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Abstract

Through the ages the problems that had to be faced in order to survive have changed in nature and complexity. Bernstein (1998) points out that early man had to find food and shelter, now man have to know how to finance these basic needs and to decide what can be done to ensure that resources for these needs will be available in future. The financial services industry must facilitate the minimization of risks in this aspect. There are however problems in the South African Financial services industry that prevent efficient risk hedging  and they are the following:

Dissatisfaction: During the last couple of years the voices of dissatisfied customers in the financial services industry have gotten louder (Financial Services Board, 2004; Manuel, 2005). 
Divergent expectations: Another problem is that financial service providers  do not supply users of the services with appropriate information to enable them to make informed decisions.

Anomaly of remuneration: One of the biggest factors that lead to a difference in objectives between customers and brokers is the way advisors are compensated for their services. 
The application of the recently promulgated Financial Advisory and Intermediary Services Act, 37 of 2002 (FAIS Act) should result in a more professional industry that will benefit both intermediaries and customers (Alston, 2004b:1).

This Act defines financial advice and requires financial advisors to be trained and qualified as well as to be licensed at the Financial Services Board.    This paper aims to indicate the improvement in service via the Act as an introductory study of a larger empirical evaluation and discusses results from a survey of financial service  customers in South Africa. 
INTRODUCTION
Through the ages the problems that had to be faced in order to survive have changed in nature and complexity. Bernstein (1998) points out that early man had to find food and shelter in an uninhabited world in order to survive. Now man have to know how to finance these basic needs and to decide what can be done to ensure that resources for these needs will be available in future. There are various factors that influence the provision of these needs, all of which combine to create unpredictability (Waldorp, 1992). These factors determine the risk of specific events (which can impact on the financial future of a person) taking place (Hallahan, Faff & McKenzie, 2004). The financial services industry aims to facilitate the minimization of these risks. There are however problems in the South African Financial services industry that prevent efficient risk hedging.

Problems in the financial services industry include dissatisfaction, divergent expectations of the three role-players and the anomaly of remuneration of financial advisors:
· Since South Africa’s first democratic election more than 10 years ago, one of the biggest changes has been the focus on human rights. As a result the influence of consumer groups has increased. (IISA, 2004:16)  During the last couple of years the voices of dissatisfied customers in the financial services industry have gotten louder and customers’ dissatisfaction was noted (Financial Services Board, 2004; Manuel, 2005). The problem of low returns in the industry, especially the insurance sector, is highlighted by a recent survey conducted by FinMark Trust which indicated that 3,8 million people had stopped using financial service products. (FinMark Trust, 2004a:51) As the financial service industry currently represents 21.9% of GDP it is a vital part of the South African economy and the future of the industry is therefore of critical importance (South African Reserve Bank, 2006).
· Divergent expectations: The financial advisor consults with the customer to identify his needs. Hereafter the financial advisor contacts the financial product provider to supply products to the customer. One of the biggest problems is the current practice followed by financial service providers who does not supply users of the services with appropriate information to enable them to make informed decisions (Whaits, 2004). Therefore, there is a difference between the information provided by the financial advisor and the information that customers require to enable them to make an informed decision (Randson, 2003). This results in frustration for both parties and the feeling that the other party did not keep to its side of the bargain.
· Another big problem is that advisors and their customers don’t always strive to meet the same objectives. One of the biggest factors that lead to this difference in objectives is the way advisors are compensated for their services. According to Swanepoel (2004b:5) the only way to protect customers is to turn the industry into a profession.

In order to address these problems the South African Government promulgated Financial Advisory and Intermediary Services Act, 37 of 2002 (FAIS Act), which came into effect at the end of 2003. The principles included in FAIS Act should result in a more professional industry that will benefit both financial advisors and customers (Alston, 2004b:1).
The problem will be discussed under the following headings:

