
 
 

 

 

 

 

 

 

 

 

Your adviser’s role as your investment coach 

 

 

 

 

 

 

 

Summary 

It is always tempting to judge the value of your adviser on the recent performance of your 
investment portfolio.  That is unfair as it fails to understand the true value that a good adviser 
delivers (leaving aside the valuable financial planning advice that they also provide) and the 
fact that no manager can control the returns that the market delivers.  Their true value lies 
not just in the robust structuring of a portfolio, but as a foil to avoid the truly dangerous 
combination of investor emotions and bad, yet often tempting, investment ideas.  A good 
adviser can earn their ongoing fee several times over, simply by helping clients to have 
patience, fortitude and discipline in their investing.   
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Your adviser’s role as your investment coach  
It is always tempting to judge the value of your adviser on the recent performance of your 
investment portfolio.  That is unfair as it fails to understand both the true value that a good 
adviser delivers with respect to investments and the fact that no manager can control the 
returns that the market delivers.  A good adviser can earn their ongoing annual fee several 
times over, simply by helping clients to have patience, fortitude and discipline in their 
investing.  As the founder of Vanguard and legendary US investor, John Bogle points out: 

 

“If I have learned anything from my 52 years in this marvellous field, it is that, for a 
given individual or institution, the emotions of investing have destroyed far more 
potential investment returns than the economics of investing have ever dreamed of 
destroying.” 

When it comes to investing, there are five key areas that your adviser provides significant 
value: 

1. Structure: The starting and critical step is getting your portfolio structure right for 
you.  This must be based on your emotional and financial tolerance for, and need to 
take, risk.  It involves selecting sensible risks to take and using high quality, low cost 
funds to capture the rewards that your earn for doing so. 

2. Governance: Making sure that your portfolio strategy and the funds that you own 
continue to deliver you with the greatest chance of a successful outcome and that you 
avoid fads and too-good-to-be-true products is important, yet much of this is behind 
the scenes and you may not see the work being done on your behalf. 

3. Hand-holding: The hardest part of investing is having the confidence and emotional 
fortitude to stick with the programme through thick and thin.  When markets are 
either going up or down with great magnitude, as they inevitably do from time to 
time, an investor’s emotions will kick in either in the form of greed or fear often 
resulting in the destruction of wealth through a ‘buy high, sell low’ strategy.   

4. Rebalancing: Over time, portfolios drift in terms of their structure due to market 
movements resulting in either too much risk (equities have increased as part of the 
portfolio) or too little risk.  Rebalancing seeks to ensure that the risk level of the 
portfolio remains where it was specifically designed to be.  It takes stomach and 
discipline on behalf of your adviser to do this. 

5. Doing the boring stuff: The fifth level of value that an adviser delivers is undertaking 
some of the menial, yet highly valuable, administrative functions such as ensuring that 
ISA allocations are made use of and that capital gains are taken in a controlled 
manner, avoiding as little time out of the market as possible.  We all hate paperwork, 
so let someone else take care of it! 

Buy-high, sell-low strategy – favoured by many investors! 
As an example of the hand-holding role of an advisor, take a look at the eye-opening chart 
below, which compares the flow of money into and out of equity mutual funds in the US to 
the year-on-year performance of the global equity markets.  Investors load up on equities at 
the top of the market and sell when the markets crash, time and time again.  The largest ever 
inflows into equity funds occurred almost exactly at the top of the tech boom in early 2000.  
The biggest outflows occurred at the lowest point of both the ‘Tech Wreck’ and the ‘Credit 

Confidential. Copyright © 2014.  All rights reserved.  2 | P a g e  
 



Crisis.’  In short, positive market returns result in investors buying equities and negative 
market returns result in investors selling equities! 

Figure 1: US investors – net new cash flows vs. equity market returns (1998 to 2013) 

 
Source: Investment Company Institute. Copyright.  All rights reserved 2013 

Research by Morningstar1, reveals that the average difference on an annual basis between 
the returns of a fund and those that the average investor receives is -2.5% per annum to the 
detriment of investors, on account of their poor entry and exit timing.  Given that most 
advisors charge 1% as an ongoing fee, which should also include comprehensive financial 
planning and regular goal tracking, it is easy to see the value of employing a steady hand to 
guide an investor through choppy waters. 

In conclusion 
So next time you look at a portfolio valuation, spare a little time to consider the broader, 
longer-term role your adviser is playing.  What you are looking at is market noise, which risks 
tempting you into bad, emotional choices.  Your adviser is there to provide perspective, stop 
you from owning investments that should be avoided, help you to keep faith in the 
programme and make you rebalance, just when you don’t want to!  That’s what they are paid 
to do.  

1 Mind the Gap 2014 by Russell Kinnel, Morningstar. 
http://news.morningstar.com/articlenet/article.aspx?id=637022 
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Other notes and risk warnings 
This article is distributed for educational purposes and should not be considered investment 
advice or an offer of any product for sale. This article contains the opinions of the author but 
not necessarily the Firm and does not represent a recommendation of any particular security, 
strategy or investment product.  Information contained herein has been obtained from 
sources believed to be reliable, but is not guaranteed. 

Past performance is not indicative of future results and no representation is made that the 
stated results will be replicated. Errors and omissions excepted. 

Herbert Scott Ltd is authorised and regulated in the United Kingdom by the Financial Conduct 
Authority (FCA) (FRN: 179810), is registered in England and Wales under Company No. 
(2929020). 

 The registered office address of the Firm is:  The Manse, Station Road, Plumpton Green, East 
Sussex, BN7 3BX 
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