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The evolution of 
Vanguard Advisor’s Alpha®

From portfolios to people
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Vanguard Advisor’s Alpha

The Vanguard Advisor’s Alpha concept 
outlines how advisors can reframe their value 
proposition by prioritizing client-centric, 
relationship-oriented services, rather than 
solely portfolio management
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Source: Francis M. Kinniry Jr., Colleen M. Jaconetti, Michael A. DiJoseph, Yan Zilbering, and Donald G. Bennyhoff, 2016. Putting a value on your value:
Quantifying Vanguard Advisor's Alpha. Valley Forge, Pa.: The Vanguard Group.

* Return value-add for numbers one and six was deemed significant but too unique for each investor to quantify. Also, for “Potential value added,” we did not 
sum the values because there can be interactions between the strategies. Bps = basis points.
Note: “About 3%” means 3 percentage points of additional net return over an unspecified period of time.

Quantification of Vanguard Advisor’s Alpha

Vanguard Advisor’s Alpha strategy

Value-add relative to 
“average” client experience 

(in basis points of return)

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

Cost-effective implementation (expense ratios) 40

Rebalancing 35

Asset location 0 to 75

Spending strategy (withdrawal order) 0 to 110

Total-return versus income investing >0*

Behavioral coaching 150

Potential value added “About 3%”
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Current influences, 
lasting impressions
Regulations, fees, and technology
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Regulatory environment—Global, not local, considerations

• Emphasis on transparency and disclosure

• Genie is out of the bottle: “Great awakening” of investors

• Global phenomenon

United States
DOL fiduciary rule

Australia
Future of 
Financial Advice

United Kingdom
Retail Distribution Review

Canada
Client Relationship 
Model I/II

European Union
Markets in Financial 
Instruments Directive II
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Investment management fees:
Investors and advisors are voting with their feet

High-cost funds are under pressure
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All U.S. equity funds and ETFs, cumulative net cash flow

Quartile 1: 0.40% Quartile 2: 0.90% Quartile 3: 1.17% Quartile 4: 1.74%

$760.5B

–$183.3B

–$234.3B

–$292.6B

Cumulative equity fund net cash flows by cost quartiles

Source: Vanguard calculations, based on data from Morningstar, Inc. 
Notes: Expense-ratio quartiles were calculated annually. Equity funds represented by Morningstar U.S. equity category. Each quartile represents 2016 asset-
weighted average expense ratios, determined by multiplying annual expense ratios by year-end assets under management and dividing by the aggregate assets 
in each quartile. Data are as of December 31, 2016.
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Advice fees: The next shoe to drop?

1.39
1.28

1.09
0.92

0.70

1.07

1.6%

1.2%

0.8%

0.4%

0.0%
The future?

Source: Vanguard calculations, using data from Cerulli. 
Notes: Vanguard calculated the 107 bps asset-weighted average advice fee based on data through December 31, 2015, provided by Cerulli in its U.S. Advisors 
Metrics 2016 report. Advisory fees are reported by account size, rather than core market. For calculation purposes, we matched each core market to the closest 
account size. Mass market is $100,000; middle market is $300,000; mass-affluent market is the average of $750,000 and $1.5 million; affluent market is the average 
of $1.5 million and $5 million; high-net-worth market is $10 million.

Mass Middle Mass-affluent Affluent High-net-worth All
market market market market market

Median asset-weighted advisory fees (%)

Range of fees (median fee)
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The march of tech-enabled advice

More in number, lower in price

107 bps

Source: Vanguard calculations using data from Cerulli and the advice firms’ websites. 
Note: Vanguard calculated the 107 bps asset-weighted average advice fee based on data through December 31, 2015, provided by Cerulli in its U.S. Advisors 
Metrics 2016 report.
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But advanced skills remain uniquely human

Source: Vanguard. 

Maintaining relationships
Interacting with the public
Persuading outcomes
Training
Developing teams
Applying knowledge
Strategizing
Thinking creatively
Solving problems
Assisting/Caring for others
Judging quality
Conducting complex 
physical movements

Inspecting
Monitoring
Assembling
Getting information
Processing information
Scheduling

Growing
Harvesting
Digging
Moving objects
Recording information

ADVANCEDREPETITIVEBASIC
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Evolution of the 

advisory offerings
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Efficient frontier for advice services

Firms should be indifferent to advice offering as long as price
and services are appropriately aligned

Source: Vanguard.

