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Advisor’s Alpha™: 

Value of advice during tough times 

The recent COVID-19 related market volatility provides  
a unique opportunity for discerning advisors to reach out 
to their clients at their emotional levels and thus develop 
a long-lasting and rewarding relationship with them and 
protect their practice from asset attrition. 

The value of behavioral coaching in these difficult times 
and markets is even clearer. The first step of behavioral 
coaching is to have a financial plan in place that serves 
both as a lighthouse and an anchor while navigating 
through the rough seas of market turbulence. A 
Lighthouse, for measuring their ‘distance’ from the 
shore – i.e., how far a client is from meeting his or her 
goals and assessing their portfolio performance against 
those and in light of long term expected returns on 
their investments, rather than focusing on short term 
volatility and negative returns. An Anchor, to remind 
them of their long-term objectives, such as retirement, 
buying a house, paying for their children’s education, 
etc. It instills the discipline that is required to stay the 
course, despite the rough seas. With this discipline 
already inculcated, using proactive behavioral coaching, 
it becomes a lot easier for advisors to have these 
difficult conversations when their clients’ equity 
portfolio values have experienced volatility and bond 
portfolios are yielding historically low, in case the 
clients are looking to rebalance. 

How can you augment the chances of not only 
retaining your clients but also of gaining new ones 
through referrals? In one word: Trust. By gaining your 
clients’ trust you can ‘weatherproof’ your book of 
business and your practice. But how to gain your 
clients’ trust? The short answer is, by focusing on 
relationship management and practicing behavioral 
coaching. 

What Drives Referrals? 

Short Answer: Trust

Given the very high conversion rate of referrals into 
clients, what should advisors focus on to increase their 
chances of gaining a referral? In a word: Trust. 
Respondents in our research indicated that, when they 
highly trusted their advisor, they were “extremely likely 
or likely” to refer them to others1.

Clients who highly trust their advisors are more than 
twice as likely to refer their advisor than those who 
have more modest levels of trust in them. To maximize 
the chance of being referred by clients, and, just as 
critically, to retain the clients they already have, 
advisors need to achieve a very high level of trust1.

How to Earn Your Clients’ Trust? 

Answer: Relationship Management & Behavioral 
Coaching

Our research1 suggests that higher levels of trust are 
associated with longer-term client relationships. But 
what can advisors do to help retain clients long enough 
to establish high levels of trust? The short answer is: 
By focusing on Relationship Management and 
practicing Behavioral Coaching.

Why Relationship Management is Important? 

As our research shows1, clients do not completely 
ignore their advisors’ investment performance, 
however, it impacts less than 40% of their decision to 
leave an advisor and move their assets. What drives 
65% of their decision is the advisors’ personality and 
service levels. 
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Shift of Focus: From Portfolios to People – 
Relationship Management
As a result of regulatory scrutiny and increased demand 
by investors for transparency on fees, asset gathering 
and client retention, rather than transactions, have 
become the mainstay of a successful financial advisory 
practice. And improving asset gathering and client 
retention relies largely on relationship management 
rather than portfolio management.

This is in no way meant to belittle the investment 
acumen and experience that an advisor can provide to 
investors, rather, it is a recognition of the value of 
those skills when they are applied where they can 
make the greatest difference: client relationships. 

Using their investment acumen, advisors can guide 
their clients to a better understanding of their 
investment outcomes and the fact that investment 
“failures” occur more due to a lack of understanding 
the risk-return trade off or the incremental risk taken by 
investing in a riskier asset class, i.e., the asset class 
beta, rather than failure to capture alpha. Investing is a 
zero-sum game and offering a value proposition for 
delivering excess returns will carry a high probability of 
disappointment for the clients and their advisors, alike. 
By applying their investment acumen and experience 
to relationship-oriented efforts, such as behavioral 
coaching, advisors can not only improve the probability 
of satisfying clients, but also enhance their clients’  
trust in them, the currency of client rewards: More 
assets and referrals! 

In a nutshell, an advisor acts as an investment 
professional, not a professional investor! 

Relationship Management Is Not Customer Service

While it is intuitive to equate relationship management 
with customer service, as the association is partially 
correct, it only portrays a partial picture of relationship 
management function and the scale of the benefit if 
done well. Relationship management is business 
development.

Behavioral Coaching

Principles of Behavioral Coaching: 3Ps – 
Planning, Proactivity and Positivity

Planning

Financial Plan – an ‘Anchor’ to the ‘Ship’ 

A written financial plan is an invaluable tool for 
relationship management. The process of preparing a 
financial plan provides a rare glimpse to your clients’ 
emotional attachment to their goals. This will help 
strengthen both the ‘anchor’ (the financial plans) and 
the ‘chain’ – your relationship to the clients – that links 
the anchor to the ‘ship’ – client goals and your 
practice, while sailing through the turbulent seas of 
market volatility and uncertainty. Knowing your clients’ 
‘What’ – their goals, is important but knowing your 
clients’ ‘Why’ – what emotional motives are driving 
their goals, is critical. It forms the corner stone of your 
behavioral coaching practice. 

