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About the Survey
The objective of this research was to 
understand how financial advisory firms are 
approaching the outsourcing of investment 
management. 

Research for this white paper was conducted in late 2018. Two online 
surveys were fielded, one focusing on advisory firms and the other 
on clients. Decision-makers from 264 advisory firms participated in 
the first survey. All firms had $150,000 or more in annual revenue 
and provided some form of investment management service to 
individuals or households. The second survey involved 214 consumer 
investors. These consumers were required to have had recent 
experience with an investment professional and to have maintained 
a minimum of $100,000 in investable assets. To draw conclusions 
about trends and provide context, we supplemented these findings 
with occasional references to data from The 2018 FA Insight Study of 
Advisory Firms: Growth by Design.

http://fainsight.com


Outsourcing: Striking the Right Balance Between Customization and Efficiency

3fainsight.com

White Paper

Looking back, one can make the case that outsourcing has played an influential 
role in the evolution of the financial advice industry. Since the development of the 
first mutual fund nearly a century ago, solutions for assisting investors and their 
advisors have accelerated at an increasing rate. Over time, more tools, investment 
vehicles and resources have become available to aid with investment selection and 
investment-related administrative functions.

Executive Summary

Evolution of Investment Outsourcing Solutions

The introduction and wide-scale availability of outsourcing options have been instrumental in increasing advisors’ 
capacity to spend more quality time with clients, create investment process efficiencies and grow the menu of 
services offered. Outsourcing providers continue to innovate and work to solve for known obstacles such as the desire 
for more flexibility and customization while maintaining overall control.

What Clients Think—Perception vs. Reality

Not surprisingly, a gap exists between clients and advisors in the importance placed on performing investment management 
in-house versus outsourcing. Advisors perceive that clients have a preference about who performs investment 
management—71% indicated that they believe it matters to a client. In contrast, 57% of clients indicated that they had 
no preference “as long as my investments are secure and performance is satisfactory.”
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Do Clients Prefer That Their Advisor Perform Investment 
Management In-House?

Clients are clearly open to having advisors outsource investment 
management functions or leverage third parties as part of in-house 
processes. Given that, it may be time to take a closer look at what’s out 
there and how you might enhance your capabilities and leverage the 
resources at your disposal to meet and potentially exceed your clients’ 
expectations. 

It’s Not a “Set It and Forget It” Strategy

A word of caution—whether you are looking to outsource research, 
administration or investment selection, you will need to perform appropriate 
due diligence and be sure to actively monitor your vendor relationships. 

of advisors believe clients 
prefer that they do

of clients indicated they have 
no preference

71% 57%
vs.

Evaluating and Managing Third-Party Providers

As you look to select a vendor, you will need to learn about the 
firm’s organization and management, risk management controls, 
monitoring controls, communications, logistics and physical 
access, and operations. For best practices on how to perform 
vendor due diligence and ongoing monitoring, access Evaluating 
Third-Party Providers on Veo/Veo One in the Education Center > 
Learning by Topic > Risk & Compliance.

The amount and nature of the due diligence that must be performed on 
each vendor will vary based on the relationship between your firm and 
the vendor. As a best practice, all vendors should be reviewed at least 
annually to ensure that you are aware of any risk exposure you may have 
in working with them as well as to ensure that their services continue to 
meet your firm’s needs.
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Since the dawn of the independent movement some four decades ago, financial 
advisory firms have been constantly evolving. To some extent, new consumer 
demands have driven this critical need to adapt; however, new tools and technology 
have been an equally powerful driving force.

From asset-allocated funds and online trading to automated financial planning, advisors are continually pushed to rethink 
their business processes and service models. Each new development can potentially challenge the advisor’s traditional 
value proposition, threatening commoditization. While these innovations can seem overwhelming to adopt, they can also 
represent tremendous opportunity if evaluated and engineered to work in the advisor’s favor.

Investment outsourcing is no different. Traditionally, advisory firms, many of which were emerging businesses with 
limited resources, were focused primarily on investment-centric services provided directly by the client’s financial 
professional. The primary value offered to clients most often came in the form of stock tips and access to security 
trades. Later came modern portfolio theory, asset allocation and affordable online trading. Today, many advisory-
firm service offerings have moved beyond just asset management, encompassing comprehensive financial planning 
and, in many cases, holistic life planning. 

Outsourcing Fuels an  
Evolving Industry 

1 The FA Insight Study of Advisory Firms, 2013 and 2018.

Definition of Investment Outsourcing

Broadly defined for the purposes of this white paper, investment 
outsourcing refers to any reliance on an external partner to 
complement all or part of the investment function inclusive of 
research, selection, management and administration.

In the last five years alone, the share of firms positioning themselves as 
strictly investment management or investment advisory firms has shrunk 
by half. During this same time frame, the scope of services provided has 
increased dramatically. In 2013, the typical firm routinely provided nine 
different services to its clients. By 2018, routine services provided had 
jumped to 16 (Figure 1), with 75% of these services provided directly by 
the firm and the remainder through strategic partnerships.1

of services offered by advisory 
firms are provided through 

strategic partnerships

25%
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Push and Pull 

As investment outsourcing options multiplied, advisors expanded service 
scope. This evolution was made possible by the growth of related tools and 
solutions that both pushed and pulled advisors to expand their services. The 
push came from advisors being forced to seek other ways to add value as 
previously provided services became more readily available at lower cost. 
The pull came from the ability of advisors to leverage these innovations  
to do more for their clients by reallocating time gained back through 
outsourcing efficiencies.

