
The next 10 years for 
advisers

A dvisers play a critical 
role in the financial sys-
tem – knitting together 
the work done by asset 

managers and the needs of individ-
uals. They do this in two key capaci-
ties: as asset consultants to pension 
fund trustees, and as financial plan-
ners for individuals.   

But while advisers and consult-
ants consult to markedly different 
client bases, their futures are buf-
feted by very much the same phe-
nomena impacting asset managers 
and the individual investor.

Advisers are caught in the nexus between 
growing complexity in the financial mar-
kets, growing suspicion of financial com-
panies – with advisers often bearing the 
brunt of this – and the growing awareness 
that left to their own devices, individuals 
tend to make poor financial decisions.

THE PSYCHOGRAPHIC perspective 
on advice poses a particular challenge to 
the industry over the next 10 years. Dun-
can Theron, from GraySwan, raises two 
disturbing concerns. On the one hand, 
research globally appears to confirm that 
asset consultants derive very little value 
add from manager selection (there are 

similar results for financial planners for 
individuals). Yet consultants rarely have 
to show how their recommendations have 
actually benefitted the fund’s fortunes. 
The only exception is multi-managers who 
are a form of implemented consultant.

Adding to this concern, a recent study 
by Harvard titled Investment Consultants 
and Institutional Corruption showed asset 
consultants failed to protect asset owners 
during the 2008 financial crisis. Much of 
the reason for this failure is attributed, in 
the study, to conflicts of interest and pay-
to-play activity by asset consultants. 

But let us not lose sight of Rob Rusconi’s 
cautionary in our opening article: Trust-
ees appear to be more willing to pay to have 
their securities portfolio actively managed 
than for asset allocation advice. Clearly it is 
the investor pushing the manager selec-
tion agenda with their consultant, in spite 
of the evidence that there are far more 
important functions that consultants and 
planners perform that are grossly under-
valued.

This leads us directly to what must become 
one of the most significant and essential 
changes for the advisory industry for 
the next 10 years. We must devise far 

more encompassing and insightful ways 
to meas-ure consultants’ value-add and 
appropriately reward them for these out-
comes. 

Theron goes on to highlight where asset con-
sultants, in particular, should be evaluated:

■ Tailor-making the Investment Policy 
Statement (IPS) while also incorporating 
well-defined appendices such as a Respon-
sible Investment Policy, a Rebalancing 
Policy, a Securities Lending Policy and a 
Transition Management Policy.
■ Understanding and defining the long-
term liabilities which are what ultimately 
matter most.
■ Setting the long-term strategic asset 
allocation to ensure that the appropriate 
amount of diversification is taken among 
the correct asset classes while ensuring 
that the allowed risk budget is utilised to 
maximise returns. 
■ Identifying a reasonable strategy around 
sustainable and responsible investing. 
Asset consultants should take charge and 
guide trustees to make informed decisions 
relating to responsible investment and how 
it f its into their long-term investment 
strategy. 
■ Providing transparency to clients so that 
they can make informed decisions. 
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■ Helping clients understand the cost and 
benefit trade-offs around any service on 
offer.  

Anet Ahern, of PSG Asset Managers, 
points out that National Treasury has been 
equally scathing about the value-add of 
financial planners who service the retail 
market.   But as with asset consultants, there 
are any number of ways planners can poten-
tially add value in the future: we just need to 
get investors to understand what is and what 
is not within their power and reward them 
for the right behaviours. For the future, 
some key developments will be:

■ Asset/liability modelling for individuals. 
■ Selection of the right asset class strat-

egies to accommodate the hypersensi-
tivity of post-retirement investors to 
inf lation and interest rate f luctua-
tions. 
■ Effective tax planning.
■ Flexible annuity draw-down strat-
egies that can make an individual’s 
wealth far more secure over time.   

In spite of Treasury’s suspicion, Di 
Turpin, argues that “our poor sav-
ings ethos would be infinitely worse 
if we had not had advisers in place. 
South Africa is one of the most com-
prehensively insured nations in the 
world, despite our high debt levels 
and lack of commitment when it 
comes to saving” and that much of 
the complexity for which planners 
are blamed lies at the door of prod-

uct providers.

She goes on to argue that:
“A simple and transparent disclosure for-
mat, built around clients’ interests and not 
product providers’ legacies and planners’ 
incentives, will go a long way to solving 
some structural inefficiencies in the sys-
tem. The ultimate aim is and should be 
one standardised fee disclosure, across 
all product sets, allowing differences in 
costs to be clearly visible. This will allow 
the investor to follow in the wake of their 
planner, as before, but with a lot more cer-
tainty that their interests are being looked 
after.

“The planner remains key in getting 
the investor to save – one who is remuner-

ated fairly, but within reason, and one who 
has the commitment to stay educated and 
informed on their clients’ behalf. By sim-
plifying the environment and managing 
the disclosure issues, the structural issues 
should resolve themselves, without killing 
the golden goose, the planner.” 

Ahern shares the concern about kill-
ing the golden goose. “In order to sur-
vive in such a scenario financial planners 
will be required to change their servicing       
models. Planners would have to invest 
significantly into systems that manage the 
TCF, compliance and regulatory require-
ments in order to prevent non-compliance 
or the burden making it impossible to ser-
vice clients.  The service model to clients 
itself would have to change, with stronger 
interaction, better value add and proper 
market segmentation.  Investing in junior 
financial planners as paraplanners, office 
administrators and the like will ensure 
that financial planners will have the time 
available for face time with clients.” 

