FINANCIAL

Is your money being managed

BY A ROBOT?
You may remember Robby the Robot from the 1956 film Forbidden
Planet. He spoke 188 languages and did light housework. Sixty years
later, we have robots that take dictation, build cars, clean up atomic
spills and vacuum the house. Some robots offer investment advice.
Is that a Roomba looking after your savings?
Robo-advisors are a new wrinkle in the
world of financial planning and wealth
management. To increase their earnings,
Canada’s big banks and their related
investment firms focused on high-earning
brokers. They encouraged weaker
performers to either ‘fire the client’ if the
client’s portfolio generated insufficient
revenue — or find other work. Bigger
investment houses didn’t want your

business if your portfolio was worth less
than, say, $500,000. No commissions, few
trailer fees, insufficient income! Some
banks sold off their ‘retail’ investment
arms, while growing the ‘wealth
management’ side of the house.
Fearing the disgusted reaction of clients
after they learn the cost of their fees
and commissions earned under Client

Relationship Model — Phase 2 (CRM2)
reporting requirements, other banks
and mutual fund firms announced lower
commissions and offered an ‘F Class’
fund, with a ‘transparent’ fixed cost,
a percentage of the annual assets
and a separately ‘negotiated’ fee for
the dealer, bank or brokerage.
Trouble was, you bought into this without
necessarily being able to compare the
total costs. For many investors, the total
annual cost of an ‘F’ class portfolio might
be higher than the previous commission
basis. Another strategy would be to
reallocate to passive investments, like
Exchange Traded Funds (ETFs), leading
to marginal total cost reductions while
losing any opportunity to outperform.
Now, firms are using technology and
a limited investment offering to cope
with ever more exacting regulatory
requirements (know your client, know
your product, appropriate risk levels) and
the need to attract younger investors.
So-called “robo-advisors” were offered up
as a solution for the less affluent, the less
financially literate and the technologically
daring. These advisors are driven by a
computer algorithm — a program using
a set of pre-defined rules. It asks you
questions, and the answers are used to
narrowly define investment areas where
the firms can make a few bucks (yes,
there are fees) from your small but
potentially grow-able savings.
Robo-advisors can make any fledgling
bank clerk appear wise beyond his or
her years. But the advice they offer is
shallow. Each of these programs draws
on a very limited range of investment
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offerings. None of them can address your
specific situation. All satisfy the minimum
regulatory requirements and all are
expected to earn money for their hosts.
Some U.S. investment firms are heavily
invested in this technology, which
broadens the range of financial services
offered while maintaining a narrow range
of low-cost investment options. Their
Canadian counterparts, moving more
conservatively, expect rapid growth in
this technology over the next decade.
There are alternatives. Experienced
advisors are available under equitable
circumstances. ‘Fee for service’ and
salaried financial advisors want your
business, and can provide disinterested,
non-commission-based advice.
More importantly, several academic
studies since 2010 clearly show that
investors with financial advisors get better
returns than ‘non-advised’ households.
This has little to do with stock or mutual
fund selection, although this area is
controversial. The authors of the studies
put more emphasis on other positive
contributions advisors make.
Working with an advisor means developing
a long-term investment plan. (What are
you saving for? How will you get there?)

You establish a personal commitment to
financial discipline with ‘your’ plan, and
through regular portfolio performance
reviews. With an advisor and a plan,
you’re likely to save more than you
would without these incentives. These
advantages have been demonstrated
in two Canadian studies based on over
3,000 poll responses.
Advisors counsel clients safely through
times of economic volatility, when many
are tempted to sell or buy at the wrong
time. Advisors know ‘tax-efficient’ forms of
investments, and when changes to
their status are pending (RRSP, RESP,
RDSP, TFSA, Corporate Class). They can
tell you when and why to buy in to — or
get out of — specific investments, based
on years of industry experience.
Here’s a quote from a recent academic
study: “For directly comparable
individuals, those who had a financial
advisor for at least four to six years
will have almost 58% more financial
assets than those who did not. Similarly,
a respondent associated with an advisor
for seven to 14 years will have 99% more
assets. Those with 15 years or more will
have 173% more assets than they would
have if they did not have an advisor.”
Additionally, “households who kept their

advisor have seen their assets values
increase by 26% while the other type of
household has suffered a loss of 34.2%.”
By offering you a meagre choice among
six ETF options, Robby the Robo-Advisor
isn’t likely to earn you such results.
You can have the advantages of an
experienced, salaried financial advisor,
access to almost all mutual funds sold
in Canada and lower-cost investments.
One Canadian firm — Tradex — has
reimbursed over $1 million in management
expenses over the past three years and
reimburses trailer fees for its own funds.
Tradex, an Ottawa-based mutual fund
company and a Federal Retirees
Preferred Partner, also sells a broad
range of other Canadian mutual funds
and savings instruments.
Association members are eligible to
become Tradex members. It is Canada’s
only not-for-profit dealer exclusively
available to past and current members
of the public service, the Armed Forces
and RCMP, and their families. Tradex
advisors are available to speak with
you about your goals and to help you
build a financial plan that meets your
objectives. p
This article is provided by Tradex.
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Commissions, trailing commissions, management fees and expenses may all be associated with mutual fund investments. Please read the prospectus before investing. Mutual
funds are not guaranteed, their values change frequently, and past performances may not be repeated.
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