Regardless of the ultimate motivation, our research suggests that the trend 
toward investment outsourcing won’t slow down anytime soon. While 53% 
expect no change in their level of outsourcing, a sizable share of advisory 
firms, 42%, are looking to deploy additional outsourcing solutions (Figure 2). 
Eight times as many firms expect to become more reliant on external 
investment management support than those that do not.

Figure 1
Firms Expand Service Set Beyond Investments

0

2

4

6

8

10

12

14

16

%
 o

f I
nv

es
tm

en
t-

C
en

tr
ic

 F
ir

m
s

M
ed

ia
n 

N
o

. o
f 

S
er

vi
ce

s 
O

�
er

ed

9

16 

21%

11%

0%

5%

10%

15%

20%

25%18

2013 2018

as many firms expect 
to become more reliant 
on external investment 

management support than 
those that do not.

8x

http://fainsight.com


Outsourcing: Striking the Right Balance Between Customization and Efficiency

8fainsight.com

White Paper

Despite the Benefits, Questions Remain

Despite the interest in moving toward greater leveraging of investment 
outsourcing solutions, the best approach isn’t always as clear. What might 
be advantageous for one firm could be counterproductive for another. As 
you consider outsourcing solutions, ask yourself: 

• In which areas is my firm positioned to directly provide my clients 
value versus relying on help from others?

• Can I leverage outsourcing solutions while still retaining control over 
the composition of client portfolios, including the ability to customize?

• Will clients be concerned if our firm doesn’t directly handle all aspects 
of investment management?

Looking Back; Looking Forward

Since the development of the first mutual fund, solutions for assisting 
investors and their advisors have accelerated at an increasing rate 
(Figure 3). Advisors now have options for outsourcing security selection 
as well as investment-related administrative functions. In addition, they 
can choose to outsource select functions or utilize “all in one” products.

The outsourcing era dates back to the introduction of the mutual fund in 
1924, which enabled investors and their advisors to conveniently delegate 
security selection through share ownership in a fund. It wouldn’t be until 
several decades later, however, that mutual funds gained widespread 
acceptance. 

Figure 2
Anticipated Future Change in Level of Investment Outsourcing

Greater UseLess Use

No Change

5%
42%

53%
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Prior to the 1990s, advisors largely specialized in selecting securities and providing clients with access to the markets. As 

online trading took hold in the early 1990s, investors could trade for themselves and at lower costs. This change forced 

advisors to evolve their value proposition. Fortunately, a growing array of products and tools was becoming available to 

facilitate this transition, including increasingly more sophisticated mutual funds. 

Fund usage boomed in the 1990s as advisors found mutual funds to be a convenient and time-saving substitute for stock 

picking. The shift in focus from selecting multiple securities to selecting a single fund manager produced efficiencies in 

time and people resources. Advisors were freed to redirect their time to managing client finances more 

comprehensively.

Up through the 1990s, outsourcing innovations centered primarily on mutual funds. With balanced funds, asset-

allocated funds and then target date funds, increasingly sophisticated asset allocation became embedded within these 

investment products.

Although their full impact wouldn’t be felt until several years later, the introduction of separately managed accounts 

(SMAs) in the 1970s provided advisors with additional options for third-party money management. As with a mutual 

fund, advisors could still handpick a manager. In addition, SMAs allowed advisors to better tailor the account to suit the 

needs of individual clients, especially in terms of cash and tax management flexibility. 

Building off the separate-accounts concept and expanding flexibility for advisor choice were unified managed accounts 

(UMAs) and, most recently, model marketplaces. UMAs have given advisors the option to bundle and efficiently manage 

a variety of investment vehicles, including separate accounts. Advisors can customize where needed in a UMA, with an 

overlay manager taking care of much of the portfolio’s administration in a sub-advisory capacity. 

Model marketplaces are among the most flexible approaches for outsourcing implementation. With a model 

marketplace, an advisor can choose investment models from a centralized platform while maintaining sole and full 

discretion over all security trades and investment decisions. The result is a low-cost means for tapping outside 

expertise without compromising an advisor’s ability to influence portfolio implementation.

A host of resources emerged in the 1980s and 1990s that enabled advisors to outsource and achieve efficiencies in new 

directions. These developments included research services, account aggregation tools and software applications to assist 

with portfolio management and rebalancing—all of which focused on easing the administrative burden of investment 

management. Also, unlike the fund-related innovations, which packed more features into a single fund product, these 

advancements offered “a la carte” outsourcing options. 

Turnkey asset management programs (TAMPs) took hold as well during roughly the same time frame. From research 

to manager selection and portfolio administration, TAMPs represented a near total outsourcing solution for advisors. 

Thirty years later, robo-advisors would expand on this concept to offer automated total portfolio management solutions 

directly to household investors.

http://fainsight.com
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Figure 3
Investment Outsourcing Timeline, 1924 to Present

Most recently, innovations are centered on the middle ground in terms of enabling a variety of investment functions to 
be outsourced while simultaneously enhancing an advisor’s ability to customize. Due to this unbundling of investment-
related functions, the decision to outsource is no longer all or nothing when it comes to an advisor’s degree of influence 
over client portfolios.

Date Development Description

1924 • Mutual funds Massachusetts Investment Trust launches as the first mutual fund company. 

1929 • Balanced funds Vanguard Wellington is the first to mix bonds and equities in a single mutual fund.

1971 • Index funds Wells Fargo Investment Advisors (later Barclays Global Investors and now 
BlackRock) introduces the first index fund. 

1976 • Separately managed  
accounts

EF Hutton, later merging with Smith Barney, creates the first separate account 
program. 

