
Help clients stick to their  
long-term investment plans

How to  

The adviser as emotional circuit breaker
Advisers 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 graph below). 
Advisers 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 recognising and addressing clients’ emotional 
needs, advisers can steer them through turbulent periods, preventing clients’ 
short-term stress from getting in the way of reaching their long-term goals.

Investors who flee the stock market during times of volatility  
may miss the best (and worst) trading days 

Annualised ASX 300 Index return, periods ended December 31, 2015
Excluding the ten worst trading days
Excluding the ten best trading days
Actual return 

0.6% 0.8%

Market-timing can result in 
volatile returns. 

Staying in the game can produce 
steady performance. 

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

13.7% 11.6% 12.0%

4.6% 7.9%5.6%6.7%
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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 advisers 
improve client education and communication. Your 
clients need to fully understand each step in the 
investment process, from setting goals and time 
frames to choosing and rebalancing assets to 
addressing tax implications and drawing income.  
This knowledge may provide a counterbalance  
to clients’ emotions during times of stress.

Make the financial plan an anchor
The financial plan that you design and agree upon 
with clients should be central to every conversation 
and meeting. It should reflect not only the clients’ 
long-term goals but also the results of an in-depth 
exploration of risk scenarios. 

A collaborative financial plan can serve as an 
important emotional anchor when clients feel 
panicked or are hungry for gains. Reminding clients 
that their asset allocation was the result of careful 
consideration and discussion may help them  
regain perspective. 

Practise emotional sensitivity
Your job doesn’t end when you make sound 
investment recommendations. The success of  
your efforts may depend on getting clients to stick 
to these recommendations. Don’t discount your 
clients’ emotional reactions, but rather, use them as 
another avenue for communication. Try addressing 
risk and return opportunities on an emotional level, 
posing such questions as “Is the opportunity for 
a small increase in annual return worth the much 
larger increase in stress that a higher-risk strategy  
may entail?” 

For instance, if you had met with a client in 
November 2008, just after the onset of the last 
financial crisis, and that client wanted to transition 
from an asset allocation of 60% equities and  
40% bonds to 100% cash, you would have been 
unwise to dismiss the client’s emotions out of 
hand. If you focus solely on reason, clients will 
feel that you’re being indifferent. Try first to 
acknowledge their emotions and then explain  
the reasons for your recommendations. It also  
can help to compromise instead of take an all-or-
nothing approach. In this scenario, you might have 
negotiated a compromise portfolio allocation of 
30% equities and 70% bonds. Compromises,  
or even baby steps, can allow clients to feel 
comfortable on an emotional level while remaining 
on track to reach their long-term objectives.

Widen the frame
With this behavioural technique, your goal is to 
refocus clients’ attention on the performance of 
their entire portfolios, beyond the performance of 
an individual investment or asset class. Through 
give-and-take discussions, you should coach your 
clients to evaluate the progress toward their long-
term goals, rather than concentrate on recent 
investment returns. When a particular asset is 
underperforming, it’s important to show clients 
how other parts of the portfolio are contributing. 
The chart at right provides an example of how 
short-term volatility and negative returns can 
overshadow a positive long-term trend. By 
showing clients the big picture, you can help them 
work through moments of emotional crisis and stay 
committed to their broader financial strategy.

 

Four techniques for success
The following techniques will help you to implement behavioural coaching in your practice.
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Sources: Australian Bureau of Statistics, ASX Limited, Bloomberg Finance L.P., Commonwealth Bank of Australia, Melbourne Institute of Applied Economic & Social Research,   
MSCI Inc., Reserve Bank of Australia, Standard & Poor’s, Thompson Reuters. 