· The South African Financial Services Industry
· The FAIS Act

· The services provided by the financial planner

· Research objectives

· Methodology

· Survey results

· Conclusion

THE SOUTH AFRICAN FINANCIAL SERVICES INDUSTRY 

There are six main role players in the South African financial services industry; figure 1 illustrates the relationship between the different role players. The relationships can be summarized as follows (using reference in figure 1):
a)
The financial advisor: The financial advisor is the person that provides the customer with advice on how to successfully follow the financial planning process. The financial advisor help the customer to meet his financial objective through the implementation of a financial plan. The relationship between the customer and the financial advisor is built on the principles of trust and best advice (Du Preez, 2005:7). The financial advisor must be registered with the Financial Services Board and comply with the requirements of the Act and the Code of Conduct included in the Act. One of the most important requirements of the Act is that the financial advisor must provide the customer with Appropriate advice.
b) 
The customer: The customer is an individual that wants to do financial planning to address his financial needs. 
c)
The financial product provider: There are various financial product suppliers in the South African market. Some providers have more than one type of product that planners can use in the financial plan. The main groups of financial product providers are long-term insurers, short-term insurers, banks and other investment institutions. 
d) 
The relationship between the customer and the financial advisor: The financial advisor assists the customer to address the financial needs or risks identified. The financial advisor, after having assessed various options, provides the customer with a financial plan which includes a number of alternatives if possible. 
e)
The relationship between the financial advisor and the product supplier: The relationship between the two parties can take various forms. The relationship can range from the financial advisor being totally independent from the product supplier to being an employee of a product supplier. The financial advisor contacts the product supplier to determine if the product supplier can address the needs of the customer and at what cost. Different options should be considered in order to determine the most effective solution for the customer.
f)
The relationship between the customer and the product supplier: After accepting the product appropriate to need his set objectives, the customer undertakes to make certain payments to the product supplier in exchange for certain financial services required.
g)
Regulatory authorities: Government has established various regulatory bodies that each manage and control specific activities in the financial services industry. Financial advisors and product suppliers must ensure that they comply with the relevant requirements set by the following South African regulatory bodies:

Financial Services Board

South African Reserve Bank

The Micro Finance Regulatory Council

South African Revenue Services

Financial Intelligence Centre

The Policy Board for Financial Services

The Registrar of Medical Schemes

Actuarial Society of South Africa

JSE Ltd

National Credit Regulator.
h)
Professional bodies: There are 19 professional bodies in the financial services industry. Each of the bodies’ aim is to service the needs of their members in a sphere of the industry. Some of the professional bodies have codes of conduct that require their members to act in the best interest of their customers.
i)
Customer protection agencies: As a result of the lack of small investors’ recourse to protection against product supplies the Government has established the following Ombudsmen:

The Ombudsman for Banking Services

Office of the Pension Funds Adjudicator

The Ombudsman for Short-term Insurance

The Ombudsman for Long-term Insurance

The Ombudsman for Financial Services Providers

Micro Finance Regulatory Council

Office of the Credit Information Ombud.

One of the biggest problems with the current system of different jurisdictions for each Ombud office is that it is almost impossible for customers to immediately lodge a complaint with the correct office.

Alston highlighted the following major problems in the South African financial service industry based on a survey conducted by PricewaterhouseCoopers:
· Poor service levels;

· Lack of product transparency;

· Inability to meet policyholders’ expectations;

· High cost structure with inadequate returns;

· Lack of skilled personnel. (2004a:1)

Combined with the findings of the FinMark Trust there was a general acceptance that restoring customers’ confidence is essential if voluntary saving and insurance is to be encouraged and increased in South Africa (Scott, 2004:10). 

In order to restore confidence in the financial service industry it is imperative for the financial advisor to meet the customer’s needs and objectives of customers. This objective is achieved by the development of a relationship of trust which is based on ethics, honesty and on sound technical knowledge and skills. Many of these areas were previously unregulated; the FAIS Act aims to ensure that the financial advisor creates such a relationship with his customer. (Moleketi, 2004:10; Whaits, 2004b:36; Keanly, 2004a:62)

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT
The Financial Advisory and Intermediary Services Act, 37 of 2002 (FAIS Act) requires a person that is providing financial advice or intermediary services to register in accordance with the act and comply with all the requirements of the FAIS Act. The main requirement included in the Act is that the person must comply with the ‘fit and proper’ criteria namely:

 - personal character depicting honesty and integrity; 
 - competency requirements (each category of business has its own requirement); 
 - operational ability; and 
 - financial soundness. (Hanekom, 2005:14.2.1; Jordaan, 2003:5) 
All registered advisors will have to ensure that all relevant material and information is adequately disclosed in a language that a customer understands, the advice that is being provided is appropriate for the customer and all relevant documentation will be kept (Swanepoel, 2005a:9). The overall objective of the code of conduct required in terms of the act is the provision of sound and appropriate advice (Swanepoel, 2004a).
THE SERVICES PROVIDED BY THE FINANCIAL PLANNER
Financial Planning Institute of South Africa subscribe to the internationally accepted six step approach (Certified Financial Planner Board of Standards Inc. 2004; Financial Planners Standards Council Canada 2008; Financial Planning Association of Australian Limited 2008; Financial Planning Association of Singapore 2008; Financial Planning Association of Malaysia 2006) to meet the requirement of sound and appropriate advice as required by the legislation:

Step 1 – Establishing and defining the professional relationship

Step 2 – Gathering information or data

Step 3 – Analyzing information

Step 4 – Preparing and presenting recommendations and solutions

Step 5 – Implementation

Step 6 – Review and monitoring (2006c))
Despite the benefits of financial planning customers sometimes don’t want financial advice due to one or more of the following reasons: ignorance, perceived shortage of available funds, lack of an understanding of financial needs, previous bad experience, poor identification of customer needs and objectives, media coverage of negative events in the financial services industry, customers don’t want to pay for financial advice and customers do not trust financial advisors. (Cutler, 2001:33; Botha et al, 2006; Financial Planning Institute of South Africa, 2006b) The Minister of Finance, Trevor Manuel, pointed out that as South African investors become more educated they will demand better service from their financial advisors and the financial services industry (2004).
After deciding to do financial planning the next step is to select a competent financial advisor. According to Cutler 47% of American families make use of a financial advisor (2003:24). Chesser et al (1996:52), found that 51% of respondents indicated that it is extremely important to consult a competent advisor and further 28% of the respondents also indicated that this is an important factor. In South Africa, like the United States, various different types of financial advisors can be used.  A Study in the United States found that 30% of respondents made use of life insurance agents, 22% use accountants and 30% attorneys, bankers and stockbrokers. (Chesser et al, 1996:52). The study unfortunately did not indicate how valuable the respondent found the advice they received.
In addition to competency, a financial planner should have integrity, trust and a commitment to ethical behaviour and high professional standards. Customers want a planner who will put their needs and interests first. (Financial Planning Association, 2006a) Pettigrew et al identified trust and full disclosure as the most important factors when advising customers. They advise customers to consult at least three different advisors when making important financial decisions. (Pettigrew et al, 2003:342)

The Mackenzie Investment Survey (2005) found that 57% of Canadians make use of a financial advisor. The survey conducted found a correlation between the age of a customer and the use of a financial advisor. 48% of people aged 30 to 44 made use of a financial advisor compared to 71% of those above 65 years of age. The study also asked respondents to indicate how confident they were about selecting the right financial advisor; the results are given in table 1.

As the customer is the driver of the financial planning process the financial advisor must ensure that the services he renders adds as much value as possible to the customer. To achieve this, the following factors must be considered by the financial advisor and his customer at the start of the professional relationship (Certified Financial Planner Board of Standards Inc., 2004a:9-10):
· Set measurable financial goals: The targets must be realistic in terms of the required results and the timeframe to achieve the results. Financial planning is a lifelong process and the goals cannot be achieved overnight. Several of the factors and events are beyond the control of a customer, for example inflation.
· The financial advisor must understand the effect of each financial decision as it will influence other areas of the customer’s life.
· The plan must be evaluated regularly: Financial planning is a dynamic and changing process. Several factors influence a person’s goals; these factors might change over time and the financial plan must be adapted for these changes, for example the birth of a child. 
· A customer should be reminded that the earlier he starts to plan and save the better.
· The customer’s expectation must be realistic. Customers must realize that there are various aspects that influence the financial plan that cannot be controlled, for example inflation. 
· The customer must understand how the financial planning process works and what can be achieved. The customer should be encouraged to ask questions regarding the recommendations made and be actively involved in the final decision-making. 

RESEARCH OBJECTIVES 

There have been a number of international studies dealing with different aspects of the financial planning process (Dolvin & Templeton, 2006; Valpe, Chen & Liu, 2006; Flemming, 1996; Loibl & Hira, 2006; Hallahan, Faff & McKenzie, 2004; Mitchel, 2002; Worthington, 2006). Previous South African studies mainly focused on specific types of investments, for example listed shares and collective investment schemes with specific reference to the accounting information provided (FINMARK Trust, 2004b; Botha 1985, Fouché, 1998). INSETA and PricewaterhouseCoopers conducted research into what was done internationally to professionalize the financial service industry in order to improve customer service (2002). PricewaterhouseCoopers also conducted a survey amongst managers in the industry and identified several shortcomings in the financial service industry (PRICEWATER​​HOUSE​​COO​​PERS, 2002).
This paper forms part of a larger exploratory study into the expectation gap in the financial services industry in South Africa. The aim of this paper is to establish if the FAIS Act managed to address customers’ negative perception towards financial advisors in the financial services industry.
METHODOLOGY