1981 • Portfolio management 
software

David Huxford Sr. founds dbCAMS, one of the early developers of portfolio 
management software. The application became a leading favorite among 
independent planners by the early 1990s.

1985 • Investment research Morningstar introduces mutual fund ratings and style boxes.

1986 • Asset-allocated funds Gary P. Brinson, Randolph Hood and Gilbert L. Beebower publish the seminal 
paper Determinants of Portfolio Returns, asserting that asset allocation is the 
primary determinant of a portfolio’s return variability. 

Late  
1980s

• Turnkey asset management 
programs

Brinker Capital and Portfolio Management Consultants (PMC) are among the first 
to offer TAMPs.

1993 • Exchanged-traded funds State Street Global Investors releases the S&P 500 Trust ETF (SPDR). 

1994 • Target date funds Wells Fargo Investment Advisors and Barclays Global Investors launch the first 
target date, or life cycle, funds. 

1999 • Account aggregation Vertical One, later to merge with Yodlee, launches the first account aggregation 
service, collecting and analyzing an investor’s financial information from multiple 
online sources.

2004 • Automated rebalancing iRebal® is first in the industry to solve for family-level rebalancing with rules-based 
software that automatically generates trade recommendations for multiple-account 
level rebalancing.

2007 • Unified managed accounts The UMA, first developed by wirehouses, evolved from separate accounts. 

2008 • Robo-advice Betterment and Wealthfront are among the first companies to offer online 
automated portfolio management and directly target household investors. 

2017 • Model marketplaces TD Ameritrade Institutional introduces Model Market Center, the industry’s first 
marketplace for third-party investment models. 

http://fainsight.com
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Three central themes emerge across these many developments in investment outsourcing. First, the progression 
has clearly been an iterative one, where each innovation provides a stepping-stone for further innovation. Second, 
successive developments tend to alternate between those that limit advisors’ influence over the investment 
process, followed by others that allow advisors to gain a similar level of outsourcing efficiency without sacrificing 
influence. Third, many outsourcing innovations were initially perceived by advisors as a competitive threat but later 
became important tools for advisors to maintain competitive advantage.

Finding Your Place

After decades of innovation, advisors today can access a host of options for implementing client investment solutions, 
including the extent to which they are directly involved. We suspect new choices will continue to emerge in the 
future. A broader spectrum of options presents its own challenges, however, as advisors seek to identify what’s best for 
their business. From hands-on to hands-off, we summarize the continuum of choices available to advisors in Figure 4.

Investment Outsourcing Themes Through Time

• Innovation provides a stepping-stone for future evolution

• Outsourcing developments alternate between providing more or less flexibility and customization

• Solutions have a tough time gaining traction early, but later play an important role

Hands-On Middle Ground Hands-Off

• Highest level of control and flexibility

• Highest demand on internal resources 

• The firm does it all: client risk profiling, 
asset allocation, security selection, 
trading rebalancing and administration

• Outsourcing usage, if at all, is limited to 
administrative functions (e.g., portfolio 
management or rebalancing software)

• Complete discretion and fiduciary 
responsibility

• Moderate level of control and flexibility

• Some demand on internal resources 

• Selective dependence on outsourcing 
solutions

• Typical outsourcing options include 
mutual funds and separate accounts

• Some flexibility to tailor solutions 
without significant losses in efficiency

• Selective discretion

• Lowest level of control and flexibility

• Lowest demand on internal resources 

• Reliance on turnkey programs to 
cover virtually all aspects of portfolio 
construction, implementation and 
administration

• Firm’s direct involvement is typically 
limited to client risk profiling and 
selecting the appropriate solution

Figure 4
The Investment Outsourcing Continuum—Where Should Your Firm Reside?

What’s optimal for an advisor depends on personal preference as well as the strategic vision for the firm. Ahead, this 
paper presents key considerations as you look to define the best approach for your firm. First, let’s start with a review 
of current industry practices and client preferences.
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Over 98% of firms outsource some component 
of investment management. Our survey results 
found that fewer than one in 50 firms was 
strictly hands-on when it came to investments, 
assembling portfolios from individual securities and 
maintaining them without the assistance of third-
party managers, research services or commercial 
software applications.

For the many firms that do outsource, the most typical approaches rely 
on external support for investment decision-making. The most prevalent 
outsourcing within this group comes in the form of funds, with 86% of 
firms investing client portfolios in either mutual funds or exchange-
traded funds (ETFs) as shown in Figure 5. Delegating security selection 
and fund management in this way frees up advisor time to focus on 
other areas of the client relationship, but it also places restrictions on 
the ability to customize portfolios and optimize tax efficiency. 

Outsourcing Predominates in 
Today’s World 

of firms outsource some 
component of investment 

management

98%

Figure 5
Mutual Funds and ETFs Are Most Common Form of External Assistance
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Other popular ways to outsource components of the decision-making process include asset allocation models and 
investment research services. More than half of firms use one or more of these offerings, which represent a more “a la 
carte” type of service that poses fewer restrictions on an advisor’s ability to tailor portfolios.

To reduce the administrative burden of managing portfolios, over half of firms use software applications for portfolio 
management or rebalancing. For a more comprehensive solution that provides both decision-making and administrative 
support, 15% of firms use TAMPs. 

Reliance on External Investment Assistance Varies by Firm

Depending upon the firm, reliance on external investment assistance varies. Least apt to take advantage of 
outsourcing, not surprisingly, are those firms that feature their own investment management expertise as central to 
the value they offer clients. 

