Adults are far more likely to have their car serviced (82%) or take a vacation each year (69%) than
review their finances (43%).

« Those who feel to be in poor or average financial health are twice as likely to update their Facebook

profile (47%) than they are to review their finances (25%).

Two-thirds (65%) of adults spend at least two hours watching television each day, while only one third

(34%) spend at least 15 minutes thinking about their finances daily.

« One in four (25%) adults would rather pay for a personal trainer than a financial advisor.

About a third (32%) of retirees feel more stressed financially now than they did before

retiring—especially those who retired early (before age 60).

Visiting a professional is a great first step to getting fiscally fit. Wells Fargo also offers online resources for v

M [ | wHFinandial Planning G.
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Opinion: 10 headscratchers that show we're
all irrational about money

Published: July 4, 2016 6:06 a.m. ET

(K |3 [ s |

When it comes to money, some of us could use critical thinking
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By
JONATHAN
CLEMENTS

(=)

Investors are humans, too.

In other parts of our life, we readily acknowledge that emotions play a huge role.
But when handling money, we insist that we're entirely rational. Really? Here are 10
headscratchers that suggest otherwise:

1. Why do we concede that the car sitting out in the rain is a depreciating asset, and
yet we're convinced that the house sitting in the rain is a great investment?

2. Why do people, who are so optimistic about everything else, rush to claim Social
Security at age 62, suggesting they're pessimistic about their own life expectancy?

3. Why do we go out of our way to collect tax deductions, when these tax
deductions might save us just 25 cents for every $1 we spend?

4. Why will people readily admit that their family life is in turmoil, and yet they'd
never admit that their finances are a disaster?

5. Why do we buy the extended warranty in case the $300 television breaks, but we
fail to buy disability, health and life insurance in case our body breaks?

6. Why do folks, who would never dream of going into debt to buy stocks, think it's
entirely prudent to borrow 95% of the purchase price when they buy a house?

22 @ | € 10headscratchersth-. || M C\My Webs\wpfs-.. | 0% X3

‘W 10 headscratchers that sho,
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NASDAQ: q

prudent to borrow 95% of the purchase price when they buy a house? Mortgage Equity Savings Auto Credit Cards

7. Why do we build diversified portfolios — and then get surprised when all of our AV APR  LastWeek  6Montns
investments don't go up at the same time? Low Interest 11.98% 11.98% 11.76%
N N Business 13.12% 13.12%  12.97%
8. Why do folks flock to exchange traded index funds for their low costs and
N - . . Student 13.42% 13.42% 13.29%
enviable tax efficiency, and then throw away both advantages by rapidly trading
. Balance Transfer 14.38% 14.38% 14.17%
their funds?
Airline 15.08% 15.08% 15.02%
9. Why do we spend hours researching which $100 hotel room to book, and yet we'll Reward 15.29% 15.29%  15.20%
invest tens of thousands of dollars based on a five-minute cold call from a broker? Cash Back 15329 1532% 15.32%
Instant Approval 18.04% 18.04% 18.00%
10. Why do we concede that we'd have no chance against a professional tennis o
Bad Credit 22.56% 22.56% 22.81%

player, and yet we imagine we can beat the market averages, even as most

N | Source: CreditCards.com
professional money managers fail?

Jonathan Clements is the former personal-finance columnist of The Wall Street Journal MARKETWATCH
and author of the “Jonathan Clements Money Guide 2016.” Follow him on Twitter and on PARTNER CENTER
Facebook.
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How Money Worries Can Scramble Your
Thinking

by MICHAELEEN DOUCLEFF

August 29, 2013 2:41 PM

Worrying about finances can tax the brain just as much as staying up all night.

Worrying about finances can tax the brain just as much as staying up all night.

lllustration by Katherine Streeter for NPR

There's no question that dealing with mortgages, car payments and other bills takes up time
and energy. But having a tight budget may also zap our ability to think clearly, scientists report NPR thanks our sponsors Become an NPR sponsor
Thursday in the journal Science.

In a series of clever experiments involving farmers in India and shoppers in New Jersey,
scientists found that people are worse at solving puzzles — similar to those on the 1Q test —
when they're first reminded of money problems.

- More From Shots -

S Health News

"Financial constraints capture a lot of your attention," says Eldar Shafir, a psychologist at

Princeton University, who helped lead the study. "Then there's less bandwidth left to solve support comes

problems. Your cognitive ability starts to slow down, just like a computer." Study: Price Shocks On ) v
Health Exchanges

i Libraries > L - M) > 912PM
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And the effect is big. After a quick reminder about money issues, people's performance on the A
puzzles drops down by at least a quarter — or approximately the same mental hit a person

takes after staying up all night. More From Shots -

Health News
Shots - Health News In the study, Shafir and his colleagues approached people
Teachers’ Expectations Can at a shopping mall in Lawrenceville, N.J., and asked them
Influence How Students
Perform how much money they earn. "We had a pretty good
selection of middle-to-low income Americans," Shafir tells Study: Price Shocks On
8= snots-Healt News Shots. The lowest salaries were about $20,000 and the gealth EUXCI}}]?:“lgES
_®  If You Think You're Good At average was about $70,000. ppear Uniikely
—?_, Multitasking, You Probably
Aren't

Before the participants started the puzzles, they answered
a question about money: "A person's car breaks down, P

and they need X dollars to fix it. Tell me what are the g:isBSay Unbanked
uy Insurance

options they have available?" With Prepaid Debit
Cards

£

a

People with lower incomes did just as well on the tests as those with higher salaries when the
amount of money required to fix the car was low, like $100. But when the scientists raised the
amount to $1,500, the less affluent participants performed worse on the puzzles.

