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Putting a value 

on your value:
Quantifying Vanguard 

Advisor’s Alpha™
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What is 
your value 
to clients?
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“About 3%” defined

• Net potential returns over time (not a specific time frame)

• Return value does not show up on a quarterly statement—

but it is very real!

• Increase the amount of return that clients keep

Framework
Clients’ gross 

earnings
Fees/taxes Net returns

Without advisor’s alpha 8% 4% 4%

With advisor’s alpha 8 1 7

Added value an 

advisor provides 

by helping clients 

keep more

Note: Hypothetical example of annualized returns over an unspecified period of time.
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The added value of an advisor is about 3%

Vanguard Advisor’s Alpha strategy

Value-add relative to 

“average” client experience 

(in basis points of return)

Portfolio construction

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

Cost-effective implementation (expense ratios) 40

Asset location 0–75

Total-return versus income investing >0*

Wealth management

Rebalancing 35

Spending strategy (withdrawal order) 0–110

Behavioral coaching

Advisor guidance 150

Potential value added (bps) “About 3%”

Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, Zilbering and Bennyhoff, 2016).
* Return value-add 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.
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Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, Zilbering, and Bennyhoff, 2016).
* Return value-add was deemed significant but too unique for each investor to quantify. 

Portfolio construction

Asset allocation>0*

Cost-effective 

implementation 

(expense ratios)

40 bps 

annually

Asset location0–75 
bps

Total-return versus 

income investing
>0*
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Asset allocation

Potential value added: 

This value is deemed significant, but too unique to 

each investor to quantify, based on each investor’s 

varying time horizon, risk tolerance, and financial goals 

• Asset allocation and diversification are two powerful 

risk management tools

• One of the first things you do with clients is ascertain 

their risk tolerance, time horizon, and goals

• The initial plan assists with future behavioral 

coaching—sticking to the plan can add value

>0
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10.7% 10.4%

7.5%

9.7% 9.5%

6.3%

9.5% 9.2%

5.6%

10.0%
10.4%

6.9%

3 years 5 years 10 years

Large endowments (10% of endowments) Medium endowments (39% of endowments)

Small endowments   (51% of endowments) 60% stock/40% bond portfolio

Asset allocation: Simplicity has been very competitive

NACUBO-Commonfund Study: 60% stock/40% bond portfolio 

has performed well against professionally managed endowments

Sources: Vanguard and NACUBO-Commonfund Study of Endowments, 2016. 
Note: Data are as of June 30 for each year. Data through June 30, 2015. 60% stock/40% bond portfolio: Domestic equity (42%) is Dow Jones Wilshire 5000 Index 
through April 22, 2005, and the MSCI US Broad Market Index thereafter. Non-U.S. equity (18%) is MSCI All Country World Index ex USA. Bonds (40%) are 
Barclays U.S. Aggregate Bond Index. Past performance is no guarantee of future returns. The performance of an index is not an exact representation of 
any particular investment, as you cannot invest directly in an index.
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Cost-effective implementation

Potential value added:

This value-add is the difference between the average 

investor experience, measured by the asset-weighted 

expense ratio of the entire mutual fund and ETF 

industry, and the lowest-cost funds within the universe*

Source: Vanguard calculations based on data from Morningstar, Inc., as of December 31, 2015.
* This value could be larger if using higher-cost funds than the asset-weighted averages.

** Costs Matter: Are Fund Investors Voting With Their Feet? (Kinniry, Bennyhoff, and Zilbering, 2013).

• Simple math: Gross returns – Costs (expense ratio, 

trading, taxes) = Net returns

• Lower costs are associated with better performance**, 

so consider costs during investment selection

• In a low-return environment, costs have 

a greater impact

40 bps 

annually
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Cost-effective implementation (expense ratios)

Stocks/bonds 100%/0% 60%/40% 0%/100%

Asset-weighted expense ratio 0.54% 0.47% 0.37%

“Lowest of the low” 0.15 0.13 0.09

Cost-effective implementation

(expense ratio bps)

0.39 0.35 0.28

Source: Vanguard calculations based on data from Morningstar, Inc., as of December 31, 2015. 
Note: “Lowest of the low” category is the funds whose expense ratios ranked in approximately the lowest 7% of funds in our universe by fund count.
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Asset location

Potential value added:

This value depends on the investor’s asset allocation 

and “bucket” size (the breakdown of assets between 

taxable and tax-advantaged accounts) 