Outsourcing use is also loosely correlated with size. Smaller firms by revenue tend to have higher utilization of nearly 
all forms of outsourcing. This is likely due to their lack of scale, preventing them from cost-effectively handling many 
of these functions in-house. 

While smaller firms tend to outsource out of necessity, larger firms can afford to be more selective. With more scale, a 
firm can better afford an in-house Chief Investment Officer and, as a result, may be less apt to outsource investment 
decision-making. However, there may be economies of scale for firms to outsource investment-related administrative 
functions. For example, reliance on portfolio management and rebalancing applications increases with firm size.

http://fainsight.com
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How closely do industry outsourcing practices align 
with client preferences? Client concerns, along 
with costs and control over investments, figure 
prominently when firms consider which investment 
management components to outsource. When 
asked what would prevent them from making 
greater use of external assistance, 27% felt that 
further outsourcing was not aligned with how 
clients perceived value. An additional 21% worried 
that outsourcing might taint the client experience.

The Advisor View

Given advisor considerations to clients in structuring an outsourcing 
approach, we sought to better understand client preferences, especially 
in relation to investment management. In addition to conducting a special 
advisor survey, we surveyed hundreds of individuals who had made recent 
use of an investment professional, all with at least $100,000 in investable 
assets. Our findings have important implications—many firms may be 
misreading the extent to which clients care about investment outsourcing. 
As a result, these firms may be unaware of the true scope of outsourcing 
possibilities that may be suitable for their clients.

Investment Management as Part of an Advisor’s Value 
Proposition
We first set out to learn more about where investment management fits 
within the advisor relationship. From the advisors’ perspective, only a 
minority, 20%, report that their investment management expertise is 
central to the value offered clients and a key point of competitive 
differentiation (Figure 6). 

Outsourcing—The Advisor vs. 
Client Perspective 

of advisors felt that  
further outsourcing was not 

aligned with how clients 
perceived value

of advisors are worried that 
outsourcing might taint the 

client experience

27%

21%

Advisor concerns around clients' 
perception of outsourcing
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The Client View

Consumers indicated that they are most apt to use an investment 
professional to achieve better performance on their investments. Intuitively, 
this makes sense. Consumers who are unwilling or lack the confidence to 
invest on their own would want, first and foremost, an investment 
professional to be able to aid them with investment performance. 
Investment performance was the main reason 45% of consumers sought 
financial advice, followed by 25% who were looking for help not just on 
investments but with all financial matters (Figure 7). Coincidentally, 
investment performance also led in terms of what consumers would most 
like improved in terms of their advisor relationship (30% of mentions).

Figure 6
Prominence of Investment Management When Articulating 
Firm’s Service Advantages

Figure 7
Most Consumers Seek an Investment Professional for Better 
Investment Performance
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Our findings suggest a disconnect between what consumers are looking for and how advisors are marketing their 
firms. This disconnect isn’t necessarily a sign that advisors need to shift to an investment-centric focus, however. 
As we continue to analyze the results of our consumer survey, it becomes clear that while investment performance 
is top of mind, investors are looking for their financial advisor to provide more than just investment management. 
Many firms may simply need to better articulate how and where they provide value for clients, potentially placing a 
greater emphasis on how their services aim to achieve investment performance goals. 

Crafting a Compelling Value Proposition

Leverage our Crafting a Compelling Value Proposition guidebook module to redefine or enhance your firm’s value 
proposition messaging and positioning to better reflect the value your firm delivers and resonate with your target 
audience. Download on Veo/Veo One > Resources > Education Center > Learning by Topic > Client Acquisition.

Clients Appear Unconcerned About Outsourcing

Clients’ interest in investments extends beyond performance. Nearly two-thirds of consumers are very interested in 
how their investment professional invests. That said, interest in how their professional invests doesn’t necessarily 
translate to strong opinions about outsourcing. The result is another area of disconnect between advisors’ 
perceptions and actual client interests.

In our survey, consumers were asked about their preference for whether advisors took direct responsibility to make 
portfolio investments or relied more on external resources. For 57% of consumers, no preference was expressed 
regarding their advisor’s level of involvement (Figure 8). This is more than double the share of advisors who felt that 
their clients would have no preference, with a third of advisors thinking their clients had a strong preference for the 
advisor to have direct oversight for managing client investments.

Figure 8
Clients Care Less About Advisor Involvement Than Advisors Think
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Depending upon typical client segments served, advisors may have even greater freedom to outsource based on potential 
lack of resistance from clients. Figure 9 displays the share of certain client segments that expressed no preference for the 
extent to which they would like their advisor to have direct responsibility for managing their investments. 

Figure 9
Outsourcing Views by Demographics and Asset Levels
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Clients with the highest income-generating potential for an advisor may have the least resistance to outsourcing. For 
example, 83% of clients with 70% or more of their assets managed by an investment professional have no preference 
regarding an advisor’s direct involvement with their investments. This compares with 39% for those with less than 70% 
of assets professionally managed. Resistance also decreases with larger portfolios. Two-thirds of consumers with 
assets of $250,000 or more have no preference for an advisor’s level of direct involvement versus 38% of consumers 
with less than $250,000. 

Generational Preferences at Play

of those over 65 have no 
resistance to investment 

outsourcing

of those under 35 expressing 
no preference

77% 14%
vs.
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To summarize so far, we’ve determined that after decades of innovation, investment 
outsourcing in various forms is now widespread throughout the industry. A 
significant number of firms intend to outsource even more portions of the investment 
management function in the future. Further, client reactions don’t appear to be the 
obstacle to outsourcing that many advisors think they might be.

