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Value for Money
A perennial issue relating to investment advice and wealth management is ensuring that investors get 
services of good value for the money spent.  The manner in which the investment industry charges 
for its services complicates this issue.  There is a disconnect between the provision of advice and 
services of value and the charging of fees.  With respect to mutual funds the visibility of fees has 
tended to be rather low profile even though there has been full and proper disclosure.  In recent years 
these issues have been at least partially addressed by the availability of all-encompassing investment 
advice and wealth management fees that are visible, tax-deductible (where applicable) and tied 
directly to a bundle of services.  Nonetheless, these fee-based arrangements tend to be calculated as 
a percentage of assets administered, but at least that percentage is related to the level and number of 
services required by the investor.  While this represents progress, it still falls on the investor to 
determine what those services are worth to them and whether they are getting good value for the 
money they spend. 

Advice

Specialized knowledge takes time and money to develop, keep current and continually upgrade.  
Professional advice costs money.  Lawyers, accountants, plumbers and electricians all bill by the 
hour and, rightly so, their services do not come cheap.  Investment advice and wealth management 
services are not billed by the hour but require comparable levels of specialized knowledge.  The fact 
that these services are charged for via transaction costs and/or asset management fees leads to 
some disparity in the perception of their value.  Those who make little use of the services may view 
them as expensive.  Those who rely highly on them or make extensive use of them likely view them 
as a real bargain.

A comprehensive investment advice and wealth management service will encompass all of the 
following:

 Wealth Accumulation Techniques
 Investment Planning
 Portfolio Management
 Buying and Selling Securities
 Administrative Services



 Debt Management
 Integrated Banking
 Tax Management
 Personal Risk Management
 Education Planning
 Retirement Planning
 Post-Retirement Lifestyle Assessment
 Succession Planning
 Philanthropy

There is a lot of value to be had in dealing with all those issues.  Very few individuals have the time, 
training or inclination to deal with more than one or two of those important tasks on an ongoing basis.  
Having a professional who does those things for you brings a lot of value to the table.

Investment Management Fees

Legitimately, the most common concern regarding investment management fees pertains to the 
relationship between those fees and investment performance.  It is generally a reasonable 
expectation that if one is going to pay up for results-oriented investment management then the 
performance ought to exceed the costs, at least on a relative basis if not always on an absolute basis.  
Still, there remain some inherent costs of the investment process.  These include:

 trading costs
 research costs
 recordkeeping
 tax reporting
 performance reporting
 holding, storing and insuring investments 
 regulatory compliance and documentation

The cost of these factors is an inevitable part of investing.  If the average investor had to bear the 
direct cost of each of these factors, the financial burden would be exorbitant.  The economies of scale 
provided by a variety of financial institutions offer the most cost-effective way of dealing with these 
unavoidable expenses.

Mutual Fund Management Expense Ratios

Much attention is paid to the Management Expense Ratio (MER) of mutual funds.  This figure is the 
sum of the investment management fees paid to the fund managers, operating expenses of the fund 
and retainer (trailer) fee paid to the investment advisor of the investor in the fund.  This trailer fee is 
paid to help cover the costs of the various investment advice and wealth management services 
provided by the advisor.

The merit of using an advice-based investment approach is determined by a number of factors many 
of which are not related directly to rate of return.  The MER on a fund or asset management program 
has to be viewed in the same context.  The value of the other merits of taking that approach has to be 
considered as well.  If the investment performance of the fund or asset management program does 
not exceed relevant benchmarks one has to ask oneself whether the other benefits conveyed by the 
investment approach make the exercise worthwhile nonetheless.  Such considerations may include 
specific tax benefits inherent in an investment that may even have slightly adverse impact on rate of 
return.  In some cases the lack of practicality of taking an alternative approach means that the 



performance comparison should be made not versus the relevant benchmark of the investment 
approach in question but versus the viable alternative for the investor.

While lower is better when it comes to MERs, it is ultimately the net return after the MER is deducted 
that really matters.  We have often said that we would happily pay a 5% MER to consistently obtain a 
20% net return in a 10% world but would balk eight days a week at paying a 0.35% MER resulting in 
a 6% net return under the same circumstances.

