
 Educate and set expectations

 Establishing a solid base of education in your  
 initial meetings with clients should help them  
 stay the course. According to Vanguard  
 research, behaviours that can lead investors  
 astray recede when advisors improve client  
 education and communication. 

 • Set clear expectations and ensure that clients  
  understand that market performance is not 
  the ultimate goal.

 •  Ensure that clients gain a full understanding of each 
step of the  investment process, from goal setting 
and time frames to tax implications.

 • Use ongoing and consistent communications.

 Make the financial plan the anchor

 The financial plan that you design and agree 
 upon with clients should be central to every 
 conversation and meeting. A collaborative 
 financial plan can serve as an important  
 emotional anchor when clients feel panicked  
 or are hungry for gains.

 • Define goals clearly and be realistic.

 • Steer clients away from common 
  investment mistakes.

 • Build portfolios from the top down.

 • Discourage a “fund-collecting” strategy.

 Practice emotional sensitivity

 Your job doesn’t end when you make  
 sound investment recommendations. 
 Your success may depend on getting  
 clients to stick to these recommendations.

 • Use clients’ emotional reactions as avenues  
  for further communication.

 • Address risk and return opportunities on an  
  emotional level. (Is a small increase in return  
  worth the added stress that a higher-risk  
  strategy entails?)

 • Acknowledge their emotions and explain  
  reasons for recommendations.

 • Focus on compromises that allow clients to  
  feel comfortable on an emotional level.

 
  

As a behavioural coach, you are there to act as your clients’ emotional 
circuit breaker, reassuring them of the validity of the financial plan. 
Research shows that investors are often their own worst enemies.

Here are a few tips to keep you on track:
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Best practices of a 
successful behavioural coach



 Widen the frame

 Focus clients’ attention on the long term 
 and the performance of their entire portfolio  
 rather than on the short-term performance  
 of an individual investment.

 • Find the “required” return that fits 
  the client.

 • Emphasize that required returns are an  
  output from the investment plan, whereas  
  desired returns are an input—a return target  
  based on want rather than need.

 • Coach clients to evaluate progress toward  
  their long-term goals.

 • Point out that although a  particular asset is  
  underperforming, other parts of the portfolio  
  are making positive contributions.

 • Guide clients through moments of emotional  
  crisis and stay committed to their broader  
  financial strategy.

 Hone your communication strategy

 Develop a firm communication policy  
 and make a written commitment  
 to clients.

 • Identify when, how and how often they’ll 
  hear from you.

 • Let them know how quickly they can expect  
  a reply from you or someone in your office.

 •  Write recurring columns in newsletters to 
set client expectations and gain loyalty.

 • Focus meetings on bigger-picture topics, 
  not just investments.

 

Leverage expert commentary:

• Consider the big picture 
 during periods of market stress

•  Appreciate the trade-off between 
risk and return

• Help clients stick to their 
 long-term investment plans

Demonstrate your value:

• Advisor’s alpha tool kit

• Quantifying your value

•  Client note: The added value 
of financial advisors 

Educate clients:

•  Create clear, appropriate investment goals 

•  Develop a suitable asset allocation using 
broadly diversified funds 

•  Take control of costs 

•  Maintain perspective and long-term discipline

How can Vanguard help
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A guide to building stronger 
client relationships 

Vanguard
Advisor’s 
Alpha™

What is your value to clients?
Vanguard Advisor’s Alpha is a value proposition based on top‐down portfolio 
construction, behavioural coaching and wealth management. The essence 
of the advisor’s alpha concept is that consistent market outperformance is 
unrealistic and that your clients will value—and benefit from—the holistic 
wealth management you provide. By shifting your primary focus away 
from outperforming the market and toward personalized client goals and 
controllable, relationship‐oriented services, you can deepen and strengthen 
your connections with clients. 

Behavioural
coaching

Portfolio
construction

Wealth
management

Vanguard
 Advisor’s 

Alpha

bps = basis points

For fi nancial advisor use only. Not for public distribution.

Quantifying your value 
to your clients

Vanguard
Advisor’s 
Alpha™

Advisors add “about 3%” 
The Vanguard Advisor’s Alpha framework has outlined how you can add 
value through relationship-oriented services such as wealth management and 
behavioural coaching. Vanguard now has attempted to quantify your potential 
worth to your clients’ net returns. We believe you can add “about 3%” 
for your clients and distinguish your skills and practice if you implement 
Vanguard Advisor’s Alpha. 

For some clients, you may offer much more than 3 percentage points of 
increased returns. For others, less. The 3 percentage points come after taxes 
and fees. This return is not added over a specific time frame but varies each 
year and according to client circumstances. It can be added quickly and 
dramatically, especially during periods of market decline or euphoria. It may 
be provided slowly. It will not appear on a client’s quarterly statement but is 
real nonetheless. Remember, providing services such as estate and succession 
planning, or offering advice on long-term care insurance and charitable giving, 
have value as well, even if they are not quantifiable.