FROM A DEMOGRAPHIC  perspec-
tive, Sangeeth Sewnath, of Investec Asset 
Management, already pointed out the 
arrival of a rapidly growing black middle 
class. Not only will this population be 
demanding considerably more by way of 
savings vehicles, but they will change the 
nature of how it’s delivered to them and 
what is communicated. 

Combine the increase in longevity with 
the potential of compulsory preservation 
and annuitisation and soon we will have an 
environment where the long arm of finan-
cial advice must, by necessity, reach out to 
a far broader market than ever before. 

This will mean that for many, the 
future of advice may well lie with elec-
tronic communications that can moni-
tor each individual’s f inancial viability 
and financial stability as that individual 
moves through the course of their work 
life. Critical adjustments that might need 
to be made if the member is going to meet 
designated targets would then be easy to 
convey to members to take action on. 

Kelsy Moodley, from Alexander Forbes, 
argues that technology can play a key role 
here, either in the hands of advisers or the 
hands of HR departments who have the 
highest level of contact with members:

“You need to be able to give members 
insights as to what happens if they select 
one option over another over the long 
term. Say, a different contribution rate, a 
different pensionable pay package, a flex-
ible risk benefits package, a different cost 
structure. Which of these decisions pro-
vide the member with the greatest pay-off?  
Ideally, one should also be able to monitor 
the impact of various potential decisions 
over time to stress test different models. 

“By playing with all the relevant inputs, 
we have seen that the most impactful deci-
sion to encourage is preservation – both 
when an individual joins and when he or 
she leaves.” This means that Boards of 
Trustees will have to take National Treas-
ury to heart in terms of expanding their 
accountability to the individual employee. 

Unless National Treasury steps in 
and makes preservation compulsory, the 
employer, their HR department, and 
potentially the unions will need to get 
involved. Ironically, the unions are certain-
ly the best positioned to create solutions to 
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mitigate this problem, which means that 
industry needs to do a much better job of 
highlighting where the economic gains are 
for them and their members. 

It means having long, hard but, hope-
fully, productive conversations with the 
employer and unions around HR policies 
that recognise the sanctity of the retire-
ment fund and its benefits, and ensure 
that the two sets of policies work together 
effectively.  And it means we now need to 
provide both members and HR depart-
ments or unions with tools that could 
translate those choices into economic 
realities 30 to 40 years into the future.

But Kobus Hanekom, from Simeka, 
suggests that many South Africans, 
because of their late start in the savings 

game, will f ind their greatest chal-
lenge is securing a long enough 
accumulation period in the mar-
kets to produce the necessary salary 
replacement required for life after 
retirement. He believes that the 
answer lies in introducing a phased 
retirement plan’, whereby an indi-
vidual continues working in vari-
ous other jobs after officially being 
retired and continues to contribute 
to a savings vehicle. 

Forced annuitisation at the pri-
mary retirement date (60 to 65) 
would certainly present a problem to 
this model as our tax laws currently 
stand. What is desperately needed, 
then, are a few more adjustments to 
these tax laws.

One option might be to allow 
individuals to forego drawing down 

from their living annuity until after 70 
– or some later date. Another would be 
to allow people to transfer benefits to a 
preservation-type fund on the condition 
that they annuitise no later than 70. One 
way or another, though, something will 
have to give. 

Finally, the harsh reality is that indi-
viduals tend to live beyond their means 
and until this is tackled, meaningful sav-

ings is impossible. Perhaps the time is 
ripe for us to develop a completely new 
kind of financial counselling professional: 
the financial coach. This is the profes-
sional you turn to before you are forced 
to see the debt counsellor; the professional 
that helps you set up proper budgets and 
then allows you to compare your spend-
ing behaviours in areas like food or fuel 
consumption with individuals with your 
demographic profile; the professional that 
looks at you holistically across all the areas 
that contribute to an individual’s health, 
wealth and mental well-being and helps 
you determine where you might be over-
spending on certain financial services, say, 
health insurance, and where you might be 
underspending, say disability insurance.

Can this all be done electronically as 
well? Heck yes.
Andrew Bradley, from Old Mutual 
Wealth, argues that clients’ desire for 
greater simplicity will drive the move 
toward digital platforms. It is key for busi-
nesses to create an enabling experience 
for financial planners by providing in-
novative online tools. These should focus 
on enabling them to undertake f inan-
cial planning and modelling online, do 
straight-through processing and provide 
relevant reports, graphs and information 
to inform discussions. 

    “Research has shown that the next five 
years could potentially mark the end of the 
financial planner. If you do not become 
a f inancial planner, one that prepares 
and implements a proper financial plan 
for your client, you will battle to survive.  
A focus on the client, a focus on proper 
financial advice and a focus on working 
smarter will ensure that financial planners 
will still be around in 2050.”

As much as there are risks to regula-
tion, it does have benefits. While it will 
demand significant resources, it will help 
professionalise parts of the industry that 
are still lagging. If we can get these con-
sulting steps right then we may turn back 
the tide of inadequate funding outcomes 
that are currently crashing onto our shore.

In conclusion, while many individuals 
may harbour suspicion towards advisers, 
we understand better than ever that, when 
individuals are left to their own devices, 
they unfortunately tend to have short-term 
time horizons. They end up misjudg-
ing their risk profile. The cost in value 
destruction is immense.

By challenging investors’ unrealistic 
expectiations and channelling them towards 
the right behaviours, intermediaries can add 
value. The challenge is for the intermedi-
ary profession to professionalise to a point 
which rebuilds trust, so they can guide 
investors towards true financial security. ■  
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