The methodology followed to achieve the objective was firstly a critical analysis of the literature and secondary data analysis. This information was be used to compile meaningful questionnaires for users of financial services. The information received from these questionnaires was analysed to determine if the FAIS Act managed to address customers’ negative perception towards the financial advisors. The main contribution of the research is found in the primary data collection process. 
The primary data collection  took the form of an interviewer-administrated survey making use of a quantitative survey method. Sample elements for the survey were selected using a stratified sample approach. The nine provinces in South Africa formed the basis of stratification. Similar to other studies amongst consumers the sample elements in the nine strata was selected on a random basis using the Telkom directories for each stratum as the population (Jordaan, 2007). The sample size is determined with the following formula:
	n = 
	z2  p (1 – p)

	
	E2










(Tustin et al, 2005b:372)

For the purpose of the study the following values were used:
E = 0.05 
(a 95% confidence level was selected)


z = 1.96 
(a 95% confidence level was selected)


p = 0.34
(In the 2005 FinScope South Africa study of the 34% respondents indicated they invest money in one form or another (FINMARK TRUST & FINSCOPE, 2005).)

The sample of 345 sample elements were selected, a response rate of 26% was achieved. 
SURVEY RESULTS

The relationship between a financial advisor and the customer is one of the most important factors that influence a person’s perception of the financial service industry. This relationship is a long term relationship build on trust, during which time the advisor adds value to his customer (Certified Financial Planner Board of Standards Inc., 2004a:9-10).

The results of the survey regarding the use of financial advisors were similar to that of the Mackenzie Investment Survey (2005) in Canada which indicated an increase in the use of financial advisors as the person increased in age. Only 50% of respondents in the 30 to 45 years of age group made used of financial advisors compared to 81% of respondents in the 50 to 65 years of age group. A surprising result was that 12% of respondents did not have a primary financial advisor especially taking into consideration that 71% of these respondents had a school qualification.
The first step in exploring the relationship between customers and their advisors was to establish if the South African customer was satisfied with his/her current primary financial advisor.  The majority of respondents indicated that they are satisfied with their current financial advisor, but 30% also indicated that they are not happy. 
After it was identified whether respondents were happy with their financial advisor or not, a follow up open-ended question was included in which respondents were asked to indicate the main reason for their answer.  Of the people that indicated they are satisfied with the service the majority indicated that they have had a long relationship with no problems or they receive good service and trustworthy information.  A number of other reasons were also provided.  These reasons are similar to those identified in previous studies in other countries.
For the respondents that were not happy with their advisors, one or both of the following points were raised as reason for their dissatisfaction:

· The first reason for the dissatisfaction is the fact that they received very little information about the financial product they are purchasing and why they need it as well as no feedback after the purchase of the product. 
· The second group of complaints relates to the issue of trust, namely that “the advisor only comes to sell me more products on which he earns a commission”.
The reasons given by respondents in this survey as to why they are not happy with their financial advisors are similar to those identified by government that lead to the introduction of the FAIS legislation. The effectiveness of the FAIS Act must be questioned if similar complaints still exist three years after the effective date of implementation. 

The legislation also introduced the FAIS ombudsman where customers can lodge complains about service received from their financial advisor.  Respondents were asked to indicate who they would contact if they are not happy with the service they are receiving and are not able to resolve the issue with the financial advisor.  Different responses were received depending on whether the person is normally dealing with an independent financial advisor or a company advisor.  Respondents that make use of independent advisors indicated that they would contact the ombudsman while customers making use of company representatives indicated that they would first contact a supervisor.  Both of these, or similar, answers were accepted for the purpose of the analysis.  Only 44.6% of respondents knew how to resolve an issue with their financial advisor.  38.6% of respondents agreed with the statement that government has introduced legislation to protect customers.  There seems to be a lack of customer education on this aspect.  This point is further illustrated by the fact that only 53% of respondents indicated that they are confident that they will be able to lodge an effective complaint against a financial product supplier.
As stated previously the most important building block for a successful relationship is trust. Only 66% of respondents agreed with the statement that they have a trusting working relationship with their advisor.  An independent-sample t-test was conducted to compare the trust rating for customers happy with their advisors compared to those who were not happy with their advisors.  There was a statistical significant difference in the scores for people happy with financial advisors (M=4.26, SD=0.741 ) and respondents not happy with their financial advisors [M=3.00, SD= 1.134, t(1.448)=4.660, p=0.000]. The eta squared statistic (0.) indicated a medium effect size.

