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TRENDS IN ADVISOR PORTFOLIO CONSTRUCTION 
AND INVESTMENT DECISIONS
By Ed Louis ,  Senior  Analyst ,  Wealth  Management ,  Cerul l i  Associates

In this edition of Investments & Wealth 
Research, Cerulli Associates examines 
trends influencing advisor portfolio 
construction. Investment portfolio 
decisions do not occur in a vacuum. 
Trends in investor sentiment, fee 

awareness, product availability, and other 
factors all affect investment decisions. In 
2018, just 12 percent of advisors reported 
fully outsourcing portfolio construction to 
home-office or third-party models. For 
the majority of advisors that exercise at 

least partial influence over portfolio 
construction, understanding these trends 
can help when choosing how to build 
portfolios and deciding which types of 
vehicles and products to use.

FIGURE 1

HOUSEHOLD RISK LEVEL, 2008–Q2 2018

investors’ progress toward goals and recon-
sider whether they need to ratchet down 

embedded risk to better align positions with 
investors’ actual tolerance.

FIGURE 1 HIGHLIGHTS: From 2013 to Q2 
2018, the share of investors that identify as 
having a conservative risk tolerance has 
declined from 29 percent to 21 percent.

KEY IMPLICATIONS: The tendency of inves-
tors to categorize themselves as willing to 
take on a moderate level of risk remains 
consistent, but the 10 percent of inves-
tors describing themselves as aggressive 
marks the highest level recorded by Cerulli 
Associates. Meanwhile, with the percent-
age of investors describing themselves as 
conservative declining substantially since 
2016, the situation looks much like 2008, 
a reminder that advisors must continue 
to carefully assess their clients’ true tol-
erance for risk. Advisors should revisit 

Sources: Phoenix Marketing International, Cerulli Associates
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FIGURE 2

CLIENT QUESTIONS ON INVESTMENT TOPICS, 2018

FIGURE 2 HIGHLIGHTS: Investors most fre-
quently asked their advisors about income 
generation (68 percent) and downside pro-
tection (67 percent).

KEY IMPLICATIONS: In 2018, half of advi-
sors’ clients were age 60 or older.* Another 

24 percent were ages 50–59.* This organi-
cally leads to the increased focus on both 
income generation and downside protection, 
especially when considering that memo-
ries of the financial crisis and the ques-
tions it raised around this cohort’s ability to 
afford retirement still linger. Helping these 

investors as they navigate their golden years 
will continue to require an emphasis on the 
importance of retirement planning and will 
influence the development of investment 
solutions that practices have access to. 
*Data point is not shown in figure 2.

Analyst Note: Responses represent objectives that advisors indicated they were “very focused” on over the next 12 months.

Source: Cerulli Associates

FIGURE 3

FINANCIAL ADVISORS’ FOCUS ON ACHIEVING PORTFOLIO OBJECTIVES  
OVER THE NEXT 12 MONTHS, 2018

FIGURE 3 HIGHLIGHTS: Downside risk pro-
tection (57 percent) and portfolio diversifi-
cation (55 percent) were the most common 
investment objectives for advisors.

KEY IMPLICATIONS: Sixty-seven percent 
of advisors stated that they were at least 

somewhat focused on generating greater 
alpha, but they also recognize investor con-
cerns around managing risk. Advisors were 
more likely to emphasize themes related to 
diversification and downside protection when 
considering their portfolio objectives. The 
months of February and October 2018 were 

notable for volatility, which likely served as a 
reminder for advisors about the potential for 
a market correction. Advisors must ensure 
that investors understand how their port-
folios are positioned and discuss potential 
responses that could help them weather an 
inevitable pullback in the markets.
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FIGURE 4

ADVISOR SENTIMENTS ON FEES COMPARED TO FIVE YEARS AGO, 2018

FIGURE 4 HIGHLIGHTS: Nearly three-quar-
ters (71 percent) of advisors say prospective 
clients are more sensitive about fees com-
pared to five years ago.

KEY IMPLICATIONS: Investor fee aware-
ness has increased steadily over the past 
five years. The share of investors who either 

believed the investment advice was compli-
mentary or were not sure how they paid for 
advice declined from 62 percent in 2013 to 
42 percent in 2018.* Despite this heightened 
fee-awareness, most advisors have man-
aged to stave off fee compression by plac-
ing a greater emphasis on planning, clearly 
defining their value proposition, and focusing 

on lower-cost investments to reduce the 
all-in cost to clients. Although two-thirds of 
advisors expect to experience fee compres-
sion in the next five years, 59 percent expect 
asset managers to bear the brunt of it.*
*Data point is not shown in figure 4.