That said, 53% of firms are holding steady on their outsourcing plans, and 5% intend to do less investment outsourcing in 
the future. Regardless of the camp you sit in, it is important to stay informed of developments in outsourcing and 
understand how they can potentially contribute value to your firm over the long term. Figure 10 presents the impact 
areas that are most often associated with outsourcing. In addition to the investment function, outsourcing can influence 
the firm at large as well as its clients. While many of these areas are of clear benefit, some may be areas of concern for 
certain firms.

Why Outsource?

The Firm Clients Investments

• Cost

• Efficiency 

• Productivity

• Risk mitigation

• Sustaining growth

• Building firm value

• Succession planning

• Alignment with your value proposition

• Client experience

• Control of the investment process

• Investment performance

• Availability of solutions

• Fiduciary obligation

Figure 10
Outsourcing—Potential Impact Areas Across Your Firm, Clients and Investment Function

http://fainsight.com


Outsourcing: Striking the Right Balance Between Customization and Efficiency

19fainsight.com

White Paper

Potential Impacts: The Firm

Cost. Based on advisor perception, outsourcing is typically associated with 
greater costs for the firm. It’s no surprise that advisors are cost-focused. 
Fees ranked second only to investment performance in terms of what 
investors wanted to improve most in regard to their advisor relationship. 
Costs, noted by 58% of advisors, were by far the greatest hindrance to 
additional outsourcing. This compares with just 16% who felt that reducing 
costs were a major outsourcing advantage. 

Figure 11
Perceived Higher Costs Are Leading Reason Advisors Are 
Reluctant to Outsource More
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The cost impact of investment outsourcing may be far more favorable than 
these results suggest, however. In a sense, outsourcing expenditures are 
investments in the firm that can realize significant returns. Benefits with 
regard to improved efficiency and enhanced team member productivity 
indirectly reduce overall firm expenses and may be overlooked if advisors 
are only conscious of costs directly associated with outsourcing providers.

In addition, many forms of outsourcing are no longer as expensive as 
they might have been when introduced, and perceptions may not be 
keeping pace with reality. For example, management expense ratios for 
mutual and exchange-traded funds have come down considerably in 
recent years. From 1996 to 2017, expense ratios for long-term mutual 
funds fell 43%.2 Just in the last 10 years, expense ratios on index equity 
ETFs are down 38%.3 

2 Investment Company Institute, “ICI Research Perspective,” Volume 24, No. 3. April 2018.

3 ibid
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Other means of outsourcing have no implicit cost at all. TD Ameritrade 
Institutional provides its market-leading iRebal rebalancing software at no 
additional cost to advisory firms that custody assets with TD Ameritrade. 
Asset allocation models are available without charge for those within TD’s 
model marketplace platform, and ETFs can be traded without cost within 
the ETF Market Center. 

Efficiency. When asked about the greatest advantages for investment 
outsourcing, the leading response by a wide margin was efficiency. The 
benefits of efficiency gains or time savings were cited by 77% of firms and 
vastly outnumbered the small share of firms that felt that threat to efficiency 
was a key obstacle in making greater use of external investment assistance. 

Productivity. A big part of investment outsourcing’s contribution to efficiency 
relates to the ability to reposition team members to where they can be most 
productive for the firm. One-quarter of the typical advisor’s time is spent on 
portfolio management. Where investment management is central to a firm’s 
value proposition, this share of advisor’s time jumps to 40%.

Time Spent on Portfolio Management In-House

Reducing the time spent on portfolio management frees the advisor to pay 
more attention to client retention and business development—activities 
that are essential to firm growth. Further, because outsourcing can help to 
narrow an advisor’s scope of responsibilities, through greater specialization 
they are better able to perform the responsibilities they are left with.

Compared with other firms, the share of time that advisors dedicate to 
portfolio management is lowest for firms that expect an even greater 
reliance on external assistance in the future, 20%. This suggests that these 
firms, after acquiring a taste of the benefits associated with freeing up 
advisor time, hunger for further returns by redirecting time away from 
portfolio management. 

typical time spent by an 
advisor

time spent by an advisor 
where investment 

management is primary  
value proposition

25% 40%
vs.

Outsourcing can  
positively impact your 
bottom line through:

• Increased productivity

• Improved efficiency
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Which forms of outsourcing are most associated with minimizing advisor time on portfolio management? Our advisor 
survey results distinguished two groups of firms. Advisors in the first group spent less than 20% of their time overseeing 
investments. Advisors in the second group spent over 50% of their time dedicated to portfolio management. Figure 12 
highlights those functions that were most prevalent with the “under 20%” firms and contrasts their usage with the “over 
50%” firms.
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Figure 12
Rebalancing Software Among Strongest Contributors to Decreasing Portfolio Management Time

Mutual funds or exchange-traded funds had the broadest usage among under-20% firms. Rebalancing software and 
third-party asset allocation models, however, showed the biggest differences in usage compared with the over-50% firms.

Risk mitigation. About one in five firms cited “reduced business risk” as a key advantage to outsourcing, about five times 
the share of firms that felt greater business risk was a key obstacle for additional outsourcing. Investment outsourcing 
can help to mitigate business risk in several ways.

With outsourcing, the firm can reduce its reliance on the capabilities of key personnel to carry out important investment 
management functions. Outsourcing can provide redundancy or a safety net if one of these individuals abruptly leaves the 
firm or becomes incapacitated. Further, outsourcing supports definable and repeatable processes that provide scale for the 
firm and offer insurance during a regulatory audit when management must define and defend client portfolio allocations.