About 3%

Vanguard
 Advisor’s 

Alpha

150+
bps

0–88
bps

0–173
bps

Behavioural
coaching

Wealth
management

Portfolio
construction

All investments, including those that seek to track indexes, are subject to risk, including the possible 
loss of principal. Diversification does not ensure a profit or protect against a loss in a declining market. 
While ETFs are designed to be as diversified as the original indexes they seek to track and can provide 
greater diversification than an individual investor may achieve independently, any given ETF may not be 
a diversified investment.
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Vanguard 
Advisor’s 
Alpha™

  
Tools for success
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 Vanguard 
Advisor’s 
Alpha™

The advisor as emotional circuit breaker
Advisors have an important role to play as behavioural coaches for their 
clients. The first steps in developing a meaningful advisory relationship are 
to engage clients in thoughtful, two-way conversations about their financial 
goals and to help them create realistic financial plans. The next step is more 
challenging: helping clients stick to their plans when emotions run high.

As you’ve likely seen in your own practice, clients who flee the 
stock markets during times of stress miss both the lows and the highs 
(see illustration below). Advisors have the unique opportunity to act as 
emotional circuit breakers during bull and bear markets, circumventing 
their clients’ tendencies to chase returns or run for cover. By recognizing 
and addressing clients’ emotional needs, advisors can steer them through 
turbulent periods, preventing clients’ short-term stress from getting in the 
way of reaching their long-term goals.

Help clients stick to their 
long-term investment plans

How to 

Annualized S&P 500 Index return, periods ended December 31, 2012
Excluding the ten worst trading days
Excluding the ten best trading days
Actual return 

15.29%
17.79%

9.85%

4.47%
1.66%

–11.32%

–0.26%0.03%

Market-timing can garner big gains—
and big losses. 

Staying in the game can produce 
steady results. 

5 years 10 years 15 years 5 years 10 years 15 years

7.10%

Source: The Vanguard Group, Inc.
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Investors who flee the stock market during times of volatility 
may miss the best (and worst) trading days 

Executive summary. How do sophisticated advisors construct portfolios? 
Typically, they use some form of wealth management process to determine 
the most suitable portfolio for their clients’ particular goals. Some focus on 
traditional investments; others split traditional asset classes into sub-asset 
classes; still others add alternative investments. Regardless of the mix, these 
processes share a common objective—to obtain the highest return for a given 
level of expected risk. Index funds are often employed in allocations, but 
probably more often an advisor selects actively managed investments in 
an attempt to enhance performance, thereby validating the advisor’s fees.

Outperforming the broad market has historically been very dif cult, both in 
absolute terms and in tax- and risk-adjusted frameworks. Where adding value 
is the goal, advisors may be better served by changing their performance 
benchmark from the market’s return to the returns that investors might 
achieve on their own, without professional guidance. A  nancial advisor has 
a greater probability of adding value, or alpha, through relationship-oriented 
services, such as providing cogent wealth management and  nancial planning 
strategies, discipline and guidance, rather than by attempting to outperform 
the market.

Vanguard research May 2012

This paper is based on an earlier Vanguard work, Advisor’s Alpha, which was intended for a U.S.  audience. Vanguard has been at the forefront 
of supporting advisor’s efforts to define their value proposition, particularly those advisors utilizing fee- or asset-based fee business models.

Advisor’s alpha: Canada

Author

Donald G. Bennyhoff, CFA

Francis M. Kinniry, Jr., CFA
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Notes: This hypothetical example does not represent the return on any actual investment. The calculations assume a starting balance of $10,000, a goal of $500,000, 
a contribution of $5,000 in the first year and an annual inflation rate of 2%. Contributions are not adjusted for inflation, but the portfolio balance and the portfolio 
objective are adjusted for inflation at each year-end.  

Source: Vanguard.

Vanguard’s principles for investing success
GOALS   I   BALANCE   I   COST   I   DISCIPLINE 

Maintain perspective and long-term discipline
Increasing your savings rate can dramatically improve results

Years needed to reach a target using different contribution rates and market returns

• Increasing your savings rate can have a substantial 
effect on your ability to build wealth. To meet any 
goal, you’ll need to rely on your initial investment 
value, your contribution or spending rate over time, 
your mix of assets and market returns during the 
time you invest.

• You can neither predict nor control market returns. 
So focus on what’s in your control—namely your 
mix of assets and the amounts you save and spend. 

• The figure above is a simple example of the 
power of increasing your savings to reach a goal. 
It reinforces the idea that greater savings can be 
a more powerful and reliable contributor to wealth 
accumulation than trying for higher returns by 
taking on extra investment risk.

Vanguard’s principles for investing success
GOALS   I   BALANCE   I   COST   I   DISCIPLINE 

Fund ratings
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Create clear, appropriate investment goals

• Investors are often drawn to a fund that 
seems attractive, without thinking about how 
it fits their overall plan. The charts at left 
show the danger in this behaviour. Despite 
Canadian equity funds experiencing net 
negative cash flows on average since 2002, 
funds with the highest ratings had positive 
cash flow. But even the highest-rated funds, 
while outperforming lower-rated peers, 
underperformed their benchmark.

• By focusing on the markets, the economy, 
or the performance of an individual security 
or strategy, you are likely to overlook the 
principles that we believe can give you 
the best chance of financial success.

