
Start the Adviser’s  
Alpha conversation

How to  

Shifting from a performance-based advisory framework to one focused on 
wealth management and behavioural coaching can be challenging for both  
you and your clients. This brief “How to” guide describes some important 
themes that will help you build a more convincing case for your transition  
to a successful Adviser’s Alpha model.

Control what you can
While there are often places within a given portfolio to pursue outperformance, 
the essence of the Adviser’s Alpha concept is that a client relationship based 
on consistent market outperformance is unrealistic. You’ve been successful 
when you’ve convinced your clients that the smartest way to invest is to 
control costs, be broadly diversified, and have a good plan and stick with it.

Costs do matter, there is a potential value-add of up to 75 bps annually by 
moving to low-cost funds, depending on asset allocation. This value-add is the 
difference between the average investor experience, measured by the asset-
weighted indirect cost ratio of the entire managed fund and ETF industry, and 
the lowest-cost funds within the universe. This value could be larger if using 
higher cost funds than the asset-weighted averages.

FOR FINANCIAL ADVISERS AND INSTITUTIONS ONLY. NOT FOR PUBLIC DISTRIBUTION.

Australian asset-weighted expense ratios versus “low-cost” investing

Equities/Bonds 100%/0% 80%/20% 60%/40% 50%/50% 40%/60% 20%/80% 0%/100%

Asset-weighted indirect cost ratio (ICR) 1.03% 0.92% 0.80% 0.74% 0.68% 0.56% 0.44%

“Lowest of the low” 0.28 0.26 0.24 0.24 0.23 0.21 0.19

Cost-effective implementation (ICR bps) 0.75 0.65 0.55 0.50 0.45 0.35 0.25

Note: “Lowest of the low” category (or the first quartile within Quartile 1) is the funds whose indirect cost ratios (ICR) ranked in approximately the lowest 7% of funds in our universe by 
fund count. 

Sources: Vanguard calculations, based on data from Morningstar, Inc., as of 31 December, 2013. Sources: Vanguard calculations, based on data from Morningstar, Inc., as of 30 
December 2013.



Create a financial plan and  
encourage clients to stick with it
A carefully conceived financial plan is a must-have for 
every client. It contains a wealth of information, including 
short- and long-term objectives, risk preference and 
anticipated savings rate. It’s the blueprint that spells out 
the details of your client’s short- and long-term financial 
well-being, including the investment-return rate the client 
requires to achieve his or her goals.

The financial plan forces a commitment to discipline 
through up and down markets. From a behavioural 
finance standpoint, a financial plan allows you to provide 
meaningful counsel that can reduce client anxiety, 
confirm progress and keep clients on track.

The chart at the top of the next page illustrates how 
investors are capable of behaving. You deliver enormous 
value by helping your clients avoid decisions that run 
counter to their best interests or cause them to stray 
from their plans.

Determine whether your clients’  
investment returns are required or desired
The financial planning process should result in an 
estimate of the returns your clients require in order  
to achieve their investment objectives. 

An area where your coaching skills are critical is helping 
your clients appreciate the nature of risk and return as 
you help them distinguish between the investment 
returns they desire and the returns they require to achieve 
their short- and long-term goals. 

For many clients, sticking with a more conservative 
allocation tied to their required return lowers portfolio 
volatility and gives them the confidence to remain 
invested for the long term. 

Helping your clients appreciate the difference between 
required and desired returns can prove beneficial for  
you, as well. A required-return allocation lets you  
employ strategies that reduce the need for excessive 
allocations to risky investments and the pressure to kick 
investment goals.

The
�nancial
plan
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Start the discussion
Helping your clients understand the importance of 
the principles outlined here is a good way to start 
the Adviser’s Alpha conversation. For more ways to 
incorporate the Vanguard Adviser’s Alpha concept  
in your practice, contact your Vanguard sales 
executive at 1300 655 205.
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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?

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.