• What is asset location? Allocation of assets between 

taxable and tax-advantaged accounts to maximize 

after-tax return

• May offer additional return in first year without 

additional risk

• Adds value each year—benefits compound 

over time

0–75 
bps
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Asset location

Hypothetical 60% stock and 40% bond portfolio split evenly between taxable 

and tax-advantaged accounts

Taxable accounts Tax-deferred accounts
Pre-tax 

return

After-tax 

return

Relative to optimal 

(Index equity)

Index equity (50%) Taxable bonds (40%)

and equity (10%)

6.60% 6.38% —

Taxable bonds (40%) 

and index equity (10%)

Equity (50%) 6.60 6.08 –0.30%

Municipal bonds (40%) 

and index equity (10%)

Equity (50%) 6.24 6.19 –0.19

Active equity (50%) Taxable bonds (40%) 

and equity (10%)

6.60 5.61 –0.77

Source: Vanguard. 
Past performance is no guarantee of future results.
Note: Pre-tax and after-tax returns are based on the following assumptions: Taxable bond return, 3.00%; municipal bond return, 2.10%; index equity, 9.00% 
(1.80% for dividends, 0.45% for long-term capital gains, and 6.75% for unrealized gains); active equity, 9.00% (1.80% for dividends, 1.80% for short-term capital 
gains, 4.50% for long-term capital gains, and 0.90% for unrealized gains). This analysis uses a marginal U.S. income tax rate of 39.6% for income and short-term 
capital gains and 20% for long-term capital gains. These values do not assume liquidation. See Asset Location for Taxable Investors (Jaconetti, 2007) for details.
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Total-return versus income investing

Potential value added:

This value is deemed significant, but too unique to 

each investor to quantify, based on each investor’s 

desired level of spending and the composition of his 

or her current portfolio

• Better diversification, and less risk

• Potentially better tax efficiency

• Potentially longer preservation of retirement portfolio

>0
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The advantages of a total-return approach

Total-return approach Income-only approach

Pros:

• Maintains asset allocation

• Provides broader diversification

• No factor, duration, or credit 

overweights

• Potentially increases 

tax efficiency

• Potentially increases 

the longevity of the portfolio

• Lowers rebalancing events

Con:

• More complicated to implement 

Pro:

• May be less complicated 

to implement

Cons:

• May shift asset allocation 

and sub-asset allocation

• Increases factor, duration, 

and credit risks

• Increases concentration risks 

• Potentially reduces tax efficiency 

• Potentially reduces longevity 

and future income generation

• Higher rebalancing events
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Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, and Zilbering, 2016).

Wealth management

RebalancingUp to

35 bps

Spending strategy 

(withdrawal order)
Up to

110 bps
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Rebalancing

Potential value added:

The value is based on the annual rebalancing of a 60% 

stock/40% bond portfolio versus the same portfolio that 

is not rebalanced (and thus drifts, taking on more risk)

• Maintaining asset allocation over time is critical

• Goal of rebalancing: maintain risk of the portfolio, 

rather than maximize return

• Client commitment to allocation strategy 

increases the probability of achieving long-term goals

Up to

35 bps
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Rebalancing

1960–2015
60% stocks/

40% bonds

60% stocks/

40% bonds (drift)

80% stocks/

20% bonds

Average annualized return 9.0% 9.2% 9.6%

Average standard deviation 11.3 14.0 14.0

Source: Vanguard calculations using data from Thomson Reuters Datastream. 



FOR FINANCIAL ADVISORS ONLY. NOT FOR PUBLIC DISTRIBUTION. 17

Spending strategy: Withdrawal order

Potential value added:

Depends on the “bucket” size (breakdown of assets 

between taxable and tax-advantaged accounts) and 

marginal tax bracket

• Wealth management is critical during 

the drawdown phase

• Spending strategies can:

– Potentially minimize total taxes paid 

– Potentially increase clients’ wealth 

and portfolio longevity

Up to

110 bps
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Spending strategy: Withdrawal order

Average internal rate of return (IRR) of different withdrawal-order strategies

Source: Vanguard.
Note: These hypothetical data do not represent the returns on any particular investment. Each IRR is calculated by running the same 10,000 VCMM 
simulations through three separate models, each designed to replicate the stated withdrawal order strategy listed. Assumes 60% stock and 40% bond portfolio, 
30-year time horizon, 39.6% marginal tax bracket, 20% long-term capital gains rate, 4% initial withdrawal rate. 
IMPORTANT: The projections or other information generated by the VCMM regarding the likelihood of various investment outcomes are hypothetical in 
nature, do not reflect actual investment results, and are not guarantees of future results. Distribution of return outcomes from VCMM, derived from 
10,000 simulations for U.S. equity returns and fixed income returns. Simulations as of June 30, 2015. Results from the model may vary with each use 
and over time. For more information, please see the important information slide. 

