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Russell Investments has always focused on the value of advisors. And never was an
advisor’s value so obvious as during 2020.

It was a year that tested both investors and advisors in so many ways. Financial markets fell
sharply early in the year, when the global spread of the COVID-19 virus forced a sudden
shuttering of economic activity, only to recover strongly. Those investors who followed the
advice of advisors and stayed in the market tended to fare well.

Most financial advisors had further challenges, as they had to switch to a virtual environment
seemingly overnight. For many, harnessing the available technology was a steep learning
curve.

That's why we think it is the perfect time for you to place a sharper focus on the full value of
your advice and communicate that value to your clients.

We've also reassessed the formula we use in our annual Value of an Advisor report to reflect
the broadening role of a holistic financial advisor. Our new formula more closely reflects the
tangible benefits of working with an advisor.

Let's take a look at the full value equation of an advisor’s services. The data clearly shows that
the value is much greater than the typical advisory fee.
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A is for your active rebalancing philosophy

When markets are rising calmly, it can be easy to underestimate the importance of regular
rebalancing. But in a rollercoaster year like 2020, active rebalancing of a portfolio may have
helped create a smoother rider for investors.

Rebalancing can also help ensure true diversification is still in place. 2020 saw a few key
technology names dominate returns over the year and substantially increase their weighting in
the S&P 500® Index. Without regular rebalancing, a client’s portfolio could have become
overly heavy in large-cap U.S. tech stocks, potentially creating an overweight of risk if that
single sector dropped.

For example, if an investor had purchased a hypothetical balanced portfolio of 60% equities
and 40% fixed income in January 2009 and it had not been actively rebalanced since then, by
the end of 2020, the risk profile of the portfolio would look very different. That original balanced
portfolio would have become a growth portfolio, with 80% invested in equities and only 20%
in fixed income. That would expose the investor to risk they didn’t agree to and could be a
concern if equity markets suddenly reversed, as we saw in early 2020.

Click image to enlarge
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When balanced becomes the new growth
The potential result of an un-rebalanced portfolio
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B is for behavioral mistakes coming into focus

2020 was a wild ride. Many investors were tempted to run for the exit in mid-March, when the
S&P 500 Index registered the largest weekly decline since 2008.

This is where the advisor’s behavioral guidance really comes into focus. Without that guidance,
many investors could have sold low in March—in fact, $335.6 billion was pulled out of U.S.

equities in that month." Investors who remained invested saw the index rebound 17.6% in the
following three days, and not just fully recover, but actually return 18% by the end of the year.
Imagine the hit to a portfolio if an investor client missed out on just those three days.

Click image to enlarge

https://russellinvestments.com/us/blog/value-of-an-advisor-2021 3/8


https://russellinvestments.com/-/media/images/us/blogs/images/voajungapril16_2.png?la=en&hash=EDC18551BEBC2E881A77295F70B1F10AA17815FD
https://russellinvestments.com/us/resources/individuals/cycle-of-investor-emotions
https://russellinvestments.com/us/blog/helping-investors-stay-focused
https://russellinvestments.com/us/blog/risks-fleeing-cash-crisis
https://russellinvestments.com/us/blog/thinking-about-market-timing-2

4/22/2021

Value Of An Advisor: 2021 Study | Russell Investments

Investors don't always do what they should

RECENT DEMONSTRATION OF A “BUY HIGH AND SELL LOW" MENTALITY
U.5. open ended mutual fund and passive ETF flows vs market flows
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Markets can be unpredictable. But their long-term trend has been up. Remember that the S&P
500 Index has finished the year in positive territory 74% of the time since its inception in 1926.
Investors who are guided by advisors—and stick to their plans—are likely to benefit.

Statistically, the average stock-fund investor’s inclination to buy high and sell low cost them
2.02% annually in the 36-year period from 1984-2020. We believe there is good value in an
advisor’s hard-but-simple task of helping clients stick to their long-term financial plan.

C is for customized client experience

If someone wanted a cookie-cutter, one-size-fits-all investing experience—at very little cost—
they could use a robo-advisor. Robo-advisors generally don't provide a financial plan, ongoing
service, or guidance. In most cases, they just give the investor the option of choosing from a
pre-selected list of funds, provide annual statements and a phone number to call in case of
questions.

Now consider this: A lot of advisors have historically anchored their value on investment
management—on the skills they bring around asset allocation, security selection and portfolio
construction. But, as we just shared, robos do this, too—and typically for a much lower (and on
average, declining) fee. Is anchoring your value on the one part of your service model that risks
becoming commoditized really the best strategic decision for your business? It will be hard to
justify a 1% fee for something an investor can get elsewhere for much less in many cases.

We also recognize that an advisor’s role has changed in recent years. At one time, an advisor
was essentially a broker—selecting investments for clients. Now, most advisors are expected to
provide holistic wealth advice for entire families. Indeed, between 2017 and the end of 2020,

there has been a 39% increase in advisors delivering comprehensive planning services.?

We have found that the value that advisors deliver through the customized experience is much
higher than the cost of an automated service and cookie-cutter plan from a robo-advisor.
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P is for product alignment with goals

How can you provide a customized experience for each client? It seems there’s not enough
hours in the day—or the year.