Investment outsourcing can help simplify and streamline investment management workflow and minimize the business risk 
of costly errors as a result. As determined in The 2018 Study of Advisory Firms, portfolio management is among the most 
unstructured business processes in terms of workflow. As shown in in Figure 13, nearly 20% of firms largely manage 
investments from memory. Less than 30% of firms have fully automated the process. 
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Sustaining growth. Improved efficiency, assigning team members to their 
highest and best use, implementing repeatable processes and minimizing 
business risk provide an important foundation for sustaining growth of 
the firm over time—likely the single most important benefit of investment 
outsourcing.

Building firm value. The ability of a firm to sustain growth over time, 
especially in a way that does not overly rely on any one key individual, is a 
critical component for building value in a firm. By reducing reliance on key 
personnel and facilitating consistent and repeatable processes, investment 
outsourcing can make important contributions toward building greater firm 
value. Outsourcing also improves the transferability of processes through any 
potential ownership change. The result is a “lift and shift” type of mobility 
that can enhance the firm’s attractiveness to potential buyers.

Succession planning. The potential for outsourcing to reduce dependencies 
on key personnel can also help overcome succession obstacles. For example, 
a firm’s capability to deliver value for clients may rely heavily on the expertise 
of a Chief Investment Officer who is responsible for market views, investment 
ideas and portfolio asset allocations. In this case, creating a succession plan 
for this individual takes on critical importance to reassure clients and 
minimize the risk of serious business interruption should the individual leave 
the firm or be unable to perform their function for a time. 

Figure 13
Fewer Than One in Three Firms Fully Automate Portfolio 
Management Processes
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Succession Planning White Paper

The lack of an adequate succession plan for business critical roles can present a business continuity risk in the 
short term and limit a firm’s ability to create sustainable growth and equity value over the long term. Access 
Succession Planning: Beyond Ownership Transition, It’s a Smart Human Capital Strategy to learn how you can 
approach this important exercise. Download on Veo/Veo One > Resources > Education Center > Learning by 
Topic > FA Insight Research.

With an outsourced investment process, transitioning an investment specialist, assuming one is still needed, 
becomes a much easier process. This is because much of the firm’s investment capabilities (those provided through 
the firm’s outsourcing relationships) remain unchanged.

Potential Impacts: Clients

Alignment with your value proposition. About one in four advisors is hesitant to seek external investment assistance 
due to concern about misalignment with the firm’s value proposition. Many other advisors, however, see outsourcing 
as a way to strengthen the firm value proposition by focusing the firm on what it does best. Limiting the firm’s direct 
involvement to areas where it has core competency was cited as an advantage by 40% of advisors. This ability to 
focus was the second most-mentioned outsourcing advantage behind only efficiency.

Perhaps not surprising, inconsistency between outsourcing and the firm’s value proposition is the greatest concern 
among advisors who feel investment management expertise is central to the value that their firm offers clients. Nearly 
half of these advisors (49%) reported that this perceived lack of alignment is a key obstacle preventing them from further 
outsourcing.

But how valid is this concern? A good value proposition is outcome focused. If clients are attracted to a firm due to its 
consistent ability to provide investment-related solutions, does it matter that the firm limits its reliance on external 
investment assistance? The answer is likely no, according to our consumer research.

How the firm produces these solutions may have relevance from the standpoint of competitive differentiation and 
convincing clients of the firm’s ability to deliver on its value promise. There are many ways, however, that firms can 
effectively deliver on this promise—including the use of external resources and partners. For example, a firm may highlight 
its unique ability to identify, work with, and combine “best of breed” third-party resources for delivering investment 
solutions to its clients.

Client experience. Approximately one in five advisors surveyed felt that outsourcing could potentially contribute to an 
inferior client experience. This concern may stem from how firms view their value proposition and the notion that an 
investment-centric firm must handle as much as possible in-house for clients to be satisfied. 

While some firms may equate a quality client experience with hands-on investment management, the importance of 
spending time with a client to better understand their goals and preferences cannot be overlooked. This is where 
advisors can shine. Time spent managing portfolios is time that cannot be applied to learning more about client needs. 
Through outsourcing, advisors can elevate the client experience by establishing closer client relationships and thereby 
assuring that investment solutions more effectively meet client needs.
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Firms may also equate client satisfaction with customization, and investment outsourcing with an inability to customize. 
While outsourcing requires a certain amount of delegation, it doesn’t necessarily mean loss of control, thanks to 
innovation. Customized solutions and third-party “off the shelf” components are not mutually exclusive. The new model 
marketplaces are a good example of this, where advisors can take advantage of pre-existing models from others yet 
maintain total flexibility for tailoring these models according to firm philosophy or specific client needs.

Potential Impacts: Investments

Control of the investment process. By definition, through outsourcing the advisor hands off some portion of control 
over the investment process to a third party. Indeed, fear of less control over investments ranked behind only cost as an 
obstacle preventing firms from making greater use of external assistance when implementing investment solutions. 
About one-third of firms had this concern.

Any perceived disadvantage associated with control, however, may be more perception than reality. In the case of 
accessing a model marketplace solution, advisors retain complete control and flexibility to override any model 
recommendation. Further, advisors will always have control over which outsourcing providers they choose, and with proper 
vetting and administration, they should have reasonable assurance that outsourcing providers will perform capably. 

Whether it’s a working firm owner passing on key responsibilities to other firm team members or the firm at large 
outsourcing components of the investment process, this kind of prudent delegation is often a vital ingredient for creating 
specialists within the firm, gaining efficiencies and sustaining growth.

