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Investors Are Human, Too
In 1981, the Nobel 
Prize-winning 
economist Robert 
Shiller published 
a groundbreaking 
study that 
contradicted a 
prevailing theory 
that markets are 

always efficient. If they were, stock 
prices would generally mirror the 
growth in earnings and dividends. 
Shiller’s research showed that stock 
prices fluctuate more often than 
changes in companies’ intrinsic 
valuations (such as dividend yield) 
would suggest.1 

Shiller concluded that asset prices 
sometimes move erratically in the short 
term simply because investor behavior 
can be influenced by emotions such 
as greed and fear. Many investors 
would agree that it’s 
sometimes difficult 
to stay calm and act 
rationally, especially 
when unexpected 
events upset the 
financial markets.

Researchers in the 
field of behavioral 
finance have studied 
how cognitive biases 
in human thinking can 
affect investor behavior. Understanding 
the influence of human nature might 
help you overcome these common 
psychological traps.

Herd mentality
Individuals may be convinced by their peers 
to follow trends, even if it’s not in their own 
best interests. Shiller proposed that human 
psychology is the reason that “bubbles” form in 
asset markets. Investor enthusiasm (“irrational 
exuberance”) and a herd mentality can create 
excessive demand for “hot” investments. 
Investors often chase returns and drive up prices 
until they become very expensive relative to 
long-term values.

Past performance, however, does not guarantee 

future results, and bubbles eventually burst. 
Investors who follow the crowd can harm long-
term portfolio returns by fleeing the stock market 
after it falls and/or waiting too long (until prices 
have already risen) to reinvest.

Availability bias 
This mental shortcut leads people to base 
judgments on examples that immediately come 
to mind, rather than examining alternatives. It 
may cause you to misperceive the likelihood 
or frequency of events, in the same way that 
watching a movie about sharks can make it seem 
more dangerous to swim in the ocean.

Confirmation bias 
People also have a tendency to search out and 
remember information that confirms, rather than 
challenges, their current beliefs. If you have a 
good feeling about a certain investment, you may 
be likely to ignore critical facts and focus on data 
that supports your opinion.

Overconfidence
Individuals often overestimate their skills, 
knowledge, and ability to predict probable 
outcomes. When it comes to investing, 

overconfidence may cause 
you to trade excessively 
and/or downplay potential 
risks.

Loss aversion
Research shows that 
investors tend to dislike 
losses much more than 
they enjoy gains, so it 
can actually be painful to 
deal with financial losses.2 
Consequently, you might 
avoid selling an investment 
that would realize a loss 
even though the sale may 

be an appropriate course of action. The intense 
fear of losing money may even be paralyzing.

It’s important to slow down the process and 
try to consider all relevant factors and possible 
outcomes when making financial decisions. 
Having a long-term perspective and sticking with 
a thoughtfully crafted investing strategy may 
also help you avoid expensive, emotion-driven 
mistakes.

Note: All investments are subject to market 
fluctuation, risk, and loss of principal. When sold, 
investments may be worth more or less than 
their original cost. 

1 The Economist, “What’s Wrong with Finance?” 
May 1, 2015

2 The Wall Street Journal, “Why an Economist 
Plays Powerball,” January 12, 2016
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Be Prepared to Retire in a  
Volatile Market

In an ideal world, your retirement 
would be timed perfectly. You would 
be ready to leave the workforce, your 
debt would be paid off, and your nest 
egg would be large enough to provide 
a comfortable retirement--with some 
left over to leave a legacy for  
your heirs.

Unfortunately, this is not a perfect 
world, and events can take you by 
surprise. In a survey conducted by the 
Employee Benefit Research Institute, 
only 44% of current retirees said 
they retired when they had planned; 
46% retired earlier, many for reasons 
beyond their control.1 But even if you 
retire on schedule and have other 
pieces of the retirement puzzle in 
place, you cannot predict the stock 
market. What if you retire during a 
market downturn?

Sequencing risk
The risk of experiencing poor investment 
performance at the wrong time is called 
sequencing risk or sequence of returns risk. All 
investments are subject to market fluctuation, 
risk, and loss of principal--and you can expect 
the market to rise and fall throughout your 
retirement. However, market losses on the front 
end of your retirement could have an outsized 
effect on the income you might receive from your 
portfolio.

If the market drops sharply before your planned 
retirement date, you may have to decide 
between retiring with a smaller portfolio or 
working longer to rebuild your assets. If a big 
drop comes early in retirement, you may have to 
sell investments during the downswing, depleting 
assets more quickly than if you had waited and 
reducing your portfolio’s potential to benefit 
when the market turns upward.

Dividing your portfolio
One strategy that may help address sequencing 
risk is to allocate your portfolio into three 
different buckets that reflect the needs, risk level, 
and growth potential of three retirement phases.