Embedded 
advice 

solutions

Digital 
advice

Digital 
relationship

Wealth 
management

P
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Advisor engagement
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Not all advice can be automated

Source: Vanguard.

Higher

Suitable asset allocation using broadly diversified funds/ETFs

Cost-effective implementation
Rebalancing

Total-return versus income investing
Asset location

Lower Higher

Spending strategies
Behavioral coaching

Estate planning and trust services
Accounting and tax services
Insurance
Charitable-giving strategies
Family-owned business strategies

Embedded advice solutions Digital advice Digital relationship Wealth management

Value/immunity to automation
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6.9%
3.9%

42.5%
46.6%

7.5%

49.0%

34.6%

9.0%

Money manager Investment planner Financial planner Wealth manager

Source: Cerulli Associates, 2015. The Cerulli report: Advisor metrics 2015. Boston, Mass.: Cerulli Associates.

Know thyself

Advisor perceived versus actual practice type

Advisor-reported practice type Actual practice type



17FOR FINANCIAL ADVISORS ONLY. NOT FOR PUBLIC DISTRIBUTION.

Evolution of the 

advisor
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Evolution of the advisor

Advisor’s alpha 
key takeaway: 
Focus on relationship 
management, not 
portfolio management

Need to use our 
knowledge and 
experience where it 
can do the most good
• Behavioral coaching        

• Relationship 
management

An advisor should 
be an investment 
professional, not a 
professional investor
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Why relationship management matters

Clients are evaluating their advisor’s performance more than their portfolios’

Sources: Vanguard and Chadwick Martin Bailey.

Reason for switching advisors Total Respondents by wealth segment (%)

Personality/service levels

Performance/portfolio

Advisor moved to a new firm

65%

39%

23%

Mass affluent High net worth Ultra-high net worth

64%
65%

70%

38%
41%

53%

24%
20%

16%
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Time is an asset to be invested, not spent

Technology-enabled efficiencies could provide 
more time for clients and trust-building

Sources: Vanguard and Cerulli.

19.4% Investment management

55.2% Client-facing activities

20.5% Administrative

4.9% Training and professional development

Advisor time allocation by activity
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What is your return on time?

The return on time

ConfidenceTrust ReferralsLoyalty

Relationship 
management should 
not be confused with 
“customer service” 
but be considered 
business development 
or prospecting

Should be a key driver 
of client satisfaction 
and referrals

More time should 
equate to more 
“Hey, how are 
you doing?” calls
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Advised Investor Insights™

Relationship management is business development

How current advisor was found Likelihood of selecting an advisor

56%

19%

7% 7%

Referral Local 
office

Event 
sponsored 
by advisor

Personal 
relationship 
with advisor

79%

69% 69%
71% 71%

68%

Immediate
family

Extended
family

Friend Colleague Another
financial
advisor

Another
professional

Referral source

Sources: Vanguard and Chadwick Martin Bailey.
Notes: Proprietary research conducted by Vanguard and Chadwick Martin Bailey, a market research and consulting firm. Vanguard's Advised investor insights
is an ongoing, proprietary research series that provides actionable insights on investor behavior. 
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Trust motivates referrals and drives asset retention

Extremely likely or likely
to offer referral

Extremely likely or likely
to switch advisors

Sources: Vanguard and Chadwick Martin Bailey.

42%

0%

High trust Mid trust Low trust

94%

High trust Mid trust Low trust

2%

13%

70%
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Advised investor insights: Trust is complicated

Components of trust

Functional Emotional Ethical

Does what the
advisor says 
he/she will do

Sources: Vanguard and Chadwick Martin Bailey.

Allows me to sleep
better at night

Will act in my best 
interests at all times

17% 53% 30%
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What does a financial advisor have to deliver to be trusted?

