
ENJOY THE PICTURE, IGNORE  
THE FRAME AT YOUR PERIL

INFORMATION CAN MEAN DIFFERENT 
THINGS DEPENDING ON HOW IT’S 
PRESENTED. DAN MILES SAYS THE 
INDUSTRY NEEDS TO START GIVING 
ADVISERS THE TOOLS SO CLIENTS CAN 
SEE THE BIG PICTURE.
If a picture is worth a thousand words, then its frame 
may well be worth a thousand more. It doesn’t get the 
same attention, but its subconscious impact is often just 
as powerful.

Its influence is also seen in behavioural economics, 
where ‘framing’ describes the way choices can be 
presented differently to affect decision-making. 

For example, it’s logically equivalent to describe the 
outcome of a surgical procedure as either ‘the one 
month survival rate is 90%’ or ‘there is a 10% mortality 
in the first month’. The emotional impact of those two 
descriptions is far from equal and not surprisingly, 84% 
of highly trained physicians in a study presented with 
the two chose the former1.

When it comes to money, framing plays just as  
important a role. The same advice can lead to radically 
different decisions without the right frame to manage 
client behaviour and keep them on the path to achieving 
their goals. 

SUPER FUND RETURNS: A 
BROKEN FRAME 

When it comes to investing, the dominant picture  
is returns.

No matter how much evidence shows that past 
performance does not equal future performance, past 
performance is still the dominant force in the news 
cycle and in fund marketing.

Why does this matter?

Risk should be the frame that lets clients know how 
likely they are to have their goals derailed. High returns 
are great but promoting return irrespective of risk  
is stupidity. 

Investment returns are not an indicator of investment 
skill, meaning investors led by past performance are 
unlikely to achieve the returns they expect over the 
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1 Cited in ‘Thinking Fast and Slow’ by Daniel Kahneman, p367.

https://www.superratings.com.au/2018/07/19/super-members-can-expect-a-better-second-half-to-2018/
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long-term. Investment returns also don’t reflect the risk 
undertaken to achieve those returns, meaning investors 
are probably unaware of the potential downside.

Default ‘balanced’ super funds use asset allocation as 
a proxy for risk, assuming a like-for-like comparison, 
but the reality is far different. The definition of ‘growth’ 
and ‘defensive’ assets is made by the funds themselves, 
with some managing radically different portfolios that 
substitute unlisted assets such as infrastructure for cash 
or bonds.

The only industry-developed measure of risk is the so-
called Standard Risk Measure, which is so simplistic it 
is deeply misleading (see our previous Insight for why). 

Returns are simple and risk is complex – it can be 
measured in multiple ways and its impact is usually 
only felt on some occasions (although they’re rarely 
forgotten). How should advisers use it as frame?

BUILDING A FRAME SO CLIENTS 
CAN ACHIEVE THEIR GOALS 

Risk is multi-faceted and means different things for 
different investors depending on their goals. A trusted 
financial adviser is crucial to tease out the needs and 
wants of clients and then provide appropriate frames to 
keep them on the path towards their goals.

To do this, the industry needs to provide better tools 
to help advisers explain risk to clients. Common risk 
measures include levels of diversification, the Sharpe 
Ratio, liquidity, and even R² (how much one variable, 

such equity returns, describes the variability of another, 
such as overall returns).

Innova considers all of them and more but, for typical 
investors outside of the industry, risk is just the chance 
that they will lose their money. When they pass a certain 
threshold, their behaviour becomes destructive and 
they withdraw money at the worst possible time.

Our preferred way to frame returns is with a forward-
looking ‘downside volatility’ and ‘maximum drawdown 
risk’ measure, which closely reflects how investors view 
risk. It is not perfect since it involves a forecast, and 
forecasting by its very nature is imprecise. We’re also 
considering new ways to frame risk, but something like 
‘maximum drawdown risk’ provides a strong starting 
point for advisers to contextualise returns.

In this way, clients are more likely to stay invested until 
they reach their goals and can fund their future lifestyle 
liabilities. The relationship between adviser and client 
is dynamic and ongoing – their progress towards their 
goals needs to be continuously assessed and reviewed. 
Looking back at returns only tells you how you performed 
in the past – not what lies ahead.

Most Australian superannuation funds closed last 
financial year with near double-digit gains, extending a 
stretch of positive returns not seen since the 1990s. In 
this environment, it’s all too easy for clients to fall into 
chasing those near the top of the tables rather than take 
in the big picture.

It’s up to advisers to provide the frame to keep them  
on track.
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