Notes: 1. One-year returns are total returns from 1 July 2015 to 30 June 2016. 5, 10, 20 and 30 year returns are average annual compound returns to 30 June 2016. 2. S&P/ASX All Ordinaries 
Accumulation Index. 3. MSCI World ex-Australia Net Total Return Index. 4. S&P500 Total Return Index. 5. Prior to December 1989 the index is the Commonwealth Bank All Series Greater Than 10 years 
Bond Accumulation Index. From September 1989 the index is the Bloomberg AusBond Composite 0+ Yr Index. 6. S&P/ASX 200 A-REIT Accumulation Index. 7. Data prior to March 1987 supplied by Reserve 
Bank of Australia. From March 1987 the index is the Bloomberg AusBond Bank Bill Index. 8. ABS Consumer Price Index (to March 2016). 9. Recessions as defined by the Melbourne Institute of Applied 
Economic and Social Research. 10. Annualised Rate of Inflation. All figures are Australian dollars. 11. Interest Rate is the Reserve Bank of Australia’s Official Cash Rate. All marks are the exclusive 
property of their respective owners. Disclaimer: The information contained herein is intended for informational purposes only. It is not intended as investment advice, and must not be relied upon as such. 
No responsibility is accepted for inaccuracies. Past performance does not guarantee future returns.

Focus on the bigger picture: Don’t get caught up in the moment
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Reaping dividends for your practice
Integrating behavioural coaching in your relationships 
with clients may require an adjustment to your 
status quo—as well as a bit of practice before you 
achieve a successful approach. Yet the benefits run 
deep: Through well-executed behavioural coaching, 
you have the ability to help clients practice willpower, 
see the big picture, and attain the outcomes they 
ultimately desire. Their resulting satisfaction can 
produce significant dividends for your business in  
the form of loyalty and referrals. Advisers who adopt 
behavioural coaching techniques reap rewards not  
only through these deeper, “stickier” client 
relationships but also through the introduction  
of stronger, differentiated practices into today’s 
challenging marketplace.

The corresponding Client notes Consider the big picture 
during periods of market stress and Start with a plan  
can help in your conversations with clients.

Start with a plan

Client note

A carefully conceived financial plan is a must-have  
for every investor. It contains a wealth of information, 
including your short- and long-term objectives, 
risk aversion and anticipated savings rate. It’s the 
blueprint that spells out the details of your short- and 
long-term financial well-being. 

A financial plan can also help you stay disciplined 
through up and down markets. It can help reduce 
your anxiety during tough market conditions, confirm 
your progress and help you stay on track.

Figure 1 illustrates a common pitfall of investor 
behaviour. The chart shows that, historically, 
investors have bought more stocks when 
performance has been favourable and sold them 
when the market was declining, a classic illustration 
of chasing returns. Sticking with your financial plan  
can help you avoid decisions that run counter to your 
best interests.

Chasing performance with cash flow as we often 
see is challenging due to the almost random  
year-to-year performance we see on Figure 2.

Notes: Net flows represent net cash moving in or out of equity funds for Australian funds excluding ETFs and platforms.  
Index returns are based on the S&P/ASX 300 from 2001 to 2015. 
Sources: Morningstar for cash-flow data; Factset for market returns

Figure 1. Managed fund cash flows often follow performance

Equity returns (right axis)Equity flow (left axis)
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Consider the big picture  
during periods of market stress
Client note

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. Figure 1  
shows the impact of fleeing an asset allocation  
during a bear market for equities. In this example,  

the investor abandons their asset allocation for cash  
or fixed income on 28 February 2009 to avoid further 
losses. The investor that stays the course though 
earns a superior long-term return by remaining 
disciplined during challenging markets.

Notes: 1 Oct 2007 represents the EQ peak of the period, and has been indexed to 100. Assumes that all dividends and income are reinvested in the respective index. ‘Equities’ are 
made up of 25% Aus Equity and 25% Intl Equity, which are rebalanced back to the 35/35% split at month end. Aus Equity = S&P/ASX 300 Index Total Return, Intl Equity = MSCI World 
ex-Aus in A$ Total Return, Fixed Income = Barclays Global Agg Hedged in AUD, Aus Cash = Bloomberg AusBond Bank Bill Index. Past performance is not an indicator of future 
performance.
Sources: Vanguard calculations using data sourced from DataStream through January 2016.
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The importance of maintaining discipline 

What if the “drifting” investor fled from equities after the plunge and invested 100% in either cash or bonds?