Connect with Vanguard™ > vanguard.com.au/advisersalpha > 1300 655 205 

Vanguard Investments Australia Ltd (ABN 72 072 881 086 / AFS Licence 227263) is the product issuer. We have not taken your circumstances into account when preparing this information so it may not be applicable 
to your circumstances. You should consider your circumstances and our Product Disclosure Statements (“PDSs”) before making any investment decision. You can access our PDSs at vanguard.com.au or by calling 
1300 655 205. Past performance is not an indication of future performance. This information was prepared in good faith and we accept no liability for any errors or omissions. © 2016 Vanguard Investments Australia 
Ltd. All rights reserved.  
AATKSAAC_112016

Market segments display seemingly random patterns of performance
Annual returns for various investment categories ranked by performance, best to worst: 2000-2015

Notes: Benchmarks reflect the following asset classes – for Australian equities, the S&P, ASX 300 Total Return Index; for Australian small cap equities, S&P ASX Small Ordinaries; for 
developed global equity markets, the MSCI World ex Australia Index (hedged, AUD and hedged, AUD); for emerging markets the MSCI Emerging Markets Index (AUD); for Australian real 
estate, the S&P, ASX 300/A-REITS Total Return Index; for Australian, investment-grade bonds, the Bloomberg AudBond Composite Total Return (AUD); for short term interest rates, the 
Bloomberg AusBond Bank Total Return Index (AUD); for Australian government bonds, the Bloomberg AusBond Treasury Total Return Index (AUD); for Australian semi-government bonds, 
the Bloomberg AusBond Semi-Government Total Return Index (AUD); and for global bonds, the Barclays Global Aggregate Ex Australia Index (Hedged, AUD). Past performance is not an 
indication of future performance. 
Sources: Vanguard Group, Morningstar and ViFi data
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Benchmarks

S&P ASX 300 / A-REITS 
- Total Return Index

Bloomberg AusBond Treasury 
0+Y Total Return AUD

Bloomberg AusBond Composite 
0+Y Total Return AUD

Barclays Global Aggregate 
Total Return Hedged AUD

MSCI World Ex AUS Small 
Cap GR LCL

S&P ASX Small Ordinaries - 
Total Return Index

Bloomberg AusBond Bank 0+Y 
Total Return AUD

S&P ASX 300 - Total Return 
Index

MSCI EM (Emerging Markets) - 
Total Return Index

MSCI World ex AU 
- Total Return Index

MSCI World ex AU Small Cap - 
Total Return Index

18.87 14.84 11.81 47.74 32.18 43.78 34.21 25.47 19.07 57.43 24.93 13.44 32.79 48.85 26.79 14.38

12.45 10.49 11.57 47.74 27.92 23.07 34.05 17.05 14.95 40.14 24.93 11.37 19.74 36.91 15.64 12.43

12.04 8.29 9.21 32.29 26.64 23.07 24.51 16.22 9.23 40.14 13.05 10.51 18.70 36.91 10.37 10.16

11.65 5.97 8.81 16.80 21.06 22.45 23.39 6.77 7.60 38.78 9.28 5.00 18.70 19.68 10.30 3.35

6.24 5.48 4.77 14.96 20.27 19.59 13.00 6.63 –24.46 37.59 6.04 –1.56 17.14 13.41 9.81 2.80

4.80 5.41 –8.64 8.81 20.27 17.39 13.00 4.01 –38.92 9.56 5.16 –4.80 14.86 7.27 7.34 2.79

2.49 5.41 –9.12 6.59 10.43 12.70 12.02 3.50 –40.05 8.03 4.66 –8.38 9.66 2.87 6.94 2.79

2.45 5.28 –14.55 4.90 8.92 5.79 6.00 –2.14 –40.05 3.47 4.58 –8.38 7.70 2.27 6.94 2.59

2.45 4.49 –21.17 3.05 6.96 5.73 5.40 –4.48 –41.04 1.73 1.90 –10.98 6.58 1.99 5.30 2.33

–14.69 1.78 –21.17 2.82 6.83 5.54 3.12 –4.48 –53.17 0.34 –0.68 –18.19 5.51 0.27 2.69 2.32

–18.28 –9.65 –27.13 –0.29 5.62 3.81 2.40 –8.36 –55.31 –2.25 –1.52 –21.43 3.97 –0.76 –3.81 –3.94
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