“Knowledge of various
investments, sound
recommendations, 
demonstrated
performance over time,
good communication
skills, [and] being
available to clients.”
—High net worth, male

KNOWLEDGE/
PERFORMANCE

“Totally transparent
honesty in all discussions,
evidence of strong moral
character both in
business and personal
life, clear and concise 
explanation of the
financial plan, and the
pathway to achieve the
defined end goals.”
—Mass affluent, male

HONESTY/
INTEGRITY

“To be trusted, he must 
first respect
us for who we are,
understand that our
success turns into
his success, and keep

close in communications
whether times are good or
bad. Also, face-to-face
contacts go a long way in 
maintaining that trust.”
—Mass affluent, female

MAKE ME 
FEEL VALUED

Sources: Vanguard and Chadwick Martin Bailey.
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Advised investor insights: Trust is complicated

Components of trust

Functional Emotional Ethical

Knowledge
and performance

Sources: Vanguard and Chadwick Martin Bailey.

Makes me feel valued Honesty
and integrity

17% 53% 30%
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Conclusion
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There’s no “one 
way” to do things 
right as long as 
you’re focused on 
earning high trust 
from your clients 
every day.

What you can do?

• Concentrate on lowering 
investment management costs

• Spend more time building trust 
with clients than building portfolios

• Leverage technology, teams, 
and managed portfolio solutions 
to gain time to invest in your client 
relationships

• Make clients feel valued and 
cared for, like people not portfolios

• Practice emotional intelligence
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Why should you do it?
Good for your business—Good for your clients

The advisor’s alpha flywheel

Personalized 
financial 
planning

Highly 
trusted 
advisor

Deeper 
relationship

Asset 
retention 

and referrals

Asset and 
wealth 

management 
services

Behavioral 
and life 

coaching
Client loyalty 

and trust
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Important information

For more information about Vanguard funds or ETF Shares, contact your financial advisor to obtain a prospectus or, if available, a 
summary prospectus. Investment objectives, risks, charges, expenses, and other important information are contained in the prospectus; 
read and consider it carefully before investing.

Vanguard ETF Shares are not redeemable with the issuing Fund other than in very large aggregations worth millions of dollars. Instead, investors 
must buy and sell Vanguard ETF Shares in the secondary market and hold those shares in a brokerage account. In doing so, the investor may incur 
brokerage commissions and may pay more than net asset value when buying and receive less than net asset value when selling.

Vanguard provides its services to the Vanguard funds and ETFs at cost. 

Mutual funds and all investments are subject to risk, which may result in loss of principal. Prices of mid- and small-cap stocks often fluctuate more 
than those of large-company stocks. Investments in stocks or bonds issued by non-U.S. companies are subject to risks including country/regional 
risk and currency risk. These risks are especially high in emerging markets. Funds that concentrate on a relatively narrow market sector face the risk 
of higher share-price volatility. It is possible that tax-managed funds will not meet their objective of being tax-efficient. Because company stock funds 
concentrate on a single stock they are considered riskier than diversified stock funds. 

Investments in bond funds are subject to the risk that an issuer will fail to make payments on time, and that bond prices will decline because of rising 
interest rates or negative perceptions of an issuer's ability to make payments. 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. Although the income from a 
municipal bond fund is exempt from federal tax, you may owe taxes on any capital gains realized through the fund's trading or through your own 
redemption of shares. For some investors, a portion of the fund's income may be subject to state and local taxes, as well as to the federal Alternative 
Minimum Tax. Diversification does not ensure a profit or protect against a loss.

Investments in Target Retirement Funds are subject to the risks of their underlying funds. The year in the Fund name refers to the approximate year 
(the target date) when an investor in the Fund would retire and leave the workforce. The Fund will gradually shift its emphasis from more aggressive 
investments to more conservative ones based on its target date. An investment in the Target Retirement Fund is not guaranteed at any time, 
including on or after the target date. 

The information contained herein does not constitute tax advice, and cannot be used by any person to avoid tax penalties that may be imposed 
under the Internal Revenue Code. Each person should consult an independent tax advisor about his/her individual situation before investing in any 
fund or ETF.

Apple®, iPhone®, and iPad® are trademarks of Apple Inc., registered in the U.S. and other countries. App Store is a service mark of Apple Inc.
Android is a trademark of Google Inc.
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Important information

"Dividend Achievers" is a trademark of The NASDAQ OMX Group, Inc. (collectively, with its affiliates, "NASDAQ OMX") and has been licensed for 
use by The Vanguard Group, Inc.  Vanguard mutual funds are not sponsored, endorsed, sold, or promoted by NASDAQ OMX and NASDAQ OMX
makes no representation regarding the advisability of investing in the funds. NASDAQ OMX MAKES NO WARRANTIES AND BEARS NO LIABILITY 
WITH RESPECT TO THE VANGUARD MUTUAL FUNDS.