This hypothetical 

assumes a 60% 

stock and 40% 

bond portfolio, 

over a 30-year 

time horizon

4.0%

2.9% 3.0%

Spend taxable assets
prior to tax-advantaged

Spend from tax-deferred
assets prior to taxable

Spend from tax-free
assets prior to taxable
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Spending strategy: Withdrawal order

Taxes can be minimized by following this recommended spending order

Tax-free Tax-deferred

RMDs (if applicable)

Taxable flows

Tax-freeTax-deferred

Taxable portfolio

Higher expected marginal 

tax bracket in the future

Lower expected marginal 

tax bracket in the future
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Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, Zilbering, and Bennyhoff, 2016).

Behavioral coaching

Behavioral 

coaching

150
bps or 
more
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Behavioral coaching

Potential value added:

Vanguard research and other academic studies 

have concluded that behavioral coaching can 

add 1% to 2% in net return 

• Help your clients maintain a long-term perspective 

and disciplined approach

• Market-timing and chasing performance 

or “hot investments” can be costly

• Add value by acting as the “emotional circuit breaker” 

in a bull or bear market

150
bps
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Behavioral coaching: Rebalancing, a proven strategy 
during market declines

A balanced, diversified investor has fared relatively well

Sources: Vanguard calculations based on data from FactSet.
Notes: Each balanced portfolio represented by the mixture of equity and fixed income from the following indices: S&P 500 Total Return Index for equities and 
Barclays U.S. Aggregate Bond Index for fixed income. Each portfolio is constructed using historical daily data implemented with a monthly rebalancing scheme. 
Data as of June 30, 2016.  Past performance is no guarantee of future returns.
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Behavioral coaching: Helping clients 
follow their best interests 

Rolling 12-month excess returns*

Total World Stock Market versus U.S. Bond Market**, 1991–2015

Please reference the appendix for index performance data.
* Excess return is the difference between the return of broadly diversified world stocks and U.S. bonds.

** World stocks consist of the MSCI All Country World Index  and U.S. bonds consist of the Barclays U.S. Aggregate Bond Index.
Date label as of December 31 for each year. 
Sources: Vanguard Investment Strategy Group, MSCI, and Barclays.

World stocks 

outperform

U.S. bonds 

outperform

Cash flow

1999 2000

Equities $162B $258B

Bonds –7B –51B

Cash flow

2006–2007

Equities $393B

Bonds 194B

Cash flow

2001 2002

Equities $81B $50B

Bonds 83B 132B

Cash flow

2008-2012

Equities –$58B

Bonds 1,266B

-60%

-40%

-20%

0%

20%

40%

60%

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015
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DALBAR’s 20th Annual Quantitative Analysis 
of Investor Behavior (2014)

DALBAR’s research 

and recommendations 

mirror Vanguard 

Advisor’s Alpha

Best practices to avoid money-losing behavior: 

• Set expectations below market indexes 

• Control exposure to risk 

• Monitor risk tolerance

• Present forecast in terms of probabilities

“The future success in investment business 

will belong to those who manage prudently 

and relieve investors of the burden of learning 

the business themselves.”
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“The average investor cannot be above average”

S&P 500 versus average equity fund investor (20-year annualized returns*)

Successful practice is to explicitly set reasonable expectations, and not infer from 

historical records, market indexes, investors’ own experience, or media coverage

Source: DALBAR’s 20th Annual Quantitative Analysis of Investor Behavior (2014).
Past performance does not guarantee future results.

* The original analysis began in 1984. Between 1998 and 2002, the periods covered were less than 20 years. Since 2003, however, the long-term 
analyses have covered 20-year time frames.
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Behavioral coaching: Market-timing and performance 
chasing can reduce investor returns

Cash flows are associated 

with performance ratings

High ratings have not led 

to future outperformance 

Source: Vanguard calculations using data provided by Morningstar, Inc., as of December 31, 2013.

Past performance does not guarantee future results.
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Quantification of Vanguard Advisor’s Alpha

Vanguard Advisor’s Alpha strategy

Value-add relative to 

“average” client experience 

(in basis points of return)

Portfolio construction

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

Cost-effective implementation (expense ratios) 40

Asset location 0–75

Total-return versus income investing >0*

Wealth management

Rebalancing 35

Spending strategy (withdrawal order) Up to 110

Behavioral coaching

Advisor guidance 150

Potential value added (bps) “About 3%”

Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, Zilbering, and Bennyhoff 2016).
* Return value-add was deemed significant but too unique for each investor to quantify. Also, for “Potential value added,” we d id 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.
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Advisor’s alpha win-win



29FOR FINANCIAL ADVISORS ONLY. NOT FOR PUBLIC DISTRIBUTION.