48.6% of respondents agreed that their advisor treats them with dignity, with a further 29.6% strongly agreeing with the statement. An independent-sample t-test was conducted to compare the dignity rating for customers happy with their advisors compared to those who were not happy with their advisors. There was a statistical significant difference in the scores for people happy with financial advisors (M= 4.37, SD= 0.598) and respondents not happy with their financial advisors [M= 3.40, SD= 0.986, t(4.175)= 3.547, p=.002]. The eta squared statistic (0.) indicated a medium effect size.

Based on the above analysis it is clear that trust forms an integral part of the relationship in the financial services industry. Respondents were therefore asked to indicate what factor(s) they considered as important when selecting a financial advisor. An index was compiled, based on the results of the survey.  The factor that received the highest number of selections were set as the maximum index mark of 100. The indexes of the remaining responses were calculated using the same basis. The indexes are provided in table 2. Table 2 indicates that number of years of experience and adherence to a professional code of ethics and practice standard are the two most important factors considered by South African users of financial services.

After identifying the factors that are important when selecting a financial advisor, customers must then decide what type of advisor to consult.  South African financial advisors range from death benefit only consultants to chartered accountants.  Table 3 indicates that the majority of respondents indicated that they use insurance brokers as financial advisors.  Respondents were also asked to indicate the value of the service received from each type of financial advisor.  The value of the service provided by each advisor was determined using a three point Likert scale ranging from one to three, where one indicates a low value and three a high value. Table 3 shows that clients find the advice provided by accountants to be the most useful.

One of the most contentious issues in the financial industry is the fees or commissions paid to financial advisors by the financial services industry.  Several commentators are of the opinion that a fees only basis is the only way to align the objectives of the advisor and the customers (Swanepoel 2004b:5).  26% of respondents indicated that that they think financial advisors should only receive fees compared to 12% indicating that advisors should only receive commissions.  27% of respondents were in favour of a combination and a further 35% of respondents were unsure which option will be the best.  This clearly indicates the current debate about fee structures and possible government intervention to regulate this aspect more rigorously. 
Despite the fact that FAIS legislation requires financial advisors to disclose all information, including fees and commissions, only 58% of respondents strongly agreed with the statement that financial advisors must disclose the fees or commissions they earn.

CONCLUSION
This paper identified the factors to consider when selecting a financial advisor, as well as factors that influence the success of the relationship between the financial advisor and the customer based on a critical literature review. 
In the analysis of the results, the South African customers followed international trends by increasing the use of a financial advisor with age. The study found that despite the introduction of the FAIS Act, almost a third of respondents were not satisfied with their financial advisors. The reasons for this dissatisfaction are still similar to those identified by Government which lead to the introduction of the FAIS Act. 

Having selected the financial advisor the next step in the process is to prepare a financial plan. The first step in drawing up a financial plan is to gather information about the customer’s current financial position.  In the next study we will determine how respondents feel about their current financial position.  A statistical analysis of the finding of the survey revealed that there is a statistical significance between the customer’s satisfaction with his financial advisor and the customers’ perception of trust and being treaded with dignity. 
South African users of financial services identified number of years of experience and adherence to a professional code of ethics and practice standard as the two most important factors considered with a financial advisor.
Figure 1: Role players in the financial services industry
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Table 1:  CONFIDENCE IN SELECTING A FINANCIAL ADVISOR

	How confident are you in your ability to choose the right financial advisor?
	Percentage

	Very confident
	18.5%

	Somewhat confident
	46.7%

	Not very confident
	22.4%

	Not at all confident
	6.5%

	Don’t know / no answer
	5.9%

	
	(Mackenzie Investments, 2005)


Table 2
Important factor when selecting a financial advisor

	Factors
	Index score

	Independence
	53

	Number of years of experience
	100

	Range of services offered
	53

	Low or competitive fees 
	38

	Reputable brand or financial services company
	75

	Adherence to a professional code of ethics and practice standard
	97

	Factors
	Index score

	Convenience
	34

	Membership of professional organisation 
	50

	Qualification
	66

	Recommended by family member or friend
	38

	Good impression when first approached
	50


Table 3
Value of financial advisor’s advice

	Financial advisor
	Percentage that used these advisors
	Value of advice received based on a three point Lickert scale

	An accountant
	27%
	2.64

	An insurance broker
	60%
	2.25

	A financial counsellor
	37%
	2.33

	A stockbroker
	20%
	2.11

	A bank advisor or bank manager
	48%
	2.14
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