• We believe that your financial advisor can 
help you define clear, realistic goals and 
design an investment plan around those 
goals. This simple step can pay off 
tremendously in helping you stay on 
the path toward your financial goals. 

Notes: Morningstar ratings are designed to bring returns, risks and adjustments for sales loads together into one evaluation. To determine a fund’s star rating for a given time period (three, five 
or ten years), the fund’s risk-adjusted return is plotted on a bell curve. If the fund scores in the top 10% of its category, it receives five stars; in the next 22.5%, four stars; in the middle 35%, three 
stars; in the next 22.5%, two stars; and in the bottom 10%, one star. The overall rating is a weighted average of the available three-, five- and ten-year ratings. 

To calculate the median performance versus style benchmarks, Vanguard first assigned each fund to a representative benchmark according to the fund’s target market (large-cap stocks, mid-cap 
stocks or small-cap stocks). We then compared the performance of each fund to the performance of a representative benchmark for each 36-month period since January 2002. Funds were 
grouped according to their star ratings and we then computed the median relative return versus the benchmark for the subsequent 36-month period. Data are through December 2013. 

Sources: Data on cash flows, fund returns and ratings were provided by Morningstar. Index data to compute relative excess returns were provided by Thomson Reuters Datastream. Morningstar 
data © 2013 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) 
is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. More 
information is available in the Vanguard research paper Mutual fund ratings and future performance 
(Philips and Kinniry, 2010). 

Investors tend to buy highly rated funds even as they underperform

Annualized 36-month fund performance relative to benchmark

Vanguard’s principles for investing success
GOALS   I   BALANCE   I   COST   I   DISCIPLINE 

Develop a suitable asset allocation 
using broadly diversified funds

• When building a portfolio to meet a specific 
objective, select the combination of assets that 
offers the best chance for meeting that objective.

• The figure above demonstrates how asset allocation 
affects both returns and the variability of returns. 
Each bar shows the best and worst one-year 
return, with the average return in the middle.

• Why not minimize the possibility of loss and use 
only low-risk investments, such as bonds? Because 
the attempt to avoid stock market volatility by 

investing in more stable assets can expose your 
portfolio to other risks, such as the risk of falling 
short of the returns you’ll need to finance your 
long-term goals. 

• Performance leadership among asset classes 
changes constantly and rapidly. Diversification is 
essentail both to mitigate losses and participate in 
gains. Vanguard believes most investors are best 
served by investing in broad markets, including 
global stocks and global bonds.

The mixture of assets defines the potential range of returns

Best, worst and average returns for various stock/bond allocations, 1985–2013
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Bonds

Stocks

21.2% 20.2% 19.9% 21.4% 23.0%

–4.5% –4.1% –3.6% –4.9%
–8.9%

24.6% 26.2% 27.8% 29.4% 31.9%
35.1%

–13.0%
–17.0%

–21.0%
–25.0%

–29.0%
–33.0%

7.6% 7.8% 8.0% 8.1% 8.3% 8.3% 8.4% 8.4% 8.5% 8.4% 8.4%

Portfolio allocation

Note: Past performance does not guarantee future results. The performance of an index is not an exact representation of any particular investment, as you cannot 
invest directly in an index.

Stocks are represented by the S&P/TSX Composite Index. Bonds are represented by the Citigroup World Government Bond Index from 1985 through 2001 
and the Barclays Canadian Issues 300MM Index thereafter. Data are through December 31, 2013.
Source: Vanguard.

Vanguard’s 
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Client note

Consider the big picture 
during periods of market stress
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30-day S&P 500 Index average price movement, 1960–2012

Source: The Vanguard Group, Inc., calculations, using data from Standard & Poor's, Bloomberg and Thomson Reuters Datastream.
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Portfolio never rebalanced; 
all stocks sold on January 1, 2009

Portfolio rebalanced semiannually

Bull market:
March 2003–

 May 2008

104.5%
94.3%

Bull market:
March 2009–
March 2011

11.1%

50.1%

Bear market:
April 2011–

December 2011

10.6%

–5.1%

Bull market:
Jan. 2012–
Dec. 2013

1.6%
14.3%

Bear market:
June 2008–

February 2009

–26.7%–27.1%

Full period:
March 2003–
December 2013

86.1%

132.0%

Volatility is a fact of life

The importance of maintaining discipline: Reacting to market volatility can jeopardize return

Notes: The initial allocation for both portfolios is 60% Canadian stocks, 40% Canadian bonds. The rebalanced portfolio is returned to this allocation at the end of each June and 
December. Returns for the Canadian stock allocation are based on the S&P/TSX Composite Index. Returns for the bond allocation are based on the Barclays Canada 300 Index. 
This hypothetical example is for illustrative purposes only and does not represent any investment.

Source: The Vanguard Group, Inc., using data provided by Thomson Reuters Datastream.

Short-term stock market volatility can cause us to lose 
perspective. In times of market volatility, you may see 
alarming fluctuations in your account balances, making 
it tempting to adjust your asset allocation in search of 

calmer waters. Yet it’s important to consider the 
performance of a balanced portfolio over time 
(shown below). 
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