Investment performance. Better investment performance was among the top-ranking factors cited as outsourcing 
advantages. That said, a significant minority of advisors reported that their firms are not making greater use of external 
investment assistance out of concern that investment performance would suffer (Figure 14).

Figure 14
More Advisors Feel Outsourcing Had Positive Impact on 
Investment Performance
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Regardless of how advisors might be evaluating investment performance quality, performance should not be a primary 
factor for considering outsourcing options. The advice industry has long moved away from selling “outperformance.” 
With industry maturation, investment management is becoming more commoditized. As a result, investment managers 
are increasingly challenged to stand out in an ever more competitive marketplace. Today, what matters most is an 
advisor’s ability to create a more meaningful client relationship that centers on progressing clients toward achieving 
important financial goals. Beating a particular benchmark won’t necessarily support this.

Availability of solutions. About one in five advisors might outsource more if only they could identify the right type of 
assistance compatible with their investment process. For 13% of advisors, the sense is that no third-party provider could 
perform the function better than their firm.

Again, these sentiments may be another case of the industry developing faster than advisors are aware. We’ve 
highlighted the rapid development in innovations related to outsourcing. Given advances in technology and continued 
advisor demand, the pace of new development should continue. The challenge is for advisors to stay abreast of the 
growing list of options available to them. Frequently, service providers can be a good source of guidance. For example, 
TD Ameritrade offers various consulting resources to help advisors determine which outsourcing solutions will work best 
for their business needs. 

Fiduciary duty. Outsourcing’s impact on fiduciary responsibility was of importance to only a small share of advisors in 
our survey, with opinions mixed. While 12% felt that outsourcing was advantageous in terms of lessening an advisor’s 
fiduciary obligation, 8% had concerns that outsourcing might weaken the advisor’s ability to act as a fiduciary. 

The fact is that a fiduciary advisor will always have an obligation to put clients’ interests first. While an outsourcing 
solution might allow an advisor to better focus on being a fiduciary, it will never absolve the advisor of that responsibility. 
Firms would be well-served to have in place a structure for vendor management, which should include a defined process 
for vetting each vendor as well as accountability within the firm for vendor oversight.

The Vendor Management Life Cycle

Working with third-party vendors to enhance your business capabilities and increase efficiencies, in many cases, is 
a smart business strategy. The downside is that it increases your risk exposure as you allow third and fourth parties 
access to your firm and client information. Access our Evaluating Third-Party Providers guidebook module for 
guidance on how to approach vendor management at all stages of the vendor management life cycle. Download 
on Veo/Veo One > Resources > Education Center > Learning by Topic > Risk & Compliance.
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Identifying your optimal outsourcing approach 
requires evaluating each potential impact area from 
multiple perspectives. These include an evaluation 
from the perspectives of your growth strategy, your 
capabilities as a firm and your personal preferences 
as a firm owner.

For most firms, the advantages associated with outsourcing outweigh any 
perceived benefits of an advisor maintaining direct control over investment-
related functions. This suggests that plenty more opportunity exists for 
firms to outsource further, as indicated by a sizable share of advisors in our 
survey who intend to do just that.

Where your firm resides on the outsourcing spectrum and exactly what 
outsourcing solutions it deploys to get there, however, ultimately rely on 
those impact areas where the advantages may be less clear. Of potential 
affected areas, the effects of outsourcing on your value proposition, client 
experience and firm costs are likely the most important determinants. 

The Strategy Perspective

Your firm’s growth strategy can provide a useful guidepost for evaluating 
the appropriateness of certain outsourcing options. Your strategy is 
especially relevant in assessing any potential disconnects between 
outsourcing and your value proposition. 

Your answers to the following questions can highlight whether an 
outsourcing option may be suitable for your firm:

• What are the most valued outcomes provided to clients?

• How does the firm differentiate from the competition?

• What is the firm emphasizing to drive growth and profitability?

• What role does investment management play in the context of the 
firm’s value proposition and its growth strategy?

Determining Your Best Course
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The Capability Perspective

A comprehensive inventory of firm capabilities provides another helpful perspective. The following are key questions 
related to a capability assessment:

• How do the firm’s investment management capabilities compare with outsourcing solutions?

• Are key capabilities overly concentrated with any one individual?

• How satisfied are clients with the firm’s investment capabilities?

• What are the firm’s costs for providing these capabilities in-house?

• What limitations exist as a result of lack of scale, resources or expertise?

Answers should lead to identifying gaps in skills, expertise and resources that could potentially be filled with an 
outsourcing option.

The Owner Perspective

Our final important perspective relates to the personal preferences of firm owners. Whatever the preferred outsourcing 
solution from a business perspective, firm owners must find personal satisfaction in the chosen approach. Key questions 
from this perspective include:

• What kinds of work do owners and the firm at large enjoy doing most?

• What kind of work is least enjoyable?

• What is the comfort level for delegating components of the investment management function?

• How reliant is the firm on its shareholders for investment expertise?

• Will this reliance effect preference for ownership succession? 

Answers here will help prioritize the investment functions to outsource to make work more enjoyable for firm owners and 
staff in addition to smoothing out potential succession obstacles.

Making the Transition

Using the guidance provided here, you may be ready to begin transforming your investment function. Key steps 
are summarized below:

1. Assess your process for investment management. What is working? Where are the opportunities for 
improvement?

2. Identify where outsourcing is most appropriate. Consider the business factors that outsourcing can have influence 
over. Apply the three perspectives to evaluate their potential impact and determine your optimal approach.