This is where the use of models can really help you free up time, while still ensuring each of
your clients gets the customized client experience they value.

For example, you could choose a core investment strategy for all of your clients—the strategy
in which you have the deepest conviction and the broadest knowledge. You could then
outsource more specific strategies—such as small cap investments, or international
investments, or high yield fixed income—and include a selection of those strategies in your
client portfolios. Or, you could outsource the tax management of the strategies to a firm that

dedicates time and expertise to creating products that provide clients with the best possible tax

profile.

The time you would have spent researching stocks, meeting portfolio managers and analysts,
tracking those stocks, documenting trades and conducting ongoing research is now available
for you to spend time with your top clients—giving them the personalized experience they
crave.

A recent study® has found that by using model strategies, a financial advisor could save 7.7
hours a week. Multiply that by the number of weeks worked in a year and you end up with an
extra 385 hours—time you could spend deepening your relationship with your top clients.

Hours saved per week by partnering
with a strategist’
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T Source: https:/static.twentyoverten.com/5e0f642709752828dbb0c6e0/-mjyNOiwG/Outsourcing-Money-
Management-article4.pdf, AssetMark, 2019. Accessed on Feb 3, 2021. Assumptions: Advisor outsources 50-89% of
AUM. Advisor works 50 weeks per year.

T is for tax-smart investing

Why should we be concerned about tax management? Because taxes can have a significant
impact on returns. Our research has shown that investors lost an average of 1.74% of their
return from non-tax managed U.S. equity products in each of the five years ending December
31, 2020. Just that number is larger than the total fee most advisors charge.
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More importantly, over time, that kind of tax drag can add up. For example, a $500,000
investment that lost 1.74% annually to taxes would only be worth $875,000 in 10 years,
assuming a 7.5% average annual return. But that same investment with no tax drag would be
worth $1.03 million.

Click image to enlarge
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A tax-managed approach to investing can not only give your clients more money to work with
and further invest. It can help differentiate your practice.

As we emerge from the global pandemic, the next issue we may have to face is how to pay for
the historic government stimulus packages that kept the economy afloat in 2020. That stimulus
added more than $3 trillion to our country’s total debt. With that in mind, it seems likely that
taxes are only going to go up over time.

So don't wait to get tax-smart. Now more than ever, using a tax-managed approach can
potentially provide significant value to your clients and help you stand out from your peers.

The bottom line: Communicate your value

What a year. On top of everything else 2020 threw at us, it put many investors' life savings at
stake. We're grateful that advisors were on the frontlines, guiding investors through the many
pitfalls. Our research makes us strongly believe that advisors have never been more valuable.

Advisors, stand tall. We believe in your value. We see your commitment. You've never mattered
more.
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T Source: Russell Investments, Morningstar Direct. Based on monthly mutual fund, passive ETF flows, Russell 300
Index

2 Source: https://www.envestnet.com/press/envestnet-moneyguides-latest-advisor-survey-find-financial-planning-
services-fees-rise

3 Source: https://static.twentyoverten.com/5e0f642709752828dbb0c6e0/-mjyNOiwG/Outsourcing-Money-
Management-article4.pdf, AssetMark, 2019. Accessed on Feb 3, 2021
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These views are subject to change at any time based upon market or other conditions and are current as of the
date at the top of the page. The information, analysis, and opinions expressed herein are for general
information only and are not intended to provide specific advice or recommendations for any individual or
entity.

This material is not an offer, solicitation or recommendation to purchase any security.

Forecasting represents predictions of market prices and/or volume patterns utilizing varying analytical data. It
is not representative of a projection of the stock market, or of any specific investment.

Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor an
opinion regarding the appropriateness of any investment. The general information contained in this
publication should not be acted upon without obtaining specific legal, tax and investment advice from a
licensed professional.

Please remember that all investments carry some level of risk, including the potential loss of principal
invested. They do not typically grow at an even rate of return and may experience negative growth. As with
any type of portfolio structuring, attempting to reduce risk and increase return could, at certain times,
unintentionally reduce returns.

The information, analysis and opinions expressed herein are for general information only and are not intended
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Funds and strategies
investment approach

Awards and recognition

© Russell Investments Group, LLC. 1995-2021. All rights reserved.

Products and services described on this website are intended for United States residents
only. Nothing contained in this material is intended to constitute legal, tax, securities, or
investment advice, nor an opinion regarding the appropriateness of any investment, nor a
solicitation of any type. The general information contained on this website should not be
acted upon without obtaining specific legal, tax, and investment advice from a licensed
professional. Persons outside the United States may find more information about products
and services available within their jurisdictions by going to Russell Investments' Worldwide
site.

Russell Investments is committed to ensuring digital accessibility for people with disabilities.
We are continually improving the user experience for everyone, and applying the relevant
accessibility standards.

Russell Investments’ ownership is composed of a majority stake held by funds managed by
TA Associates with minority stakes held by funds managed by Reverence Capital Partners,
Russell Investments' management and Hamilton Lane Incorporated.

Frank Russell Company is the owner of the Russell trademarks contained in this material
and all trademark rights related to the Russell trademarks, which the members of the Russell
Investments group of companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies are not affiliated in
any manner with Frank Russell Company or any entity operating under the “FTSE
RUSSELL" brand.
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