
 
 

Practice Management for Trusted Advisors 

 

Building Trust Through Process 

 

The foundation for a strong advocate-based wealth 

advisory business is PROCESS.  Process is a series of 

actions or steps taken in order to achieve a particular 

end.  Start with the end goal and build a process to 

achieve it.  Stick with the process and assess its 

success on a regular basis.  A strong process is 

strengthened by experience and introspection to make 

sure it is helping you and your clients as intended.  A 

strong process helps strengthen client retention and increase wallet share.   A strong defined process 

enables a prospect to envision what the client experience is like.  No surprises! 

Today’s focus: Investment Management process for Wealth Advisors 

With a vast amount of investment products and strategies, it could be particularly tempting to 

combine several strategies that look great hypothetically going backwards. While this can make 

some sense in a traditional “stock” and “bond” portfolio where the academic “non-correlation” of a 

“zigging” stock and a “zagging” bond becomes a trained assumption, a composition of different 

strategies and styles can introduce a lot more complexity. When it comes to multi-strategy 

implementation, there should be a centralization of portfolio planning and construction. Economists 

would call it the “central planner,” and football players would call it the “quarterback.” Without a 

solid game plan and an overarching manager constantly monitoring to make sure that all the pieces 

of a portfolio properly fit together, we believe advisors looking for “quick” investment solutions can 

be especially vulnerable to several mistakes that can derail an investment portfolio from its intended 

purpose. Here are a list of some to the dos and don’ts of building an investment management 

process 

1. DO HAVE a cohesive investment message  

We believe one of the most important starting points to any portfolio construction is having the 

investment objective and philosophy explicitly planned. When attempting to pull together 

several ideas, commentaries, risk and return expectations and targets from multiple strategists 

with potentially conflicting views and philosophies, it may become difficult to build one 

confident investment message to build comfort with clients. Not having a solid plan can also 

have negative effects in the live management of the investments. Common questions including, 

“What is the maximum amount of any one asset class, any one style, any one strategy? What is 

the research process to include, or remove a manager? What are the risk and return targets of 



each portfolio and how do they fit with my client’s profile? What is the general investment 

philosophy? What is the theme of the investments to communicate to my client?” should all be 

answered and outlined beforehand. 

2. DON’T HAVE the wrong type of “diversification” 

One of the keys to a successful investment portfolio, as we are all taught, is “diversification.” 

But to be more detailed, a portfolio should have diversification in non-correlated strategies or 

asset classes. Though this concept is quite simple, we’ve all seen it before an advisor finding the 

two “perfect” managers optimized in a portfolio for the best backward-looking results only to 

find out that they both do the same thing. While splitting your eggs with two different 

managers in the same space may feel like you’re diversifying, both managers may still be 

susceptible to the same types of risk. Trying to avoid these scenarios goes beyond performance 

analytics, and requires deeper due diligence, holdings analysis, quantitative attribution analysis, 

and constant reviews. 

3. DO NOT focus on the wrong type of performance 

With most investors being long-term focused, reviewing the wrong time-frame with clients can 

be a recipe for disaster, potentially leading to second guessing of your manager selections. This 

could motivate short-term focused portfolio modifications and constant manager turnover 

without proper research and reasoning, ultimately leading to disappointing results and corrosion 

of investor confidence. For example, just because backwards looking calendar years look great, 

doesn’t mean the client will have the same experience going forward. Rolling time periods can 

help illustrate the range of what portfolio returns might look like at any point in time, thereby 

setting more realistic expectations. 

4. DO NOT over optimize and allocate to the wrong types of risk 

Technology and databases available today offer a variety of tools that can aid in portfolio 

construction. Advisors, however, should be especially careful when selecting managers using 

backward looking data and portfolio tools. Without fully understanding the purpose of different 

strategies and compositions, it can be easy to fall into the trap of over optimizing a portfolio for 

best returns using backward looking data. The result could be overstated returns and understated 

risk, leading to the misalignment of return and risk expectations. If picking the top 10 performing 

stocks of “last year” created the best results, there wouldn’t be any need for investment 

professionals (we wish it was that easy!). If it doesn’t work for stocks, why would it work for 

managers? Be careful when using software to blend managers. While it helps give an impression 

of what a portfolio may look like, advisors should not only model out returns, but should also 

take into consideration mandates, asset classes used, asset class flexibility, and the overall 

purpose of strategies used. 

5. DO monitor investment risk regularly 

“I built this allocation for the long-term, therefore I don’t need to check it too often.” Certainly, 

the previous thought should apply to a “long-term” investment outlook, but it is important to 

monitor portfolios to identify attributions of returns and losses that can be applicable in different 

investment environments. Portfolios should be monitored and potentially tweaked within 

guidelines to make sure they are headed toward their intended targets. Having a “finger on the 

pulse” of your client portfolios can help build strong confidence for client messaging. 

6. DO NOT let emotions impact important investment decisions 



At the end of the day, investing involves risking money, and losing money can get emotional. 

Newsletters, sentiment, and events can all create a positive or negative bias that can turn a “great 

idea” into a portfolio allocation change. Without proper research, these ad-hoc discretionary 

changes can move a portfolio further away from its intended goal, not closer. A series of studies 

conducted by Dalbar, Inc, commonly referred to as the “Dalbar Studies” illustrates that “the 

average investor earns less – in many cases much less” than mutual fund and benchmark 

performance. 

 
Source: “Quantitative Analysis of Investor Behavior, 2022", DALBAR, Inc. Returns as of December 31, 2021 in US$. The average equity fund 

investor represents the investor return on investments of a universe of both domestic and global equity mutual funds. It includes growth, sector, 

alternative strategy, value, blend, emerging markets, global equity, international equity, and regional equity funds. The S&P 500 Index is a broad-

based, market-capitalization-weighted index of 500 of the largest and most widely held U.S. stocks. The index chosen to compare average 

investor returns may not be appropriate for every investor. Differences including security holdings and geographic/sector allocations may impact 

comparability. Redistribution rights from DALBAR, Inc.  

The study shows that this can be attributable to poor investor timing and decisions. More than 

often, after disappointing losses, investors tend to make changes to their allocation to what has 

performed better in the same time frame (see # 4). Investors aren’t the only ones at risk of ill-

timed choices. Without proper understanding of strategy expectations and a disciplined 

investment management framework, advisors or their advisory firms are susceptible to irrational 

performance chasing as well. Advisory firms also run the risk of emotional investing, potentially 

suggesting manager allocation changes with poor timing. This behavioral finance term of 

irrationally expecting the current environment and returns to continuously repeat themselves is 

called “Inappropriate Extrapolation”.  Portfolio allocation changes should have a disciplined, 

researched approach to avoid impromptu decisions caused by irrational emotions.  

At Regal, we are committed to working with advisors and brokers who are interested in growing 

their skills and to provide their clients and themselves with the best solutions available.   Let’s 

work together to elevate your R.A.W. Skills to strengthen client Retention, Acquisition, and 

Wallet-share. 
 

Andy Strauss, CIMA® 
Director of Wealth Management 

Regal Advisory Services 

astrauss@regaladvisoryservices.com 

847.375.6025 

For Investment Professional Use Only – Not for Distribution to the Public 

http://www.regaladvisoryservices.com/
mailto:astrauss@regaladvisoryservices.com