S&P® and S&P 500® are registered trademarks of Standard & Poor’s Financial Services LLC ("S&P") and have been licensed for use by S&P Dow 
Jones Indices LLC and its affiliates and sublicensed for certain purposes by Vanguard. The S&P Index is a product of S&P Dow Jones Indices LLC 
and has been licensed for use by Vanguard. The Vanguard Fund(s) is not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, 
Dow Jones, S&P or their respective affiliates, and none of S&P Dow Jones Indices LLC, Dow Jones, S&P nor their respective affiliates makes any 
representation regarding the advisability of investing in such product(s). 

London Stock Exchange Group companies includes FTSE International Limited ("FTSE"), Frank Russell Company ("Russell"), MTS Next Limited 
("MTS"), and FTSE TMX Global Debt Capital Markets Inc. ("FTSE TMX"). All rights reserved. "FTSE®", "Russell®", "MTS®", "FTSE TMX®" and 
"FTSE Russell" and other service marks and trademarks related to the FTSE or Russell indexes are trademarks of the London Stock Exchange 
Group companies and are used by FTSE, MTS, FTSE TMX and Russell under license. All information is provided for information purposes only. No 
responsibility or liability can be accepted by the London Stock Exchange Group companies nor its licensors for any errors or for any loss from use of 
this publication. Neither the London Stock Exchange Group companies nor any of its licensors make any claim, prediction, warranty or 
representation whatsoever, expressly or impliedly, either as to the results to be obtained from the use of the FTSE Indexes or the fitness or suitability 
of the Indexes for any particular purpose to which they might be put.

The Russell Indexes and Russell® are registered trademarks of Russell Investments and have been licensed for use by The Vanguard Group, Inc. 
The Products are not sponsored, endorsed, sold or promoted by Russell Investments and Russell Investments makes no representation regarding 
the advisability of investing in the Products. 

The funds or securities referred to herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such 
funds or securities. The prospectus or the Statement of Additional Information contains a more detailed description of the limited relationship MSCI 
has with Vanguard and any related funds.
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Important information

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. BARCLAYS® is a trademark and service mark of Barclays Bank Plc, 
used under license. Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”) (collectively, “Bloomberg”), or 
Bloomberg's licensors own all proprietary rights in the Bloomberg Barclays Indices. 

The Vanguard ETFs are not sponsored, endorsed, issued, sold or promoted by “Bloomberg or Barclays”. Bloomberg and Barclays make no 
representation or warranty, express or implied, to the owners or purchasers of the Vanguard ETFs or any member of the public regarding the 
advisability of investing in securities generally or in the Vanguard ETFs particularly or the ability of the Bloomberg Barclays Indices to track general 
bond market performance. Neither Bloomberg nor Barclays has passed on the legality or suitability of the Vanguard ETFs with respect to any person 
or entity. Bloomberg’s only relationship to Vanguard and the Vanguard ETFs is the licensing of the Bloomberg Barclays Indices which are 
determined, composed and calculated by BISL without regard to Vanguard or the Vanguard ETFs or any owners or purchasers of the Vanguard 
ETFs. Bloomberg has no obligation to take the needs of Vanguard, the Vanguard ETFs or the owners of the Vanguard ETFs into consideration in 
determining, composing or calculating the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays is responsible for and has not participated in 
the determination of the timing of, prices at, or quantities of the Vanguard ETFs to be issued. Neither Bloomberg nor Barclays has any obligation or 
liability in connection with the administration, marketing or trading of the Vanguard ETFs.

© 2018 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; (3) does not constitute investment advice offered by Morningstar; and (4) 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. Past 
performance is no guarantee of future results.

© 2018 The Vanguard Group, Inc. All rights reserved. U.S. Patent Nos. 6,879,964; 7,337,138; 7,720,749; 7,925,573; 8,090,646; and 8,417,623. 
Vanguard Marketing Corporation, Distributor of the Vanguard Funds.

Investment Products: Not FDIC Insured • No Bank Guarantee • May Lose ValuePID820026 (407588, 439145)_DOLU07/26/2019