FIGURE 5

PORTFOLIO DISCRETION, 2018 VS. 2020E

FIGURE 5 HIGHLIGHTS: Advisors expect to 
have 23 percent of their assets on rep-as-
portfolio-manager (RPM) platforms by 2020, 
and brokerage use is expected to decline 
from 27 percent to 19 percent.

KEY IMPLICATIONS: Trends accelerated  
by the now overturned Department of 
Labor (DOL) conflict of interest rule have 
not abated. Chief among the trends is the 
continued movement of advisor-managed 
assets to fee-based platforms. Brokerage 
assets made up 27 percent of advisor 

accounts, but advisors expect to reduce bro-
kerage use by more than 30 percent. Cerulli 
Associates expects RPM (20 percent) and 
unified managed account (36 percent) plat-
forms to see the strongest growth over the 
same timeframe.* 
*Data points are not shown in figure 5.

Analyst Note: Data represents survey responses from all advisors.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                        Financial Planning Association

Analyst Note: Independent RIAs are excluded. Portfolio discretion data is self-reported by advisors.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                        Financial Planning Association
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FIGURE 6

PORTFOLIO CONSTRUCTION PROCESS BY CORE MARKET, 2018

FIGURE 6 HIGHLIGHTS: Just 6 percent of 
practices serving affluent and high-net-
worth (HNW) core markets fully outsource 
investment decisions, compared to 19 per-
cent of middle market-focused practices.

KEY IMPLICATIONS: More than half (54 per-
cent) of financial advisors consider their deep 

investment knowledge and expertise a core 
reason why investors choose their practices.* 
As practices move up-market, they become 
more likely to standardize their investment 
processes with models built by the prac-
tice. Simultaneously, they are less likely 
to fully outsource portfolio construction. 
Implementing a standardized investment 

process allows these practices to deliver 
a more consistent experience for clients, 
streamline research, and, when the advisor 
has discretion, adjust portfolios more effi-
ciently. It also provides the added benefit of 
potentially freeing up time and resources that 
can be dedicated to other client needs.
*Data point is not shown in figure 6.

FIGURE 7

TOP PORTFOLIO CONSTRUCTION STRATEGIES, 2018

FIGURE 7 HIGHLIGHTS: Close to half  
(45 percent) of practices with specialized 
staff use a strategic allocation with a tacti-
cal overlay, compared to 37 percent of their 
peers. 

KEY IMPLICATIONS: For advisors who 
choose to build practice-level models, 

combining the repeatability of strategic allo-
cations with the added active management 
of tactical overlays to strategies creates 
an attractive way to add value and display 
investment expertise. Practices with special-
ized staff (e.g., investment personnel, finan-
cial planning specialists) are more likely 
to use this approach, leveraging the added 

bandwidth created by increased headcount. 
Although 44 percent of model portfolio pro-
viders currently offer tactical allocation 
models that advisors can use either inde-
pendently or as a complement to existing 
portfolios, only 6 percent of asset allocation 
product assets are in tactical strategies.*
*Data points are not shown in figure 7.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                         Financial Planning Association

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                        Financial Planning Association
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TABLE 1

ASSET ALLOCATION FOR MODERATE RISK INVESTORS, 2018

TABLE 1 HIGHLIGHTS: U.S. equities make up 38 per-
cent of the portfolio, the largest portion among all asset 
classes.

KEY IMPLICATIONS: As the bull market ages, advisors 
gradually are diversifying client accounts away from U.S. 
equities, though they continue to make up a significant 
portion of the average moderate allocation. On average, 
advisors allocate 57 percent of moderate risk portfo-
lios to traditional equities. Unsurprisingly, as prac-
tices moved up in core market and focused on affluent 
or HNW investors, the balance of fixed-income expo-
sure tilted from taxable U.S. bonds to municipal bonds.* 
Across all practices, however, advisors placed one-third 
of their moderate allocations into international securi-
ties and various alternative investments.
*Data point not shown in table 1.