If you already have financial plans in place, use them 
for behavioral coaching and help your clients staying 
the course. If you have not prepared financial plans, 
allocate time to have those conversations because your 
clients will value it and it will help you gain their Trust – 
the currency for client retention and referrals. 

Financial Plan – Focus on Required vs Desired Returns

By developing a deeper understanding of and anchoring 
on their clients’ emotional attachment to their goals, 
advisors can shift the focus of their discussions from 
the desired returns to the required returns. Desired 
returns are usually based on expectations of beating 
market benchmarks or performance of other money 
managers, which are not only difficult to achieve, but 
also unwarranted. Required returns, on the other hand 
are goals based. As long as a client is able to retire 
comfortably or fund her or his child’s education, for 
example, s/he probably will not care whether her / his 
investment portfolios underperformed a peer group of 
advisors or money managers, provided this focused 
and disciplined approach had been inculcated in them 
by their advisors using proactive behavioral coaching. 

Proactivity

Proactive Behavioral Coaching: It’s Never Late to Start 

Behavioral coaching is most effective when clients have 
been prepared beforehand, before the market downturns. 
One may be tempted to ask, that if an advisor has not 
used proactive behavioral coaching so far, what is the use 
of it during these difficult times? Well, the answer is 
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simple, by starting over on behavioral coaching during 
these turbulent times, you can connect with your clients 
at an emotional level that would probably be not possible 
in the pre-pandemic times. 

Remember, your relationship is the chain that links 
your anchor, the financial plan to your ship, your 
practice and your clients’ goals. 

Proactively Handling Rebalancing Questions 

It is imaginable that advisors are being asked questions 
like: “Is this a good time to rebalance”. By incorporating 
proactive behavioral coaching into their practice, advisors 
can include a rebalancing rule within a financial plan. For 
example, if a rebalancing rule of: “We will review your 
portfolio twice a year, but only rebalance if the portfolio 
diverges at least 5% from our strategic asset 
allocation” was pre-agreed, the advisor can respond  
to rebalancing queries by: “Our pre-agreed rebalancing 
rule means that we should rather ask ourselves, 
whether this is the agreed-upon time to rebalance” 

Proactively Addressing the Uncertainty of Returns 

Just as having a written plan helps ensure that clients 
understand that investing requires them to intentionally 
bear risk while seeking rewards, proactive behavioral 
coaching provides the behavioral conditioning required 
for clients to understand and prepare for the 
unexpected outcomes from their investments. If 
uncertainty and doubt are inevitable afflictions that 
arise from exposure to investing, then perhaps 
proactive behavioral coaching is the panacea.

Positivity

The Power of Positive Connotation 

The last actionable insight from our 3Ps toolbox of 
behavioral coaching is the easiest and instantly 
deployable to your practice. Easy, because it only 
requires a change in the advisor’s mindset, not a 
change in skill set. It involves expressing your value 
added to your clients in positive connotations, rather 
than: ’I help clients from being emotional’ or worse 
still, ‘from making emotional or bad decisions’. 

A good analogy would be, how you would feel if a 
personal trainer expresses her or his value proposition 
as being the ‘discipline that you lack’? For any business 
relationship, condescending connotations are never 
helpful; why would that be different for advisor-client 
relationships? 

Process of Behavioral Coaching: 3As – 
Assess, Address and Audit

Now, we will discuss how to implement the principles 
of behavioral coaching–3Ps, by using 3As: Assess, 
Address and Audit.

Assess

As a first step, an advisor should first analyze external 
factors (market cycle, economic & market outlook) and 
also prepare an assessment of a client’s portfolio, the 
impact on her / his financial plan and goals due to 
adverse market movements. Identify the challenges 
ahead and be prepared to discuss those with the client. 

Address

Based on your assessment, develop an action plan and 
address the challenges. Leverage the currency of trust 
you earned to deliver behavioral coaching. Discussing 
portfolio underperformance, specially linked to clients’ 
goals can be emotional. We suggest, you meet 
emotion, with emotion: By reinforcing empathetic 
understanding with informed perspective (Assess) – 
thus a combination of EQ and IQ. 

Relaying ‘Stay the Course’ philosophy during tough 
times is not easy, therefore, advisors should 
communicate that it does not equate to doing nothing. 
What it means is to suggest rebalancing, tax-loss-
harvesting and optimizing asset allocation strategies as 
solutions during tough times. Use the tough times and 
turn them into opportunity through rebalancing, tax-
loss-harvesting and optimizing asset allocation.