As a parting thought to help contextualize MERs, it is useful to note that the MER on a guaranteed 
investment certificate is generally somewhere in the 1.5% to 2% range.  One would normally think of 
a GIC as having no MER at all, however if you put it in the same context as other investment 
approaches you will realize that it does.  A bank will make loans at rates up to several percentage 
points above that paid on their GICs.  From that loan rate they deduct a provision for loan losses, 
legal and administrative expenses, the cost of insuring the deposit and their own profit margin.  

Lower Cost Strategies

Buy and Hold

Taking a buy and hold investment approach can be a wildly successful investment formula if you hitch 
your wagon to the right horse.  It can also blind the investor to the possibility and potential severity of 
problems developing in the business in question.  Consider that Nortel, Bombardier, Manulife, 
Citibank, General Electric and General Motors among many others were all once considered amongst 
the bluest of the blue chip hold-forever sort of stocks.  Two of them have gone bankrupt.  The best 
performer among them is still 61% below its all time high.  A buy and hold strategy can be very 
rewarding but it can also be catastrophic.

Indexing

In the last ten years, a period that commences after the tech implosion in 2000 had done its damage, 
the MSCI World Index has produced an average annual rate of return of -1.3% in Canadian dollar 
terms.  In the same period the S&P500 Index has returned -2.7% per year on average in Canadian 
dollar terms.  This is before some of the unavoidable expenses of investing.  These are major blue 
chip indices.  Anyone whose investment strategy has been to buy and hold those indices would have 
to tell you it has been an abject failure.

The S&P/TSX Index has fared much better, averaging 6.6% per annum before expenses over the 
past decade.  The TSX however, is heavily skewed towards only three of its ten component sub-
indices.  It is comprised 27.9% of financial services stocks, 26.6% of energy stocks and 23.9% of 
materials (metals and minerals) stocks.  This represents a decidedly aggressive investment mix.  
Furthermore, the composition of the TSX index is well out of sync with the composition of the 
Canadian economy and of corporate Canada in general.  Most investors are not likely aware of this.  
The TSX is a useful illustration that it is important to understand what one is getting into when one 
approaches a particular index.  One should also remember that Canada represents less than 3% of 
the world's economy and financial markets.

Active vs. Passive Investing

Individual stocks and bonds, mutual funds and index investing can all be elements of either active or 
passive investing.  Active investing makes changes to asset mix and individual security holdings in an 
effort to produce superior results.  Passive investing tends to make an initial asset mix and security 
selection and hold those positions indefinitely.  Active investing offers the potential for out-
performance but runs the real risk of under-performing, in part because it costs more.  On the other 



hand it does tend to be a lot more responsive to changing needs of the investor.  Passive investing is 
likely to perform more in line with the market indices more often, replete with the sort of volatility that 
entails.  It is also prone to asset mix drift (or index-biased lopsided weightings, as illustrated above) 
with the risks those factors present.  While it can be a very good idea to ignore the market's gyrations, 
putting a portfolio on indefinite autopilot can result in ending up with an asset mix far from what is 
desired or suitable.

Conclusion

The costs of investing are often “billed” in a way that does not directly correlate to the investment 
advice and wealth management services investors use and benefit from.  This is an important 
consideration when doing a cost/benefit analysis of investment costs and returns.  MERs encompass 
a number of investing costs not directly related to the investment.  Active investment, “buy and hold” 
and indexing all have their advantages, costs and drawbacks.  To determine whether an investor is 
getting good value for money, or is being penny wise and pound foolish requires a contemplative 
review of all the costs and benefits discussed herein.

We have chosen to be in the investment advice and wealth management business.  As such we 
believe we have a lot to offer in the way of services, experience and tools to help people achieve their 
financial and life goals.  We are committed to providing good value for money.

If you would like to discuss any of these matters in greater detail, please feel free to give us a call or 
send me an e-mail at Graham.Tench@nbf.ca.
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