FIGURE 8

ADVISOR ALLOCATION TO PASSIVE STRATEGIES DATABANK, 2018 VS. 2020

FIGURE 8 HIGHLIGHTS: Advisors expect to 
increase their passive strategy holdings to 
33 percent by 2020.

KEY IMPLICATIONS: The share of assets 
in passive strategies is expected to con-
tinue to grow. Most advisors believe that 
active and passive strategies can coexist, but 

active managers are still dogged by perfor-
mance concerns. Though 77 percent of advi-
sors agreed that active managers can offer 
downside protection in volatile markets, 
more than half (55 percent) believe it is dif-
ficult to consistently identify active manag-
ers that will outperform their indexes.* This 
contributes to most advisors (71 percent) 

stating that passive options must be con-
sidered when acting in a fiduciary capacity.* 
Practices focused on serving a core market 
of affluent clients allocated 26 percent more 
of their portfolios to passive products than 
those working with mass-affluent investors. 
*Data points are not shown in figure 8.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and Financial Planning Association
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FIGURE 9

ADVISOR ALLOCATIONS TO INVESTMENT PRODUCTS, 2018

FIGURE 9 HIGHLIGHTS: Nearly all (90 per-
cent) of advisors allocate a portion of client 
portfolios to mutual funds and more than 
three-quarters (77 percent) use exchange-
traded funds (ETFs).

KEY IMPLICATIONS: Advisors expect to con-
tinue paring back their mutual fund hold-
ings in exchange for ETFs. By 2020, advisors 

intend to reduce their mutual fund expo-
sures from 33 percent to 29 percent of 
assets, while increasing ETF holdings from 
14 percent to 19 percent in the same time-
frame.* Mutual funds remain the most 
commonly used product type by advisors, 
however. Just more than one-third (35 per-
cent) used ETFs for more than 15 percent of 
allocations compared to the 58 percent of 

advisors that allocated 25 percent or more 
to mutual funds. The increased focus on 
cost likely will contribute to fund companies 
continuing to ensure that the most attrac-
tively priced funds possible are available to 
advisors.
*Data points are not shown in figure 9.

FIGURE 10

ADVISOR USE OF ETFS FOR PORTFOLIO CONSTRUCTION, 2018

FIGURE 10 HIGHLIGHTS: ETFs are most 
commonly used by advisors for sector- 
specific exposure (34 percent) and to estab-
lish cost-efficient core holdings (39 percent).

KEY IMPLICATIONS: In 2018, the major-
ity (66 percent) of ETF strategies used by 

advisors were passive portfolios. In addi-
tion to providing liquid options for advisors 
that desire the flexibility to make tactical 
moves in client portfolios, lowering the cost 
of the core holdings creates room for fee-
aware advisors to use more-expensive active 
strategies in areas where they may have 

a higher conviction of the manager’s abil-
ity to add value. Strategic beta and active 
ETFs have grown in availability, but advisors 
reported that they made up just 13 percent 
of their allocations to packaged investment 
products.* 
*Data point is not shown in figure 10.

Analyst Note: Data represents the percentage of advisors that allocate client assets within the given range of the specified investment product.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                        Financial Planning Association
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FIGURE 11

ADVISOR-REPORTED USE OF ALTERNATIVES, 2018

FIGURE 11 HIGHLIGHTS: More than one-
third (37 percent) of alternatives users allo-
cate 4–6 percent of client portfolios to the 
space.

KEY IMPLICATIONS: As home-offices and 
third-party providers have worked to expand 
access to alternative investments, in 2018 

40 percent of advisors reported using alter-
native investments. The number of advisors 
that use alternatives has grown, but alterna-
tives still make up a relatively small part of 
portfolios. Almost two-thirds (65 percent) of 
alternatives users allocate less than 10 per-
cent of portfolios to alternatives. The most 
common concerns advisors continue to have 

around the strategies center around cost, 
limited transparency, and lack of investor 
understanding. Increased access to educa-
tional resources and the return of market 
volatility that creates opportunity for these 
products to demonstrate their value likely 
will increase the use of alternatives with 
suitable investors. 

Analyst Note: Data represents advisors who report using nonliquid alternatives. Branch network advisors include those from the wirehouse and national/regional channels, and 
independent advisors include those at independent registered investment advisor (RIA)s, hybrid RIAs, and independent broker–dealers.

Sources: Cerulli Associates, in partnership with Investments & Wealth Institute (formerly IMCA) and                        Financial Planning Association
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