Short-term (first 2 to 3 years):  
Assets such as cash and cash alternatives 
that you could draw on regardless of market 
conditions.

Mid-term (3 to 10 years in the future):  
Mostly fixed-income securities that may have 
moderate growth potential with low or moderate 
volatility. You might also have some equities in 
this bucket.

Long-term (more than 10 years in the future):  
Primarily growth-oriented investments such 
as stocks that might be more volatile but have 
higher growth potential over the long term.

Throughout your retirement, you can periodically 
move assets from the long-term bucket to the 
other two buckets so you continue to have 
short-term and mid-term funds available. This 
enables you to take a more strategic approach in 
choosing appropriate times to buy or sell assets. 
Although you will always need assets in the 
short-term bucket, you can monitor performance 
in your mid-term and long-term buckets and shift 
assets based on changing circumstances and 
longer-term market cycles.

If this strategy appeals to you, consider 
restructuring your portfolio before you retire so 
you can choose appropriate times to adjust your 
investments.

Market losses on the front 
end of your retirement could 
have an outsized effect on the 
income you might receive from 
your portfolio.
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The 3.8% net investment 
income tax, sometimes 
referred to as the Medicare 
surtax on net investment 
income, originated in 
revenue provisions included 
in the Affordable Care Act 
of 2010. Unlike payroll tax 
revenues, funds collected 
from this surtax are 
deposited into the general 
fund of the U.S. Treasury; 
they are not applied to the 
Medicare Trust Fund.

Understanding the Net Investment 
Income Tax

It’s been around since 2013, but many 
are still struggling to come to grips with 
the net investment income tax. The 3.8% 
tax, which is sometimes referred to as 
the Medicare surtax on net investment 
income, affected approximately 3.1 million 
federal income tax returns for 2013 (the 
only year for which data is available) to 
the tune of almost $11.7 billion.1 Here’s 
what you need to know. 

What is it?
The net investment income tax is a 3.8% “extra” tax 
that applies to certain investment income in addition 
to any other income tax due. Whether you’re subject 
to the tax depends on two general factors: the 
amount of your modified adjusted gross income  
for the year, and how much net investment income 
you have. 

Note: Nonresident aliens are not subject to the net 
investment income tax.

What income thresholds apply?
Modified adjusted gross income (MAGI) is basically 
adjusted gross income--the amount that shows up on 
line 37 of your IRS Form 1040--with certain amounts 

excluded from income added back in.

The net investment income tax applies only if 
your modified adjusted gross income exceeds the 
following thresholds:

What is net investment income?
Investment income generally includes interest, 
dividends, capital gains, rental and royalty income, 
income from nonqualified annuities, and income 

from passive business activities and businesses 
engaged in the trade of financial instruments or 
commodities. Investment income does not include 
wages, unemployment compensation, Social Security 
benefits, tax-exempt interest, self-employment 
income, or distributions from most qualified 
retirement plans and IRAs. 

Note: Even though items like wages and retirement 
plan distributions aren’t included in net investment 
income, they are obviously a factor in calculating 
MAGI. So higher levels of non-investment income can 
still make a difference in whether the net investment 
income tax applies.

Gain from the sale of a personal residence would 
generally be included in determining investment 
income. However, investment income does not 
include any amount of gain that is excluded from 
gross income for regular income tax purposes. 
Qualifying individuals are generally able to exclude 
the first $250,000--or $500,000 for married couples 
filing jointly--of gain on the sale of a principal 
residence; any of the gain that’s excluded for regular 
income tax purposes would not be included in 
determining investment income.

To calculate net investment income, you reduce your 
gross investment income by any deductible expenses 
that can be allocated to the income. So, for example, 
associated investment interest expense, investment 
and brokerage fees, expenses associated with rental 
and royalty income, and state and local income taxes 
can all be factored in.

How is the tax calculated?
You know your modified adjusted gross income. 
You know your net investment income. To calculate 
the net investment income tax, first subtract the 
threshold figure (shown above) for your filing status 
from your MAGI. Then compare the result with your 
net investment income. Multiply the lower of the two 
figures by 3.8%.

For example, assume you and your spouse file a 
joint federal income tax return and have $270,000 in 
MAGI and $50,000 in net investment income. Your 
MAGI is $20,000 over the $250,000 threshold for 
married couples filing jointly. You would owe $760 
(3.8% multiplied by $20,000), because the tax is 
based on the lesser of net investment income or 
MAGI exceeding the threshold.

How is it reported?
If you’re subject to the net investment income tax, 
you must complete IRS Form 8960, Net Investment 
Income Tax--Individuals, Estates, and Trusts, and 
attach it to your federal income tax return (you must 
file IRS Form 1040). The instructions for IRS Form 
8960 provide an overview of the rules that apply and 
can be a good source of additional information. If 
you think you may be affected by the net investment 
income tax, though, it’s a good idea to consider 
discussing your individual situation with a tax 
professional.

