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Analyse this: psychometric profiling introduced by wealth manager HFM Columbus to help determine clients’ attitude to investment risk 

· Bespoke risk profile service commissioned by leading wealth manager to support more traditional risk profile tools 

· Cutting edge science helps investment managers to determine levels of risk appropriate for clients 
WEALTH manager HFM Columbus has commissioned a psychometric risk profiling tool which the company believes will enable it to more accurately understand its clients’ approach to investment and attitude to risk.

The company – which offers a range of investment solutions aimed primarily at the higher net worth end of the market – is using a bespoke service designed to assess the ‘real’ investment instincts of its clients.

“Our analysis of the typical tick box questionnaires deployed by most companies investing on behalf of their clients has invariably shown the majority of clients veer towards the median,” said HFM Columbus director Marcus Carlton.

“We believe the new psychometric profiler will help us identify carefree people and worriers, those who need more information up front and are engaged with their investments and those who are impulsive types who might make quick decisions but who may come to regret them later. It is, in short, a more scientific indicator of risk appetite.

“As well as being able to identify risk traits the profiler will give us helpful tips on how best to serve those particular clients - for example, the degree to which they will read supporting documentation or not and whether we need to be more pedantic in bringing certain aspects of an investment to their attention,” he said.

 

Personality profilers are widely used by human resources teams at recruitment stage – but are thought to be less common when deployed in understanding private investor’s attitudes to risk.

Psychometric profiling typically embraces five major personality traits:

Openness - appreciation for art emotion adventure, unusual ideas, curiosity, and variety of experience

Conscientiousness - a tendency to show self-discipline, act dutifully and aim for achievement; planned rather than spontaneous behaviour

Extraversion - energy, positive emotions, urgency and the tendency to seek stimulation and the company of others

Agreeableness - a tendency to be compassionate and cooperative rather than suspicious and antagonistic towards others 

Emotional Stability - a tendency to experience unpleasant emotions easily, such as anger, anxiety, depression or vulnerability  

 

“We are focusing on principally on the  ‘Conscientiousness’ variant  to ascertain how much or how little the client wishes to engage in the advice process and to ensure that we deliver the correct amount and type of information in order for them to make a decision,” said Carlton.

“We anticipate that the client’s degree of conscientiousness will inform us if they are rash decision makers or if they make more studied decisions, and the profiler will also look at emotional stability in order to analyse likely reaction to unexpected outcomes – for example severe market volatility - so that we can protect clients and manage their expectations better,” he added.

 

Carlton stresses that the new psychometric profiler does not replace conventional client questionnaires, and neither will it replace ‘attitude to risk’-type questionnaires: “rather, it is designed to enhance our understanding of client risk attitudes,” he said.

“Ultimately, we hope the system will enable our investment management team to structure portfolios for clients which more closely match their personality and will assist our consultants in the advice process, highlighting areas which could be of concern or areas where we need to spend more time with the client.”

- Ends -

Background on Psychometric Testing: 

Classical psychometrics had its origins back in 1887, when James McKeen Cattell established the world’s first psychometric laboratory at Cambridge University.

Cattell, having completed his PhD ‘psychometric investigations’ with Wilhelm Wundt in Leipzig in 1886, moved to England to follow up his collaborative work with Sir Francis Galton, and obtained a post within the University of Cambridge. Many other university laboratories were to follow, of which the most significant was that established in 1924 by Louis Leon Thurstone at the University of Chicago.

 In 1935 Thurston, together with other leading psychometrician E. L. Thorndike, who obtained his PhD under Cattell at Columbia University, New York in 1898, founded the Psychometric Society and its journal Psychometrika. Thurston became the first President of the Psychometric Society in 1935, followed by Thorndike in 1936. Thurstone’s work on factor analysis and on scaling techniques laid the foundation for modern psychometrics, with its anticipation of item response theory (IRT), further refined by Fredrick Lord in his seminal 1968 text ‘Statistical Theories of Mental Test Scores’. 

Modern psychometrics has seen the integration of IRT with both classical psychometrics and structural equation modeling to make psychometrics one of the most powerful tools available in fields as far apart as educational assessment, human resource allocation, economics, behaviour genetics and epidemiology.

Psychometric testing is today experiencing a period of explosive growth in new theoretical approaches, analytical techniques and areas of application. 
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Editor's notes

HFM Columbus is a joint wealth management operation utilising the expertise of IFA firms Hoyland Financial Management and Columbus. The company targets the higher net worth end of the market and offers in-depth solutions ranging from mortgages and investments to employee benefits, retirement and IHT.

Hoyland Financial Management was established in 1986 by Jeremy Hoyland to provide in-depth, independent financial advice primarily to high net worth individuals and business owners. It has dedicated departments for high net worth financial planning, including investment, pensions and tax advice, mortgages and employee benefits. The team of financial advisers is led by Jeremy Hoyland whose previous career background was in International Banking.  All advisers are professionally qualified and continue to pursue an ongoing programme of specialist technical development.  HFM maintains an in-house department dedicated to product and fund research. 

Columbus, based in Tunbridge Wells, Kent, was founded in 1990. Today, directors Marcus Carlton and Charlie Walker head up a team of four other consultants each with many years of experience advising wealthy individuals and their families. Columbus has forged an enviable reputation for its tax structure work through a combination of leading edge thinking and careful due diligence. Columbus is proud to have been awarded chartered status in 2008, a reflection of their dedication to advancing the knowledge base of their consultants and support staff. Columbus maintains an in-house department dedicated to product and fund research.