Audit

So you have implemented the principles (3Ps) and the 
process (3As) of behavioral coaching, earned your 
clients’ trust and deployed ‘stay the course’ philosophy, 
that helped your clients having a financial plan, staying 
the course and successfully navigated through the 
tough times. All along, as an astute advisor, you have 
been keeping a track of your coaching and decisions 
that you helped shape. During reviews, it is the time to 
highlight this success that you helped craft for them. It 
will not only reinforce the trust and need for future 
coaching but will also serve as a leverage during fee 
negotiations / discussions. 
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Important information

The views expressed in this material are based on the author’s assessment as of the first publication 
date (September 4, 2020), are subject to change without notice and may not represent the views and/
or opinions of Vanguard Investments Canada Inc. The author may not necessarily update or supplement 
their views and opinions whether as a result of new information, changing circumstances, future 
events or otherwise. 

Any “forward-looking” information contained in this material should be construed as general 
investment or market information and no representation is being made that any investor will, or is likely 
to achieve, returns similar to those mentioned in this material or anticipated in this material.

This material is for informational purposes only. This material is not intended to be relied upon 
as research, investment, or tax advice and is not an implied or express recommendation, offer or 
solicitation to buy or sell any security or to adopt any particular investment or portfolio strategy. Any 
views and opinions expressed do not take into account the particular investment objectives, needs, 
restrictions and circumstances of a specific investor and, thus, should not be used as the basis of any 
specific investment recommendation. 

Please consult your financial and/or tax advisor for financial and/or tax information applicable to your 
specific situation.

In this material, references to “Vanguard” are provided for convenience only and may refer to, where 
applicable, only The Vanguard Group, Inc., and/or may include its affiliates, including Vanguard 
Investments Canada Inc.

Conclusion
Relationship management and behavioral coaching play pivotal roles in earning clients’ trust. And trust is the 
currency to not only cement your relationship but also to gain more assets and earn referrals from your clients. This 
will help advisors to weatherproof their practices and books of business from recessions and market downturns and 
protect against asset attrition. Although proactive behavioral coaching is ideal, however, if you have not instilled 
behavioral coaching to your practice, you can decide to start it immediately. Clients will appreciate your calls and 
preferably video conference in these times of social distancing while they are concerned about their investments 
amid historic volatility in the asset markets.

1 Sources: Vanguard and Chadwick Martin Bailey as of December 31, 2019.

2 For more information, please see Vanguard’s Advised Investor Insights™, an ongoing, proprietary research series that provides actionable insights  
into investor behavior.
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VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”) registration number: 
30119-001-(14831)-19/09/2018. The registration of Vanguard Mexico before the Comisión Nacional 
Bancaria y de Valores (“CNBV”) as an Asesor en Inversiones Independiente is not a certification of 
Vanguard Mexico’s compliance with regulation applicable to Advisory Investment Services (Servicios de 
Inversión Asesorados) nor a certification on the accuracy of the information provided herein. The 
supervision scope of the CNBV is limited to Advisory Investment Services only and not all services 
provided by Vanguard Mexico.

This material is solely for informational purposes and does not constitute an offer or solicitation to sell or a 
solicitation of an offer to buy any security, nor shall any such securities  be offered or sold to any person, 
in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities 
law of that jurisdiction. Reliance upon information in this material is at the sole discretion of the reader.

Securities information provided in this document must be reviewed together with the offering information 
of each of the securities which may be found on Vanguard’s website: https://www.vanguardmexico.com/
web/cf/mexicoinstitutional/en/home or www.vanguard.com

Vanguard Mexico may recommend products of The Vanguard Group Inc. and its affiliates and such 
affiliates and their clients may maintain positions in the securities recommended by Vanguard Mexico.

ETF Shares can be bought and sold only through a broker and cannot be redeemed with the issuing fund 
other than in very large aggregations. Investing in ETFs entails stockbroker commission and a bid-offer 
spread which should be considered fully before investing. The market price of ETF Shares may be more or 
less than net asset value.

All investments are subject to risk, including the possible loss of the money you invest. Investments in 
bond funds are subject to interest rate, credit, and inflation risk. Governmental backing of securities apply 
only to the underlying securities and does not prevent share-price fluctuations. High-yield bonds generally 
have medium- and lower-range credit quality ratings and are therefore subject to a higher level of credit 
risk than bonds with higher credit quality ratings. 
There is no guarantee that any forecasts made will come to pass. Past performance is no guarantee of 
future results.

Prices of mid- and small-cap stocks often fluctuate more than those of large-company stocks. Funds that 
concentrate on a relatively narrow market sector face the risk of higher share-price volatility. Stocks of 
companies are subject to national and regional political and economic risks and to the risk of currency 
fluctuations, these risks are especially high in emerging markets. Changes in exchange rates may have an 
adverse effect on the value, price or income of a fund. 

The information contained in this material derived from third-party sources is deemed reliable, however 
Vanguard Mexico and The Vanguard Group Inc. are not responsible and do not guarantee the 
completeness or accuracy of such information.

This document should not be considered as an investment recommendation, a recommendation can only 
be provided by Vanguard Mexico upon completion of the relevant profiling and legal processes. 

This document is for educational purposes only and does not take into consideration your background and 
specific circumstances nor any other investment profiling circumstances that could be material for taking 
an investment decision. We recommend to obtain professional advice based on your individual 
circumstances before taking an investment decision.
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