Comments Help Explain Memory
Loss In Old Age

“ A Single Protein May
"The money question tickles that part of the brain that has to do with your own finances," says -
Sendhil Mullainathan, an economist at Harvard University who also led the study. "Then you
start thinking, 'Gee, how | am going to pay rent this month?' " And that interferes with your

ability to think through a problem, he says. support comes
from More From Shots - Health News >

The team found a similar trend with farmers in southern India, who get paid only once per
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year. Right before the sugarcane harvest, the farmers are financially strained. Immediately
afterward, they're flush again. It turns out that just before harvest, the farmers performed
worse on the IQ puzzles than they did after receiving their money.

"If you just look on paper at their income, these people [in New Jersey and India] aren't in
poverty," Mullainathan says. "But they're financially stretched. The mechanism that we're
looking at is more about being financially stretched than in poverty."

About half of Americans fall into this category, Mullainathan says. People are worried each
month about getting all the bills paid.

Just realizing the effect exists could help people to counter it, he says. "If you're making a
decision that actually requires you to sit down and think, you should probably wait until your
mind isn't taxed by financial problems," he says.

Mullainathan and Safir say the study's findings could have broader implications. "There's an
ongoing, heavy debate about why it's difficult for the poor to get out of poverty," Safir says.
"We're giving a new perspective to that question."

In many instances, it's not that the poor aren't as smart or capable of planning compared as
richer people, he says. Rather, being poor takes up more mental capacity. "When the poor
focus on something, they manage their dollar better than the rich do, " Shafir says. "But while
they're doing that very well, they have less attention to focus on other things."

psychological research  mental health global health

poverty

support comes
from

More From Shots -
Health News

Study: Price Shocks On
Health Exchanges
Appear Unlikely

Feds Say "Unbanked'

Can Buy Insurance
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&= Study finds poverty reduces brain power :

e \
Lt i’.} YRecommend I3 720 people recommend this. Sign Up to see what your friends
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ON AGREAT SELEGTION.__ By Kate Kelland

OF H DTV - LONDON | Thu Aug 29, 2013 2:01pm EDT
| (Reuters) - Poverty and the all-consuming fretting [ share 13

that comes with it require so much mental energy Share this

that the poor have little brain power left to devote to

| Email
other areas of life, according to the findings of an & Prnt
international study published on Thursday.
Follow Reuters Related Topics

The mental strain could be costing poor people up to 13 1Q (intelligence

n quotient) points and means they are more likely to make mistakes and bad Health »

Facebook Twitter RSS YouTube decisions that amplify and perpetuate their financial woes, researchers

found.

"Our results suggest that when you are poor, money is not the only thing in short supply. Cognitive
RECOMMENDED VIDEO Lo o . . :
capacity is also stretched thin," said Harvard economist Sendhil Mullainathan, part of an
international team that conducted the study.
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pounds is airli ¢ k".’.“

1n a series of experiments, researchers from Harvard, Princeton and other universities in North
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America and from Britain's University of Warwick found that pressing financial worries had an
immediate impact on poor people's ability to perform well in cognitive and logic tests.

Far from signaling that poor people are stupid, the results suggest those living on a tight budget
have their effective brain power, or what the researchers called "mental bandwidth", dramatically
limited by the stress of making ends meet.

On average, someone weighed down by money woes showed a drop in cognitive function in one
part of the study that was comparable to a 13 point dip in 1Q, and similar to the performance deficit
expected from someone who has missed a whole night's sleep.

"Previous views of poverty have blamed (it) on personal failings, on an environment that is not
conducive to success," said Jiaying Zhao, an assistant professor of psychology at the University of
British Columbia in Canada.

"We are arguing that the lack of financial resources itself can lead to impaired cognitive function,"
she said.

Eldar Shafir, a professor of psychology and public affairs at Princeton who worked on the research
team, said it was not stress in general, but financial worries in particular, that led to a reduced ability
to make sound decisions.

"The poor are often highly effective at focusing on and dealing with pressing problems," he said.
"But they don't have leftover bandwidth to devote to other tasks.

*So, if you live in poverty, yoi
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The researchers studied two very different groups - shoppers at a mall in New Jersey in the United
States, and sugar cane farmers in rural India.
In the mall study, they gathered dozens of low and middle-income shoppers and subjected them to
a battery of tests to measure I1Q and impulse control.
Half of the participants were first asked to think about what they would do if their car broke down
and the repair cost $1,500 - designed to kick off worries about money. It was among these people
that performance dipped significantly.
In India, the researchers found that farmers had diminished cognitive performance before getting
paid for their harvest compared to afterwards, when their coffers have been replenished.
"One month after the harvest, they're pretty rich, but the month before - when the money has run
out - they're pretty poor," Mullainathan said in a report of the research, which was published on
Thursday in the journal Science.
"What we see is that IQ goes up, (when they are rich)... errors go way down, and response times go
way down."
He said the effect in India was about two-thirds the size of the effect in the mall study - equal to
around nine or 10 IQ points difference from one month to the next.
(Editing by Mark Trevelyan) v





