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Advisers add “about 3%” 
The Vanguard Adviser’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 Adviser’s Alpha. 

For some clients, you may offer much more than 3% of increased returns. For 
others, less. The 3% comes 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 end of life care and charitable giving, have value as well, even if they are 
not quantifiable.
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 “About 3%” defined
Vanguard has quantified the potential benefit of  
best practices in professional financial advisory  
services. The chart above is a high-level summary  
of the practices and the approximate range of value 
we believe advisers can add by incorporating them, 
relative to others who are not using these strategies.

Portfolio construction
These portfolio construction techniques allow you  
to focus on what you can control—costs,  
diversification and tax efficiency. 

 Cost-effective implementation means you save  
your clients money annually through choosing  
low-cost managed funds and ETFs. You minimise 
taxes through asset location, picking the right 
investment products for taxable and tax-advantaged 
accounts, respectively.

The values of asset allocation and total-return  
investing are difficult to estimate, but they are  
significant and help reduce risk. Diversified portfolios 
usually experience less volatility and may do better, 
at times, than more aggressively positioned  
portfolios. A conservative portfolio focused on 
income faces risks as well, especially during periods 
of rising interest rates when bonds may lose value. 

Wealth management
You can distinguish yourself and your practice through 
wealth management, which puts you in the centre  
of your clients’ financial lives and gives you the ability  
to view their finances and future plans by taking a 
360-degree view of their financial needs. 

One of the tools that you may consider using is  
rebalancing. Rebalancing can improve a portfolio’s  
risk-adjusted returns compared with those of a  
portfolio that is not rebalanced over time. 

Behavioural coaching
Arguably one of the most challenging roles of an adviser 
is to help clients stick to their financial plans when their 
emotions run high. 

Persuading clients not to abandon the markets when  
performance has been poor or dissuading them from 
chasing the next “hot” investment—this is where you 
need to remind your clients of the plan you created 
before emotions were involved.

A common method of analysing managed fund investor 
behaviour is to compare investor returns (internal rates  
of returns, IRRs) to fund returns (time-weighted returns, 
TWRs) over time. Although all mandates should expect  
a return drag versus the benchmark over longer periods 

Figure 1: Vanguard quantifies the value-add of best practices in wealth management

Vanguard Adviser’s Alpha strategy modules

Value-add relative to “average” client experience (in 
basis points of return)

Suitable asset allocation using broadly diversified funds/ETFs > 0 bps

Cost-effective implementation (expense ratios) 75 bps

Rebalancing 42 bps

Behavioural coaching 150 bps

Tax efficient accumulation and distribution > 0 bps

Total-return versus income investing > 0 bps

Potential value added “About 3%”

Notes: Please refer to the Vanguard Putting a value on your value. Quantifying Vanguard Adviser’s Alpha, Australian edition, February 2015 available at www.vanguard.com.au   
Also, for “Potential value added,” we did not sum the values because there can be interactions between the strategies. (bps = basis points).

Source: Vanguard Australia.



due to more money continually coming into a growing 
managed fund market and a rising market, larger  
differences can be a sign of performance-chasing. Using 
the IRR–TWR method, we note that history suggests 
that investors commonly receive much lower returns 
from the funds they invest in, since cash flows tend  
to be attracted by, rather than precede, higher returns 
(see Figure 2 below). 

Beyond the numbers
Your value proposition has always been easier to describe 
than define. Some aspects of investment advice lend 
themselves to the quantification of the extra value you 
bring to your clients. Because we have done the research, 
we believe you can comfortably tell your clients that you 
can add value to their portfolios. But you should adjust 
their expectations so they understand that they will not 
see this value on top of any market returns or every year. 
Your guidance will prove itself over the long term.

Adviser’s Alpha is a win-win
A win for your clients 
Your clients get to keep more of their returns while  
getting better financial planning and potentially better 
tax efficiency. They will have greater peace of mind  
knowing that their portfolio risks have been reduced and 
that they can always turn to you for guidance.

A win for your business
For advisers, the biggest benefits of the Adviser’s Alpha 
framework are, over time, increased client satisfaction  
and loyalty. Client loyalty typically leads to more referrals 
and new clients, as well as to a larger asset base on 
which to charge your fees. By taking care of all your  
clients and their needs, you can potentially build a  
more profitable business. 

Take action
Better value proposition for clients: 

   Emphasise your ability to guide  
and manage clients’ financial lives

   Consider core, broadly diversified index  
funds, which can help lower investment  
costs

   Review portfolios to determine whether  
they can be more tax-efficient 

Spend more time with your clients: 
   Create a clear communications plan
   Use your time with clients to bolster  

other areas of your business, such as  
estate planning

Leverage your firm: 
  Fully utilise your firm’s technology
   Have systems in place for asset allocation  

and rebalancing
   Use low-cost managed funds and ETFs  

to help improve performance

Figure 2. Australian investor returns versus fund returns: Ten years ended 31 December 2013

Number of funds AUM coverage Investor (IRR) Fund (TWR) Return difference

Equity Australia Large 138 92% 4.2% 9.4% –5.2%

Equity Australia Mid/Small 35 95% 2.3% 10.2% –7.9%

Equity World Large 73 90% 3.3% 4.8% –1.4%

Equity World Mid/Small 8 99% 6.0% 7.4% –1.4%

Multisector 198 85% 4.7% 6.4% –1.7%

Notes:  The time-weighted returns (TWRs) in this figure represent the average fund return in each category. Investor returns assume that the growth of a fund’s total net assets for a given 
period is driven by market returns and investor cash flow. An internal rate-of-return (IRR) function is used, which calculates the constant growth rate that links the beginning total net assets 
and periodic cash flows to the ending total net assets. Discrepancies in the return “difference” are due to rounding. Past performance is not an indication of future performance.

Sources: Vanguard calculations, based on data from Morningstar, Inc.



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