3. Identify the most appropriate partners. For references, tap existing resource providers and the insights that may 
be available through your custodian or broker-dealer. Trade media often publish useful provider directories as well.

4. Implement the transition. Transitioning can be painful without proper preparation. Outline what will need 
to happen when. Communicate pending changes with staff and clients as necessary. Assign one or more 
team members who are accountable for oversight of the transition as well as ongoing management of the 
new investment process once implemented.

5. Actively manage each outsourcing relationship. Routinely monitor all relationships to avoid a “set it and 
forget it” mentality. Are vendors continuing to perform as expected? Are alternatives emerging in the market 
that might provide a more suitable solution?
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Conclusion
Change can be daunting, but it must occur for an advisory firm to 
remain competitive. The rapid pace of innovation in investment 
management represents a particularly pressing impetus for change. 
Firms can either take advantage of these exciting developments or 
risk being passed by as more proactive competitors quickly adapt 
to emerging opportunities. 

Relative to direct implementation, facilitating investment solutions 
for clients based on best-of-breed providers has the potential to be 
a better result for clients as well as the firm. Determining the right 
mix of direct involvement and external assistance, however, will be 
specific to the unique characteristics of the firm. The most optimal 
approach will be a product of your firm’s growth strategy, existing 
capabilities and personal preference of firm owners.
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This material is designed for a financial professional audience, primarily Registered Investment Advisors.

This brochure is published by TD Ameritrade Institutional for informational purposes only and is intended to provide a general overview about the topics covered and to 
help you identify opportunities in your practice and important issues you may wish to consider in developing a strategy. This should not be construed as legal, tax, 
compliance or professional advice. While TD Ameritrade Institutional hopes that you find this information educational and thought-provoking, you need to determine 
whether the information is appropriate and applicable to you and your firm.

Carefully consider the investment objectives, risks, charges and expenses before investing. A prospectus, obtained by calling 800-400-6288, contains this and other important 
information about an investment company. Read carefully before investing.

Mutual funds are subject to market, exchange rate, political, credit, interest rate and prepayment risks, which vary depending on the type of mutual fund. Fund purchases 
may be subject to investment minimums, eligibility, and other restrictions, as well as charges and expenses.

ETFs are subject to risk similar to those of their underlying securities, including, but not limited to, market, investment, sector, or industry risks, and those regarding 
short-selling and margin account maintenance. Some ETFs may involve international risk, currency risk, commodity risk, leverage risk, credit risk, and interest rate risk. 
Performance may be affected by risks associated with nondiversification, including investments in specific countries or sectors. Additional risks may also include, but 
are not limited to, investments in foreign securities, especially emerging markets, real estate investment trusts (REITs), fixed income, small-capitalization securities, and 
commodities. Each individual investor should consider these risks carefully before investing in a particular security or strategy. Investment returns will fluctuate and are 
subject to market volatility, so that an investor’s shares, when redeemed or sold, may be worth more or less than their original cost. Unlike mutual funds, shares of ETFs are 
not individually redeemable directly with the ETF. Shares are bought and sold at market price, which may be higher or lower than the net asset value (NAV).

Information provided by TD Ameritrade, including without limitation that related to the ETF Market Center and commission-free ETFs, is for general educational and 
informational purposes only and should not be considered a recommendation or investment advice. 

Particular commission-free ETFs may not be appropriate investments for all investors, and there may be other ETFs or investment options available at TD Ameritrade that 
are more suitable. 

ETFs purchased commission-free that are available on the TD Ameritrade ETF Market Center are available generally without commissions when placed online in a TD Ameritrade 
account. Other fees may apply for trade orders placed through a broker or by automated phone. 

TD Ameritrade receives remuneration from ETFs that participate in the commission-free ETF program for shareholder, administrative and/or other services.

No Margin for 30 Days. Certain ETFs purchased commission free that are available on the TD Ameritrade ETF Market Center will not be immediately marginable at TD Ameritrade 
through the first 30 days from settlement. For the purposes of calculation the day of settlement is considered Day 1. 

iRebal® products and services property of ThinkTech, Inc., an affiliate of TD Ameritrade, Inc.

Material made available through the Model Market Center is provided by third-party Model Managers and information providers who are separate from and unaffiliated with 
TD Ameritrade. TD Ameritrade has not paid for or been involved in the preparation of the content, and has not verified, endorsed or approved the content. TD Ameritrade 
assumes no responsibility for any fact, recommendation, opinion or advice contained in any such model portfolio or materials and expressly disclaims any responsibility for any 
investment decisions or for the suitability of any security or transaction based on it. Any mention of specific managers and/or models should not be considered an endorsement 
or recommendation by TD Ameritrade. Users of Model Marker Center are responsible for all upfront and ongoing manager and model due diligence.

TD Ameritrade receives remuneration from ETFs and mutual funds and/or their managers that participate in the MMC for administrative and/or other services.

Model Market Center is an offering of TD Ameritrade, Inc. Registered Investment Advisor (RIA) that leverages iRebal® on Veo® technology to provide independent RIAs 
access to model portfolios provided by third-party asset managers.

TD Ameritrade Institutional disclaims any loss or liability that is incurred as a consequence, directly or indirectly, from the use or application of this publication. You should 
consult with attorneys or compliance experts that understand your particular circumstances before utilizing any of the ideas presented here in your practice.

FA Insight is a product of TD Ameritrade Institutional, Division of TD Ameritrade, Inc., member FINRA/SIPC. FA Insight, TD Ameritrade Institutional and TD Ameritrade Inc. 
are trademarks owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Banks. © 2019 TD Ameritrade.
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