Source: Putting a value on your value: Quantifying Vanguard Advisor’s Alpha (Kinniry, Jaconetti, DiJoseph, Zilbering, and Bennyhoff, 2016).

Advisor’s alpha: A win for your clients

• Potential increased net returns

• Potential protection against 

undue and unintentional risk

• Peace of mind and guidance
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Advisor’s alpha: A win for your business

Time management

• Less time spent 

trying to outsmart 

the market

• More time spent 

with your clients 

and prospects

Client retention

• You define your 

value proposition 

to your clients

• Keep clients by 

earning their trust

• “Best practices” to 

build your business

Practice growth

• Higher client 

balances

• Increased revenue

• Greater profitability

• More client referrals 
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Annuitizing your practice

Advisor’s alpha “J” curve

Source: Vanguard. 
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Action plan

Control what you can control: 

○ Have you reviewed your current practice? 

○ What aspects of the advisor’s alpha framework 

can you implement in order to add more value? 

○ What pieces of this research might you incorporate 

to help tell your value proposition story?

Consult with your Vanguard 

sales executive to discuss tactical 

solutions to implement this framework 
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Important information

IMPORTANT: The projections or other information generated by the Vanguard Capital Markets Model™ regarding the likelihood of various 
investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. VCMM 
results will vary with each use and over time.

The VCMM projections are based on a statistical analysis of historical data. Future returns may behave differently from the historical patterns 
captured in the VCMM. More important, the VCMM may be underestimating extreme negative scenarios unobserved in the historical period on which 
the model estimation is based.

The Vanguard Capital Markets Model is a proprietary financial simulation tool developed and maintained by Vanguard’s primary investment research 
and advice teams. The model forecasts distributions of future returns for a wide array of broad asset classes. Those asset classes include U.S. and 
international equity markets, several maturities of the U.S. Treasury and corporate fixed income markets, international fixed income markets, U.S. 
money markets, commodities, and certain alternative investment strategies. The theoretical and empirical foundation for the Vanguard Capital 
Markets Model is that the returns of various asset classes reflect the compensation investors require for bearing different types of systematic risk 
(beta). At the core of the model are estimates of the dynamic statistical relationship between risk factors and asset returns, obtained from statistical 
analysis based on available monthly financial and economic data from as early as 1960. Using a system of estimated equations, the model then 
applies a Monte Carlo simulation method to project the estimated interrelationships among risk factors and asset classes as well as uncertainty and 
randomness over time. The model generates a large set of simulated outcomes for each asset class over several time horizons. Forecasts are 
obtained by computing measures of central tendency in these simulations. Results produced by the tool will vary with each use and 
over time.
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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 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 work force. 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 trade marks 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 their 
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 
or the fitness or suitability of the Index for any particular purpose to which it might be put.

The Russell Indexes and Russell® are registered trademarks of Russell Investments and have been licensed for use by The Vanguard Group. 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.

The Vanguard ETFs are not sponsored, endorsed, sold or promoted by Barclays Capital Inc. or its affiliates (“Barclays”). Barclays does not make any 
representation regarding the advisability of Vanguard ETFs or the advisability of investing in securities generally. Barclays' only relationship with Vanguard is 
the licensing of the Index which is determined, composed and calculated by Barclays without regard to Vanguard or the Vanguard ETFs. Barclays has no 
obligation to take the needs of Vanguard or the owners of the Vanguard ETFs into consideration in determining, composing or calculating the Index. 
Barclays has no obligation or liability in connection with administration, marketing or trading of the Vanguard ETFs. 

© 2017 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.

© 2017 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; 8,417,623. Vanguard Marketing 
Corporation, Distributor of the Vanguard Funds.

Investment Products: Not FDIC Insured • No Bank Guarantee • May Lose ValuePID687117_DOLU010/31/2017_CE



36FOR FINANCIAL ADVISORS ONLY. NOT FOR PUBLIC DISTRIBUTION.

Appendix
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Behavioral coaching: Market-timing and performance 
chasing can reduce investor returns

• A recent Vanguard study analyzed 

the personal performance of more 

than 58,000 portfolios over five 

years ended December 31, 2012 

(a tumultuous period in the market)

• The majority of investor 

returns trailed the target-date 

benchmark slightly 

• Investors who made exchanges 

themselves fared considerably worse

Investors who made investment changes 

did not perform as well as those who did not

Source: Vanguard.

Past performance does not guarantee future results.

Notes: Average value with exchange, -1.50; average value without 

exchange, 0.19.
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