1 IRS Statistics of Income Bulletin, Spring 2015
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Should I pay off my student 
loans early or contribute to
my workplace 401(k)? 
For young adults with college debt, deciding whether to pay 
off student loans early or contribute to a 401(k) can be tough. 
It’s a financial tug-of-war between digging out from debt today 
and saving for the future, both of which are very important 
goals. Unfortunately, this dilemma affects many people in the 
workplace today. According to a student debt report by The 
Institute for College Access and Success, nearly 70% of college 
grads in the class of 2014 had student debt, and their average 
debt was nearly $29,000. This equates to a monthly payment 
of $294, assuming a 4% interest rate and a standard 10-year 
repayment term.

Let’s assume you have a $300 monthly student loan payment. You 
have to pay it each month--that’s non-negotiable. But should you 
pay more toward your loans each month to pay them off faster? Or 
should you contribute any extra funds to your 401(k)? The answer 
boils down to how your money can best be put to work for you.

The first question you should ask is whether your employer offers 
a 401(k) match. If yes, you shouldn’t leave this free money on the 
table. For example, let’s assume your employer matches $1 for 
every dollar you save in your 401(k), up to 6% of your pay. If you 
make $50,000 a year, 6% of your pay is $3,000. So at a minimum, 
you should consider contributing $3,000 per year to your 401(k)--or 
$250 per month--to get the full $3,000 match. That’s potentially a 
100% return on your investment. 

Even if your employer doesn’t offer a 401(k) match, it can still be 
a good idea to contribute to your 401(k). When you make extra 
payments on a specific debt, you are essentially earning a return 
equal to the interest rate on that debt. If the interest rate on your 
student loans is relatively low, the potential long-term returns 
earned on your 401(k) may outweigh the benefits of shaving a year 
or two off your student loans. In addition, young adults have time 
on their side when saving for retirement, so the long-term growth 
potential of even small investment amounts can make contributing 
to your 401(k) a smart financial move. All investing involves risk, 
including the possible loss of principal, and there can be no 
guarantee that any investing strategy will be successful. 

Have you heard about the 
newest employee perk? 
What’s one of the most cutting-edge employee benefits right 
now? Company-provided student loan assistance for employees 
who are paying back student loans.

With a record amount of student loan debt attached to the 
incoming workforce (visit finaid.org to see a student debt clock that 
now tops $1.3 trillion), companies that rely on a college-educated 
workforce--and want to attract and retain the best workers--are 
starting to offer student loan assistance to meet this immediate 
financial concern of many employees.

How do these programs work? Generally, an employer will 
contribute a certain amount each month toward an employee’s 
student loans, typically from $100 to $250 per month, up to 
a lifetime cap (for example, $10,000). Programs may restrict 
participation to employees who have been with the company for 
a minimum period of time, and may require employees to remain 
at the company for a certain period of time after they receive loan 
repayment benefits.

But participants beware: Unlike matching 401(k) contributions 
that companies may give to employees, money given to help 
repay student loans is considered taxable income. Yet for college 
graduates facing thousands of dollars of debt and years of loan 
repayment, this employee benefit can be an attractive perk. Along 
with the actual financial help, borrowers may get a psychological 
boost from knowing that they have a plan in place to successfully 
pay off their loans and that their employer is invested in the 
outcome. 

Even with the early hype, company student loan repayment 
programs are still a relatively uncommon employee benefit. 
According to a 2015 employee benefit survey by the Society 
for Human Resource Management, these plans were offered by 
only 3% of the more than 450 companies surveyed. Essentially, 
a handful of large employers that hire a large number of college 
grads are at the forefront of this trend.

Industry observers expect a lot of pent-up demand for this 
employee benefit as millennials’ student debt burdens continue 
to garner widespread attention and employee retention efforts 
intensify as the economy improves. A company’s contribution 
probably won’t cover 100% of a young employee’s student debt, 
but it might make a meaningful and welcome dent.

IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. and Allegis do not 
provide tax, or legal advice. The information presented here is not 
specific to any individual’s personal circumstances.

To the extent that this material concerns tax matters, it is not intended 
or written to be used, and cannot be used, by a taxpayer for the pur-
pose of avoiding penalties that may be imposed by law. Each taxpayer 
should seek independent advice from a tax professional based on his 
or her individual circumstances.

These materials are provided for general information and educational 
purposes based upon publicly available information from sources be-
lieved to be reliable—we cannot assure the accuracy or completeness 
of these materials. The information in these materials may change at 
any time and without notice.
Prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2016


